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BUSINESS REVIEW

During the financial year under review, both the global and the regional
economy failed to recuperate from the recession. The domestic stock
market staged a brief rebound to stimulate in part by a price surge of the
tech stocks in the United States in early 2002. However, given the ebb
and flow of the economy as reflected in economic figures of the U.S., the
pace of economic recovery did not accelerate along with the measures
taken by the Federal Reserve’s reduction in interest rates since early
2001, events which gave a blow to confidence in the investment
community were hot on heel. The unveiling of the accounting scandals
of corporate giants in the U.S., the deterioration of the employment
market, the hesitation in business investments and the Iraqi war crisis
as a result of terror attack, all of which had led to the market’s
apprehension with the plunging prospects and investment sentiment.
With the monetary policy becoming the panacea for the Federal Reserve
to galvanize the economy, the accommodation of U.S. interest rate policy
has driven capital to switch cautiously to the fixed income market. On
the other hand, geopolitical uncertainty has also been lingering on since
the end of last year, idle funds refrained from investing in stock market
and fled to gold bullion for safe haven. The Hang Seng Index has seen
its year low of 8,772 on 10 October 2002 to mirror the above
circumstances, and such decline was accompanied by the tumble in the
average daily trading volume of the domestic stock market to as low as
HK$3.3 billion. On the favorable side, the reduction of interest rates by
the U.S., the Hong Kong government’s nine rescue measures on local
property market and the stronger than expected performance in the export
sector, all has stimulated the stock market to recover from a wobbly to a
steady pace at the end of the year. The Hang Seng Index rebounded for
two successive months to a reach another peak of 10,247 on 3 December
2002.
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After all, both the weakening domestic consumer expenditure and
deteriorating investor sentiment were the consequence of falling income
of the investing community. As a result, the business environment for
both the securities industry and the investment banking sector have
reached their trough. According to the statistics released by the Hong
Kong government, Hong Kong deflation rate in 2002 has reached an
average of 3%. The severity of the situation can be illustrated in the
latest “Human Development Report 2003” published by the United
Nations which stated that deflation in Hong Kong was ranked third globally
among developed countries or regions. While almost every segment of
the local economy has suffered from the severe blow by four consecutive
years of deflation, it would not be an exaggeration to state that deflation
is even more fearsome than the attack by a tiger. The downward
adjustment of property prices, rental income and salary level has formed
a vicious circle for the entire economic system including the effect of
production costs and hence prices for finished products, all of which
seem unlikely to see improvement in the short run. While the low interest
rate environment could have proved to be beneficial to the business
environment, it could also help to improve both corporate and individual
financial status by providing leeway to gather strength. Indeed the
domestic stock market has actually experienced a boost for a short while
during late 2002. However, any premature recovery was deterred by the
Iraqi war and the SARS outbreak in early 2003, the Hang Seng Index fell
from its 2002 year high to its lowest level of the year at of 8,332 on 25
April 2003. Loss of lives due to the SARS attack and the plummeting
Hang Seng Index losing its every defensive and support level have
cumulated to fill the community up with gloom, despair and panic.

According to the statistics released by the Hong Kong Exchanges and
Clearing Limited, the average daily turnover on the Main Board continued
its fall from HK$12.34 billion since 2000 to HK$8.02 billion in 2001, which
then tumbled further to HK$6.47 billion in 2002, with the trading volume
reaching 9.41 billion shares, 6.13 billion shares and 6.27 billion shares
respectively, while the number of transaction were 144,000, 96,000 and
79,000 respectively. The Hang Seng Index fell from the year-end close
of 15,095 in 2000 to a close of 11,397 at the end of 2001, which tumbled
again to see a close of 9,321 at the end of 2002. The Hang Seng Index
had gone head over heels over the past three years by throwing off
38%, indicating that both stock market performance and trading incentive

were turning from bad to worse.
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Not only that the domestic unemployment rate has reached its historical
high as per latest released figures, the descending trend in salary had
also placed further restraints on consumer spending. In light of a confidence
crisis with the future prospect among the local community, the stock market
continued to be feeble. As the performance of the core business operations
of the Group as a market participant targeting mainly on retail clientele is
highly correlated to stock market fluctuation, the Group still adhered to its
client-oriented business philosophy while tackling with the declining
turnover in a turbulent market. The Group also seeks to accommodate to
market environment through the application of stringent controls in
operating costs and active exploration of business opportunities with growth
potential in order to remain fit for survival in the highly competitive and
increasingly harsh commercial environment.

IMPAIRMENT LOSS

During the financial year under review, with the persistent slow-down of
the local economy, uncertainty of the investment climate and the general
reduction of corporate expenses had all transcended to difficulties in
recovering the resources spent on advertisements. As it was, the Board
had decided to cease the operation of LuckySurfAsia.com, a distribution
platform for online advertisement, which has brought about an impairment
loss of HK$22,690,000 in respect of the license and right to use a website
and trademark for online advertising. Besides, the operating environment
of the local securities industry had remained tough which has also served
as a blow to the development of online securities trading business. The
Board, after careful consideration, has decided to cease the joint venture
with GL Trade SA in relation to the jointly developed online securities
trading platform and an impairment loss of HK$6,362,000 for the license
to use technical knowhow and Webtrade products was made. During
the period, the allowance for bad and doubtful debts arising from certain
of the Group’s stockbroking, securities margin financing and licensed
money lending businesses aggregated to HK$19,335,000.
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BROKERAGE BUSINESS

For the past financial year, no significant improvement was seen in the
domestic economy and investment sentiment remained bleak, income
from securities, futures and options broking services represented 57.2%
of the Group’s total operating income which has dropped approximately
by 33.6% to HK$16,726,000 (2002: HK$25,171,000). Although the Group
has terminated the joint venture with GL Trade SA regarding online
securities trading platform after evaluation on cost-benefit concerns, the
Group has successfully mastered the technical knowhow during the
course of constructing the online trading platform and has acquired the
knack of developing online securities trading platform. With the Group’s
expertise and strong financial background, the Board is confident in the
market potential and commercial value of its online securities trading
operation.

SECURITIES MARGIN FINANCING

As compared to the previous financial year, interest income generated
from securities margin financing has dropped to $5,862,000 (2002:
HK$6,415,000), representing a drop by 8.6%. The Group adheres to its
prudent business strategies and stringent risk management measures.
However, given the sluggish market conditions, an allowance was made
for bad and doubtful debts of HK$11,847,000 in respect of the securities
margin financing business.

INVESTMENT BANKING

Despite the adverse market conditions and sluggishness of the financing
market, the Group’s corporate finance and financial advisory services
operated with healthy growth. Karl Thomson Financial Advisory Limited,
the subsidiary of the Company, has been proactive to formulate financial
advisory services on notifiable transactions as well as independent
corporate finance arrangement for its corporate clients, including the
participation in share offer and placing on The Stock Exchange of Hong
Kong Limited (the “SEHK”). During the financial year under review, these
operations have contributed approximately HK$1,337,000 to the

operating revenue of the Group.
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FINANCIAL MANAGEMENT ADVISORY SERVICE

In addition to traditional dealings in securities and sales of investment
products, the Group has been proactive in providing comprehensive
investment and financial management advisory services through its wholly-
owned subsidiary, Karl Thomson Investment Consultants Limited. Our
experienced financial planners adopt a prudent approach towards
designing tailor-made investment portfolios for our clients. With the welfare
and benefit of our clients at the forefront of our concern, we endeavor to
pursue the objective of adding value to the wealth of our clients. The Group
has also developed close connection with internationally renowned asset
management companies and insurance giants in an attempt to broaden
the scope of choice on investment products. It also participates as an
agent in the sale of funds, savings plans and insurance brokerage services.
During the financial year under review, the respective operations have
generated a brokerage income of approximately HK$4,677,000, which
represents a remarkable achievement.

FINANCIAL REVIEW

FINANCIAL POSITION

Amid the unrelenting operating environment, the financial position of the
Group remained sound and healthy. As at 31 March 2003, the total
shareholders’ fund stood at HK$108,515,000 (2002: HK$ 169,504,000),
or HK$0.2 per share.

LIQUIDITY, FINANCIAL RESOURCES AND FUNDING

The Group generally finances its operations with internally generated
funds. As at 31 March 2003, the cash and cash equivalent for the Group
was approximately HK$49,959,000 (2002: HK$29,828,000), representing
an increase of 67.5% as compared to last year. The Group has sufficient
financial resources and is in sound financial position to meet the capital
requirements for its recurring expenses and business expansion. Although
the Group has obtained facilities which are renewable annually from
several banks, the capital required for daily operations are generally
met by the Group’s internal resources. The Group has no contingent
liability or any bank borrowings apart from the occasional utilization of
overdraft facilities and a fixed deposit of approximately HK$7,548,000
pledged to banks to secure general banking facilities.
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USE OF PROCEEDS RAISED FROM THE IPO BXRAHBRERGIEBREZAE

The Company’s Shares were successfully listed on the Main Board of BREARBBRMR-_ZEEZTFNANBKINESR
the SEHK on 8 September 2000 and 52,500,000 new ordinary shares of BHARSERLET  RERFRMD1.208 7T
HK$0.1 each were offered to the public at HK$1.20 per share, which B&[A A REE 48 H52 500,000/ EE0.10/8 7T
raised a total of approximately HK$63,000,000 for future expansion. The e Eimpy - B ¥4 A63,000,0008 7T - FT5
proceeds which amounted to HK$53,869,000, net of the relevant listing IR AR - & A2 253,869,000/ T iE

expenses, were used as follows: AT
Unutilized
proceeds
Proposed use Actual use KE A
REEHR ERER i8R E
HK$°000 HK$’000 HK$’000
FET FET FAET
Expansion of the sales team B RIEE
and promotion &M 1,500 1,134 366
Setting up of additional branch offices BT D17 9,000 — 9,000
Expansion of securities margin HEBSFRES
financing business RE X 10,000 10,000 =
Development, promotion and TR HEERCENLE
operation of online securities trading BHXDEBR
business and other value-added services H ih 18 AR 7S 16,500 16,500 =
General working capital —MREEES 16,869 16,869 —
Total #Et 53,869 43,673 9,366
As at 31 March 2003, the balance of the net proceeds not yet utilized of ~H-ZT=F=A=+—H  RBAMEREF
approximately HK$9,366,000 was placed as Hong Kong dollars short- REAE #42479,366,000/%8 7T + B 17 A A H & Bh i

term deposits with local financial institutions. BIERBBITLER °
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As mentioned in our prospectus, part of the net proceeds from the share

offer would be used for the expansion of the branch network. The Group
will continue to review the market condition and the investment sentiment
prudently, so as to assess the feasibility to set up new branch offices.

The Group will disclose the use of proceeds in the accounts for the year
ended 31 March 2003 and in subsequent years until it has been fully
utilized.

HUMAN RESOURCES

For the year ended 31 March 2003, the Group’s total staff costs (including
director’s fees) amounted to HK$14,316,000 (2002: HK$18,254,000). It
is the Group’s operating strategy to make an active effort to expand its
sales force to capture further market share. As at 31 March 2003, the
Group has employed 51 full-time employees (2002: 67) and 60 (2002:
14) commission-based employees. Remuneration packages for its
employees are based on industry practice and performance of individual
employees. The Group also adopted a share option scheme for its staff
of senior level. None of the grantees exercised their options under the
scheme. The Group places great emphasis on the on-job staff training
and total quality management to better equip its staff. In order to catch
the pace of the changes of the marketplace, the Group organizes regular
training programmes for its staff.

PROSPECTS

While the U.S. economic outlook remained uninspiring and few noticeable
improvement is seen at the moment, the domestic business environment
is also confronting with the challenges of high unemployment rate,
financial deficit, deflation and moderate growth. The Group firmly believes
that the adverse impacts of recession have been fully reflected in the
market, the local economy has gone through the worst and is now on
the healthy track towards recovery. Global optimism on a gradual and
concrete economic recovery is expected on the double-barrelled efforts
of accommodative interest rate policy and expansionary fiscal policy
measures through tax reductions in the second half of the year.
International financial markets are in earnest hope that with the downward
adjustment of Federal Reserve Funds for 13 times which have hit a
historical low of 1%, the economy will be galvanized and be able to bottom
out from the recession. The latest policy measures applied by the U.S.
President are obviously beneficial to the economy as stimulant for
preparing for the re-election campaign. We are confident on a prospective
stronger-than-expected recovery of the local economy.
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To pursue and capture every opportunity arising from the global economic
recovery and the up-rise of China’s economy, the Group will add value to
the wealth of its clients and to consolidate its market position in the future
and adhere to our client-oriented business philosophy. Apart from focusing
on providing our clients with diversified financial services, we will also
commit to strive our best efforts and continue to implement prudent risk
management and control measures on daily operations. We believe that
by enhancing our management skills, we shall be able to maintain our
competitive strengths in the market. We have developed a long-term and
well-conceived plan of development for serious marketing efforts in the
Greater China region with more diversified services and innovative financial
products. We are committed to establish our market position in the
development and launching of comprehensive online financial products,
such as online securities trading and the marketing of wealth management
products through our online securities trading platform.

Along with the tremendous growth of the Chinese economy, huge reserve
has emerged amongst domestic capital market. With the gradual
development of the concept of wealth management among the people in
the Mainland, the exploration for investment opportunities is inspired.
Following the investment by various foreign investors via the qualified
foreign institutional investors in China (“QFII”) that is expected to enrich
the shareholders’ base, we are even more confident that our long-term
aspiration to channel idle funds from North to South will crystallize in the
near future through the implementation of qualified domestic institutional
investors (“QDII”). It will certainly add benefits to a bright future of the
Hong Kong financial market. Meanwhile, numerous domestic enterprises
aim at raising capital through listing on the stock market. Given the high
liquidity and well-established infrastructure of the financial sector in Hong
Kong, together with its status as a renowned international financial hub,
Hong Kong is an obvious premium choice to attract the inflow of quality
funds and corporate capital so as to achieve effective and well-structured
finance of funds and stimulation on local economic development at both
ends. With the closer economic ties between China and Hong Kong, as
evidenced by the Closer Economic Partnership Arrangement (the “CEPA”)
signed in early July this year, various domestic industries including the
tertiary sector are expected to benefit both directly and indirectly from its
success.

NAM KWOK LUN
Deputy Chairman

Hong Kong, 25 July 2003
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