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BUSINESS REVIEW AND OUTLOOK

Business Review

The Board of Directors of Lam Soon (Hong Kong) Limited (“the Board”) is
pleased to announce that the audited consolidated profit attributable to
shareholders for the year ended 31st December 2003 was HK$38 million
representing an improvement of 116% from that of last year. This was
achieved despite of unexpected increase in commodity costs and the
difficulty in passing on the additional cost to customers when the overall
retail market was badly affected by Severe Acute Respiratory Syndrome
(“SARS") epidemic.

The Board is recommending a final dividend of HK$0.06 per share.

The Group’s consolidated turnover for the same period showed a growth
of 7% to HK$2,036 million. This is mainly attributable to the increasing
customer acceptances of our flagship brands and our improved distribution
networks. The sales and marketing team has also taken advantage of the
recovering economy during the second half of the year after the outbreak
of the SARS earlier this year.

The Group received a series of awards for its flagship brands recognising
our leadership in the various categories. The Group is the only company in
Hong Kong which has received four Hong Kong Top Ten Brandnames
Awards from The Chinese Manufacturers’ Association of Hong Kong. The
four brands include “Knife” Brand cooking oil in 1999, “AXE” Brand
detergent products in 2000, “Red Lantern” Brand cooking oil in 2002, and
“Golden Statue” Brand bread flour in 2003.

In February this year, the Group also received Superbrands Awards for
“Lam Soon” and “Knife” Brand from Superbrands Limited. Furthermore,
“Knife” Brand has been named by The Reader’s Digest magazine as Asian
Super Brand for the fourth consecutive year.

During the year under review, the Group has launched a Branding-Inside
Program to promote its brands and products to all of its 2,000 employees
and their friends and relatives in various locations where the Group has
operations. As at the end of the period, the Group’s employees have
accomplished more than 135,000 referrals reinforcing the power of
teamwork and the Group Total Efforts Programme.
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Lam Soon (Hong Kong) Limited

Reduction in total operating costs was achieved despite increase in sales
transactions as a result of our continuous commitment to improve efficiency
and productivity through our Financial Management Excellence Program,
Quality Productivity Program and Human Resources Recruitment and
Development Program.

Furthermore, during the year, the Group has developed and implemented
a series of e-applications to enhance operational effectiveness and
efficiency. The use of e-bidding system managed to reduce our purchasing
costs. The e-workflow applications also facilitated more timely
administrative processes. The “Lam Soon e-University” is an internal e-
learning system, which has been successfully launched in all regional offices
and factories. It provides a structured, consistent, and cost effective training
platform for our employees. The Group is committed to achieving cost
savings through these programs in the short term as well as building
competitive advantages of our staff, brands, services and technologies for
the long-term growth.

Financial Review

The Group's different geographical operating units generally finance their
business operations with their own internally generated cash-flows and
banking facilities as far as practicable with financing and cash management
activities of the Group being determined and approved at the corporate
level.

The Group’s management continues to keep tight control on credit policies
and inventory planning. As at 31st December 2003, over 97% of the Group’s
receivables were less than 3 months old. On the other hand, the Group
generally receives favourable terms from its trade creditors.
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The debt maturity profile of the Group as at 31st December 2003 is as
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follows: BEBEXHAIFTET :
As at 31st December
R+-—HA=+—-RH&HE
2003 2002
—EB=fF —TE_F
HK$’000 HK$’000
BT T BT T
Repayable within 1 year —FREE 242,548 200,152
Repayable after 1 year, N—FEEMFRA
but within 2 years &8 59,500 73,744
Repayable after 2 years, RMFEERFA
but within 5 years &8 11,000 47,250
Total HEE 313,048 321,146

The Group has total assets of HK$1,820 million as at 31st December 2003
(2002 (restated): HK$1,886 million). The Group's gearing ratio has changed
from 9% as at 31st December 2002 to 10% as at 31st December 2003,
which was calculated based on the net borrowings (net of cash and cash
equivalents) of HK$91 million (2002: HK$70 million) and the shareholders’
equity of HK$867 million (2002 (restated): HK$824 million).

As at 31st December 2003, the Group had sufficient financial resources to
discharge its debts and to finance its daily operations and capital
expenditure. Over 99% of the Group’s cash deposits and bank balances
are denominated in either HK Dollars, US Dollars or Renminbi. Forward
foreign exchange contracts are utilised where appropriate to hedge against
any currency exposures.
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Shekou Lam Soon
Flour Mills Plant
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Jiangsu Lam Soon Flour Mills Plant
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Our staff at Jiangsu Lam Soon Flour Mills Co. Limited

THEIEENERL2ADEER

@) New Products & New Packagings
MEmREMER

Tower A Brand
AR ¥ ™
The first ‘Golden Statue’ consumer pack launched
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American Roses

Our Shanghai distributor received the Best
Service award from Shanghai Aerospace
Ministry in recognising the supply of our

American Roses Brand flour for the first
successful flight of Shenzhou-5 spacecraft.
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Award of Chinese Enterprises with
Foreign Investment Excellent Economic
and Export Performance in 2002
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Shekou Lam Soon Flour Mills Company Limited was awarded
Top Hundred Companies of Chinese Food Industry by
Agriculture, Substandard Food Processing Industry
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Shekou Lam Soon Flour Mills Company
Limited was awarded “Production Permit of
National Industry Products” by Chief Bureau
of National Quality Independent Inspection
Quarantine
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Shekou Lam Soon Flour Mills Company Limited was
awarded “Nan Shan District Warden Quality Award”
in Chinese Famous Brand Product and Guangdong
Province Famous Brand Product Meeting.
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Lam Soon (Hong Kong) Limited

Employees, Training and Remuneration Policy

As at 31st December 2003, the Group has approximately 2,000 (2002:
1,990) employees. Employees are remunerated according to the nature of
their job and market trend, with built-in merit component incorporated in
the annual increment and year end performance bonus to reward and
motivate individual performance. Total staff costs for the year ended 31st
December 2003 were HK$202 million (2002: HK$194 million).

The Company has adopted a share option scheme for the purpose of
motivating the directors and employees of the Group and to allow them to
participate in the growth of the Company. A share option scheme (the
“Old Share Option Scheme”) was adopted on 26th May 2000 and a total
of 3,950,000 share options were granted on 5th June 2002. On 23rd May
2003, in order to comply with the new requirements of Chapter 17 of the
Rules Governing the Listing of Securities on The Stock Exchange of Hong
Kong Limited, a new share option scheme of the Company (the “New
Share Option Scheme”) was approved by the Company’s shareholders. The
Old Share Option Scheme was terminated on 23rd May 2003 without
prejudice to any share options previously granted prior to such termination.

Charges on Group Assets
As at 31st December 2003, the amount of the Group's assets pledged as
security for liabilities was HK$64 million (2002: HK$93 million).

Contingent Liabilities

(@) As at 31st December 2003, the Company had contingent liabilities
in respect of guarantees given by the Company to banks to secure
banking facilities granted to certain subsidiaries of which amount
utilised by the subsidiaries amounted to HK$182,286,000 (2002:
HK$172,030,000).

(b)  As at 31st December 2003, the Group had contingent liabilities in
respect of several guarantees given to banks to secure banking
facilities of a jointly controlled entity to the extent of HK$45,544,000
(2002: HK$38,623,000).
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(c)  As at 31st December 2003, the Group sold to finance companies its
notes receivable with recourse, which amounted to HK$14,004,000
(2002: HK$35,239,000).

(d)  As at 31st December 2003, the Group committed to supply 34.4
million (2002: 14.7 million) aluminium cans to a customer in Taiwan
at a fixed price. Such commitment was covered by a bank guarantee
issued to the customer, which amounted to approximately
HK$6,589,000 (2002: HK$2,684,000). The Group had contingent
liabilities arising from counter indemnity given to the bank in respect
of such guarantee.

REVIEW OF OPERATIONS

Food Segment

The food segment continues to report value and volume growth in sales in
Mainland China. Its profitability for the year under review was affected by
rising commodity costs and competitive conditions in the retail markets.
This challenging environment is expected to stabilise by the second half of
2004. The segment will benefit from anticipated selling price increase
coupled with increasing demand for the full year of 2004.

Detergent Segment

The segment reported a 14% growth in turnover mainly due to the successful
launch of new products, such as AXE 1:49 Ready-to-Use Germs and Virus
Killer, AXE Multi-Purpose Anti-Bacterial Spray and the AXE Skin Moisturising
Dishwashing Detergent with Lavender.

Packaging Segment
The segment continues to show improvement in its earnings resulting from
growing sales and improving operating efficiency.
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Shekou Lam Soon Edible Oils Plant
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New product - 5L/2L ADE soyabean salad oil

New package of Knife Brand - Peanut Oil HER - 5F /WA ADE KT &I
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‘Red Lantern’ ‘Knife’ ‘Fortune Star’ ‘Soon’

* *ii $ ‘Fat’ brands were recognised as the official
5 edible oils by the “Training Bureau of State
Sports General Administration of China” at

the forthcoming Athens 2004 Olympic
Games.
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‘Red Lantern’ was awarded Honour
Certificate’ in Top Ten of Market Share in
2002.
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For the fourth consecutive year that “Knife” brand

“Shenzhen Lam Soon Edible Oils Co Ltd”
was recognised as an A-tier Enterprise in
terms of quality, services and reputation in
China by the China Market Research Centre.
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was recognised as a Super Brand Gold Prize in
Asia by Reader’s Digest from 2000 to 2003.
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Zhuhai LSO Ends Packaging
Limited's Plant
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Lam Soon Ball Yamamura Inc.’s Plant
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Zhuhai LSO Ends Packaging Limited was awarded
with the internationally accredited 1SO9001: 2000
in 2003
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Lam Soon (Hong Kong) Limited

Distribution Segment

The turnover of the distribution business in Hong Kong was adversely
affected by SARS and the structural changes of the Hong Kong economy.
However, this segment is able to improve its profitability, through increased
productivity and operating synergies as a result of the Group’s integration
of sales, marketing and distribution services since 2001.

OUTLOOK

The economy in Hong Kong and Mainland China has recovered relatively
quickly after the SARS outbreak. With the benefit of individuals visit scheme
subsequently introduced by the PRC Government and the accession of
Closer Economic Partnership Arrangement (“CEPA”), Hong Kong has a more
conductive environment for new investments and consumer spending. We
expect this growth phenomenon to continue in 2004 as evidenced by the
increasing number of Chinese companies coming to Hong Kong for public
listing and the inflow of capital into the region.

We expect the PRC economy to continue to grow at 6% to 8% per annum.
With on-going increase in per capita income, consumers will continue to
shift to branded products of better quality. This change of consumer
preference will give rise to premium margins on quality products.

With improving economies all round and higher standard of living, the
increase in demand for better food and consumer products will be a growing
trend. This will put the Group’s core businesses in a favourable condition.
The Group is prepared to meet these market conditions and challenges
and will strive to create competitive advantages for achieving long-term
growth.

Ema#EDH
EEBZEMDHEH I ERE  XF
AR R T R A B R EBIEE AP
FE R AEER_-_ZTZ—FKY
EEHHEE mHEREDERSE - M
VA Itk 53 BB 4T3 88 75 Rt 2 & )R R 486 pn A
BT e

RE

B8 R B K [ AR B PR A FR SR i 2K
EHBRBER - AEMRREE -t
TEBRMAELZBHEITHEREERE
HR#ZENEZTEEHENLHT
FERRAS—EEARERBEERSI AN
My RABHLEERKKEEES
MR ECERELTRESBAMSE
—ETOERFEHR -

BABEHTEEEEREFEZFo%E
8% ° MAANFHRABRELS  HE
ERERNBEEIRENEM - BEEH
BENBYREANNE  RAEELE
SEEIERZERME -

BEEINEREE R A TEKF B E - 8
BERMEEEMZHFIEBIMNGKB
g EIHESRERZLEBRERAF
fIE - SESEFERBLNDEBATNT
ARKE - WHRHEF N > NEER
BEMNER -



Chairman’s Statement (coninves = B € £ & B

APPRECIATION 18

The Board would like to express its sincere appreciation to its bankers, ZEFEREFH —EHH TAEEZFHR
suppliers, customers and shareholders for their continued support to the 77 - &R - BERRE - HUAKZHE
Group. The Board also wishes to thank the Group’s management and staff ~ H) R - R E =& R = M AH AL E
for their total commitment and for achieving major progress in our core HERERE T  HZLEBKZERA

businesses. 2% RoAss -
By Order of the Board AEEEm
WHANG Tar Choung FE
Chairman L PN
Hong Kong, 15th January 2004 5% —TZENF—-HA+HAH
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Guangzhou Lam Soon Homecare Products Limited’s Plant
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New product of AXE Skin Moisturizing
Dishwashing Detergent with Lavender
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New product of AXE 1:49 Ready-to-Use August 2003
May 2003 Germs and Virus Killer 2003 % 8 A
2003 F 5 B [AXE] 1:49 BNRHBKHER

New product of AXE Multi-Purpose New product of AXE Glass Cleaner

Anti-bacterial Spray [#5EE | BBERBENER
[AXE| BRREEZEEHER
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New package of Labour Liquid Detergent
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New package of Labour Bleach
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New package of Labour Green Apple Liquid Detergent
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New package of AXE Fabric Softener
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New package of AXE Skin Moisturising
Dishwashing Detergent with Lemon
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‘Labour’ was awarded “The Top Ten Shampoo
and Cosmetic Brand” in Guangdong Province in
“The Most Favorable Product” Activity organised
by Yang Cheng Evening News in 2003.
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Guangzhou Lam Soon Homecare
Products Limited achieved “China
Environmental Label Certification in
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2) Warehouse and Headquarters
in Hong Kong
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Top Sales Team - Western New Territories
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