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BUSINESS REVIEW

The Group continued to successfully strengthen its operations
across the board with the focus on the manufacture of laminate
and its related products. Against the background of the strong
market conditions, our colleagues had worked extremely hard
to cope with the pent-up demand for our laminate products in
most parts of the financial year 2001. This resulted in another
remarkable year.

Financial Summary
The Group once again posted record turnover and profit for the
year ended 31 March 2001.

— Turnover increased by 55% to HK$2,416 million

— Pre-tax profit margins (*) improved to 21.6% from 18.7%

— Profit attributable to shareholders (*) rose 58% to HK$
408.7 million

— Basic earnings per share (*) were up 54% to 86.6 HK
cents

— Gearing ratio (net debt/equity) was healthy at 36.3%

™*) Excluding the gain of HK$178.4 million from the spin off of copper foil

business in the financial year 2000.

Sales

The Group was successfully shifting the product mix to higher
margin glass epoxy laminates (FR4) which are used for the
production of double-sided and multi-layered printed circuit
boards. FR4 sales posted strong growth of 210% and accounted
for about 41% of our total turnover compared with only 28% in
the previous year. With the mass production of FR4 commencing
only in 1998, the Group has been able to establish a solid market
position in the last three years.
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There had been expansion of our lead in the paper laminate
market of which we believe to have the highest global share.
Paper laminates which are mainly used for the single-sided
printed circuit boards also posted robust growth of 23%.

Other than the internal consumption of glass fabric and copper
foil, key materials for the laminate production, we had increased
the external sales to the multi-layered printed circuit board and
other laminate manufacturers. Their sales rose 70% and
accounted for about 4% of the Group’s turnover.

The sales of chemicals also performed well, showing an increase
of 39%. Excluding the sales of hydrogen peroxide which
commenced last May, other chemicals sales, comprising mainly
formalin, jumped 16%. Both hydrogen peroxide and formalin
are also used in the Group’s other production plants.

Production

The production capacity expansion for laminates progressed in
line with our targets. The monthly production capacity of paper
laminates and FR4 increased by 46% to 1.9 million sheets and
100% to 800,000 sheets. In addition to expanding existing
facilities, we established a new production plant in Jiangmen,
Guangdong Province in order to strengthen our delivery services
for the customers in the region. Together with this new
production plant, we now have five laminate plants located in
Guangdong and Shanghai areas, the two major regional hubs
of manufacturing printed circuit boards in China.

Given the tight supply of copper foil throughout the year and
with the proceeds from the listing of Kingboard Copper Foil
Holdings Limited in Singapore, we have speeded up our
expansion schedule for the copper foil plant in Qingyuan,
Guangdong. The monthly capacity was expanded to 1,200
tonnes, an increase of 71% from FY200o0.

A paper mill beside the copper foil plant in Qingyuan can produce 1,600 tonnes
bleached kraft paper per month, enhancing the Group’s vertical production model.
£ B BRI B = A2 AR AR - 7 5 A EE 1,600 W EIRSEAT - HE— 25058
EEEHLEE -

2001 ANNUAL REPORT

EEEBE—TE - SEEEMERARRTSH
FEES ROUREEEASE LTS LEE RS
MERTBWEAR AEATREEANEEER
EVRIBH41R - B R S PO 2 R 42 18 23% A0 ]
R RS

BRBEDRNEDEERE RERONDERRR K
BT BITEEREM AT MG AREERLN
FRMAEMZEERERRLEREREERD
BSH B L Pl Bl - A 7 R IRSE M sH &
BEIRIN 70%  HEREEBE X 4% °

LT EME EMKREIE R S 39%E K -Fral
REFRERATRRRENESKER EfitT
FERTEAFENHERTT 16% B E MR
Bl AEAERKRFE-

5=

EBINERNEEILZEEE B2 EET 4K 7E i
MR & FR4H) A EERE D RIIE 11 46% K100% & —
BNLTERENTER-BREBARENEERE-
EENMRERELTIPIMR L FTNEERSE M08
HEABENMNERF - ERILMFEE SER
BEERR SEMERANEENRERRNE
DEERS REAEAEBREAREERE-

EESRARN BENERE—EREER-BEZE
Kingboard Copper Foil Holdings Limited 7£ ¥7 /il 3%
ITTIRAENES SEMRTEERERTBM
WERSK AN BAEREME —T A M-
BEFE FH71% -

|l

Over 400 weaving machines are now in operations to satisfy the
robust demand.
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In response to the growing internal consumption and external
sales, we completed the Phase Il of the glass fabric plant. Over
400 weaving machines are now in operation. Hence the monthly
capacity has reached 7 million meters, doubling from the
previous year.

In order to secure the supply of bleached kraft paper and further
reduce our production costs for paper laminates, we established
a paper mill plant in Qingyuan, Guangdong. The plant
commenced production in the second half of the year. Its
monthly capacity is 1,600 tonnes per month, satisfying over

75% of our consumption.

In the chemical division, as mentioned earlier, the new hydrogen
peroxide plant commenced operation early in the year. It is now
producing 4,000 tonnes of hydrogen peroxide monthly. The plant
has already achieved profit for the first twelve months of
commercial production.

Staff

Our colleagues are important assets in the Group. As at 31 March
2001, the size of our workforce was 3,684, a modest increase
of 27% relative to the Group’s business growth. This implies we
achieved strong gains in productivity. Per employee sales and
pre-tax profit rose 22% and 40% respectively. In recent years,
we have been recruiting graduates from leading universities in
China to be part of middle to senior management.

In order to share the Group’s achievements with our colleagues,
we have established a share option scheme and a performance
related bonus system. The Group is conducting a compensation
study with a view to further strengthening the bonus policy for
our senior executives.

Senior management hold regular meetings to formulate
strategies for the fast changing market conditions.
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Overseas Markets

Overseas sales of laminates were of an unprecedented success,
up more than 280% from the previous year. They accounted for
12% of the Group’s turnover compared with only 5% in FY2000.
Our overseas markets span across the globe, including South
Korea, Europe and the USA. They are denominated in US dollars

and mostly settled by letters of credit, thereby enhancing the

Group’s debtor profile.

Product Developments

We have spent on average 3% of annual turnover on research
and development activities for each of the last few years. They
covered new product developments, process re-engineering and
new projects. In FY2001, the production lines at our two largest
laminate plants in Shenzhen were further upgraded and
automated mostly by our own engineering team. New laminate
products such as “green” flame-retardant paper laminate (FR2)
with increased insulating properties and “thin” glass epoxy
laminate for multi-layer printed circuit boards were introduced.
In addition we have successfully started the production of
bleached kraft paper and hydrogen peroxide, both of which is
now profitable. In the copper foil plant, our production lines
are ready for the commercial production of 12-micron thickness
copper foil pending the industry demand.
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The Group participates in most major exhibitions of the printed
circuit board industry.
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As mentioned in the interim report for FY2001, on top of the
expansion of in-house R&D capabilities, we are seeking joint
venture programs with leading research centres. One of the
examples is the establishment of Zhejiang University-Kingboard
Polymer Research Centre in the year.

The Group collaborates with leading research centres to seek
technological breakthroughs.
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The Group devoted substantial resources to our back-end
operations, resulting in a 35% increase in administrative costs.
We expanded the finance and accounting department, added
more headcount in the IT team and strengthened the internal
audits. All these had been translated to an access to timely
management information, enabling the Board to respond quickly
to any critical issue.

Capital Investments

Additions to fixed assets amounted to around HK$820 million.
However, excluding the projects for future expansion being
brought forward, capital investments were around HK$490
million, in line with the budget of HK$450-500 million set at
the beginning of the year. These projects brought forward
included the setting up of two new production lines and
supporting facilities for glass epoxy laminates and phase Ill of
the glass fabric plant. They were under construction with
investments capitalized at around HK$330 million at the end of
the financial year 2001 and are scheduled to be operational in
the current year.

Recognition

In October 2000 the Group was selected one of the world’s
best 300 small enterprises by Forbes. Also in December it was
ranked one of the top 20 best managed companies in Hong
Kong in a survey of the institutional investors by Asia Money.
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Mr. Cheung Kwok Wing, Chairman, received the
merit of “Forbes 300 Best SME in the World” which
reflects the success of the Group’s management.
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FINANCIAL POSITION

As at 31 March 2001 net current assets and current ratio of the
Group were approximately HK$507 million and 1.40 respectively.
The overall efficiency of working capital improved from the
previous year. Trade receivables, in terms of debtors turnover
days, were successfully reduced by 16.8% to 100 days, as the
Group had been able to tighten its trade credit policy and to
expand overseas sales which are mostly settled by letter of
credit.

Trade and bills payables, in terms of creditors turnover day,
increased by 44.8% to 9o days. This was due to the Group’s
ability to extend the supplier’s credit period with higher
purchasing volume.

Inventories rose 88.2% to HK$ 515 million of which 63% was
raw materials and work-in-progress due to highly vertically
integrated production. Finished goods of HK$ 192.5 million were
equivalent to less than one month sales, falling within the
normal carrying levels.

The ratio of interest bearing borrowings net of cash to
shareholders funds remained healthy at 36.3% (2000 - 14.9%).
The increase in borrowings, most of which being non-current
liabilities, was to fund investments in production capacity for
further growth. By prudently leveraging the balance sheet on
new investment opportunities, the Group is taking advantage
of the prevailing low interest rate environment to enhance our
shareholders’ return in the next few years. We actively look
into the hedging instruments for the interest rates of long-term
bank borrowings.

2001 ANNUAL REPORT

B BGIR R

BHE-_ZEZ—GF=-A=+—BIL-£SB2RHEE
FEMRBLEDAANABLEES T R4 &
EECHNERBUEREFEEMNS - EFERIKK
HRREEBARNBIK 16.8% & 1008 TEB R A
AEERNKZESEERIMBERETZNEA
R ATH BN & -

FEERANRKBERN A HERTERRESR -F
B REBRENFIENBEREMT 44.8% &
90H -

EFHEN 88.2% & AfE—THEEE T H+
63%RREEBESLEERNR MBI MFRK M-
B MEFE—BAT_B A TEET HERT
R—EANHES T REBEFKF-

MBESE M EEEARRESHRERE
36.3% K EEKFE (ZZEEEFE — 14.9% ) o f
ERNETERAAERELEERMBNIETBDER:
BEM R ABRMIBERIET EE  EESREARE
B f A AR FENRERE BIRFRE
e AR RERKHFEFWMEED R £ EINE
B EBRTRGEENF ESHE R TR



Kingboard Chemical Holdings Limited | E‘?EMI:I%@ |

Bl
Chairman’s Statement

11

PROSPECTS

The overheating in the global electronics industry in the second
half of last year results in the current period of de-stocking and
fallen end demand across all sectors. We believe that this is
part of the industry’s cycle and the rapid adjustments currently
working through the system will soon bring the resumption of
normal growth. Although the laminate market, like other parts
of the electronics supply chain, has slowed down since early
2001, the Group, with our strengths in the fast response to
changes in the market conditions and in competitive products,
has gained additional market share. In the last few months, we
have performed better than the industry and achieved
satisfactory results.

The Group is committed to a steady investment program to
further strengthen our competitive edge and expand market
share regardless the short-term volatility in the electronics
industry. Two new production lines for FR4 laminates will be
rolled out by phases in the current year, translating into a final
increase of 75% in FR4 monthly production capacity to 1.4
million sheets. This will facilitate the target of expanding our
current only 3 % global share of the FR4 market. The monthly
capacity in both copper foil and glass fabric plants will also be
expanded by 33% to 1,600 tonnes and 14% to 8 million meters
respectively. The increased outputs will be used to reduce our
purchases of those materials from outside as well as to satisfy
the increasing internal demand. In addition we will continue to
put strong emphasis on product developments which include
the introduction of high performance FR4 for more sophisticated
multi-layered printed circuit boards. In the chemical division,
the monthly capacity of formalin is scheduled to expand to
30,000 tonnes in order to cope with the robust demand in China.

The Group’s financial performance in the last decade, by any
measures, is speaking for itself. The combination of a healthy
balance sheet and above-the-industry’s average operating
performance is providing the Group with abundant resources
for capacity expansion and investments in new technology in
the current financial year. We believe that the current period of
weak demand in the market, as in the previous downtrends,
will prove to be one of the best times for us to enhance our
competitive differentiation.
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APPRECIATION

On behalf of the board of directors, | would like to take this
opportunity to express gratitude to our shareholders,
customers, banks and hardworking workforce for their
contributions to the growth of the Group.

CHEUNG Kwok Wing
Chairman

Hong Kong, 28 June 2001
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