CHAIRMAN'’S STATEMENT

RESULTS

For the year ended 31st March, 2006, the Group recorded
a turnover of approximately HK$903 million, an increase
of 6% compared with last year. Net profit attributable to
shareholders decreased by 50% to approximately HK$31
million.

The figures reflected the negative impact of a combination
of unfavourable factors which hindered the Group’s efforts
in securing more sales and safeguarding its profit margins
during the year. These unfavourable factors included
higher oil prices, rising interest rates, and soaring operating
costs in Mainland China, which significantly increased the
Group’s production and operating costs. At the same time,
customers became more cautious in placing orders due to
the weakening of consumer confidence; and customers
demanded more competitive pricing for their orders in
order to reduce their risks.

As explained in the sections below, whilst the management
has taken measures to further enhance its cost efficiency to
meet the challenges, some of the measures, including the
Suzhou and Shaoguan initiatives, take time to achieve
results. Meanwhile, the more intensified market
competition made it difficult for the Group to pass on in
full its additional costs to customers without affecting its
sales.

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 HK1.5 cent
(2005: HK2.5 cents) per share for the year ended 31st
March, 2006 payable on Monday, 4th September, 2006 to
shareholders whose names appear on the Register of
Members on Friday, 18th August, 2006. Together with the
interim dividend of HK1.5 cent (2005: HK1.5 cent) paid,
full year dividends for the financial year would be HK3
cents per share (2005: HK4 cents).

BUSINESS REVIEW AND PROSPECTS

Three major challenges confronted the Group during the
year under review, and in a way they were correlated to
each other. First and foremost was the significant rise in
production and operating costs. With higher oil prices and
rising interest rates, costs of raw materials (in particular
paper-based materials) and costs of funding increased
substantially during the year. At the same time, operating
costs including wages, electricity and other costs in
Mainland China rose sharply due to increased competition
for resources (including human resources) in the country.

As consumer confidence softened in the face of higher oil
prices and rising interest rates, customers in general
became more risk averse. To reduce their risks, customers
demanded shorter delivery time and lower prices for their
orders. This presented another formidable challenge to the
Group. Due to the lack of pricing power across the value
chain, Hong Kong/Mainland printing and packaging
operators have been engaged in fierce competition for
orders with low margins. With the emergence of countries
such as India and Vietnam, competition became much
stronger, and the local industry was in a dilemma as to
whether to accept lower margins or lose sales. Moreover,
due to the tight schedules imposed by customers, local
operators had to bear the additional costs for
subcontracting and airfreight to make delivery.

The third challenge was related to the strategic measures
taken by the Group to meet the first two challenges. As
part of the efforts to increase its sales and cost efficiency,
in earlier years the Group expanded its revenue source and
manufacturing base to Suzhou and subsequently
Shaoguan. During the year under review, the Suzhou plant
was engaged in its second phase of development while the
Shaoguan plant was under construction. Both incurred
initial development costs as well as additional human
resources for management, operations and marketing,
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which inevitably affected the Group’s bottom line. The
challenge was made more pronounced as it coincided with
the strong negative impact affecting the operating
environment.

The Group’s management has taken positive action to
enhance the Group’s cost efficiency and expand its sales in
order to cope with the challenges. This action included
more stringent control on the purchase of raw materials,
further improvements in inventory management and
logistics, and the launch of tailor-made sales incentives for
targeted customers. Initiatives were introduced in the
Suzhou plant including the further strengthening of
management to speed up the breakeven point of the
operation. Other ongoing measures included further
enhancement in training to increase staff proficiency.

Whilst some of these measures take time to achieve the
desired results, the management believes that the Group is
overall on the right track. In implementing the Group’s
strategic plans, the management will make timely and
appropriate adjustments, if necessary, but will not take
shortcuts for short-term performance at the expense of the
Group’s medium and long-term performance and benefit.
The management strongly believes that the Group is taking
the right course of action to improve its performance in the
medium term and to establish a stronger platform for its
long-term prosperity, and is encouraged that the Group’s
businesses have shown signs of improvement in the first
quarter of the current financial year.

Packaging materials, labels and paper products

Hong Kong/Mainland China Operations

The Group’s printing and packaging businesses in Hong
Kong/Mainland China achieved an increase in turnover for
the year ended 31st March, 2006. However, due to strong
pressure on profit margins, the businesses recorded a
decline in profits. Such pressure came from customers’
demand for more competitive pricing for their orders, as
well as the significant increase in the operating costs (in
particular labour costs) in Mainland China, and the higher
costs of raw materials. Paper products, which command
higher profit margins, recorded only a marginal growth in
sales due to product realignment and internal restructuring
undertaken by some of the Group’s major customers. It is
anticipated that the decrease will be temporary as orders for
paper products began to pick up by the end of the financial
year. The Group is looking into the possibility of tapping the
potential of the European market for paper products.
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The Group’s major task during the year has been to strike
the correct balance between gaining sales and
safeguarding profit margins. To this end, “Starlite
Innovation Centre” made additional efforts in helping
customers to develop higher value products, while “Starlite
Institute of Management” launched training programmes
on value creation for its staff, customers and suppliers. At
the same time, the Group has developed incentive plans
with some major customers that aim to generate more sales
for the Group during the slack season. The Group is also
looking into the possibility of forming strategic alliances
with carefully selected suppliers in order to further
improve its purchase of raw materials and inventory
management.

By implementing these focused measures and strategic
plans (including the Suzhou and Shaoguan projects), the
management aims to address both the short-term and
medium-term needs of the Group, while reinforcing the
Group's foundation for its long-term prosperity.

Suzhou Operation

Despite the unfavourable operating environment, the
Suzhou subsidiary showed an improvement in sales during
the year under review. The growth was propelled by the
enhancement in productivity and effective marketing
measures. However, due to the initial operating costs
incurred from its second-phase expansion, the Suzhou
subsidiary has yet to record a profit.

“Quality at reasonable price” is the cornerstone of the
Group's Suzhou operations. Providing good-value products
and services enabled the Suzhou subsidiary to gain more
export business during the year in spite of strong
competition. With regard to the domestic sector, pricing
remains the key concern notwithstanding the fact that
businesses in the Yangtze River delta are becoming more
quality conscious. Indeed, while the Group successfully
increased its domestic business during the year by
capitalizing on its strong service, technological advantage
and sophisticated workmanship, it paid special attention
not to out-price itself. The Group is well aware that some
hurdles remain to be overcome before the pricing issue
can be fully resolved.
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In order to expand its business, the Suzhou plant started to
provide labels printing services to a renowned
multinational corporation based in the United States. The
management believes there is strong growth potential for
the labels printing business given the growing consumer
market in the eastern China region. The labels printing
business could be used as a stepping-stone for the Group
to further penetrate both the export and domestic sectors.

The Group also continued with two other measures to
strengthen its business and improve its internal operations.
The first move concerns the upgrading of the Group’s
representative office in Shanghai into a wholly-owned
subsidiary. This will enable the Group to obtain orders
from the eastern China region and help increase the sales
of the Suzhou plant. Preparations for the establishment of
the Shanghai subsidiary are progressing smoothly.

The second move is related to the transfer of the Suzhou
plant from the direct control of the Singapore subsidiary 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 development in the
eastern China region. It is also in line with the Group’s
localisation measure to reduce its operating costs in
Mainland China. The transfer is expected to be completed
in the current financial year.

Meanwhile, the Group has strengthened the management
of the Suzhou plant and tightened up its cost control. The
Group is also looking into other areas that may help the
Suzhou subsidiary to become more cost-efficient. These
efforts represent essential steps in the ongoing
improvement of the Group’s operations. The management
is hopeful that the Suzhou plant will be able to further
improve its performance in the near future and contribute
to the long-term development of the Group in Mainland
China.

Shaoguan Project

Construction of the new production plant in Shaoguan
progressed on schedule during the year under review, with
its phase-one development completed in the second
quarter of 2006.
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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 of 2006. The
lower operating costs in Shaoguan compared to those in
Shenzhen and Guangzhou will also help the Group to
further strengthen its competitiveness. Moreover, the new
plant will enable the Group to centralise its production of
labour-intensive products under one roof and achieve
higher operating efficiency.

Singapore Operation

The printing sector in Singapore faced intense competition
from other Asian-based companies in product pricing. As a
result, while the Group’s Singapore subsidiary, Starlite
Printers (Far East) Pte Ltd, managed to increase its turnover,
it recorded a decline in profit during the year.

The Singapore subsidiary is continuing to tighten its cost
control and streamline its operations. A major focus of
these measures is to make improvements in operational
logistics and allocation of resources. Moreover, the Group
is exploring the possibility of reactivating its operations in
Malaysia as part of the means to safeguard the sales and
profitability of the Singapore subsidiary and to obtain new
business in the Asian region.

In September 2005, Starlite Printers (Far East) Pte Ltd was
awarded the “Singapore Packaging Star Awards (SSA)
2005” by the Packaging Council of Singapore and the
Singapore Manufacturers’ Federation in recognition of its
outstanding achievement in product packaging.

Environmentally friendly products

Due to the unfavourable operating environment, the
environmentally friendly products division recorded a
decrease in turnover and profit during the year under
review. The management is taking measures to improve the
performance of the division, including the further
tightening of cost control and improvement of cost
efficiency in the production of interior packaging products
and “Greenworks” products and the diversification to other
paper products.
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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, 2006, the Group’s cash
and bank balances and short-term bank deposits amounted
to approximately HK$90 million.

During the year under review, the interest expenses of the
Group amounted to approximately HK$14 million
compared to approximately HK$6 million recorded last
year. Currently, the Group has Renminbi-denominated loan
facilities amounting to approximately RMB80 million that
are available for the Group’s Shenzhen, Guangzhou,
Shaoguan and Suzhou plants for working capital purposes.

As at 31st March, 2006, the Group had a working capital
surplus of approximately HK$55 million compared to a
working capital surplus of approximately HK$48 million as
at 31st March, 2005. The Group’s debt-to-equity ratio as at
31st March, 2006 was 87% (2005: 62%), based on short-
term and long-term bank borrowings and other debts/
borrowings (excluding trade related debts) of
approximately HK$300 million (2005: HK$203 million),
and shareholders’ funds of approximately HK$345 million
(2005: HK$327 million). The Group will continue to adopt
prudent policies to maintain a healthy financial position.

CHARGE ON ASSETS

As at 31st March, 2006, certain assets of the Group with an
aggregate carrying value of approximately HK$17 million
(2005: HK$25 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,
Chinese 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 7,000 employees. The
Group maintains good relations with its employees,
providing them competitive packages and incentive
schemes as well as various training programmes. A 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

Concerns over further rises in interest rates have caused
high volatility in major capital markets. In an attempt to
ward off inflation, major central banks, including the
United States’ Federal Reserve and the European Central
Bank, have increased their benchmark rates, while the
Bank of Japan has indicated that it will soon end its easy
monetary policy. Elsewhere, China is introducing new
measures to rein in its overheating economy, focusing on
the key areas of fixed asset investment and bank loans.
These developments come at a time when the global
economy is showing signs of slowing down, raising
concerns including stagflation fears and underlining the
uncertain outlook facing the global economy.

This uncertain outlook presents strong challenges to the
Hong Kong/Mainland printing and packaging industry.
Given the fact that corporations in the United States have
already been tightening their “Just In Time” inventory
management and reducing their purchase prices, any
further risk-control measures adopted by them would
create additional pressure on the local industry. Moreover,
there are signs that operating costs in Mainland China will
continue to rise, partly because increasing wages is a good
means to help address social issues and partly because
many sectors including the utilities sectors are still in the
early stage of deregulation.
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As explained above, the Group is taking positive action to
improve its performance in the medium term and to
establish a stronger platform for its growth in the long run.
This action includes the Suzhou and Shaoguan initiatives,
the expansion of sales for paper products, the further
strengthening of cost control measures, and the formation
of strategic alliances with customers and suppliers. Among
them, the Suzhou plant has completed its second-phase
development while the Shaoguan plant will soon start
operation. The management is closely monitoring the
progress of the plants and will take appropriate action to
ensure that they can deliver satisfactory results. Whilst it
may take time for these results to come through, the
management will use its best efforts to minimize the
negative factors facing the Group during the transition.
Starlite has a strong track record of turning the odds into its
favour, as evidenced by the selection of the Company by
Forbes Asia as one of the “200 Best Under a Billion” Asian
companies in October 2005. The Group will continue with
this spirit to strive for growth notwithstanding the
unfavourable environment.
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