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REVIEW OF RESULTS

The Group continued to achieve a substantial improvement
on the financial and operating results for the year ended
31 December 2003 in spite of the Iragi war and the outbreak
of Severe Acute Respiratory Syndrome in the first half year
of 2003 which have severely dampened the recovery pace

of the global economy.

The Group achieved a turnover of HK$626,453,000 (2002:
HK$477,727,000) and a net profit attributable to
HK$37,053,000 (2002
HK$20,348,000). Earnings per share for the year ended 31
December 2003 were HK9.92 cents (2002 restated: HK5.45

shareholders of restated:

cents).

REVIEW OF OPERATIONS

2003 was a challenging but rewarding year for the Group.
While continuing to focus on OEM business with renowned
brands and to develop our own “Samxon” products as a
quality and high-technological

brand, we have also
successfully reorganized our
product mix by concentrating
our resources on higher-valued
aluminium electrolytic
capacitors used in computer
motherboards, CRT monitors,
display cards, power supplies,
flashes,

adaptors, photo

ballasts, air conditioners,
DVDs and loudspeakers, and
have expanded our markets in the overseas especially
Taiwan. We will continue our efforts to maintain a high
degree of production flexibility and to improve production

efficiency in order to remain competitive in the market.
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In terms of the geographical
distribution, sales in
countries other than Hong
Kong and PRC increased
from approximately 40.2% in
2002 to approximately
57.2%, amounting to
HK$358,278,000 (2002:
HK$191,898,000) which
were mainly contributed by
the growth in Taiwanese
market. Sales to Hong Kong
customers decreased from 28.9% in 2002 to 20.4%,
amounting to HK$127,911,000 (2002: HK$138,156,000)
while sales to the PRC market decreased from 30.9% in
2002 to 22.4%, amounting to HK$140,264,000 (2002:
HK$147,673,000).

The trading of machinery and trading of raw materials
contributed to 1.0% (2002: 5.7%) and 3.8% (2002: 2.7%)

respectively of the Group’s overall turnover.

During the year ended 31 December 2003, the Group
further increased its shareholding in a subsidiary in Wuxi
to approximately 81.7% from 80.3% as at 31 December
2002. The Group commenced its additional production
operation in Dongguan in the fourth quarter of 2003. The
Group also increased its stake in a jointly controlled entity
in Foshan to approximately 33.0% from 21.8% as at 31
December 2002.

Save as disclosed in note 33 to the audited financial
statements, the Group has no other material contingent

liabilities.
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LIQUIDITY AND
FINANCIAL
RESOURCES

At 31 December 2003, the
Group’s consolidated
borrowings in respect of
bank loans and finance
amounted to
(2002:

and its

leases
HK$202,510,000
HK$87,973,000)
shareholders’ equity amounted to HK$259,619,000 (2002
restated: HK$223,745,000), resulting in a gearing ratio of
78.0% (2002 restated: 39.3%).

In addition to the positive operating cash flow generated
during the year under review, the Group enhanced its
liquidity by obtaining in October 2003 a 3-year term loan
facility of HK$30 million from a local bank and a HK$150
million 3-year syndicated loan facility, of which an aggregate
amount of HK$142,500,000 was drawn down as at 31
December 2003. These bank loans were used to finance
the capital expenditure and general working capital of the
Group at a more favourable interest rate compared to short
term bank loans previously offered to the Group. These
have also strengthened the operating capital and

consolidated the financing structure of the Group.

Cash and bank balances of the Group at 31 December
2003 were HK$49,416,000, representing an increase of
approximately 105.9% as compared to cash and bank
balances of HK$24,000,000 at 31 December 2002.

Profit before interest, taxation, depreciation and amortization
("EBITDA”) for the year ended 31 December 2003 was
HK$74,112,000, representing an increase of approximately
38.0% as compared to HK$53,715,000 for 2002.

coverage expressed as a multiple of EBITDA to total interest

Interest

expenses improved to 13.8 times as compared to 9.7 times
for 2002.
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Capital expenditure incurred for the purchase of machinery
and equipment for the year ended 31 December 2003
amounted to HK$92,903,000, representing an increase of
approximately 94.2% as compared to HK$47,832,000 in
2002. This was funded by internally generated resources,
finance lease payables usually in 36 monthly instalments

and long term bank financings.

The Group conducts its business transactions mainly in
Hong Kong dollars, Renminbi, United States dollars and
Japanese yens. As Hong Kong dollar is pegged to United
States dollar and there has not been major fluctuation in
the exchange rate between Renminbi and Hong Kong dollar,
the Group does not foresee any high exchange risk in this
respect. Foreign exchange contracts were used to hedge
exposures where necessary. The Group has also entered
into interest rate swap contracts to partially hedge the
interest payable in the loans stated above. Credit risk was

hedged through export credit insurance coverage.

EMPLOYMENT AND REMUNERATION POLICY

At 31 December 2003, the Group had 79 members of staff
in Hong Kong (2002: 67) and employed a total work force
of approximately 3,288 (2002: 2,171) inclusive of its
operations in China and overseas offices. Total headcount
increased mainly due to the expansion of an existing
production facility and establishment of a new production
facility, both in Dongguan, to meet increasing order flows.
Salaries, bonuses and benefits to employees were
determined with reference to market terms and the
performance, qualification and experience of individual

employees.
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PROSPECTS

The Group participated some
trade fairs in Hong Kong and
the United States in 2003.
The management sees
participation in such trade
fairs as an opportunity to
expand customer base of the
Group in both China and
overseas, and to promote the
image of its brand “Samxon”
in the market. The Group has
just participated a trade fair
held in Shanghai earlier this month, and will participate in
further trade fairs to be held in Hong Kong and Germany
in the fourth quarter of 2004. To expand the sales network,
the Group has appointed several manufacturer
representatives and distributors in the United States and
South Korea, and will continue to appoint suitable
representatives and distributors for different overseas

territories.

The Group has made deposit for the purchase of a piece
of land in Wuxi, the PRC. Construction of the first phase of
the new factory premises is expected to commence in the
second quarter of 2004. We anticipate that the relocation
of the existing production facility in Wuxi to the first phase
of the new factory premises will be completed in the fourth
quarter of 2004. The first phase of new premises of about
20,000 square metres will be approximately three times of
the size of the existing factory premises in Wuxi, the PRC
and will provide room for future expansion of production
capacity and enhancement of delivery service of the Group

in Eastern China.
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