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Da\wa Associate Holdings Limited

EFHEELERAZARRE

Surface Mounted Facilities for EMS Projects

PRESIDENT’S STATEMENT

On behalf of Daiwa Associate Holdings Limited, | would like to present to

shareholders the Group’s audited report for the year ended 31 March 2003.

| am taking this opportunity to express our gratitude to the Group’s staff for
their contributions enabling the Group to work through a tough business

environment and securing a fair performance for the preceding year.

RESULTS AND DIVIDEND

The Group recorded a consolidated
net profit after taxation and minority
interests for the year ended 31 March
2003 of HK$12.3 million, representing
a growth of 19% from last reported
year. Basic earnings per share was
HK7.76 cents (2002: HK6.51 cents).

During the year, turnover of the Group
increased from HK$733.6 million to
HK$773.5 million, representing an
increase of 5.4% from that of the

previous financial year.

The Board of Directors has proposed a final dividend of HK1.5 cents per ordinary
share payable to shareholders whose names appear on the Register of Members
of the Company on 15 August 2003. Subject to the shareholders’ approval at
the forthcoming annual general meeting, the dividend will be payable on 5
September 2003. During this year, an interim dividend of HK1.5 cents per
ordinary share amounting to HK$2.4 million was distributed.
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LIQUIDITY AND FINANCIAL RESOURCES

At 31 March 2003, the Group’s net current assets amounted to HK$143.6
million and the shareholders’ funds were HK$274.4 million. The amount of total
borrowings and finance lease obligations was at low level of $43 million and the
gearing ratio, which is defined as total borrowings, excluding minority interests
and deferred taxation to shareholders’ funds was 0.16. The year-end cash and
bank balances were HK$60.8 million while after net of bank borrowings was
HK$23 million.

At 31 March 2003, total available
banking facilities of the Group were
approximately HK$147.9 million, of
which HK$90.7 million was available
for use. Finance lease obligations
outstanding on the same date
amounted to HK$5.2 million.

The Group’s assets were financed by
shareholders’ funds, trade payables

EEEBRIFITEERFEN—FR
R BB HeRBREFHEE
ENBET ETRARBAE
i - HRELEEBEXRIBE
REREINIBEE BERRERECAES Y
TH - REEEFHEN TEBEEERCEE  Be
RBeERE - DURKELRER - S8 2 ERI9RZH
SERHE  -R-ZTT=F=A=+—8 AEELE
EWETEEERTEE -

m%$iﬁﬁﬁ%W%@&M¥%WM'TE$$
EAZE-—RB-_F-B=+tEBT(CTZ_F: N\T
:EA+%%E)'W¢ZEﬁm%ﬁﬁRK+i°

SEARRZEEMBAERZARALMAE  BE
EETEREEHN -FAFEHSEXHBEREH
Sh MBRNARLTEERT  LEIABREKS -

EMSZE da—

and bank borrowings. Trade payables

and bank borrowings are repayable

AR
EMS Product — Telecommunication Module

within one year. The borrowings, cash
and cash equivalents were mainly
denominated in Hong Kong dollars, US dollars or Renminbi. As the exchange
rates of these currencies are relatively stable, the Group did not use any financial
instruments to hedge the foreign currency liabilities, assets or investments.
Instead, the Group monitored the mix of the borrowings and cash and cash
equivalents relating to these currencies to minimize the effect of the exchange
risk. The Group’s borrowings were bearing interest at floating rates. At
31 March 2003, the Group did not pledge any fixed assets for securing banking
facilities.

Due to the introduction of new distribution line and the increased turnover in
the reported year, inventory level was increased to HK$121.3 million (2002:
HK$82.8 million). Stock turnover was under 60 days for both years.

As the core of future, the Group laid great effort in product research and
development activities as well as production process re-engineering. During the
year, except for the capital expenditure, total amount incurred for these activities
was approximately HK$6.5 million, which has been charged to the current year’s

profit and loss account.
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Daiwa Associate Holdings Limited

BUSINESS REVIEW AND PROSPECT

The Group is engaged in two major businesses, namely:
— Manufacturing and Distribution of Electronic Components
- EMS (Electronic Manufacturing Services), OEM and ODM business

Electronic Components

Turnover under this category of the reporting year was HK$493.6 million
representing a growth of 6.2% when
compare with that of last reported
year (2002: HK$464.8 million).

Component Manufacturing

The Group is engaged in
manufacturing of Diodes (DOS5,
DO34, mini-MELF and DO41
packages), Transistors (SOT23 and
TO92 packages), Variable Resistors,

Electronic Wires and Harnesses.

SIREEER

Leadwire Forming Workshop

Diodes

The Group has over 15 years of experience in manufacturing of the epoxy
encapsulated DO-41, glass encapsulated DO35, DO34 and mini-MELF diodes.
Major models of these packages are employed as rectifier diodes, switching
diodes and zener diodes from axial types to surfaced mounted types. The
diodes are generally applied for almost every kind of electronic products and

the demand is essential and substantial.

The Group spent substantial efforts to enhance the quality, efficiency and product
yield rate of the diodes to reduce the costs. Although the Group faced big
pressure on product price deduction, the Group stood firm as one of the market
leaders of this industry by offering competitive prices with high quality. Capacity
of the diodes increased quarter by quarter and turnover increased by more than
90%. At the same time, profit margin increased by 5.3% when compared with
that of the last reported year.
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Dumet lead-wire was one of the major cost elements of the diodes and the
Group had invested more than HK$8 million in the new lead-wire forming machine
and manufacturing equipment for the diodes. In the reporting year, most of the
lead-wire of this sector was supplied by third party manufacturers, which resulted
in less room for cost reduction and less flexible in delivery schedules. Through
the enhancement of production facilities and equipment in this sector, cost of
the diodes is expected to be reduced substantially and bring in considerable
contribution to the profit of this sector.

Transistors

Demand for transistors dropped
drastically and there was huge global
excess supply in SOT-23 and TO-92
packages. For some massive models,
prices dropped below the production
cost. Facing this adverse situation,
the Group had re-phased the model
of production management to improve
flexibility. The Group targeted on small
orders with short lead-time and

demanded specifications. By investing

B R BE e
Mini-Melf Glass Diodes

extra management resources to cater
for these orders of semi-tailor made
transistors, the production was
distinctive over market players of the
similar production size. Turnover of
this sector was thus increased by

50%.

Wire and harnesses

Manufacturing of electronic wire and harnesses is still at an entry level of business
for the Group. Main application of this category is for consumer electronic such
as power cords, electronic wires, computer cables and connectors etc. The
demand for this sector was steady. In the past year, the Group had obtained
more international safety standard approval such as UL, CUL, CCEE, VDE, CSA
and BT for new categories. Quality of these products maintained steady and
the sector had started to supply products to PRC customers. Turnover of this
sector was not substantial when compared with core sectors of the Group but
still had a 50% growth from last year.
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Daiwa Associate Holdings Limited

Electronic Component Distribution

The Group is one of the leading distributors of electronic components in Hong
Kong and PRC. As an authorized distributor for Toshiba, Panasonic, Rohm, On-
semiconductor, Liteon and Sino America, the Group had professionally marketed
integrated circuits, transistors, microprocessors, discrete and passive electronic
components of these renowned brands. Major application of electronic
components in this sector were audio and video products, electronic toys,
power supplies, household appliances, air-conditioners and other consumer

electronics. In the reporting year, the
entered into

Group new

[ = distributorship agreement with Arnold

| g . . )

i HE‘]I:I ‘ Magnetics Limited, a key supplier of
e S high efficiency ferric powder magnetic

core for power management.

The contribution of local delivery and
sales promotion in PRC towards
electronic components business
became more and more significant.
The sector had established various

important sales offices in Shenzhen,

REIREL T RRTE

Chip-On-board assembly process

Guangzhou, Shanghai and Beijing.
The sector also provided strong
logistic support by setting up liaison
offices in free trade zones and setting up various warehouses close to major

customers to furnish the just-in-time delivery and supportive services.

In the reporting year, although product prices and demand for electronic
components dropped and certain sale orders were given up because profit
margin fell below the Group’s expectations, by the joint effort of HK and China
sales team and engineering staff, turnover for this segment was recorded as
$379 million, representing only a slightly decrease of 3%, while gross profit
contribution to the Group was $34.2 million, representing a increase of 12%
when compared with the same period last year.
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In addition to maintaining good and reliable supply of electronic components,
the Group was on providing advanced engineering support for software as well
as design-in for customers that the customers can enjoy a total solution of one-
stop purchase of major components. In the reporting year, by employing MCU
(Micro Computer Unit) and RISC IC (Reduced Instruction Set Computer), the
sector successfully provided solutions for VCD, Boom-box, Music Centre, Set-

top Web Box and Power Supply.

As an after result of signing new
distributorship agreement with new
principal suppliers, inventories and
accounts receivable of this sector
were slightly increased. We have
accounted for such increases and
they are expected to be restored to
normal upon the development of the

new product line.

The management believes that by the
development of new product lines of
components together with the market

development in PRC, business in this
—BANBEMEAZ NGBS

sector would have a new highlight in
Miniature Speaker for Telecommunication gniig

the coming year.

EMS (Electronic Manufacturing Service), OEM and ODM

The sales turnover of this sector was $280 million which represented a growth
of 4.2% when compare with the same period of last reported year (2002:
HK$268.7 million).

Electronic Manufacturing Services by providing quality products and services to

demanding customers is one of the major contributors to the Group’s profit.

The Group endeavor to explore new technologies in assembling and
developments of electronic products from simple audio boom-box to GPS
antenna and telecommunication parts. In the reporting year, a new premise for
the EMS was built and new equipment was setting up to further facilitate the

EMS manufacturing.
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The expansion of dustproof clean-room and anti-statistic assembling floors in
the new production plant could further enable the sector to meet the qualification
from demanding EMS customers. The sector had procured advanced SMD
mounters, high precision automatic solder paste printer, automatic optical
checker, in-circuit tester and nitrogen filled re-flow furnace to equip the surface

mounted manufacturing capability for the EMS business.

The performance of OEM and ODM business of consumer electronics was
stable. The Group maintained strong engineering teams in mechanical, electronic
as well as software engineering. As
one of the a few qualified
manufacturers of renowned and
sizable end buyers such as Wal-Mart
and Kmart, the Group gained quite a
number of new customers. The
management expected that business
in this aspect would have a
reasonable growth in the forthcoming

years.

Reliable quality control and quality

assurance is the essential success

BZEERNWEER - BRTES EMS — & FE BO% L BB A factor to the Group’s EMS, ODM and
EMS-QA & QC data are uploaded to intranet

ISO9000RFE SN + SEE IR IEHEH
ISO140007 IRIRRFE  QS9000
ZAEEREBENG-SigmaE z REEE RS o
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Daiwa Associate Holdings Limited

OEM business. Other than the
ISO9000 certification, the Group is
now implementing management systems towards the certification of ISO14000
environmental certification, the QS9000 automobile certification as well as the

6-sigma quality management system.
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EMPLOYEES

At 31 March 2003, the Group employed a total of approximately 3,500 employees
of which 120 were Hong Kong based while most of the others were PRC
employees. Sales personnel are remunerated by salaries and incentives in
accordance with the achievement of their sales target. General staff are offered
salaries and year-end discretionary bonus which is based on the divisional
profit and individual performance. The Group also provided a Mandatory Provident
Fund and medical benefits to all Hong Kong employees. While for PRC

employees, the Group made
contributions to state-sponsored
retirement plans as stipulated by the
PRC rules and regulations. During the
reported period, no share options

have been granted to employees.

FUTURE PROSPECT

The Group will continue to maintain
low bank borrowings in the coming
year that the Group will minimize bank

charges and interest.

ODM —fi / ZF 28
ODM-Transformer in SMT Outline

The new distributorship from
renowned principal suppliers in the distribution business of electronic components
will further enhance the penetration and profitability of the distribution sector of

electronic components.

In the manufacturing of diodes, after the setting up of new Dumet lead-wire
facilities, cost of glass diodes would substantially be reduced. The management
is now discussing with a renowned international customer to gain new substantial

OEM contract of production under their own label.
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REBEEFPHEEET 2BAE NHEIYA4 - 8 The Group has entered into contract to acquire all the shares (39%) of a jointly
BEHF-—HALR2R 2B TE2HBRMN (EHZ=T controlled entity in Zhao Qing from the local government. The jointly controlled
N) > AR EBHEDO-MER_BERTO92=1  entity owns most parts of production facilities in manufacturing of DO-41 rectifier
BHEERE  BARNDE  ANEBEEKAEEEZ  diodes and TO92 transistors. After this acquisition, the Group is expected to be
REEGHEELN  NEFELENE - more flexible in developments and consolidations of productions in more

economical form.

SEEBERBERZLEFTMERFTSMDEL A RELE  After the setting up of advanced new production site and new SMD facilities in
TRE FEREETHEEMSEFENBES ZEEHREM  Yantien, PRC, the Group is now in discussions with potential EMS customers to

SHREBFETEEBZKE ° move their production sites to the
Group’s new facility in the

forthcoming years.
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The management believes that the
coming year will be a developing
year. Advanced management and
technologies will lead the Group to

be distinctive over competitors.

ODM 5 B & F& i
ODM Consumer Audio

B LAU TAK WAN
EIRER President
BE —TET=FtATXH Hong Kong, 16 July 2003
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