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Dear Shareholders,

| am pleased to report that 2003 was another successful year for
Karce International Holdings Company Limited (the “Company”
which, together with its subsidiaries, (the “Group”)) and the Group
had experienced significant growth in net profit attributable to
shareholders.

For the year ended 31 December 2003, turnover of the Group rose
by approximately 6.3 per cent. to approximately HK$ 589,653,000
(2002: approximately HK$554,548,000). In spite of the competitive
business environment, the Group was able to improve the gross
profit margin by approximately 0.8 per cent. to approximately 18.8
per cent. (2002: approximately 18.0 per cent.).

Operating profit before taxation and minority interests increased by
approximately 179.1 per cent. from previous year to approximately
HK$28,521,000 (2002: approximately HK$10,219,000).

Net profit attributable to shareholders has also increased by 198.8
per cent. to approximately HK$23,050,000 for the year ended 31
December 2003 (2002: approximately HK$7,713,000). In addition,
the earnings per share increased from approximately HK$1.39 cents
for the year ended 31 December 2002 to approximately HK$4.19
cents for the year ended 31 December 2003.
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In appreciation of shareholders’ support for the Group, the directors
of the Company (“Directors”) are pleased to recommend a final
dividend of HKO.5 cent per share payable on or before 30 June
2004 to shareholders whose names appear on the register of
members of the Company on 25 May 2004 and is subject to the
approval by the shareholders in the forthcoming annual general
meeting. The total dividend paid out to our shareholders represents
about 11.9 per cent. payout ratio on the Group’s profit attributable
to shareholders. This generous dividend payout ratio is in line with
our aim to create shareholders’ value.

The results of 2003 reflected challenging economic conditions
attributed by the outbreak of Severe Acute Respiratory Syndrome
("SARS"), the war in Iraq and poor consumer sentiment. Despite
these conditions, all of the Group’s businesses performed soundly
and grew steadily from the investments undertaken in prior years.

Earnings before interest, taxation, depreciation and amortisation
("EBITDA") from the Group’s established businesses grew 37.8 per
cent. to approximately HK$72,842,000 (2002: approximately
HK$52,861,000). The Group will continue to develop and expand
its core businesses while maintaining its healthy financial position.

The Directors are encouraged by the successful investment in an
associate, Ascalade Communications Holdings Limited (“Ascalade
Holdings”, which together with its subsidiaries, the “Ascalade
Group”) in which the Group owned 49 per cent. of its equity
interest.

It was a very successful year for the Ascalade Group in 2003. For
the year ended 31 December 2003, the Ascalade Group had
achieved 486 times increases in record turnover and 90 times
increase in profit before taxation respectively. Strong growth of
sales in the Ascalade Group has been driven by our innovation in
product design and functionality which had led to increases in
orders from the existing customers and thus, enhancing the ability
to open up new markets, particularly in Europe, the United States
of America (the “America”) and the Asia Pacific region.
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The customer base of the Ascalade Group comprises mainly of
prime telecom operating companies and telecom product distributors
in the European market. The core business of the Ascalade Group
continues to be the design and manufacture of digital and
analogue corded and cordless telephones for sale to major telecom
companies and distributors in Europe, America and Asia-Pacific.

Supported by a capable and dedicated management team, the
Ascalade Group is well positioned to take on further challenges and
opportunities in full confidence.

SARS had limited impact on the operations of the Group for the
year ended 31 December 2003. It had mainly affected our
customers’ site inspections for production facilities in our factories
in Dongguan.

On the other hand, the Directors are pleased to report an increase
in overall sales volume despite the difficult times brought by
unforeseeable environmental factors. This was largely attributed to
the Group’s operating and management efficiency derived from
production scale. As one of the leading manufacturers of consumer
electronic products and components in Asia, the Group is a lot
more resilient to adverse situation than its peers, thanks to years of
dedicated efforts in consolidating the fundamentals.

Given all our hard work in the past year, the Group has maintained
its dominant position in the branded electronic calculators
manufacturing sector. Operating profit derived from the electronic
calculators and organizers segment rose year-on-year by 46.3 per
cent. to HK$19,401,000 in 2003, compared with HK$13,263,000
in 2002.
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In line with previously stated goals, the Group expanded its
business into the manufacturing and distribution of Printed Circuit
Boards (“PCB"”) and conductive silicon rubber keypads products.
With the US and Europe economy in steady pace of recovery, the
management of the Group saw strong PCB bookings in mobile
handsets and communication related products in the second half of
2003.

During the year under review, the increases in world demand
together with the continuous supply chain outsourcing into China
have provided the Group with more opportunities to expand its
market share in the region. As at 31 December 2003, PCB backlogs
further built up as the book-to-bill ratio stood at above one.

As a result, turnover derived from the PCB business increased by
approximately 53.7 per cent. from approximately HK$86,583,000
to approximately HK$133,093,000 for the year ended 31 December
2003.

For the year ended 31 December 2003, turnover derived from the
conductive silicon rubber keypads products grew up by approximately
14.3 per cent. from approximately HK$105,682,000 to approximately
HK$120,748,000.

Although 2003 was a difficult year due to SARS, the war in Irag and
an increasingly competitive world environment, the Group had
performed well in all of its established business sectors and enjoyed
strong cashflows from its diversified operations. EBITDA from the
Group’s established businesses had grown by approximately 37.8
per cent. to approximately HK$72,842,000 (2002: approximately
HK$52,861,000). The Group will continue to develop and expand
its core businesses while maintaining its healthy financial position.

With affirmed improving economy ahead, the Group is expecting
new business opportunities in the coming year.
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Electronic calculators and organisers

The electronic calculators and organizers business will manage to
get customized electronic modules approved by various major
customers. This will bring additional business along with the
established businesses of electronic components and electronic-
integrated connectors.

To cater for the upcoming business expansion, additional production
capacity and clean rooms are in the process of setting up and
expected to be completed by the end of the second quarter of
2004.

PCB

With growing business opportunities from both existing and new
communication customers, the Group is expecting greater PCB
demand for application of communication products in 2004, which
would bring about even better layer count mix.

It is expected that critical raw material prices may trend further
upwards and as a result, PCB selling prices should be able to hold
well and even move slightly upwards in the coming year.
Accordingly, together with the layer count mix improvement, the
average selling price of the PCB products is expected to improve
further in the coming year.
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The Group will cautiously evaluate the business opportunities
available from both the existing customers and newly developed
customers and will launch an expansion plan when the right market
opportunities warrant.

Ascalade Group

The sales orders of the Ascalade Group in the first half of 2004
have continued to be strong and the Directors are confident that a
full order book can be attained for the balance of the year. The
management of the Ascalade Group has been working diligently on
new product development for 2004 and the initial response in
"CEBIT” held at Hannover in Germany has been very positive. In the
coming year, the Group will progressively increase the manufacturing
capacity in tandem to cope with the growing cordless telephone
business in the Ascalade Group.

Despite the competitive market condition, the Directors anticipate
another exciting year ahead with full orders and growing customer
base. The Directors believe that both the turnover and the net profit
derived from the Ascalade Group will report another year of growth.

With the introduction of a number of economic revival policies such
as the People’s Republic of China (the “PRC"”) and Hong Kong
Closer Economic Partnership Arrangement (“CEPA") by the Central
Government of the PRC, economic recovery is now underway in
Hong Kong. Of course, our businesses are also sensitive to global
economic trends, and in particular the US and European economies,
as well as increasing global competition.
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Despite the challenges we may be facing ahead , the Directors are
fully confident that with the healthy financial position, solid
business foundation, efficient and loyal management and staff, all
of the existing core businesses will continue to provide satisfactory
recurring contributions in 2004 and the operations in the Ascalade
Group will demonstrate their potential to create long-term intrinsic
value to our shareholders.

Barring unforeseeable circumstances, the management is confident
of further improving performances in the coming financial year as
the Group’s growth platform has been refined and strengthened.

Finally, on behalf of the Directors, | wish to express my sincere
appreciation to all the staff of the Group for their continuing
dedication and support. | would also like to thank our shareholders,
our suppliers, our bankers and our customers for their continued
support.

Tong Shek Lun
Chairman

19 April 2004
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