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Chairman’s Statement

I am pleased to submit to
shareholders the Company’s first

Annual Report since my appointment s
as Executive Chairman.

KA S IR 2 B
EEBFATHTEREENEL
AAJEHR -

2003 was a year of change and challenge for the Company.
On 17 December 2002, Sun Hung Kai & Co. Limited, through
a wholly owned subsidiary, acquired approximately 28.5% of
the shares in the Company from interests associated with Mr.
Brian O'Connor. Subsequently, a takeover offer instituted by
Caduceus Medica Limited, a company associated with Dr.
Nelson Wong Chi Kit and the late Mr. Ronald Carstairs, both
ex-Directors of the Company, generated a period of some
instability within the Company. The offer was not successful.

Following the bid and the untimely death of Mr. Carstairs, the
Board was restructured. We express our condolences to Mr.
Carstairs's family and the Company's appreciation for his
contribution. | was appointed Executive Chairman on 18 March
2003. The new Board and management confirmed its
commitment to the development of the Company's profitable
core businesses in Hong Kong.

The impact of Severe Acute Respiratory Syndrome (“SARS")
was an immediate challenge to the new Board, management,
and indeed to the entire Company. | would like to again record
our appreciation to the entire staff for the dedication and
ultimate success achieved in meeting the challenge both at a
personal and professional level. Our Group was proactive in
the early introduction of infection control procedures under
the guidance of our Medical Standards and Compliance
Committee. Our efforts were rewarded and although we
handled a number of suspected SARS cases, none of our staff
was infected.
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SARS also presented a substantial challenge to the Group from
a business perspective. We were faced with a sustained
reduction in attendances at our clinics as well as increased
costs. Occupancy levels at our elderly care facilities were also
impacted. These issues adversely affected our profit
performance during the first half of the year. Fortunately
however, as the spectre of SARS receded, attendance levels
increased and our second half financial performance has been
very rewarding. The Groups' annual results were also adversely
impacted in the first half by non-recurrent costs associated
with the unsuccessful takeover bid and corporate restructuring.

The Group is now consolidating its gains and is concentrating
on developing its core businesses and reputation both as a
quality provider of integrated healthcare services and as a third
party administrator for the provision of diversified corporate
healthcare.

FINANCIAL REVIEW

(i) Following the turnaround in 2002, the Group delivered a
net profit of HK$24.4 million in 2003. Net profit for 2002
was HK$54.1 million after incorporating a gain of HK$37.1
million on disposal/deemed disposal of discontinued
operations. Basic earnings per share for 2003 was HK11.3
cents compared to HK25.0 cents in 2002 as restated.
This result was particularly pleasing in view of the fact that
the unaudited net profit to 30 June 2003 was only HK$4.4
million, having been severely impacted by SARS, the costs
associated with the takeover bid and restructuring costs.
The divisional profit for Quality HealthCare Medical Services
("QHMS") was mainly responsible for this turnaround (see
under “Operations” below).

(it) Turnover for the Group in 2003 increased by 0.9% to
HK$743.5 million from the turnover from continuing
operations of HK$737.1 million in 2002 as a result of an
increase in the number of corporate contracts.
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(iii) Profit before tax was HK$33.4 million in 2003 compared
to profit before tax from continuing operations of HK$20.4
million in 2002. The Group experienced non-recurring
expenses of HK$9.6 million in 2003, in relation to the
professional fees incurred with respect to the takeover
offer made by Caduceus Medica Limited and corporate
restructuring expenses. Notwithstanding that, both QHMS
and Quality HealthCare Services ("QHS") showed a
substantial improvement in operating profit. QHMS
delivered a divisional profit growth of 20% reaching
HK$50.0 million in 2003. Divisional profit for QHS was
HK$3.8 million, an increase of 108% over the prior year.

(iv) In light of the improvement achieved in 2003, the Board
has recommended a final dividend of HK2.25 cents per
share.

Finance costs of the Group decreased from HK$5.3 million in
2002 to HK$1.4 million as a result of the reduction in
borrowings from HK$67.1 million at 31 December 2002 to
HK$8.0 million at 31 December 2003.

Net cash inflow from operating activities for the year was
HK$46.5 million (2002 : HK$39.1 million). Cash and bank
balances at 31 December 2003 were HK$59.0 million
(2002 : HK$89.8 million). The Group achieved a net cash
position at 31 December 2003 of HK$51.0 million (2002 :
HK$22.7 million).

Net assets at 31 December 2003 increased to HK$107.8
million from HK$93.8 million at 31 December 2002.
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Chairman’s Statement EFE#HRE

OPERATIONS
Quality HealthCare Medical Services (“QHMS")

Notwithstanding the impact of SARS, the restructuring of the
Group and the acquisition of additional corporate clients
produced satisfactory results for our core medical and
healthcare services. QHMS posted a 20% increase in divisional
profit from slightly increased turover compared to the previous
year. This slight increase in turnover was achieved from an
increased number of corporate contracts. The increase in the
divisional profit notwithstanding the marginal increase in
turnover was achieved through corporate restructuring, rigorous
cost control and detailed attention to any non-profitable areas.
The improvement in the second half of the year was particularly
pleasing.

The Group's range of Life Enhancement Services, initially
introduced to our clients in 2002, continued to produce
encouraging results for the division in 2003. Additional services
such as Sleep Study have been launched and it is our intention
to provide additional medical specialty services in Hong Kong.

During the year, the Group initiated a continuous auditing
program for our core medical centres and our affiliate networks
with a view to enhancing the quality of our services. In addition,
a refurbishment program for our prime medical centres was
commenced in 2003 in order to improve patient comfort and
staff work environment.

Our co-operation with the insurance industry continued to
expand in 2003, resulting in the development of specialized
products specifically for women, children, and the elderly. We
are also cooperating with travel agencies to service the potential
new market of medical tourism.

Quality HealthCare Services (“QHS")

This Division achieved an impressive 108% increase in
divisional profit from a 8% growth in turnover. With our network
of 12 physiotherapy centres and the footcare centre in full
operation, Physiotherapy has been able to deliver a steady
profit from its corporate programs as well as its innovative and
individualized preventive care programs. Whilst slightly affected
by a decrease in hospital patients, Nursing continued to deliver
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Chairman’s Statement EFEHRE

a steady profit through its variety of services and new
paramedical programs with insurance companies. Dental,
though challenged by the impact of SARS during the second
quarter, continued to deliver a steady performance and enjoyed
significant growth in the number of clients receiving the range
of cosmetic dental work available at its eight clinics.

Quality HealthCare Elderly Services (“QHES")

This Division continued to deliver a positive operating cash
flow and Earnings Before Interest, Tax, Depreciation and
Amortization (“EBITDA") in 2003. Operating losses increased
due to a drop in average occupancy as a result of the continued
impact of SARS on the elderly care industry, the phase one
reduction in Comprehensive Social Security Assistance and
the overall economic circumstances. The Division is determined
to reverse this adverse situation through focused local
marketing, intense negotiation with landlords for rental
reduction, and the ongoing delivery of high standards of care
to all residents with a view to setting industry benchmarks for
service standards.

FURTHER DEVELOPMENT AND GROWTH
INITIATIVES

The Group is presently focusing on two separate but integrated
elements.

Further Development of Existing Services

The Group recognizes that its extensive range of core medical
centres, its wide reaching affiliate network, its mature
administrative structures, and its loyal and professional staff
supporting its existing contractual arrangements with its
corporate clients are its core assets. The Group's entire range
of services will be continually reviewed with the aim of
improving quality and market suitability of both professional
and administrative services. We will enhance our auditing and
quality assurance programs in order to further these aims.

We are also undertaking initial staff training programs and are
planning the implementation of an integrated training platform
for all staff.

Ongoing improvement programs for all facilities are being
developed and initial works have been commenced.
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We will continue to focus on cost reductions where possible,
particularly on achieving rent reductions in our elderly homes.

The Group is also reviewing its IT infrastructure with a view to
improving efficiency and service capability as well as reducing
costs.

We also intend to direct attention to improving our third party
administrative capacity in order that we are better able to
provide corporate clients with advice and service capability in
relation to their provision of staff medical and related services.

Growth Initiatives

The Group will in addition pursue growth opportunities in a
number of areas.

Marketing programs for our services are under review and
improvements are being implemented.

We will continue to improve, develop and expand our range
of life enhancement and consumer products and programs.
We have opportunities in this area to provide medically
supervised programs of a high standard.

We believe that we also have opportunities to improve our
network of specialist professionals and to develop centres of
excellence in certain areas. We will examine any opportunities
for acquisitions as well as organic growth strategies.

As we further develop our competence in scheme
management, we will seek to expand our reach in this area.

In regard to expansion outside Hong Kong, the introduction of
the Closer Economic Partnership Arrangement has acted as a
catalyst and the Group has been presented with an increasing
number of opportunities for partnerships and proposals to enter
the China market. We will continue to study this market carefully
in the coming year in order to identify suitable strategic partners
and create a sound platform for entry at the appropriate time.
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PUBLIC SECTOR OPPORTUNITIES

The Group has actively participated in the past year in
consultations and public forums regarding public private
partnership in the future. The Group is well positioned to benefit
from any Government initiative to outsource to the private
sector. Quality assurance in the private sector, one of the key
concerns for the Government, is already an integral part of the
culture at Quality HealthCare, supervised by our Medical
Standards Compliance Committee. We continue to encourage
the Government to challenge the private sector and take the
necessary steps towards public private partnership as soon as
practicable in the interests of improving the quality, range,
availability and cost of medical and related services to the public.

PEOPLE

The Group has a commitment to invest in our staff through
continuing training, education, and career development. Our
aim is to provide our staff with a clear and rewarding career
path and a work environment in which they can contribute to
the Group by providing the highest standards of service possible
to all the Group's clients and patients.

DIVIDEND POLICY

As mentioned earlier, the Board has recommended a final
dividend of HK2.25 cents per share. This represents
approximately 20% of the year's net profit after tax. This level
of dividend has been considered to be appropriate in the
present circumstances.

COMMUNITY OBLIGATIONS

The Group recognizes that as a major provider of healthcare
services in Hong Kong, it must accept a fundamental obligation
to the wider community as well as its clients and patients, its
staff and its shareholders. It is our intention to honour this
obligation both in the manner in which we provide our services
and in such other contexts as we identify as appropriate for
our Group. | am pleased to be able to report that the Group
participated in a number of community programs in 2003
including Pink Revolution Day organized by Hong Kong Cancer
Fund and Operation Santa Claus organized by South China
Morning Post and Radio Television Hong Kong.

We will continue these initiatives in the future.
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OUTLOOK

The Group through its past efforts has developed a solid
foundation upon which further growth can be constructed.

The Group enjoys financial stability, a dedicated and
professional staff and a strong customer base. With careful
management, | believe the Group can continue to grow and
prosper and deliver appropriate rewards for its shareholders.

I would like to take this opportunity of thanking each and every
one of our staff for their contribution and effort during the past
year, particularly during the SARS crisis. | look forward to their
continuing support in delivering a standard of excellence to
our clients that will enable the Group's services to be universally
recognized as true “Quality”.

I would also like to thank my fellow Directors, our affiliated

Doctors, our professional advisors and our shareholders for
their support during the year.

Arthur George Dew
Executive Chairman

Hong Kong, 22 March 2004

Quality HealthCare Asia « Annual Report 2003

=35

AEEBETHE ) REBHOERISETEM
BERE -

AEEABREMB - BHBANERAB RS
RHEPEMR - ABLEERZT » AARE &
SEERTAEE AR - RECRTIGEE ER -

HRASERERTHRBE—F  LEEEIMA
BUFh AR B FE AR AL R BB 1) - NAGERE L
BEE—ROEH - AAHEMIFIBEARE R BIA
SEBEREFNORBKF - SAEEMREHZ
(2] RBFDEZORE -

HNEFELA  SHERLE  EXBREER

BERFRNG NS - AATELRRHAE

WITER
WEETER

B —ZTWFE=HA-+_H

ERIMN - —TT=FF



