Business Review

We are pleased to report that the Group has achieved
improvements in both turnover and net profit for 2002,
during which the markets experienced many challenges

and economic uncertainties.

The Group’s turnover for the year increased by 15% to
HKS$1.91 billion against HK$1.66 billion in 2001. The
net profit after tax attributable to shareholders also
improved to HK$21 million against a restated loss of

HK$220 million for the preceding year.

The achievement was mainly driven by successful market
penetration of our well-known brands in China,
improvement in the packaging business, and improved
contribution from the distribution business.

During 2002, the Group completed the privatisation of its
subsidiary, Lam Soon Food Industries Limited (“LSF”)
for a sum of HK$130 million, and acquired 100%
ownership of Jiangsu Lam Soon Flour Mills Company
Limited. The finance for these projects was from the
Group’s normal operating cashflow and the Group’s net
borrowings was further reduced by HK$10 million.
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Financial Review

The Group generally finances its businesses with internally
generated cash-flows and banking facilities at different
geographical markets as far as practicable. Financing and
cash management activities of the Group are co-ordinated
at the corporate level.

The Group’s management continued to keep tight control
on credit policies and inventory planning. As at 31st
December 2002, over 90% of the Group’s receivables were
less than 3 months old. On the other hand, the Group
generally receives favourable terms from its trade

creditors.

The debt maturity profile of the Group as at 31st December
2002 is as follows:
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The Group has total assets of HK$1,856 million as at
31st December 2002 (2001: HK$1,853 million). The
Group’s gearing ratio improved from 14% as at 31st
December 2001 to 12% as at 31st December 2002, which
was calculated based on the net borrowings (net of cash
deposits and bank balances) of HK$100 million (2001:
HK$110 million) and the shareholders’ equity of HK$811
million (2001 (restated): HK$781 million).
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As at 31st December 2002, there were sufficient banking
facilities that had not yet been utilised by the Group. As
the cash deposits and bank balances of the Group
amounted to HK$222 million together with the total net
working capital of HK$11 million, the management
considers that the Group has sufficient financial resources
to discharge its debts and to finance its daily operations

and capital expenditure.

Over 97% of the Group’s cash deposits and bank balances
are denominated in either HK Dollars, US Dollars or
Renminbi. The exposure to exchange fluctuation is

insignificant.
Employees, Training and Remuneration Policy
As at 31st December 2002, the Group had approximately

1,990 (2001:

remunerated according to nature of their job and market

1,710) employees. Employees are
trend, with built-in merit component incorporated in the
annual increment and year end performance bonus to
reward and motivate individual performance. Total staff
costs for the year ended 31st December 2002 were
HK$194 million (2001 (restated): HK$173 million).

Pursuant to the share option scheme approved by the
shareholders on 26th May 2000 (“the Scheme”), the
directors of the Company may invite employees and
directors (other than non-executive directors) of the
Company or any of its subsidiaries from time to time to
take up options to subscribe for shares of HK$1 each in
the capital of the Company. The subscription price and
the exercisable period are determined in accordance with
prescribed formula and terms. During the year ended 31st
December 2002, 3,950,000 share options were granted
under the Scheme.

The Share Option Scheme adopted on 29th May 1998
was cancelled and terminated on 26th May 2000 of which
1,094,605 share options were exercised during the
financial year ended 31st December 2002.
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Details of the share option schemes of the Company are

set out in the “Directors’ Report” to the annual report.

Charges on Group Assets

As at 31st December 2002, the amount of the Group’s
assets pledged as security for liabilities was HK$93 million
(2001: HK$574 million).

Contingent Liabilities

(a)

(b)

(c)

(d)

As at 31st December 2002, the Company had
contingent liabilities in respect of guarantees given
by the Company to banks to secure banking facilities
granted to certain subsidiaries of which amount
utilised by the subsidiaries
HK$172,030,000 (2001: nil).

amounted to

As at 31st December 2002, the Group had contingent
liabilities in respect of several guarantees given to
banks to secure banking facilities of a jointly
controlled entity to the extent of HK$38,623,000
(2001: HK$15,333,000).

As at 31st December 2002, the Group sold its notes
receivable with recourse to finance companies, which
amounted to HK$35,239,000 (2001:

HK$20,408,000).

As at 31st December 2002, the Group committed to
supply 14.7 million (2001: 32 million) aluminium
cans to a customer in Taiwan at a fixed price. Such
commitment was covered by a bank guarantee issued
to the customer, which amounted to approximately
HK$2,684,000 (2001: HK$2,095,000). The Group
had contingent liabilities arising from counter
indemnity given to the bank in respect of such
guarantee.
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The key factors affecting our businesses are the economic
growth in China, the government policies and commodity
prices. The Group has further strengthened its branding
and sales distribution network to position itself
appropriately for the growth of the food and agricultural
industry in China. Our financial position remains sound
to support further investments in our core businesses in

the region.

Food Segment

The Segment achieved double-digit sales growth in China
this year. Profitability for the year was affected mainly
due to fluctuations in raw material costs and increase in

investments for branding and market penetration.

In December 2001, the Group received the first award of
The Excellent Enterprise of Foreign Investment (including
Hong Kong, Macao and Taiwan) in China Food Industry
by China National Food Industry Association, from 1981
to 2001.

In 2002, the Segment acquired a new flour production
centre in the Jiangsu province and increased the Group’s
total daily production capacity from 1,000 to 1,550 metric

tons.

The Group’s flagship brand, “Knife” cooking oil won the
award of Hong Kong Top Ten Brands in 1999. “Knife”
was also recognised as a Super Brand in Asia by Reader’s
Digest for the past three consecutive years since 2000.
“Red Lantern” also received Hong Kong Top Ten Brands
in the first week of 2003.

Detergent Segment

The Segment achieved double-digit sales growth in China
during the year. AC Nielsen had again ranked Lam Soon
the market leader in Hong Kong represented by its two
major brands, “AXE” and “Labour”. “AXE” also achieved
recognition with an award of Hong Kong Top Ten Brands
in 2000.
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Packaging Segment

In 2001, the Group took the decision to write down the
book value of its idle machineries and properties reflecting
its underlying capacity utilisation and the market
conditions of excess supply versus demand. The Segment
continues to improve its operating efficiency and cost

control.

Distribution Segment

Lam Soon Food Supply Company Limited is a new
subsidiary wholly-owned by the Company. Its mission is
to maximise the operating synergies by integrating the
sales and logistic operations for all the Group’s products

and services in Hong Kong.

The Segment completed its restructuring in August 2001
and reported encouraging performance despite difficult

market conditions in Hong Kong.

The Board Audit Committee comprises Messrs. Ng Ping
Kin, Peter (Chairman), Lo Kwong Chi, Clement, Tsang
Cho Tai and Tsao Chen, James, three of whom are
independent non-executive directors. The Board Audit
Committee intends to meet quarterly to assist the Board
in providing an independent review on the completeness,
accuracy and fairness of the financial statements of the
Company, as well as the efficiency and effectiveness of
the Company’s operations and internal controls. In
addition, the Board Audit Committee has reviewed with
management the accounting policies and practices adopted
by the Group and discussed auditing, internal controls
and financial reporting matters including a review of the
audited consolidated financial statements of the Group
and the auditors’ report thereon and submits them to the
Board.
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The Board would like to express its sincere appreciation
to its bankers, suppliers, customers and shareholders for
their continued support to the Group. The Board also
wishes to thank the Group’s management and staff for

delivering major progress in various core businesses.

By Order of the Board
WHANG Tar Choung

Chairman

Hong Kong, 11th April 2003
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