CHAIRMAN'’S STATEMENT

RESULTS

The Directors are pleased to report the audited
consolidated results of the Group for the year ended 31st
March, 2004. Turnover has increased by 14% to
approximately HK$693 million and profit attributable to
shareholders has increased by 10% to approximately
HK$58 million.

The satisfactory results were achieved against a number of
challenges including: (i) the sudden influx of orders within
short periods of time; (ii) the tight delivery schedules and
demanding prices of the orders; and (iii) the significant
increase in the costs of paper materials during the year.
Notwithstanding these challenges, with the Group’s
ongoing improvement programme firmly established, the
Group was able to further increase its cost efficiency and
production flexibility to minimise the impact. The Group's
core businesses of printing and packaging continued to
perform satisfactorily with paper products reporting a solid
growth. Significant improvement was seen in the
environmentally friendly products division, which
benefiting from the Group’s realignment of resources
recorded a profit. The licensed products division has
incurred a small loss, and is making efforts to facilitate its
long-term development.

An analysis of the Group’s results for the year by principal
product category is as follows:

Category
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Packaging materials,
labels and paper products
Environmentally friendly products

DIVIDENDS

The Directors recommend a final dividend of HK2 cents
(2003: HK2 cents) per share for the year ended 31st March,
2004 payable on Monday, 20th September, 2004 to
shareholders whose names appear on the Register of
Members on Friday, 3rd September, 2004. Together with
the interim dividend of HK1.5 cents (2003: HK1 cent) paid,
full year dividends for the financial year would be HK3.5
cents per share (2003: HK3 cents).
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BUSINESS REVIEW AND PROSPECTS

The year under review was a year of challenges for Hong
Kong’s printing and packaging industry. At the beginning of
the financial year, the outbreak of severe acute respiratory
syndrome (SARS) caused an interruption to the sales and
marketing activities of the industry and a delay in orders by
customers. However, market sentiment began to change in
June 2003 when SARS subsided and signs of a global
economic recovery emerged.

As the global economic recovery gained momentum,
consumer and corporate confidences also improved.
However, uncertainties including geopolitical tensions and
terrorist threats continued to overshadow the market and
periodically dampened sentiment. As a result, there was
high volatility in market demand, which restrained general
merchandisers, particularly those in the United States and
Europe, from increasing prices and building up inventory.
The impact was transferred down the chain, with the local
printing and packaging service providers witnessing more
rushed orders with lower gross profit margins.
Simultaneously, the service providers were confronted by
the higher costs of paper materials, largely as a result of
the global economic recovery.

Such an environment presented great challenges to the
Group, in particular its Suzhou subsidiary which is still in
its initial stage of development, and its Singapore
subsidiary which is working to improve its profitability.
Nonetheless, by capitalising on its competitive advantages,
the Group was able to minimise the impact. Both the
“Starlite Innovation Centre” and the “Starlite Institute of
Management” provided strong support for the Group to
meet customers’ needs. The contract processing
arrangement in Shaoguan, Guangdong province also
helped the Group reduce costs and increase flexibility for
rushed orders. As a result, the Group was able to increase
its bottom line earnings and strengthen its balance sheet
during the year under review. As at 31st March, 2004, the
Group had net current assets of approximately HK$48
million, representing a turnaround from the working
capital deficiency that has been recorded by the Group
during the previous several years.
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The Group’s core businesses of printing and packaging
performed well with paper products recording a
satisfactory growth. The Singapore operation recorded a
decline in profit due to the volatile market conditions, but
is showing signs of improvement in sales and profitability
in recent months. The newly established Suzhou subsidiary
incurred a loss for the year under review. However, with
the second phase of development completed this month, it
is set to gain higher economies-of-scale benefits, which
should enable it to increase its competitive advantages.
Significant improvement was seen in the environmentally
friendly products division, which benefiting from the
Group’s realignment of resources recorded a profit. While
the licensed products division incurred a small loss, it
made progress in strengthening its groundwork for future
development.

Packaging materials, labels and paper products

Hong Kong Operations/Mainland China Operations
Despite intensified market competition and the increased
volatility of orders, the Group’s printing and packaging
businesses in Hong Kong/Mainland China recorded a
growth in turnover for the year ended 31st March, 2004.
This was attributable to the Group’s further strengthening
of sales and marketing, improvement in management and
logistics control, and better realignment of resources for
maximising the production efficiency of the operations.

Satisfactory performance was recorded in the sales of
paper products, which have established a strong reputation
for their innovative design and fine workmanship with the
support of the “Starlite Innovation Centre”. The “Starlite
Institute of Management” continued to organise various
training courses for the Group’s staff, focusing on the
concepts of up and down stream value-chain management,
to make them more equipped in meeting the challenges
arising from the changes in market environment.

As a result of these successful efforts, the Group was able
to meet customers’ pricing and service needs and help
them secure and expand their market shares. This has
further strengthened the Group’s strategic alliances with its
customers, which the management believes will help
safeguard the Group’s long-term prosperity.

In October 2003, Starlite Development (China) Limited, a
wholly-owned subsidiary of the Group engaging in the
marketing of paper products, was awarded the “2003 Trade
Development Council Export Marketing Award” by the
Hong Kong Trade Development Council in recognition of
its outstanding export marketing performance.
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CHAIRMAN'’S STATEMENT

Suzhou Plant

Affected by SARS, the Suzhou subsidiary recorded sluggish
business in the first half of the financial year. Although its
sales improved in the second half, the full-year turnover
figure was still below expectation. The pressure on order
prices also affected the performance of the Suzhou
subsidiary. In its initial stage of development, the Suzhou
subsidiary has been focusing on the building up of a strong
customer base through the provision of total quality
management services. However, the concept was relatively
new to local enterprises which mainly conducted their
sales in the domestic market, whereas foreign enterprises
which were largely exporters demanded lower prices to
safeguard their competitiveness in the overseas markets.
The restraint in production scale limited the Suzhou
subsidiary’s room to manoeuvre its gross profit margin
through internal operations, which was aggravated by the
significant increase in the costs of paper materials.

Currently, the Suzhou subsidiary is taking positive steps to
improve its performance in the current financial year. For
instance, it has commenced its second phase of
development in late 2003 by installing another production
line in its plant. Completion of machinery installation is
expected to take place in July 2004 and commercial
production will follow shortly. This will enable the Suzhou
subsidiary to enjoy higher economies-of-scale benefits,
which should help increase its cost efficiency. In addition,
the launch of a cross-sector marketing programme by the
Suzhou subsidiary in recent months has gained a
favourable response, with the value of total quality
management gaining stronger recognition among the local
and foreign enterprises contacted. The management
believes that this provides a good leverage for the Suzhou
subsidiary to generate better results.

There are strong signs that the demand for printing and
packaging services will grow further in the Yangtze River
delta as the region is increasingly being favoured by both
local and foreign investors as a strategic base for
expanding domestic sales in the eastern China and
increasing export sales to the overseas markets. The
Suzhou subsidiary with its strong business relationships
should be able to capture the opportunities from these
increasing domestic and export activities.

Looking ahead, the management remains optimistic that
the Suzhou project can generate good revenues for the
Group over the medium and long term.
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Shaoguan Contract Processing

The contract processing agreement entered into with a
factory in Shaoguan, Guangdong early this year proved
beneficial to the Group. By allocating some of the more
labour-intensive production to the Shaoguan factory, the
Group was able to increase its production capacity for
rushed orders while reducing its production costs. The
quality of the products has been satisfactory, and the
Group is now actively considering further means,
including the expansion of the Shaoguan processing
capacity, to increase the benefits.

Singapore Operation

Despite stronger economic activity in the United States,
manufacturers in Singapore experienced a restraint on
pricing power during the year under review. The major
sectors including the electronics sector had to meet the
competition from their counterparts in the Asian countries
for exports to the United States market, where pricing
played an increasingly important role. Such pressure was
transferred directly down the chain, and the adverse effect
was particularly pronounced in sectors such as the printing
sector, where competition was intense. Under these
circumstances, the Group’s Singapore subsidiary recorded
a decline in profit for the year ended 31st March, 2004.

Nonetheless, there are signs that the unwinding of excess
capacity in Singapore is entering into a final stage, which
should help improve the supply and demand situation.
Moreover, the Singapore subsidiary has proven its ability to
continuously improve its cost structure and expand its
source of revenue, and has been able to develop new
measures to tackle the changes in market environment. Its
uninterrupted track record of maintaining a profit
throughout the years reflected the competence of the
management. Currently, the management has seen some
favourable results from its sales and marketing and cost
reduction efforts, and is hopeful that higher profitability is
in sight for the Singapore subsidiary.

Environmentally friendly products

The environmentally friendly products division turned to
profit during the year under review, with a highly
significant increase in turnover recorded as a result of
further expansion of product lines from interior packaging
products and Greenworks products to other paper
products. Stringent cost control measures also contributed
to the turnaround to profit. The management will continue
to increase the sales and cost efficiency of this division in
order to sustain its profit growth.
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Licensed products

The licensed products division incurred a small loss for the
year ended 31st March, 2004. However, by focusing on the
promotion of the Group’s own brand “Robbi the bunny”,
including the monthly publication of Robbi magazines, the
division was able to increase the brand awareness of “Robbi
the bunny” while exploring for opportunities to expand its
revenues.

Progress has been made for the long-term development of
the business, including discussions with agents to help
promote “Robbi the bunny” in the local and international
markets and the production of Robbi cartoon series. China
is one of those markets where the market environment is
favourable to the launch of “Robbi the bunny” products.
Given that a relatively small amount of investment is
required, the management believes that the further
development of the licensed products business should
yield good returns for the Group in the long run.

LIQUIDITY AND FINANCIAL RESOURCES

The Group’s sources of funding include cash generated
from the Group’s operations and banking facilities
provided to the Group by banks mainly in Hong Kong and
Mainland China. As at 31st March, 2004, the Group’s cash
and bank balances and short-term bank deposits amounted
to approximately HK$83 million.

During the year under review, the interest expenses of the
Group amounted to approximately HK$6.4 million
compared to approximately HK$6.7 million recorded last
year. Currently, the Group has Renminbi-denominated loan
facilities amounting to approximately RMB85 million that
are available for the Group’s Shenzhen, Guangzhou,
Shaoguan and Suzhou plants for working capital purposes.

As at 31st March, 2004, the Group had a working capital
surplus of approximately HK$47.6 million compared to a
working capital deficiency of approximately HK$1.6
million as at 31st March, 2003. The Group's debt-to-equity
ratio as at 31st March, 2004 was 60% (31st March, 2003:
60%), based on short-term and long-term bank borrowings
and other debts/borrowings (excluding trade related debts
and borrowings) of approximately HK$167 million (31st
March 2003: HK$140 million), and shareholders’ funds of
approximately HK$279 million (31st March, 2003:
HK$232 million). The Group will continue to adopt
prudent policies to maintain a healthy financial position.
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CHARGE ON ASSETS

As at 31st March, 2004, certain assets of the Group with an
aggregate carrying value of approximately HK$79 million
(31st March, 2003: HK$81 million) were pledged to secure
the banking facilities of the Group.

EXCHANGE RATE EXPOSURE

All the Group’s assets, liabilities and transactions are
denominated either in Hong Kong dollars, US dollars,
Renminbi, Japanese Yen, Singapore dollars or Euro. The
exchange rate of US dollars/Hong Kong dollars is relatively
stable due to the current peg system in Hong Kong. On the
other hand, the existing Renminbi-denominated sales
revenue helps to reduce the Group’s exposure to its
commitments of Renminbi-denominated operating
expenses of its subsidiaries in China. Transaction values
involving Japanese Yen or Euro were primarily related to
the Group’s purchase of machinery and such exposures
were generally hedged by forward contracts.

HUMAN RESOURCES DEVELOPMENT

Currently the Group has more than 6,000 employees. The
Group maintains good relations with its employees,
providing them competitive packages and incentive
schemes as well as various training programmes. Besides, a
new Share Option Scheme complying with the revised
Listing Rules requirements was adopted in September 2002
under which share options will be granted to certain
employees (including executive directors of the Company)
as incentive for their contribution to the Group. Following
the opening of the “Starlite Institute of Management”, the
Group provides various training and development
programmes to staff on an ongoing basis. The Group will
explore the possibility of launching other special training
programmes with universities in China and education
institutions abroad to further enhance its staff quality.

LOOKING AHEAD

With higher interest rates on the horizon, concerns about
their impact on the global economic recovery are rising. A
slow-down in the United States coinciding with a cool-
down in the Chinese economy would have repercussions
on the rest of the world. The Asia-Pacific region offers a
more promising outlook, given that the strong liquidity in
the region should allow central banks to hold interests
rates unchanged for a period of time, and the fact that the
Japanese economy has shown signs of turning around.
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While the macroeconomic conditions have significant
importance, the crucial issue for the Hong Kong’s printing
and packaging industry remains to be whether the
merchandisers, particularly those in the United States and
Europe, can regain pricing power. Consumer expectations
of rising inflation might give room for price increases, on
the other hand, low-cost production bases such as India
and China might act as deflationary influences on prices in
the long term. Due to intense market competition, the
scope for the printing and packaging industry to transfer
the entire additional costs to customers might be limited,
whereas more subcontracting and freight charges might be
incurred if the irregular pattern and the rushing nature of
the orders further intensify.

The management believes that the best way to safeguard
the Group’s profitability is to further increase its
competitive advantages and create better value for
customers. In this regard, the Group is taking a number of
new measures, including the re-engineering of its logistics
and the implementation of an enterprise resources
planning system, to further enhance the cost structure and
efficiency of its operations. These efforts would enable the
Group to have stronger flexibilities to cater for the changes
in market conditions and the requirements of customers,
which are the essentials to the Group’s long-term
prosperity.
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