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we Promise,
we Deliver

On behalf of the Board of Directors, I am pleased to present BRUMRREFSRIEMERERERA
the annual report of Karrie International Holdings Limited Al(laa]l)) kEMBEAR ((RE)BE—F
(the “Company”) and its subsidiaries (together the “Group”) EEF=A=1T—HIHF®H

for the twelve months ended 31 March 2003.

PRINCIPAL ACTIVITIES AND RESULTS FEXRBREXE

The Group is engaged in SEXEN=E

- Metal and Plastic Business - the manufacture and — he¥BE% - HEREELEK
sales of metal and plastic products including computer BREM  BREBKINGG  PHRE
casings, office automation products, video cassette REM - BEEHIINE - EHAE BBER
housings, moulds, plastic and metal parts; and CTEBHHE &

- Electronic Manufacturing Services Business (“EMS” —  BFEFERIEYR — RERHEER
Business) - the manufacture and sales of laser printers, STFTENME - Wis e es M H B AR
magnetic tape drives and other computer peripheral BEM
products.
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An explanatory table illustrating the ‘Twin Business Model’
and a simplified graphical illustration of such (Diagram 1)
are set out on pages 30 to 31 respectively.

Karrie Technologies

In recognition of the rapid growth of the EMS Business, we
have decided to provide it with a separate identity. Karrie
Technologies Company Limited (“Karrie Technologies”), a
wholly owned subsidiary of the Company, was incorporated
to spearhead the Group’s drive in this fast growing segment.
As mentioned in last year's Annual Report, the Group has
begun working with professional parties to assess the pros
and cons of a separate listing of the EMS Business. However,
such assessment is at a very preliminary stage and no decision
has yet been taken at this stage.

Mounting New Height

For the year ended 31 March 2003, the Group achieved a
turnover of HK$1,737,979,000, representing an increase of
approximately 50% over last year. Profit from operations
surged 52% from HK$94,682,000 to reach HK$143,475,000
this year. Consolidated profit attributable to shareholders
rose 48% to HK$121,043,000. Both the turnover and profit
figures for 2002/03 represent new records for the Group in
its history both as a private and a public company. (Diagram
2 on page 32)

The Group was able to achieve such outstanding results because
of the following factors:

1. Continued successful diversification into the EMS Business
In three-year time, the Group has successfully built
up an entirely new business division from scratch.
Turnover of the EMS Business jumped from
HK$47,930,000 in 2000/01 to HK$894,356,000 in
2002/03, an increase of 1,766%.
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Meeting with professional advisers: business as usual during the SARS period
HEZEMEEEN R - PIFRA A RREENE

Continued productivity enhancement

With the rampage of deflation, the Directors recognised
that the only way to combat persistent pricing pressure
from customers is through continued productivity
enhancement. We worked hard to deliver changes in
work procedures to save cost and/or to improve
efficiency. For example, suppliers were asked to deliver
packing materials to our factories three times a day
to avoid bottlenecks. Such productivity gains helped
to cushion the pricing pressure on gross profit margin.
(Diagram 3 on page 33)

Operating leverage

With a generally fixed and semi-fixed manufacturing
and general overheads, incremental contribution after
variable cost from increase in turnover would be
automatically reflected in the bottom line.
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Dividend and Dividend Policy

The Directors have recommended a final dividend of HK11.0
cents per share to shareholders whose names appeared on
the Register of members of the Company on 1 August 2003.
Together with the interim dividend of HK8.0 cents per
share, total dividends for the year amounted to HK19.0
cents (2001/02: HK10.9 cents). The final dividend will be
payable on or about 14 August 2003. This dividend payment
is in line with our policy of paying out 50% or more of the
after tax profit of the year. (Diagram 4 on page 34)

REVISION TO THE OPTIMAL EQUITY
TO TURNOVER RATIO

In 2001/02, the Directors had laid
down the “rough” equity to turnover
ratio of 1:6. After carefully reviewing
the updated trading pattern with
our major customers, the 2003/04
capital expenditure (“Capex”) plan
and other factors, the Directors
revised the optimal ratio to 1:7
(Diagram 5 on page 35) with an
expected resultant net gearing ratio
of not more than 30%. This
estimation is based on the following
assumptions:

- no major capital expenditure plan;

- no operation loss;

- no changes in receivable/payable pattern;

- no major cash outflow; and

- no major changes in the Just-in-time inventory.

Based on the above, we estimate that theoretically we would
only need equity of less than HK$248,283,000 to support
the sales of HK$1,737,979,000 in the year ended 31 March
2003 as compared to the equity as at 31 March 2002 of
HK$352,247,000.

Using “Problem Follow-up Note” to monitor daily operation
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Keeping our communication line open by video conferencing during
the period of SARS
IR A R ERREBRGgRET MRS ETHE

Managing Risk vs Seeking of the Optimal Capital Structure

Even though the Group has paid out a total HK$106,309,000
in terms of 2001/02 final dividend and 2002/03 interim
dividend, the Group’s net cash position was still positive as
at 31 March 2003. This showed that the Group’s business
continued to generate a lot of free cash flow. In managing
risk vs seeking of the optimal capital structure, the Directors
have to consider the following two opposing factors:

1. The Directors are convinced that too much surplus
equity capital, in addition to the problem of inefficient
use of capital and thus lowering the return on equity
(“ROE") ratio, may not be conducive to good corporate
governance. Excess cash cushion may encourage the
management to embark on risky or marginal ventures,
while tight cash flow would impose a strong financial
discipline in the decision-making process.

2. However, the continued economic uncertainty and
the emergence of the Severe Acute Respiratory
Syndrome (“SARS”) have affected our strategic
thinking. The Directors have to consider the possibility
of grave uncertainty and totally unpredictable damages
rather than just managing normal business risk.
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Explaining mould fabrication process to visitors
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As such the Directors has to strike a right balance between
these two opposing forces of dealing with “excess capital”
vs the need to “deal with the unknown”. Accordingly we
have scaled back the proposed special dividend as compared
to the special dividend paid last financial year. (Diagram 5
on page 35)

Special Final Dividend

Subject to the approval of the shareholders, the Directors
propose the payment of a special final dividend of HK5.0
cents per share (2000/01: 6.2 cents; 2001/02: 14.1 cents).
This is the Group’s third consecutive special final dividend
since 2000/01 (Diagram 4 on page 34). In accordance to
the ground rules laid down in 2000/01 annual report, the
Directors believe that the following three conditions have
been met:

- having excess cash holding over the present and future
requirements;

- rewarding shareholders for their support;

- improving return on equity (“ROE") ratio.

The Directors are pleased to note that since the Group’s
first payment of special dividend in 2000/01, more and more
listed companies in Hong Kong are taking the same route
of declaring special dividends to return surplus capital to
the shareholders.

EEMRLEREBRES ] MEMNTHERE]
WBEEANLE - BAKESRAENTE - TRA
B YR EFEFREEOERILS - SFR
SREMRR T REREZNEIRESE - (BXRA
RE=Z+HHA)

BRIRERE

HEESKREER  EEERFAFEIRERFRIR
HERS B SR 081 (C T T—FE : 6.278(L -
TEE— T EF 14.180) - EERERAR
—TET T FENGEBES T IRRENERIR
HRR S - (BRURE=1+NE) BEEEE_TT
T /T FENFRTRL  EEMARACFTAN
TZHEER

— BREERBERAMRARNESER

—  EMERRHE
- MERREREEE -

E=MTMEEEEN T T—FEER
IREFRIBCBIAR - TR 2 &/ B L AR EREE
BE O REFHIREAEBITESNKRE -

B 17k & B 5 & R R

EREM(050) SR A SRR FEXE - XAT
BRI BRFEEHKESRRE6.2( - BER
%JEE‘?EEW  BRIKEREE10ML - MREERI—F
% o

E M 2 8] == FF AT BUAR B A= I R DA B R O B O A
ENB-=8RT BA-_RRIXHRE BLAY E
BEALBHRNRRSERBEXR - Tl SARESR
KRR E - MER BB AKB XM - T8 - B
IE’#T?‘UH%?E—’:U  F—FERAYS—ESBEIRREH R

Extracted from The Sun daily published on 21 July 2001
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Return on Equity PR SRR 3 B 3R R

While Karrie may have passed the minimum requirements in BERMEREES FNRFSAEN S8 —F -
managing its own manufacturing business, it is not an expert AMIERLER IR E BEIFAEEIR « LAERRHE

in managing non-manufacturing investment. Considering the BHEREIRE EEMEEREBNNRIE R4S
low interest rate at the moment, the Directors prefer to IRER - DAREM P RERNAE RSB RE R =R B B
leave those high risks, high returns investment decisions SHIER - B-TTT TFEES  £ED
to individual shareholders by R Hx B & #
returning surplus equity | 185,626,000/57T © &
capital to them. Since 2000/ FTE B AR
01, the Group has paid out 61,039,000/ TEN
358 B2 &A= =
a total of HK$185,626,000 BEATBBEEELTSE BB H3E 246,665,000
i ABAEHBAATENATNHEESRE ) LHET , 5

amount of cash as dividend RER R ERBana e o we = i /%TE\ jfﬁi%ﬁi Ok
to its shareholders. If the B HEMEAFBZEHRDARSEREW o B2 R BRI AR B
current proposed dividend of e T AAANERIFPENSE  MEREAT 12) #980% °

e d PRRAESLTRER  SRYTINE BRI
HK$61,039,000 is included, A EEEER A RS MEEES 2B | 4B
the total amount of dividends To7TH BEHRESBEREEL - FF

paid will be HK$246,665,000,
representing 80% of the
shareholders’ fund net of the

current proposed dividend.

Extracted from The Hong Kong Economic Journal published on 17 June
2003 (written by Mr. Cho Yan Chiu)

This careful balancing of risk ~ FAXEAUER —FF =5 A+ £H Ea 8@ BRI E IR AR
management & capital 2o FrRglaTHE - <
structure management has propelled the Group’s ROE ratio EEERBR2.7% RS R EIHRE o (BRSNS
to an enviable rate of 32.7%. (Diagram 6 on page 35) The —TRB)EEMBERFLAEERFHIRRESK
Directors are confident that Karrie does not need a much o BLRAIFRFNERS - BPISEERSTE A
larger equity base to conduct its business in the coming BERmAIRRESEREIHE -

year and will continue the present efficient deployment of

capital.
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Discussing new internal audit project
BEAEEE R

Corporate Governance

Recognising the changing mood in the society, the Directors
have strived to improve its corporate governance.

Existing Arrangements
1. The Board of Directors is composed of eight directors,
three of whom are independent non-executive directors.

2. We have made achieving a 20% ROE as part of the
long term business goals.

3. We have clearly defined our dividend policy of paying
out dividend representing 50% or more of our after
tax profit.

4. We have consistently enhanced transparency through
more disclosure on our management philosophy in
our published accounts, contacts with public investors
and press announcements.

5. We have delegated operational authority to the
‘Executive Committee’. The Chairman of the Board
and the Chief Operation Officer positions have been
separately assumed by myself and Mr. Ho Cheuk Ming
respectively. Other than Mr. Ho Cheuk Ming, members
of the Executive Committee are all professional
managers unrelated to the substantial shareholders.

RER
BBt e ENESRERR - EFEME S NE
SEONRREGIRR -

B Btk
1. \REFEREBEPEOFITESEHRE
=JE o

2. EECDEINREFBERZ - — BRR#ER
O] ¥ K 3E20% °

3. S8R BRIIEREER — BBRFEZEF
A50%k A _E1EIR B2 F o

4. KEEEBEFHMATARBEEZEER
BLEEBATIRES - NEISEREHE -

5. EFERERTIMTZRESILER)  -ES
GEE R EBBHEBRENCD DM — 95
AN RTR AT AEYET « R T R 2EE
SN FTAERITR B @R B RIFFEENE
ZRRNEXEEAR

Inline quality inspection
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New Arrangements

1.

The Directors have carefully balanced the pros and
cons of publishing the Group’s quarterly results and
decided that the cost still outweighs the benefits.
For one thing, the Group’s business often involves
prolonged discussion and managing of projects for
customers, which do not always fit nicely into a three-
months period. However, to improve transparency,
the Directors have approved a new practice of disclosing
updated quarterly turnover figures. The first such
announcement for the 9 months turnover figures to
31 December 2002 was published in April 2003.

To improve supervision of the management, the Audit
Committee will meet at the end of each quarter. This
brings the frequency of audit committee meetings
to 4 times a year as compared to the previous 2 times
(in reviewing the interim and final accounts). The
first such additional meeting was held in April 2003.

To enhance executive directors’ commitment to the
Group, all the executive directors (in association with
their associates (as defined in the Listing Rules))
are encouraged to hold a minimum of 500,000 ordinary
shares of the Company subjected to some transitional
arrangement.

EXPENSING OPTIONS

The Group has granted its employees and other eligible

participants stock options since 1999. The objective of the

exercise is to enhance the commitment of the employees

and others to the overall performance of the Group and

thus further cementing the bond between the shareholders

and the employees and other eligible participants.

However, recent development in the United States and

elsewhere signals a strong movement for expensing stock

options to avoid abuse. While this is not yet a mandatory
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requirement in Hong Kong, the Directors are convinced that
expensing options is an integral part of good corporate
governance in the future. Therefore we have enlisted the
help of a professional actuarial firm, which estimated the
value of outstanding options granted as at 31 March 2003
was HK$26,469,000.

No charge is recognised in the consolidated profit and loss
account in respect of the value of options granted during
the year.

Details of this can be found on pages 56 to 58.
Shareholders should carefully note the followings:

1. Estimating the value of outstanding options is a
complicated professional matter and the estimation
is made under various assumptions. For example, the
Black-Scholes model, under which the option value
is estimated, assumes that employee stock options
are transferrable but in reality this is not the case.

Moving semi-finished products by automatic overhead conveyor
Bz B BRA TR R
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2. The value is a one-off value but not a recurring yearly
expenses unless further options are granted. As the
estimated stock option value here is computed based
on the share price as at 31 March 2003, which is
substantially higher than that in the previous years,
the estimated stock option value should be
substantially lower than the current reported figures
should the computation be made at the time of the
grants in the past years.

3. Disclosure has been made every year on the options
granted and the dilution effect on earnings per share
should such options granted were exercised.

The Directors believe that they have made the right decision
in granting such options and will grant further options when
they think fit. Shareholders should note that consolidated
profit attributable to shareholders jumped from HK$25,162,000
in 1998/99 to HK$121,043,000 in 2002/03, a 381% increase
in the same period when the options were first granted.

Enhancing Stock Market Liquidity

On 23 May 2003, the controlling shareholder of the Group,
Pearl Court Company Limited, has placed 60,000,000 ordinary
shares of the Company to more than 6 independent
institutional shareholders at HK$1.80 per share (representing
a premium of HK$0.83 or 86% per share as compared to the
net asset value of the group of HK$0.97 per share as at 31
March 2003). After the completion of the placement, Pearl
Court’s shareholding of the Company is reduced from 60.79%
to 45.14%. This has increased the number of shares in public
hands and thus enhancing stock market liquidity. Please
refer to the section headed “Substantial Shareholders” in
Report of the Directors for details.
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Corporate Social Responsibility

This is the first time Karrie includes a formal statement of
Corporate Social Responsibility in our annual report. As a
responsible corporate citizen in both Hong Kong and in China,
we continuously review and implement corporate social
responsibility programs to promote welfare of the community
we serve.

hEHEET
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The 1st Hope Primary School of Karrie donated by the company and its employees
BAR & E THRFHRREEE —PrEflF LN

1. Donation
To combat SARS in Hong Kong, the Group has made
a donation to a project for purchase of protective
clothing to medical staff in April 2003.

Following completion of the first “school of hope”
development project funded by the Group and its
staff in Guangdong He Yuan City in October 2000,
Karrie and its staff have jointly funded the construction
of a second village school during the year, in response
to the appeal of the Feng Gang District government
of Dongguan City.
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Community Interest

In September 2002, the “Dongguan City Fenggang
Association of Enterprises with Foreign Investment”
was established. Our independent non-executive
director, Mr. Leung Wai Ho, was elected as the Chairman
while I am one of the Chairmen
of the Supervisory Board. The
objective of the Association is
to promote the relationship
between foreign investors and
the local community. For
example, Mr. Leung and over a
hundred of our employees were
active participants of the “4.24
Whole-Community Cleaning
Campaign” during the battle

[REMBEIERECRHEIN _TFT
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Signing ceremony for the donation of the 2nd primary school
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against SARS in April 2003.

Environmental Affairs

In 2001, we obtained the ISO 14001 Environmental
Management System accreditation. During this
consecutive year, we have not slowed down our pace
in enhancing the environmental measures. For example,
we tried our best effort in using environmental-friendly
raw materials in product design, improving the polluted
air filtering system, speeding up in response to
customers’ queries in environmental concerns on our
products, reusing recycled waste water in toilets, etc.
In addition, we have productively been influencing
our suppliers to comply with the relevant environmental
protection requirements. Karrie is committed to
continue upgrading its business and production process
to enhance protection of the environment.
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Our production: Metal stamping
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BUSINESS REVIEW
Metal and Plastic Business

The Metal and Plastic Business showed signs of recovery in
2002/03. Despite a weak first half, the stronger than expected
business in the second half of the year raised the turnover
to HK$843,623,000, 10% higher than 2001/02. Because of
continued productivity gains and impact of operating leverage,
operating profit from this division continues to be the biggest
profit contributor of the Group at HK$98,190,000 (2001/
02: HK$72,008,000)

EMS Business

Sales attributable to this newly &
formed division continued its
momentum. Turnover was
HK$894,356,000, 130% higher than
the 2001/02 turnover of
HK$388,216,000. While the EMS
business now represented 51% of the
Group’s total turnover, operating
profit was only 37% of the Metal &
Plastic Business at HK$36,395,000 4
(2001,/02: HK$12,446,000) because ~ Delivering finished goods
of its very low profit margin. However, RECRL

with overheads shared with the long established Metal and
Plastic Business, the EMS Business was still able to provide
reasonable contribution to the Group.

Geographical Distribution

The shipment pattern of the Group continued its established
practice of diversification. Western Europe continued to be
the largest market of the Group, accounting for 39% of the
total turnover (2001/02: 38%). Shipment to Japan declined
from HK$305,257,000 to HK$186,783,000 while shipment
to Asia (excluding Japan) increased from HK$212,262,000
to HK$610,529,000 principally because of the change of
logistic decisions by the customers and the rapid increase
in sales in the EMS Business.
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PROSPECT

It is no denying that Severe Acute Respiratory Syndrome
(“SARS") has a very profound impact on Hong Kong and the
business environment. During the most difficult period in
March to May 2003, we had to rely on e-mails and video
conferencing to keep our contacts with customers. However,
because of the engineering nature of our business, the progress
of various projects has proceeded much slower than we would
like. While we are confident that in the long run we would
recoup the lost ground, we would want to make a more
prudent view of the 2003/04 performance.

- Instead of the rapid expansion of turnover as in the
past few years, we believe that the coming year is a
period of consolidation and the growth in turnover
will be around 10% unless the world economy shows
sustained improvement.

- However, we are still keeping the long term business
goal made in 2001/02 of doubling turnover in three
years time, i.e. doubling the 2001/02 turnover of
approximately HK$1,156,000,000 to around
HK$2,300,000,000 in 2004/05.

Such a more modest business goal would make us more
comfortable to keep our long-standing tradition of “We
promise. We deliver.”, whether to customers or to our
shareholders.

Still Positive on Future Ahead

While the Directors do not wish to downplay the significance
of continued pressure on margin and the expected slowdown
of the growth rate in turnover to 10% from 30% plus annual
growth rate in the past three financial years, we are still
optimistic about the future for the following reasons:

1. Improvement over the mix of business portfolio

5

- there will be new customers and new products
in the EMS business;
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Logistics planning to ensure timely delivery of raw materials and finished products
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From the perspective of 74% increase of total dividend
payments of HK19.0 cents (excluding special dividend) per
share as compared to last year of HK10.9 cents, Directors
continued to possess confidence in the Group’s cash flow

Chairman’s Statement *E#H%

- while the growth rate of the EMS Business will

decline, the Metal and Plastic Business shows

renewed momentum.

In other words, the Directors have again successfully

tackled the problem of customers’ concentration risk

and put the Group into a more broad-based growth

path.

Identification of production
bottlenecks

Based on the past year’s experience
and 2003/04 business projection,
the Directors have approved a new
capital budget plan
HK$50,000,000 as compared with
the HK$24,488,000 in the 2002/
03 financial year. (Diagram 7 on
page 36) The Directors have
showed their confidence in the
future by such raising of the Capex,
the first since the end of the Capex
investment cycle in 2000/01. The
Group believes that it will be able
to build up additional production
capacity to cater for the increased
shipment volume in 2003/04 and
to enhance production efficiency.

Improvement in Productivity
The directors are pleased on the

continued productivity improvement and confident
that this will continue in the future.

and future performance.
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Regular checking on fuel storage for

in-house power generator
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May be Not Outstanding but We are willing to Take One
Step More

Many of my colleagues told me that they welcome the reprieve
after three years of rapid growth, when the Group’s turnover
jumped from HK$661,887,000 to HK$1,737,979,000 in 2002/
03, an increase of 163%. The Directors share the same view
of the need to consolidate. During the period of rapid
expansion it is inevitable that we have to accept some
‘controlled chaos’ in staff and resources allocation, internal
control procedures like subcontracting, material controls,
etc. in order to meet ambitious sales targets. Now it is time
to put everything in right order to prepare for the next
round of rapid growth.

We wish to emphasise here this is in no way belittling the
achievement of our colleagues in delivering such excellent
performance to the shareholders although with various minor
difficulties. A reduction of inventory period from 54 days
in 2000/01 to 29 days in 2002/03 during a period of
exponential growth is certainly a commendable achievement.
(Diagram 8 on page 36) Still we believe that there are always
grounds for improvement. For example, an internal audit
department has been established in early 2002/03.

Moreover with the continued pricing pressure from customers,
we can no longer rely on the old pricing model. Excess can
no longer be tolerated and improvement in productivity is
the name of the game. Ever since the Group’s slow recovery
from the disastrous years in 1998 after the Asian Financial
Turmoil, Karrie has made strong improvement in productivity
gain. (Diagram 3 on page 33)

The Directors will continue such productivity improvement
drive by asking all our colleagues to take one step more.
We are not the smartest people in the world and it is not
necessary for all our staff to be the smartest people in order
to deliver above-average results. What we need is everybody
to take one step more than normally required.

Proactive Services Commitment

If all our staff were able to take such “proactive” steps,
then we can certainly provide superb “services” to our
customers and honour our “commitment” to them. We will
continue to deliver of what we have promised to the
satisfaction of our customers and shareholders.
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Financial Resources

Learning from the painful lessons of the Asian Financial
Turmoil, the Group has decided to consolidate its relationship
with its principal bankers. While the balance has shifted in
favour of the fund users at the moment, we believe that we
have to prepare for the uncertain future lest such unpredictable
events like SARS would suddenly alter the business
environment:

During the year, the HSBC, Standard Chartered Bank,
Hang Seng Bank and the Mizuho Bank have increased
their banking facilities to the Group by 50% to 100%.
Together with our cash in hand of HK$258,205,000
as at 31 March 2003, the Group is confident in meeting
its current and future funding requirements.

In line with our tradition of transparency, our bankers
are constantly kept informed of our business plan.
We are also actively managing our relationship with
our financiers to ensure that all of them getting a
fair share of revenues.

After careful deliberation, we have decided that Karrie
does not need a syndicated loan at the moment.
However, to maintain/enhance our current ratio, we
have obtained a 5-year installment loan facilities of
HK$75,000,000 from the HSBC (HK$40,000,000) and
the Standard Chartered Bank (HK$35,000,000) at a
very competitive rate to meet the new Capex plan
and other long term projects funding requirements.
(Such loan facilities remain undrawn as at 30 June
2003)

The Group’s gearing ratio is 60%(2001/02: 47%), representing
the total bank borrowings divided by the shareholders’ equity.
If the cash/bank balance is included, the Group’s gearing
ratio will be in negative %. As at 31 March 2003, the Group
has a cash and bank balance of HK$258,205,000 (2001/02:
HK$228,118,000) and the total bank borrowings is
HK$224,515,000 (2001/02: HK$167,020,000), resulting in
a net cash/bank balance of HK$33,690,000 (2001/02:
HK$61,098,000).
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CONTINGENT LIABILITIES

As at 31 March 2003, the Group had no significant contingent
liabilities.

EXCHANGE RATE EXPOSURE

All the Group’s assets, liabilities and transactions are
denominated either in Hong Kong dollar, US dollar or Renminbi.
As the exchange rates of the Hong Kong dollar, US dollar
and Renminbi were relatively stable during the year, the
Group was not exposed to material
exchange risk. As at 31 March 2003, the
Group’s US-dollar assets exceeded its US-
dollar liabilities by US$43,742,000.

EMPLOYEES AND REMUNERATION
POLICIES

As at 31 March 2003, the Group employed
in average 4,995 staff and workers in the
year. Employees’ remuneration is
determined in accordance with prevailing
industry practice and their performance
and experience. Discretionary bonus will
be awarded to employees who
demonstrated good performance under a
reward evaluation policy and linked up
with the Group’s performance. Other staff
benefits include medical insurance and
mandatory provident fund. Besides, two
share option schemes were adopted in 1996

and 2002 respectively under which share  Our production: EMS products assembling
options were/will be granted to certain  TFEAEESR - EFR T EMER

employees as incentive and award for their

contribution to the Group. No further options will be granted
under the 1996 Share Option Scheme upon its termination
on 21 May 2002.

APPRECIATION

I would like to thank our customers, suppliers, bankers,
shareholders and others who have extended their invaluable
support to the Group, and my fellow directors, managers
and all staff for their considerable contributions to the Group.

Ho Cheuk Fai
Chairman

Hong Kong, 30 June 2003
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Diagram 1. A Simplified Graphic Illustration of “Twin Business Model”
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Explanatory Notes to the Simplified Graphic Illustration of Karrie’s “Twin =AE S B EER] S BRI
Business Model”

1. Electronic Manufacturing Services (“EMS”) Business 1. ETHERAIEHB(EMS)

- EMS Business grows from HK$48,000,000 in 2000/01, - EFEENTEBZHER TS T—F
HK$388,216,000 in 2001/02, HK$894,356,000 in 2002/ £948,000,000/87C * BAZ—TT— T _F
03 or 17 times in three years. 7.388,216,0007%87T ' T = "T=4FAI

- Normally EMS Business carries a gross profit margin of 894,356,000/ 70 * —HFRMIERT 15 -
less than 10%. - —MT = BT EER B ENEERN10% ©

- For Karrie, EMS Business does not require a large amount - HREMME - ETERRIEBRFTAEN
of capital expenditure. BRRE -



Future Challenges of the EMS Business

To maintain a lean and mean overhead structure in face
of the very low gross profit margin.

To keep capital expenditure low in face of rapid expansion
of the EMS Business.

To monitor the operating (inventory and performance),
financial (receivables, liquidity mis-match and liability)
and customer concentration risk in view of the poor

economic environment.

Problems faced by the Metal and Plastic Business

Some customers request that finished goods be shipped
to overseas warehouse under the just-in-time (“JIT")
inventory system. This adds to both the financial burden
and risk.

Due to poor economic environment, both price and volume

are under pressures.

Metal and Plastic Business

Until recently business was stagnant showing no sign of
significant growth potentials.

However, because of the Group’s prior investment in fixed
assets, the Metal and Plastic Business is able to maintain
a relative high gross profit margin of around 20%.
With the completion of the investment cycle and little
potential for growth, the Metal and Plastic Business is

currently generating a lot of free cash flow.

Future Challenges of the Metal and Plastics Business

To maintain the existing level of business pending the
resumption of high tech spending.

To balance the rising capital expenditure requirements
against the need to finance the rapid growth of the EMS

Business.

Interface between the Metal and Plastic Business and the EMS

Business

The Metal and Plastic Business is complimentary to the EMS Business

as it

Manufactures metal and plastic parts for the EMS Business.
Generates free cash flow to support the working capital

requirements of the EMS Business.
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Diagram 2. Turnover & Profit Before Tax adjusted for Stock Provision & (Gain)/Loss on Fixed Assets Disposal
Bl&R=. EXERKBANGEN (KARFEEGNLEETEE (B) BE)

Adjusted Profit before Tax
Turnover

. HKS$ (Million)
Turnover HK$(Million) /fd%%i S Profit before T SR Y B REAT T
M (HE) justed Profit before Tax 5 e
) BRI BATER B (B
21000 B 134 140
-4 120
1,500
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500 -
-4 20
0 97/98 98/99 99/00 00/01 02/03 0
96/97  97/98  98/99  99/00  00/01  01/02  02/03
HK$(m)  HK$(m)  HK$(m) HK$(m) HK$(m) HK$(m) HK$(m)
BT BT BT BT BT BT BT
(B®) (@& @8 @Bs @EGB) @EB) E=")
Turnover 599 619 592 661 892 1,156 1,738
3
Profit before Tax 95 17 21 24 30 85 133
BB A& A
Add back adjustment for:
g
(a) Stock provision/(Write-back) 4 0 (6) 7 9 0 1
FEEE (E8)
(b) (Gain)/Loss on fixed assets disposal (10) 0 0 0 15 11 0
HERATEE (B) B
Adjusted profit before tax 89 17 15 31 54 96 134
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Diagram 3. Increase in Productivity 1997-2003
B&=. /FALEED 1997 —-2003

1 Invested over HK$300m since 1998 in fixed assets.
BH1998F R ERMIBRBTNEEEE -

Engaged in a continuing re-structuring program including delayering, staff enhancement programme, staff natural

attrition, establishment of independent business units and process re-engineering.
FEMCEBEATE SERHES BTEESTS  BETAARA RUBUXBKSARKELERE -

While there is no best common denominator in measuring improvement in productivity
for the Group, we are able to use surrogates to indicate the gigantic changes. Please
note that such figures indicate the “trend” only but not necessarily the actual “magnitude”.

BAKEYE-LCHRGEERNESNFEREE EMERORY  EUTREEHEEFEREEF
sk et BEHFERRESDN [EZ] > MALFEEN [EE] -

. 3

Examples of increase in productivity

EE DR 2 HIEE
(per employee) per
wiimus | 2003 | MPe® | o002 | Mapee™ | 1997
Turnover
fﬁﬁ 348,000 [ + 26% 277,000 +95% 142,000
Output of
casings (pcs) 493 +1% 489 +379% 102
ERIREERE ()
Output of casings +
EMS products (pes) 633 +11% 568 +457% 102
EFRIEREE (M)
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Diagram 4. Dividend Policy We pay high and dependable dividends
ExRN REBR BIEIBEX FHER

Group's policy to distribute 50% or more of its consolidated profit attributable to shareholders’ as dividend

FEREREBRRRGFESRREMGEERS0%H U L BERS

Six Years’ Trend of Dividend Payment
All dividends paid shown below are in HK cents per share

BEOFIREERSE
THERIKENREZLGBIGE
Special Special Special Dividend
Interim Final Dividend Interim Final Dividend Payout Ratio
Dividend  Dividend Subtotal  Dividend  Dividend Subtotal Total (Excluding)”  (Including)*
) R RIRE BE
FERE  RERE  RENET  BRKRE HBRRE et =5 KB L=
(FEE (B
ER)* ER)*
1997/98 Nil & 1.00 1.00 Nil & Nil & Nil & 1.00 13%  N/A NiEfA
1998/99 2.00 2.00 4.00 Nil & Nil & Nil & 4.00 58%  N/A TNiEfA
1999/00 2.20 2.20 4.40 Nil & Nil & Nil & 4.40 77%  N/A NiEfA
2000/01 1.10 3.80 4.90 Nil & 6.20 6.20 11.10 69% 156%
2001/02 5.00 5.90 10.90 5.00 14.10 19.10 30.00 50% 138%
2002/03 8.00 11.00 19.00 Nil & 5.00 5.00 24.00 60% 75%
* Excluding special dividend # Including special dividend

* NEIERRIRE B FERE RIRR B
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Diagram 5. Equity to Turnover Ratio

BRA RRESHEHEELH

Simplified Diagram showing relationship between Group’s Net Gearing Ratio and Return on Equity Ratio

5 B R ARE R RER D HERLFRTAME R AR

The Case for Optimal Capital Structure ERBABNELLHE
'f%g;;g%ﬁgé;’"; o Looking ahead, the optimal equity to . Tg*f*%f' BORRE S EEE L]
’ 5 turnover ratio is 1:7
e Too much surplus equity capital may o E’] RAE ¢ eRERENBEKIER
encourage investment in marginal FomARNEERSEREMBEATER
100% projects while too much net bank ]
° borrowings will put the Group into the
“warning zone”
e Present structure optimal in balancing fﬁﬂ%z/ﬁgﬂlﬁftﬁﬂifﬁ TEERRE
the different requirements of net gearing ELMEHRME
ratio and the return on equity ratio
Hiah Risk The optimal equity to turnover ratio based LXJ:FﬁLZ§$9<%$ET§T§WE’]fgjmﬁg
1g 1S on the followmg assumptions:
= R B © 1o major capex plan . ﬁiﬁﬁ'}ﬁmﬁxﬁ
- ® no operating loss AT
e no changes in receivable/payable  ® ﬂifﬁﬁiﬁﬁgﬁﬁ’]@fiﬂéwaﬁﬁi#gﬁﬂi
pattern N 5(
® no major cash outflow o mE
® no major changes in just-in-time . Eﬂﬂ%fﬁ%mr miﬁﬁﬁ(&
inventory status
30%
Group’s Target
SEER
ow R Low Risk, High Return
K (B #5 BERE 5 E®
Return on
0 20% 50% Equity Ratio (%)

Return on Equity Ratio (%)

Group's Target
SEER

Diagram 6. Return on Equity Ratio
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Profit after Tax i 1405 A 81 28 25 21 26 82 121

Shareholders’ Equity A% 5145 310 318 332 339 356 352 371

Return on Equity ~ RRRMEZ 26.2 8.8 7.6 6.1 7.4 23.2 32.7

Ratio (%) E1$RE(%)
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Diagram 7. Capex
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97/98 | 98/99 | 99/00 | 00/01 | 01/02 | 02/03 | 03/04*
Capex EARMRZ
HK$000 Tl 67,604 | 76,176 | 56,595 | 65,034 | 14,675 | 24,488 | 50,000

* 03/04 Budget
* 03/04TEHAX

Diagram 8. Inventory & Debtor Turnover Period
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(no. of days) [Q=F -9 98/99 99/00 00/01 01/02 02/03
Inventory*
Turnover Period 68 61 54 40 29
TR
Debtor*
=Q@= Turnover Period 83 51 52 57 49
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* Inventory Turnover Period (Based on average stock value/Sales) X 365 days
Debtor Turnover Period (Base on average debtors/Sales) X 365 days
i FEBESY (UTHEFEEHEEE) X 3658
MRS (LA IR, S EEE) X365



