ReporT OF THE DIRECTORS

The Directors have the pleasure of presenting their annual
report together with the audited financial statements of
Karrie International Holdings Limited (“the Company”) and
its subsidiaries (together with the Company, the “Group”)
for the year ended 31st March, 2001.

PRINCIPAL ACTIVITIES

The Company is an investment holding company. Its
subsidiaries are principally engaged in the manufacture
and sale of computer and server casings, video cassette
housings, office automation products, moulds and other

plastic and metal parts.

The Group’s turnover by principal product category and
geographical location together with their respective
contributions to profit from operations for the year ended

31st March, 2001 are analysed as follows:

1. By principal product category:
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Contribution to

Turnover profit from operations
BER HRERR 2B/
2001 2000 2001 2000
22 C—ITTTF ZTB-F "—ITITTF
HK$000 HK$'000 HK$°000 HK$'000
BETT BT BETT BT
— Computer and —BRER
server casings fa) AR B8 AN 3R 544,502 408,838 104,725 116,598
— Office automation products ~ — WAEXEER 236,248 129,177 49,775 28,381
— Video cassette housings — SR INR 45,666 71,422 2,243 5,603
— Moulds and other plastic — RAREM
and metal parts BRE B 66,287 52,450 20,433 13,634
892,703 661,887 177176 164,216
Less: Distribution, selling, oD HE
administrative expenses, THEAREM
and others (133,620) (133,517)
43,556 30,699
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2. By geographical location *:

EFEHS

2. Ik *

Contribution

Turnover to profit from operations
BER HRE R 2 ER
2001 2000 2001 2000
—E2-§ -TTTF C-BR-F _“ITTTF
HK$°000 HK$000 HK$°000 HK$°000
BETT BT BEFT BEFT
Western Europe 7aER 320,444 232,043 95,966 68,419
Japan =N 241,258 151,079 24,958 23,656
North America JEEM 188,362 119,092 38,721 35,685
Asia (exluding Japan) M (B A&BRSN 142,639 159,673 17,531 36,456
892,703 661,887 177,176 164,216
Less: Distribution, selling, o D HE
administrative expenses, THRERAREM
and others (133,620) (133,517)
43,556 30,699

Turnover by geographical locations is determined on the basis of

the destination of delivery of merchandise.

RESULTS AND APPROPRIATIONS

Details of the Group’s results for the year ended 31st
March, 2001 are set out in the consolidated income

statement on page 55 of this annual report.

An interim dividend of HK1.1 cent per ordinary share was
paid during the year. The Directors have recommended
the payment of a final dividend and a special dividend of
HK 3.8 cents and HK 6.2 cents respectively per ordinary

share.
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FINANCIAL SUMMARY

A summary of the results of the Group for each of the
financial years 1997 to 2001 and the assets and liabilities
of the Group as at 31st March, 1997 1998, 1999, 2000
and 2001 are shown on pages 103 and 104 of this annual

report.

CUSTOMERS AND SUPPLIERS

For the year ended 31st March, 2001, the five largest
suppliers of the Group accounted for approximately 33 %
of the Group’'s total purchases and the five largest
customers accounted for approximately 79% of the
Group’s total turnover. The largest supplier accounted for
approximately 14% of the Group’s purchases while the
largest customer accounted for approximately 29% of the

Group's turnover.

None of the Directors, their associates, or any
shareholders (which, to the knowledge of the Directors,
owned more than 5% of the Company’s share capital)
had a beneficial interest in the Group’s five largest

customers and five largest suppliers.

SHARE CAPITAL AND EMPLOYEES" SHARE
OPTIONS

Details of the share capital and employees’ share options
of the Company are set out in Notes 23 and 24,

respectively, to the accompanying financial statements.
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RESERVES AND RETAINED PROFIT

Movements in reserves of the Group and the Company
during the year are set out in Note 25 to the accompanying
financial statements. Movements in retained profit of the
Group during the year are set out in the consolidated

income statement on page 55 of this annual report.

CONVERTIBLE SECURITIES, OPTIONS, WARRANTS
OR OTHER SIMILAR RIGHTS

Apart from employee’s share options, the Company had
no outstanding convertible securities, options, warrants
or other similar rights as at 31st March, 2001. There has
been no exercise of convertible securities, options,
warrants or other similar rights during the year ended 31st
March, 2001.

PURCHASE, SALE OR REDEMPTION OF SHARES

During the year ended 31st March, 2001, the Company
purchased 1,264,000 of its own shares for an aggregate
consideration of HK$449,000 on The Stock Exchange of
Hong Kong Limited (the “Stock Exchange”) at prices
ranging from HK$0.260 to HK$0.415 per share. Details
of these transactions are set out in note 23 to the audited
annual financial statements. Save as aforesaid, neither
the Company nor any of its subsidiaries has purchased,
sold or redeemed any of the Company’s shares during

the period.
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PRE-EMPTIVE RIGHTS

There is no provision for pre-emptive rights under the
Company’s Bye-laws and the laws in Bermuda which
would oblige the Company to offer new shares on a pro-

rata basis to existing shareholders.

MANAGEMENT CONTRACTS

No contracts concerning the management and
administration of the whole or any substantial part of the
business of the Company were entered into or existed

during the year.

SUBSIDIARIES

Particulars of the subsidiaries are set out in Note 12 to

the accompanying financial statements.

FIXED ASSETS

Details of movements in fixed assets during the year are
set out in Note 11 to the accompanying financial

statements.

BANK LOANS AND OVERDRAFTS

Particulars of bank loans and overdrafts of the Group as
at 31st March, 2001 are set out in Notes 17 and 20 to the

accompanying financial statements.
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DIRECTORS

The Directors who held office during the year and up to

the date of this report are:
Executive Directors

Mr. Ho Cheuk Fai (Chairman)
Mr. Ho Cheuk Ming

Mr. Li Cheuk Sum

Mr. Tam Wing Hung

Mr. Lee Shu Ki

Mr. Kwok Wing Kin

Independent Non-executive Directors

Mr. Chan Sui Sum, Raymond
Mr. Leung Wai Ho
Mr. So Wai Chun (Appointed on 1st July, 2001)

The independent non-executive Directors are appointed
for specific term and hold office until 4th February, 2002,
7th September, 2001 and 30th June, 2002 respectively,

subject to extension.
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In accordance with Bye-law 86(2) of the Company's Bye-
laws, Messrs. Kwok Wing Kin and So Wai Chun retire from
office at the forthcoming annual general meeting and,

being eligible, offer themselves for re-election.

In accordance with Bye-law 87 of the Company's Bye-
laws, Mr. Leung Wai Ho retires from office at the
forthcoming annual general meeting and, being eligible,

offer themselves for re-election.

DIRECTORS' SERVICE CONTRACTS

None of the Directors 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).
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DIRECTORS' AND CHIEF EXECUTIVES' INTERESTS
IN SHARES

As at 31st March, 2001, the interests of the Directors
and chief executives in the shares of the Company and
any associated corporations (as defined in the Securities
(Disclosure of Interests) Ordinance (the “SDI Ordinance”))
as recorded in the register maintained under Section 29
of the SDI Ordinance or as notified to the Company and
the Stock Exchange pursuant to the Model Code for
Securities Transactions by Directors of Listed Companies

are as follows:

(A) Interests in the Company

EFEHS

EFRITHRAH Z RO #ER

R-ZBZ—E=ZA=+—0  AQA&
B RITBEHEAA R REREER
(B R E 5 (BB GO (5] E %
B11) B AR A I B B DR AR RIR
BRIGHIE T NUIEMFE 2 &L MATE
2w SRR ETARERH®ITES
R SHISESTAB e A A R RE AT
R

(F) RARQTF 2R

Number of ordinary shares of HK$0.10 each

Personal

interests

BARERE
Mr. Ho Cheuk Fai e 8 % & —
Mr. Ho Cheuk Ming GRS 1,000,000
Mr. Li Cheuk Sum TlERILE 1,500,000
Mr. Tam Wing Hung AOKMESTTE 1,500,000
Mr. Lee Shu Ki R 800,000
Mr. Kwok Wing Kin AR R —
Ms. Ho Po Chu, Scandy A& ¥+ 33,570,000

BEREER -AZEEREE

Corporate/  Number of

Family Other outstanding
interests interests share options
FEERR

REER HitvEs BREHE

33,570,000 232,200,000 3,000,000
(Note 1) (Note 2)
(HiiF—) (HiF=)

— 232,176,780 8,000,000

(Note 3)

(it =)
— — 500,000
— — 1,500,000
— — 1,200,000
— 232,200,000 2,500,000

(Note 4)

(Ft7EP9)
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Mr. Ho Cheuk Fai is deemed to be interested in these
Shares by virtue of the fact that his wife, Ms. Ho Po Chu,

Scandy has a personal interest in these Shares.

232,200,000 Shares are held by Pearl Court Company
Limited (“Pearl Court”) as trustee for a unit trust known as
the Ho Cheuk Fai Family Trust (“HCF Trust”). Mr. Ho Cheuk
Fai is deemed to be interested in these Shares through
Pearl Court by virtue of (i) his wife being the only shareholder
of Pearl Court and controlling one-third or more of the voting
power at general meeting of Pearl Court, and (ii) Mr. Ho
Cheuk Fai and his wife being two of the three directors of
Pearl Court. Mr. Ho Cheuk Fai is also deemed to be
interested in these Shares by virtue of the fact that one of
10,000 units of HCF Trust is held by his wife and the
beneficiaries of a discretionary trust known as Ho Wai Leung
Memorial Trust (“HWL Trust”) (see note 3 below) included

his wife and children under 18.

These Shares are held by Pearl Court as trustee for HCF
Trust. 9,999 of 10,000 units of HCF Trust are held by HSBC
International Trustee Limited (“HITL') as trustee for HWL
Trust. Mr. Ho Cheuk Ming is deemed to be interested in
these Shares by virtue of the fact that he is one of the

beneficiaries of the HWL Trust.

Disregarding the interests of her husband, Mr. Ho Cheuk
Fai, who is the Chairman and a Director of the Company
and whose interests are separately disclosed, Ms. Ho Po
Chu, Scandy is deemed to be interested in these Shares
through Pearl Court by virtue of the facts that she is the
only shareholder of Pearl Court and holds one unit of the
HCF Trust and that the beneficiaries of the HWL Trust

includes herself and her children under 18.

EFEHS

et

L ERAEZFRERZENZER
HREEEAERMKRESHEEZSTE

o

)k

232,200,000/ B 7 1 Pearl
Company Limited ([Pearl Court]) JAHo
Cheuk Fai Family Trust ([HCF Trust]) 2
BAUERZZFEATHEE - AR/
Y& St 2 7 JhPearl CourtZ ME— AR B &
fEPearl CourtlR R ABIEHI =52 — &R
B R(VAEE LA REZF TyPearl
Court=REE 7 EPRME - QL E
AR BB BPearl CourtE B2 R © 7
1538 5% A JREAHCF Trust 10,0001 & iz &
Hpz—ETyREZFRHE - fHo Wai
Leung Memorial Trust ([HWL Trustl) (&,
MaF=Z) 22w ABRRBEEFRISHEAT
ZFE - B RIR R &S R B

S o

Court

E\

5 LE iR 7 B Pearl CourtPAHCF Trust5EA
5174578 o HCF Trust 10,000 & i/ 2
9,999fE Ty ERHWL TrustZ 2157t 2 24t
AHSBC International Trustee Limited
(THITLD #5758 ~ £ AL ER R BHWL
TrustZ RmAZ — MR AFEZER

BRTE IR+ 2 R B s R AN &y 2 4
@M (ZERERAAERRRBEREK
EXCEB KR MEHRL T APearl
Courtz M —f% 3 - E#HBHCF TrustE
—{EBA - W B BHAHWL TrustZ 2z A
BEMERZTRERB T N\E2FL
E UL B 2R L1547 A ifE B Pearl CourtH
B SR 2w o



ReporT OF THE DIRECTORS

EFEHS

(B) Interests in associated corporations (2) RAEBEZE 2 S
(i)  Karrie Industrial Company Limited () ZHMEmBRLA

Number of non-voting deferred shares of HK$100 each

BREEEF10T 2ERERELROBE

Corporate/
Personal Family Other Total
interests interests interests interests

R
BARER REED Hip iz BEtER
Mr. Ho Cheuk Fai CRGh-Fes 43,000 — — 43,000
Ms. Ho Po Chu, Scandy ~ {IZE¥%&+ 7000 — — 7,000

(i) Karpo Technologies Limited (i) ZEREARAA

Number of non-voting deferred shares of HK$100 each

BREEEE10TZERTREELROBE

Corporate/
Personal Family Other Total
interests interests interests interests
EEER

(EPN$ KBRS HipEs EHE F

Mr. Ho Cheuk Fai B 5k 4 10,000 — — 10,000
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(i) Karrie Industrial Holdings Limited

EFEHS

(i) Karrie Industrial Holdings Limited

Number of non-voting deferred shares of HK$1 each

BREERY -AZEBREE

Personal
interests
BARER
Mr. Ho Cheuk Fai e Bk 4 1
Ms. Ho Po Chu, Scandy A& %%+ 1

Save as disclosed above and under the heading
"Arrangement to Purchase Shares and Debentures’ none
of the Directors, chief executives or their associates have
any personal, family, corporate or other interests in the
share capital of the Company or any of its associated
corporations as defined in the SDI Ordinance as at 31st
March, 2001.

ARRANGEMENT TO PURCHASE SHARES AND
DEBENTURES

A Share Option Scheme is maintained by the Company
under which eligible employees of the Group, including
Executive Directors and chief executives of the Company,
may be granted options to subscribe for shares in the
Company. Each share option entitles the holder to
subscribe for one share of HK$0.10 each in the Company

at a predetermined price. Details of outstanding share

Corporate/
Family Other Total
interests interests interests
EEER
REER HipfE s BitER

Br EXRARE B E D MBS 2 L
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EFEHS

options as at 31st March, 2001 granted to and accepted

by Executive Directors and chief executives under the

scheme are as follows:

Name

Mr. Ho Cheuk Fai
Mr. Ho Cheuk Ming
Mr. Li Cheuk Sum

Mr. Tam Wing Hung
Mr. Lee Shu Ki

Mr. Kwok Wing Kin
Ms. Ho Po Chu, Scandy

#E

e e
AERELE
FERELE

HoKHEEE
FRIESLE

BKRBEE
[EES %

Date of
grant

R B

19.6.1999
19.6.1999
19.6.1999
20.9.2000
19.6.1999
20.9.2000
19.6.1999
20.9.2000
19.6.1999

Exercise

Price
HK$

TEE
bl

0.335
0.335
0.335
0.300
0.335
0.300
0.335
0.300
0.335

Outstanding
at

31.3.2000

-
=A=+-AH
i R AT

3,000,000
8,000,000
1,500,000

1,500,000

1,000,000

2,500,000

All these share options will expire on the 30th November,

2006.

Except for the above, at no time during the period was

the Company or its subsidiaries a party to any

arrangements to enable the Directors and chief executives

of the Company to acquire benefits by means of the

acquisition of shares in, or debentures of, the Company

or any body corporate.

BT EIR TAITE S RITR AR
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Number of Share Options

BREHA
Granted Exercised Outstanding
during during at
the period the period 31.3.2001
—EE-F
=A=+-AH
HRE HRTE i AR AT E
— — 3,000,000
— — 8,000,000
— 1,500,000 —
500,000 — 500,000
— 1,500,000 —
1,500,000 — 1,500,000
— 1,000,000 —
1,200,000 — 1,200,000
— — 2,500,000
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DIRECTORS" INTERESTS IN CONTRACTS AND
CONNECTED TRANSACTIONS

The Stock Exchange has granted a waiver to the Company
from strict compliance with the requirements of the Rules
Governing the Listing of Securities on the Stock Exchange
(the “Listing Rules”) on the following recurring connected
transactions. Pursuant to the waiver, the Company is not
required to disclose details of such connected
transactions by press notice and/or circular and/or to
obtain prior independent shareholders’ approval. Details

of such connected transactions are as follows:

(i)  Alease agreement dated 15th November, 1996 was
entered into between Castfast Industrial (Yan Tien)
Limited (“Castfast (Yan Tien)"), a wholly-owned
subsidiary of the Company, as landlord and Kar-Info
Company Limited ("KarInfo") as tenant for the lease
of a portion of 3rd Floor of Phase 4 of a factory in
Yantian, Dongguan, the People's Republic of China
at monthly rental of HK$31,637 for a term of five

years commencing on 15th November, 1996.

(i) On 18th November, 1996, Kings Lion Development
Limited (“Kings Lion") as landlord entered into a
lease (the “Kings Lion Lease Agreement”) with
Karrie Industrial Company Limited (“Karrie
Industrial”), a wholly-owned subsidiary of the

Company, as tenant for the lease of a portion (being

5,382 square feet in gross floor area) of 9th Floor,
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Southeast Industrial Building, 611-619 Castle Peak
Road, Tsuen Wan, New Territories (the “Tsuen Wan
Premises”) together with two car parking spaces in
the same building at a monthly rental of HK$40,500
(that is, at approximately HK$7.53 per square foot)
for a term of three years commencing on 18th
November, 1996 with an option to renew for another

two years.

On 27th January, 1999, Karrie Industrial and Kings
Lion entered into a supplemental agreement (the
"Supplemental Agreement”) to amend certain terms
of the Kings Lion Lease Agreement including the
increase in gross floor area of the portion of the
Tsuen Wan Premises being leased to 20,926 square
feet and the increase of monthly rental payable by
Karrie Industrial to HK$110,448 with effect from 1st
February, 1999.

On 25th October, 1999, Karrie Industrial and Kings
Lion entered into a new lease agreement (the “New
Lease Agreement”) for the lease of Tsuen Wan
Premises together with two carparking spaces on
the ground floor of the same building at a monthly
rental of HK$87,889 (that is, HK$1,054,668 per
annum), for a term of two years commencing on 18th

November, 1999.
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(iii)
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On 11th August, 1997 Karrie Industrial entered into
a manufacturing agreement (the “Manufacturing
Agreement”) with KarInfo whereby Karrie Industrial
agreed to manufacture the devices for capturing data
in smart card management systems developed by
Kar-Info to the specifications of Kar-Info and in
accordance with work orders placed by KarInfo
during a term of two years from 11th August, 1997
to 10th August, 1999 on the terms that (i) the gross
profit margin of Karrie Industrial attributable to the
arrangement thereunder would not be less than 30%
(the "Guaranteed Gross Profit Margin”) and (ii) the
aggregate value of such work orders arising

therefrom would not be more than HK$7.200,000.

On 27th January, 1999, Karrie Industrial and KarInfo
entered into a supplemental agreement (the
“Supplemental Manufacturing Agreement”) to
amend the terms of the Manufacturing Agreement
to the effect that the Guaranteed Gross Profit Margin
be changed to 20% with effect from 1st February,
1999.

On 25th October, 1999, Karrie Industrial and Kar-Info
entered into a new manufacturing agreement (“New
Manufacturing Agreement”) for a duration of two
years from 25th October, 1999 to 24th October, 2001
on the terms that (i) the Guaranteed Gross Profit
Margin would not be less than 20% and (ii) KarInfo
would place separate work orders throughout the
term of the agreement and the size of and the fee
for each order would be separately negotiated on
the basis of (i) above but the aggregate value of work
orders arising therefrom would not be more than
HK$5,000,000.
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(iv) A lease agreement dated 15th November, 1996 was
entered into between Castfast (Yan Tien) as landlord
and Dongguan Yanxun Electronics Company Limited
("Dongguan Yanxun”), an 85% owned subsidiary of
the Company, as tenant for the lease of a portion of
a factory in Yantian, Dongguan, the People's Republic
of China at a monthly rental of HK$238,470 for a
term of five years commencing on 15th November,

1996.

Kar-Info and Kings Lion are connected persons of the
Company under Chapter 14 of the Listing Rules for the
reason that Mr. Ho Cheuk Fai, a Director of the Company,
together with his wife, control 100% of the voting power
in general meetings and also control the board of each of

KarInfo and Kings Lion.

The independent non-executive Directors have reviewed
the above transactions and confirmed that those
transactions have been entered into by the Group in the
ordinary and usual course of its business and on normal
commercial terms which are fair and reasonable so far as

the shareholders of the Company are concerned.

In addition, the following connected transactions of the

Group have subsisted during the year:

(@) On 3rd April, 2000, a loan agreement was entered
into between the Company as Guarantor, Dongguan
Yanxun as Borrower, and The Bank of East Asia,
Limited, Shenzhen Branch as Lender whereby the

Guarantor was required to guarantee to the Lender
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to secure the credit facilities of up to the extent of
RMB10,000,000 granted by the Lender to the

Borrower.

The guarantee is continuing in nature until the

Secured Indebtedness is repaid in full.

(b)  On 26th October, 2000, a financial arrangement was
entered into under which Karwin Engineering
Company Limited, a wholly-owned subsidiary of the
Company, obtained a standby letter of credit from
China Construction Bank, Hong Kong Branch to
secure the banking facilities granted by China
Construction Bank, Dongguan Branch to Dongguan
Yanxun to the extent of RMB8,000,000.

() On 30th October, 2000, a letter of guarantee was
signed by Karrie Industrial as Guarantor, Dongguan
Yanxun as Borrower, and Standard Chartered Bank,
Shenzhen Branch as Lender whereby the Guarantor
was required to guarantee to the Lender to secure
the banking facilities of up to the extent of
RMB30,000,000 granted by the Lender to the

Borrower.

Save as disclosed above, no other contracts of
significance in relation to the Company’s business to
which the Company or its subsidiaries was a party and in
which a Director of the Company had a material interest,
whether directly or indirectly, subsisted at the end of the

year or at any time during the year.
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SUBSTANTIAL SHAREHOLDERS

As at 31st March, 2001, according to the register of

interests kept by the Company under Section 16(1) of the

SDI Ordinance, the persons (other than a Director or chief

executive of the Company) who are, directly or indirectly,

interested and/or deemed to be interested in 10 per cent.

or more of the nominal value of the issued share capital

of the Company are as follows:

Name of Shareholder

Pearl Court *

HITL

HSBC Holdings plc
("HHUK")
(THHUK])

HSBC Finance (Netherlands)
("HFN")
(THENJ)

HSBC Holdings B.V.
("HHBV")
(THHBV])

HSBC Investment Bank Holdings B.V.
("HIB")
(THIBIJ)
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Note:
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Pearl Court is a trustee of the HCF Trust.

HITL is the trustee of the HWL Trust. HITL is wholly-owned
subsidiary of HHUK through HFN, HHBV and HIB, which are also
wholly-owned subsidiaries of HHUK. HHUK, HFN, HHBV and HIB
are deemed to be interested in these shares by virtue of the
interest of HITL. The interests of HITL, HHUK, HFN, HHBV and
HIB duplicate each other.

The corporate/other interests in Shares by each substantial
shareholder duplicates the family interests and corporate/other
interests of M. Ho Cheuk Fai, Mr. Ho Cheuk Ming and Ms. Ho Po
Chu, Scandy as stated in the section headed “Directors’ and chief

executives’ interests in the Shares”

Save as disclosed above, there are no other interests as

recorded on the register kept by the Company under

Section 16(1) of the SDI Ordinance as at 31st March, 2001.

AUDIT COMMITTEE

According to the requirements of the Listing Rules, the

Group has established an Audit Committee in January

1999 comprising two independent non-executive directors

of the Company. They will be responsible for dealing with

matters relating to audit which include reviewing and

supervising the financial reporting process and internal

control to protect the interests of the shareholders.
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COMPLIANCE WITH CODE OF BEST PRACTICE

In the opinion of the Directors, the Company had complied
with the Code of Best Practice as set out in Appendix 14
of the Listing Rules throughout the year from 1st April,
2000 to 31st March, 2001.

AUDITORS

The accompanying financial statements were audited by
Messrs. Arthur Andersen & Co. A resolution for the re-
appointment of Messrs. Arthur Andersen & Co as the
Company’s auditors for the ensuring year is to be

proposed at the forthcoming annual general meeting.

On behalf of the Board of Directors,
HO CHEUK FAI

Chairman

Hong Kong, 20th July, 2001
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