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NOTICE IS HEREBY GIVEN that the Annual General Meeting (the “Meeting”) of Chitaly Holdings Limited (the
“Company”) will be held at Tien Room, Level 5, One Pacific Place, 88 Queensway, Hong Kong on Friday, 23rd
May 2003 at 10:30 a.m. for the following purposes:

e ——

1. To receive and adopt the audited financial statements and the reports of the directors (the “Directors”) and
auditors for the year ended 31st December, 2002,

2. To declare a final dividend for the year ended 31st December, 2002; [

3. To re-elect Directors and authorize the board of Directors (the “Board”) to fix the Directors’ remuneration;
and |

i
]
4. To re-appoint auditors of the Company and authorize the Board to fix their remuneration. }
g,
5. To consider and, if thought fit, pass the following resolution as Ordinary Resolution:- )
ORDINARY RESOLUTION j

“THAT:-
; {(a) subject to paragraph (c) below and pursuant to the Rules governing the Listing of Securities on The
‘ Stock Exchange of Hong Kong Limited, the exercise by the Directors during the Relevant Period (as
defined below) of all the powers of the Company to allot, issue and deal with additional shares in the

capital of the Company and to make or grant offers, agreements and options which would or might
require the exercise of such powers be and is hereby generally and unconditionally approved;

.
TToT

(b) the approval in paragraph (a) above shall authorize the Directors during the Relevant Period (as
defined below) to make or grant offers, agreements and options which would or might require the

exercise of such powers after the end of the Relevant Period;

() the aggregate nominal amount of share capital allotted or agreed conditionally or unconditionally to
be allotted (whether pursuant to an option or otherwise) and issued by the Directors pursuant to the
approval in paragraph (a) above, otherwise than pursuant to (i) a Rights issue (as defined below); (i) an
issue of shares as scrip dividends pursuant to the articles of association of the Company from time to

R NT——
i

time; (iii) an issue of shares under any option scheme or similar arrangement for the time being
adopted for the grant or issue to employees of the Company and/or any of its subsidiaries of shares or
1 rights of the Company; or (iv) an issue of shares in the Company upon the exercise of rights of
j subscription or conversion under the terms of any of the warrants or securities of the Company, shall
1 not exceed 20% of the aggregate nominal amount of the issued share capital of the Company as at
the date of passing this resolution and the said approval shall be limited accordingly; and

CHITALY HOLDINGS LIMITED ° Annual Report 2002
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(d) for the purpose of this resolution, “Relevant Period” means the period from the passing of this
resolution until whichever is the earliest of:-

(i) the conclusion of the next annual general meeting of the Company;

(i) the expiration of the period within which the next annual general meeting of the Company is

required by the articles of association of the Company or any applicable laws to be held; and

(i) the date on which the authority set out in this resolution |is revoked or varied by an ordinary
resolution of the Company in the general meeting.

"Rights Issue” means an offer of shares in the Company, or offer or issue of warrants, options or other
securities giving rights to subscribe for shares open for a period fixed by the Directors to the holders of
shares of the Company on the register of members of the O‘ompany on a fixed record date in
proportion to their then holdings of such shares as at that date‘(subject to such exclusions or other
arrangements as the Directors may deem necessary or expedient|in relation to fractional entitlements
or having regard to any restrictions or obligations under the l‘aws of, or the requirements of any

recognized regulatory body or any stock exchange in, any territory outside Hong Kong applicable to
the Company).”

By Order of the Board of
CHITALY HOLDINGS LIMITED
Chan Wing Kit

Company Secretary

Hong Kong, 28th April 2003

Head office and principal place of business:
Units 2 & 3, 18/F

Metropole Square

2 On Yu Street

Shatin

New Territories

Notes:

(1) A member of the Company entitled to attend and vote at the Meeting is entitled to appoint one or more proxies to attend and vote on his/
her behalf. A proxy needs not be a member of the Company.

(2) To be valid, a form of proxy, together with the power of attorney or other authority (if any) under which it is signed or a notarially certified } !
copy of such power of attorney or authority must be deposited with the Company’s branch registrars and registration office in Hong Kong, |
Tengis Limited at Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road Wanchai, Hong Kong as scon as possible and
in any event not less than 48 hours before the time appointed for holding this Meeting or any adjournment thereof.

(3) Delivery of an instrument appointing a proxy should not preclude a member from atten}ding and voting in person at the meeting and in
such event, the instrument appointing a proxy shall be deemed to be revoked.

4) The register of members will be closed from Tuesday, 20th May 2003 to Friday, 23rd May 2003 (both dates inclusive) during which period
no transfer of shares can be registered. In order to qualify for the rights to attend and vote Meeting and for the final dividend, all transfers
of shares accompanied by the relevant share certificates and transfer forms must be Ibdged with the Company’s branch registrar and
transfer office in Hong Kong, Tengis Limited at Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong

Kong for registration not later that 4:30 p.m. Monday, 19th May 2003. |

WA

(5) Concerning the ordinary resolution of the above notice, the approval is being sought from members as a general mandate in compliance
with the Rules Governing the Listing of Securities on The Stock Exchange of Hong Kong L|m\ted The Directors have no immediate plans to i
issue any new shares of the Company.
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Dear Shareholders,

Ty e T

| am pleased to announce our annual results following the Company’s listing on the Main Board of The Stock
Exchange of Hong Kong Limited in May 2002. During the year, the Group has recorded remarkable growth in our

business with turnover and net profit increased 26% and 37 % respectively. We are highly encouraged to be able
| to set record levels of turnover and profits. We are confident that the listing status will continue to serve as a
strong growth impetus for the Group, allowing us to ride on the escalating trend of the home furniture business
in China.

e i A i

China is one of the biggest furniture production countries in the world with over 5,000 manufacturers. According
to market statistics, the turnover of China’s furniture industry was USD19.95 billion in 2002 with an increase of

TERIT

17.8% over 2001. At the same time, China has become the second largest furniture export country in the world
with export volume increased 36% to USD5.42 billion in 2002. Currently, medium to high-end furniture

contribute about 10% to 20% of sales to the national furniture market. Based on our past business performance,
our market share in this particular segment was approximately 1%, meaning there is huge room for expansion for
the Group. With the country going through rapid economic development in recent years, prompting the allocation
of more land for development of commercial and residential property, we are looking at tremendous growth in

T e T T TT T T T T T T TR F

market demand for household furniture, home furnishing as well as home decorative accessories.

TTT

Having successfully established a strong reputation in the medium to high-end furniture market in China, we
remain committed to producing top quality fashionable furniture under the Group’s brand names of “Royal” and
“Knight”. We are excited to report that with our strong market position, we have been able to sustain our leading

position in the medium to high-end segment and achieve relatively higher margins than our competitors. To
maintain our competitive edge, we will also continue to patent our designs to protect our inteliectual rights and
uphald our product image. At the same time, we have started to adopt a series of aggressive marketing strategies
to increase our market share and competitiveness. During the year, we participated in major furniture exhibitions
in China and held seminars to promote our products and extend our reach to potential distributors. As a result, we

have added new distributors and extended our distribution network which now covers 29 provinces in China.

T LT ot T e R e St T

Besides enhancing our distribution network, the prosperity of the furniture industry in China has urged us to

enlarge our production capacity. To cope with growing demands, we have spent approximately HK$9 million from
the funds raised during our IPO last year to establish a new production facility in Guangzhou in October 2002.

This investment has not only increased our annual praduction volume by 20% but also facilitated the achievement
of optimal production efficiencies and quality control in our production. Through increasing our production
capacities cautiously, we are poised to capture any rising opportunities as market demands grow.

Looking ahead, | believe the winning of the right to host the Olympic Games 2008 by Beijing and World Expo
2010 by Shanghai will bolster the development of both the construction and furniture industry in China in the
coming years. Having a huge population reaching 1.3 billion and a steady annual GDP growth of 7%, continuous
growth of the domestic furniture market is expected.

Va :
S
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| am also pleased to announce that we have introduced reputable institutional investor, Value Partners Ltd. (“Vealue

Partners”) in March 2003. Qur existing substantial shareholders achieved thi‘s by placing 8 million shares to Value

Partners, whereas, an additional 2 million shares were placed to an independent third party at the same period.

The introduction of strategic investor demonstrates the recognition and strong support from the investment

community as well as their confidence on our business prospects. Despite OUT relatively small market capitalization
at the moment, it is encouraging to achieve the goal in attracting strategic investor without diluting minority

shareholders’ interest. It is our first step towards enriching our shareholder base.

With strategic marketing plans, promising results and innovative product development, we are optimistic about
our future in China's furniture market. We are committed to attaining better performance and enhancing future

returns for our shareholders.

APPRECIATION

First of all, | would like to thank our business associates, distributors and customers for their loyalty and support to

Chitaly. | would also like to thank our management team and our staff for their significant contributions during
the year. Last but not least, my heartfelt appreciation also goes to alf our fellow shareholders and institutional

investors for their continued support and confidence in the Group.

Tse Kam Pang

Chairman

Heng Kong, 28 April 2003

by

~J]
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DIVIDEND

The Board of Directors recommends a payment of a final dividend of HK8.0 cents per share for the year ended 31
December 2002. Together with the interim dividend of HK2.5 cents per share, the total dividend for the year
ended 31 December 2002 is HK10.5 cents per share.

7
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MANAGEMENT DISCUSSION AND ANALYSIS

The Group reported record levels of turnover and profits for the year under review. Turnover rose 26% to
HK$207.0 million compared with HK$164.8 million in 2001. Net profit attributable to shareholders amounted to
HK$44.5 million, representing an increase of 37% over HK$32.5 million in 2001. During the year, the Group
undertook stringent cost control measures, improving net profit margin in 2002 to 21.5% against 19.7% in 2001.

i

TRURTE] FEFEn
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The Group designs, manufactures and sells a wide range of home furniture under the registered brand names of
“Royal” and “Knight", targeting the medium to high-end home furniture market in China. To catch up with rising
living standards and consumer expectation on quality, the Group has remained its commitment to improve its ;
design concepts and capability. The Group’s product development team consisted of experienced designers who
work closely with the sales and marketing team to keep abreast of the latest market trends. During the year, the

FEIILTLIT

Group launched a new furniture series, the “Black Walnut”, which was well accepted by the market. Besides

“Black Wadlnut”, the Group also had two other series on sale in market which were “"Knight (Youngster)” and
“Ebony”.

While developing new products is important in maintaining the Group’s leading market position, efforts in
obtaining product design patents to prevent piracy also serves to protect the Group’s intellectual rights, allowing it
to establish a premium brand status in the industry. Responding to the growing awareness of environmental
protection among consumers and also to stay globally competitive, the Group will continue to develop new
furniture pieces with environmentally friendly and inflammable features.

TP E TP FI TR RS 1SR AR 1T PRI LRET TN T T ITI R IPT

To increase market penetration, the Group has adopted an efficient franchise system to distribute its products in

China. It is the first mainland furniture manufacturer to distribute products through a franchise system in the
country. The Group will review the management experience, industry know-how and financial status of potential
franchisees before they are granted the rights to open specialty outlets under the brands “Royal Furniture” and
“Knight Furniture”. For each of the two brands, only one license will be granted to a franchisee in each city so as

PP TITTR T T T TR LT AR T S e

to avoid competition among franchisees within the same region. The franchise operation has been successful in
allowing the Group to expand its distribution network faster and at lower risk and costs.

Geographically, sales to the Central and Eastern regions in China recorded the fastest growth of 58% and 54%
respectively in 2002. The two regions are now the most affluent areas in China and the provinces therein with fast
growing rates include Jiangsu, Zhejiang, Shandong, Hubei, Hunan and Jiangxi.

To reach the sparsely located population in the country, the Group proactively participated in a number of major
international exhibitions and trade shows during the year to increase its exposure to local distributors. It also held

i i R A S Sl

seminars for potential distributors in new markets in different provinces to promote its wide range of products and

strengths. These marketing efforts have proven successful by the increase of 148 specialty outlets during the year.
As at 31 December 2002, the Group had 370 specialty outlets in China.

N
_
e
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Besides expanding its distribution network, the Group has also moved forward to enhance its production

J

efficiencies and cost effectiveness. The increasing orders received has prompted it to commence the operation of a

. I ‘ e
new production facility in Guangzhou in October 2002. The new facility with a total floor area of 8,000 sg.m.
enabled the Group to increase its overall production volume by 20% with a maximal production capacity of 7,500
sets of furniture per month. Realizing that the brand names are its important assets, the Group is committed to

maintaining and upgrading the quatlity of its products. By adopting stringent ﬁuality control measures, the Group

is proud to maintain producing quality products, bringing it closer to the goal of producing perfect products. With
these improvements, the Group has been able to attain optimal cost efficiency|and heighten net profit margins.

PROSPECTS
With the funds raised from the listing, the Group will continue to strategically expand its distribution network in
China and strengthen its product development capabilities. Despite the uncert‘ainties assailing the global economy,
with the continuous growth of consumer spending and the property sector in China, the Group remains highly

confident of the outlock of the furniture industry in the country.

According to the Ministry of Construction, China will have a total urban|population of 630 million and an
urbanization rate of 45% by 2010. As the development of commercial and residential buildings speeds up in
major cities in China in the next few years, the demands for furniture and other related accessories are also
expected to escalate.

On the other hand, the Group's competitive edge is further boosted by the newly established facility in
Guangzhou, lts production now enjoys higher flexibility and scalability. With st‘rong financial support and profound
experience, the Group will be able to increase its production capacity to|cater for the fast growing market
demands. The Group will also continue to implement stringent cost control measures to further improve its
profitability.

In March this year, the Group participated in the 2003 China International |[Furniture Fair (Guangzhou) and the
2003 China (Dongguan) International Famous Furniture Exhibition. The Group‘ also announced the appointment of

celebrity Ms Rosmund Kwan as its spokesperson. The Group believes the marketing strategy will effectively

upgrade its corporate image and stimulate sales at the same time.

The encouraging sales performance in the first quarter of 2003 and the p?sitive customer responses after the

Guangzhou trade fair have led the Group to believe that it will continue to experience dynamic growth. The Group
targets to expand its distribution network to 1,000 specialty outlets by the en‘d of 2005.

To expand its operations and enhance management, the Group will cautiously consider collaboration with
overseas business partners. The Group will only pursue strategic transactions that will create synergies in the
Group's operations and facilitate its achievement of business objectives.

Moving forward, armed with extensive experience, innovative products and aggressive marketing plans, the Group
is confident that it will successfully execute its development strategies to capture emerging opportunities in the
furniture market in China.

A
7

THITALY HOLDINGS LIMITED ¢ Annual Report 2002




UWVUAUNIMANRIISEIVILESUN U T TN U Uisl=

DIRECTORS

Executive Directors

Mr. TSE Kam Pang, aged 48, is the chairman of the Company. He founded the Group in 1997 and is responsible
for the overall strategic planning and formulation of corporate policies of the Group. Prior to the founding of the
Group, Mr. Tse previously held the position of the Deputy Managing Director in a public listed company in Hong
Kong. Mr. Tse has over 13 years of experience in the international trade and China trade business. Mr. Tse is also a
fellow member of the Hong Kong Society of Accountants.

Mr. LAM Toi, aged 40, is the deputy chairman and chief executive officer of the Company and co-founder of the
Group. Mr. Lam is responsible for overall strategic planning, sales and distribution operations as well as business
and product development of the Group. Before founding the Group, Mr. Lam has over 15 years of experience in
China trade and furniture business. Mr. Lam is presently the vice-chairman of the Guangzhou Furniture
Association, and executive director of the China Furniture Association, a committee member of International
Furniture and Decoration (Hong Kong) Association, permanent president of Hong Kong Furniture and Decoration
Trade Association Limited and a visiting professor of Furniture Design at (R E M EREE TR EBR) . Mr. Lam
is the elder brother of Miss Lam Ning, Joanna, an executive Director.

Miss LAM Ning, Joanna, aged 31, is an executive director of the Group. Miss Lam is responsible for the

procurernent and daily operation of the Group. Miss Lam has over 10 years of accounting and management

experience. Miss Lam joined the Group in 1998 as Financial Manager, and was appointed as a director in a

company within the Group in 1999. Miss Lam is the younger sister of Mr. Lam Toi.

Independent non-executive Directors

Mr. TSAO Kwang Yung, Peter, aged 69, the former Secretary for Home Affairs of the Government of Hong Kong.
In 1977, Mr. Tsao appointed as the special envoy to Geneva and became the head of the Trade and Industry
Department in 1981. In 1983, Mr. Tsao headed the Government Information Services and in 1988 he was
appointed as the Secretary for Home Affairs from which post he retired in February 1992. He is currently the
Chairman of Prima Consultants Limited and a director of a number of companies in Hong Kong.

Mr. MA Gary Ming Fai, aged 38, is the founder or early investor in a number of technology projects both in the

PRC and Hong Kong, is a member of the Institute of Chartered Accountants of Ontario in Canada and has worked

for several years with an international accounting firm. Mr. Ma received his bachelor of commerce degree from the
University of Calgary, Canada in 1985. He is the Chairman of Xteam Software International Limited, a company
listed on the Growth Enterprise Market on the Stock Exchange.
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SENIOR MANAGEMENT

Mr. CHAN Wing Kit, aged 31, is the financial controller of the Group and company secretary of the Company. He

is responsible for the Group's financial management and company secretarial matters. He holds a bachelor of

commerce degree from Monash University. Prior to joining the Group in October 2001, he worked as an auditor

with Nelson Wheeler and Ernst & Young and has over five years of exRerience in auditing, accounting and
financial work. He is an associate member of the Hong Kong Society of Accountants and a certified practising

accountant of CPA Australia.

Mr. ZENG Le Jin, aged 31, is the manager of the internal audit department|of the Group. He joined the Group in
May 1999, He is responsible for the internal audit and overall system assun‘ance of the Group. He has eight years

of experience in enterprise management. He holds a bachelor degree of metropolitan economy and management

majoring in statistic from Guangdong Business College.

Mr. NG Yuen Shing, aged 29, is the manager of the general administration department and joined the Group in
1999. He is responsible for general administration, personnel affair and|backup services. He graduated from
Southwest Agricultural University majoring in accounting and auditing. He has several years of experience in
corperate administration.
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The directors of Chitaly Holdings Limited (the “Company”) are pleased to present their report together with the
audited financial statements of the Company and its subsidiaries (collectively referred to as the "Group”) for the
year ended 31 December 2002.

GROUP REOCRGANISATION

The Company was incorporated in the Cayman Islands on 8 November 2001 as an exempted company with
limited liability under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and revised) of the Cayman
Islands.

Pursuant to a reorganisation scheme to rationalise the structure of the Group in preparation for the listing of the
Company’s shares on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”), the Company acquired
Chitaly (BVI) Limited, the then holding company of the subsidiaries, and became the holding company of the
Group on 15 December 2001 (the "Group Reorganisation”). Further details of the Group Reorganisation, together
with details of the subsidiaries acquired pursuant thereto, are set out in notes 1, 21, 22 and 23 to the financial
statements and in the Company’s prospectus dated 2 May 2002 (the "Prospectus”).

The Company completed its initial public offering on 15 May 2002 and the shares of the Company were listed on
the Stock Exchange on the same date.

PRINCIPAL ACTIVITIES

The principal activity of the Company is investment holding. Details of the principal activities of the subsidiaries are
set out in note 21 to the financial statements. There were no significant changes in the nature of the Group’s
principal activities during the year.

RESULTS AND DIVIDENDS
The Group’s profit for the year ended 31 December 2002 and the state of affairs of the Company and the Group
at that date are set out in the financial statements on pages 21 to 50.

On 2 April 2002, a special dividend of HK$10 million was declared and subsequently paid by a subsidiary of the
Company to the shareholders of the Company whose names appeared on the register of members on 2 April
2002. An interim dividend of HK2.5 cents per ordinary share was proposed by the Company, approved at the
annual general meeting in September 2002, and paid on 10 October 2002. The directors recommend the payment
of a final dividend of HK8.0 cents per ordinary share in respect of the year, to shareholders on the register of
members on 23 May 2003. The recommendation has been incorporated in the financial statements as an
allocation of retained profits within the capital and reserves section of the balance sheet.
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USE OF PROCEEDS FROM THE COMPANY’S INITIAL PUBLIC OFFERING

Upon the listing of the Company’s shares on the Stock Exchange on 15‘ May 2002 (note 22 to the financial
statements), the net proceeds were approximately HK$32 million. As at 31 December 2002, HK$2 million, HK$7
million and HK$5 million were utilised for the construction of a new factory building, for the purchase of
machinery and equipment, and for marketing and promaotional activities, respectively. The remaining proceeds are
deposited in financial institutions and licensed banks in Hong Kong.

SUMMARY FINANCIAL INFORMATION
The following is a summary of the consolidated/combined financial results and consolidated/combined assets and
liabilities of the Group for the last four financial years, prepared on the basis|set out in note 4:

Year ended 31 December |

2002 200! 2000 1999 1
HK$'000 HK$'000 HK$'000 HK$'000
RESULTS
Turnover 207,020 164,75§ 143,669 102,823
|
Profit before tax 51,252 37,615 31,326 27,918
Tax (6,738) (5,1 3?) 4,715) (3,475)
Net profit from ordinary activities
attributable to shareholders 44,514 32,47“7 26,611 24,443

|

31 December

2002 2001 2000 1999
HK$'000 HK$'000 HK$'000 HK$'000

ASSETS AND LIABILITIES
Non-current assets 75,662 45,3 1? 42,642 20,180
Current assets 118,931 53,53% 32,793 33,347
Current liabilities (61,571) (53,525&) {(40,542) (30,245)
Non-current liabilities - —l (3,440) (3,440)
Net assets 133,022 45,33(31‘ 31,453 19,842

Notes:

1. The summary of the published combined results of the Group for each of the threelyears ended 31 December 1998, 2000 and
2001 was extracted from the Prospectus. Such summary was prepared as if the cufrent Group structure had been in existence
throughout these financial years. The consolidated results of the Group for the year ended 31 December 2002 are those set out

on page 21 of this annual report of which the basis of presentation is detailed in note 4 to the financial statements.

2. The summary of the combined assets and liabilities as at 31 December 1999, 2000 and 2001 was extracted from the Prospectus.

S:L&

(@8]

Such summary was prepared on the same basis as detailed in note 1 above. The consolidated assets and liabilities as at 31 |
December 2002 are those set out on page 22 of this annual report.
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FIXED ASSETS
Details of movements in the fixed assets of the Group for the year ended 31 December 2002 are set out in note
15 to the financial statements.

SHARE CAPRITAL AND SHARE OPTIONS
Details of movements in the Company’s share capital and share options for the year ended 31 December 2002,
together with the reasons therefor, and details of the Company’s share option scheme are set out in note 22 to

the financial statements.

RESERVES
Details of movement of reserves of the Company and the Group during the year are set out in note 23 to the

financial statements.

DISTRIBUTABLE RESERVES

As at 31 December 2002, the Company’s reserves availabie for distribution, calculated in accordance with the
Companies Law (2001 Second Revision) of the Cayman Islands, amounted to HK$52,657,000. The distributable
reserves include the Company’'s share premium and contributed surplus, in total of HK$54,192,000 at 31
December 2002, which may be distributed provided that immediately following the date on which the dividend is
proposed to be distributed, the Company will be in a position to pay off its debts as and when they fall due in the

ordinary course of business.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s articles of association or the laws of Cayman
Islands, being the jurisdiction in which the Company was incorporated, which would oblige the Company to offer
new shares on a pro rata basis to existing shareholders.

PURCHASE, REDEMPTION OR SALE OF LISTED SECURITIES OF THE COMPANY
The Company's shares were listed on the Stock Exchange on 15 May 2002. Neither the Company, nor any of its
subsidiaries, redeemed or sold any of the Company’s listed securities during the year and up to the date of this

annual report.

MAJOR CUSTOMERS AND SUPPLIERS

Sales to the Group’s five largest customers accounted for approximately 21% of the Group’s turnover for the year,
and sales to the Group’s largest customer included therein amounted to 6% of the Group's turnover for the year.
Purchases from the Group’s five largest suppliers accounted for approximately 48% of the total purchases for the
year, and purchases from the Group's largest supplier included therein amounted to 17% of the Group's purchases
for the year.

None of the directors or any shareholders (which, to the best knowledge of the directors, owns more than 5% of
the Company's issued share capital) had any beneficial interest in the Group's five largest customers and/or
suppliers.
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DIRECTORS

The directors of the Company during the year and up to the date of this report were:

Executive directors:
Tse Kam Pang
Lam Toi

Lam Ning, Joanna

Independent non-executive directors:
Tsao Kwang Yung, Peter
Ma Gary Ming Fai

All the directors of the Company are subject to retirement by rotation and re-election in accordance with the
provision of the Company’s articles of association.

DIRECTORS’ AND SENIOR MANAGEMENT’S ﬂ@GRAPFﬁHDES

Biographical details of the directors of the Company and the senior management of the Group are set out on

pages 10 to 11 of this annual report.

DIRECTORS’ SERVICE CONTRACTS
Each of the executive directors has entered into a service agreement with t‘we Company for an initial term of two
years commencing from 1 May 2002, which will continue thereafter until tesminated by not less than two months’

notice in writing served by either party on the other.

Each of the independent non-executive directors has entered into a service contract with the Company for an

initial term of two years commencing from 26 April 2002.

Apart from the foregoing, no director proposed for re-election at the forthcoming annual general meeting has a
service contract with the Company which is not determinable by the Company within one year without payment
of compensation, other than statutory compensation.

DIRECTORS’ INTERESTS IN CONTRACTS
Saved as disclosed in note 8 to the financial statements, no director had a significant beneficial interest, either
direct or indirect, in any contracts of significance to the business of the Grouip to which the Company or any of its
subsidiaries was a party during or at the end of the year.
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DIRECTORS’ INTERESTS IN SHARES

The shares-of the Company were listed on the Stock Exchange on 15 May 2002. At the date of this report, the
beneficial interests (including interests and short positions in the shares of the Company or underlying shares and
debentures) of the directors, the chief executive or their associates in the share capital of the Company or its
associated corporations (within the meaning of Part XV of Securities and Futures Ordinance (Cap. 571) (the
“SFQ")), as recorded in the register maintained by the Company pursuant to Section 352 of the SFO, were as

follows:
Number of issued ordinary Percentage of
Nature of shares of HK$0.1 each total issued
Name Notes interest held in the Company shares
Tse Kam Pang (a) Corporate 81,250,000 34.9%
Lam Toi (b) Corporate 81,250,000 34.9%
Lam Ning, Joanna Personal 2,300,000 1%
164,800,000 70.8%

Notes:

(a) The 81,250,000 shares are held by Crisana International Inc. (“Crisana”), a company incorporated in the British Virgin Islands. As
at 31 December 2002, Mr. Tse Kam Pang held 100% of the issued share capital of Crisana.

(b) The 81,250,000 shares are held by Silver Wave Holdings Limited (“Silver Wave"), a company incorporated in the British Virgin
Islands. As at 31 December 2002, Mr. Lam Toi held 100% of the issued share capital of Silver Wave.

Saved as disclosed above, none of the directors or their associates had any personal, family, corporate or other
interests in the ordinary shares of the Company or any of its associated corporations, as defined in the SFO.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES
Saved as disclosed under the headings “Directors’ interests in shares” above and “Share option scheme” below, at
no time during the year were rights to acquire benefits by means of the acquisition of shares in the Company
granted to any director or their respective spouse or children under 18 years of age, or were any such rights
exercised by them; or was the Company, or any of its subsidiaries a party to any arrangement to enable the
directors to acquire such rights in any other body corporate.

SHARE OPTION SCHEME

The Company operates a share option scheme (the “Scheme”) for the purpose of providing incentives and
rewards to eligible participants who contribute to the Group's operations. Under the Scheme, the directors may, at
their discretion, invite any employees, directors or consultants of any company in the Group to acquire options.
The Scheme became effective on 26 April 2002 and, unless otherwise cancelled or amended, will remain in force
for 10 years from that date.
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SHARE OPTION SCHEME (Continued)
The maximum number of shares in respect of which options may be grantedJ under the Scheme and under any
other share option scheme of the Company pursuant to which options may:/ from time to time be granted to
| directors, consultants, and/or employees of any company in the Group, shall initially not exceed 10% of the
relevant class of securities of the Company in issue excluding, for this purpose, shares issued on exercise of options
under the Scheme and any other share option scheme of the Company. Upon the grant of options for shares up
to 10% of the relevant class of securities of the Company and subject to the approval of the shareholders of the
Company in general meetings, the maximum number of shares to be issued u{nder this scheme when aggregated

with securities to be issued under any other share option scheme of the Groupfz may be increased by the board of
directors, provided that the shares to be issued upon exercise of all outstandiné options do not exceed 30% of the

relevant class of securities in issue from time to time. I

No option may be granted to any one person such that the total number of s‘hares issued and to be issued upon

the exercise of options granted and to be granted to such person in any 12-maonth period up to the date of the
latest grant exceeds 1% of the issued share capital of the Company from time|to time.

An option may be exercised in accordance with the terms of the Scheme at any time during the option period
(and not more than ten years after the date of grant). The option period \‘/vi(l be determined by the board of
directors and communicated to each grantee. The board of directors may peride restrictions on the time during
which the options may be exercised. There are no performance targets which{‘ must be achieved before any of the

options can be exercised. However, the board of directors retains discretion to accelerate vesting of fixed-term

options in the event that certain performance targets are met.

The subscription price for the Company’s shares under the Scheme will be|a price determined by the board of
directors and notified to each grantee. The subscription price will be the highest of: (i) the nominal value of a
share; and (i) the closing price of the shares as stated in the Stock Exchange’s‘ daily quotation sheet on the date of
grant, which must be a trading day; and (iii) the average closing price of the shares as stated in the Stock
Exchange's daily quotations sheets for the five trading days immediately pre}ceding the date of grant. An option
shall be deemed to have been granted and accepted by an eligible participant (as defined in the Scheme) and to

|
have taken effect when the acceptance form as described in the share opti‘on scheme is completed, signed and
returned by the grantee with a remittance in favour of the Company of HK$1.00 by way of consideration for the

grant.

As at 31 December 2002, the number of shares issuable under share opt!ions granted under the Scheme was
7,300,000, which represented 3% of the Company’s shares in issue as at|{that date. The maximum number of
shares issuable under share options may be granted to each eligible participant in the Scheme within any 12-
month period up to the date of latest grant, is limited to 1% of the shares|of the Company in issue at any time.
Any further grant of share options in excess of this limit is subject to the shareholders’ approval in a general

meeting.

)
~_ H
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SHARE OPTION SCHEME (Continued)
The following share options granted under the Scheme during the year for a consideration of HK$1.00 per grant
are set out below:;

Price of

Company's

Date of Exercise shares at

Atthe  Granted At the grant price grant date

beginning of during endof  ofshare pershare Exercisable  of options

Name of directors theyear  theyear  the year options (HKS) period {HKS)
Tse Kam Pang - 2,300,000 2,300,000  17/9/2002 HK$0.73 1/1/2003 to 31/12/2005 HK$0.72
Lam Toi - 2,300,000 2,300,000  17/9/2002 HK$0.73 1/1/2003 10 31/12/2005 HK$0.72

Lam Ning, Joanna 2,300,000 2,300,000  17/9/2002 HK$0.73  1/1/2003 to 31/12/2005 HK$0.72

One member of senior

management and an employee 400,000 400,000  17/9/2002 HK$0.73  1/1/2003 to 31/12/2005 HK$0.72

In aggregate 7,300,000 7,300,000

The financial impact of the share options granted is not recorded in the Company’s or the Group's balance sheet
until such time as the options are exercised, and na charge is recorded in the profit and loss account or balance
sheet for their cost. Upon the exercise of the share options, the resulting shares issued are recorded by the
Company as additiona!l share capital at the nominal value of the shares, and the excess of the exercise price per
share over the nominal value of the shares is recorded by the Company in the share premium account. Options
which are cancelled prior to their exercise date are deleted from the register of outstanding options.

The directors do not consider it appropriate to disclose a theoretical value of the share options granted during the
year to the directors, and one member of senior management and an employee of the Group, because in the
absence of a readily available market value of the share options on the ordinary shares of the Company, the
directors were unable to arrive at an accurate assessment of the value of these share options.

Apart from the foregoing, at no time during the year ended 31 December 2002 was the Company, or any of its
subsidiaries, a party to any arrangement to enable the directors or any of their spouses or children under 18 years
of age to acquire benefits by means of the acquisition of shares in or debentures of the Company or any other
body corporate.

SUBSTANTIAL SHAREHOLDERS

As at 31 December 2002, the following interests or short position in the shares of the Company or underlying
shares of 5% or more in the issued share capital of the Company were recorded in the register of interests
required to be kept by the Company pursuant to Section 336 of the SFO:

Number of Percentage of

Name shares held holding
Crisana 86,250,000 37.5%
Silver Wave 86,250,000 37.5%
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SUBSTANTIAL SHAREHCLDERS (Continued)

Saved as disclosed above, no person or corporation had any interest in the share capital of the Company as
recorded in the register required to be kept under Section 336 of the SFO as having an interest or short position in
the shares of the Company or underlying shares of 5% or more in the issued share capital of the Company.

POST BALANCE SHEET EVENTS

Details of the significant post balance sheet events of the Group are set out in

CODE OF BEST PRACTICE

In the opinion of the directors, following the listing of the Company’s share

2002, the Company has complied with the Code of Best Practice (the “Code”), as set out in Appendix 14 of the

Listing Rules throughout the accounting period covered by the annual rer

directors of the Company are subject to retirement by rotation and re-election at the annual general meeting of

the Company in accordance with the Company’s articles of association.

AUDIT COMMITTEE

The Company established an audit committee (the “Committee”) on 1 May 2002 with written terms of reference
in compliance with the Code, as set out in Appendix 14 of the Listing Rules. The primary duties of the Committee

are to review and supervise the financial reporting process and internal

Committee comprises two independent non-executive directors. The Group’s financial statements for the year
ended 31 December 2002 have been reviewed by the members of the Con‘llmittee, who are of the opinion that
such statements comply with applicable accounting standards, the Listing Rules and legal requirements and that

adequate disclosures have been made therein.

MATERIAL LEGAL PROCEEDINGS

As at 31 December 2002, the Company was not involved in any material litigation or arbitration and no material

litigation or claims was pending or threatened or made against the Company as far as the board of directors was

aware of.

AUDITORS
Ernst & Young retire and a resolution for their reappointment as auditors of t
forthcoming annual general meeting.

ON BEHALF OF THE BOARD

Tse Kam Pang
Chairman and Executive Director

Hong Kong
28 April 2003
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Sl ERNST & YOUNG

R g EFH A

Hilli s

To the members
Chitaly Holdings Limited
(Incorporated in the Cayman Islands with limited liability)

FET T

, We have audited the financial statements on pages 21 to 50 which have been prepared in accordance with
‘ accounting principles generally accepted in Hong Kong.

RESPECTIVE RESPONSIBILITIES OF DIRECTORS AND AUDITORS
The Company's directors are responsible for the preparation of financial statements which give a true and fair
view. In preparing financial statements which give a true and fair view it is fundamental that appropriate

accounting policies are selected and applried consistently. It is our responsibility to form an independent opinion,

g e e T e e L E R

based on our audit, on those statements and to report our opinion to you.

BASIS OF OPINION
We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong Society of
Accountants. An audit includes an examination, on a test basis, of evidence relevant to the amounts and

Ti=1

disclosures in the financial statements. It also includes an assessment of the significant estimates and judgments
made by the directors in the preparation of the financial statements, and of whether the accounting palicies are
appropriate to the Company’s and the Group’s circumstances, consistently applied and adequately disciosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered

TR BT 11 R PRTRE 17 Y

W

; necessaty in order to provide us with sufficient evidence to give reasonable assurance as to whether the financial
statements are free from material misstatement. in forming our opinion we also evaluated the overall adequacy of
the presentation of information in the financial statements. We believe that our audit provides a reasonable basis

for our opinion.

; OPINION

} In our opinion the financial statements give a true and fair view of the state of affairs of the Company and of the

1‘ Group as at 31 December 2002 and of the profit and cash flows of the Group for the year then ended and have Ejv
] been properly prepared in accordance with the disclosure requirements of the Hong Kong Companies Ordinance.

Ernst & Young Y
‘ Certified Public Accountants
‘ Hong Kong

‘ 28 April 2003
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Year ended 31 December 2002 l
I

|
| 2002 2001
|

Notes HK$'000 HK$ 000 :
TURNOVER 6 i 207,020 164,758 :
|
Cost of sales (133,847) (101,892)
Gross profit ! 73,173 62,866
|
Other revenue 6 5,936 669
Selling and distribution costs (6,818) (5,345)
Administrative expenses * (20,529) (19,805)
Other operating expenses (428) (668)
PROFIT FROM OPERATING ACTIVITIES 7 51,334 37,717
Finance costs 10 ‘ {82) (102)
PROFIT BEFORE TAX 51,252 37,615
Tax 11 1 {6,738) (5,138)
1
NET PROFIT FROM ORDINARY ACTIVITIES
ATTRIBUTABLE TO SHAREHOLDERS 44,514 32,477
DIVIDENDS 13 |
Special ! 10,000 18,600
Interim ‘ 5,750 -
Proposed final f 18,616 -
34,366 18,600
EARNINGS PER SHARE ‘
Basic 14 20.69 cents 17.12 cents
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| 31 December 2002

2002 2001
Notes HK$'000 HK$ 000

E;

NON-CURRENT ASSETS
Fixed assets 15 75,662 45,319
‘i:r;

CURRENT ASSETS E
Inventories 17 23,431 23,389 :
Accounts receivable 18 5,164 5,943 i~
Prepayments, deposits and other receivables 2,498 5,544 N
Due from directors 16 - 6,894 L
Cash and bank balances 87,838 11,766 3
118,931 53,536 1

F:

CURRENT LIABILITIES E
Interest-bearing bank borrowings 19 - 3,738 E
Accounts payable 20 21,684 19,597 g
Other payables and accruals 18,442 15,483 '
Tax payable 21,445 14,707 i
61,571 53,525

NET CURRENT ASSETS 57,360 1 ‘
TOTAL ASSETS LESS CURRENT '
LIABILITIES 133,022 45,330
133,022 45,330

CAPITAL AND RESERVES
Issued capital 22 23,000 - ;
Reserves 23 91,406 45,330
Proposed final dividend 13 18,616 - \
i,‘

133,022 45,330 3

FEEITL

Tse Kam Pang Lam Toi
Director Director

i
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Year ended 31 December 2002

| 2002 2001
Notes HK$"000 HK$'000
TOTAL EQUITY ;
Balance at beginning of year | 45,330 31,453
Exchange differences on translation of i
the financial statements of a foreign entity 23 } 367 -
|
Surplus on revaluation of leasehold land and buildings 23 | 26,513 -
i
Net gains and losses not recognised in
the consolidated profit and loss account 26,880 -
Net profit from ordinary activities attributable
to shareholders 44,514 32,477
Dividend paid on ordinary shares 23 : {5,750) -
Special dividend 23 (10,000) (18,600)
Issue of shares, including share premium 40,450 -
Share issue expenses i (8,402) -
Balance at end of year 133,022 45,330
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Year ended 31 December 2002

CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax
Adjustments for:
Depreciation of owned assets
Loss on disposal of fixed assets
Bad debts written off
Provision for inventory obsolescence
Foreign exchange losses, net
interest income
Interest expense

Operating profit before working capital changes
Increase in inventories
Decrease/(increase) in accounts receivable
Decreasef(increase) in prepayments,

deposits and other receivables

Decrease/(increase) in amounts due from directors
Increase in accounts payable
Increase in other payables and accruals

Cash generated from operations
[nterest paid
Income taxes paid

Net cash inflow from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Purchases of fixed assets
Proceeds from disposal of fixed assets
Interest received

Net cash outflow from investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issue of share capital
Share issue expenses paid
Dividends paid
New bank loans
Repayment of bank loans

Net cash inflow/(outflow) from financing activities
NET INCREASE IN CASH AND CASH EQUIVALENTS
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

CHITALY HOLDINGS LIMITED ° Annual Report 2002

2002 2001
Note HK$'000 HK$'000
51,252 37,615
5,286 4,016
19 238
563 -
- 210
367 -
(629) (169)
82 102
56,940 42,012
42) (8,534)
216 (563)
3,046 (2,894)
6,894 (9,664)
2,087 5,090
2,959 3,125
72,100 28,572
(82) (102)
72,018 28,470
(9,284) (6,931)
149 -
629 169
(8,506) (6,762)
40,450 -
(8,402) -
(15,750) (22,374)
- 3,738
(3,738) -
12,560 (18,636)
76,072 3,072
24 11,766 8,694
24 87,838 11,766
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31 December 2002
| 2002 2001
Notes | HK$'000 HK$'000

NON-CURRENT ASSETS/LIABILITIES)
Interests in subsidiaries 21 75,306 (113)

\
CURRENT ASSETS ‘J
Prepayments, deposits and other receivables 1 4 98
Cash and bank balances ‘ 552 -

|

| 556 98

|

|
CURRENT LIABILITIES
Other payables and accruals 205 -
NET CURRENT ASSETS 351 98

| 75,657 (15)
CAPITAL AND RESERVES/(DEFICITS)
Issued capital 22 ‘ 23,000 -
Reserves/(deficits) 23 ; 34,041 (15)
Proposed final dividend 13 ! 18,616 -

| 75,657 (15)

|

|

\

|

i

|

|

|

|

i

|

i

|
Tse Kam Pang Lam Toi | o
Director Director | ,
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31 December 2002

4
1. Group Reorganisation L

The Company was incorporated in the Cayman Islands on 8 November 2001 as an exempted company with
limited liability under the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated and revised) of the

Cayman Islands.

Pursuant to a reorganisation scheme to rationalise the structure of the Group, in preparation for the listing
of the Company’s shares on The Stock Exchange of Hong Kong limited (the “Stock Exchange”), the ’
Company acquired the entire issued share capital of Chitaly (BVI) Limited (“Chitaly BVI”), the then holding : :
company of the subsidiaries and became the holding company of the Group on 15 December 2001 (the
“Group Reorganisation”). Further details of the Group Reorganisation and of the subsidiaries acquired
pursuant thereto are also set out in notes 21, 22 and 23, to the financial statements and in the Company’s
prospectus dated 2 May 2002.

2. Gorporate Information

| The registered office of the Company is located at Century Yard, Cricket Square, Hutchins Drive, P.O. Box
2681 GT, Grand Cayman, the Cayman Islands.

The principal activity of the Company is investment holding. Details of the principal activities of the
Company's subsidiaries are set out in note 21 to the financial statements. There were no significant changes
in the nature of the subsidiaries’ principal activities during the year.

3. [Impact of New and Revised Statements of Standard Accounting Practice
(“SSAPs”)

A.,V.v.w,.,,”,.,_.,,,_,w....".v,,?..v

The following recently-issued and revised SSAPs are effective for the first time for the current years financial

statements: -
SSAP 1 (revised): Presentation of financial statements E
] SSAP 11 (revised): Foreign currency translation
SSAP 15 (revised): Cash flow statements (
‘ SSAP 33: Discontinuing operations
] SSAP 34: Employee benefits

These SSAPs prescribe new accounting measurement and disclosure practices. The major effects on the :
Group‘s accounting policies and on the amounts disclosed in these financial statements of those SSAPs

which have had a significant effect on the financial statements are summarised as follows:

T —

i b
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31 December 2002

3. impact of New and Revised Statements of Standard AbC@unﬁing Practice
("SSAPs”) (Continued) {

SSAP 1 (revised) prescribes the basis for the presentation of financial stat“ements and sets out guidelines for
their structure and minimum requirements for the content thereof. Thé principal impact of the revision to
this SSAP is that a consolidated summary statement of changes in equiiy is now presented on page 23 of
the financial statements in place of the consolidated statement of recfogmsed gains and losses that was

previously required.
{
SSAP 11 (revised) prescribes the basis for the translation of foreign currency transactions in the financial

statements. The principal impact of the revision of this SSAP on the cons:olfdated financial statements is that
the profit and loss accounts of overseas subsidiaries are translated at Weighted average exchange rates for
the year, rather than transiated at the applicable rates of exchange ruling at the balance sheet date as was
previously the case. The SSAP has had no material impact on the financi%l statements.

I

SSAP 15 (revised) prescribes the revised format for the cash flow statfement. The principal impact of the
revision to this SSAP is that cash flows are now presented under threé headings, that is, cash flows from
operating, investing and financing activities, rather than the five headinlgs previously required. The format of
the cash flow statement set out on page 24 of the financial statemeﬁts and the notes thereto have been
revised in accordance with the new requirements. The cash flows of thé Company's overseas subsidiaries are
now transiated using the exchange rates at the dates of the cash flows or, if applicable, at the weighted
average exchange rates, whereas before, they were translated at the dpplicabie rates of exchange ruling at
the balance sheet date. The SSAP has had no material impact on the finfancial statements.

SSAP 33 prescribes the basis and criteria for segregating information about a major operation that an
enterprise is discontinuing, from information about its continuing opérations, together with the disciosure
requirements. The SSAP has had no material impact on the financial sta“tements.

SSAP 34 prescribes the recognition and measurement criteria for ejmployee benefits, together with the
required disclosures in respect thereof, The adoption of this SSAP has rfesu!ted in no change to the previously
adopted accounting treatments for employee benefits. Additional disclosures are now required in respect of
the Company’s share option scheme, as detailed in note 22 to the ﬁna{ncial statements. These disclosures are
similar to those required by the Rules Governing the Listing of Securities on the Stock Exchange and which

are now required to be included in the notes to the financial statemenis as a consequence of the SSAP.
|

|
| |
!
1
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31 December 2002
4, Basls of Presentation and Summary of Significant Accounting Policies

Basis of preparation

These financial statements have been prepared in accordance with SSAPs, accounting principles generally
accepted in Hong Kong and the disclosure requirements of the Hong Kong Companies Qrdinance. They
have been prepared under the historical cost convention, except for the periodic remeasurement of
leasehold land and buildings, as further explained below.

Basis of presentation and consclidation
The consolidated financial statements include the financial statements of the Company and its subsidiaries
for the year ended 31 December 2002. The results of the subsidiaries acquired or disposed of during the

year are consolidated from or to their effective dates of acquisition or disposal, respectively. All significant
intercompany transactions and balances within the Group are eliminated on consolidation.

The Group Reorganisation, which was completed on 15 December 2001, involved companies under
cammon control. The consalidated financial statements for the year ended 31 December 2001 have been
prepared using the merger basis of accounting as a result of the Group Reorganisation. Under this basis, the

STTTTS

Company has been treated as the holding company of its subsidiaries for the financial years presented rather
than from the date of acquisition of the subsidiaries. Accordingly, the consolidated results of the Group for
the year ended 31 December 2001 include the results of the Company and its subsidiaries with effect from
1 January 2001 or since their respective dates of incorporation/establishment, where this is a shorter period.

In the opinion of the directors, the consolidated financial statements prepared on the above basis present
more fairly the results and the state of affairs of the Group as a whole.

T —

Subsidiaries

A subsidiary is a company whose financial and operating policies the Company controls, directly or indirectly,
50 as to obtain benefits from its activities.

i

The Company’s interests in subsidiaries are stated at cost less any impairment losses.

Related parties

Parties are considered to be related if one party has the ability, directly or indirectly, to control the other
party, or exercise significant influence over the other party in making financial and operating decisions.
Parties are also considered to be related if they are subject to common control or common significant
influence. Related parties may be individuals or corporate entities.

Impairment of assets

An assessment is made at each balance sheet date of whether there is any indication of impairment of any
asset, or whether there is any indication that an impairment loss previously recognised for an asset in prior
years may no longer exist or may have decreased. If any such indication exists, the asset’s recoverable ’i
amount is estimated. An asset’s recoverable amount is calculated as the higher of the asset’s value in use or 3
its net selling price.
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Basis of Presentation and Summary of Significant Accbummg Policies
{Continued) ‘

|
Impairment of assets (Continued) ‘
An impairment loss is recognised only if the carrying amount of an asset éxceeds its recoverable amount. An
impairment loss is charged to the profit and loss account in the period m‘ which it arises, unless the asset is
carried at a revalued amount, when the impairment loss is accounted fbr in accordance with the relevant
accounting policy for the revalued asset. |

|
A previously recognised impairment loss is reversed only if there has beeﬁ a change in the estimates used to
determine the recoverable amount of an asset, however not to an amourﬁt higher than the carrying amount
that would have been determined (net of any depreciation/amortisatiém), had no impairment loss been
recognised for the asset in prior years. |

|
A reversal of an impairment loss is credited to the profit and loss accouint in the period in which it arises,
unless the asset is carried at a revalued amount, when the reversal of the impairment loss is accounted for in

accordance with the relevant accounting policy for that revalued asset. ‘

Fixed assets and depreciation ‘

Fixed assets are stated at cost or valuation less accumulated depreciatidn and any impairment losses. The
cost of an asset comprises its purchase price and any directly attributablle costs of bringing the asset to its
working condition and location for its intended use. Expenditure incurred after fixed assets have been put
into operation, such as repairs and maintenance, is normally charged tc? the profit and loss account in the
period in which it is incurred. In situations where it can be clearly demonstrated that the expenditure has
resulted in an increase in the future economic benefits expected to be bbtained from the use of the fixed

|
asset, the expenditure is capitalised as an additional cost of that asset. |
\

Changes in the values of fixed assets are dealt with as movements in th:e fixed asset revaluation reserve, If
the total of this reserve is insufficient to cover a deficit, on an individual asset basis, the excess of the deficit
is charged to the profit and loss account. Any subsequent revaluation éurp|us is credited to the profit and
foss account to the extent of the deficit previously charged. On disposél of a revalued asset, the relevant
portion of the revaluation reserve realised in respect of previous valuations is transferred to retained earnings
as a movement in reserves. ‘

1
Depreciation is calculated on the straight-line method to write off the c‘ost or valuation of each asset over

the following estimated useful lives: }
!

Buildings 20 years

Plant and machinery 10 years J
Furniture, fixtures and office equipment 5 years ‘
Motor vehicles 5 years |

]
|

The gain or loss on disposal or retirement of a fixed asset recognised in the profit and loss account is the
difference between the net sales proceeds and the carrying amount of the relevant asset.

I
|
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4. Basis of Presentation and Summary of Significant Accounting Policies \
(Continued) ‘
Fixed assets and depreciation (Continued) ;
All of the Group’s fixed assets were stated at cost less accumulated depreciation prior to the listing of the
Company’s shares on the Stock Exchange. The financial effect and any impairment losses arising from the

remeasurement of certain of the Group’s fixed assets on a valuation basis as a result of the listing, amounted

to a surplus on revaluation in the amount of HK$26,513,000 which was recognised in the fixed asset
revaluation reserve. Further details of the changes in accounting policy for the remeasurement of the

Group's fixed assets are set out in note 15 to the financial statements.

Construction in progress is stated at cost less any impairment losses, which includes the cost of construction
and other direct costs attributable to the construction of buildings, plant and machinery and other fixed
assets. No provision for depreciation is made for construction in progress until such time as the assets are

completed and put into use.

Land use rights
Rights to the use of sites are stated at cost and amortised on a straight-line basis over the terms of the land
use rights or the initial terms of the entity agreement, whichever is the shorter, starting from the date on

which the related construction is completed and ready for its intended use.

Research and development costs

Research costs are expensed as incurred. Development expenditure incurred on an individual project is
carried forward when its future recoverability can reasonably be regarded as assured. Any expenditure

carried forward is amortised over the period of expected future sales from the related project.

The carrying value of development costs is reviewed for impairment annually when the asset is not yet in
use, and otherwise when events or changes in circumstances indicate that the carrying value may not be

recoverable.

Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is determined on the weighted
average basis and, in the case of work in progress and finished goods, comprises direct materials, direct
labour and an appropriate proportion of overheads and/or, where appropriate, subcontracting charges. Net
realisable value is based on estimated selling prices less any further costs expected to be incurred to

completion and disposal.

Accounts receivable
Accounts receivables, which generally have terms of 30 to 90 days, are recognised and carried at original
invoice amount less provision for doubtful debts when collection of the full amount is no longer probable.

Bad debts are written off as incurred.
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Basis of Presentation and Summary of Significant A‘pcwmmg Policies

{Continued)

|
Leased assetls ‘
Leases where substantially all the rewards and risks of ownership %)f assets remain with the lessor are
accounted for as operating leases. Where the Group is the lessor; assets leased by the Group under
operating leases are included in non-current assets and rentals recei;/able under the operating leases are
credited to the profit and loss account on the straight-line basis over%the lease terms. Where the Group is
the lessee, rental payable under the operating leases are charged té the profit and loss account on the
straight-line basis over the lease terms. \‘
Revenue recognition
Revenue is recognised when it is probable that the economic benefits \i/vill flow to the Group, and when the

revenue can be measured reliably, on the following bases:

- from the sale of goods, when the significant risks and rewards oﬁ ownership have been transferred to
the buyer, provided that the Group maintain neither managerial involvement to the degree usually
associated with ownership, nor effective control over the goods sold;

i

- interest income, on a time proportion basis taking into accouni the principal outstanding and the

effective interest rate applicable; and |

- from the rendering of services, when services are rendered. |

Dividends 1
Final dividends proposed by the directors are classified as a separated allocation of distributable reserves
within the capital and reserves section in the balance sheet, until%‘they have been approved by the
shareholders in a general meeting. When these dividends have beeniapproved by the shareholders and
declared, they are recognised as a liability. ‘
Interim dividends are simultaneously proposed and declared, becauseithe Company's memorandum and
articles of association grant the directors the authority to declare interil‘m dividends. Conseguently, interim
dividends are recognised immediately as a liability when they are prOpOS%d and declared.
Cash and cash equivalents ‘\
For the purpose of the consolidated cash flow statement, cash and cash?equivalents comprise cash on hand
and demand deposits, and short term highly liquid investments which?are readily convertible into known
amounts of cash and which are subject to an insignificant risk of chénges in values, and have a short
maturity of generally within three months when acquired, less bank overdrafts which are repayable on
demand and form an integral part of the Group’s cash management. |

|
For the purpose of the balance sheet, cash comprise cash on hand and‘i at banks, including term deposits,

which are not restricted as to use.

|
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4. Basis of Presentation and Summary of Significant Accounting Policies
(Continued)

Deferred tax

Deferred tax is provided, using the liability method, on alt significant timing differences in the recognition of
revenue and expenses for tax and for financial reporting purposes, to the extent it is probable that the
liability will crystallise in the foreseeable future. A deferred tax asset is not recognised unless its realisation is

assured beyond reasonable doubt.

Foreign currencies

Foreign currency transactions are recorded at the applicable rates of exchange ruling at the transaction
dates. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are
translated at the applicable rates of exchange ruling at that date. Exchange differences are dealt with in the
profit and loss account.

On consolidation, the financial statements of overseas subsidiaries are translated to Hong Kong dollars using
the net investment method. The profit and loss accounts of overseas subsidiaries are translated to Hong
Kong dollars at the weighted average exchange rates for the year. The balance sheets of overseas
subsidiaries are translated into Hong Kong dollars at the exchange rates at the balance sheet date. The

resulting translation differences are included in the exchange fluctuation reserve.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, i.e.
assets that necessarily take a substantial period of time to get ready for their intended use, are capitalised as
part of the cost of those assets. Capitalisation of such borrowing costs ceases when the assets are
substantially ready for their intended use.

Pension scheme and costs
The Group operates a defined contribution Mandatory Provident Fund retirement benefits scheme (the
“Scheme”) under the Mandatory Provident Fund Schemes Ordinance, for all of its employees in Hong Kong.

Contributions are made based on a percentage of the employees’ basic salaries, limited to a maximum of
HK$1,000 per month, and are charged to the profit and loss account as they become payable in accordance
with the rules of the Scheme. The assets of the Scheme are held separately from those of the Group in an
independently administered fund. The Group’s employer contributions vest fully with the employees when
contributed into the Scheme except for the Group’s employer voluntary contributions, which are refunded to
the Group when the employee leaves employment prior to the contributions vesting fully, in accordance
with the rules of the Scheme.

According to the relevant PRC regulations, Wanlibao (Guangzhou) Furniture Limited (“Wanlibao"),
commencing from 1 July 2000, is required to participate in the employee retirement benefits scheme

operated by the relevant local government bureau in the PRC and to make contributions for its eligible
employees. The contribution to be borne by Wanlibao is calculated at 11% on the annual average salaries in

Guangzhou announced by the Guangzhou Social Labour insurance Administration Bureau.
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4, Basis of Presentation and Summary of Significant Aécounting Policies
(Continued) ‘

Share option scheme

The financial impact of share options granted is not recorded in the Company’s or the Group's balance sheet
unti! such time as the options are exercised, and no charge is recorded in the profit and loss account or
balance sheet for their cost. Upon exercise of the share options, the résulting shares issued are recorded by
the Company as additional share capital at the nominal value of the éhares, and the excess of the exercise
price per share over the nominal value of the shares is recorded by %the Company in the share premium
account. Options which are cancelled or which lapse prior to their exercCise date are deleted from the register
of outstanding options and have no impact on the profit and loss acco@nt or balance sheet.

5. Segment Information

Segment information is required by SSAP 26 “Segment reporting” to be presented by way of two segment
formats: (i) on a primary segment reporting basis, which for the Gréup is determined to be by business
segment; and (i) on a secondary segment reporting basis, which for the Group is determined to be by
geographical segment. ‘
Sale of home furniture is the only major business segment of the Gr(gup, Accordingly no further business
segment information is provided. ‘

In determining the Group's geographical segments, revenues are attributed to the segments based on the
location of the customers, and assets are attributed to the segments bésed on the location of the assets. An
analysis of the Group’s turnover by location of customers is as follows;

| 2002 2001
Segment revenue ‘ HK$'000 HK$'000
|
Sales to the PRC | 204,465 160,854
Sales to elsewhere in Asia } 2,373 3,372
Sales to Australia ‘ - 158
Sales to North America \ 182 286
Sales to Europe j - 88
207,020 164,758
Segment assets | Capital expenditure

2002 2001 2002 2001
Other segment information HK$'000 HK$'000i HK$'000 HK$'000
The PRC 125,425 86,9051 9,257 6,874
Hong Kong 69,168 11,950! 27 57
134,5383 98,855/ 9,284 6,931

\ ~ b

2

ot d
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6. Turnover and Revenue

Turnover represents the net invoiced value of goods sold during the year, after allowances for returns and

trade discounts, and after eliminations of all significant intra-Group transactions.

An analysis of the Group’s turnover and revenue is as follows:

2002 2001
HK$'000 HK$'000
Turnover 207,020 164,758
Bank interest income 629 169
Service income 4,700 -
Others 607 500
Other revenue 5,936 669
Revenue 212,956 165,427
7. Profit from Operating Activities
The Group’s profit from operating activities is arrived at after charging/(crediting):
2002 2001
HiK$'000 HK$'000
Cost of goods sold 133,847 101,892
Bad debts written off 563 -
Provision for inventory obsolescence - 210
Auditors’ remuneration 1,000 350
Depreciation of owned assets 5,286 4,016
Loss on disposal of fixed assets 19 238
Research and development cost 1,046 195
Operating lease rentals on buildings 134 156
Staff costs (excluding directors’ remuneration (note 8))
Wages and salaries 13,826 10,929
Other benefits in kind 455 501
Pension contributions 365 188
Less: Forfeited contributions - -
Net pension contributions 365 188
14,646 11,618
Exchange losses, net 367 -
Interest income (629) (169)
Service income (4,700) -

The Group's profit from operating activities represents sales of home furniture in the PRC.
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8. Directors’ Remuneration !

The remuneration of the directors of the Company for the year disclose(jﬂ pursuant to the Listing Rules and

Section 161 of the Hong Kong Companies Ordinance is analysed as follows:

| Group
; 2002 2001
JJ HIK$'000 HK$'000
Fees: r
Executive directors ; 480 -
Independent non-executive directors ‘r 320 -
I 800 -
]
|
Other emoluments of executive directors:
Basic salaries, other alfowances and benefits in kind ‘ 6,496 9,281
Pension scheme contributions ‘ - -
Other emoluments of independent non-executive directors:
Basic salaries, other allowances and benefits in kind ; - ~
: 6,496 9,281
i
| 7,296 9,281

The number of directors whose remuneration fell within the following bands is as follows:

Number of directors
2002 2001

Nil = HK$500,000 2
HK$500,001 — HK$ 1,000,000 | 1
HK$2,500,001 ~ HK$3,000,000 2
HK$4,000,001 ~ HK$4,500,000 -

!
During the year, discretionary bonuses paid or receivable by the executive directors amounted to
HK$392,000 (2001: Nif). No directors waived or agreed to waive any remuneration during the year (2001:
Nil). In addition, no emoluments were paid by the Group to the directors as an inducement to join, or upon

joining the Group, or as a compensation for loss of office (2007: Nil). :

During the year, 6,900,000 share options were granted to the directors in respect of their services to the
Group, further details of which are set out under the heading "“Share option scheme” in the Report of the

Directors on pages 16 to 18. |
!
|
J

i
'
i
|
!
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8. [Five Highest Paid Individuals

The five highest paid individuals during the year included three (2001 three) executive directors, details of
whose remuneration are set out above. The details of the remuneration of the remaining two (2001: two)
highest paid, non-director individuals, which both fell within the nil- HK$ 1,000,000 band, are as follows:

Group
2002 2001
: HK$'000 HK$'000
5
Basic salaries, other allowances and benefits in kind 544 172
Pension scheme contributions 13 -
557 172 ]
4 During the year, the discretionary bonuses paid to or receivable by the five highest paid individuals i
w amounted to HK$415,000 (2001: Nil). No emoluments were paid by the Group to any of the five highest {
paid individuals as an inducement to join, or upon joining the Group, or as compensation for loss of office f
| (2001: Nil). i
:
During the year, 400,000 share options were granted to one of the two non-directors, highest paid ‘
employees in respect of his service to the Group, further details of which are set out under the heading l
s
“Share option scheme” in the Report of the Directors on pages 16 to 18. No value in respect of the share -
options granted during the year has been charged to the profit and loss account.
5
_ g
10. Finance Costs i
3
Group ‘
2002 2001 £
1 HK$'00C HK$'000
i interest on bank foans
wholly repayable within one year 82 102

TR
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Tax

i Group

‘ 2002 2001

HK$'000 HK$'000

Group: ‘
Hong Kong [ - -
Macao ‘ 3,470 1,995
PRC ‘ 3,268 3,143
Tax charge for the year : 6,738 5,138

|
Hong Kong profits tax has not been provided for as the Group did not generate any assessable profits in
Hong Kong during the year. ‘

!
Macao income tax has been calculated at the statutory tax rate of 15.75% on the estimated assessable
profits for the year of Umbrella Group Limited (“Umbrella”) and Coralview Limited ("Coralview”) which are

engaged in the trading of furniture.

According to the Income Tax Law of the PRC, Wanlibao, a whon-owned subsidiary of the Company
established in Guangzhou, the PRC, is subject to a preferential corpbrate income tax rate of 24%, and is
exempt from PRC corporate income tax for the first two profitable years of its operations, and thereafter, is
eligible for 50% relief from PRC corporate income tax for the following three years. As Wanlibao has
suffered losses since its establishment on 9 July 1999, corporate in‘come tax has not been provided for
during the year. :

Ridgecrest Limited ("Ridgecrest”) , Knollwood Limited (“Knollwood’i’) and Moffat Limited ("Moffat”) are
engaged respectively in the provision of quality control, design and customer services. Provision for tax on
the estimated assessable profits of each of these subsidiaries arising‘from their operations in the PRC has
been calculated at the rate of PRC corporate income tax during the year, which is currently 33%.

No provision for deferred tax has been made as the Group did not haYe any significant unprovided deferred
tax liabilities in respect of 2002 and 2001 respectively. |

Net Profit from Ordinary Activities Attributable to Shareholders
The net profit from ordinary activities attributable to shareholders dealt with in the financial statements of

the Company for the year ended 31 December 2002 was approximately HK$14,230,000 (2001: net loss of
HK$15,000). ‘

31 December 2002

sy

o 4
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13. Dividends

Group
2002 2001
HK$'000 HK$'000
Special dividend (Note) 16,000 18,600 (
Interim dividend — HK2.5 cents (2001: Nil) per ordinary share 5,750 -
Proposed final dividend — HK8.0 cents (2001: Nil) per ordinary share 18,616 -
i
34,366 18,600

Note: A special dividend for the year ended 31 December 2002 was paid by a subsidiary, Chitaly Furniture Limited, to the
shareholders of the Company whose names appeared on the register of members on 2 April 2002, The rates of the
dividend and the number of shares ranking for this dividend are not presented as the directors consider that such
information is not meaningful for the purpose of these financial statements.

The proposed final dividend for the year is subject to the approval of the Company’s shareholders at the
forthcoming annual meeting.

14. Earnings Per Share

The calcutation of basic earnings per share is based on the net profit from ordinary activities attributable to
shareholders for the year of HK$44,514,000 (2001: HK$32,477,000) and the weighted average of
215,113,000 (2001: 189,750,000) ordinary shares.

The weighted average number of shares used to calculate the earnings per share, on both the consolidated
and pro forma combined bases, for the year ended 31 December 2001 includes the pro forma issued share
capital of the Company of 189,750,000 shares, comprising the 1,000,000 shares issued as consideration for
acquisition of the entire issued share capital of Chitaly BV, the 1,000,000 shares of the Company allotted
and issued fully paid to the shareholders of Chitaly BVl and the capitalisation issue of 187,750,000 shares, as
further detailed in note 22 to the financial statements. The weighted average number of shares used to
calculate the earnings per share, on both the consolidated and pro forma combined bases, for the year
ended 31 December 2002 includes the weighted average of the 25,363,000 shares issued upon the listing
of the Company’s shares on the Stock Exchange on 15 May 2002 in addition to the aforementioned
189,750,000 ordinary shares.

There were no diluted earnings per share for the years ended 31 December 2002 and 2001 as the share
options had no dilutive effects throughout these years.
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15. Fixed Assels

Group |
|
Furniture, i
Leasehold fixtures and
land and Plant and office | Motor Construction
buildings  machinery equipment i vehicles  in progress Total :

HK$'000 HK$'000 HK$'000 ;HK$'OOO HK$'000 HK$'000

Cost or valuation: \
I
|

At beginning of year 26,481 21,572 2,066 | 1490 - 51,609
Additions 2,140 6,524 157 i 435 28 9,284
Surplus on revaluation |
(note 23) 26,513 - - 5 - - 26,513
Transfer 1,166 (1,166) - i - - -
Disposals - (20) - [ (302) - (322)
At 31 December 2002 56,300 26,910 2,223 1 1,623 28 87,084
Accumulated depreciation: ‘
At beginning of year 2,223 2,882 638 ‘ 497 - 6,290
Provided during the year 2,006 2,520 441 319 - 5,286
Disposals - 2) - (152) - (154)
At 31 December 2002 4,229 5,400 1,129 664 - 11,422
Net book value: i
At 31 December 2002 52,071 21,510 1,094 959 28 75,662

At 31 December 2007 25,424 17,524 1,378 ; 993 -~ 45,319

The Group’s leasehold land and buildings were valued on an open market, existing use basis at 28 February
2002 by Castores Magi Surveyors Limited (“CMSL"), an independént firm of professional valuers, at
HK$51,000,000. A surplus of HK$26,513,000 arising therefrom, which represented the excess of the
revalued amounts over the then carrying values of the leasehold land and buildings, on an individual asset
basis, has been credited to the fixed asset revaluation reserve (note 235. The directors, based on the update
from CMSL, are of the opinion that the recoverable amounts of the (easehold land and buildings do not

materially differ from their carrying values as at 31 December 2002. ‘

Had the Group’s teasehold land and buildings been stated at cost less ajccumulated depreciation, they would
have been included in the financial statements at approximately HK$24,051,000 (2001: HK$24,250,000).
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31 December 2002

16. Due from Directors

Particulars of the amounts due from directors, disclosed pursuant to Section 1618 of the Hong Kong
Companies Ordinance, are as follows:

Amounts due from directors

Group
Balance at  Maximum amount Balance at
31 December outstanding 1 January
2002 during the year 2001
Name HK$'000 HK$'000 HK$'000
Mr. Tse Kam Pang - 1,840 1,840
Mr. Lam Toi - 3,068 3,068
Ms. Lam Ning, Joanna - 1,986 1,986

- 6,894
The amounts due from directors were unsecured, interest-free and were fully settled on 2 April 2002.

17. Inventories

Group
2002 2001
HIK$'000 HK$'000
Raw materials 4,207 8,010
Work-in-progress 6,570 4,034
Finished goods 12,654 11,345
23,431 23,389

As at the balance sheet date, no inventories were stated at net realisable value (2001: Nil).

CHITALY HOLDINGS LIMITED < Annual Report 2002




N I B9 1| W FINANWIARL SQUATISIVIENN U
31 December 2002 ]

18. Accounts Receivable

| |
The Group’s trading terms with its customers are mainly on credit, except for new customers, where ﬁ
payment in advance is normally required. The credit period is generqlly for a period of 30 to 90 days. Each ;
customer has a maximum credit limit. The Group seeks to maintéin strict control over its outstanding ‘

receivables. Overdue balances are reviewed regularly by senior management.

An aged analysis of accounts receivable is as follows:

Group
‘1 2002 2001
HK$"600 HK$ 000
Qutstanding balance aged:
Within 30 days | 4,308 5,742
|
31 days - 90 days i 824 147
91 days — 180 days : 32 54
181 days — 360 days - -
Over 1 year - 386
5,164 6,329
Less: Provision for doubtful debts - (386)
Total accounts receivable, net 5,164 5,943
19. Interest-bearing Bank Borrowings |
‘\ Group
\‘ 2002 2001
HK$'000 HK$'000
Bank loan wholly repayable ¥
within one year, secured : - 3,738

A short term bank loan of RMB4,000,000 (equivalent to HK$3,738,000)§as at 31 December 2001 which was
secured by two pieces of leasehold land located in Zengcheng City, Guangzhou, the PRC, carried an annual
interest rate of 6.435% and was repaid on 15 April 2002. |

}\
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20. Accounts Payable

An aged analysis of accounts payable is as follows:

Group
2002 2001
HK$'000 HK$'000
‘ Outstanding balance aged:
.‘ Within 30 days 15,388 9,223
‘ 31 days — 90 days 6,244 9,826
91 days — 180 days 2 548
181 days — 360 days - -
Qver 1 year 50 -
Total accounts payable 21,684 19,597
21. Interests in Subsidiaries
- Company
2002 2001
HK$'000 HK$'000
Unlisted shares, at cost 45,344 -
Due from/to subsidiaries 29,962 (113)
75,306 (113)

The amounts due from/to subsidiaries are unsecured, interest-free and have no fixed terms of repayment.
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interests in Subsidiaries (Continued) ‘

Particulars of the subsidiaries directly or indirectly held by the Company as at 31 December 2002 were as
i

follows:
Nominal value |
Place of ofissuedand | Percentage of
incorporation/ fully paid-up equity
registration and sharefregistered | attributable to Principal
Name [place] of operations capital [ the Company activities
i Direct Indirect
1
Chitaly (BV]) Limited British Virgin Islands Ordinary ‘ 100 ~ Investment
{"Chitaly BVI") ("BVI") uss2 holding
|
Hong Kong Royal Hong Kong Ordinary | - 100 Investment
|
Furniture Holding HK$10,000 holding
Limited ‘J
Chitaly Furniture Limited Hong Kong Ordinary | - 100 Investment
HK$10,000 holding and
trading of
; furniture
Umbrella Group Limited  BVI/ [Macao] Ordinary | - 100 Trading of
us$t furniture
Coralview Limited BVI [Macao] Ordinary - 100 Trading of
Uss$1 furniture
Ridgecrest Limited BVI/ [PRC] Ordinary - 100 Provision of
us3t quality control
|
3 services
Moffat Limited BVI/ [PRC] Ordinary - 100 Provision of
usst customer
J services
Knollwood Limited BVY [PRC] Ordinary | - 100 Provision of
us$1 i design services
Wanlibao (Guangzhou) PRC Paid-up registered ‘ - 100 Manufacturing
Furniture Limited US$5,700,000 and trading

of furniture
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22. [ssued Capital

Shares
2002 2001 ]
HK$'000 HK$'000 ?
Authorised:
2,000,000,000 ordinary shares of HK$0.10 each
{(2001: 2,000,000,000 ordinary shares of HK$0.10 each) 200,000 200,000
Issued and fully paid:
230,000,000 ordinary shares of HK$0.10 each
(2001: 2,000,000 nil paid ordinary shares of ]
HK$0.10 each) 23,000 - f

The following changes in the Company’s authorised and issued share capital took place during the period |
from 8 November 2001 (date of incorporation) to 31 December 2002.

a)  On incorporation, the Company had an authorised share capital of HK$100,000 divided into !
1,000,000 ordinary shares of HK$0.10 each.

b)  On 13 November 2001, 1,000,000 ordinary shares of HK$0.10 each were issued at par and nil paid. ‘

[
C) On 15 December 2001, the authorised share capital of the Company was increased to i
|

HK$200,000,000 by the creation of a further 1,999,000,000 shares of HK$0.10 each. ’[

d)  Pursuant to the Group Reorganisation as set out in the Company’s prospectus dated 2 May 2002, i)
1,000,000 ordinary shares of HK$0.10 each issued nil paid, as mentioned in point (b) above, were
allotted and issued, credited as fully paid; and ii) 1,000,000 new ordinary shares of HK$0.10 each
were allotted and issued, credited as fully paid, in consideration for the acquisition by the Company of
the entire issued share capital of Chitaly BVI.

e)  The directors were authorised to capitalise HK$18,775,000 standing to the credit of the share
premium account of the Company by applying such sum in paying up in full at par 187,750,000
shares for allotment and issue to shareholders on the register of members of the Company at the close
of business on 26 April 2002, in proportion (as nearly as possible without involving fractions) to their
then respective existing holdiﬁgs.
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22. issued Capital ({Continued)

|
f) On 15 May 2002, 40,250,000 ordinary shares of HK$0.10 each were issued at HK$1.00 each for a total

cash consideration, before issue expenses, of HK$40,250,000 thrcbugh an initial public offering by way of
placing and public offer.

Share options [

Number of
Notes ‘ Shares HK$'000
Authorised:
On incorporation @) \ 1,000,000 100
Increase in authorised share capital ! 1,999,000,000 199,900
| 2,000,000,000 200,000
|
Issued: :
For the acquisition of the entire issued share
capital of Chitaly BV, issue and
allotment of ordinary shares of HK$0.10 each, ‘
credit as fully paid (dy | 2,000,000 200
Capitalisation issue (e) 187,750,000 18,775 {
New issue on public listing (Fy 40,250,000 4,025 i
As at 31 December 2002 | 230,000,000 23,000 |
|
i
l

SSAP 34 was adopted during the year, as explained in note 3 and under the heading “Employee benefits” in
note 3 1o the financial statements. As a result, the following detailed disclosures relating to the Company's

share option scheme are now included in the notes to the financial statements. The Company operates a
share option scheme (the “Scheme”) for the purpose of providinﬁg incentives and rewards to eligible
participants who contribute to the Group's operations. Under the% Scheme, the directors may, at their
discretion, invite any employees, directors or consultant of any company in the Group to take up options.
The Scheme became effective on 26 April 2002 and, unless othervvisé cancelled or amended, will remain in
force for 10 years from that date. |

The maximum number of shares in respect of which options may be granted under the Scheme, and under
any other share option scheme of the Company, pursuant to which options may from time to time be
granted to directors, consultants, and/or employees of any company in the Group, shall initially not exceed
10% of the relevant class of securities of the Company in issue excluding for this purpose shares issued on
exercise of options under the Scheme and any other share option scheme of the Company. Upon the grant
of options for shares up to 10% of the relevant class of securitiesiof the Company and subject to the
approval of the shareholders of the Company in general meetings, tbe maximum number of shares to be |
issued under the Scheme when aggregated with securities to be i$sued under any other share option |
scheme of the Group, may be increased by the board of directors provided that the shares to be issued upon ‘

exercise of all outstanding options does not exceed 30% of the relevant class of securities in issue from time A s
to time. ‘ Ay
‘ 1o s

i
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22. [ssued Capital (Continued)

Share options (Continued)
No option may be granted to any one person such that the total number of shares issued and tc be issued
upon exercise of options granted and to be granted to such person in any 12-month period up to the date

of the latest grant exceeds 1% of the issued share capital of the Company from time to time.

An option may be exercised in accordance with the terms of the Scheme at any time during the option
period (and not more than ten years after the date of grant). The option period will be determined by the
board of directors and communicated to each grantee. The board of directors may provide restrictions on
the time during which the options may be exercised. There are no performance targets which must be »
achieved before any of the options can be exercised. However, the board of directors retains discretion to

accelerate vesting of fixed-term options in the event that certain performance targets are met.

S

The movements in the number of share options to subscribe for shares in the Company during the year

were as follows:

Price of
Company’s
Dateof  Exercise shares at
| Atthe  Granted At the grant price grant date 5
i beginning of during endof  ofshare  pershare of options '
Name of directors theyear  theyear  theyear options {HIK$) Exercisable period {HIKS) i
K
1 -
Tse Kam Pang - 2,300,000 2,300,000 17/922002  HK$0.73  1/1/2003t031/12/2005  HKS$0.72 :
|
Lam Toi - 2,300,000 2,300,000 17/9/2002 HK$0.73 1172003 to 31/12/2005 HK30.72 §;
Lam Ning, Joanna - 2,300,000 2,300,000 17/5/2002 HK$0.73 17172003 t0 31/12/2005 HK$0.72 f
One member of senior
management and { :
an employee - 400,000 400,000  17/9/2002 HK$0.73 17172003 to 31/12/2005 HK$0.72 v
In aggregate - 7,300,000 7,300,000

| No share options were exercised, lapsed or cancelled during the year.

At the balance sheet date, the Company had 7,300,000 share options outstanding. The exercise in full of
the remaining share options would, under the present capital structure of the Company, result in the issue
of 7,300,000 additional ordinary shares of HK$0.10 each in the Company and proceeds, before relevant
share issue expenses, of approximately HK$5,329,000.

Subsequent to the balance sheet date, a total of 2,700,000 share options granted to a director and an
employee, respectively, were exercised on 13 January 2003, at an exercise price of HK$0.73 per share.
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23. Reserves

Group !
Leasehold
Share land and
|
premium Exchange  buildings
account fluctuation revaluaticn  Retained
(Note (a)) reserve i reserve profits Total
HK$'000 HK$’000 HK$'000 HK$'000 HK$'000
At 1 January 2001 - - } - 31,453 31,453
|
Net profit for the year - - ‘ - 32,477 32,477
Dividends - - ; - (18,600) (18,600) :
At 1 January 2002 - - - 45,330 45,330 |

Capitalisation of share premium
for issue of shares (see note 22) (18,775) - ! - - (18,775)

Issue of shares through initial |

public offer 36,225 - | - - 36,225
|
Share issue expenses (8,402) - \‘ - - (8,402)

Surplus on revaluation - - 26,513 - 26,513

Translation exchange \

differences arising on | .

consolidation of a subsidiary - 367 \ - - 367
Net profit for the year - - ‘ - 44,514 44 514
Special dividend - - - (10,000) (10,000)
Interim dividend - - - (5,750) (5,750)
Proposed final dividend - - - (18,616) (18,616)

At 31 December 2002 9,048 367 26,513 55,478 91,406

CHITALY HOLDINGS LIMITED © Annual Report 2002

|




i N [ B2 U I UIINANWIAL @ DAL SIVTEUN U w2 i
i 31 December 2002

23. Reserves (CGontinued)

Company E
Share ]
| premium  Contributed *
‘ account surplus  Accumulated
(Note (a)) {Note (b)) losses Total
HK$'000 HK$'000 HK$ 000 HK$'000 3
At 1 January 2001 - - - -
Net loss for the year - - (15) (15)
At 1 January 2002 - - (15) (15)
Capitalisation of share premium
for issue of shares (see note 22) (18,775) - — (18,775)
Issue of shares through initial ;
public offer 36,225 - - 36,225
Share issue expenses (8,402) - - (8,402)
i
Arising on acquisition of Chitaly BV
and its subsidiaries (see note 22) - 45,144 - 45144 B
Net profit for the year - - 14,230 14,230
Special dividend . - - (10,000) (10,000)
Interim dividend - - (5,750) (5,750)
Proposed final dividend - - (18,616) (18,616)
At 31 December 2002 9,048 45,144 (20,151) 34,041 5

Notes:

i (a) Under the Companies Law (2001 Second Revision) of the Cayman Islands, the share premium and contributed surplus are
1 distributable to the shareholders of the Company, provided that immediately following the date on which the dividend is
proposed to be distributed, the Company wili be in a position to pay off its debts as and when they fall due in the ordinary
course of business. i

(o)  The contributed surplus of the Company represents the difference between the then combined net asset value of the
subsidiaries acquired pursuant to the Group Reorganisation over the nominal value of the shares of the Company’s shares
issued in exchange therefor.
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24. Note to Consolidated Cash Flow Statement

Cash and cash equivalents

i
Cash and cash equivalents included in the cash flow statement éomprise the following balance sheet

A i
= amounts: i
i
Group x
2002 2001 !
HK$'C00 HK$'000
Cash on hand and balances with banks | 87,838 11,766 |
25. Commitments
{a) Capital commitments g
‘ Group o
¥ 2002 2001
i HK$'000 HK$'000 '
Capital commitments: “
Contracted, but not provided ‘
for in relation to ]
- the construction of buildings * 839 -

{b) Commitments under operating leases !

The Group leases certain of its office buildings under operating lease arrangements. Leases for office

buildings are negotiated for a term of three years. \
‘:

At the balance sheet date, the Group had total future minimum lease payments under non-cancelable

operating leases falling due as follows: |

| Group
| 2002 2001
; HIK$'000 HK$'000
Within one year ‘ 230 179
In the second to fifth years, inclusive 3 320 -
610 179

P
|

il
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26. Contingent Liabilities
At 31 December 2002, the Group and the Company had no material contingent liabilities.
27. Post Balance Sheet Events
\ a) A total of 2,700,000 share options granted to a director and an employee, respectively, were exercised
on 13 January 2003, at an exercise price of HK$0.73 per share. The exercise of such share options

resulted in the issue of 2,700,000 additional shares and cash proceeds to the Company of
approximately HK$1,971,000 before related expenses.

b)  Pursuant to the Sale and Purchase Agreements on 26 March 2003, Crisana International inc. and Silver
Wave Holdings Limited, the controlling shareholders of the Company, each sold 4,000,000 and
1,000,000 existing shares at the share price of HK$1.05 to Value Partners Limited, a fund manager
incorporated in the British Virgin Islands with limited liability, and Mr. Li Kar Keung, an independent
party of the Company, respectively. The sale shares represented approximately 4.3% of the existing
issued share capital of the Company.

28. Related RParty Transactions
During the year ended 31 December 2002, the Group had no material transactions with related parties.

29. Comparative Amounts
As further explained in note 3 to the financial statements, due to the adogtion of new and revised SSAPs
during the current year, the presentation of the financial statements and certain supporting notes have been
revised to comply with the new reguirements. Accordingly, certain comparative amounts have been
reclassified to conform with the current year’s presentation.

30. Approval of the Financial Statements

The financial statements were approved and authorised for issue by the board of directors on 28 April 2003.
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