Chairman’s Statement xE#H%

On behalf of the Board of Directors, | am pleased to present
the annual report of Karrie International Holdings Limited
(the "Company”) and its subsidiaries (together the
“Group”) for the year ended 31 March 2005.

PRINCIPAL ACTIVITIES AND RESULTS

The Group is principally engaged in

- Metal and Plastic Business: the manufacture and
sales of metal and plastic products including
computer casings, office automation products, video
cassette housings, moulds, plastic and metal parts;
and

- Electronics Manufacturing Services Business (“EMS”
Business): the manufacture and sales of laser
printers, magnetic tape drive and other computer
peripheral products.
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2001/02
Rebirth: March Toward Excellence
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MOUNTING NEW HEIGHT

In the previous financial year ended 31 March 2004,
our turnover and profit attributable to shareholders
declined by 3% and 25% respectively. At that time we
have assured our shareholders and investors that there
was no gloom and doom here. Instead, the Directors
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treasured this golden opportunity to consolidate our
operations after a period of rapid growth since 2001. As
stated in annual report for the year ended 31 March 2004:

- we maintained our long-term business goal
made in 2001/02 of doubling our turnover of
HK$1,156,000,000 in three years time;

- we kept our dividend payment, providing
reasonable yield to our supportive shareholders; and

- we took the painful but courageous decision of
hiring more staff and investing further resources
in the development works for the long-term benefit
of the Group.

After 12 months’ hard work, now our efforts start to
bear fruit: “We Promise. We Deliver” (2002/03 Annual
Report main theme). Whilst most manufacturers suffered
from problems like rising raw material price, shortage of
labour and electricity etc, the Group’s turnover rose to
a record high of HK$2,563,190,000 (2003/04:
HK$1,692,960,000), while profit attributable to
shareholders surged to HK$150,344,000 (2003/04:
HK$90,440,000), representing an increase of 51% and
66% respectively.

REASONS FOR THE REBOUNCE OF
PERFORMANCE

Some of the principal reasons for the rebounce of
performance were as follows:

- Strong demands for computer and office automation
products with the worldwide recovery of
technology spending;

- According to the special characteristics of our unique
business model (see appendix 1 on P.58), the Group
is normally the sole supplier for the particular
projects confirmed with customers. Any increase in
demand of our customers’ products will be mostly
reflected as increase in the business of the Group;

- With the related engineering and production
problems of projects confirmed from customers
gradually solved after the SARS (Severe Acute
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Respiratory Syndrome, 2003/04 Annual Report, P.11)
period in 2003, shipments surged ahead to catch
up with the production vacuum in the previous
financial year;

- Under the Group’s versatile “Total Transparent Cost
Plus Pricing Mechanism” (2004/05 Interim Report,
P.24) most of the raw materials by value other
than electro-galvanized steel plates are sourced
through the customers or through suppliers
designated by the customers. A rise in raw material
price has only a marginal impact on our bottom line
(see "Risk Management” on P.35); and

- While gross profit margin is always under
pressure, the rate of decline has slowed down.
With the apparent stabilization of gross profit margin
at the moment, profit shot up under the positive
impact of strong operating leverage.

THE THREE EQUILIBRIUMS

Our moderate success, however, is not achieved without
sweat and hard work. We have to weigh and evaluate the
cost/benefits/risk of various alternatives. In charting the
course for 2004/05, the most important decisions we made
were the balancing of The Three Equilibriums.

The First Equilibrium: “Risk of Investing” vs “Risk
of Not Investing”

Two Fundamental Questions

By mid-2004 we knew that the promised recovery was on
track. Customers were pounding our doors demanding
more capacities and additional service support. We were
faced with two seemingly easy questions:

- Should we invest additional resources to cater for
the customers demand for additional support? (why
not?); and

- If the answer is yes, how do we actually execute
the plan and what budget should apply? (the more
the better!)

Karrie International Holdings Limited
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Risk of Not Investing

As a life long industrialist, | never underestimate the risk
involved in over-expansion and the problems associated
with a yearly growth rate of 30%. Such a rate of growth
year after year may not be sustainable as it puts enormous
pressure along the production chain. The weak point in
the production chain will lose its balance and create a lot
of problems affecting the whole chain itself. The ideal
growth path is to “grow”, “consolidate” and “grow”
again. Unfortunately, theory differs from practice. Here
lies the first challenge to find the right equilibrium:

- If we do not continue to invest and take new
projects from customers, they will take the new
business elsewhere. Over time our competitors
will threaten even our existing level of business.
So we have to continue to expand and to
accommodate customers’ requests in order to stay
in the game. We simply cannot stand still. We have
to run as fast as our customers; and

- However, "over-investment” would put the
Group into a precarious financial position (Rapid
Increase in Bank Borrowings on P.43) should the
economy take a sudden turn next year. Who
can speak with absolute certainty on the future state
of the world economy given a backdrop of rising oil
price and interest rate in the US?

Customers Come First

The answer lies in our guiding principle: servicing our
customers is the principal reason for our continued
survival and prosperity. We would therefore disregard
any short-term concerns over our bottom line or our
financial position and decide to:

- Increase our headcounts to recruit more engineers,
procurement officers and marketing, production and
other related personnel; and

- Raise our capital expenditure (“Capex”) budget
to a record level of HK$90,000,000 (2004/05:
HK$62,236,000) including the construction of Phase
1 of the new Yu Quan Plant.
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Together with our investment in Capex in 2004/05, the
Directors are convinced that we will have sufficient
production capacity to cater for the customer’'s demand in
the coming financial year.

Risk of Investing
The consequence can be analysed at two levels:

- an increase in operating overhead will have a
negative impact on our bottom line. To this end
we had largely succeeded in controlling the rate of
increase in the distribution and selling expenses &
general and administrative expenses at a lower level
than the rate of increase in turnover; and

- an increase in the asset side of the balance sheet

including:

a. increase in working capital requirements
including trade receivables and inventories;
and

b. increase in fixed assets.
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This resulted in an increase in the net gearing position
to 52% as at 31 March 2005 as compared to 2% as at
31 March 2004. Despite our confidence over the current
level of bank borrowings (see P.46), we have decided that
the Capex for the next financial year should be capped
at the amount allowed by “free cash flow” provided
by profit attributable to shareholders plus
depreciation less dividend payment. So instead of
announcing a grandiose multi-year factories building plan,
your prudent managers here decided that we should do it
in our time-honoured way of building up our ideal yet
pragmatic factories step by step.

The Yu Quan Plant

Purchase of the Yu Quan Site

In August 2004, a wholly owned subsidiary of the Group
has entered into an agreement with an independent third
party for the purchase of a piece of land of approximately
200,000 square meters (site areas of the existing two
factories: approximately 89,000 square meters)
situated at Fenggang of Dongguan, Guangdong, China
for a consideration of around RMB14,000,000.

Why Not Finding a Cheaper Place to Expand

The Directors have considered other possibly more remote
but cheaper sites for our third plant but finally settled in
Yu Quan, Fenggang area because of:

- the pro-business atmosphere in the local Fenggang
community;

- its proximity with the existing plants which makes
logistic support easier; and

- the nature of the Group’s business which focuses
on serving customers in niche market rather than
mass production.

Karrie International Holdings Limited
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The Painful Lessons of the Asian Financial Turmoil

The commencement of the construction of the Yu Quan
Plant represents an important milestone of the Group after
the completion of Yantian Plant (1986) and Fenggang Plant
(1999). We have learnt the painful lessons last time during
the Asian Financial Turmoil back in 1997 and 1998 when
we started to construct the Fenggang Plant. It took us 5
years to complete the construction program as we
simultaneously dealt with the most severe credit squeeze
from banks in the Group’s history.

Phase 1

Hopefully, the enormous size of the Yu Quan site will
be sufficient to cater for the expansion of the Group
for the next 5 to 7 years. Construction of Phase 1 will
commence in mid-2005 and is expected to be completed
by mid-2006. Upon completion, there will be 4 buildings
including a plastic injection moulding shop, an assembly
lines building, a dormitory and a power plant with a gross
floor area of around 34,700 square meters.

Yu Quan Plant £ R H &=

1st Phase construction (Marked in red circle)
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We expect by then we would have sufficient production
capacity to cater for the projected increase in shipment
volume. Depending on the state of the global economy in
mid-2006, we will make the decision on whether to start the
construction of Phase 2 of the Yu Quan Plant in due course.

Enterprise Value

From the above discussions on our decision-making process
on “customer relationship management” and the
“construction of the Yu Quan Plant”, we hope that investors
would start to appreciate that manufacturing is always a
multi-year business. As such, our focus is always on the
long-term interests of the shareholders and stakeholders
(including customers, suppliers, bank, employees and
others) but not on short-term share price performance.

Karrie International Holdings Limited
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Hung Siu Lam, The Hong Kong Economic Journal published on 15 March 2005
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As custodian of your investment, we put more emphasis
on our business model, organization, people, relationship
with customers and suppliers and so on than the bottom BRECEERRAXEESF RN Z2EILLE
line figures in the annual accounts. Under the existing REE -ZIREZEARAMR - F58
accounting convention, the historical accounting records SHREBHUAKBECXEEELLERE &
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cannot capture such enterprise value. This is one of the main
reasons why we have been spending so much efforts in raising
the corporate transparency. By going beyond the statutory
disclosure requirements under our unique mode of
corporate governance, we do hope that some time in
the future, the market will duly recognize our enterprise
value.
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Karrie Indermational Hnldings Limibed

My Executive Committee: Do you know which Chinese song most aptly describe our feelings?
Tips: lady singer, four words.
BT EZEE] IR EMEEBZRTHERRIMEEIRMORE ?
Bt A;HF RE2EEF -

Pure Luck?

And it does, to a certain degree and at least by some
professionals. For the second consecutive year institutional
shareholders and research analysts honoured the Group in
the annual poll organized by the Asiamoney magazine. In
the 2004 Asiamoney Poll announced in January 2005,
the Group was voted as the first runner-up in both
the Overall Regional Best-managed Companies (Small
Cap Category) and Overall Best Companies for
Corporate Governance in Hong Kong. The Corporate
Governance award is particularly gratifying as the champion
and the second runner-up are both blue chips giants which
are tens to hundred times bigger than the Group.

Corporate Governance

Why Corporate Governance

Luck is of course important but we cannot run our business
based on luck alone. We did not suddenly embrace
corporate governance because it is a good public relation
gimmick. One of the reasons of our success is due to
a change in the mode of governance since 2001.
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* Details of the function of each refers to Appendix 2 on P.61
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Back in 2000 with the burst of the internet bubble, we
knew that we could no longer depend on our traditional
business for growth. While the new EMS business goes
from zero in 1999/00 to HK$1,390,384,000 in the
current financial year, its complexities and special
requirements demand an entirely new mode of
governance. So long before the local regulatory
requirements demanding the separation of the
functions of the chairman and CEO, we established
an Executive Committee in 2001 staffed mostly by
professional managers running the daily operation of the
Company. While we are still far from perfect, in
essence we have transformed the Group from a
family-run business to a professionally managed
modern enterprise. (For a more detailed version of the
changes, please go to our website for the paper published
on 8 March 2005: “Karrie Story: A real life case study on
how Corporate Governance improves operating
performance”).
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Karrie International Holdings Limited

Corporate Governance, Turnover & Share Price
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“Karrie Story: A real life case study on how Corporate Governance improves operating performance” (a speech
delivered in a seminar organized by the Hong Kong Baptist University on 12 March 2005. For speech outline, please

refer to our website.)
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2001/02: Executive Committee was established
2003/04: Voluntary quarterly result announcement
2004/05: “Tea-break with individual investors”

Enhancing Transparency

Externally, we introduced various measures to enhance our
transparency including voluntary quarterly results
announcement and publication of detailed and yet easy-to-
read annual reports filled with graphs and useful statistics.
New initiatives for the current financial year include:

Voluntary Disclosure by the Substantial Shareholder
Confirming No Pledge of Shares in the Company

The Company was notified by Pearl Court Company Limited
("Pearl Court”), a substantial shareholder of the Company,
that it has not pledged any of its interest in ordinary shares
of the Company as at 20 June 2005. Pearl Court first
made such announcement in the 2004/05 Interim Report
in November 2004. It has also undertaken to inform the
Board of such pledging status before each annual, half-
year or quarterly results announcement, and authorized
the Company to publish such information (please refer to
the section of “Substantial Shareholders” for details). As
at 20 June 2005, Pearl Court held 172,200,000 ordinary
shares of HK$0.1 each or 42.13% of the issued share
capital of the Company.
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Interactive Mode
For Institutional Investors
HEREELDSR
BEER
— Meetings/Seminars
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Tea-break with Individual Investors

Why tea-break?
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The Karrie Information Exchange Platform
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One Way Information Flow
For All Investors
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— Easy to read annual reports with

diagrams/graphs/guidance
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BRERAND
— Quarterly announcement
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— Voluntary disclosure of the pledging status of

the substantial shareholder

Interactive Mode
For Retails Investors
PMREEEE
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— Tea-breaks with individual
investors after each results
announcement
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— Frequently updated websites
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- Like other listed companies we do have constant —

dialogues with institutional investors. Our website

provides updated information and presentation. But

why are individual shareholders not entitled to

the same level of access to the management as

institutional investors? ‘'Tea-break with individual

investors’ provides a practical platform for individual

investors and the management to share views and

exchange information in a cost effective manner;

- With the recovery of the local economy, investors —

are looking for good investment opportunities.

However, as the Group is only a relatively small

company, press coverage is limited. Without

direct access to management, investors may not be

able to fully understand the Group before making

their decisions; and
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- The importance of the tea-breaks lies in the
symbolic value to those who have not attended
the function. While each tea-break could only
accommodate less than 100 shareholders/investors,
the willingness of the management team to meet
with individual investors conveys a strong positive
message of transparency.

1st, 2nd & 3rd tea-breaks

The first tea-break was held in September 2004 after the
first quarter results announcement. The number of
applicants was so high that we had to resort to drawing
lots. Some investors were even willing to come on a
‘waiting list basis’. The 2nd and 3rd tea-breaks were held
within one month after the interim and the third quarter
results announcement respectively. Despite the cooling
down of the initial enthusiasm and the imposition of a
HK$30 fee for charity purpose in the 2nd and 3rd tea-
breaks, we still had full houses. Most attendees have
done their homework and actively participated in the
Q&A session. Actually, the sophisticated issues they
raised during the meetings made a big impression on

us.
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Why should individual investors not enjoying the same level of access to management as institutional investors?

BANEEETHERBREERASTEEBEEENKS ?

Are you going to join us this time?

The next tea-break with individual investors will be held
on 16 July 2005 at the Ching Room, 4/F, Sheraton Hotel,
20 Nathan Road, Tsimshatsui. As part of the Group's social
responsibility program, participants will be asked to donate
HK$30 directly to charity and we will match the donation
dollar for dollar (at a maximum of HK$10,000 in total).
For those who are willing to donate HK$100 or more, we
will:

- arrange for the relevant charity to issue a receipt
for tax purpose on a best effort basis; and

- confirm seats availability for those top 10 donors
without the need of going through the procedure
of drawing lots (if required).

Interested investors are invited to visit our website at
www.karrie.com.hk for more details and download the
application form. Because of the limited seats available,
participation in the ‘tea-break’ is strictly by confirmed
registration only.

e LKL ?
BRENIRNEEETTFRRIBR=2ZZE
AFEA+NABRERADBEBRE=-T5%
EREBEMNEBTRERT  WEAMITES
BEETHEEEz—BH HERISEL2HE
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JL) o A ALFEERBEH 1008 Tk A £ -
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— BAREAERARSEEZRELRE
HEBAZ » &

- EeBRZETARALAERRBMH
BEF(WMFE)  BREMCREE -

MIEEH LM ESEEE - BUIAE
£ B4 B www . karrie.com hkZ B E F 41 &
BETEHREERSE BRGHEMER -
FIEEBERM AN BEELERERE
i AT ARE o
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It is worth!

In reviewing this pioneering mode of communication with
investors, we come to the inevitable conclusion that it
worths the money/effort we spent on this project, especially
when we received positive feedbacks from other non-
related parties in social functions. But while we are pleased
that senior officials from other listed companies have
attended our tea breaks to learn about the operation, we
were disappointed that such method has not yet become
the norm. We sincerely hope that individual investors
will have more and more opportunities to gain such
an important access to the management, through tea
breaks or other direct access platforms.

Encouraging Continuing Professional Education of the INEDs
While our INEDs are successful businessmen and/or
professionals themselves, we believe that in this fast-changing
world everybody must constantly stay ahead by continuing
education. As such, we actively encourage our INEDs:

- To become a member of the Institute of Directors;
and

- To log in at least 10 hours of continuing professional
education through the Group'’s sponsorship.

The Second Equilibrium: Dividend vs Capex and
Working Capital Requirements

Dividend for 2004/05
- The Directors have recommended a final
dividend of HK12.5 cents per share;

- Together with the interim dividend of HK8.5
cents per share, total dividends for the year
amounts to HK21 cents (2003/04: HK20 cents);
and

- The final dividend will be payable on or about 11
August 2005. This dividend payment is in line with
our policy of paying out 50% or more of the profit
attributable to shareholders of the year.
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Dividend Paid/Payable per Share
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Our biased view on corporate governance: sharing wealth created with all shareholders through dividend
BMECEECNBEEEEL HEEAREREE-—FBREESEZHE

Sharing Wealth with our Shareholders

We always believe that our willingness to share with the
shareholders the wealth created through distribution of
dividend is the greatest and most direct manifestation of
our corporate governance achievement. Since 2000/01,
the Group’s accumulated dividends paid/payable is
around HK$414,234,000 or 92% of the shareholders’
fund. Shareholders starting to invest in Karrie in 2000/01
should have received a total dividend of HK106.1 cents
per share (including the proposed final dividend of 2004/
05) by now.

BEETRE

BB EEERREREERRMS =
HE RRABENGRERERCEEARN
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No Change in Dividend Policy

In our continuous dialogues with institutional investors and
in meetings with individual investors in tea-breaks, we have
been urged to raise the dividend level in view of the
substantial increase in profit attributable to shareholders.
As the largest shareholder of the Group, personally | will
not object to putting more cash in my own pockets.
However, our existing dividend policy was formulated
during a period of low Capex (2003/04 Annual Report,
appendix 4, assumption 1). With the commencement of
the Phase 1 of the huge Yu Quan Plant, a new Capex
cycle has begun. We can no longer rely on our free
cash flow (defined as profit attributable to
shareholders plus depreciation) to finance the
dividend and working capital requirements and the
Capex. The shortfalls would have to be financed by net
bank borrowings, which increased from HK$6,287,000 to
HK$233,630,000 or a net gearing of 2% as at 31 March
2004 and 52% as at 31 March 2005 respectively.

As such, it would be unrealistic to expect us to raise the
absolute amount of dividend substantially in coming years
in light of both the increasing cash requirement from Capex
cycle and working capital. So the real question is whether
we should cut, rather than to raise, the dividend. After
careful deliberation in balancing the requirements of the
shareholders and the capital requirement of the Group,
we are not yet convinced that we should change our
dividend policy at the moment because:

- The amount of cash flow saved through a low
double digits change of dividend payment would
not be significant as compared to the overall bank
borrowings of the Group (more detailed discussion
on the Financial Resources on P.43); and

- On the other end of the spectrum, we object to any
drastic cut in the dividend level as we fully recognize
the value of a constant stream of dividend to
our existing shareholders.
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In summary, barring any unforeseeable change of business MR - BREIR AR BN EE N

situation:

- We will adhere to our existing policy of paying -
out 50% or more of the profit attributable to
shareholders as dividend; and

- We will maintain our pledge to our shareholders —
made in 2003/04 (2003/04 Annual Report, P.35 and
the 3 general criteria on possible changes in dividend
policy) that should the Directors decide to change
the existing dividend policy, we would provide
an advance notice in the immediate preceding
interim or annual result announcements.

Risk Management

Other than normal
operating and financial
risks arising out of the
ordinary course of
business, the following
factors deserve special
attention (the problem of
gross profit margin

Fire Drill: Prevention better than damage control

decline is dealt with in JOEESEE B B

the Prospect Section on
P.41).
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Group’s Target ROE at 20% or above
EECZRRESOHEERAFEER20%I U £

Return on Equity
PR R fE 7 [E] R
(%)
40 -~
35}
30 +
25+
20 +
15
10

5L

O | | | | | | | | J
96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05

96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05
HK$(m)  HK$(m)  HK$(m) HK$(m) HK$(m) HK$(m) HK$(m) HK$(m) HK$(m)
BEBE BEBK BEBK BERK BEEK BEEK BEEEK BERE BEEK
Profit attributable to
shareholders

PR A s 81 28 25 21 26 78 120 90 150

Shareholders’ Equity

RRER 310 318 332 339 356 347 364 375 450

Return on Equity (%)

PR 5 (] R R (%) 26.2 8.8 7.6 6.1 7.4 22.6 32.9 24.1 334

RMB Appreciation ARKEE

As the Group's production base is in China, an appreciation MAREBEEEEMUARA - BILRE A

of the RMB will definitely have an impact on the Group'’s E’%ﬂ@ SECEERBAUARSIIE

performance. However, investors should note that: 2 HREEFEEOT :

- the impact is mostly limited to the overhead portion — ZRBREBRZLERN AR KEHZ
as under the Group’s business model, most of the R EEIBRIN HRUE PR ERETE
materials by value (other than steel) are either fEmpEH (RE=T1E8) - ¥E
purchased through the customers or designated HewZ2—RABBRREERS L
vendors (see P.39). For 2004/05, RMB payments MR—ZETN/ TREED - FHAA
represented around 10% of our total cost of sales; RERENRBHEBEBHEKAY

10%
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- the Group always maintains a surplus of its RMB
assets over its RMB liabilities. An appreciation of
the RMB would create a one-time capital gains that
may offset partly or wholly the short term negative
impact on the profit and loss account; and

- as most of the Group’s competitors are also
based in China, in theory over the long run, we
could raise price to cover the increase in costs
provided that the customers stick to their
present sourcing pattern.

Electricity Supply
We do not expect much improvement this summer. However,

- the Group has sufficient alternative electricity
supply to ensure uninterrupted production; and

- while the cost of generating own electricity is much
more expensive, the overall impact on the Group’s
performance is not material. Electricity charges
represented less than 2% of the total cost of sales
of the Group.

Labour

We have not experienced any serious trouble on this front
and the labour turnover ratio is consistent with the
past pattern. We speculate that this may be due to the
following reasons:

- our strong reputation in the local community
(introduction of such new features to attract workers
like the “culture workshop”, 2003/04 Annual Report,
P.38);

- the capital-intensive nature of the business requires
far less workers than other light industries given
the size of our turnover; and

- the heavy-duty nature of some parts of the operation
like metal stamping requires a substantial number
of male workers.
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Middle Management

While we do not have a serious problem with labour, we
do have a problem of shortage of middle management as
a result of the rapidly expanding business. We need more
engineers, procurement officers, marketing executives,
production and other management personnel to maintain
our services to our customers. We have granted share
options, organized brainstorming sessions and other
measures to recruit, retain and motivate our middle
management ranks (for details please refer to the
Employment and Remuneration Policy section on P.49).

Inventories

The increase of inventories level from HK$166,474,000 to
HK$440,013,000 is a serious concern. Here comes the
Third Equilibrium: how to balance the customers’
requirements of additional inventory vs the risk
profile of the Group. This goes beyond the question of
financing as certainly we do not want to enter into a
period of business downturn with a high inventory level.
Unfortunately, as our business continues to expand, we
need to stock up more raw materials to ensure
uninterrupted production. Beside, some of our customers
also require an increase in the cushion level of inventory
in the just-in-time (“JIT") inventory warehouse to ensure
their own uninterrupted production.

As the sole supplier of the customers for particular
projects, we have no option but to comply with their
request. Under our existing business model, the
customer and its suppliers have to build up a mutual
trust under a “business partnership” both in name
and in substance: Customer has to trust its sole
supplier to deliver the goods on time while the
supplier has to trust the customer as the supplier
assumes high risks in delivering goods to the JIT

warehouse and/or in paying for the large amount of
components (2003/04 Annual Report, P.15).
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Generalised Price Movement Graph of Electro-Galvanised Steel Coil
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* Latest quotation for delivery in June 2005 is around US$870/MT.

“EERFERNANKREHNRELNT ANEST0ET

Steel Price

While our unique business model has shielded the Group
from the uncertainty of the fluctuating raw material price
in general, steel price fluctuation is another matter. As
steel price is mostly fixed at the time of the confirmation
of project, the rising steel price in the last two years had a
negative impact on the Group. However,

- Since 2003/04 we have raised our inventory level to
allow sufficient time for the Group to re-open
negotiation with customers should there be any
sudden drastic price increase. While there is no
guarantee that the customer would eventually accept
any price increase, it should be noted that steel
price increase is an industry problem, not problem
peculiar to Karrie; and

- The cost of steel represented less than 10% of
the total cost of sales.
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BUSINESS REVIEW
Metal & Plastic Business

The Metal & Plastic Business grew by 22% from
HK$963,002,000 in 2003/04 to HK$1,172,806,000 due to
the gradual worldwide resumption of technological
spending.

EMS Business

Sales attributable to this division previously suffered a 18%
decline in 2003/04 due to the delays in the launching of
new products to fill up the production vacuum created by
the expiry of life cycle of some of the products as a result
of the occurrence of SARS in 2003. In 2004/05, such
production problems were subsequently solved in due
course and new products were launched according to
schedule. As a result the growth of the EMS Division
resumed, with turnover showing a strong 90% increase
from HK$729,958,000 in 2003/04 to HK$1,390,384,000.
However, due to its low gross profit margin, the profit
contribution from this Division of HK$46,268,000 (2003/
04: HK$19,351,000) was still much less than the Metal &
Plastic Division of HK$123,922,000 (2003/04:
HK$80,591,000).

Geographical Distribution

Asia (excluding Japan) was still the largest market of the
Group with HK$1,096,507,000 in turnover (2003/04:
HK$781,751,000). Western Europe came in a close second
with sales of HK$808,937,000 (2003/04: HK$496,501,000)
while shipment to North Amercia only ranked third with
HK$429,867,000 (2003/04: HK$254,981,000). The
shipment pattern of Group continues to adhere to our
usual practice of geographical diversification.
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PROSPECT
2005/06: Maintaining the Growth Momentum

We have a relatively “long-term business visibility” because
of the project-oriented nature of our business (2003/04
Annual Report, P.14). With the engineering works
completed for the projects confirmed and as in most
cases the Group is the sole supplier for those
particular projects, our problem is therefore one of
production and not of marketing. In particular:

- We have revised upward the turnover growth
rate for 2005/06 from 20% to 30%;

- Despite the expected solid performance of the server
casings business in 2005/06, the Metal and Plastic
Division will be mainly flat in 2005/06 because
of the projected turnover decline in the personal
computer casings and plastic sides. However, we
are still open to the possibility of a slight rebounce
in this Division in the second half of the 2005/06
after a period of consolidation in the first half of
the financial year;

- Once again the low-margin EMS Business will
be the growth driver for the coming financial year
as we expect strong growth in the shipment of laser
printers, digital photo printers and fax machines;
and

- The unaudited turnover of the Group for two
months ended 31 May 2005 was HK$510,000,000
(2004/05: HK$350,000,000). As the unaudited
turnover for these two months may not represent
the final result for the year ending 31 March 2006,
investors and shareholders are advised to exercise
extreme caution when dealing in the shares of the
Company.
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2006/07: Cautiously Optimistic —EERBLEE BEHSH

While it may be unrealistic to project into the distant future, B NIRBFE MDA B IR BV G 2R B R
we decide to provide our sales target guidance for 2006/ LFBEHAZRER  BARAERH-ZZ
07 in the name of transparency. At this stage we think it NAELFEEEEANEIIEENERIR
is much better for us to set a more cautious turnover RBERAEIHE  RERBEMRAABEE
target of 10% revenue growth. BEREEZRI10%EBRAEZENGEE -

Not Worried over Expected Decline of the Overall Gross MIETRRIEEENE &2 NE
Profit Margin

Gross Profit Margin & Net Profit Margin

EFREHFNEERE
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' -m- Net Profit Margin 4B (%)
250
20.0 +
15.0 +
10.0
50F B----p- ,”D__—--D.~—--D_—-—D
Tt ---”
0.0 1 1 1 1 1 1 1 J

97/98  98/99  99/00  00/01 01/02  02/03  03/04  04/05

(%) 97/98 98/99 99/00 00/01 01/02 02/03 03/04 04/05
Gross Profit Margin 23.3 20.7 24.8 17.0 19.4 15.0 13.7 12.4
eIk
Net Profit Margin 4.5 4.3 3.1 2.9 6.8 6.9 5.3 5.9
43 )
HK$(million) (& & &T)
Turnover 619 592 662 893 1,156 1,738 1,693 2,563
ERE
Profit attributable to

Shareholder 28 25 21 26 78 120 90 150
& BR M 5
As the sources of growth momentum will mainly come HREEERNEIERBEEFEERTL

from the EMS Business rather than the Metal and Plastic EBEZR L2 BRBER  BEIBFEER
business, the overall gross profit margin will decline TRV RRENREZE  BREINEH
due to the lower gross profit margin of the EMS SBHRTHA-

Business.
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While the projected performance of individual quarters may

vary, we expect that on a whole year basis the increase in
turnover should be faster than the rise in manufacturing
overhead and other operating expenses, thereby making a
positive impact to the bottom line. However, it would not
be possible to maintain the current year superb rate of
growth because of the relative low base of Y2003/04 and
the possible impact of other negative factors in the coming
financial year (P.35 Risk Management). In summary, given
the strength of the Group’s business model, support of its
customers and suppliers and zeal of its dedicated staff
and management team, the Directors are still optimistic
for the performance of the coming year.

FINANCIAL RESOURCES
Rapid Increase in Bank Borrowings

As correctly projected previously (2003/04 Annual
Report, the 1st quarter and interim results announcements),
net gearing ratio increased substantially from 2% on
31 March 2004 to 52% as at 31 March 2005. With the
February/March 2005 combined turnover figures of
HK$475,532,000 and an average 60 days collection period,
it is inevitable that the goods shipped have not been paid
as at 31 March 2005. These shipments contributed to a
HK$268,338,000 increase in the trade receivables which
roughly explains the increase in net bank borrowings of
HK$227,343,000 over the year.

HABMERNFENXZERRHGEER -
BE2FREEME2XBN LA RERER
LEM A ﬂﬁ% ﬁ%ﬁmﬂMXEﬁ

gwh Miﬁ@%ﬁl%waﬁﬁ‘+
TERBREE)  RRFENZELERGEXR
MRFIARERARIER - £FEME - AR
SEZEBRERAABEDS  TREM
ERGETXRERETEZEEEYH TIEN
B EFSYHRNKENFERRDER
BIZEER M o

B35 &R
ROBESRELFA

MBRMzERABERN(ZEZT= TMFF
® TN TRFEF—FTERPH
XERE)  FEEHEHBEHRK_-FTEN
EFZA=+—HZ2%EAZ-_BERE=
B=1+—HB252% - LZZEERF_AK
_Hz %%ﬁ 5+475, 532000,%75 JJW
:H—+—E%ﬁaﬁﬁm§%m$%@
EREUNEREY  SLERSEFHEYR
IR EF - F+268,338,000/8 7T+ A # Al AR 2
BIARFEFRITEEINE227,343,000% 7T

ZHIE -
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Shareholders Fund and Banking Facilities

RRECRRITEER

B Banking Facilities
220,000 RITIEER
2004/05

[ Shareholders' Fund
449,978 .
ERES
77,348
1997/98

314,419

1 1 1 1 1 1 1 1 HK$(,OOO)
0 200,000 400,000 600,000 800,000 Bt (Fit)

Why our banks place so much confidence in Karrie’'s Team?

A drink at 5:30 p.m. on 6 June 2005 and a speedy approval by one of our principal bankers at 8:35 a.m. the following day on a
temporary 2-months HK$40,000,000 loan facility to assist the Group Hong Kong dollars funding requirements because of our
unwillingness to sell down the US dollar holdings at the then foreign exchange rate.

RABTHERNE R WL T HE O ?

RZZEZRFRNARNEBN TFAR=THoEAR —HFZRITRE - REMNT E/\K =155 P 815 8L B K #740,000,000
BTMEACRPERE AEREMIAFEUNER EEBERFR2ETFR  #HEBENELESBERE -

Non-current Assets to Shareholders’ Fund Ratio ERBEEERRESLLREZTMIUT
Staying Below 1

Despite the huge increase in bank borrowings, there is no HARTEELH LA BEEFTENHEZE
cause for alarm. The Non-current Assets to Shareholders’ KCFMNDEEARFTES L XTEEERR
Fund ratio continues to stay below 1, meaning that the 1 REKEZHRDEEHBEZRAR
non-current assets of the Group were being financed RELHZEF UYRERHRESHEENE

by stable long-term shareholders’ fund with no mis- oo
matching of financing.
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Financing Options

AERE
Dividend Capex Working Capital
;=N BEEERE REES
Debt £ & Equity BRA5 5K

1. Bank Financing $R1TE 1. Scrip Dividend LAPEfR B
2. Factoring ZEZ=E4IR 2. Dividend f& 2

3. Placement #EA%

4. Warrants R &:E

5. Convertible Bonds AJ# A% &%

Financing for Growth

For 2005/06, we face 3 principal tasks for financing:

- Investors’ expectation of dividend payment;
- Commencement of the new Capex cycle; and

- Rising working capital requirements because of
the targeted 30% increase in turnover.

The choice is between debt and equity. We have mentioned
earlier that we are not going to change our dividend policy.
Under the existing circumstances, we still do not prefer
non-debt method because of its potential dilutive impact
on earnings per share. Even taking into account of rising
interest rate in the coming months, we still believe that the
debt alternative is the cheapest and the most optimal way of
financing for growth under the following guiding principles:

- Profit after tax plus depreciation should be equal to
or greater than the Capex plus dividend;

- If this is the case, then our Non-current Assets to
Shareholders’ Fund ratio should stay below one.
Short term bank borrowing will rise to fill in the
financing gap where increase in trade payables not
able to match the increase in inventories and trade
receivables; and

- Interest coverage (EBITDA/interest expenses) to stay
above 5.

RERRHESBEHE

R-ZZH/ZEXFE RESBESA
EMEH=KEH

- REZHRBERENHE
- HREBHHERKR

— FEREXBELANNTARBEEER
MR b0 -

BB MEREE  RITEEIEATS
HARF AR MBI P TERERE K
R AEBRIBRT  BEMMATHERA
FEERX  BEBEXBIRESRER
BE - AEEEIARRBAXBEMEDNT
Bt BPDARK/BTEERESBE
FREEMRARNTE  TEERUAT
JRAN

—  BREENNEFEZEN EEA%
A E AR % 2R 82 4D

- fHEM ERBEERKRRESLH
REERT AREHEMK IR
EFRFENEZREKR LT 8
BUEHRTEEEBESRE LW

= gh -
™ 2=

-  FEREXR(MMERMEXL - HE -
PrEREHEAMEN) + M8 ) BR
RS e AL -
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Bank Borrowings

TEE
- _ N
Three Principles =XKEA
1. Profit Attributable to Shareholders + 1. BREMLREH + 718 = BEE
Depreciation = Capex + Dividend EERE + KRB
2. Non-Current Assets to Shareholders Fund 2. ERBEEERREREE
Ratio <1
3. Interest Coverage > 5 3. M REERS
%

(S

Net Gearing Ratio Rising to 90%

With the 30% projected increase in turnover, we project
that the net gearing ratio will rise further from the current
52% level to around 90% towards the end of the next
financial year. Given our committed dividend policy
and the rising Capex, the net gearing ratio will only
fall if we are not able to achieve the sales target in
2005/06.

Additional Bank Financing Arranged

To cater for such working capital requirements, we have
further arranged sufficient short term banking facilities
with our bankers. As an additional precaution, we have
also secured 5-year medium term loan facilities of
HK$100,000,000 (HSBC, HK$70,000,000 and Standard
Chartered, HK$30,000,000). These medium term loan
facilities remained undrawn on 24 June 2005.

Resources Available

The Directors are confident that with the cash holdings of
HK$352,665,000 and banking facilities of
HK$870,000,000, the Group is able to meet its current
and operational and capital expenditure requirements.

As at 31 March 2005, part of the Group's banking facilities
were secured by mortgages over certain of the Group's
land and buildings in mainland China with a net book
value of approximately HK$16,424,000 (2003/04:
HK$16,825,000).
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FEBELEEEAFIO%

BEELEBEANER A30%  KMETF
BELEEHB A Z52%KF @ BT —1E
FHRFELEREE - EAEI0%Z K
FoBERRMPMEARFBEZREBRERELRK
XM ERKEEZN -_FTETHEX
FEZEEXEEEN  ERFEELEST
EHRETH -

ZHENRITEER

RTEMNRBESF R HMADHERETR
BT RAMERERR - (ER/BIMRIE -
EMIAE%E T &4£100,000,0008 T2 H
FHzHrHERE(BEREERT
70,000,000 T & 7& 4T #& 7 30,000,000%
7)) BE_TTRFANA-_TEA - ZEF
THERBERABA -

B AER

LA BRI 5 5% A F IR £ 352,665,000
BT M IR1T & E58870,000,000/8 T 0 &

E2ERELEREHNENBEKREEERE
$|§Eﬁaﬂ§iﬂ’]m§é°
HE_ZZTRF=ZA=1+—H £@HH

BITEEBREANEBRNBAEEEEES
KRN MEBEEFEEDEY
16,424,000 T (—Z T = /TNFE :
16,825,000/ 7T) °
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EXCHANGE RATE EXPOSURE

Most of the Group’s assets, liabilities and transactions are
denominated either in Hong Kong dollar, US dollar or
Reminbi. As the exchange rate of the Hong Kong dollar,
US dollar and Reminbi were relatively stable during the
year, the Group was not exposed to material exchange
risk at the moment (please refer to “Risk Management”
on P. 35).

CONTINGENT LIABILITIES

As at 31 March 2005, the Group had no significant
contingent liabilities.

CORPORATE SOCIAL RESPONSIBILITIES
Community Interest

As a responsible corporate citizen, we continue to promote
social responsibilities program. We have made donation to
charities in both Hong Kong and China. Our staff in China
had also actively participated in a number of activities
including visiting senior citizens, students of School of Hope
(donated by the Group and its employees) in remote areas,

i
Annual Report 2004-2005 F ¥

B 5 B

SEBRABONEE  BERIXZHNUE
T ELHARBE  BRFRBT
ELRARBZEXR-—HHFIRE - Ut
SERBYEEFNEANELRR - (F2
ME=tRAIRARER])

HZRAE

BE_TTAF=A=+—HIL  £EY
BERLREE -

TEHEER
HEAHE

FAER—ERETZEERAR  BAF
BEHETEEMEETEY  UNBELE
NIERERF  MEAE I AEZRS2ELS
LEE HRBREDZEARLERREE
wrzHFENE(HEBRBET —REB
2 HEEEHE R _TTRFRA B

Is profit the only objective for an enterprise?

BNRECENE—HIZ?
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planting of trees etc. In May 2005, our colleagues in Hong
Kong have formed a new volunteer group for charitable
works. We will continue to encourage our colleagues to
actively participate in community works.

Environmental Affairs

In 2001, the Group obtained the ISO 14001 Environmental
Management System accreditation. In 2006, electronics
products entering the European market will have to comply
with strict environmental guidelines (e.g. RoHS). A few years
ago, we have started working together with our multi-
national customers to ensure that our products will be in
compliance with such new regulations. We will continue
our best effort in using environmental-friendly raw materials
in products design, improving polluted air filtering system,
speeding up responses to customers’ queries on
environmental concerns in our products, reusing recycle
water in toilets etc.

Education

To promote the implementation of corporate governance
among small and medium sized enterprises in Hong Kong,
we have donated HK$270,000 to the Hong Kong Baptist
University (“HKBU") for the funding of its Centre of
Corporate Governance and Financial Policy, School of
Business, Hong Kong Baptist University and the provision
of three scholarships for students studying for the Master
Degree in Science of Corporate Governance and
Directorship Program. Our colleagues have also participated
in the seminars/discussions organized by the School of
Business of HKBU.

Karrie International Holdings Limited

ARENTABEINM2BEZEY - &
MedEsBE T BBR2ENREY -

B&ERIE

EER _ZEZE—FEEBFISOI4001REE
BREARE M _ZSTFHEMAS

HERMVAFEBRBRERERGIM : RoHS)
FaEABMNTS - MBEMABFAIRLE
EESTOBBEBEFAEBRARFPRAEE
MZBEBARBEXR - RMEETHNERERERA
RRMEETEMR  UEEIABREE
E MROEREFHERMNEREFEAR
RERKEWNER - BLEBREME/KDEA
REFREE -
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Extracted from Wen Wei Po published on 18 May 2005
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EMPLOYMENT AND RENUMERATION & & & % B BUSR

POLICIES

Our Staff is Our Greatest Assets LABR

We have been asked several times why the Group is able BMEZAEELREERSE EmE NA
to beat out our competitors many times of our size to REBRMAREEZHFEMDNERE, 2
secure new projects. The principal reason lies in the offering MIEE  ZEAENRESEMATPREM
of superb services to our customers. To maintain such BEORS - AERERFELDRY - &M
premium service, we must continue to recruit, motivate EERE HPRBBAEESENET -
and retain talented staff. This task is rendered more difficult METBANTRAZEFRE :

with:

With healthy and happy staff, we will have productivity.
HERLNET - TRBELEENHET

- the recovery of the economy and the end of — ABAAEKEEHRRBHEBELEER R
deflation in Hong Kong; and

- the rapid expansion of the Group’s turnover. - KBEEXEIREER-
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Since 2001, we have implemented a number of measures: SEE T FHREELZHEER £
R

Rewarding for Performance EZ-E2t

The standard 13th month pay was abolished. A new BEEBEMET=@ERAFH<  MmMRZHE

performance based bonus system and a more objective HERBEHBN RS H RREEHNHKREN

system of performance evaluation system were introduced. fh BHEERBENETAREZRLUAE

Employees with superior performance now received higher RAIBNES -

bonus than under the previous system.

Summary of Share Options Granted to Employees

ETRERBEREMESR
no of person
N
140 133
120 +
100
77

80 +

60 +

w0l 37

LI I
00/01 01/02 02/03 03/04 04/05

Linking the interest of our shareholders with a greater number of staff through share options
FRREEREZITESET  BREMIAREMMEELE —E

The Case for Staff Share Options ETRERE

| fully understand that issuing share options is no longer R SKSAREARNE M T &
fashionable in HK and elsewhere. | am also aware that the HEREETERE  BRMEHAIKER
Company has to treat share option as an expense item in TEgrFETEREREYEL (BRI
the next financial year. (We have not charged share option WARBHBRENKEIABREA - B
cost to the profit and loss account for the current financial EARBBBERATEEA - AN L
year. Had we done so, our profit would have been reduced 4,718,000 7T © mMAR R E/R & F B T2
by approximately HK$4,718,000 and the profit attributable 145,626,000 7T * RE/\NTNE) °

to shareholders would have been reduced to
HK$145,626,000. See P. 89).




iy . -1"' Wik |
_ ‘_ - . I‘l'l'll:l'.l I
——— — S .:..

But critics should appreciate that there are still no other REESRMACTEZRADEEBAAL X

alternatives available which are better than share options: REHMEBEEBREESENEE

- When the Group expands rapidly and recruits new — IFIEEEZRERMEBEEEA
managers, how do you ensure that they maintain g ABWAREMMEHUORO
the same entrepreneur spirit? Now with the issue WELCEHBIERLERER
of share options, we have a group of owners/managers s —MELETAEENZ AR
who really care about the interest of the Group; BWRER,ERE

Will there be the day when all our staff are shareholders?

SRA-RMAETHERASEMOBRR ?
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- When we use performance-based bonus system,
it is inevitable that people will focus on their
best short-term performance in order to get the
largest amount of bonus immediately. This is
human nature. But their individual achievement may
not be necessarily good for the overall long-term
interest of the Group. A share option scheme will
force our managers to think of the long term interest
from the Group’s perspective. Although it will not
entirely eliminate shortsighted decisions or
departmental conflicts, it will help; and

- While the accounting treatment may treat issue
of share options as an expense, no actual cash
flow is involved. This is especially important given
the high net gearing ratio of the Group. As such
share options are issued to staff at the market price
at the date of grant with no discount, our staff will
have to work hard to benefit along with other
existing shareholders.

Potential Dilutive Effect of Share Options

Share options are of course a “cost” as it dilutes
the earning per share. As the majority |
shareholder myself, of course | would tak
the interest of the shareholders into
account. Our staff share options
are granted over a long vesting
period to ensure that the
dilutive impact is kept to a
minimum.

Karrie International Holdings Limited

ERMERAURBEHBANRESHR
BEATEESRFERRUKRDE
NERZEE  AHAMRE  BE
AREH o BMPFIEARNLERER
BHEBREMNZEN - ROBRE
AR A BEEEABNREREN &
ERERE - #AR BB AR
VR TE 2 i 1 — LR AR BIR T Sk #B PT RY
ME - BRI HIELEMANGEE
BEY K

BASTHHERBRES —HEMAX
BERIEESEEIRERS - &5
HREERESFRELENERL
HEZ ANBERERREHERZ
MISERKETEIN - WEiGTE
i AHBTIMBAEEMES
Ao FAEREERMARZEFAR

BREEE 2 ENE

R B A 2 B BOE
MEEH - MERIEIK
Klz— AAEREEZ
BN EATSRBR
MAZmAEERE  EMm
EEFHEREZEBR
BT —BRRE
BATHE - UEREEX
FERERE -

Dropping a stone on my foot: Why should | agree
to issue more share options to dilute the
shareholdings of the majority shareholder?

WAOBEBH - BARRFAZIKEE S MRBREL
EERTEEEZRROBN#ES?
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(As at 15 June 2005, total number of issued share capital is 408,764,000 shares)
(BE-_TFTRFNATHABETREEE #5408,764,00048)

Number of exercisable
outstanding share options

RITEBREHRE
Percentage
over total
number
of issued
Exercisable during or Other share capital
after the period Directors Participants Total HERITRA
RBARZERATTEZFE E= Hih28RE By ZHEME
01/04/2005 - 31/03/2006 4,820,000 14,520,000 19,340,000 4.73%
01/04/2006 - 31/03/2007 1,680,000 7,824,000 9,504,000 2.33%
01/04/2007 - 31/03/2008 1,760,000 3,900,000 5,660,000 1.38%
01/04/2008 - 31/03/2009 1,760,000 1,760,000 3,520,000 0.86%
Cumulative total 5 10,020,000 28,004,000 38,024,000 9.30%

United we stand

BEERENE
Building up the New Corporate Culture By i)
Monetary reward alone cannot buy you performance BEESERBUYTHETEZRIETINRR
or loyalty. We need to build up a new corporate culture. BAEH BMABESNRIIFEEX
Since the establishment of the Executive Committee and ]l BEXREBRBKOEBMKZAITEER
&S FA —FFT ARvaY &' oy A

its staffing by professional managers in 2001, we have GR-FF-FRILUR - RATEEEE)
actively encouraged our staff to: 5L

AA X A Ny /% = 33 .
- make decision instead of the “passing the buck”; o BRRRRRBERNEENEE
- focus on benefits generated instead of cost saved; o TR ERA - FIEMENES
- share information to reduce departmental conflicts - — D Z AR D #PIF B MR

ZA N
and to minimize risk; and o &
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- change from “do nothing to avoid mistake”’ to
“more attempts even at the cost of making
mistakes”.

“Corporate Day” on 3 February 2005
—ETRF_A=HETZIXB]

In February 2005, we hosted our first brainstorming session
with around 100 mid-level managers whereby the Directors
outlined the future strategic direction and listened to
feedbacks.

A THOUSAND-MILE JOURNEY
STARTS WITH A FIRST STEP

We are not Perfect

We have run into a number of problems in staging such
an event. We had failed to ask all qualified mid-level
managers to attend, the feedback time was not sufficient,
some of the important topics were not covered and so
on....... But this is the first time a small company like us to
take such a first step. We are not perfect nor are we
the best. But by taking such important first step, we
will one day finish our “thousand-mile journey”.

A Clear Objective, but No More 3-Year Plan

With the successful completion of the 3-year plan to double
the turnover first announced in 2001/02, we have been
urged to announce a new 3-year plan to provide more
concrete guidance for the future. Tempting as it may be,
we reiterate that we are not in the game of short-term

glory:

Annual Report 2004-2005 F ¥

Impersonating the God of Fortune: working hard for

the benefit of shareholders.

BhHEHE  FEBRRBRE
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- Firstly, with the increased size of the denominator,
a doubling of turnover will be an Herculean task
within the same time span from the production
standpoint; and

- Secondly, pushing the Group too fast will run against
my own prudent instinct in view of the various
uncertainties like production bottlenecks, high
interest rate, high oil price and so on.

Rather, we will aim at doubling our size without
specifying the timeframe. While it may be disappointing
to some, our management team here thinks that this is
the best for the long-term interest of all the stakeholders.
After all, if we are to take a one thousand-miles journey,
we have to take the first step. We would not be
burdened by the worry over the market reaction to
our short-term performance. Nor will we cut back
our investment in Capex and human resources, despite
the possible investors’ concern over the revenue
growth by the low margin EMS Business. We will keep
on building up our infrastructure in both hardware and
software. They will provide the solid foundation upon which
the Group will march toward its next target, eventually.

Let’s Take the First Step Together

There will always be concerns over rising cost of raw
materials, the appreciation of RMB, production bottlenecks,
rising interest rate, insufficient mid-level managers and
the apparent stagnation of the higher-profit margin Metal
and Plastic Business. Yes they are serious business
problems. But like sunset and sunrise (2003/04 Annual
Report, P. 26) they are also essential parts of our life.
We will not be afraid of any setbacks. We may be
down one day (like the drop of profit in 2003/04).
But very quickly we will stand up again. With the
support of customers, suppliers, staff, bankers and
others, we know that we will continue our march
toward excellence. One day we will finish our
“thousand-mile journey”. And then another
“thousand-mile journey”. But let’s take our first step
here. Today.
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APPRECIATION

I would like to thank our customers, suppliers, bankers,
shareholders and others who have extended their invaluable
support to the Group, and my fellow Directors, managers
and all staff for their considerable contributions to the
Group. | would like to express our special thanks to Mr
Leung Wai Ho, who resigned as an independent non-
executive director (“INED") of the Company in January
2005, for his contribution in the past 7 years. | also take
the opportunity to welcome Mr Fong Hoi Shing, who joined
us as an INED in December 2004.

Ho Cheuk Fai
Chairman
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APPENDIX 1

Special Characteristics of Our Business Model

A

Hypothetical

Example

(Simplified and generalized for
easy understanding)
1. Quotation Phase

12 months prior to shipment,
Customer A sends out Request
for Quotation (RFQ) for a
project to all “qualified
suppliers”.

2. Project Confirmation Phase

Customer A confirms the
placement of the project to us;
Customer A also provides
shipment forecast for the next
18 to 24 months, which is the
normal life cycle of a project.

3. Moulds and Prototype Making
Phase

According to Customer A
specification, we start to
perform the design works,

make the moulds and
prototype;
This process would take

around 6 to 12 months;
Customer A would also work
with our purchasing
department on electronics
components and the list of
qualified suppliers for such
components.

4. Shipment Phase

Customer A finalizes and
revises the final shipment
schedule;

We start manufacturing and
ship goods to just-in-time (JIT)
inventory warehouses.

5. Sales Recognition and Payment

53

Customer A takes goods from
JIT warehouses;

We get paid after the normal
credit period (generally 60
days).

Quotation

Phase
HERKE

Project
Confirmation

Phase
EERE

Moulds &
Prototype

Making Phase
RERMER R

Shipment Phase
RERR

Sales
Recognition &

Payment
HERARRE
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APPENDIX 1 (Cont'd)

Special Characteristics of Our Business Model
(Cont’d)

As the related engineering works have largely been
completed and in most cases the Group is the sole supplier
for the confirmed project, our problem is therefore one of
production, and not of marketing (2003/04 Annual Report,
P.26).

Annual Report 2004-2005 F ¥

P 8% — (%)
EEEAZREe (B)

HREMNBAERREFEEREE 2 H—
HeEn MEMEBERBLCUFERSIE
EFE MBI IREEIEIAREX
WIREMMEBEIN RN TR EETE -
MmIkTE(ZEE= ' TNFEFRE_T
NE) o

Generalised Flow Chart of the Supply Chain Management System
HEEBEERSK-—REEREE

Customer
2R .
0.’.
: | Project awarded: ."..
H Design, engineering "..
€ & ] anddevelopment e,
g-m:[ H I works — 6 to 12 months '0..
s : 1 MYSER ¢ te,
o s | ESRG  TERAGABTEL e,
s | HER6-1218 A e,
\/ A
Payment
Karri B | |
JIT Warehouses arrie eeeennnnessaan - DeSignated Suppliers
[EIEE] A =5 — R T
Components
> ““ 44 S
J_é E ““‘ &\\%@\ .
”“‘ &
% #FK ‘t“‘ \\'<§
< E%;;l o* (\\
‘_g l@?—( o* * ?aﬂﬁ(\e
T I]]D( .* * v ’}/’
i O ““‘ Xﬁj\’o

Contract Manufacturers

BRBER

Other Suppliers
HAeb e

59



Chairman’s Statement xE#H%

APPENDIX 1 (Cont'd)
Special Characteristics of Our Business Model

Some or all of the following characteristics apply in our
dealing with customers. Such characteristics have been
generalized/simplified to enable easy understanding:

1. We deal with projects, which can take one year of
development and engineering works from initial project
confirmation to final shipment of goods. A project’s
shipment cycle can run for 18 to 24 months.

2. We do not normally have a large orders backlog
because the customers’ adoption of either the just-in-
time inventory (JIT), rolling forecast, Electronic Data
Interexchange (EDI) or a combination of the above
methods.

3. Usually we are the sole supplier for a particular project
and therefore have the obligation to ship goods to
customers even if the sales volume is much higher
than the initial projection.

4. Most of our customers are not retailers, but
manufacturers themselves. Some of them even have
factories in China. Most of the electronic components
are either sourced through the customers or their
designated suppliers.

5. While the metal and plastic enclosures business is an
integral part of the computer and computer peripheral
sector, the industry thrives only in Taiwan but not in
Hong Kong.

6. Our customers are mostly multi-national companies.
Thus we frequently have the situation likes project
originated in Japan, components assembled in China
while the final products shipped to Asia or Europe.
Our definition of breakdown by market is by shipment
destination but not country of origin of the customers.

60

Karrie International Holdings Limited

B 8% — (&)

RERA 2B
UTHEREERFEXRZAPRAMER
FPzRARERERGBIN - TEAR
B B8Nz efRiE -

1. BMERRMNEE —REUNEBF#
7 MEBHEIEBE#HMAE  TREXRFIE
W ERMNE  BEBERRL—
FoMEBARZEHRI18E 24(F
)E] °

2. —REMLEAENEELET  A/F
REBEURRHEQT)  RBHXNEE
RNBAEBFEBRIMAG(EDNETT -

3. REKBFMMEENABHDEEF XA
B —HER - At EEPRAE
AEHEEN RMTMBEREEERN
78 o

4. BANEPAZRME  METER -
BLERTERERE - ABOOET
EHBREPEEHER X EMME
DR -

5. HAASBRINEERHERLERE
Emmz O - BETERGEEL
BFBBEIT -

6. BFNEFPAENBEBEEKEMEZDE - &
REHEGHBMOTER : FPZEAR
BEA  BEFBELEE  Ka&REE
BFEMNREONE M - MBEFAER TS D
o2 ERIAR T ER U R%E -
FEPKREMERRK -



Chairman’s Statement xE#H%

APPENDIX 2
Corporate Governance

1. Three independent non-executive directors out of a
total of nine directors;

2. Establishment of an Executive Committee to improve
decision-making efficiency. The Group is now being
run on an operational basis by a group of professional
managers;

Stephen Wongi JIE i
Production “ E & 1

S K LeeZ= i H
Accounting & it
Investor Relations 1% & # [j 1%

Ho Cheuk Ming{d £ 83
Policy & Major Decision Making I 7 & & Z % F
Conflicts Resolution F & #5 P 5 15

Capex BElF BERE

Alfred Chow & Bl ##

Finance 81 7%

Strategic Planning & Risk Management 7 5 42 2 J% 2l & & 7%
Investor Relations # & % B %
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ftEEs

1. WBEERKESR BUFRiTESH
E=JE

2. RIUBITZREEMPOREUE - BEE
BERH—HEFREEABRRE

Francis KwokZp Xk B
Marketing 1 7

Silvia ChanBg & &k

Personnel & Administration A % 771
EDP & i & 71 & FF
Internal Audit A &8 &1
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APPENDIX 2 (Cont'd)

Corporate Governance (Cont’d)

3.

10.

11.

12.

13.

Efforts to improve transparency

— in annual report, made detailed explanation of
corporate strategies and the rationale behind;

— meeting with individual shareholders periodically
through a new “tea-break” program. The “tea-
breaks” were held on 25 September, 18 December
2004 and 2 April 2005 respectively;

Clearly defined dividend policy of payment of 50% or
more of the profit attributable to shareholders;

Clearly defined ROE objective of 20%;

Clearly defined future turnover targets;

Announcing quarterly results — Putting the
shareholders’ interest first in publishing a disappointing
quarterly profit drop in September 2003 instead of

just following the previous practice of publishing

turnover figure only (which showed an increase of
19% for the 1st quarter of 2003/04)......as if we were
not able to deliver according to plan, we will let the
investors know as far as practical,

Increasing the number of audit committee meetings
to 4 times a year,

Encouraging executive directors to hold at least
500,000 shares of the Group;

Including a social responsibility statement in the annual
report;

Estimating the cost of options granted,

Enhancing stock market liquidity with the major
shareholder’s placement of 60,000,000 shares to
institutional shareholders in May 2003; and

Willingness to share wealth created with all
shareholders through dividend. Since 2000/01, the
Group’s accumulated dividends paid/payable is around
HK$414,234,000 or around 92% of the shareholders’
fund.
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APPENDIX 3 Mg =

Dividend and Dividend Policy:
RERBREBX :
An unbroken 8 years record of dividend payment
84F LAk B 1€ K &
Group’s policy to distribute 50% or more of its profits attributable to shareholders as dividend

SEREEREBRERRREMLERS0%H U LAEIRS

All dividend paid shown below is in HK cents per share

THERKEZREZUEBUFE

Interim Final Special Dividend
Interim  Final Subtotal Special Special  Subtotal  Total Payout Ratio
8 A RIRE RE
E KH pit BERE  BARE pit A i dod
(Excluding)* (Including)*

(FEFEER) (BEER)?

1997/98 Nil % 1.00 1.00 Nil £ Nil £ Nil £ 1.00 13% N/A T iE R
1998/99 2.00 2.00 4.00 Nil % Nil Nil & 4.00 58% N/A 1 iE A
1999/00 2.20 2.20 4.40 Nil % Nil Nil & 4.40 77% N/A 1 iE A
2000/01 1.10 3.80 4.90 Nil % 6.20 6.20 11.10 69% 156%
2001/02 5.00 590  10.90 5.00 14.10 19.10  30.00 50% 138%
2002/03 8.00 11.00 19.00 Nil % 5.00 5.00 24.00 60% 75%
2003/04 8.00 12.00  20.00 Nil % Nil Nil &  20.00 87% N/A 1 iE A
2004/05 850 1250  21.00 Nil % Nil % Nil &  21.00 57% N/A 1 iE A
Remarks:  * Excluding special dividend # Including special dividend

it *NEFER RIS B Bl AR S
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APPENDIX 4 Ff &% P9

Inventory & Debtor Turnover

FEREWIRBES

No. of days F &k :
O. ot aays ——a—— Inventory Turnover 17 & 882 £

100 1~ - - - - Debtor Turnover & i 8 425 HA

90 [—

80 [—

70 —

60 [—

50 —

40 —

30 I I I I I | j

98/99 99/00 00/01 01/02 02/03 03/04 04/05

(no. of days) (H &) 98/99 99/00 00/01 01/02 02/03 03/04 04/05
Inventory Turnover
FEREER 55 96 67 48 39 42 72
Debtor Turnover
JE Ui 1 38 2 HA 57 52 65 64 56 63 80
Inventory turnover (Base on year end stock value/Cost of Sales) x 365 days FEAEH (L FRIFEEHEKF)x 365H
Debtor turnover (Base on year end debtors/Turnover) x 365 days JE W 0 A 83 B (LA FFARFE UL e~ % 38) x 365 H

Inventory Turnover Days 77 & B &

(no. of days) (H &) 03/04 04/05 Change #i&
Raw Material R %} 21 33 +12
WIP 3 % 6 5 -1
Finished Goods FX fa 15 34 +19
Total & &t 42 72 +30
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