Management Discussion and Analysis

All our healthcare and Life Enhancement
Services come under the direct control of

our Medical Standards and Compliance
Committee.
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OPERATIONAL REVIEW
Quality HealthCare Medical Services (“QHMS")

Consolidation

Following the successful reorganization in 2002, QHMS
continued to restructure and consolidate its business in 2003,
leveraging on the increased efficiency of its network and
infrastructure. Divisional profit of QHMS in 2003 was HK$50.0
million, showing a growth of 20% compared to HK$41.7 million
in 2002. Revenue for 2003 showed a slight increase of 1% to
HK$586.7 million, compared to HK$579.8 million in 2002.
This is directly resulting from the reduction in service fees due
to economic circumstances and SARS despite an increase in
the number of contracts achieved in 2003. Earnings Before
Interest, Tax, Depreciation and Amortization ("EBITDA") for
2003 was HK$59.7 million (2002 : HK$50.1 million).

Dedicated Infrastructure

The current network of 35 core medical centres together with
an extensive affiliated doctor network provides a sound base
for QHMS in Hong Kong, enabling our clients to enjoy
healthcare services that are efficient and professional. To
support the network, QHMS has devoted significant resources
to building dedicated teams of experts to maintain practice
standards and quality assurance, transaction platforms, medical
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affairs, and customer servicing. This infrastructure has enabled
QHMS to service sizeable contracts with widely differing
requirements. It has also provided corporate clients with the
option of outsourcing medical scheme management utilizing
our experience and medical knowledge, and thereby reducing
internal manpower costs.

Competence

QHMS has accepted the challenge of an extremely competitive
market and is devoting additional resources to maintain its
ability to deliver services of international standard and to satisfy
the needs of our corporate clients and the community of Hong
Kong. Initiatives to enhance service delivery include clinic and
practice audits, service training, appraisals for paramedical staff,
and ongoing renovation projects for medical centres to upgrade
our facilities. These initiatives are planned to distinguish QHMS
from its competitors and assist it in further development of
specialist care.

Platform for Growth

QHMS is planning diversification of its range of life
enhancement services including establishment of a
reproductive medicine centre and the provision of chronic
disease management programs.

QHMS will maintain its focus on delivering services to corporate
clients, but will also look to extend its reach into the consumer
market, in an effort to capture opportunities offered by medical
tourism and retail services.

Medical Scheme Management
The QHMS medical affairs team, comprising physicians,
pharmacists, nurses, and other healthcare professionals is
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further developing its specialization in scheme management.
The knowledge and experience accumulated by this team will
assist QHMS to participate in the Government's public private
partnership and service any outsourcing program in the future.

Proactive Care

Throughout the year and particularly
during the SARS period, QHMS has
supported Government programs as a

private sector healthcare provider and has also
provided our clients with updated and timely information,
services, and community programs in a flexible manner.
Preventive healthcare services and programs such as
comprehensive physical checkups, vaccination programs, and
public education, will continue as top priorities for QHMS in
the coming year.

Contributions to The Community

QHMS is aware of its social responsibility to contribute to the
community in which it operates. In 2003, QHMS actively
participated in the Operation Santa Claus program, and through
support from staff, clients, and associates, has raised substantial
funding for the beneficiaries of Children’s Heart Foundation.

Quality HealthCare Chinese Medicine (“QHCM")

Care of Choice

QHCM now maintains a network of seven core centres
and is seeking growth opportunities. It is working
closely with QHMS to achieve greater appreciation
of integrated holistic care and continues to /¢
benchmark against the academic bodies for * -"h
quality assurance and accreditation. In 2003,
QHCM has actively participated in various public
exhibitions and health seminars with significant

positive response. e,

Corporate Care

QHCM has worked closely with QHMS to incorporate traditional
Chinese Medicine into corporate health plans and insurance
plans to meet the growing demands of corporate clients. In
2003, QHCM signed its first prepaid contract with an insurance
company.
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Quality HealthCare Services (“QHS")

Dental, Physiotherapy and Nursing continued to deliver growth
and achieved an increase in revenue of 4% in 2003. Divisional
profit increased by 108% over the prior year, as a result of the
successful re-engineering of manpower and contract
management. EBITDA for 2003 was HK$5.6 million (2002 :
HK$3.7 million).

Quality HealthCare Nursing (“QHN")

The demand for private nursing services for patients in the
hospitals decreased due to SARS. However the revenue for
our Nursing division was supported by the growth of other
existing and new lines of business. In 2003, QHN successfully
launched its paramedical services for insurance companies. It
also won tenders from non government organizations for the
provision of nursing services. QHN also worked in conjunction
with a number of public hospitals to provide relief nurses to
cover staff shortages and voluntary leave. Cost effective home
help and home care programs have been offered to corporate
clients and insurance companies to suit the changing market
needs.

Quality HealthCare Dental (“QHD")

QHD has remained profitable in 2003 despite the impact of
SARS. The Division experienced growing demand in the New
Territories. Second consultation rooms for two clinics were
opened in 2003 and both have shown steady growth in
utilization.

The range of cosmetic dentistry services provided by QHD
was well received by clients, with the number of consultations
increasing almost threefold in 2003. The annual client
satisfaction survey for 2003 demonstrated that over 2,000
patients rated the services 97% excellent to good in all
categories. Meanwhile, QHD has also established a committee
of Standards & Compliance led by 5 senior dentists.
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Quality HealthCare Physiotherapy (“QHP”)

Utilization continued to
improve for QHP in 2003
with an 11% growth in the
number of visits. In addition
e to its core program for
corporate clients, QHP has
developed a number of
consumer oriented
1’ products such as spinal and

ergonomics evaluation, and exercise programs in order to

golf screening, onsite

provide holistic care for clients. Our physiotherapists have also
been providing regular screening and consultative services for
various organizations in the community to maximize the
mobility and well being of their elderly members, with a view
to minimising excessive hospitalization and premature health
deterioration.

Quality HealthCare Elderly Services (“QHES")

SARS has unfortunately resulted in a longer term adverse
impact on the elderly care industry, with average occupancy
falling for many homes. The triple impact of economic
circumstances, reduction in Comprehensive Social Security
Assistance and the fear of institutional risk for SARS, has
adversely affected the QHES occupancy rate.

An unfortunate result of the lower occupancy rate has been
that the revenue of QHES decreased by 4% in 2003 and its
divisional loss increased by 85%. EBITDA for 2003 was HK$7.1
million (2002 : HK$8.6 million).
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Throughout the SARS period, stringent infection control was
enforced at all our elderly homes, successfully protecting all
our staff and residents. In recognition of the contribution from
private elderly homes during the SARS period, five outstanding
homes were selected and representatives were invited by Social
Welfare Department to join a post-SARS celebration attended
by China's Premier Wen Jiabao. QHES's Man Kee home was
one of the homes selected.

In compliance with the Social Welfare Department's guidelines,
an infection control officer has now been appointed at each
home and in 2004, an isolation room will be added to each
home.

Initiatives to rebuild the division's performance are in progress,
including intensive and focused marketing, liaison with landlords
on rental reduction, and continuation of the delivery of quality
and specialized nursing care for the residents of the homes.

FINANCIAL REVIEW
1. Capital Structure and Treasury Policy

(a) Equity and debt structure
The Company issued 2,790,000 shares during the
year as a result of the exercise of employee share
options. Apart from the aforesaid, the Company has
not issued any shares or made any share repurchase
during the year.

A capital reorganization of the Company was
implemented and became effective on 30 December
2003 which involved, among others, the following:

(i) areduction of the nominal value of each issued
ordinary share of the Company from HK$0.10
to HK$0.01 each by the cancellation of HK$0.09
of the paid-up capital for each issued share and
the credit arising from such reduction of
approximately HK$194,960,000 was applied as
a set off against the accumulated losses of the
Company.

(i) a share consolidation of every ten reduced shares
of HK$0.01 each as set out in (i) above into
one consolidated share of HK$0.10 each.
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(i) The cancellation of the entire amount standing
to the credit of the share premium account of
the Company as at 30 June 2003 and the credit
arising therefrom of approximately
HK$293,094,000 was applied as a set off against
the accumulated losses of the Company.

On 12 January 2004, a bonus issue of warrants was
made in the proportion of one warrant for every five
ordinary shares (after the share consolidation) held
by members on the register of members on 29
December 2003. Each warrant entitles the holder to
subscribe for one ordinary share of the Company at
a subscription price of HK$2.50 per share (subject
to adjustment), in cash, from 14 January 2004 to 13
January 2007.

The Group's shareholders’ funds increased from
HK$93.8 million to HK$107.8 million mainly as a
result of the profit retained for the year.

The Group's financial position was strengthened in
2003. The Group's bank borrowings reduced from
approximately HK$67.1 million as at 31 December
2002 to HK$8.0 million as at 31 December 2003
because of the scheduled and early repayments of
bank loans. By repaying old bank loans, the Group
was able to negotiate with various bankers for new
facilities on more favourable terms.

(b) Debt maturity profile

Repayable: RTFIREER
Within one year and on demand ~ —F Ak fE ZR(EE

In the second year BETF

SN .

(i) FHER=ZTZE=FA=1THFTA
RATRG HERBEHRIE - M
FRTEEHE 2 #ERR#9293,094,000/8 7T
ERAEREAR AR RETEE -

ZEENFE-A+=R  BRZET=
FTZAZThBRIIKRREM KRR
EBRFERRERR (GOHIRN1E) A&
— 17 SRARAE 3B 2 L IR X AL B SR AR 4
B o BB ABRE O RREEIER
REER2.508T (AT TRE)R=_ZF
NE—A+HEE-ST+F—F+=
HEE AR & RBEAR LA —REEAR o

REE 7 R E 4 93,800,000 L1
%£107,800,000/87T * TEERFANRE
i F PR o

REBR T =FHNHBIRRE £iE
fi2 - AR AEBENHARIERERRTE
o BUIRITESRHA-_EZE-_F+=A
=+—HZ#%)67,100,000TTHE -
T=F+=F=+—H 28,000,000/
T BRBEEEMEERITER - &A%
BS AL RI|ITIZE BB 2 R

HER

BEREHA oM

31 December 31 December

2003 2002
—EE=F —TE_F
+=A=+—-B +=-A=1+—H
HK$'000 HK$'000
FET FET
8,000 52,347

- 14,754

8,000 67,101

FEH



©

(d)

Net cash position

Shareholders’ funds [RERES

Net Cash: IR
Cash and bank balances 14 RIRT1T41F
Bank borrowings RITEK

The Group was in a net cash position at 31 December
2003. Gearing ratio comparing net debt (bank
borrowings net of cash and bank balances available)
to equity was not applicable at 31 December 2003
and 2002.

Currency and financial risk management

The Group's main operating subsidiaries are located
in Hong Kong and over 90% of the Group's sales
and purchases during the year were denominated in
Hong Kong dollars.

All bank borrowings are denominated in Hong Kong
dollars. During the year, interest was charged on a
floating rate basis with reference to Hong Kong Best
Lending Rate and HIBOR.

Most cash and bank balances are denominated in
Hong Kong dollars. Any surplus cash was placed in
savings and short-term bank deposits to eam interest
income.

The Group's foreign currency assets are immaterial.
The Group's exposure to foreign exchange risk is
minimal and as such the Group did not have any
requirement to use financial instruments for hedging
purposes.
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2. Pledge of Assets

The Group's designated receivables and rights under
certain medical services contracts at 31 December 2002
were pledged to banks for certain loans and overdrafts
under banking facilities granted to the Group. During the
year, the relevant loans under the banking facilities were
repaid and the pledge of the designated receivables and
rights under certain medical services was no longer
required.

3. Contingent Liabilities

At 31 December 2003, the Company had given
guarantees in connection with the tenancy agreements
entered into by its subsidiaries of approximately HK$55.3
million and guarantees given to a bank in connection with
banking facilities granted to its subsidiaries of HK$100
million. The banking facilities, subject to guarantees given
to the bank by the Company were utilized to the extent of
approximately HK$2,645,000 at 31 December 2003.

The Group and the Company had a contingent liability in
respect of possible future long service payments to
employees under the Hong Kong Employment Ordinance,
with a maximum possible amount of HK$7,113,000
(2002 : HK$8,882,000) and HK$164,000 (2002 :
HK$521,000), respectively, as at 31 December 2003, as
further explained under the heading “Employee benefits”
in note 3 to the financial statements. The contingent liability
has arisen because, at the balance sheet date, a number
of current employees have achieved the required number
of years of service to the Group and the Company in
order to be eligible for long service payments under the
Hong Kong Employment Ordinance if their employment
is terminated under certain circumstances. A provision
has not been recognized in respect of such possible
payments, as it is not considered probable that the
situation will result in a material future outflow of resources
from the Group and the Company.

Quality HealthCare Asia « Annual Report 2003~ ES{#55jM -

2. EEEM

MN-EE-_F+-A=+—H AEEZH
ETEERGEHIET Z18E BYKRIE R E
FIERTIRT - LMEBSAKSERITEE T2
ETERRES - FR - BITEETZEHE
BRELEE A EEREE TELER
A KT T 2 F5E RN IE AR -

HREE

WoZZZ=F+-_A=+—0  AQAEH
EMBARMA Y 2ABHEREHEY
55,300,000/ 0 Z &R «+ WHE TFENBA
7]2100,000,0008 LR TE ERRHIER ©
MN-EBEE=F+-"A=+—H AR 7)E
HIEROIBITEESHE B 412,645,000
5T o

AEERARIR_ZE=F+-_A=1+—
BB R FHGOIRE AR TRE R
RERG S MAESAREE  HamsRE
EH B A7,113,0008 (T =46
8,882,000/ 7T) K. 164,000/ L (ZTZT =
F 1 521,00087T) - HIEER SRS HITE
IMEBEF) - HREAE B ASERA AR
Z %R B ER BB EBIEOIFTRERSEF
B FARETER TR IEFEREIRS
RIEESHER  BULEESAREE - ~AAA]
RAWEBERTAIEERANEB R AN A HE
THREER - ML ARZE TR 2K
TERERRAE -

—BR=FEH



Management Discussion and Analysis ‘EIZEEriww N DT

4. Material Acquisition and Disposal of Subsidiaries 4. MEBRBMEARNERNBEREE

and Associated Companies

During the year, there has been no material acquisition or
disposal of subsidiaries and associated companies by the
Group.

5. Management and Staff

At 31 December 2003, the total number of employees
was 950 (2002 : 960). Total staff costs amounted to
approximately HK$260.0 million (2002 : HK$287.6
million). The staffing structure is under constant review
as the shape of the Group develops. Remuneration
packages are calculated at market rates, with share options
offered at the discretion of the board of directors. All
executive directors’ remuneration and option packages
must first be recommended by the Company’s
Remuneration Committee which is composed of all the
independent non-executive directors, namely, Messrs.
Moses Cheng Mo Chi and lan Robert Strachan.
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