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Daiwa Associate Holdings Limited

New Production site in Heyuan

PRESIDENT’S STATEMENT

On behalf of the Board of Directors, | would like to present to shareholders the
audited report of Daiwa Associate Holdings Limited (the “Company”) and its
subsidiaries (collectively the “Group”) for the year ended 31 March 2006.

| am taking this opportunity to express our gratitude to the Group’s staff for
their contributions enabling the Group to work through a tough business

environment and securing the business growth for the preceding year.
RESULTS AND DIVIDEND

The Group reported a turnover of
HK$1,540.1 million (2005: HK$1,225.8
million) for the year ended 31 March
2006, which indicates an increase of

25.6% from last financial year.

oA R The operating profit of the Group is
HK$21.2 million for the year ended 31
March 2006 (2005: HK$24.8 million).
Consolidated net profit after income tax expenses and minority interests is
HK$12.3 million (2005: HK$20.5 million), which represents a decrease of 40%
from last year. The basic earnings per share is HK 4.65 cents (2005: HK 9.67
cents). The Board of Directors has recommended a final dividend of HK 1 cent
per ordinary share payable to shareholders whose names appear on the Register
of Members of the Company on 28 August 2006. Subject to the shareholders’
approval at the forthcoming annual general meeting, the dividend will be payable
on 15 September 2006. During the year, the Group announced an interim

dividend of HK 1 cent per ordinary share.
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LIQUIDITY AND FINANCIAL RESOURCES

At 31 March 2006, the Group’s net current assets amounted to HK$177.4
million and the shareholders’ funds were HK$358.2 million (2005: HK$348.7
million). The total bank loan and finance lease was HK$93.2 million and the
gearing ratio which is defined as total borrowings to shareholders’ funds,
excluding minority interests, is 0.26. The year-end cash and bank balances
were increased to HK$83.5 million from HK$65 million.

At 31 March 2006,

banking facilities of the Group were

total available

approximately HK$240.2 million, of
which HK$127.2 million was available
for use. Finance lease obligations
outstanding on the same date
amounted to HK$4.4 million. The
Company issued corporate guarantees
to banks for granting of banking
facilities to wholly owned subsidiaries.
At 31 March 2006, total amount of
corporate guarantee outstanding was
HK$301.7 million

OEM E i3
OEM Products

The Group’s assets are mostly financed by shareholders’ funds, trade payables,
finance lease and bank borrowings. Trade payables are repayable within one
year. Bank borrowings composed of trade financing repayable within one year
and term loans repayable by installments from two to five years. At the end of
the year, the Group raised new medium term loans from banks to finance the
coming development of the new factory site in He Yuan, PRC. Total bank
borrowings have increased due to the increase in manufacturing business and

new capital expenditures.

The borrowings are mostly denominated in Hong Kong dollars to prevent currency
risk. The Group’s cash and cash equivalents are denominated in Hong Kong
dollars, US dollars, Canadian dollars and Renminbi. The Group has engaged in
foreign currency forward contracts with banks to hedge certain daily foreign
currency trade payments to control the conversion risk arising from foreign
currency transactions. Other than forward contract, the Group continuously
matches the payment and receipts of foreign currency arising from routine
purchase and sales. Combining these methods, the Group is able to control
and minimize the financial cost and exchange risk. The Group’s borrowings are
bearing interest at floating rates which are in reference to Hong Kong Hibor
rate.
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Daiwa Associate Holdings Limited

As the turnover in the reported year moved upwards, inventory level was relatively
increased to HK$202 million from HK$188.1 million as of last financial year.
Average stock turnover is controlled to less than 60 stock turnover days. The
trade receivable and payable also increased in proportion with the increase in

turnover.

In the reported year, the Group issued 6,746,799 new ordinary shares due to
the exercise of warrants. The exercise price was HK$0.5 per share. The Group
also repurchased 534,000 ordinary
shares in the open market. The
purchase prices were ranged from
HK$0.46 to HK$0.53 per share.

BUSINESS REVIEW AND
PROSPECT

The Group is engaged in three major

businesses, namely:

— EMS

Manufacturing Service)

(Contract Electronic

and
KEFPREEMAXES

Amplifier for Audio in Demand Consumer Electronics;

Electronic Components — Distribution and Manufacturing; and

- Personal Computer and Digital Products — Distribution and

Manufacturing.

EMS and Consumer Electronics

Business of EMS and consumer electronics in the reported year was full of
challenge. Turnover of this sector significantly increased by 30.9% to HK$575.2
million in reported year from last year (2005: HK$439.5 million). However, due
to the rapid increase of costs of materials, production, wages and electricity,

the operating profit contribution is lower than that of last year.
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BTHEMEMETEHEERCEESN > EEE MR In order to further increase the capacity of production in consumer electronics,
TMHBE—RBEEMAL  EEZHRAE £EE®ET  the Group has acquired a piece of land in He Yuan area. Up to this moment,
144,000F s REE - THRAF—ABMAMBEAE  E 144,000 sq ft of production area has been developed and the Group has already
EZEBENFEENX - BTEERKERE » £BFE  started test run from January of this year. The He Yuan pre-production will go
ZRMELER  NFEFBEITEAMmMBD on until the multistory premises finishes at the end of this year. For this
preparation of future development, the Group drained more resources and
reduced the profit contribution of this sector in the reported year.

BHEFHELERH (EMS) EMS (Contract Electronic Manufacturing Service)
EMSEUEXIEZ N RIBMEZERE
BiR ¥BRBEER - wHH 2
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business of EMS kept growing. Sales
of this sector increased by 50.8% to
HK$327.9 million when compared with
last reported year (2005: HK$217.4

million).

EMS plays a more important role in
the Group’s business. In the past
years, most EMS customers consigned
materials to the Group and the Group
EMSE# [ TE R just charged customers sub-

EMS products contracting charges. Starting from last
year, the Group has equipped a strong
supply chain management team to seek for replacement parts and components
for customers. This add-on value gained positive responses from customers.
The model of EMS will gradually change from a merely sub-contracting model
to a turn-key model and the Group can have further growth in turnover and

gross profit amount.

Consumer Electronics

BT HEERUEEKERET I MHoE¥%WA  The turnover of OEM and ODM manufacturing of consumer electronics grew
—EEFTLtE-+EBET(ZTEZTRF  —_fEZF= steadily to HK$247.2 million, which represents an increase of 11.3% from last
B—TE&EL  LEFREMES 2+ —8= -  reported year (2005: HK$222.1 million).
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Daiwa Associate Holdings Limited

In the reported year, the OEM and ODM manufacturing was limited by the
production space in the existing factory site in Yantian, Dongguan. Under this
circumstance, the Group focused on manufacturing consumer electronics models
with higher margins or on those massive orders with standard margins. The
situation will greatly be improved after the new He Yuan Factory Site is finished.

Profit margin of this sector was maintained with a healthy sign of growth.

Electronic Components — Distribution and Manufacturing

The

manufacturing of

results of distribution and
electronic
components for the year is fair. The
sales turnover was HK$588.6 million,
representing a slightly drop of 3.8%
when compared with last reported
year (2005: HK$611.9 million).

Electronic Components

Distribution

The sales turnover of this sector was
HK$466.9 million (2005: HK$474.9

million) representing a small decrease

EFIREE AL

Electronic Component under distribution

of 1.7% when compared with last

reported year.

The demand for electronic components was slowed down in the industry but
the Group still maintained the momentum despite of the tough market conditions.
Sales offices in Shenzhen, Shanghai and Beijing achieved satisfactory growth.
The Group has established a new joint venture software house in Shanghai to
further support the design-in activities for the Group. With support from principal
suppliers, the Group will have more aggressive result in the sales of electronic

modules in kit form.
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In the reported year, the Group gained new distributorship from Kyocera, a
renowned passive electronic components brand from Japan. Together with
existing distributorship of Toshiba, Panasonic, On-semiconductor, Lite-on, Arnold
Magnetic, Chino-Excel Technology Corp (CET), Elan Microelectronics Corp (ELAN)
and MCS Logic Ltd (MCS Logic), the Group can further strengthen its status as
one of the leading authorized distributors for electronic components and semi-

conductors in Hong Kong and PRC.

Electronic Components

Manufacturing

The keen competition in the
manufacture of electronic
components business continued in
the reported vyear. Turnover
of Electronic Components
Manufacturing was HK$121.7 million
(2005: HK$137 million),

represents a decrease of 11.2% when

which

compared with last reported year.

EMSEF#H T E &
EMS Products

Diodes and Transistors

The Group manufactures epoxy encapsulated TO92, SOT23 and DO41
Transistors and Diodes, glass sealed DO35, DO34 and mini-MELF diodes.

Although both the supply and price in major materials fluctuated this year,
aggregated results of distribution and manufacturing of Diodes was satisfactory
with a slightly increase of 4.9% in turnover when compared with last reported

year. The gross profit percentage also slightly increased.

Wire and harnesses

Since the cost of copper and plastic resin raised day by day in the reported
year, profitable orders would become negative within a week. To cope with this
business model, the Management had no choice but to slowdown the business
activities by accepting the non-loss orders only. Turnover of this sector therefore

dropped by 32.5% and profit contribution was negative in the reported year.
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Daiwa Associate Holdings Limited

Digital and Personal Computer Products — Distribution and Manufacturing

Turnover of the personal computer and digital products business grew
significantly to HK$376.3 million (2005: HK$174.4 million) which represents a

growth of 115% in the reported year. Profit contribution has also grown by 87%

to HK$5.6 million (2005: HK$3 million).

MP3E 5 52
MP3 Audio Players

The Group has successfully
landed in the development of
digital consumer products such
as MP3 and USB drives. By new
investment in the engineering
team and tooling house, the
Group had gained good
recognitions from customers.
Profit margin of the team was fair
and orders are increasing. By the
integration of Flash Memory
support from Toshiba from the
distribution sector, the Group
was in a high position in facing
the keen competition in the
industry.

Business in Canada was steady with slightly growth. Other than adding on new

products in distributorship in personal computer products, the team began to

diversify into the high margin market of digital consumer products and

accessories. The team has set up a new supply chain group in PRC to source

for new products from China. Canada Daiwa is also distributing MP3 audio

products and USB memory drives that are manufactured by the Group.
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FUTURE PROSPECT

The newly acquired production land in He Yuan area provides the Group a big
opportunity of development in production capacity in consumer electronics and
wires. By the end of this year, 500,000 square feet of new production area and
dormitories will be finished and the management cost of manufacturing will
greatly be diluted. The lower cost in electricity and local government charges

will also be a considerable contribution to the profit margin of this sector.

[ e ' The turn-key program in EMS
manufacturing will bring in further
trading benefits of material supply.

The Group is in final stage of

negotiating with new EMS customers
from North America and Europe. The
growth in EMS will be one of the
important contributions in the coming

year.

In recent years, the Group has
entered into new distributorship with
a couple of renowned electronic
component brands. The investment
PO £ ik periods of these brands have matured
iPod Docking and these sectors are showing

symptoms of harvest.

By the investment in R&D of MP3, MP4 and USB drives in the last years,
feedback from the market is positive. The management believes that digital
products will be one of the most successful products of the Group in the

coming year.

As a summary, the management believes that the coming year will be a bright

year for the Group.
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Employees

At 31 March 20086, the Group employed a total of approximately 6,000 employees
of which 120 were Hong Kong based and 100 were employees in Canada.

Most of the others were PRC employees in different production sites.

The Group’s remuneration policy is in line with the prevailing market practices
and is determined on the basis of performance and experience of the individual.
Sales personnel are remunerated by salaries and incentives in accordance with
the achievement of their sales target. General staff are offered year-end
discretionary bonuses, which are based on the divisional profit and individual
appraisals. The Group also provides a Mandatory Provident Fund or ORSO
scheme and medical benefits to all Hong Kong employees. Pursuant to the
terms and conditions of the share option scheme adopted by the Company on
18 August 2005, the Group may grant share options to directors and eligible
employees. Up to 31 March 2006, no share options had been granted.

The Group is committed to devoting more resources in providing internal and
external training to the employees. Other than sending staff to participate in
seminars and talks, the Group continues to recommend qualified staff to take
part in professional courses such as the TS16949 and Six-Sigma Quality
Systems. The training program not only enhance employees’ career development
and professional knowledge, but also contributes to up-grading the management

system of the group.

LAU TAK WAN

President

Hong Kong, 21 July 2006



