MANAGEMENT DISCUSSIONS & ANALYSES

TEREMWR S

COMPANY PROFILE

The Group engages in Dutch technology-based greenhouse
cultivation and integrated processing of Orchid seedlings and
other flowers and vegetables for sale to wholesalers, growers,
export agents and importers. Geographical sales have been
biased to export markets mainly. Domestic sales made up less
than 40% of total turnover in the past two years.

OPERATING PERFORMANCE

Sales turnover grew by 64% to RMB1,102.3 million in 2001. By
product mix, Orchid seedlings and plants of Phalaenopsis and
Cymbidium continued to have dominated 72% of total turnover.
Among these, sales of young plants made up 56% of total
turnover. Sales of other flowers edged up slightly to 19% of total
turnover. Towards the end of the year, there was inaugural export
trading of vegetables (mainly broccoli, pod peas and hairy beans)
to Japanese market. This first time contribution from the newly
set up Japanese sales offices commanded 9% of total turnover.
Breakdown of sales by produce is as follows:
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By destination, export sales and domestic sales recorded 58%
and 42% of total turnover respectively. The most significant
change by destination was export to Japan. It increased by 6
percentages points to 22% fuelled by the trading export of
vegetables. Exports of Orchid seedlings to the Netherlands rose
by both value and gross margins, reflecting strong demand from
new and existing customers and rising popularity of Orchids as
ornamental flowers for business venues in Asia. With respect to
domestic sales of young plants of Orchids, sales continued to
concentrate in the provinces located in the Northeastern part of
China. Sales to the Southern part of China remained small
tactically due to limited internal resources for the time being.
Breakdown of sales by destination is shown below:
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By activity, greenhouse cultivation of floricultural produce IRE&FEE D  BERBEHNREAEREN206%
jumped by 206% at the expense of greenhouse processing and THREMIREZAEE THE - HNBEERER-Z
trading of horticultural produce. As a result of full-year ZT—F2HEEE  HEBRFBREEBRKVER - BE
contribution from greenhouse operation in 2001, profit margin & FEBE DN EEEMDWT -

was improved significantly. Breakdown of sales by activities is

as follows:
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Vegetables i E 3 — — NA
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OPERATING EXPENSES

Cost of sales was 57% of total turnover in 2001. Thanks to the
tax saving from agricultural tax concession, the overall cost of
sales dropped by 10 percentage points to 47%. For the year,
distribution expenses stayed at 3% while the general
administrative expenses edged up 1 percentage point to 3% of
total cost of sales due to the non recurrent cost of public listing.
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PROFITABILITY

Gross profit margin rose to 53% in 2001 from 33% in 2000,
while net profit margin expanded to 47% from 28% in the
respective period. Management estimated that the concession
from agricultural tax had contributed about 10 percentage points
to net profit margins. Enterprise income tax holiday added
another 15 percentage points to bottom line margins in 2001.
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PRODUCTIVITY

On the other hand, effective managerial planning and production
supervision had led to productivity gain. Measured by annual
sales per average number of staff, productivity gained by 10.5%
to RMB4.2 million in 2001. In terms of greenhouse productivity,
gross profit per hectare was up by 38% to RMB20.0 million in
the second half when compared with gross profit per hectare
(annualised) of RMB14.5 million in the first half. On cost side,

&N

economies of scale trimmed cost of sales by 23% to RMB3.1
million. Per hectare greenhouse production yield is shown in

the following table.
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Cost

Yield

Data
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FINANCIAL PERFORMANCE

The cycle of working capital in Euro-Asia had been doing well.
Current ratio soared to 7.2 times due to the strong cash generated
from the underlying business and the deposits and other
receivables made for the procurement of agricultural produce
for processing and exports. Meanwhile, the excellent quality of
Euro-Asia’s existing and new customers in China and abroad
bodes well for its working capital cycle and concurs well with
its sound sales policy laid down by the Chairman. At end-2001,
the Company had RMB31.8 million short-term bank loans, and
remained in net cash position on 31 December 2001. The key
financial ratios are represented as follows.
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LIQUIDITY, FINANCIAL RESOURCES,
AND CAPITAL STRUCTURE

Liquidity Ratio

The liquidity ratio, or quick ratio, of Euro-Asia was 6.1x in 2001,
compared with 0.6x in 2000. Similar to the current ratio, it was
bolstered by RMB358.4 million of cash and bank balances and
RMB266.4 million of deposits and other receivables. Due to strict
credit policy, 100% of the trade receivables aged within 1 month,
with receivable turnover shortened to 12 days from 17 days.
Inventory turnover days also dropped to 29 days from 52 days.
Trade payable turnover was down to 7 days from 23 days. The
group’s domestic sales transactions were in RMB while export
transactions were in US dollars mainly. No hedging was engaged
into as RMB versus US dollars remained broadly stable
throughout the year.
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Internal Cash Resources

Internal cash resources include cash and bank balances as well
as standby general banking facilities. At end-2001, the Group’s
cash and bank balances were recorded at RMB358.4 million,
while the Group’s short-term bank borrowing was RMB31.8
million. In the first quarter of 2002, Euro-Asia obtained a
RMB159 million loan from a Mainland Chinese bank to finance
the acquisition of 10 hectares of greenhouses and office buildings
from the Chairman’s private company, Shenyang Euro-Asia
Industrial Company Limited. The greenhouses were valued at
construction cost of RMB107 million, while the office buildings
were valued at RMB70 million. Both of the transactions were
valued by independent professional appraiser, and represented
fair market value. Both acquisitions were for the long-term benefit
of Euro-Asia’s corporate brand-building and production capacity
respectively, and were passed by the shareholders’ Special
General Meeting on 9 February 2002.

The group was also granted a bilateral 3-year revolving credit
facility of HK$30 million from a commercial bank in Hong Kong
in December 2001, and another bilateral 3-year short-term
money market revolving credit facility of HK$30 million from
another commercial bank in Hong Kong in January 2002. The
three-year borrowing cost for both credit facilities is HIBOR plus
1.875% per annum. The bilateral banking facilities serve as
additional sources of working capital at low cost to finance the
export trading of vegetables.

Net current assets were RMB698.9 million at end-2001, up by

2,344%. Net assets were RMB1,437.4 million, up by 443%.
EBITDA was RMB539.1 million, up by 160%.
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Concentration Risk

The concertration risk of the group was mitigated during the
financial year as the number of new customers and suppliers
increased, as indicated in the tables below. Management believed
that Euro-Asia as a brand name has been gaining market credence
over the past years particularly after the group’s listing in the
main board of the Stock Exchange of Hong Kong Limited.

Top customers

% of Total Turnover
Top
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Top 3
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At end-2001, the share capital of the group was approximately
RMB176.0 million, compared with RMB127.2 million at end-
2000. At end-2001, shareholders’ funds (before distribution of
dividends) were approximately RMB1,437.4 million, up from
approximately RMB264.9 million at end-2000.
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USE OF IPO PROCEEDS

Total net proceeds of RMB651.3 million were raised from the
stock market by initial public offerings in July 2001. Capital
expenditures for 40 hectares of new greenhouses and the
necessary auxiliary equipments amounted to approximately
RMB516.6 million. The original budget in IPO prospectus of
RMB380 million did not include the construction of the
processing, cold storaging, heating, and transport infrastructures
to complement the physical site operation of the greenhouses.
The expenditures in research and development and new sales
offices amounted to approximately RMB1.1 million and RMB3.3
million respectively, both below the original budget. The
acquisition of the new office buildings after 9 February 2002
caused the delayed expansion in research and development in
tissue culture and hybridisation. On the other hand, two sales
offices were set up in Japan in September 2001 as scheduled.
Information technology platform was also being invested in the
Japanese sales offices to enhance the efficiency of the electronic
trading platform. The unexpected tragedy of the 11 September
2001 in the World Trade Centre in the United States had
depressed the confidence of the global economy. As a result,
Euro-Asia’s expansion of sales offices overseas has been put into
a halt in the last quarter of 2001 before the management is able
to re-assess its overseas marketing plan including the pilot plan
to enter the US flower market.

INVESTMENT PROJECT

In November 2001, Euro-Asia signed a cooperative mandate with
Fook Huat Tong Kee Holdings Ltd (“FHTK”), a listed company listed
in Singapore, to form a joint venture (“JV”) in agricultural business.
The JV will operate a high-tech greenhouse nursery in FHTK Longkou
Industrial Part at Longkou City in Shandong Province the PRC Euro-
Asia and FHTK are still working on the details of the investment
and the model of the business operations.

STAFF AND REMUNERATION POLICIES

At end-2001, the total number of employees was 322, up from
200 at end-2000. There were 32 management staff and 290
workers at end-2001, up from 25 management staff and 175
workers at end-2000 respectively. Personnel expenses amounted
to RMB3.1 million, or 0.6% of cost of sales. Salaries and wages
were determined based on their talents and experience, with
discretionary bonuses awarded to outstanding employees. Other
staff benefits include Hong Kong Mandatory Provident Fund,
insurance and, training programs. The Board is considering the
grant of share options to senior management staff. A share option
scheme is being formulated with the advice of an independent
management consultant.

The Board is also in the process of engaging into Directors and
Officers Insurance for all directors and senior management with
supervisory role to protect the Group from any contingent liability
that might arise in the course of normal business operations.
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