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BUSINESS REVIEW

The total turnover of printed circuit boards (“PCB”) for the current
year was about 7% higher than that for last year. The sales value of
multi-layer PCB as a percentage of total turnover for the current year

was about 77% while that for last year was about 62% only.

The Group confronted a difficult operating environment during the
first three quarters of the current year and the average gross profit
percentage for that period was just 10% which was about 4% lower
than that for last year. The operating performance for that period was
not satisfactory as a result of both the dramatic increase in our purchase
prices of certain major raw material items and the weak demand for
PCB from the Group’s telecommunication products customers. Yet,
thanks to the substantial orders for delicate PCB and the gradual
improvement in the operating environment commencing from December
2004 onwards, the Group’s previous investment in advanced machinery
for the manufacture of delicate PCB has begun to bear fruit. The average
gross profit percentage for the last quarter of the current year reached

20%.

The big rise in our purchase prices of certain major raw material items
in the manufacture of PCB during the first three quarters of the current
year was related primarily to the mismatch in the worldwide demand
and supply for non-ferrous metals to which the Group could exert
no influence. For example, because of the worldwide huge demand
for copper, our average purchase price of copper foil during the first
half of the current year increased by about 27% as compared to that
in the last corresponding period. And because of the worldwide shortage
in the supply of fibre-glass, our purchase prices of certain laminates
and prepreg in September 2004 were almost 40% and 27% respectively
higher than in April 2004. Given the frequency and the extent of the
increment in our purchase prices of these major raw material items,
the Group could hardly pass this burden wholly to the customers
immediately especially in light of the weak demand for PCB. Hence,
the Group inevitably suffered from temporary deterioration in

profitability during that period.
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MANAGEMENT DISCUSSION - AND ANALYSIS (continied)
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The turning point for the Group’s operating performance occurred
in December 2004 when some customers began to place substantial
orders for delicate PCB. Equipped with advanced machinery and
production know-how, the Group has been ready to manufacture
delicate PCB for some time. But without any substantial orders for
delicate PCB, it will be quite risky to invest further in advanced
machinery for the purpose of upgrading the Group’s PCB production
capacity and capability. The substantial orders for delicate PCB was
a catalyst in the evolution of the Group. The Group has begun to
invest further in advanced machinery since December 2004 and the
Group has been more capable of meeting the customers’ continuously
stringent requirements. At the same time, the Group has been in a
better position to negotiate our purchase prices of both raw material
items and machinery with the suppliers in light of the increase in the

volume of our orders.
FINANCIAL REVIEW

As at 31 March 2005, the Group’s gearing ratio (i.e. the ratio of total
liabilities to shareholders’ fund) was 0.98 times (2004: 0.64 times) while
the Group’s current ratio was 1.04 times (2004: 1.11 times). The higher
gearing ratio and the lower current ratio at current year end were
resulted primarily from the current year addition of about HK$30 million
worth of machinery and equipment, over half of which was acquired
by means of finance leases. Because the Group can generate substantial
net cash inflow from its PCB operating activities, these financial ratios

will improve during the year ahead.

As at 31 March 2005, the Group’s aggregate outstanding balances of
the finance lease and hire purchase contract payables, other loans
and bank loans amounting to HK$35,944,000 (2004: HK$18,479,000)
out of which HK$20,310,000 (2004: HK$9,534,000) is repayable within
the next 12 months. The bank loans of HK$8,120,000 (2004: Nil) were
all required to be settled in United States dollars, repayable within 3
months and subject to floating interest rates. Other borrowings were
all required to be settled in Hong Kong dollars, originally repayable
monthly over 3 years and mostly subject to floating interest rates. The
Group does not adopt any interest rate hedging tool for all these
borrowings. Certain machinery and equipment of the Group with a
net book value as at 31 March 2005 of HK$28,484,000 (2004:
HK$45,708,000) were pledged to secure these borrowings.
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As at 31 March 2005, the Group’s current assets and total liabilities
were mostly required to be settled in either Hong Kong dollars or
United States dollars. Hence, the group’s net exposure to fluctuation
in exchange rates is insignificant and no foreign currency hedging

tool is adopted.
EMPLOYEE BENEFITS

As at 31 March 2005, the Group has 1,169 (2004: 1,064) employees,
including directors, working mainly in Mainland China. For the year
ended 31 March 2005, the Group’s total staff costs including directors’
remuneration were HK$24,667,000 (2004: HK$24,456,000).

According to the Group’s staff remuneration policy, the remuneration
of an employee is determined by the Board from time to time with
reference to his performance and duties, the performance and

profitability of his employer and the prevailing market conditions.

The Company operates a share option scheme for the purpose of
encouraging the eligible participants to perform their best in achieving
the goals of the Company and at the same time allow the eligible
participants to enjoy the results of the Company attained through their
effort and contribution. Eligible participants of the share option scheme
include any full-time employees, directors or professional advisers of
the Company or any of its subsidiaries or associated companies. The
share option scheme became effective on 28 August 2003 and, unless
otherwise cancelled or amended, will remain in force for 10 years

from that date.

A total of 16,250,000 share options which represented approximately
3.5% of the Company’s shares in issue at the date of grant were granted
to certain directors and full-time employees of the Group on 15 June
2004. The exercise price and the exercise period of these share options
are HK$0.20 per share and from 15 June 2004 to 14 June 2009,
respectively. The closing price of the Company’s shares at the date
of grant of these share options on 15 June 2004 was HK$0.192 per
share. As at 31 March 2005, all the 16,250,000 share options granted

remained unexercised.
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OUTLOOK

The year 2004 was definitely a difficult year for the Group but the
Group had weathered the difficult period. The beginning of the year
2005 is a good starting point for the Group as the substantial orders
for delicate PCB have persisted and the operating results of the Group
has turned around since January 2005. Although the year ahead looks
promising, the Board is wary of the challenging factors which may

impact the Group.

As mentioned before, the Group could exert no influence to any
mismatch in the worldwide demand and supply of non-ferrous metals
used in the manufacture of our major raw material items. If there is
any such mismatch which will drive up our purchase prices of major
raw material items steeply and the Group cannot shift the burden wholly

to the customers, the Group will suffer as in current year.

Besides, the Group is currently quite heavily relying on its
telecommunication products customers from whom about 70% of the
total turnover is generated. Although the business of these customers
is still quite robust for the moment, there is no guarantee that the
same will apply in next year. In light of this, the Board intends to
further broaden the customer base of the Group after upgrading the
production capacity so as to alleviate the impact which may result

from relying too much on particular type of customer.

The petroleum price is standing at an unprecedentedly high level.
The interest rates for United States dollars and Hong Kong dollars
are rising and the Renminbi currency is likely to appreciate in the
near future. Although these events may not increase the operating
costs of the Group to a great extent, they may hinder the growth of
the world economy and the business of the Group may be adversely

affected accordingly.

In spite of the above concern, the Board is confident that the Group

will show a more healthy picture in the year ahead.

RA AN/ AL s RA R /N N F ] “v-.““'-'l'--l'..-.A /]

it
A REEARR - —FFINEEE e N —

B JRMA B e B R ] s
B LFEMG R —ELF LR - —BE R
— e - K EREE AR ST B IR R
111 A B [0 B 6 2 SRR RS T B o SRR AR
BURMAE  EEGHIIRETZEAEEN
2 Tl B LA 2R 7] PR 15

QAT LA AL » A G5 [ S Y B8 T SR A Y
A 0 < 8 7F BRI R SR A nT BEME 7 £
AR ] o i 345 (L (D ETBL A (S B C 5 20 =
ORISR £ B (R R R R (8 - 1 A S 13 A BE
AR EREEEEE - AEEENEA
R —BORZEK -

BESN - A B2 B BRI -+ 50 10 R L 7 7 A U8
HFE > ARE LGRS EIIT70% o #ERA
% 5 BLIR Y BB (S R O TS ) - HA
RE PRGN IR L B DL 28 200 - Ty 2 B
(A8 (3 AR & P T ARy s 8 - E
ik BIFE SR T A A AE T 1R M — D HRERA A SR
%5 5 AL TE -

A H RS B 1 J 7Y S i - ST RO TT
FIRIHRIEAE BT - A B B Bl SR 7 AN 2 f
O RETHE o fE 2R L S 55 E m AE A & e B
AR RO RA - (B A BT RE5 B 57 &E
T IG5 - alfz m] AE DAL AN A 5 B A LR I Y

EZRET DL ER PR R RN - B EA
EOABEERE I RN RS -

"



