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BUSINESS REVIEW

The Group’s consolidated turnover mainly comprised its
|leadframe operation and assembly of integrated circuits and
testing services. Ininterpreting the financial results of the Group
as compared with the previousfinancial year, the fact that ASAT
Holdings Limited (“ASAT"), which is engaged in the provision
of assembly of integrated circuits and testing services, became
an associate of the Group from 29 October 1999 onwards, has
to be taken into account. As from that date onwards, the
Company has ceased to consolidate the results of ASAT but
accounts for the results of ASAT by using the equity method of
accounting. Similarly, on 29 December 2000, ASAT exercised
its option rights to acquire the entire issued share capital of
ASAT S.A., formerly asubsidiary of the Group incorporated in
France, also carrying on the business of providing assembly of
integrated circuits and testing services. The transfer of shares
in ASAT S.A. was completed in January 2001. Accordingly,
ASAT S.A. became a wholly owned subsidiary of ASAT, an
indirect associate of the Group, and since then its results have
been accounted for by using the equity method of accounting.
Whilst there is a slight increment in the consolidated turnover
in the leadframe operations of the Group as compared with the
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previous financial year (as shown in note 3 to the financial
statements), there has been a significant decrease in the Group’s
consolidated turnover for the year ended 30th April 2001, largely
as aresult of the deconsolidation of ASAT and ASAT S.A.

As explained in the foregoing paragraph, the Group’s
consolidated turnover for the year ended 30th April, 2001
amounted to HK$821 million, representing a decrease by 54%,
as compared with HK$1,801 million in the previous financial
year, largely as aresult of the deconsolidation of ASAT since
the second half of the financial year ended 30th April, 2000 (as
shown in note 3 to the financial statements). Profit for the year
was HK$741 million, compared to HK$1,115 million in the
previous financial year. As shown in note 13 to the financial
statements, this decrease was due to a decrease in the net gain
on non-recurring items by HK$268 million to HK$564 million
(2000: net gain HK$832 million) and a net decrease in the profit
for the year excluding certain non-recurring items by HK$106
million to HK$177 million (2000: HK$283 million).
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L eadframe oper ations

As shown in note 3 to the financial statements, sales of
leadframes, heatsinks and stiffeners amounted to HK$688
million, as compared to HK$683 million in the previous
financial year. Profit from operations amounted to HK$75
million, as compared to HK$84 million (before provision for
slow moving inventories) in the previous financial year. The
decrease in profit was a result of an inventory overhang and a
deceleration in the end user equipment markets across the entire
semiconductor industry starting from 2001, as reported by SIA
inits pressrelease under thetitle of “SIA Worldwide Chip Sales
for January 2001". The period from January 2001 has proved
to be very challenging to the Group, in common with the entire
semiconductor industry. In the drive to stay ahead of the Group’s
competition, the management has adopted cost reduction
programs including natural attrition/lay offs, reducing shifts,
asking vendorsto cut down on both the unit price and the volume
of each purchase, and cutting back on capital expenditure. On
the positive side, the Group’s expansion of the etching operations
to Dongguan, China, is proceeding on schedule. Further, the
Company has stepped up its marketing and product devel opment
effort by recruiting at senior levels in both the sales/customer
services and the product devel opment engineering teams, thus
enabling the Group to take advantage of the eventual market
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upswing by further improving on the working rel ationship with
customers and continue to qualify new products/designs on the
basis of a more competitive cost structure and enhanced
production capacity.

Assembly of integrated circuits and testing services

After ASAT became an associate in October, 1999, the Group’s
assembly of integrated circuits and testing services operation
continued to be carried on by its subsidiary, ASAT S.A., in
France. As explained in the opening paragraph, ASAT S.A. also
became a wholly owned subsidiary of ASAT, and hence an
indirect associate to the Group, in January, 2001. Upon transfer
of ASAT S.A., the Group realized again on disposal of HK$39
million (2000: Nil) largely reflecting the recovery by the Group
of amounts due to ASAT S.A. prior to October, 1999.

Associates

For the year ended 30th April, 2001 ASAT attained a record
level of sales of HK$2,653 million as compared to a turnover
HK$2,427 million achieved in the previous financial year. The
associate’s profit before costs arising on early extinguishment
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of debt and impairment loss for the current financial year
amounted to HK$322 million, as compared to a profit of
HK$455 million for the financial year ended 30th April, 2000.
Thedrop in profit of the associate was primarily due to increases
in depreciation and certain operating expenses that ASAT
incurred throughout the year as it ramped up to produce higher
volumes but experienced an unexpected abrupt industry
slowdown toward the end of the current financial year. In
response to the weak end user market demand, particularly in
the communications sector, ASAT has taken positive steps to
reduce its cost structure while strengthening its position with
existing customers, and diversifying its customer base. As at
30th April, 2001 ASAT’s balance sheet remained strong with
approximately US$80 million (approximately HK$624 million)
in cash, as compared to approximately US$11 million
(approximately HK$86 million) as at 30th April, 2000. In
January 2001, ASAT adopted a share repurchase program
providing for the purchase of up to US$20 million
(approximately HK$156 million) of its ADS through 31st
January, 2002.

In July, 2000, ASAT was listed on the NASDAQ National Market
and the Company’s interests in this associate was diluted from
50% to 42.6%. The Company is the single largest shareholder
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in ASAT. A gain on deemed disposal by virtue of the dilution of
the Group’sinterestsin ASAT of HK$714 million was recorded
during the year under review (2000: Nil). In January, 2001 ASAT
acquired ASAT S.A. in Nancy, France thus positioning ASAT
to better serve the European as well as eastern U.S. markets.

EMPLOYMENT, TRAINING,
DEVELOPMENT AND REMUNERATION
POLICY

During the year, the Group adopted a prudent approach towards
the size of the workforce and reducing headcount in areas worst
affected by the market downturn through a combination of
natural attrition and lay offs. At 30th April, 2001 the Group
employed a total of approximately 1,100 employees, as
compared to the average of 1,700 employees throughout the six
months period ended 31st October, 2000, being the first half
year period of the financial year under review. Despite all these
changes the Group remains committed to staff training and
development programs.
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The remuneration policy for the Group’s employeesisreviewed
and approved by the Executive Directors of the Company.
Remuneration packages are structured to take into account the
level and composition of pay and general market conditionsin
the respective countries and businesses in which the Group
operates. Discretionary bonuses and other merit awards
including staff share options are linked to the profit performance
of the Group and individual performance as recognition of and
reward for value creation.

CAPITAL EXPENDITURE

During the year ended 30th April, 2001 the Group invested
HK$37 million (2000: HK$38 million) in property, plant and
equipment in its|eadframe operation, and HK$10 million (2000:
HK$139 million) in property, plant and equipment in its
assembly of integrated circuits and testing services operations.
The Group’s projected capital expenditure for coming financial
year is estimated to be approximately HK$110 million, which
is mainly earmarked for the facilities construction and fitting
out of the Group’s etching operations to be set up in Dongguan,
China. Thiswill be financed primarily from internal resources.
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FINANCIAL REVIEW

On 30th April, 2001, the Group’s shareholders’ funds of the
Group had increased by more than double to HK$1,293 million,
when compared to the position a year ago of HK$575 million
asat 30 April, 2000. Furthermore, the Group repaid in December
2000 all of its debtsto UK Lenders, approximately six years
ahead of the original seven-year repayment term. Accordingly,
the Group’s gearing ratio has improved significantly to zero
net debts as at 30th April, 2001, against a gearing ratio of 0.39
as at 30th April, 2000. Net current liabilities of the Group as at
30th April, 2001 were HK$52 million, as compared to the
Group’s net current liabilities of HK$4 million as at 30th April,
2000.

During the year under review, proceeds from the issue of shares
asaresult of staff options exercised amounted to HK$47 million,
whereas HK$33 million was used to buy back the Company’s
shares for cancellation.
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FINANCIAL RISK MANAGEMENT

The Group’s income and expenditure streams are mainly
denominated in Hong Kong Dollars and US Dollars . Raw
materials are usually sourced from Japan and arrangements have
been reached with the suppliers that so long as US Dollar to
Japanese Yen fluctuations remain within a pre-determined range
neither party will call for arevision to the prices offered. Asthe
exchange risks are perceived as not material, no exchange rate
hedging contracts have been entered into.

Payment terms with customers are largely on credit. Credit
evaluations of debtors are performed periodically. Bad debts
have been insignificant during the year under review.

CONTINGENT LIABILITIES AND
PLEDGE OF ASSETS

For the purpose of early repayment of all the Group’s debt, the
Company has arranged a standby letter of credit to the UK
lendersin relation to banking and credit facilities to a former
subsidiary in the United Kingdom which were assumed by the
buyer of the business of that former subsidiary and which
amounted to HK$175 million as at 30th April, 2001. In relation
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to that letter of credit, the Group’s properties in Hong Kong,
approximately 10% of the Group’s interest in ASAT, and
deposits of HK$20 million were pledged and a floating charge
on the Group’s rental income was created to secure the standby
letter of credit.

During the year under review, the Company guaranteed HK $23
million (2000: Nil) in respect of banking and credit facilities
available to its subsidiaries as trading lines, against which no
security is required.

In connection with the Group’s disposal of 50% interest in ASAT
on 29th October, 1999, the Group indemnified the acquiring
investor group for various tax liabilities of ASAT group by
pledging certain sharesin ASAT to the investor group.

During the year and up to the date of this report the Group has
successfully extinguished a claim for certain shares in ASAT
limited, awholly owned subsidiary of ASAT, and all additional
estimated tax assessments raised against the Group and ASAT
Limited.
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