MANAGEMENT’S DISCUSSION AND ANALYSIS

BUSINESS REVIEW

The corrugated cardboard packaging industry saw robust demand
growth in the preceding year on the back of a healthy global economy
and rising exports and consumption power in China. The Group (“we”)
had also been aggressively expanding production facilities for corrugated
paper-ware and its raw materials, in order to achieve vertical integration,
and allow the Group to successfully control production costs and
improve product quality even in an environment of rising raw materials
prices and appreciation of the Renminbi. As a result, the Group achieved

solid growth in turnover and operating margin in the year under review.

Faced with intensifying competition in the downstream packaging
industry, the Group started to expand upstream in 2005, to create a
vertically integrated model, improve operating efficiency and enhance
margins. The Group’s (“our”) first upstream production line at Green
Forest (QingXin) Paper Industrial Limited (“Green Forest”) in Qingxin
County, Qingyuan City, Guangdong Province officially started operations
in March 2006. This production line, capable of producing 100,000
tonnes of high performance corrugated medium, can meet around
30-40% of the Group’s raw materials requirements. Green Forest’s
medium production facilities have been nearly 100% utilized since July
2006, significantly offsetting the impact of volatile raw materials prices
and fluctuations in supply on the Group’s operations, whilst lifting overall

gross margins at the same time.

We make every effort to improve its production and shipping process,
in order to raise our operating efficiency, and bring to customers high
value-added quality products and outstanding and timely service.
Through buying state of the art production equipment, strengthening
our computerized production processes and fine-tuning the distribution
of orders, we have been able to optimize our production lines and
equipment. As a result, we can leverage this enhanced platform to
achieve full vertical integration and capture the enormous growth

potential of the Chinese corrugated cardboard packaging industry.

BB WR DN

E e

RREERER L hEZEOEFEE N
B bt RS BRERT RN EBEEARR
BR o Z—7E SERERERGAEREE
FEMREER  BUAMESNEEELN -
SEERMEHERFE LB MARBHENY
2T MEERNEHEERARRETERE
= - At - SEREESANEEBEMEERN
EHREEAER -

ERTHEERHRZEBIR EER_ZFTA
FRBAR LFED - EUMAABANEER
A SREREEERE - BT ERAREKF
R-FERNF=A  KEREREBFED BN
B RECBH) MEBARAR ([HRERZE])
NE G EFEEREARE - ABFEESFE
BEETEMELRRERF A  AHekE
H=ZZMRORMEFR - RZTTREFL
R BREAEZRBCHREERBERXRDER
100% + KA IE R RHER R T I8E %
EFE  YASEBENKE LA -

SEBEGERCEERFERRE - RS
BRE  REFPEXREE  RREZERK
B

Mz EERME - WICEMCEERF RS EE
BRER IR - ETRMRLZ FER N RIEE
BHERENE  REETERAZEOLRE
& ZHEETERFESEARITENERRD
1 o

EEEEZRAN
—FERF



MANAGEMENT’S DISCUSSION AND ANALYSIS
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FINANCIAL REVIEW

Performance

Turnover of the Group in 2006 recorded an increase of 4% to HK$820.1
million (2005: HK$788.6 million). It was mainly attributable to the sales
of corrugating medium in the second half of 2006 after commencing
the upstream business in March 2006. The success in producing
corrugating medium for own use led to significant cost saving which,
in turn, led to a surge in gross profit by 18.2% and an improvement in

gross profit margin from 19.5% to 22.2%.

With cash inflow from the upstream operation and the placing of shares,
the rise in bank interest income from fixed deposits mainly accounted

for the increase in other operating income.

The 7.2% increase in distribution costs was chiefly the transportation
cost for delivering the corrugating medium from Green Forest in
Qingyuan City to the three plants in Dongguan City and Shenzhen City
for producing corrugated paper boards and carton boxes.

The increase in administrative expenses by 13% to HK$42.6 million
(2005: HK$37.7 million) was primarily attributable to the increase in
staff cost. In addition to increasing number of staff for operating the
new corrugating medium plant, an average rise of 8% in salaries was
resulted from attracting staff in view of labour shortage in the Guangdong

Province.

Depreciation charges for the factory premises and dormitories of the
corrugating medium plant mainly brought to an increase in other
operating expenses by 18.8% to HK$22.1 million (2005: HK$18.6

million).

The significant contribution from the new corrugating medium plant
in supplying raw materials to the downstream plants can be measured
by a surge of 26% in the earnings before interest and tax (“EBIT”) to
HK$96.1 million (2005: HK$76.3 million). The EBIT margin increased
from 9.7% to 11.7%.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

FINANCIAL REVIEW (Continued)
Performance (Continued)

Bank interests for loans raised in mid 2005 for financing the corrugating
medium plant in machinery acquisition and factory construction were
capitalized in 2005. With operation commenced in March 2006, bank
interests were charged to the income statement leading to increase in

finance costs by HK$2.7 million.

Changes in fair values of derivative financial instruments and structured
borrowing were recognized in the income statement for accounting
purpose only. They were non-cash in nature and will be reversed to zero

at maturity date.

During 2006, the Group had entered into certain forward exchange
contracts with banks for periods ranging from 1 to 1.5 years to minimize
the exposure to foreign exchange rate risk (1) in acquiring the kraft
linerboard production line in RMB, and (2) in purchasing raw materials
in USD. The adverse effect of the appreciation of both currencies to the
Group was proved to be eliminated in 2006 as lower exchange rates
were eventually paid. HK$5.1 million was recognized in the income
statement as change in fair value of derivative financial instruments for

accounting purpose.

In the second half of 2006, the Group entered into a contract of
structured borrowing with a bank for a period of five years to finance
its kraft linerboard plant at a cheaper borrowing cost. The contract was
proved to be effective as no interest had been incurred during the year
ended 31st December, 2006. HK$12.4 million was recognized in the
income statement as change in fair value of structured borrowing for

accounting purpose.

Net profit from operation (net profit for the year before changes in fair
value of derivative financial instruments and structured borrowing) was
increased by 24% to HK$85.8 million (2005: HK$69.2 million). The
slight decrease in net profit for the year by 2% to HK$68.3 million (2005:
HK$69.7 million) was due to the changes in fair values of derivative

financial instruments and structured borrowing for accounting purpose.

Net profit margin for the year ended 31st December, 2006 was 8.3%.
Basic earnings per share were 17.84 HK cents (2005: 18.95 HK cents).
The Directors proposed a final dividend of 4.64 HK cents per share
(2005: 4.17 HK cents).

BB WR DN

BA RSO (4F)
(&)

SEN_FERFRRIFCABRBERSER
B REER RTINS ER TR
FEAER - B-_TTF-_ARER  BE
ERZBITH BN RERING - BRPHERA
$#1n2,700,000 /& 7T °

TEEMTANGBEEAFEZEPENK
mARMER - % FHE /FFRSME - EHEF
BRIEZA MAEHMBESEERT -

RZTTNREF  AEEERITEILHEIFELS
FAFZERBINEERD @R RREAT
MIEZERER : (1) AARBUREEF L E
i RQUETHEERME - ZmE s
BEAEEZTHZER ST NFEEAN
i REAEEURIKZ A LERRZ A
RS R FRIE © 5,100,000 7 JT R U aE K FE
RATESRITERATEZEE)  (FEHER
ZF e

REZBTRFETEF - EEERIT] AR
BEH - AHRT  UBEZEBERANBFE
SEMERME - ZANREREN  BEZZ
ERFE+ZA=t B LFETERNELH -
12,400,000 Tt i R R REEEEAT
B85 (FEFTERECA -

WEMR (AAFERTITESRIT AR
BEATEZEEAMATEE)EMN24% =
85,800,000 7L (ZZEZ R4 : 69,200,000
TT) o N EAREHUR 2% 268,300,000/
J(ZEZHF : 69,700,000/ 7T) © REAIE
EREEZAZITESRTAREBEEQTF
BB -

HE_ZZRE+-A=1+—HIFE 47
K83% ° BEREARRMNB17.84 8 (=F
THEF : 18958 1l) - EFZFINRHRE
A4 (ZZZTHEF - 4.17780l) -

EEEEEZRABR
—FERF



MANAGEMENT’S DISCUSSION AND ANALYSIS
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FINANCIAL REVIEW (Continued)
Liquidity, financial and capital resources

The Group received net proceeds of HK$77.7 million from the placing
of shares in November 2006, resulting in an increment of bank
balances and cash to HK$231.6 million (2005: HK$156 million). At 31st
December, 2006, net current assets and current ratio (current assets
divided by current liabilities) of the Group were HK$257.7 million (2005:
HK$135.5 million) and 2.42 (2005: 1.66) respectively.

In 2006, the Group had capital expenditures amounting to HK$47.8
million which were mainly the remaining construction cost for the
corrugating medium plant incurred in the first quarter of 2006. In
addition, the Group paid deposits of HK$35.1 million for acquisition of
machinery and land for kraft linerboard plant. The Group further spent

HK$15.9 million for improving production facilities in existing factories.

With cash inflow from the operation of corrugating medium plant, less
working capital in the form of trust receipt loans was required leading
to reduction in trust receipt loans by HK$43.8 million. Increase in the
Group's total bank borrowings (including bank borrowings and structured
borrowings) by HK$72.2 million comprised short term and long term
bank borrowings’ increases by HK$13.6 million and HK$58.6 million
respectively. New bank borrowings were mainly raised for financing
the investment in kraft linerboard plant. A lower net gearing ratio
(measured by total bank borrowings net of cash to equity attributable to
shareholders) of 4% (2005: 19%) was achieved in 2006 as the placing
of shares improved the cash level of the group. The Group’s financial

position was strong and distinctive as compared to last year.

Contingent liabilities

A tax audit had been conducted by the Inland Revenue Department
in December 2004. The Inland Revenue Department issued protective
assessments for the years of assessment 1998/1999 to 2003/2004 to
certain subsidiaries of the Group. As the tax audit was still in progress,
in the opinion of the Directors, the outcome and impact of this matter

could not be determined with reasonable certainty at this stage.
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MANAGEMENT’S DISCUSSION AND ANALYSIS

PROSPECTS

The corrugated cardboard packaging industry continues to expand on
the back of China’s emergence as the world’s manufacturing centre. To
tap into the attractive growth opportunities available, the Group is aiming
to expand market share through further integration and improvements in
marketing and sales, in order to enhance our execution capabilities and

deliver solid growth in our business.

Given that the Group’s expansion from downstream box manufacturing
to upstream paper manufacturing has been satisfactory even in its
first year of operation in 2006, we are fully confident that we can
continue to expand our operations. We focus on the second phase
of the development of Green Forest, namely construction of a new
kraft linerboard plant with 200,000 tonnes of annual capacity. The
Group formally signed agreements to acquire the key manufacturing
components for the kraft linerboard production line at the end of May
2006, and foundation work for the plant was completed in March 2007.
We expect to start installation of the production line in June and formally
begin operations in early 2008. By that time, the Group’s total capacity
in cardboard will rise to 300,000 tonnes. This new line will not only
reduce the Group’s dependence on external raw materials and hence
lower our costs, but will also allow the Group to customize raw materials

for different customers, reduce wastage and enhance product quality.

The Group will continue to optimize its production equipment, enhance
capacity and produce a more diversified range of cardboard products.
We also plan to expand downstream to complement the development
of our upstream business and move towards a fully integrated business
model. In addition, the Group will further enhance our enterprise
resource planning system in order to improve operating efficiency,
enhance margins and competitiveness, and deliver satisfactory returns

to our shareholders.
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