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OPERATIONAL REVIEW

Quality HealthCare Medical Services (“QHMS”)

Stable Growth

Divisional profit of QHMS in 2005 was HK$61.7 million, demonstrated
growth of 11% compared to HK$55.8 million in 2004. Revenue for
2005 demonstrated an increase of 4% to HK$659.4 million, compared
to HK$633.4 million in 2004. Earnings Before Interest, Tax, Depreciation
and Amortisation (“EBITDA”) for 2005 was HK$68.0 million (2004:
HK$63.2 million).

Customer Experience

Major renovation projects were undertaken in 2005 of a number of key
medical centres of QHMS, including the flagship centre at Prince’s
Building. The objectives of the renovation were to upgrade the facilities,
improve operational efficiency, and create improved ambience for the
centres. The key focus was on delivering the right customer experience,
with the underlying philosophy being the cultivation of a life long
relationship with loyal and satisfied customers. In spite of an increase in
the number of patient visits in both contract and cash patients, the average
number of complaints per month declined 30%. We continue to be

challenged by the requirement to be cost effective, with high patient

volumes whilst maintaining a personal caring service.
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Understanding Customer Needs

We are sensitive to our clients need to be cost conscious. However we
will continue to seek to maintain an international standard of care while
enhancing efficiencies and savings in other aspects of the delivery system.
We continue to expand our services and our geographic coverage in
tandem with our clients needs. Preventive health, travel and wellness,
employee assistance, and vision care will be strengthened and structured

in a direction that strives to meet the rising expectations of our clients.
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In 2005, QHMS was able to proactively respond to the demand for
arrangement of on and off site vaccinations, health talks and contingency
planning and advice for our corporate clients and insurance partners in
response to the growing awareness and concerns over possible avian flu
pandemic. These initiatives were rewarded by positive feedback and

encouragement.

We invested in our 24-hour Medical Call Centre in response to increased
patient expectations with the objective of improving the capacity to handle
more than 30,000 calls per month with a quality service. External
consultants were engaged to benchmark the quality of handling such
services as enquires, appointment bookings, emergency assistance,
counseling and the like. Over 90% of the call centre staff received Call
Centre Professional Certification, and the centre was awarded the “People
Site Certification Award” from the Asia Pacific Customer Service

Consortium, a leading customer service advocate.
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Our client list and capability continues to grow in third party
administration. Administrative skill and I'T are vital as the delivery of
employee plans increase. We have now increased our capability to include
pan-Asian advisory, work injury and disability case management and

critical illness.

Training and Productivity

As a people-focused industry, QHMS believes in empowering staff
through training and the cultivation of a learning culture to enhance
knowledge, expertise and productivity at all levels. Consultants were
employed in 2005 and will continue in 2006 to provide service training
to our frontline supervisory staff and management training for our senior
executives to enhance effective teamwork and communications. Over 90
classes were arranged in 2005 for continuous clinical training on

occupational health and safety and first aid to the frontline staff.
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QHMS will continue to strive for enhanced productivity at all levels
through training, process reengineering and the setting of clear strategies
and performance indicators for the staff. IT solutions and technology
will continue to be employed to facilitate and support the process changes
when driving for operational efficiency. Focused communication will be
directed to our customers, staff and partners to facilitate and sustain our
growth initiatives. Employee services will be promoted to retain a base of
loyal and experienced staff with their career and personal development
in mind. A balanced scorecard approach will be adopted in 2006 as a

basis for team and individual appraisal.

Quality HealthCare Chinese Medicine (“QHCM”)

QHCM continued to gain popularity in the market, and the total number
of visits for QHCM in 2005 increased by 26% as compared to 2004.
The provision of Chinese medicine granules was launched in June 2005
as an alternative choice for our clients, bringing to them a convenient
and efficient way of using Chinese medicine. QHCM will continue to

expand its network in conjunction with the growth of our Western medical

centre network.

Quality HealthCare Services (“QHS”)

QHS continued to deliver growth and achieved an increase in revenue of
20% in 2005. Divisional profit increased by 24% over the prior year.
EBITDA for 2005 was HK$10.1 million (2004: HK$8.7 million).

Quality HealthCare Nursing Agency (“QHNA”)

QHNA continued to deliver significant growth in profit in 2005
compared to 2004. There was a strong demand for nursing service from
private patients in the private hospitals. In addition, staff relief for private
hospitals and elderly homes was buoyant, providing a steady flow of
revenue. QHNA also successfully filled the need for baby-sitting services
in hotels and was able to generate regular orders from this new business

area.
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QHNA will continue to provide streamlined, strategic staffing solutions
that result in cost-efficient care delivery to NGO homes and hospitals by
delivering accountability for quality and proper credentialing of the nurses
and the carers. Marketing activities will be focused on strengthening the
brand name of the agency as the “HomeCare Services Provider” to the
general public, hospital patients, ward nurses, insurance companies and
doctors. QHNA will explore opportunities to work with statutory bodies
and other corporations in providing training programs for care workers
of elders at home and for sourcing of nurses in China as overseas

recruitment.

Quality HealthCare Dental (“QHD”)

QHD continued to enjoy growth in private and corporate revenue in
2005 and achieved increased revenue generated by both the general
practitioners and the specialists. The orthodontic and paedodontic services
were expanded into the Kowloon and New Territories areas, and the dental
centre at Prince’s Building was expanded. New educational programs
were broadcast at the Prince’s Building centre to enhance client awareness
of the different procedures available and to thereby enable clients to enjoy

a more informed choice.

QHD plans to expand its network further with new centres while
continuing to increase the capacities of the existing centres. Specialist
services will continue to be the focus for growth, and internal processes

will be reviewed including IT solutions in order to gain more efficiency.

Quality HealthCare Physiotherapy (“QHP”)

QHP continued to achieve an increase in revenue and profit in 2005.
The physiotherapy network was expanded with the addition of a new
centre in New Territories North and a staff physiotherapy centre in Chek
Lap Kok. One of the centres on the Kowloon side was also relocated and

expanded, allowing easier access and more efficient administration.

Our physiotherapists continued to be active in providing health talks
and ergonomic workshops to our corporate clients and insurance
companies, and our wellness workshops by combining the training from
the physiotherapists, dietitians, podiatrists, and psychologists were
designed to deliver a holistic approach towards a healthy lifestyle and

proper work posture.
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Quality HealthCare Elderly Services (“QHES™)

QHES achieved significant growth in 2005, with a divisional profit of
HK$4.4 million, a significant turnaround despite a slight drop of 2% in
revenue to HK$103.5 million. EBITDA for 2005 was HK$12.9 million
(2004: HK$8.7 million).

Matching Market Needs

The successful growth in 2005 resulted from focused marketing, staff
training and stringent quality control, and most importantly the
introduction of changes in the facilities to match the needs of the market.
One of the initiatives was to convert an open ward into a number of
private rooms, which was welcomed by the clients with the rooms being
taken up very quickly. These encouraging results reflect improved
utilisation and client satisfaction. Similar projects will continue to be

undertaken.

Focused Branding

More focused branding has been introduced with the alignment of the

naming of our elderly homes. The operations manager and home
managers pursued active communication with the medical doctors and
nurses at the Hospital Authority to gather feedback on the performance

of our homes and invited suggestions for improvement.
FINANCIAL REVIEW

1. Capital Structure and Equity
The Company repurchased 21,667,288 ordinary shares in April
2005 for a cash consideration of HK$2.00 per ordinary share
through a voluntary conditional cash offer (the “Share
Repurchase”). The shares repurchased represented 10% of the then
issued share capital of the Company. Total consideration (before
expenses) of approximately HK$43.3 million was paid from the
Group’s internal resources. Details of the Share Repurchase are set

out in a circular of the Company dated 3 March 2005.
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As a result of the Share Repurchase, the subscription price of the
outstanding warrants of the Company was adjusted from HK$2.50
per ordinary share to HK$2.46 per ordinary share on 10 May 2005.
The exercise price of the outstanding share options was also adjusted
from HK$1.50 per ordinary share to HK$1.47 per ordinary share
and the aggregate number of ordinary shares which can be
subscribed for under the outstanding share options have been
adjusted from 1,577,500 to 1,419,750.

Subsequent to the Share Repurchase, 264,618 ordinary shares of
HK$0.10 each were issued as a result of the exercise of warrants
and 57,600 ordinary shares of HK$0.10 each were issued as a result

of the exercise of share options.

The Group’s shareholders’ funds increased from HK$145.9 million
as at 31 December 2004 to HK$150.3 million as at 31 December
2005 mainly as the result of the net profit retained for the year and
the Share Repurchase.

Financial Resources and Liquidity

As at 31 December 2005, cash and bank balances of the Group
amounted to approximately HK$116.6 million (31 December
2004: HK$115.8 million). It is the Group’s objective to maintain
sufficient cash with the availability of flexible bank credit facilities

for its operations and development.

The Group had outstanding borrowings as at 31 December 2005
comprising an obligation under a hire purchase contract of
approximately HK$18,000 (31 December 2004: HK$22,000).

Since the Group was in a positive net cash position (cash and bank
balances available were in excess of borrowings), gearing ratio
comparing net debt (bank borrowings net of cash and bank balances
available) to equity was not applicable at 31 December 2005 and
31 December 2004.

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.
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All bank facilities are denominated in Hong Kong dollars. Interest
is chargeable 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 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 accordingly, it
did not have any requirement to use financial instruments for

hedging purposes.

Pledge of Assets
At 31 December 2005, the Group had fixed assets of net book
value of HK$17,000 (31 December 2004: HK$22,000) held under

a hire purchase contract.

Contingent Liabilities
Details regarding the contingent liabilities of the Group at 31

December 2005 are set out in note 29 to the financial statements.

Material Acquisition and Disposal of Subsidiaries and
Associated Companies

During the year, the Group invested HK$2.1 million for a 30%

stake in a newly formed company, SkinCentral Limited. The

principal activities of which consisted, primarily, of the provision

of dermatology, aesthetic and laser services.

Other than the aforesaid acquisition, there has been no material
acquisition or disposal of subsidiaries and associated companies by

the Group during the year.

Management and Staff

At 31 December 2005, the total number of employees was around
980. Tortal staff costs amounted to approximately HK$290.5
million (2004: HK$276.1 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, Francis J. Chang Chu Fai and Carlisle Caldow Procter.
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