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Group President — Mr. LAU Tak Wan

On behalf of Daiwa Associate Holdings Limited, | am pleased to present
to shareholders the Group’s annual report for the year ended 31 March
2001.

| would like to take 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 a satisfactory performance for the
preceding year.

RESULTS AND DIVIDENDS

The Group has recorded a consolidated net profit after taxation and minority
interests for the year ended 31 March 2001 of HK$25.5 million. Basic
earnings per share is HK16.2 cents.

During the year, the turnover of the Group reached HK$881 million,
representing an increase of approximately 42 per cent from that of the
last financial year.

The Board of Directors recommended a final dividend of HK5 cents per
ordinary share payable to shareholders whose names appear on the
Register of Members of the Company on 20 August 2001. Subject to the
shareholders’ approval at the forthcoming annual general meeting, the
dividend will be paid on 3 September 2001. During this year, an interim
dividend of HK5 cents per ordinary share amounting to HK$8 million was
distributed.
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Micro-Circuit component manufactured by the Group
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LIQUIDITY AND FINANCIAL RESOURCES

During the fiscal year, the Group continued to exercise a prudent financial
policy. As at 31 March 2001, the Group’s net current assets amounted to
HK$127 million, the shareholders’ funds was HK$256 million while the
total borrowings was HK$78 million. Despite borrowings increased relatively
to fund the increase in sales and purchases activities, the Group maintains
a healthy financial position. The year-end cash and bank balances rose
from HK$74 million in the last fiscal year to HK$95 million, representing a
28 per cent increase in the reported year. The cash and bank balances,

net of bank borrowings, also retained at a positive level.

As at 31 March 2001, the total
banking facilities of the Group were
approximately HK$188 million,
including HK$16 million in bank
guarantees, of which HK$94 million
was available for use. Finance leases
obligations outstanding on the same
date reduced to HK$0.77 million.

As at 31 March 2001, the gearing
ratio, which is defined as total
borrowings, excluding minority
interests and deferred taxation to

shareholders’ fund, was 0.31.

The Group’s assets are mostly financed by the shareholders’ funds, trade
payable and bank borrowings. Trade payable and bank borrowings are
repayable within one year. The borrowings and cash equivalents are mainly
denominated in either Hong Kong dollars, US dollars or Renminbi. As the
exchange fluctuation of these currencies is relatively stable, the Group
did not use any financial instruments for hedging purpose for the foreign
currency liabilities, assets or investments. Instead, the Group keeps on
monitoring the mix of the borrowings and cash and cash equivalents
relating to these currencies to minimize the effect of the exchange risk.
The Group’s borrowings are bearing interest at a floating rate except for a
loan of approximately HK$19 million.
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Clean bench operation in diffusion process
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As at 31 March 2001, the Group has no pledges for the granting of banking
facilities except for the China factory site of approximately RMB49 million

and certain machinery with an aggregate net book value of HK$2 million.

During the year, the Group disposed of a strategic interest in a computer
board manufacturing associated company for a cash consideration of
HK$10 million. Loss on disposal of this investment amounted to HK$9.1
million.

REVIEW OF
OPERATIONS

Manufacturing

The reported year was a remarkable
year in the Group’s manufacturing
sector. The total turnover of
manufacturing grew from HK$241.7
million of last fiscal year to HK$348.9
million representing a 44 per cent
growth when compared with last
year. The profit contribution of the
total manufacturing sector of the
Group also grew from HK$18.3
million to HK$27.4 million

representing a 50 per cent growth.

During the reported year, market was challenging. Orders were rushed,
small and frequent. Material supply was tight and payment often made on
less generous terms.

Electronic Components Manufacturing

Electronic Components Manufacturing continued to be the major core
business of the Group and contributor to the Group’s profit. The turnover
of this sector grew from HK$128.6 million to HK$194.8 million, representing

a 51 per cent growth when compared with last year.
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Loud-Speaker elements manufactured by the Group
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Silicon Wafer Diffusion

The Group has successfully developed and mastered the process of
Diffusion of 3-inch Silicon Wafers for the application of Rectifier Diode
and has launched it in commercial scale of production, supplying to the
Group’s internal manufacturing plants. The success in the Diffusion
Manufacturing makes the Group’s production in Rectifier Diodes less reliant
on outside supply of Silicon Dices, particularly during the period of peak

demand, reducing the cost of the production.

At the same time, the development of
the diffusion of the dice of Silicon
Switching Diodes has already
commenced and is expected to be
finished by the end of the coming

fiscal year.

Diodes, Transistors and
Frequency Mixer

The Group has produced DO-41
Rectifier Diodes in commercial scale
for more than 10 years, and has fully
mastered the relevant technologies.
The Group is now developing a new
SMA type of packages for surface
mounted applications.

For the Glass Sealed Diodes and SOT23 surface mounted Transistors, the
Group has already made arrangements to expand the production capacity
of these products. To fully utilize the capacity in Glass Sealed Diodes, the
Group has already installed the necessary equipment for the manufacturing
of Zener Diodes and Schottky Diodes. The Group is also developing a
MELF type package of Glass Sealed Diodes for surface mounted
assembling.

The demand for the Frequency Mixer is steady. The capability of the
Group to fill rush orders enables the Group to receive extra orders at
good margin.
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Variable Resistors manufactured by the Group
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Loudspeaker, Metalwork, Wire and Harnesses

In the area of Loudspeaker Manufacturing, the Group has primarily aimed to
increase sales to OEM and ODM customers by leveraging on its product
design and feature capabilities and workmanship. Due to keen competition,
the Group has established a separate production line to serve customers
requiring standard solutions products.

Serving internal production operations, our Metal Workshop already
generates a steady profit. The workshop is not only stamping metal parts
for the Semi-fixed Resistors, Variable Resistors and metal parts for OEM
but it has also made tooling and metal parts for new model of Loudspeakers
and terminals for the wire and
harnesses. A dedicated team is now
preparing for the manufacturing of
copper lead-wire for the Rectifier
Diodes and Dumat copper-cladded
lead-wire for the Glass Sealed
Diodes.

The Wire and Harness business
maintains steady growth. Management
is confident that the Group will obtain
certificates of most of the international
safety standards such as UL, CSA,
CUL and the CCEE in the coming year.
Upon the successful attainment of
these safety certifications, the Group’s
sales of power cords to North America
and China market will be increased.

In order to quicken response to customers and to achieve savings in the
cost of materials, the Group has already installed facilities for production
of PVC plastic pellets from PVC resins, chemicals and color media for the
wire coatings.

Semi-fixed Resistors and Variable Resistors

With many years of experience in manufacturing of Semi-fixed Resistors and Variable
Resistors, the Group has started developing new models by new base media and
chemicals to allow for more precise applications. Instead of the through-hole models,
the Group is making a concerted effort to develop Surface Mounted Models for
telecommunication and mini-circuit applications.
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CD Boombox manufactured by the Group
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Consumer Electronics Manufacturing

As a result of the dedicated effort of management and staff, despite the
tough market sentiment towards Consumer Electronics, turnover in this
sector has increased by 36 per cent from HK$113.1 million to HK$154.1
million when compared with that of the previous reported fiscal year.

To participate in this competitive market, the Group endeavors to develop
new models of Consumer Electronics by aiming at high technological
input with MCU (Micro-control Unit) solutions. These categories of products
require much more study and a
longer time to develop customer
loyalty.

Leveraging on streamlined
manufacturing and efficient
procurement process, the Group has
launched new models of CD players,
boom boxes, music centres, clock
radios and cassettes which are
designed to produce with good

quality at competitive prices.

Other than the general audio
products, the Group has set up a
dedicated team to develop niche
products such as MP3/VCD portable
slim Disc Players and low cost
Digital Cameras.

Electronic Components Distribution

The supply condition of Electronic Components in the reported year was
critically tight. With accurate purchase and product forecasts, our suppliers
are well-informed of and prepared for the demand of the Group ensuring for
the smooth supply to the Group, even in the times of tight supply. Together
with the subsidiary acquired in the last quarter of the previous financial year,
turnover in this sector has increased by 40 per cent from HK$381 million to

HK$532 million when compared with the previous fiscal year.
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Discman manufactured by the Group
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Effective credit control and inventory control play a crucial role in reducing
funding tied up in receivables and inventories. In the light of the increase
in sales, inventory level is relatively low and collection days of account
receivables are maintained at a satisfactory level when compared to the
industry standard. Interest expenses incurred for this sector was minimal.

The Group continues to be successful in distributing electronic components in
Video CD solutions, VCD solutions, CD solutions, Microcomputer Units, power

solutions, airconditioners and general consumer electronics.

In the past year, the Group has
entered into new distributorship
agreements with some
internationally renowned brand
names. As at the end of this
fiscal year, the Group has
entered into distributorship
agreement with Toshiba,
Panasonic, KEC, Rohm, General
Semiconductor and Sino
American Silicon. The Group
continues to source for new
principal suppliers to increase

the variety of the distribution line.

FUTURE PROSPECTS

The Group is in a good cash flow position. Interest expenses of the coming

fiscal year are expected to be lower.

The Group will set up strong logistic centres in different cities of China
with computer servers which customers can directly access to our
database. The strong China based logistical support provides good position
among competitors in order to cater to the demand of foreign manufacturers
in China who need local Chinese content in their products. The Group has
also received a considerable number of requests from principal suppliers
for these arrangements.
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In the manufacturing sector, the Group expects to derive fruitful results
from its research and development activities. The Silicon Wafer Diffusion
for rectifier diodes will double its production to meet a majority of the
Group’s demands. The Silicon Wafer Diffusion for switching diodes has
come to the final stage of development and will greatly reduce the cost of
the production.

The Group has started the construction of a B2B and B2C portal in
electronic components. This will provide a platform for global customers
to access to the Group’s products. The portal also serves as a new
distribution channel for the Electronic Component Distribution section
allowing global customers to
reach our sales offices via
Internet.

The Group’s development of the
MP3/VCD Disc Player and Digital
Camera has finished and are
being marketed. Together with
the new products in niche and
cost saving models, the Group
expects to gain a fair share of
the market, even if the market is
slow.

REE B REMBEMR The Group is in a strong financial
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established logistics support in
the Mainland China and in Hong
Kong and strong technical
support, management is
cautiously optimistic about the
results for the coming year.

LAU Tak Wan
President
Hong Kong, 19 July 2001
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