BUSINESS REVIEW

It is my pleasure to report to shareholders that, with our consistent
focus on core business and efforts in driving down costs, the
Group for the nine months to December 2002 had successfully
managed both top and bottom lines back to growth. In light of
solid business foundation and sound financial position, the Board
proposed to further increase the dividend pay-out ratio, as a
percentage of earnings per share, with the final dividend
recommended at HK6.0 cents per share. This would make the
total dividends of HK10.0 cents per share for the nine months
period under review, a 16% increase on an annualized basis
from the last financial year. Facing the difficult environment in
the global electronics industry, our workforce from management
down to production floor had worked hard and performed well
to help the Group gain more business. Hence once again in the
nine months period we achieved excellent performance among

our peers as follows:
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. Revenue for the nine months period reached HK$2,552
million (year ended March 2002 — HK$2,464 million)

. Pre-tax profit margins, excluding the non-cash items*, were
held at around 15.6% (year ended March 2002 — 16.8%)

e Return on equity, excluding the non-cash items*, was
annualized at 18.2% (year ended March 2002 — 17.7%)

e  Gearing ratio in terms of interest bearing borrowings net
of cash to shareholders’ funds stayed at the comfortable
level of 48.6% (year ended March 2002 — 42.6%) with
the overall debt profile increasingly long-term biased

* comprising goodwill and loss on deemed disposal of partial
interests in a subsidiary

In the laminate segment, volume sales were up by more than
25% from the corresponding nine months period last year with
the average monthly shipment over 3.5 million square meters.
Laminate prices stabilized, but they were on average 20% lower
than a year ago. Hence EBIT (earnings before interest and tax)
margin, partly helped by the increased economies of production
scale and higher degree of vertical integration, dropped slightly
to 17% from 19% in the last financial year. In the period under
review, we had added new production capacity of laminates,
beefed up the drilling services and vertically integrated the

production of glass yarn, a key material for glass epoxy laminates.
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A new paper laminate plant located at Shi Xing,
Guangdong commenced production in December
2002.
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The chemicals segment had performed strongly, aided by a price
recovery of formalin and the full scale production of epoxy resin
which started to have a trial run only in October 2001. External
sales amounted to HK$319 million for the nine months period
under review (year ended March 2002 — HK$265 million). EBIT

margin expanded to 11% from 8% in the last financial year.

Contract drilling becomes part of our core product offerings to printed circuit
board customers.
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The printed circuit board segment managed to achieve 20%
volume growth, offsetting the impact of around 15% decline of
selling prices. EBIT margin, although helped by the reduction of
material costs, was dragged down to 11% from around 15%
last year. This was owing to the write-off of pre-operating costs
associated with new production plants and a provision made
against the receivables due from a US based customer who
ceased operation in mid-2002.

In September our 59.8% owned subsidiary Kingboard Copper
Foil Holdings Limited (KBCF) entered into a memorandum of
understanding with Yinde City People’s Government to acquire
Bai Shi Yao Hyro-Power Plant for RMB 700 million. The majority
of the power plant’s output will be consumed internally by our
production facilities after 3-5 years of the take-over. Other than
RMB 200 million coming from KBCF's existing cash pile, the rest

RMB 500 million consideration is expected to be financed by a
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The development of an industrial complex at Nansha,
Guangdong is to accommodate the expansion of our
chemical production capabilities.
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long term bank loan without recourse to both KBCF and the
Group. Negotiation for the proposed acquisition is under way.
Transaction will be completed after the finalization of other terms

and conditions being satisfactory.

For the third consecutive year the Group was named “the World's
200 Best Small Enterprises” by Forbes in October 2002.
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LIQUIDITY AND CAPITAL RESOURCES

The Group continued to have a healthy balance sheet. As at 31

December 2002, net current assets and current ratio of the Group
were approximately HK$940 million (31 March 2002 - HK$688
million) and 1.69 (31 March 2002 — 1.50).

The net working capital cycle had improved to 132 days (31

March 2002 — 155 days) with the breakdowns as follows:

o Inventories, in terms of stock turnover days, decreased to
89 days (31 March 2002 — 99 days)

. Trade receivables, in terms of debtors turnover days, stayed
almost flat at 120 days (31 March 2002 — 119 days)

o Trade and bills payables, in terms of creditors turnover
days, increased to 77 days (31 March 2002 — 63 days)
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Our work on creating value for shareholders is
bearing fruits and gaining recognition.
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The ratio of interest bearing borrowings net of cash to
shareholders’ funds increased slightly to 49% (31 March 2002 -
43%) mainly due to the funding of around HK$685 million capital
expenditure for future growth. However the mix of borrowings
continued to shift in favor of long-term biased funding. The
balance between short term and long term bank borrowings was
31%:69% (31 March 2002 — 51%:49%).

The Group had a limited exposure to currency fluctuation. While
sales were denominated in Hong Kong dollars, Renminbi and US
dollars, operating expenses were mostly paid in the three
currencies within which there had been fairly rigid exchange

rates.

HUMAN RESOURCES

As at the end of December 2002, the Group had around 8,900
staff (31 March 2002 - around 7,000 staff) of whom around 80
were based in the Hong Kong offices and the rest in the China
production plants. The increase in the headcount was resulted
from further expansion in production facilities across all operating
divisions. With the recognition of attracting talents as part of
the key to our success, the Group is committed to continue
offering competitive remuneration enhanced by discretionary
bonuses and share options to staff with outstanding performance.

An annual meeting for the Group’s management of around 300
members is usually held in January to lay down objectives for the year.
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PROSPECTS

The laminate market conditions have stabilized but continued to
be challenging. Nevertheless, in line with the industry’s peers,
the Group has recently been able to raise the laminate’s selling
prices in order to offset the increases in material costs. With the
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growing demand for laminates experienced in China, the Group
is committed to further capacity expansion to strengthen our
leading position. In December 2002, a new paper laminate plant
was completed, increasing the production capacity by 25%. In
addition we are planning to set up a new glass epoxy laminate
plant in the next twelve months. In the chemicals segment, we
are working on new chemical products to serve our growing
internal demand. Meanwhile new locations outside Guangdong
for formalin plants are being considered to broaden our customer
base within China. The 50,000 tonnes petrochemical terminal in
our industrial complex in Nansha of Guangzhou has almost been
completed and should commence operation in mid-2003. On the
printed circuit board front, we have been receiving technical
qualification from customers for our newly completed plants
which are expected to reach the break-even point by the second

half of the current year.

APPRECIATION

On behalf of the board of directors, | would like to take this
opportunity to express gratitude to our shareholders, customers,
banks and employees for their unequivocal support in the past

nine months.

CHEUNG Kwok Wing

Chairman

Hong Kong, 26 March 2003
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