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Chairman’s Statement

Dear Shareholders,

The Group benefited from its diversification and a general
improvement in the world economy, reporting profit attributable to
shareholders approximately 136.1 per cent. better than last year.
The Group's established business reported another year of growth
and | am pleased to report that 2004 represented a year of growth
for Karce International Holdings Company Limited (the “Company”

which, together with its subsidiaries, (the “Group”)).

RESULTS OF THE YEAR

For the year ended 31 December 2004, turnover of the Group rose
by approximately 31.3 per cent. to approximately HK$774,255,000
(2003: approximately HK$589,653,000). As a result of a volatile
market and pressure on material prices, the overall gross profit
margin was dropped by approximately 3.1 per cent. to approximately

15.7 per cent. (2003: approximately 18.8 per cent.).
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Earnings Before Interest, Taxation, Depreciation and Amortization
("EBITDA") from the Group's established businesses grew by
approximately 50.3 per cent. to approximately HK$109,498,000
(2003: approximately HK$72,842,000).

The Group’s audited profit attributable to shareholders has also
increased by 136.1 per cent. to approximately HK$54,415,000 for
the year ended 31 December 2004 (2003: approximately
HK$23,050,000). These results included share of result of an
associate of approximately HK$10,031,000, a profit on partial
disposal of interest in an associate of approximately HK$22,568,000
and a negative goodwill release of approximately HK$726,000.

Earnings per share increased from approximately HK4.19 cents for
the year ended 31 December 2003 to approximately HK9.88 cents
for the year ended 31 December 2004.

DIVIDEND

In appreciation of shareholders’ support for the Group, the directors
of the Company (“Directors”) are pleased to recommend a final
dividend of HK1.0 cent per share payable on or before 30 June
2005 to shareholders whose names appear on the register of
members of the Company on 31 May 2005 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 10.1 per cent. payout ratio on the Group’s profit attributable
to shareholders. This generous dividend payout ratio is in line with
our aim to enhance shareholders’ return.

BUSINESS REVIEW

The Directors are very pleased to announce another year of strong
growth in sales and profitability, which is also reflected in a
strengthened balance sheet and an increased dividend.

Karce has made tremendous strides in product innovation and
development in recent years, which have led to our sales now
exceeding HK$774,255,000.

—EENFEFR
Annual Report 2004
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The results of 2004 reflected challenging economic conditions.
During the year under review, tight supply of skilled labour in Pearl
River Delta regions had not only resulted in increased salaries and
wages but, more importantly, had reduced production efficiency
and capacity utilization. This, coupled with progressively more
stringent requirements on working and environmental conditions
imposed by the customers of the United States (“US”) and the
European Union (“EU") customers, had posed considerable pressure
on the Group’s operations.

To deal with the electricity shortage in Southern China, the Group
has acquired four power generators as back-up for the occasions
when power rationing in Dongguan deteriorates further from the
current one day to two or more days of outages per week.

As a result, during the year under review, the gross profit margin
dropped by approximately 3.1 per cent. from approximately 18.8
per cent. to approximately 15.7 per cent.. Demands in Europe and
the United States of America remained strong in line with its
economic growth but prices were subdued.

EBITDA from the Group's established businesses grew approximately
50.3 per cent. to approximately HK$109,498,000 (2003:
approximately HK$72,842,000). The Group will continue to develop
and expand its core businesses while maintaining its healthy
financial position.

To keep pace with customer expectations and to address global
concerns on the protection of environment and labour rights, the
Group had enhanced both the production facilities and working
environment, including the upgrading of leisure facilities for staff. In
accordance with international standards, the Group implemented
strict adherence to overtime restrictions and minimum-wage
requirements. New environmental control facilities had also been
installed. These enhancements will ensure our long-term
competitiveness but had inevitably caused one-off investment and
overhead increases. The resulting rise in operating expenses was
partly offset by the consistent efforts to control administrative and
distribution costs, as well as our constant operational efficiencies.
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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 maintained its
dominant position in the branded electronic calculators
manufacturing sector. Operating profit derived from the electronic
calculators and organizers segment rose by approximately 65 per
cent. to approximately HK$32,014,000 in 2004, compared with
approximately HK$19,401,000 in 2003.

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,
turnover derived from the PCB business increased by approximately
11.3 per cent. from approximately HK$133,093,000 to approximately
HK$148,163,000 for the year ended 31 December 2004.

For the year ended 31 December 2004, turnover derived from the
conductive silicon rubber keypads products grew up by approximately
41.8 per cent. from approximately HK$120,748,000 to approximately
HK$171,188,000.

On the other hand, the directors are encouraged by the successful
investment in an associate, Ascalade Communications Inc. (“Ascalade
Inc.”, which together with its subsidiaries, the “Ascalade Group”).

It was a very successful year for the Ascalade Group in 2004. For
the year ended 31 December 2004, the Ascalade Group had
achieved turnover and profit before taxation of approximately
HK$652,899,000 and HK$14,648,000 respectively. The profit before
taxation attributable to the Group was approximately
HK$10,031,000.

—EENFEFR
Annual Report 2004
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Karce International Holdings Company Limited

FUTURE PLANS AND PROSPECTS

The results of 2004 reflected the overall solid growth of the Group’s
established businesses and the realisation of profit on disposal of
investment in an associate resulting from the share exchange
transaction as part of the reorganisation to rationalise the structure
of Ascalade Group to prepare for the proposed listing of Ascalade
Inc. on the Toronto Stock Exchanges (“TSX") as announced by the
Company in November 2004. The Group’s established businesses
continued to generate strong and growing cash flow. EBITDA from
the Group’s established businesses grew by 50.3 per cent. to
approximately HK$109,498,000.

The world economy generally improved in 2004, despite rising US
dollar interest rates and a high oil and commodities price. The
Directors expect modest continuing improvements in 2005 under
similar conditions with continuous strong growth in the People’s
Republic of China ("PRC") and Hong Kong, India and elsewhere in
Asia. All of the Group's established businesses are expected to
achieve strong operating as well as solid financial performances.

Demand for our core business products has continued to be strong
in the first quarter of this year and we have a full order book for the
balance of the first half of 2005. Sales prices continue to be firm,
although some pressure is appearing at our low end product range.
However, it is important to be cautious given the challenges that
the current economic environment is presenting.

The Group will continue to promote its electronic calculators and
organisers products and brand through well-executed media
campaigns and in-store promotions. The Directors also expect to
continue to regain shelf space, although the main improvement will
occur in the coming financial year. At the same time of expanding
the business, the Group retain a lean operating structure in order to
mitigate the impact of any price increases in raw materials or
components.

To build sales and profitability for the business in longer term, the
Group will secure further licensing arrangements. To defend
margins, the Directors will continue to make every effort to reduce
cost through finding more local sources of supply, and improving
working capital. The Group will also focus more strongly on those
areas of the industry that offer the best margins, and explore
opportunities in the production of SIM-card readers and health care
products.



EFERE

Chairman’s Statement

17

BA—TERF - 2IREEIGYIH R
B ZREFERFRLEMBISER
HREH - AREBEEHEEFBRYIZR
IFRER RS - MBEEREROER
NmERPTRAEE - BEMs » EFYH
AEEZZBA S REARFFLBEE -

&

R HRAEEE2BE T Z2EBBTR
JAZF  FRAERRESSHRARIH
BooUbdh o BRERER -~ HER - ERERTT
REFPHAREB T 2 X5 - NRAZILE
&t e

TE
I 5 1B

—EERFMWA=-+=H

Stepping into 2005, the world has entered into the preliminary
stage of 3G and digital era with continuous introduction of
numerous new handset models and other digital products.
Capitalising on the strong client relationship and all rounded
technical skills, the Group will continue to develop its core
businesses to meet different customers’ needs. Overall, the Directors
are optimistic about the Group’s business outlook and performance.
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