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OPERATIONAL REVIEW

Quality HealthCare Medical Services (“QHMS”)

Healthy Future

Divisional profit of QHMS in 2004 was HK$55.8 million, showing a
growth of 11% compared to HK$50.0 million in 2003. Revenue for
2004 showed an increase of 8% to HK$633.4 million, compared to
HK$586.7 million in 2003. Earnings Before Interest, Tax,
Depreciation and Amortization (“EBITDA”) for 2004 was HK$63.2
million (2003: HK$59.7 million).

Listening to our Clients

QHMS has emphasized a policy of actively seeking feedback from
clients on their requirements. The information once collected is then
analysed, and where appropriate, steps are taken to implement
changes to improve any deficiencies. We have, in conjunction with
this initiative, completely upgraded our complaint monitoring and
reporting system in order to more effectively identify and rectify
any service deficiencies and enhance client and patient satisfaction.

Staff Training
We are continuing to enhance our training programs in order to better
equip staff to service our clients. Approximately 300 staff have
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attended a total of 58 training sessions in various areas including
service protocols, first aid, occupational health and safety issues and
regular continuous professional education. Professional consultants
have been utilized and a full time training officer has been appointed.
These initiatives will be enhanced in the coming year.

Medical Centre Refurbishments

A number of core medical centres have been refurbished and
expanded to provide better patient comfort and service. Additional
weekend operating sessions have also been utilized to reduce
waiting times.

Preferred Health Partner

QHMS has been active in promoting its services as a preferred health
partner for corporations and insurance companies. We have
undertaken promotions through public healthcare days and health
seminars as well as health information on our website.

In addition we have continued to develop our third party
administrative skills and we have a designated team to assist our
clients in servicing their requirements for analysis and management
of medical data and costings.

Information Technology

QHMS has continued the development of its information technology
systems in order to improve the efficiency and reduce the costs of
claim processing. Our objective is also to improve our data
management and analysis so as to improve our third party
administrative capacity. QHMS has commenced a complete review
of its information technology requirements and the various options
to secure improved operational capacity in the future and enhanced
ability to provide cashless and paperless transactions.

Expanded Services

QHMS is aware of the need to expand, where appropriate, its range of
products to service all its client needs. Complementary services such
as the Employees Assistance Program and Occupational Health and
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Safety Program have been developed to assist corporations manage
their staff requirements. We will continue to pursue these objectives.

Growth Initiatives

QHMS opened three new core medical centres in 2004 at Sheung
Wan, Cyberport and Stanley Plaza. In addition, we opened the
Quality Women’s Health and Reproductive Medicine Centre. QHMS
will continue to seek expansion opportunities for new medical
centres, to expand its specialist network and for the delivery of new
systems. In addition, we will actively pursue any potential suitable
acquisitions or joint ventures.

Quality HealthCare Chinese Medicine (“QHCM”)

Customizing Needs

In response to increasing demands for holistic and alternative
medicine, QHCM is able to offer its range of services to corporates
and insurers. It has introduced a range of herbal packaged products
to provide patients who have time constraints with an alternative
choice of prescription.

Quality HealthCare Services (“QHS”)

QHS continued to deliver growth and achieved an increase in revenue
of 14% in 2004. Divisional profit increased by 58% over the prior year.
EBITDA for 2004 was HK$8.7 million (2003: HK$5.6 million).
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Quality HealthCare Nursing (“QHN”)

QHN achieved significant growth in profit in 2004 compared to 2003.
Demand for private nursing services in both the private hospitals
and public hospitals significantly increased in 2004. Demand for
relief nurses in the hospitals and nursing homes also improved.

QHN has focussed on enhancing its relationship with its pool of
nurses and carers in order that it is perceived as their preferred
nursing agency. At the same time, QHN is committed to identifying
and meeting the needs and demands of its clients and seeks to
build client loyalty through improved client servicing. QHN continues
to explore new cross border opportunities and possible areas for
servicing the needs of corporations.

Quality HealthCare Dental (“QHD”)

QHD enjoyed a profitable year for 2004, with increased utilization
of both general dental services and specialty dental services within
its network. Despite a competitive market environment, QHD
continues to perceive opportunities to expand its services at
different locations.

Training has been a priority in 2004 and regular bi-monthly
continuous dental education sessions have been arranged. Frontline
staff, including dental nurses and receptionists, have been provided
with courtesy training to improve telephone and interpersonal skills.
Additional training will be undertaken to improve staff language
skills in the coming year.

Quality HealthCare Physiotherapy (“QHP”)

2004 has been a rewarding year for QHP with significant growth in
profit. To service the growing demands for physiotherapy services, QHP
opened one new centre and expanded two existing centres in 2004.
Corporations are taking more interest in occupational health and safety
issues and our physiotherapists have been invited to deliver a series
of workshops and onsite evaluation for their staff members.
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QHP plans to continue expansion of the scope of services in
occupational health and safety issues. In addition, QHP will continue
to upgrade its facilities to enhance the delivery of lifestyle
enhancement programs.

Quality HealthCare Elderly Services (“QHES”)

QHES experienced a slight decrease in revenue in 2004 compared
to 2003 whilst its net loss was reduced through continuous efforts
in cost control, restructuring, and consolidation resulting in the
closure of one redundant facility. EBITDA for 2004 was HK$8.7
million (2003: HK$7.1 million).

Core Competency

2004 continued to be a challenging year for the elderly care industry.
QHES concentrated its efforts on cost reduction as well as
improvement in its capacity to deliver quality care to the residents.
The staff were provided with training in occupational safety and
health and first aid courses to facilitate their daily work. Key staff
at the homes were provided with client servicing training to improve
their communications with the elders and their families. Aninfluenza
vaccination program was undertaken to improve protection for staff
and residents.

Facilities Enhancement

We have added isolation rooms in all our homes with independent
ventilation for better infection control. Our maintenance programs
were reviewed and improved to maintain quality. QHES will continue
to devote resources to maintenance of standards in the homes as
well as to explore the feasibility of enhancement where appropriate.
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Growth Opportunities

QHES will adopt a more targeted and structured marketing program
to ensure that its homes are more likely to become the home of choice
for elders. Training of staff in this regard has been commenced and
results will be carefully monitored. We will continue to examine other
areas where it may be possible to provide complementary products
and services. We will also closely monitor any opportunities for public
private co-operation that may be achievable.

FINANCIAL REVIEW

1. Capital Structure and Equity
The Company issued 51,000 ordinary shares during the year
as a result of the exercise of staff share options. Apart from the
aforesaid, the Company has not issued any shares or made any
share repurchases during the year under review.

On 12 January 2004, a bonus issue of warrants was made in
the proportion of one warrant for every five ordinary shares
held by members on the register of members on 29 December
2003 resulting in 43,324,376 warrants being issued. Each
warrant entitles the holder to subscribe for one ordinary share
of the Company at a subscription price of HK$2.50 per share in
cash, from 14 January 2004 to 13 January 2007. No ordinary
shares of the Company have been issued pursuant to the
exercise of warrants.

On 24 January 2005, the Company announced a voluntary
conditional cash offer made by Sun Hung Kai International
Limited on behalf of the Company to repurchase up to
21,667,288 ordinary shares of the Company for HK$2.00 in cash
per share (the “Share Repurchase”). If accepted in full, the total
estimated costs of the Share Repurchase including total
estimated expenses would be approximately HK$44.7 million
which will be financed by internal resources of the Group. The
Share Repurchase is conditional upon, among other things, the
approval of the independent shareholders at the special general
meeting to be held on 23 March 2005. Details of the Share
Repurchase are set out in a circular of the Company dated 3
March 2005.

The Group’s shareholders’ funds increased from HK$107.8
million as at 31 December 2003 to HK$145.9 million at 31
December 2004 mainly as a result of profits retained for the
year.
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Financial Resources and Liquidity

During the year, the Group’s financial position was further
strengthened. Short term bank borrowing amounted to HK$8.0
million at 31 December 2003 was repaid during the year. As at
31 December 2004, the Group had outstanding borrowing
comprising an obligation under a hire purchase contract of
approximately HK$22,000.

The Group’s cash and bank balances increased to approximately
HK$115.8 million as at 31 December 2004 from about HK$59.0
million at 31 December 2003. Net cash inflow from operating
activities for the year 2004 amounted to approximately HK$74.5
million. During the year, the convertible note issued by Wanji
Pharmaceutical Holdings Limited to a subsidiary of the
Company together with the accrued interest were fully repaid
in cash.

As at 31 December 2004, the Group was in a positive net cash
position (cash and bank balances available was in excess of
the total borrowing). Gearing ratio comparing net debt (bank
borrowings net of cash and bank balances available) to equity
was not applicable.

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 dollar prime rate and HIBOR.

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

The Group’s foreign currency assets are immaterial. The Group’s
exposure to foreign exchange risk is minimal and as such did
not have any requirement to use financial instruments for
hedging purpose.

Pledge of Assets
At 31 December 2004, the Group had not pledged any of its
assets.
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Contingent Liabilities

Details regarding the contingent liabilities of the Group at 31
December 2004 are set out in note 31 to the financial
statements.

Material Acquisition and Disposal of Subsidiaries and
Associated Companies

During the year, there has been no material acquisition or

disposal of subsidiaries and associated companies by the

Group.

Management and Staff

At 31 December 2004, the total number of employees was
around 990 (at 31 December 2003 : around 950). Total staff
costs amounted to approximately HK$276.1 million (2003 :
HK$260.0 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 Remuneration Committee which is
composed of all the independent non-executive directors,
namely, Messrs. Li Chak Hung, Chang Chu Fai Johnson Francis
and Carlisle Caldow Procter.
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