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BUSINESS REVIEW
I am writing with great pleasure to inform our shareholders that

the Group achieved both record sales and profits in 2003. The

Board proposes a final dividend of HK10.0 cents per share. The

total dividend payments for the full year will amount to HK15.0

cents per share, also the highest ever since we became a public

listed company in 1993. The solid financial returns, | am sure,

mark the 10th anniversary of the Group’s listing in Hong Kong

with success.
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Kingboard celebrated its 10th anniversary of listing in
Hong Kong.
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Financial summary BB E

Sales advanced to the record level of HK$4.4 billion (nine
months ended December 2002 — HK$2.5 billion) on the back
of improved market conditions in the second half
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Pre-tax profit margins* fell to around 13% (nine months ended
December 2002 — 15%) due mostly to increased material costs
but soft selling prices in the first half
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Net profit reached a new level of HK$472 million (nine months
ended December 2002 — HK$301 million), but return on equity*
was diluted to around 16% following both the equity issuance
of 60 million new shares in May 2003 and the full conversion
of bonus warrants into 45 million new shares by December
2003
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Gearing ratio in terms of interest bearing borrowings net of
cash to shareholders’ funds improved marginally to around
46% (December 2002 - 49%)
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excluding goodwill and loss on deemed disposal of partial interests in a
subsidiary

* TEERBREEHE—FHEBRASGER2ER

)

KB Z22=4#%%




KINGBOARD Chemical
%2 335 Holdings Limited

CHAIRMAN'S STATEMENT i I m

B

Turnover Breakdown by Product

EEED M

4%

23%

&v

25%

12 months ended December 2003
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9 months ended December 2002
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The year was full of surprises with which our workforce coped
extremely well. It started with incidents of Iragi war and SARS
outbreak, further pressurized by increased material costs in the
first half. However there was virtually no disruption in our plant
operations and capacity expansion continued to progress in this
period. The second half saw the long overdue recovery in the
electronics industry, driving strong sales demand and in turn
selling price increases. We were then able to take the full
advantage of this upturn and served our customers of laminates
and printed circuit boards with increased production capacity.

In the laminate segment we continued to gain market share.
Volume sales increased by over 30% and the average monthly
shipment of laminates reached 4.4 million square meters.
However, as indicated in our interim report, in the first half the
cost of raw materials including copper, pulp and chemicals, surged
on the average 15-20%. This coupled with the soft selling price
trend had adversely impacted our EBIT (earnings before interest
and tax) margin. From July onwards the picture had a significant
change. The electronics industry showed signs of sustained
rebound. Demand growth for most consumer related products
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such as computer, mobile handsets and DVD players was reported
to accelerate. Our order book for laminates started to consistently
exceed our production capacity, supporting a firm uptrend for
the selling prices as well as profitability. EBIT margin for the full
year as a result was managed at around 16%, similar to the year
2002.

The printed circuit board segment also posted strong sales growth.
The new production plants were completed in late 2002 and
became fully utilized in the second half. Hence our total volume
output for the single-side and multi-layer increased by 135%
and 40% respectively. EBIT margin, however, was dragged down
to around 7% (2002 — 11%) by start up losses of the new plants
in the first half followed by a combination of increased material
costs and soft unit selling prices in the second half. In October
2003 our offer to acquire Suwa International, a Hong Kong listed
printed circuit board company, fell through, but there was no
material adverse impact on our development plan.

The chemicals segment continued to successfully serve two
strategic functions, a reliable internal key material supplier as
well as becoming one of the key players in the chemicals market
in China. Last year the total volume sales of the current three
main products i.e. formalin, hydrogen peroxide and epoxy resin
grew over 20% and had 65% sold to over 500 external
customers. EBIT margin was under pressure at around 6% (2002
- 11%) as feedstock costs across the board increased. Particularly
the price of methanol, the major feedstock for formalin and

hydrogen peroxide, jumped over 40% last year.
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The petrochemical terminal in Changzhou, Jiangsu further
enhances our chemical operation in Eastern China.
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For four years in a row the Group was chosen by the Forbes as BMASEEEL _AREERINGFE
one of the best 200 companies with annual sales below US$1 ¥R T EETLHNEERF - EER_Z
billion outside the US in October 2003. E=Ft+REBENFRERERAF 22—
s n
Forbes
BEST UNDER A S1LLION
COMPANIES FOR 2003
Tikesdey hoverizer B 2
The Group has been named by Forbes Global again as
one of “The World’s Best 200 Small Companies”.
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The Group continued to be in a healthy financial position. As at SENMBRABERERE-SER
31 December 2003, net current assets and current ratio of the T=F+=-RA=+—H ZMEJJQE}?@E‘?’
Group were approximately HK$1,413 million (31 December 2002 ME—F=g@8t(ZEE_F+=A=
— HK$940 million) and 1.82 (31 December 2002 - 1.69). T—HABOETEEL) RBLXANA
182(ZFEZE-_F+_-_A=+—H:169)
The net working capital cycle had improved from 132 days as at 5¥%ii§§ﬁﬁﬁm_gg_¢+ A=+—
31 December 2002 to 127 days as at 31 December 2003 with HE 1328 EﬁZ EE_TE=F+ZR=+—
the breakdowns as follows: H®1278 @5 ZZDTi
— Inventories, in terms of stock turnover days, decreased to 70 - GFEHEEHREEETIOR (ZEE-F+=
days (31 December 2002 — 89 days). The Group’s finished A=+—H:898) -BARBMARE T ¥
goods, due to the robust demand for laminates throughout FHFERRY ERENFEREHRER
the second half, reduced to below 10 days (31 December ELRI0B(ZEEF+ A =+—
2002 - 20 days). H:208) ¢
— Trade receivables, in terms of debtors turnover days, increased — BHRWIANBEHERZE138H (=
to 138 days (31 December 2002 — 120 days). However, by gi F+=-—A=+—H:120R) A&
comparing with the increased sales figures in the last four FREAKEDOEAGME 2 HERLER
months, debtors turnover days remained at 120 days, similar & B SR FIENBEBMAERN 1208
to the previous year. K- HEEFRE
— Trade and bills payables, in terms of creditors turnover days, — BHREBRENFENBERALTRZES]
increased to 81 days (31 December 2002 — 77 days). A( 222 -F+=-A=+—Q0:77H) -

KB ANNUAL REPORT 2003 8§




CHAIRMAN'S STATEMENT
£

In May 2003 the Group received net proceeds of approximately
HK$380 million on the issuance of 60 million new shares to
institutional investors. In addition HK$259 million was raised from
the exercise of bonus warrants by the year end. In the year the
Group continued to invest significantly in new production capacity
with around HK$1.1 billion. As a result, the ratio of interest
bearing borrowings net of cash to shareholders’ funds only
improved marginally to 46% (31 December 2002 - 49%).

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 24%:76% (31 December 2002 - 31%:
69%).
denominated in Renminbi and the rest in Hong Kong dollars.

Approximately 7% of the bank borrowings was

The Group consistently adopts a prudent financial management
policy including the possible use of forward interest rate and
foreign exchange hedging instruments to minimise the risk of
their fluctuations. As at 31 December 2003, approximately 45%
of the bank borrowings was fixed with three to five year forward

interest rate contracts.

The Group’s exposure to foreign exchange fluctuations was
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minimal. Our revenue being mostly dominated in Hong Kong LIﬁU\IEL/{/%TE ARBRETHEE HEE
dollars, Renminbi and US dollars was fairly matched with the X HEEERKBAER-

currency requirements of operating expenses.

HUMAN RESOURCES | ABER

As at 31 December 2003, in line with the further expansion of
production facilities across the board, the Group's employees
had increased to around 12,700 (31 December 2002 - around
8,900). Of this number, around 50 were based in the Hong
Kong offices while the rest employed in the production plants in
the mainland China. Besides offering the staff with competitive
remuneration packages, discretionary bonuses and share options
are also granted to eligible staff in accordance with the Group’s

and individual performance.

EER-_ZTZE=F+_A=+—HAFERE
51,712700/\<_2§:¢+—ﬁ:+
1498,900A) - ARR & £ ERIERE —
}Eﬁ:o SHROBS0ANRBEAENERITE Hig
ARBREERE SEBBROERERSTN
BB WERSR RS ERBRET R
WHENE I AR AS B

BOARD Chemical

Holdings Limited

KB

2= Q




CHAIRMAN'S STATEMENT
£

KINGBOARD Chemical

22 73 Holdings Limited

e L E M

PROSPECTS

The recovery in the electronics industry, in turn the laminate
industry, continues unabated. During the three years’ downturn,
most participants in the industries of the laminate and its related
raw materials were not able to make reasonable returns, leading
to both shut-downs and lack of new investments in capacity.
Hence the current recovery of the laminate demand is facing a
number of bottlenecks such as the tight supply of glass yarn.
Some of these bottlenecks will require at least one year expansion
lead time. In addition the huge surge in the prices of most
commodities and steel, coupled with the strong currencies of
euro and yen, is prohibiting the weaker players from aggressive
expansion. Although our order book visibility again is limited to
the next couple of months, | am increasingly convinced that, as
long as no drastic change in the demand, the current upturn in
the laminate market will be sustained for some time. Our laminate
segment, with capacity expansion and increased vertical
integration in the last few years, is therefore in a solid position
to post strong performance in the current year. By the end of
2004, we aim to increase our monthly laminate capacity by 44%
to 6.7 million square meters.

The printed circuit board segment will continue to face the
challenge from increasing material costs. Not only expanding the
capacity to serve the growing demand from customers, the
management of our printed circuit board plants will take the
implementation of cost reduction measures on all fronts as the
top priority in the current year. In addition there has been a
gradual improvement in the selling prices and shift to the sales
of higher layer count products.

We believe the investments in the chemicals will see good returns
in the next few years. In the last couple of months, based on
new capacity and tightened cost measures, we have been seeing
an improvement in profitability. Last year we started to produce
tetrabromobisphenol-A with a monthly capacity of 900 tones all
of which is used for internal consumption. In September we

acquired a caustic soda plant with a monthly capacity of 2,500
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tones in Hengyang, the Hunan province. Other than serving the
local demand, the plant’s output is making inroads into our
printed circuit board customers. Hence we are in the process of
doubling its capacity by early 2005. In addition we entered into
a 40:60 joint venture with CNOOC’s chemical division targeting
to produce 600,000 tones of methanol per annum in the Hainan
province from mid-2006 onwards. There is a guarantee of at
least 65% methanol output sold to us. In the Hebei province,
the construction of a coal-based methanol plant with an annual
capacity of 120,000 tones, as mentioned in the interim report, is
well on track. It is scheduled to complete by end 2004. In the
current year we have just completed a melamine plant of which
the output, other than for internal consumption, has been sold
out. We are also strengthening our position in the hydrogen
peroxide market. In the next few months, a new plant of sodium
hydrosulphite and hydrogen peroxide in Nansha, Guangdong will
be completed. Not only sodium hydrosulphite will be targeted
the same customers as hydrogen peroxide, manufacturing both
products together should significantly reduce the unit production
costs. Furthermore we have recently acquired a hydrogen peroxide
plant with the monthly capacity of 6,000 tones in Gaomi,

Shangdong for RMB50 million in order to broaden our

geographical coverage in China.
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The joint venture with CNOOC's chemical division is
another milestone for the Group’s vertical integration.
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APPRECIATION

On behalf of the board of directors, | would like to extend my

gratitude to our shareholders, customers, banks, and employees

for their last year’s support.

CHEUNG Kwok Wing
Chairman

Hong Kong, 18 March 2004
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Annual meeting enables the Group’s senior management
to share their views and set new targets for the year’s
corporate development.
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