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Dear Shareholders,

I have pleasure in presenting to shareholders the annual result of the Group for the

year ended 30th April, 2004.
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RESULTS FOR THE YEAR

For the year ended 30th April, 2004 the Group recorded
a turnover of HK$470 million, representing a 12%
increase from HK$419 million reported last year. The
Group returned a consolidated net profit of HK$10
million, as compared to a consolidated net loss sustained
of HK$477 million in the year ended 30th April, 2003.
Basic eamings per share was HK$0.02 (2003: loss
HK$0.86). Earnings before interest, tax, depreciation
and amortisation ("EBITDA”) for the year under review
was positive HK$53 million, an about tum from the
negative EBITDA of HK$53 million for fiscal year 2003.

PERFORMANCE REVIEW

As reporfed in the interim report for the six months ended
31st October, 2003, the first half year results were
negatively affected by both the completion of the
fransition of the Company’s production base from Hong
Kong to China, as well as a downturn in the overall

worldwide semiconductor market.

Despite these adversities, the Company has upgraded
its operations by implementing the Total Quality
Management ("TQM") initiatives, and deploying
extensively Aufo Inspection Systems to deliver Zero-Defect
business solufions. These efforts enabled the Group to
gain market share when growth in demand resumed,
while reducing its cost structure to ensure that operations
can be sustained throughout semiconductor business

cycles.
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PERFORMANCE REVIEW (Continued)

As a result of the improvements in the cost structure
primarily due fo the successful shift of production to China
and improvement in sales, the Group has successfully
turned around its operations in the second half of the
fiscal year 2004. As sef out in the Financial Highlights,
the consolidated net profit for the second half year period
amounted to HK$58 million, as compared to a
consolidated net loss suffered of HK$48 million in the
first half year period. EBITDA for the second half year
ended 30th April, 2004 was a positive HK$46 million,
as compared fo the positive EBITDA of HK$7 million
recorded in the first half year.

During the year under review, sales to and rental
income from ASAT together increased to 59% (2003:
47%) of the Group's consolidated turnover, reflecting
ASAT's 43% increase in net revenue. For the first quarter
ended 31st July, 2004 the Company expected its
turnover to remain at a level similar to the last quarter
ended 30th April, 2004. Sales to ASAT represented
approximately 55% of tumover for the first quarter
ended 31st July, 2004, down from 63% for the
preceding fiscal quarter ended 30th April, 2004, as
a result of efforts to diversify the Company’s customer
base, specifically by increasing the number of sales
staff in support of the Taiwan market and heightening
sales efforts to the top assembly subcontractors.
Moreover, in February 2004, the Company appointed
Mr. Joe Martin as the Chief Executive Officer, who
has in depth knowledge of servicing a broad customer
base. Going forward, the Company will confinue to
drive its efforts to pursue sales with other customers to

optimize its capacity utilization.

MAJOR ASSOCIATE — ASAT HOLDINGS LIMITED
(“ASAT”)

During the year under review, ASAT reported an increase
in net revenue by 43% from US$150.1 million
[approximately HK$ 1,171 million) in fiscal year 2003
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MAJOR ASSOCIATE — ASAT HOLDINGS LIMITED
(“ASAT") (Cor
to US$214.7 million (approximately HK$ 1,675

million), with a net loss of US$16.7 million

ved]

[approximately HK$ 130 million) for the year ended
30th April, 2004 on its accounts prepared in
accordance with accounting principals generally
accepted in the United States of America, as compared
to a net loss of US$99.1 million (approximately
HK$773 million] last year.

As from 29th October, 1999 onwards when ASAT
became an associated company, the Group has
been accounting for a share of its results in the

consolidated income statement. For the year under

review, the Group's share of ASAT's loss was HK$58
million (2003: HK$308 million). In the consolidated
balance sheet, interest in an associate is stated as
the Group's share of the net assets of the associate
after adjustments for unamortized goodwill and any
identified impairment losses. As at 30th April, 2004
the Group's carrying value of ASAT was HK$171
million (2003: HK$225 million), representing
approximately US$0.38 [approximately HK$2.96)
per American Depository Share ("ADS") of ASAT as
compared fo its closing price of ADS on the
NASDAQ as at 30th April, 2004 of US$2.11
[approximately HK$16.46]), or US$1.05
([approximately HK$8.19) on 30th July, 2004 when
ASAT announced its preliminary first quarter fiscal
2005 financial results in which it stated that revenue
for its first quarter ending 3 1st July, 2004 was
expected to be approximately US$54 million
(opproximately HK$421 million), a decline of 14%
sequentially as compared fo the original revenue
guidance of US$63 million (approximately HK$491
million) included in the fourth quarter results of fiscal

2004 on 25th May, 2004,
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MAJOR ASSOCIATE — ASAT HOLDINGS LIMITED
(“ASAT”) (Continved)

In its preliminary revenue forecast announcement, ASAT
cited a combination of factors confributing fo the decline
in first quartfer revenue when compared fo the immediately
preceding quarter which included, inter alia, pricing and
margin erosion created by accelerated capacity
expansion, inventory corection by cerfain customers in
the communications and consumer sectors, and a shortfall
in fine geometry wafer receipts from certain foundries. To
address these dynamic market conditions, ASAT has taken
action focused on reaching its growth and profitability
targets for the remainder of fiscal year 2005. ASAT
confinues fo focus on increasing the utilisation of its China
factory as a key component of this sirategy and is seeing

good progress in this area.

FINANCIAL REVIEW

At the beginning of fiscal 2004 the Company had utilized
bank borrowings of US$20 million (approximately
HK$156 million). During the year under review, the
Company has repaid US$5.6 million (approximately
HK$44 million) in respect of two secured bank loans
carrying floating interest rates that fell due, and obfained
unsecured loans in an aggregate amount of Renminbi
["RMB”) 85 million (approximately HK$81 million] which
bear interest at rates to be fixed at annual intervals upon
the respective anniversaries of the loans. One of these
loans of RMB25 million (approximately HK$24 million) is
repayable in January 2005 while the other unsecured loans
are repayable by instalments over 3 years. Further, a bank
loan of approximately US$1.3 million (approximately
HK$ 10 million) secured on certain new machines and at
floating interest rates was obtained, and is repayable by
36 equal monthly instalments. A loan from director of
HK$20 million, which is unsecured, interest free and
repayable on demand, was also obtained. The proceeds
of these new loans were used to finance the acquisition of
property, p|ont and equipment and also for the general
working capifal requirements of the Group.
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FINANCIAL REVIEW (Continved)

As at 30th April, 2004 the Group's fofal outstanding
borrowings of HK$227 million (2003: HK$168
million) comprised of HK$120 million (2003:
HK$156 million) secured bank loans and HK$8
million (2003: HK$ 12 million) trust receipt loans,
HK$79 million (2003: nil) unsecured loans, and
HK$20 million (2003 nil) loan from a director. In
terms of maturity, borrowings of HK$ 119 million
[2003: HK$56 million) which included the HK$20
million (2003 nil) loan from a director, or 52%
[20083: 33%) of the total borrowings will be repaid
within one year and the rest repayable within two
to five years. Excluding the HK$20 million loan
from director, HK$99 million or 44% of borowings
from unrelated parties would be repayable within
fiscal year 2005. In terms of currency
denomination, approximately 55% was
denominated in US Dollars, 35% in RMB, 9% in
HK Dollars and 1% in Japanese Yen. In terms of
interest, HK$207 million (2003: HK$168 million)
was interest bearing and HK$20 million (2003:

nil) was interest free.

In view of the high proportion of loans falling due
within one year, and taking advantage of the
Company’s recurrent positive operating cashflows, the
Company has faken an inifiative to repay/refinance

the HK$ 112 million secured bank loans out of the

HK$ 120 million outstanding as at 30th April, 2004.
By July 2004, one bank loan of US$8 million
(approximately HK$62 million) was fully setiled,
releasing a floating charge over trade receivables,
equity inferest in ASAT of approximately 9% and a
charge on the Group's Restricted Cash Balances. The
other bank loan of US$6.4 million (approximately
HK$50 million) was re-financed by arranging
HK$ 100 million banking facilities comprised of
HK$60 million 5-year bank loan repayable by equal
monthly instalments and HK$40 million working
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FINANCIAL REVIEW (Continved

capital faciliies. The new banking facilities were secured
on the Group's properties in Hong Kong and a floating
charge on the Group’s rental income; and carry floafing

interest rates.

Accordingly, the amount that is repayable within one
year after the balance sheet date after excluding the
US$14.4 million (approximately HK$ 112 million) bank
loans which were repaid/refinanced in July 2004 and
taking info account the new banking facilities as
described above, is approximately HK$74 million as
compared to the HK$ 119 million described above,
with the balance repayable over two to five years by

instalments.

In May 2004, the Company agreed with the government
and quasi-government bodies which had provided
industrial grants and financial assistance in relation to
certain operating leases to the Company's former
subsidiary in the United Kingdom and for which the
Company had provided guarantees, the obligations
[including accrued interest which were crystallized into
an aggregate amount of approximately HK$ 131 million
as at 30th April, 2004) would be settled in full for in a
sum of Pounds Sterling ["GBP”) 2.7 million (approximately
HK$37 million), resulting in a write back of obligations of
HK$94 million {2003: nil). The repayment is unsecured,
interest free of which GBP1.5 million [approximately
HK$21 million) was paid by the end of July 2004 and
the balance of GBP1.2 million [opproximately HK$ 16
million) will be paid by 12 equal monthly instalments
commencing November 2004.

Except for the obligations in GBP as described above,
most of the Group's other monetary assets and liabilities
and business transactions are carried and conducted in
Hong Kong Dollars, US Dollars and RMB. As the exchange
rate between Hong Kong Dollars and US Dollars is linked
and RMB trades against US Dollars within a narow range,
the Group believes ifs exposure fo foreign exchange rafes

is not material.
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FINANCIAL REVIEW (Continved)

For further defails of the Group's pledge of assets and
contingent liabilities as at the balance sheet date please
refer to the notes to the financial statements in the annual

report.

OUTLOOK

The Company’s etching facility continues to be well
regarded by the Company’s existing and potential
cusfomers, and is currently running at approximately 60%
utilisation both in ferms of its installed equipments capacity
and its production floor space, positioning the Company
fo capture increases in demands in a costeffective way.

In June 2004, the Semiconductor Industry Association
issued its 2004-2007 mid-year forecast, projecting a
stronger-than-expected growth of 28.6% for 2004 and a
compound annual growth rate of 10.4% throughout 2007,
as a result of underlying strength in a broad range of end-
user markefs. It also noted that the migration of the
elecfronics equipment market to the Asia-Pacific region
continues unabated, and that semiconductor sales in Asia-
Pacific are projected to grow at a compound annual

growth rate of 14%.

While the Company continues its drive fo diversify its
customer base, and has been successful in maintaining
fofal sales in the first fiscal quarter ended 3 1sf July, 2004
when compared fo the preceding quarter, the challenge
ASAT is facing (and ifs resultant effect on its purchases
from the Compon\/) may have a shortterm impact on the
Group's revenue. Nevertheless, the Company has already
lowered both ifs cost sfructure and its inferest bearing debt
level (as described under the section “Financial Review”

above| o protect itself from demand fluctuations.
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DISTRIBUTION

The Board of Directors proposes to make a conditional bonus
issue of warrants to the Company's shareholders, other than
overseas shareholder, on the basis of one warrant for every
five existing ordinary shares, totalling 127,873,968
warrants fo subscribe for an equivalent number of ordinary
shares in the Company. The inifial subscription price was
defermined at HK$1.82 per ordinary share, subject to
adjustment, and the bonus warrants are exercisable at any
time within three years from the date of ifs issue (which is
expected to be 5th October, 2004). The bonus warrants
are fo be issued for the purpose of strengthening the equity
base of the Company for working capital purposes and
future development. Proceeds upon full exercise of the bonus
warrants will amount to opproximote|\/ HK$233 million. The
Company infends to apply any subscription moneys received
as and when subscription rights are exercised fowards the
general working capital of the Group or for such other
purposes as the Direcfors deem necessary, taking into
consideration the requirements of the Company prevoihng
at the relevant time.

Further, the Board of Directors proposes a capital
reorganisation scheme ("Capital Reorganisation”) by
utilisation of the share premium account fo set off accumulated
losses of the Company aft an amount of approximately
HK$ 1,479 million as at 30th April, 2004 paving the way
for a future declaration of dividends. The Capital
Reorganisation is condifional upon the passing of a special
resolution by the shareholders at the special general meeting
and compliance with section 46 of the Companies Act 1981

of Bermuda.

For further details of the above proposals from the Board of
Directors, please refer fo a separate announcement published
today simultaneously. The circular confaining details of, infer
alia, the proposed capital reorganisation, the conditional
bonus issue of warrants and the notice of special general
meeting will be dispatched to the shareholders as soon as

practicable.
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DISTRIBUTION (Continved)
The directors do not recommend the payment of a final

dividend for the year (2003: Nil).

CAPITAL EXPENDITURE

During the year ended 30th April, 2004, the Group
invested HK$83 million (2003: HK$36 million) in
acquiring property, plant and equipment. This capital
expenditure was financed partly from borrowings and

partly from internal resources.

EMPLOYEES AND REMUNERATION POLICY

As at 30th April, 2004, the Group, other than ASAT,
employed approximately 2,500 employees (2003:
2,100) of whom approximately 2,360 employees
[2003: 1,600) were recruited in Mainland China. The
launching of TQM has enabled the localization
program fo be carried out successfully, driving down
cosfs while improving efficiency. The Group maintained
its remuneration policy comprising salary and other

benefits, as an integral part of TQM.

APPRECIATION

[, on behalf of the Boord, would take this opportunity to
express our sincere gratitude fo all staff for their valuable
contribution to the Group enabling its successful
turnaround. Further, | would like to express appreciation
to the Group’s customers, business associates and
shareholders for their continual support.

By Order of the Board
Li Tung Lok

Chairman

Hong Kong, 24th August, 2004
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