CHAIRMAN'’S STATEMENT

RESULTS

The Directors are pleased to report the audited
consolidated results of the Group for the year ended 31st
March, 2005. Turnover has increased by 23% to
approximately HK$851 million and profit attributable to
shareholders has increased by 10% to approximately
HK$63 million.

The positive results were achieved against a number of
formidable challenges facing the Group, including the
lower prices of orders, the higher costs of raw materials,
and the rising operating costs in Mainland China. By
capitalising on its proactive development strategies, the
Group was able to alleviate the impact of these negative
factors on its operations. The Group is taking further
actions that aim to increase the benefits of these strategies
as elaborated below.

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

Packaging materials, labels
and paper products
Environmentally friendly products
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DIVIDENDS

The Directors recommend a final dividend of HK2.5 cents
(2004: HK2 cents) per share for the year ended 31st March,
2005 payable on Monday, 12th September, 2005 to
shareholders whose names appear on the Register of
Members on Friday, 26th August, 2005. Together with the
interim dividend of HK1.5 cents (2004: HK1.5 cents) paid,
full year dividends for the financial year would be HK4
cents per share (2004: HK3.5 cents).
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CHAIRMAN'’S STATEMENT

BUSINESS REVIEW AND PROSPECTS

Economic factors played a significant role in defining the
opportunities and challenges encountered by the Group
during the year under review. On the positive side, orders
from customers remained strong generally, which was
attributable to the continued, albeit slower, global
economic growth as well as the increase in residential
property prices that supported consumer confidence in the
United States and other major economies. However,
customers were cautious in building up inventory and
accepting rising product prices due to their concerns about
consumers’ sensitivity to higher oil prices and rising
interest rates. Under these circumstances, many customers
sought to increase their sales by expanding their product
range and introducing new product features. At the same
time, they sought to reduce their risks and increase their
profitability by demanding shorter delivery time and lower
prices for their orders.

As a result, while the Hong Kong/Mainland printing and
packaging industry was presented with more opportunities
for obtaining orders, such opportunities came with the
demands for more competitive pricing, higher production
flexibility, more innovative product design, and more
sophisticated workmanship. Among these challenges, the
pricing issue was compounded by the increases in
operating costs affecting the profit margin of the industry
generally, which included the higher costs of raw materials
(in particular paper-based materials); the increases in
wages, electricity and other costs in the developed cities of
Mainland China; and the potential expenses of outsourcing
and airfreight to meet rushed orders. The more
complicated product features demanded by customers also
directly increased the operating costs of the industry.

The Group had the advantage of being strategically
prepared to adapt its operations expeditiously to meet the
challenges. For many years, the Group has dedicated its
efforts to the improvement of its staff proficiency. This gave
the Group an expanding pool of human capital in
management, product development and quality assurance.
On the corporate level, the Group has expanded into
lower cost production base in Mainland China and
implemented various schemes to tighten up costs and
increase sales. By utilising these strengths during the year
under review, the Group promptly reallocated its
management and manufacturing resources in order that it
could meet rushed orders, adopted further efficiency
enhancement and cost control measures that mitigated the
impact of higher costs, and successfully reinforced and
expanded its customer base.
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The Group’s core businesses of printing and packaging
recorded an increase in turnover, with strong growth in the
sales of paper products, albeit the profitability of the
businesses was affected by the pressure on profit margins.
Both the Singapore subsidiary and the Suzhou operation
made good improvements — the former has resumed its
profit growth while the latter has significantly reduced its
loss. The environmentally friendly products division
increased its profit despite a decline in turnover by
adopting more stringent cost controls. The licensed
products division has incurred a small loss, but has made
healthy progress for its long-term development.

The Group is taking various measures to further improve its
management and production resources and sales efforts,
details of which are described in the sections below. The
management is hopeful that these measures will give the
Group stronger leverage to meet the challenges ahead.

Packaging materials, labels and paper products

Hong Kong/Mainland China Operations

During the year ended 31st March, 2005, the Group’s
printing and packaging businesses in Hong Kong/Mainland
China recorded a steady growth in turnover. This was
attributable to the further strengthening of the sales and
marketing teams, the improvement in management and
logistics control, and the better realignment of resources to
increase operating efficiency.

Strong growth was recorded in the sales of paper products
as a result of the Group’s success in providing value-added
services to customers and value-chain enhancement
programmes to staff members through the dedicated efforts
of “Starlite Innovation Centre” and “Starlite Institute of
Management”. The favourable performance of paper
products helped mitigate the impact of higher costs on the
core businesses’ profitability, which recorded a contraction
during the year under review. The management looks
forward to the continuous sales growth of paper products
in the coming year, and is looking into the possibility of
tapping the potential of the European market for paper
products.

The volatility of orders arising from seasonal factor has
been an ongoing issue confronting the printing and
packaging industry in Hong Kong/Mainland China. The
issue was exemplified last year by the increase in rushed
orders during the peak season — which incurred
additional costs for outsourcing and airfreight — while the
slack season saw an under-utilisation of production
facilities. The Group is now developing several incentive
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CHAIRMAN'’S STATEMENT

plans with some major customers that aim to secure higher
sales for the Group during the slack season. The
management believes that the successful implementation
of such plans will contribute to the better utilisation of the
Group’s production facilities and further strengthen the
Group's strategic alliances with its major customers.

Suzhou Operation

The Suzhou plant recorded high sales growth during the
year under review, with a significant reduction in loss as
compared with last year. Major factors that benefited the
performance of the Suzhou plant included its increase in
export sales and its stronger economies-of-scale benefits
brought by the expansion in productivity. Expansion into
the domestic sector in the Yangtze River delta has gained
ground, albeit some hurdles remain to be overcome which
might require a more aggressive sales strategy.

The management believes that the Suzhou plant will
further benefit from its ongoing development measures.
With the second-phase factory premises completed
recently and the fourth printing press installed last month,
the Suzhou plant is expected to derive additional benefits
from the higher economies-of-scale. Moreover, the Suzhou
plant is expanding its business scope by entering into the
labels printing business. An agreement has been reached
with a renowned multinational corporation based in the
United States, pursuant to which the Suzhou plant will
start to provide labels printing services to that corporation
around the third quarter of the current financial year.
Installation of the labels print press has largely been
completed, and the test run of the machine will begin
shortly. Given the growing consumer market in the eastern
China region, the management believes there should be
strong development potential for the labels printing
business.

As part of the measures to increase the domestic sales of
the Suzhou plant, the Group has decided to upgrade its
representative office in Shanghai into a wholly-owned
subsidiary. This will enable the Group to conduct sales and
marketing in Shanghai and its vicinity. The management is
hopeful that the new company in Shanghai will be able to
obtain orders from the eastern China region and help
increase the sales and enhance the services of the Suzhou
plant.

Established in August 2002, the Suzhou plant was
managed and owned by the Group’s Singapore subsidiary.
Given that the Suzhou plant is now on the right track, and
in line with the Group’s localisation policy, the Group has
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CHAIRMAN'’S STATEMENT

decided to transfer the Suzhou plant to the direct control of
the Group’s holding company for Hong Kong/Mainland
China manufacturing operations. This will enable the
Suzhou plant to benefit financially and strategically from
the Group’s further developments in the eastern China
region. The operations of the Suzhou plant will not be
affected, as the localisation of its management team has
commenced a year ago and is now completed, and its day
to day reporting has already been directed to the Hong
Kong head office.

The corporate realignment of the Suzhou plant underlines
the Group’s success in training up its own team of local
management officers and workers, which is expected to
provide great benefits for the Group’s future developments
in Mainland China. The management also believes that
such advantage will help the Group to mitigate the
negative factor of rising wages in Mainland China.

Shaoguan Operation

The contract processing agreement entered into with a
factory in Shaoguan, Guangdong proved to be rewarding
for the Group. With some of the more labour-intensive
production process allocated to the Shaoguan factory, the
Group was able to reduce its production costs while
increasing its capacity for rushed orders.

The Group has decided to further increase these benefits
by establishing its own production plant in Shaoguan. The
phase one development of the new production plant has
commenced and is expected to be completed in one year.
The management believes that this new plant will be able
to take over some of the labour-intensive orders from the
Group’s Shenzhen plant in the peak season next year. The
lower operating costs in Shaoguan compared to those in
Shenzhen and Guangzhou will also help the Group to
further strengthen its competitiveness.

Singapore Operation

During the year under review, the Singapore subsidiary
recorded a satisfactory growth in both turnover and profit.
This was the first full year that the Singapore subsidiary
resumed its profit growth, which was attributable to the
recovery of the technology and electronics sectors in the
United States and the strong rebound of the Singaporean
economy, as well as the proactive measures taken by the
subsidiary to tighten its costs and strengthen customer
loyalty.
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Notwithstanding the improvement in market conditions,
the printing sector in Singapore is still facing significant
challenges. Primarily, they are related to competition from
other Asian based companies in product pricing. This can
be reflected by the growing trend that companies based in
Singapore are outsourcing their printing and packaging
works to Malaysia where costs are lower. In order to
safeguard the sales and profitability of the Singapore
subsidiary and to obtain new business in the Asian region,
the Group is exploring into the possibility of reactivating
its operations in Malaysia. The Group will look into all
major factors with prudence before making a decision.

Environmentally friendly products

Despite a decline in turnover, the environmentally friendly
products division recorded an increase in profit during the
year under review. This was attributable to the tightening
of cost controls, improvement of cost efficiency in the
production of interior packaging products and
“Greenworks” products, and the further expansion to other
paper products.

Looking ahead, the environmentally friendly products
division aims to further increase its cost efficiency and to
capture the opportunities arising from the growing
consciousness of environmental protection in the major
economies.

Licensed products

The licensed products division incurred a small loss during
the year under review, which was mainly related to the
promotion of “Robbi the bunny” and the publication of the
“Robbi the bunny” monthly magazine.

The Group disclosed in the interim report that it had
entered into a principal agreement with a reputable film
production company in Beijing, China to produce a Robbi
cartoon series for broadcast on China’s local television
channels. Due to the corporate reorganisation of the film
production company, the final agreement was not
executed. Nevertheless, the Group is developing another
plan to launch animation and cartoon series featuring
“Robbi the bunny” for broadcast and distribution in China.
The management believes that the successful
implementation of this strategy will facilitate the Group's
launch of Robbi products in the China market, which
would provide a new venue of growth for the Group in the
long run.
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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, 2005, the Group’s cash
and bank balances and short-term bank deposits amounted
to approximately HK$92 million.

During the year under review, interest expense of the
Group amounted to approximately HK$6.2 million
compared to approximately HK$6.4 million recorded last
year. Currently, the Group has Renminbi-denominated loan
facilities amounting to approximately RMB95 million that
are available for the Group’s Shenzhen, Guangzhou,
Shaoguan and Suzhou plants for working capital purposes.

As at 31st March, 2005, the Group had a working capital
surplus of approximately HK$48 million compared to a
working capital surplus of approximately HK$48 million as
at 31st March, 2004. The Group’s debt-to-equity ratio as at
31st March, 2005 was 59% (31st March, 2004: 60%),
based on short-term and long-term bank borrowings and
other debts/borrowings (excluding trade related debts) of
approximately HK$194 million (31st March, 2004:
HK$167 million), and shareholders’ funds of approximately
HK$327 million (31st March, 2004: HK$279 million). The
Group will continue to adopt prudent policies to maintain
a healthy financial position.

CHARGE ON ASSETS

As at 31st March, 2005, certain assets of the Group with an
aggregate carrying value of approximately HK$25 million
(31st March, 2004: HK$102 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 commitments of
Renminbi-denominated operating expenses 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.
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HUMAN RESOURCES DEVELOPMENT

Currently the Group has more than 6,500 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

China reported a 9.5% growth in gross domestic product
for the first quarter of this year despite the Government’s
measures to cool down the economy. While the figure has
drawn concerns about the possibility of a hard landing of
the Chinese economy and added fuel to speculation on the
Renminbi’s revaluation, it nevertheless highlighted the
emergence of China as a major force in Asia as well as a
major economy of the world. It is anticipated that China
may become one of the major contributors to a more
balanced global economy, given the fact that China has
joined the World Trade Organisation and is further opening
up its markets to foreign companies. Barring the
occurrence of major military conflicts and trade wars,
increasing globalization should provide new opportunities
for industrial and commercial activities across the
continents.

However, for the Hong Kong/Mainland China printing and
packaging industry, the most pressing issue is the lack of
pricing power experienced across the value chain. In a
way, this is one of the major challenges brought by
globalization, thus the industry might experience stronger
pressure on profit margins.

The Group is making further efforts to improve its
operating efficiency and expand its sales in order to seize
the opportunities and to cope with the challenges. The
year 2005 is the 35th anniversary of the Group. Having
gone through many challenging years, the Group has
equipped itself with a strong pool of loyal and competent
management team, a significant reserve of capable
operating staff, and strong experience in foreseeing the
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challenges and making preparations ahead. The
management believes that with the further enhancement of
these resources, the Group will be able to increase its
competitiveness and safeguard its profit margins. The
strategic plans for the Suzhou plant, the Shanghai
operations and the Shaoguan arrangements represent the
solid actions made by the Group to implement these
strategies. The management is cautiously optimistic about
the medium-term outlook of the Group, and is working
vigorously to establish a strong platform for the long-term
growth of the businesses.
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