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FiINANCIAL HIGHLIGHTS
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SUMMARY OF RESULTS

The Group’s consolidated turnover and net profit increased by 32% and 24% to HK$685.0 million (2003:
HK$519.4 million) and HK$102.4 million (2003: HK$82.3 million) respectively in 2004. Basic earnings per
share increased by 24% to 27.1 cents (2003: 21.9 cents) in 2004.

Increase in production costs arising from higher raw material prices, labour wages and energy prices had fully
offset the positive effects of economies of scale. The gross margin of the Group therefore decreased from 33.9%
in 2003 to 33.3% in 2004. Nominal average selling prices remained relatively flat despite the increase in
complexity of the products. Substantial capital and human resources investments were also made by the Group in
the areas of product design and development as well as the application of new production technology in order to
differentiate itself from other optical manufacturers. Net profit margin therefore also decreased from 15.9% in
2003 to 15.0% in 2004.

DiviDENDS

The Directors have resolved to recommend a final dividend of 9 cents per share for the year ended 31st
December, 2004. Subject to the approval of shareholders at the forthcoming annual general meeting to be held
on 27th May, 2005, the final dividend will be payable on 7th June, 2005 to shareholders whose names appear
on the register of members of the Company on 27th May, 2005.

CLOSURE OF REGISTER OF MEMBERS

The register of members of the Company will be closed from 24th May, 2005 to 27th May, 2005, both days
inclusive, during which period no transfer of shares will be effected. All transfers, accompanied by the relevant
share certificates, must be lodged with the Company’s share registrars in Hong Kong, Secretaries Limited at
Ground Floor, Bank of East Asia Harbour View Centre, 56 Gloucester Road, Wanchai, Hong Kong for registration
not later than 4:00 p.m. on 23rd May, 2005 in order to qualify for the proposed final dividend mentioned above.

Annual Report 2004

CHAIRMAN’S STATEMENT



CHAIRMAN’S STATEMENT

BUSINESS REVIEW

Original design manufacturing (ODM) division

Sales to ODM customers increased by 34% from HK$460.6 million in 2003 to
HK$616.8 million in 2004. The relatively strong performance of this division
was due to the rebound in consumer confidence after the war in the Middle
East in 2003 and the strengthening of Euro against United States dollars.
Europe and the United States remained as the main export markets of the
Group’s ODM division and sales to these regions increased by 67% and 8% to
HK$326.2 million and HK$243.2 million respectively in 2004 (2003: HK$194.9
million and HK$225.1 million respectively). On a geographical basis, sales to
Europe, United States, Asia and other regions accounted for 53%, 39%, 5%
and 3% respectively of the sales of this division in 2004 (2003: 42%, 49%, 5%
and 4% respectively). Sales of prescription frames and sunglasses grew by
16% and 85% to HK$390.1 million and HK$214.4 million respectively (2003:
HK$335.4 million and HK$116.1 million respectively). Sunglasses registered a

much higher rate of growth as sales of sunglasses was more sensitive to
economic performance of the Group’s export markets. Sales of metal frames,
plastic frames and spare parts accounted for 59%, 39% and 2% respectively of
the Group'’s turnover of ODM business in 2004 (2003: 70%, 28% and 2%
respectively).

Distribution division

Sales of the Group’s own-branded and licensed branded products (including
both spectacles and lenses) increased by 54% to HK$46.5 million in 2004
(2003: HK$30.1 million). Products carrying the house brand of “STEPPER” and
licensed brand of “FIORUCCI” were distributed by appointed distributors in
more than 30 countries. Sales to Europe, North America, Asia and other

regions accounted for 48%, 20%, 14% and 18% respectively of the Group’s
turnover of distribution division in 2004 (2003: 44%, 13%, 27% and 16%
respectively).

Retailing division
Turnover of the retailing division decreased by 24% to HK$21.7 million in
2004 (2003: HK$28.7 million). The Group closed its retailing operations in
Nanjing and Shanghai during the year and operated a total of 17 shops
(2003: 27 shops) including 11 shops in Beijing and 6 shops in Shenzhen as at
31st December, 2004.
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Financial position and liquidity

The current ratio of the Group as at 31st December, 2004 was 3.4 to 1 (2003: 4.1:1) with HK$442.3 million of
current assets (2003: HK$432.0 million) and HK$129.8 million of current liabilities (2003: HK$105.8 million).
Inventory balance increased from HK$82.5 million as at 31st December, 2003 to HK$119.4 million as at 31st
December, 2004 in order to meet the anticipated increase in delivery requirement in the first quarter of 2005. As
a result, inventory turnover period (ratio of inventory balance to cost of sales) increased from 88 days in 2003 to
95 days in 2004. Debtors turnover period (ratio of the total of debtor and discounted bills balances to sales) also
increased from 99 days in 2003 to 105 days in 2004 due to the extension of trade credit terms to certain key
customers of the Group.

Despite the improvement in profitability in 2004, the net cash inflow generated from the Group’s operating
activities decreased from HK$113.8 million in 2003 to HK$84.0 million in 2004, primarily due to the increase in
working capital requirement, with net increase in the level of inventories and debtors less creditors increased from
HK$16.4 million in 2003 to HK$54.7 million in 2004. A relatively higher level of capital expenditure of HK$69.8
million (2003: HK$39.1 million) was also incurred during 2004. Payment of the second special dividend for the
year 2003 was also made in 2004. As a result of the above factors, the net cash position of the Group (bank and
cash balance plus pledged bank deposit less bank borrowing, if any) decreased from HK$192.2 million as at
31st December, 2003 to HK$110.5 million as at 31st December, 2004. The Group did not have any interest
bearing borrowings at the end of both years of 2003 and 2004.

As at 31st December, 2004, the Group had 379,130,000 shares (2003: 376,870,000 shares) in issue with a
total shareholders’ equity amounting to HK$591.8 million (2003: HK$578.0 million). Net asset value per share
was HK$1.56 (2003: HK$1.53). Total long term liabilities and debt to equity ratio (expressed as a percentage of
total long term liabilities over equity were HK$10.1 million (2003: HK$8.0 million) and 1.7% (2003: 1.4%)

respectively.
The Group had limited exposure to foreign exchange rate fluctuations as most of its transactions were conducted
in either United States dollars, Hong Kong dollars and Renminbi and the exchange rates movements between

these currencies were relatively stable during the period under review.

Contingent liabilities

The Group
2004 2003
HK$’000 HK$'000
Bills discounted with recourse 3,922 3,310

At 31st December, 2004, the Group had given a corporate guarantee in favour of a financial institution to secure
general credit facilities to the extent of HK$9,750,000 (2003: HK$9,750,000). The extent of facilities utilised at
31st December, 2004 amounted to approximately HK$9,750,000 (2003: HK$9,750,000).
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CHAIRMAN’S STATEMENT

At 31st December, 2003, the Group had given a corporate guarantee in favour of a minority shareholder of a
subsidiary to the extent of RMB1,020,000 (approximately HK$962,000) in consideration of the guarantee given
by this minority shareholder in favour of banks to secure general banking facilities to the extent of RMB2,000,000
(approximately HK$1,887,000) granted to this subsidiary. No such facilities were utilised by the aforesaid
subsidiary as at 31st December, 2003. The facilities expired during the year ended 31st December, 2004.

At 31st December, 2004, the Company had given corporated guarantees in favour of banks to secure general
banking facilities to the extent of HK$120,130,000 (2003: HK$111,130,000) granted to its subsidiaries. Other
than the bills discounted with recourse amounting to HK$3,922,000 at 31st December, 2004, (2003:
HK$3,310,000) as stated above, there was no outstanding balance of banking facilities utilised by the subsidiaries
at 31st December, 2003 and 31st December, 2004.

Pledge of assets

The Group
2004 2003
HK$’000 HK$’000
Assets pledged to banks in respect of banking facilities
granted to the Group
- leasehold properties with an aggregate net book value - 12,252
- bank deposits 2,187 18,037
2,187 30,289

Employees and remuneration policies

As at 31st December, 2004, the Group employed approximately 7,700 (2003: 6,400) full time staff in mainland
China, Hong Kong and Europe. The Group remunerates its employees based on their performances, experiences
and prevailing market salaries while performance bonuses are granted on a discretionary basis. Other employee
benefits include insurance and medical cover, subsidised educational and training programmes, mandatory
provident fund scheme as well as a share option scheme.

ProOSPECTS

ODM division

Although the demand for the Group’s ODM products remains strong, the challenges facing the Group really lie on
the costs side. The performance of this division depends on the ability of the Group to deal with the rising
production costs. Any price adjustments to the Group’s products will be modest and cannot absorb all the costs
increment. Despite the fact that most customers remain bullish about the business outlook, they remain cautious in
placing actual purchase orders and keep on demanding shorter delivery lead time, thereby reducing the business
visibility of the division. This division currently has 3 months sales orders on hands.

Arts Optical Infernational Holdings Limited
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Distribution division

The management expects the sales performance of the “STEPPER” brand will remain strong in 2005. Additional
distributors are appointed in certain potential markets (including the United States) for this house brand. The
Group has also expanded the distribution rights of the Italian fashion brand “FIORUCCI” from Asia to Europe and
new collection of this brand will be launched in the optical fair in Milan in May 2005.

Retailing division

The Group intends to remain focusing on the cities of Beijing and Shenzhen for its expansion of retailing network
as the regulatory infrastructure in these two cities are more sophisticated and developed. A few more shops may
be added in these two cities in 2005.

Summary

In view of the challenges discussed in the above analysis, the Group will continue to follow its guiding principles
of financial prudence, balance sheet management and emphasis on cash earnings. It will also constantly evaluate
the impact of gross margin pressure as well as increase in working capital requirement on the Group’s profitability
and dividend payment capability. Despite the above, the management is cautiously optimistic in reporting a solid
financial results to the shareholders in 2005.

APPRECIATION

On behalf of the Board of Directors, | would like to express my sincere appreciation and thanks to our shareholders,
customers, suppliers, bankers and staff for their effort and commitment.

Ng Hoi Ying, Michael
Chairman

Hong Kong, 15th April, 2005
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RAPHICAL DETAILS OF DIRECTORS AND MANAGEMENT

EXECUTIVE DIRECTORS

NG Hoi Ying, Michael (“Mr. Ng”), aged 50, is the founder and the Chairman of the Group. Mr. Ng is
responsible for the corporate policy making and strategic planning of the Group. He has 37 years of experience
in the optical products industry. Mr. Ng won the Young Industrialist Award of Hong Kong organised by the
Federation of Hong Kong Industries in 1995. Mr. Ng was admitted as Honorary Fellow of The Professional
Validation Council of Hong Kong Industries in 2004. Mr. Ng is currently the President of the Hong Kong Optical
Manufacturers Association Ltd., a Director of Hong Kong Commerce and Industry Associations Limited and a Life
President of the Hong Kong Wong Tai Sin Industry And Commerce Association Limited. He is also a member of
The People’s Political Consultative Committee of Haizhu District, Guangzhou City. Mr. Ng is the husband of Ms.
Hui Pui Woon and the brother of Mr. Ng Kim Ying.

HUI Pui Woon, aged 34, is the general manager (China business) of the Group. Ms. Hui joined the Group in
2001 and is responsible for the formation of business strategy and management of operations of the Group's
distribution and retailing businesses in China. She has 16 years of experience in conducting business in China,
including 7 years in the optical products industry. Ms. Hui is the wife of Mr. Ng and the sister-in-law of Mr. Ng
Kim Ying.

NG Kim Ying, aged 49, is an executive director of the Group. Mr. Ng Kim Ying joined the Group in 1985 and is
responsible for the implementation and application of information technology to the business of the Group. He
has 20 years of experience in the optical products industry and is the brother of Mr. Ng and brother-in-law of
Ms. Hui Pui Woon.

LEE Wai Chung, aged 38, is the financial controller of the Group and company secretary of the Company. Mr.
Lee joined the Group in 1995 and is responsible for the Group’s finance, accounting and company secretarial
matters. He holds a Bachelor degree in Social Sciences from the University of Hong Kong and is a certified public
accountant in both Hong Kong and the United States and a non-practising member of the Chinese Institute of
Certified Public Accountants. He has 17 years of experience in accounting and auditing.
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INDEPENDENT NON-EXECUTIVE DIRECTORS

Francis George MARTIN, aged 64, was formerly the President of the American Chamber of Commerce in Hong
Kong and the President and Chief Executive of Security Pacific Asian Bank. Mr. Martin joined the Group in 1996
and has over 37 years of experience in the financial services industry. He was awarded the “Silver Bauhinia
Star” by the Government of the Hong Kong Special Administrative Region and the “To Peace and Commerce”
medal by the United States Department of Commerce in 2002 and 2005 respectively.

WONG Chi Wai, aged 39, is a Certified Public Accountant (Practising) in Hong Kong and an associate member
of The Institute of Chartered Accountants in England and Wales. Mr. Wong has also been admitted as a barrister
of the High Court of Hong Kong since 1998. Mr. Wong has over 16 years of experience in the accountancy
profession and he currently is the owner of a certified public accountants firm, a senior consultant of another
certified public accountants firm and an adviser to a law firm. Mr. Wong is an independent non-executive
director of each of Bonjour Holdings Limited and Kin Yat Holdings Limited. He joined the Group in 2004.

CHUNG Hil Lan Eric, aged 40, is a Certified Public Accountant (Practising) in Hong Kong and a fellow member of
The Association of Chartered Certified Accountants. He holds a Bachelor degree in Social Sciences from the
University of Hong Kong. Mr. Chung has over 17 years of experience in the accountancy profession and he
currently is the owner of a certified public accountants firm. He joined the Group in 2004.

SENIOR MANAGEMENT

LI Chi Hung, aged 44, is the general manager of the Group’s production plants in Shenzhen and Zhongshan. Mr.
Li joined the Group in 1976 and assisted Mr. Ng in the establishment and expansion of these two production
plants. He is also responsible for the overall management and development of these plants and has 29 years of

experience in the optical products industry.

HUNG Chao Chia, aged 52, is the deputy general manager of the Group’s production plants in Shenzhen and
Zhongshan. Mr. Hung joined the Group in 1988 and is responsible for the financial management and administration
of the two production plants. Mr. Hung has 27 years of experience in the optical products industry.

WONG Kwok Leung, Alan, aged 47, is the deputy general manager of the Group’s production plants in
Shenzhen and Zhongshan. Mr. Wong joined the Group in 1989 and is responsible for product and technology
development of the Group. Mr. Wong has 25 years of experience in production management, including 21 years

in the optical products industry.
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CTORS ” REPORT

The directors present their annual report and the audited financial statements for the year ended 31st December,
2004.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its subsidiaries are principally engaged in the design, manufacture
and sales of optical products.

RESULTS AND APPROPRIATIONS

The results of the Group and appropriations of the Company for the year ended 31st December, 2004 are set out
in the consolidated income statement on page 22.

An interim dividend of 9 cents per share amounting to HK$34,122,000 was paid to the shareholders of the
Company during the year. The directors now recommend the payment of a final dividend of 9 cents per share
amounting to HK$34,122,000 to the shareholders of the Company whose names appear on the register of
members on 27th May, 2005 and the retention of the remaining profit for the year.

SHARE CAPITAL

Details of movements in the share capital of the Company during the year are set out in note 22 to the financial

statements.

SHARE OPTIONS

At the 2003 Annual General Meeting, the Company’s share option scheme adopted on 24th October, 1996 (the
“Old Share Option Scheme”) was terminated and a new share option scheme (the “New Share Option Scheme”)
was adopted in order to comply with the amendments to Chapter 17 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited (the “Listing Rules”) in relation to share option scheme.
Particulars of the share option schemes are set out in note 23 to the financial statements.
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SHARE OPTIONS (continued)

No share options were granted by the Company during the year. A summary of the movements in share options
which were granted under the Old Share Option Scheme to certain eligible employees of the Group on 7th July,
2000 is as follows:

Number of share options Number of
Outstanding Exercised Lapsed Outstanding underlying
at 1st during during at 31st  shares at 31st
January, 2004 the year the year December, 2004 December, 2004

Category: Directors
Ng Hoi Ying, Michael 1,530,000 (510,000) - 1,020,000 1,020,000
Ng Kim Ying 450,000 (150,000) - 300,000 300,000
Lee Wai Chung 1,050,000 (350,000) - 700,000 700,000
3,030,000 (1,010,000) - 2,020,000 2,020,000
Category: Employees 4,350,000 (1,250,000) (600,000) 2,500,000 2,500,000
Total all categories 7,380,000 (2,260,000) (600,000) 4,520,000 4,520,000

The above share options are exercisable between 7th July, 2000 and 23rd October, 2006 at an exercise price of
HK$0.88 per share. The closing price of the Company’s shares immediately before the date on which the share
options were exercised was HK$2.55.

As at the date of the directors’ report, the number of shares available for issue under the Old Share Option
Scheme in respect of 4,520,000 shares options outstanding is 4,520,000 shares, representing 1.19% of the
issued share capital of the Company. No further share options can be granted upon termination of the Old Share
Option Scheme.

Under the New Share Option Scheme, the maximum number of shares available for issue is 37,441,000 shares.
No share options have been granted under the New Share Option Scheme since its adoption.

RESERVES

Movements in the reserves of the Group and the Company during the year are set out in the consolidated
statement of changes in equity on page 25 and in note 24 to the financial statements respectively.

The Company’s reserves available for distribution to shareholders as at 31st December, 2004 amounted to
HK$191,624,000.
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CTORS ” REPORT

INVESTMENT PROPERTY

The investment property of the Group was revalued as at 31st December, 2004 as set out in note 12 to the
financial statements. The resulting surplus arising on revaluation, which amounted to HK$700,000, has been
credited directly to the consolidated income statement.

PROPERTY, PLANT AND EQUIPMENT

During the year, the Group acquired property, plant and equipment of approximately HK$69,815,000.

Details of this and other movements in property, plant and equipment of the Group during the year are set out in
note 13 to the financial statements.

DIRECTORS AND SERVICE CONTRACTS

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

Executive directors:

Ng Hoi Ying, Michael - Chairman
Hui Pui Woon

Ng Kim Ying

Lee Wai Chung

Independent non-executive directors:
Francis George Martin

Wong Chi Wai (appointed on 15th September, 2004)
Chung Hil Lan Eric (appointed on 27th September, 2004)
Kwong Kam Kwan Alex (resigned on 27th September, 2004)

In accordance with Bye-laws 86(2), 87(1) and 87(2) of the Company’s Bye-laws, Messrs. Ng Kim Ying, Wong Chi
Wai and Chung Hil Lan Eric will retire at the forthcoming annual general meeting and, being eligible, will offer
themselves for re-election.

In order to fully comply with the requirements as set out in Code A4.1 of the Code on Corporate Governance
Practices of the Listing Rules, Mr. Francis George Martin will also retire at the forthcoming annual general

meeting and, being eligible, will offer himself for re-election.
None of the directors being proposed for re-election at the forthcoming annual general meeting has a service
contract with the Company or any of its subsidiaries which is not determinable by the Group within one year

without payment of compensation, other than statutory compensation.

The term of office for each independent non-executive director is the period up to his retirement by rotation in
accordance with the Company’s Bye-laws.
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DIRECTORS’ INTERESTS IN CONTRACTS

Other than the transaction disclosed under the heading “Connected Transaction” below, no contracts of significance
to which the Company or any of its subsidiaries was a party and in which a director of the Company had «
material interest, whether directly or indirectly, subsisted at the end of the year or at any time during the year.

DIRECTORS” INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES

At 31st December, 2004, the interests and short positions of the directors and their associates in the shares,
underlying shares and debentures of the Company and its associated corporations within the meaning of Part XV
of the Securities and Futures Ordinance (“SFO”), as recorded in the register maintained by the Company pursuant
to Section 352 of the SFO, or as otherwise notified to the Company and The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”) pursuant to the Model Code for Securities Transactions by Directors of Listed

Companies, were as follows:

Shares in the Company (Long Position)
Percentage of
issued share

Number of shares held capital of
Name of director Personal interests  Family interests ~ Other interests Total the Company
Ng Hoi Ying, Michael 1,836,000 36,682,000 151,000,000 189,518,000 49.99%
(Note a) (Note b)
Hui Pui Woon 36,682,000 152,836,000 - 189,518,000 49.99%
(Note c)
Ng Kim Ying 450,000 - 18,500,000 18,950,000 5.00%
(Note d)
Lee Wai Chung 1,380,000 - - 1,380,000 0.36%

Notes:
(a) These shares are owned by Ms. Hui Pui Woon, the wife of Mr. Ng Hoi Ying, Michael.

(b) These shares are held by Ratagan International Company Limited (“Ratagan”). The entire issued share capital of
Ratagan is held by Trustcorp Limited (“Trustcorp”) as trustee for The Arts 1996 Trust, a discretionary trust, the beneficiaries
of which include Mr. Ng Hoi Ying, Michael and his family members.

(c) 1,836,000 shares and 151,000,000 shares are respectively held by Mr. Ng Hoi Ying, Michael, the husband of Ms. Hui
Pui Woon, and Ratagan.

(d) These shares are held by Universal Honour Developments Limited (“Universal Honour”). The entire issued share capital
of Universal Honour is held by Trustcorp as trustee for The Optical 2000 Trust, a discretionary trust, the beneficiaries of
which include Mr. Ng Kim Ying and his family members.

Annual Report 2004

DirRecTORS’ REP



CTORS ” REPORT

DIRECTORS’ INTERESTS AND SHORT POSITIONS IN SHARES, UNDERLYING SHARES AND DEBENTURES

(continued)

Underlying shares in the Company (Share Options)
Details of the share options held by the Directors of the Company are shown under the heading “Share Options”
above.

Save as disclosed above and other than certain nominee shares in subsidiaries held by Ratagan in trust for the
Group, as at 31st December, 2004, none of the directors and their associates had any interests or short positions
in any shares, underlying shares or debenture of the Company or any of its associated corporations.

DIRECTORS’ RIGHTS TO ACQUIRE SHARES OR DEBENTURES

Other than the Old Share Option Scheme and the New Share Option Scheme disclosed under the heading “Share
Options” above, at no time during the year was the Company or any of its subsidiaries a party to any arrangements
to enable the directors of the Company to acquire benefits by means of the acquisition of shares in, or debentures
of, the Company or any other body corporate. In addition, other than as disclosed above, none of the directors,
or their spouse or children under the age of 18 had any right to subscribe for the securities of the Company or
had exercised any such right during the year.

CONNECTED TRANSACTION

On 29%th January, 2004, the Group entered into a sale and purchase agreement to dispose of a leasehold
property to Mr. Ng Kim Ying, an executive director of the Company, for a consideration of HK$2,500,000. Based
on the valuation carried out by Vigers Appraisal & Consulting Limited, an independent firm of professional
valuers, the consideration of HK$2,500,000 represented a premium of approximately 4% to the open market
value of the property as at 26th January, 2004. The transaction was completed on 27th February, 2004.

The directors, including the then independent non-executive directors of the Company, were of the opinion that

the transaction was conducted on normal commercial terms, which was arrived at after arm’s length negotiations
between the parties and was fair and reasonable insofar as the shareholders of the Company were concerned.

Arts Optical Infernational Holdings Limited



SUBSTANTIAL SHAREHOLDERS

Other than the interests disclosed under the heading “Directors’ Interests and Short Positions in Shares, Underlying
Shares and Debentures” above, as at 31st December, 2004, the register of substantial shareholders maintained
by the Company pursuant to Section 336 of the SFO shows that the following shareholders had notified the
Company of relevant interests in the issued share capital of the Company:

Shares in the Company (Long Position)
Percentage of

DIRECTORS’ REP

Number of issued share capital
Name of shareholder shares held of the Company
Templeton Asset Management Ltd. 29,270,000 7.72% (Note)

Templeton International, Inc. 29,270,000 7.72% (Note)
Templeton Worldwide, Inc. 29,270,000 7.72% (Note)
Franklin Resources, Inc. 29,270,000 7.72% (Note)
David Michael Webb 19,648,000 5.18%

Note: Templeton Asset Management Ltd. is wholly owned by Templeton International, Inc. which is wholly owned by Templeton
Worldwide, Inc.. Templeton Worldwide, Inc. is wholly owned by Franklin Resources, Inc.. Hence, Templeton International,
Inc., Templeton Worldwide, Inc. and Franklin Resources, Inc. are deemed to be interested in the same parcel of
29,270,000 shares held by Templeton Asset Management Ltd. under Part XV of the SFO.

Save as disclosed above, the register of substantial shareholders maintained by the Company pursuant to Section
336 of the SFO discloses no other person as having a notifiable interests or short positions in the issued share
capital of the Company at 31st December, 2004.

MAJOR CUSTOMERS AND SUPPLIERS

For the year ended 31st December, 2004, the aggregate amount of turnover attributable to the Group's five
largest customers accounted for approximately 49% of the Group's total turnover and the amount of turnover
attributable to the Group’s largest customer was approximately 17% of the Group’s total turnover. The aggregate
amount of purchases attributable to the Group’s five largest suppliers accounted for approximately 35% of the
Group's total purchases and the amount of purchases attributable to the Group’s largest supplier was approximately
9% of the Group’s total purchases.

None of the directors, their associates or any shareholders (which to the knowledge of the directors owns more
than 5% of the Company’s issued share capital) has any interest in any of the Group’s five largest customers or

suppliers.
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CONVERTIBLE SECURITIES, OPTIONS, WARRANTS OR SIMILAR RIGHTS

Other than the Old Share Option Scheme, the New Share Option Scheme and the exercise of share options
during the year disclosed under the heading “Share Options” above and in note 23 to the financial statements,
the Company had no outstanding convertible securities, options, warrants or other similar rights as at 31st
December, 2004 and there has been no exercise of any other convertible securities, options, warrants or similar
rights during the year.

PURCHASE, SALE OR REDEMPTION OF THE COMPANY’S LISTED SHARES

Neither the Company nor any of its subsidiaries purchased, sold or redeemed any of the Company’s listed shares
during the year.

PRE-EMPTIVE RIGHTS

There are no provisions for pre-emptive rights under the Company’s Bye-laws, or the laws of Bermuda, which
would oblige the Company to offer new shares on a pro-rata basis to existing shareholders.

CORPORATE GOVERNANCE

The Company has complied throughout the year ended 31st December, 2004 with the Code of Best Practice as set
out in Appendix 14 of the Listing Rules.

An Audit Committee (the “Committee”) has been established by the Company since 1998 to act in an advisory
capacity and make recommendations to the board. The Committee currently comprises Messrs. Wong Chi Wai,
Chung Hil Lan Eric and Francis George Martin, all of whom are independent non-executive directors of the
Company. During the year, three Committee meetings were held and the Committee members met with
representatives from the management and/or external auditors of the Company to review the interim and annual
reports of the Group as well as various auditing, financial reporting and internal control matters. All the
Committee members attended these three meetings.

A Remuneration Committee was established in 2003 and currently comprises Messrs. Francis George Martin,
Wong Chi Wai and Chung Hil Lan Eric, all of whom are independent non-executive directors of the Company.
The duties of the Remuneration Committee include the determination of remuneration of executive directors and
review of remuneration policy of the Group. One committee meeting was held during the year and all committee
members attended that meeting.

Arts Optical Infernational Holdings Limited
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AUDITORS

A resolution will be submitted to the forthcoming annual general meeting of the Company to re-appoint Messrs.
Deloitte Touche Tohmatsu as auditors of the Company.

On behalf of the Board
Ng Hoi Ying, Michael
Chairman

Hong Kong, 15th April, 2005
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Deloitte.
=)

TO THE SHAREHOLDERS OF ARTS OPTICAL INTERNATIONAL HOLDINGS LIMITED
REAXBRERRAF

(incorporated in Bermuda with limited liability)

We have audited the financial statements on pages 22 to 57 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 applied consistently.

It is our responsibility to form an independent opinion, based on our audit, on those financial statements and to
report our opinion solely to you, as a body, in accordance with Section 90 of the Bermuda Companies Act, and
for no other purpose. We do not assume responsibility towards or accept liability to any other person for the
contents of this report.

Basis of opinion

We conducted our audit in accordance with Statements of Auditing Standards issued by the Hong Kong Institute
of Certified Public Accountants. An audit includes examination, on a test basis, of evidence relevant to the
amounts and 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
policies are appropriate to the circumstances of the Company and the Group, consistently applied and adequately
disclosed.

We planned and performed our audit so as to obtain all the information and explanations which we considered
necessary 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 the
Group as at 31st December, 2004 and of the profit and cash flows of the Group for the year then ended and
have been properly prepared in accordance with the disclosure requirements of the Hong Kong Companies
Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong, 15th April, 2005
Arts Optical Infernational Holdings Limited



CONSOLIDATED INCOME STATEMENT
For the year ended 31st December, 2004
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ONSOLIDATED STATEMENT OF CHANGES IN Equity

For the year ended 31st December, 2004
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CoNsoLIDATED CASH FLow STATEMENT

For the year ended 31st December, 2004
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REesuLts

TURNOVER
PROFIT BEFORE TAXATION
TAXATION

PROFIT BEFORE MINORITY
INTERESTS

MINORITY INTERESTS

NET PROFIT FOR THE YEAR

ASSETS AND LIABILITIES

TOTAL ASSETS
TOTAL LIABILITIES
MINORITY INTERESTS

SHAREHOLDERS’ FUNDS

Year ended 31st December,

FINANCIAL SUM

2000 2001 2002 2003 2004
HK$'000 HK$’000 HK$’000 HK$’000 HK$’000
602,542 547,012 602,518 519,411 684,959
126,778 109,914 117,795 91,509 111,904

(9,816) (9,766) (13,412) (9,544) (9,104)
116,962 100,148 104,383 81,965 102,800

4,734 2,304 1,304 374 (352)

121,696 102,452 105,687 82,339 102,448
At 31st December,

2000 2001 2002 2003 2004
HK$'000 HK$'000 HK$'000 HK$'000 HK$’000
581,629 607,503 693,673 695,000 735,199
(124,723) (99,266) (110,093) (113,845) (139,910)

(2,831) (792) (3,511) (3,137) (3,489)
454,075 507,445 580,069 578,018 591,800

Note: The above financial summary prior to 2002 has not been adjusted to take into account the effect on the adoption of
Statements of Standard Accounting Practice 12 (Revised) “Income Taxes” issued by the Hong Kong Institute of Certified
Public Accountants as the directors considered that it is not practicable to do so.
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