F B B K

& R 2 7
SUWA INTERNATIONAL HOLDINGS LIMITED

OO R 2 o e B o B

BUSINESS REVIEW

The turnover for the current year increased by 6% to HK$181,511,000.
The minimal increase in turnover was mainly caused by the reduction in
both the unit selling price and the volume of the customer orders for printed
circuit boards ("PCB"] as a result of the sluggish global demand for
electronic and telecommunication products. The impact was particularly

obvious during the second half of the current year.

Despite the fall in the unit selling price for PCB, the Group was able to
maintain its gross profit margin at about 12%. This was achieved by means

of the following measures:

(1) increasing the proportion of multi-layer PCB produced with higher

unit selling price and gross profit margin;

[2) exercising more tight control on the consumption of production

overheads; and

(3) lowering the raw material purchase cost through negotiating with

existing suppliers or sourcing from alternative supplier.

On 15 April 2002, a subsidiary of the Group concluded and entered
info a sale and purchase agreement with an independent third party to
dispose of its entire inferests in a company engaging in the invention
and development of voice-interactive vehicle navigation systems. The Group
originally intended to hold the investment for long term. Due to the change
in market condition, the Board considered reasonable to dispose of the
investment as soon as possible and to utilise the proceeds from the disposal
to finance the Group's PCB manufacturing operation. The gross proceeds
from the disposal was USD780,000 which was equivalent to about one-
third of the Group's original investment cost. The transaction was completed
on the same date and the gross proceeds from the disposal had been
received. Hence, an impairment loss of HK$12,501,000 was recognised

in the current year consolidated results.

MANAGEMENT DISCUSSION AND ANALYSIS
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BUSINESS REVIEW (Confinued)

In order to enhance its PCB production capability and capacity, the Group
had set up a new and larger PCB plant during the current year in Huizhou
of the People’s Republic of China ["P.R.C."). The new PCB plant is equipped
with highly automated machines for the manufacture of more delicate PCB.
However, most of these machines were under the festing and commissioning
stage during the current year. The Group had purchased machinery and
equipment for the new plant costing about HK$90 million out of which
about HK$48 million was financed by finance leases and hire purchase

confracts while the balance was financed by the Group's infernal resources.

Daisho Denshi Co. ltd. ("Daisho Denshi”) has become a substantial
shareholder of the Company holding approximately 10.7% of the share
capital of the Company since 4 October 2001. Daisho Denshi is one
of the biggest PCB suppliers in Japan manufacturing delicate PCB for
numerous world-renowned electronic and telecommunication product
customers. During the current year, Daisho Denshi has seconded a number
of management and engineers to the Group's PCB plants o help improve
the factory management skill on the one hand and resolve the issues
associated with the manufacture of delicate PCB on the other hand. Daisho
Denshi has also introduced a number of its existing world-renowned

customers to the Group to help create business opportunities.
FINANCIAL REVIEW

Apart from the assets held under finance leases and hire purchase contracts,
cerfain machinery and equipment of the Group were pledged to secure
the medium term loan facilities in last year. As at 31 March 2002, the
net book value of assets held under finance leases and hire purchase
contracts was HK$59,239,000 (2001: HK$1,206,000) while the net
book value of assets pledged to secure the medium term loan was
HK$ 11,806,000 (2001: HK$15,406,000).

MANAGEMENT DISCUSSION AND ANALYSIS (Continued)

EHEOE 8

RIEEERCETERT)  2EERAEE
WERPEZEMNEMI—BERZHBE -
ZHBERBEEESEB LM UE
EFRBZERMN - M BRAMSRAE
EAREBBIDERAERBREE - 5%
EERVMEREBEERBBOFETZH
R RE > ERHEBBAUTSEETZINER
EREENRERBEE  BBEHAIEEZA
MWERSZAT -

REETHAEHR TRKEEF)) RIEZ
—FTROHENBEARTIZEBRRILF
BAREIMWI0.7%2IA - KEEFHHESE
RAZBEREEEHZ—  ENRERELZ
BEREEFSHRMNBIETRBAEM
EP - AKEBFTRAFERABEETERE
AERTEMBIAEEERERBE » —75
HRAEENERBEEERIT  B—7
HBRAEBRRSREERBERR &
B ASEFTNMEBNMTRAERBERMNRZ
ERFAEERTEBERISHEE -

B2 %5 [0l B&

FRYEREENREBSRABECEEN
AEEETHERRFEDFR LFEEERA
HEMZERR RIBEF=RA=1+—
H > UREBNREBSAIECEERE
PERBEL59,239,0007T (—FF—F : &
#1,206,0005T) + MIFRERFHERZ
K REERBSERBEE,806,0007T
(ZFF : JBES15,406,0007T) °

=EEE—

2 ANNUAL REPORT 2002 £ #F S=L o 88y



F B B K

& R 2 7
SUWA INTERNATIONAL HOLDINGS LIMITED

OO R e 2 o B o b=

FINANCIAL REVIEW (Continued)

The finance leases and hire purchase contracts were either denominated
in HK$ or US$, repayable monthly over 3 years and subjected to floating
interest rates. As at 31 March 2002, the fotal principal amount of the
finance leases and hire purchase contracts was HK$36,918,000 (2001 :
HK$ 189,000 out of which HK$16,073,000 (2001: HK$ 189,000) was
payable within the next 12 months. The medium term loan was
denominated in HK$, repayable monthly over 3 years and subjected to
floating interest rate. As at 31 March 2002, the tofal principal amount
of the medium term loan was HK$8,023,000 (2001: HK$12,491,000)
out of which HK$4,945,000 (2001: HK$4,468,000) was payable within
the next 12 months. The Group has not adopted any interest rate hedging
tool for both facilities because the low interest rate environment is likely

fo persist in the foreseeable future.

As at 31 March 2002, the Group's current assets and total liabilities
were mostly denominated in either HK$ or US$. Besides, the Group's
PCB plants all locate in the P.R.C. Hence, the Group's nef exposure to
fluctuation in exchange rate was insignificant and no foreign currency

hedging tool was adopted.

As at 31 March 2002, the Group's gearing ratio [i.e. the ratio between
the total liabilities to shareholders’ fund) was 0.85 times (2001: 0.40
times] while the Group's current rafio was 0.81 times (2001: 1.96 times).
The changes in these financial ratios were primarily resulted from the
purchase of machinery and equipment for the new PCB plant and the
associated financing arrangement has been mentioned under “Business
Review” above. Because the Group can generate net cash inflow from
operating acfivities, these financial ratios will be improved during the year

ahead.

MANAGEMENT DISCUSSION AND ANALYSIS (Continued)
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OUTLOOK

In light of the sluggish global demand for electronic and telecommunication
products for the time being, the competition in the PCB industry will remain
keen during the year 2002. The Group has been determined to find the
way out by upgrading its PCB production capability and capacity.

Most of the machines for the new PCB plant have passed the testing
and commissioning stage during the first quarter of the financial year ending
31 March 2003 and they have been deployed for mass production of
PCB afterwards. The new PCB plant is now capable of producing PCB
with &layer or up in a sizeable volume with acceptable yield rate. Barring
unforeseen circumstance, the furnover of the Group will grow further in
the year ahead because more delicate and multi-layer PCB with higher

unit selling price and gross profit margin will be produced by the Group.

Many multinational corporations have production bases in the P.R.C.
already and more corporations will invest in the P.R.C. to explore the
growing market there. Having PCB manufacturing experience and
establishment in the P.R.C. for over 10 years, the Group will continue
to benefit from conducting more local sales of PCB in the P.R.C. to these

multinational corporations.

MANAGEMENT DISCUSSION AND ANALYSIS (Continued)
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