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On behalf of the Board of Directors, | am pleased to present
the annual report of Karrie International Holdings Limited
(the "Company”) and its subsidiaries (together the
“Group”) for the year ended 31 March 2004.

PRINCIPAL ACTIVITIES AND RESULTS

The Group is principally engaged in

- Metal and Plastic Business: including the
manufacture and sales of metal and plastic products
including computer casings, office automation
products, video cassette housings, moulds, plastic
and metal parts; and

- Electronics Manufacturing Services Business (“EMS”
Business): the manufacture and sales of laser
printers, magnetic tape drive and other computer
peripheral products.

2003/04 Performance

For the year ended 31 March 2004, the turnover of the
Group was HK$1,692,960,000 and operating profit was
HK$106,527,000, a decline of 3% and 26% respectively
as compared to those of last year.

Impact of SARS on Turnover

As explained in the interim report, most of our customers
were not able to come to Hong Kong and China during
the SARS (Severe Acute Respiratory Syndrome) period from
March to July 2003. Likewise our marketing team and
engineers were not able to visit overseas customers. While
video-conferencing and e-mails were able to provide the
basic communication link with our customers, they were
not satisfactory substitutes to face-to-face communication.
As a result, the progress of engineering works on some
production models was delayed, which in turn led to delays
in the launching of new products to fill up the production
vacuum created by the expiry of life cycle of some of the
existing products. This naturally contributed to the decline
in turnover for the current year against the earlier
projection of 10% growth (2002/03 Annual Report, P.24).
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Reasons for the Reduction in Profit

Some

of the principal reasons for the reduction in profit

were as follows:

continued pricing pressure leading to further
decline of gross profit margin;

while the decline of gross profit margin was nothing
new, the Group had been able to use “operating
leverage” to deliver profit growth in the past years.
With a reduction in turnover because of SARS and
other reasons in the current year of consolidation,
there was no positive contribution from a huge
increase in turnover to offset the reduction in
the gross profit margin; and

as the Group is optimistic about its future turnover
growth, we have not strived to reduce cost despite
the reduction in profit. On the contrary, we have
invested additional resources for development
works on new projects secured.

Doom & Gloom? Certainly Not!

The turnover of the Group was only HK$661,887,000 in
1999/2000. Over a period of three years, the turnover
shot up to HK$1,737,979,000 in 2002/03, an increase of
162%. You could easily visualise all sorts of problems

related to rapid growth:

from a marketing prospective, the reliance on the
EMS business for growth in general and the
appearance of an unhealthy trend of customer
concentration in particular (with the single largest
customer contributing 40% to the Group’s total
turnover in 2002/03); and

from a production perspective, the occurrence of
production bottlenecks, minor quality problems,
human resources mismatching, increasing material
wastage, logistic inefficiencies, ad hoc mode of
problems solving and others.
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Back in 2003, the Directors were already convinced that a
period of consolidation was needed to prepare the Group
for the next phase of growth (2002/03 Annual Report,
P.24). Thus, with hindsight, SARS was a blessing in disguise.
It has hardened our determination and provided us with
the breathing room to sort out some of the problems
associated with past turbo-charged growth. Our colleagues
could shift at least partially their attention from meeting
customers’ stringent delivery requirements to working on
new projects and sorting out housekeeping works.

So instead of doom and gloom that you might expect
from a company having a decline of profit, we have a
strong sense of relief here. | have been on my own for
over 30 years already. If | am not optimistic, why should
I endorse the hiring of additional staff and increase
of capital expenditures (“capex”) by two times to
HK$60,000,000 for 2003/04?

You may still not be convinced. The key to the
understanding of the rationale of our strategic thinking
lies in the conceptual framework of the modern supply
chain management in the computer industry and related
fields.

Supply Chain Management

In a highly generalised and
simplified business model, the
Group is only a very small but
integral and indispensable part
of the global supply chain of
our multi-national customers. It
works as follows:

- customers award us with

Overseas JIT warehouse: we trust our customers ......

projects, which require
design,
engineering and other

and the customers trust us
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development works before the final shipment of
goods. Thus we have relatively high business “long
term visibility”;
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Generalised Flow Chart of the Supply Chain Management System
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- however, we do not normally have a large order
backlog because of the customers’ adoption of the
just-in-time (JIT) inventory, rolling forecast, Electronic
Data Interexchange (EDI) or a combination of the
above methods. Thus we do not have much business
“short term visibility”;

- Usually customers will award a project to only one
supplier. Therefore for any particular contract
confirmed, we have the obligation to ship goods on
time to customers even if the sales volume is much
higher than the initial projection; and

- Under the direction of the customers, the Group:

a. purchases a major portion, if not all, of the
electronic components parts from designated
suppliers or the customers; and

b. ships the finished goods to either the JIT
warehouse, the customers or “contract
manufacturers” along the supply chain for the
next stage of production. (please refer to the
flow chart above)

Under such a business model, the customer and its
suppliers have to build up mutual trust under a
“business partnership” both in name and in reality:
Customer has to trust its sole supplier to deliver the
goods on time while the supplier has to trust the
customer as the supplier assumes high risks in
delivering goods to the JIT warehouse and/or in
paying for large amount of components.
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Painful but Courageous Decision

In mid-2003, the Directors faced an intriguing
dilemma. Turnover was down because of SARS. We could
have cut back on expenses to mitigate the impact on profit.
But then we were on the final stages of confirmation of
various new projects. After careful deliberation, we took
the difficult route for the long-term interest of the
Group. We started to hire more staff and invest additional
resources to cater for the development works and the
subsequent shipment production capacities. Certainly
these did not help our current year’s performance.
But this courageous decision has laid down the
foundation for the next phase of growth.

Quarterly Results Announcement

Against this backdrop and despite previous reservation
regarding quarterly results announcement (2002/03 Annual
Report, P.16), in September 2003 the Group made its
first quarterly results announcement of a profit
reduction as compared to last year so that the
investment community would be kept informed of
the latest development as soon as practicable. The
Directors are convinced that this is an important step in
our constant drive to increase transparency and putting
Karrie one step closer to our goal of building up a strong
corporate franchise.

Votes of Confidence

Investors were no doubt unhappy with the performance.
But through patient explanation, gradually words spread:

- In September 2003, for example, in an investment
seminar held in Singapore, Karrie was informally
rated the best in terms of “quality in presentation”
and “plausibility of story” among more than 10
participating listed companies;
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In January 2004, in an “Asiamoney” Poll by fund
managers and research analysts, Karrie was
voted as the 8th Best Managed Company in
Hong Kong despite the announcement of a
profit reduction previously. It is also worth
mentioning that the other 8 companies on the list
are all constituents stocks of the Hang Sang Index
and the remaining company has a market
capitalisation of at least 10 times bigger than us;
and
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Why do we need to build up the Karrie franchise?

In March 2004, Karrie was ranked by “CFO Asia”
magazine as the second best company in
working capital management in the
“miscellaneous industrial” category in Asia. Out
of the 22 Hong Kong companies on the list, Karrie
is probably the only industrial company from the
EMS & Metal/Plastic sectors.
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The Karrie Franchise

In the long run, our effort in building up the Group’s
franchise in investors relationship will eventually bear fruit
as investors may start to equate Karrie with

- good corporate governance ranging from clearly — DEER-WEWMNENEEBZRIAN
ERERENEE  RREELEHD
¥R (REN+THEHE =) ;

defined corporate goals to high transparency (see
appendix 2 on P.44),
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- professional management as the Group is
managed on an operation basis by a group of
professional managers of the Executive Committee
since 2001; and

- high dividend (see appendix 3 on P.45)

THE PROFESSIONAL MANAGEMENT TEAM
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Risk Management

We continue to closely monitor operating and financial
risk arising out of the ordinary course of business. Three

particular topics are worth mentioning here:
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However,
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the Group always maintains a surplus of its
RMB assets over its RMB liabilities; and

while the Group has no plan to move its
production base to other countries, it should
be noted that there is no cost effective hedge
against RMB appreciation as the cost of using
“Non-deliverable forward (NDF) RMB
contracts” is very expensive.

2. Electricity Supply
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Roughly speaking the Group suffers from an outage

HEgEE  SEENEEHAMAY

in two days each week at present:

the Group has sufficient alternative electricity
supply to ensure uninterrupted production;
and

while the cost of such supply is much more
expensive, the overall impact on the Group is
not material unless there is a further drastic
increase in oil price and/or an extended period
of outage.
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Generalised Price Movement Graph of Electro-Galvanised Steel Coil
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3. Steel Price

The problem of rising steel price has plagued many
industrial companies. Back in early 2003 we had
already recognised the ominous price trend and had
decided to increase our inventory level of electro-
plated galvanized steel plates. This is the reason
why our inventory turnover ratio declined by 17%
as compared to 2002/03. So far we have escaped
the crisis with only minor impact. Going forward,
the old trick of raising inventory level will not work
well as nobody can predict with confidence the
future direction of steel price:

- measures taken by China to cool down the
economy, steel price may fall. So continuous
buildup of steel plates inventory may lead to
serious loss; and

- but on the other hand, with the continuing
growth of the US economy and recovery of
Japanese economy, the demand of steel plates
may still push up steel price.

So at the moment we will continue to keep a close watch
of any new development and have no plan to change the
level of steel inventory.
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Dividend and Dividend Policy

The Directors have recommended a final dividend of
HK12.0 cents per share to shareholders whose names
appear on the Register of members of the Company on 30
July 2004. Together with the interim dividend of HK8.0
cents per share, total dividends for the year amounts to
HK20.0 cents (2002/03: HK24.0 cents). The final dividend
will be payable on or about 12 August 2004. This dividend
payment is in line with our policy of paying out 50% or
more of the after tax profit of the year.

Since 2000/01, the Group has paid out in actual cash
disbursement of dividends of over HK$270,000,000
or 72% of the shareholders’ fund. If the current
recommended dividend is counted, then the total payout
will be roughly equal to 85% of the shareholders’ fund.
Shareholders starting to invest in Karrie in 2000/01
would have received a total dividend of HK85.1 cents
per share (including proposed final dividend of 2003/
04).

Dividend Paid/Paya
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Our biased view on corporate governance: sharing wealth created with all shareholders through dividend

BMUEEENBERE 2B

BREREE-—BREENDEZVE






24

Annual Report 2003-2004 4

Chairman’s Statement xE&H %

Return on Equity

In the current low interest rate environment, the Directors
believe that investing the Group's surplus cash in financial
instrument is not consistent with our corporate objective
of increasing shareholders value. If we cannot use the
surplus cash to generate our required return on equity
(ROE) ratio of 20%, such surplus cash should be best
distributed to shareholders so that they can make
their own investment according to their own risk
profile.

This careful balancing of capital management structure
and dividend policy ensures that the Group’s ROE ratio
stayed at a comfortable 24% level despite the 25% drop
in profit. By vigorously pursuing a proactive capital structure
management policy, the Group hopes to reduce the chance
of big write-offs as a result of over-investment in capex
program or working capitals.

Corporate Governance

Measures undertaken by the Group in addition to statutory
and regulatory requirements are listed in details in Appendix
2 on P.44. During the year we have voluntarily published
quarterly results announcements to ensure fair distribution
of information as far as practicable. We will also launch a
new program to reach out for the individual investors soon
in addition to timely public announcements and updates
through our websites, so that they can have face-to-face
contacts with the management.

The professional management team is encouraged to
hold the shares of the Group as long-term investment.
We understand that value of such investment forms
a substantial part of the personal net worth of our
executive directors and other members of team. This
alignment of interest between the shareholders and
the management may be one of the key reasons why
we always act according to the long-term interest of
the shareholders instead of focusing on short-term
gains (please refer “Painful but courageous decision”
on P.16).

While the experts may disagree (in the “Asiamoney”
Poll, the Group was voted as second in the “Most
Improved in Corporate Governance” category), |
personally believe that our willingness to share with
the public investors the wealth created through the
distribution of dividend is the greatest and most direct
manifestation of our corporate governance
achievement.
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BUSINESS REVIEW
Metal & Plastic Business

The Metal & Plastic Business showed signs of recovery
with turnover increased from HK$843,623,000 in 2002/03
to HK$963,002,000, probably due to the gradual
worldwide resumption of technological spending. However,
due to continued pressure on the profit margin, operating
profit from this division dropped to HK$80,591,000 as
compared to HK$98,190,000 in 2002/03.

EMS Business

Sales attributable to this division showed its first decline
after 3 years of rapid growth. Turnover dropped from
HK$894,356,000 in 2002/03 to HK$729,958,000. The
reduction is mostly related to the delays in the launching
of new products to fill up the production vacuum created
by the expiry of life cycle of some of the existing products
as a result of the occurrence of SARS in early 2003. As a
result, operating profit declined to HK$19,351,000 (2002/
03: HK$36,395,000).

Geographical Distribution

Asia has replaced Western Europe as our major market as
the turnover in Asia (excluding Japan) for the current year
reached HK$781,751,000 (2002/03: HK$610,529,000). The
shift can be attributed to a change of logistic decision by
our multi-national customers

- ACI)-]
TeBEBEK

FTePRBERLBRERDTS  HER_-Z
T /T =1FE843,623,0008 TEFE
963,002,000 7T © * E A 2 BRE k18
BEERAIL  BEEREFNEXRFES
B SHEBZELEEINR-—_ZTZT - T
= %F € 2 98,190,000/ jt |~ & =
80,591,000 7T ©

ETERRIXHK

KB=ZFURMNRRIER  AEKHEER
IREIS T Y EEBR _TT - /T=F
[£894,356,000 T ¥ % 729,958,000/ 7T °
TETURAA-_SZE=FYXHIEHA
fREE  QIAFERIEXIIMELE M
ERERXE TERTEBES  S4HEEH
WTEEHERER K2 aF THE
19,351,000t (=TT = /T =ZF ¥ :
36,395,000/ 70) °

i 35 75 e

RAEEDMNE (BKRKRIN) S£55
781,751,000 Tt (T = T =ZF & :
610,529,000/ L) ' ERBBABKAETE
mH EEEETIEANEEETAFNEH

MEEKERBFEERIE

and the reduction of sales of
the previously strong EMS
business. Nonetheless, the
shipment pattern of the Group
continues to adopt our
established practice of
geographical diversification.
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PROSPECTS
Better Days Ahead

Despite the disappointing
performance for the current
year, we remain very optimistic
about the future. As outlined
previously, we have relatively
high long-term visibility
because of the special
characteristics of our trade and
business model. At present we
have secured most of the
important projects for the
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2004/05 financial year. As the related engineering
works have largely been completed and in most cases
the Group is the sole supplier for the confirmed
projects, our problem is therefore one of production,
and not of marketing. In particular

- we are still keeping the long-term business goal
made in 2001/02 of doubling turnover of
approximately HK$1,156,000,000 to around
HK$2,300,000,000 in three years time (2001/02
Annual Report, P.29); and

- the unaudited turnover of the Group for the two
months ended 31 May 2004 was HK$350,000,000
(2003: HK$312,000,000). As the unaudited turnover
for these two months may not reflect the final result
for the year ending 31 March 2005, investors and
shareholders are advised to exercise extreme caution
when dealing in the shares of the Company.

Sources of Growth Momentum

Barring any unforeseen circumstances, momentum of
performance growth will mainly come from:

- for 2004/05, from positive operating leverage
because of the projected 35% growth in turnover.
As the overhead expenses should in theory be rising
much slower than growth in turnover, positive
contribution from operating leverage should be
reflected in the bottom line; and

- for 2005/06, the rate of growth in turnover may
slow down to low double digits primarily because
of the enlarged denominator. Momentum of
performance growth is expected to come from
productivity initiatives either in the process of
implementation or in planning stages.

Sunset, Sunrise

While for statutory reasons we have to submit the financial
reports every 12 months, in reality we cannot manage our
manufacturing business within such a short time
framework. Marketing, production or even investors
relation strategies are long-term commitment. We cannot
devise and implement business strategies based on short-

EFARERATERRE  MEZEZNME
REEE -

- BMEBDARAER_TT— T_F
MEZEXER AE=ZFABHEX
88 1 491,156,000,000% 7T & 15 =
2,300,000,0008 7T « (ZZTZT— /&
“HEFERE_TIE) R

- KEHE-_ZZHNFRA=+—H1
MEARKEERZZIEEER
350,000,000 Lt (Z T T = F :
312,000,000/ 7T) - AEMIEA 2 &
KMEZEEBARAVERMEZE_-TZT
FFZA=Z+—HItZ2HREBEE R
EEREERREEEEARALAIRSG
RIS EEEITSE -

BRORE N

MFx — LR FAMNEE  SB 2 RRIT
RBHTERA -

- HBAR-ETNTRFEENEEERE
I E35% A LR - BRI
T EERFUNE  ERL2ESR
AREABEEREXERERAE
AmBEA REFNGRETMNER
K&

~  BREEBOERRRAKA KU
BoBTH/EAFENERERR
bR RIe S - B EE
R RE N E B AT R
h BN 2B -

AH A% BRER

HANEPIREER T AR TR B R
HOEREY RMEBREXTEME
BH—t) X AR BERNEMEETR
H FHREREEP LEEZRREE
AERERREER YL TAREREFRR
RGgHmD  MREEMAREMRZER DM



Annual Report 2003-2004 “F 3}

27

Chairman’s Statement xE&H %

term focus. Investors not comfortable with short-term
performance disappointment should excuse the
Directors who care for the long-term interests of
shareholders and stakeholders. Without sunset, how
would there be sunrise? Growth and consolidation are
the twin faces of the same coin and integral part of the
ongoing evolution of nature. So long as our management
team remains focused, | am perfectly comfortable.

Smiling Faces

Despite the profit reduction and sometimes-harsh criticism
in the past 12 months, we have no ugly faces here. Nor
have | tried to pass the buck to subordinates. | told all my
colleagues to continue to wear a smiling face and work
hard to accommodate the requests of our customers. They
are our true masters. So long as we are able to provide
superior service, we will keep our fair share of their
business and all the resulting goodies. To stay ahead,
we have instituted changes in marketing, production
and the investors relations fields.

The Quiet Revolution

1. Marketing
- We will strive to
maintain the
balance between
the Metal/Plastic
and the EMS
business with no
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pressure from B HEA

customers on the

pricing front. However with the recovery of
the world economy, we believe that such
pressure will be much more manageable;
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While new customers are certainly welcomed,
we believe that it is much more important
and time efficient to grow our existing

business;

Our ability to secure new projects from
customers depends not on cost alone, but on
our ability to serve our customers in terms of
design, moulds making, procurement, logistic
support, project management and delivery of
final products. For example, one multi-national
customer has recently ranked us as the top 3
among over 30 suppliers worldwide.
Investors may be puzzled on why the
Group is able to beat our foreign
competitors, which are a few to tens of
times larger than us. The ability to serve
our demanding customers explains the
high barrier of entry into the industry and
the secret of our continued success.
Sometimes | just wonder whether we
should be classified as in the service
industry rather than the manufacturing
industry; and

In the past few years, customers in general
have put their resources to marketing, brand
management and R&D. They want a solution
provider rather than a pure component
supplier. As such, we have been asked by our
customers to fill up more “EMS” function in
our traditional Metal/Plastic business. In the
future it is possible we may merge the EMS
and the Metal/Plastic Division for reporting
purpose as the dividing line is increasingly
blurred.
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2. Production

Our works of reforms have not been
completed. In the current year we will
continue our productivity initiatives including
(but not limited to) the introduction of
progressive stamping die, supplier-managed
inventory system, departmental management
by objectives, new supplier quality standards
and appraisal system, integrated project team,
standardization of project engineering
procedures, new mechanical design group,
central material library, cell/flexible production
lines and so on;
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Money well-spent: The new 600-tons metal stamping machine facilitating

the introduction of progressive stamping die.
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However, impact of such changes take some
time to work out and so we expect such
initiatives will only be reflected in 2005/06;
and

Capex budget will be around HK$65,000,000.
(2003/04: HK$60,000,000).
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3. Investors Relations

Since 2002, investors have paid a lot of
attention to small-capitalisation stocks.
However, with the change of economic
environment small-caps stocks may be
temporarily out of favour. Instead of wasting
our time to attend to the uncertainty of the
stock market, we are convinced that the best
strategy is to continue to build up the brand
franchise of Karrie by emphasising on good
corporate

governance, professional

management and high dividend;

a. We must build up our reputation as
“reliable”. We need our own franchise
to command a premium;

b. With these considerations in mind we
will continue to try to differentiate our
“product”. We may not be the best
but we are and will continue to be
different. Borrowing our strategy in
dealing with bankers we will not be
afraid of any short term negative
impact by putting all the positive and
negative factors on the table. If we are
not able to deliver what we have
promised, we must inform our audience
as soon as practicable. Corporate
governance and transparency will
continue to be the core stone of our
investors relations policy; and
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RRRBFRGH2EA
small) number of attendees to our HEFEM(BEARAESD
annual general meeting, | do think we EWARE) BAEH

EiEE77 FE R LR -

C. Judging by the increasing (though still C.

are on the right direction.

Shareholders’ Attendence in Annual General Meeting
RRBFAERRABEESRT
No. of persons A%
8-

2000/01

2001/02

2002/03

Remarks: Excluding shareholders who are also directors or staff of the
Company, or representatives from HKSCC Nominees Ltd.
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- for institutional investors, we will continue our -
tradition of attending meetings as invited whenever
possible; and

- for retail investors, we will initiate a new “Friends - HRAREESE AP EEBEK

of Karrie” program by reaching them directly
through a tentative meeting program after each
quarterly/interim announcement instead of waiting
till the next annual general meeting. By the time of
the first quarterly announcement, we hope that we
will be ready to announce more details including
the meeting time and venue so that individual
investors will have the chance of meeting with the
management team directly.
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the pulse of our effort in marching toward excellence.
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Top Gun in Production

Mr. Wong Shun Pang joined the Group in 1981 responsible
for production and engineering. Very soon he became my
chief assistant in running the manufacturing operation.
Unfortunately, due to policy differences, Mr. Wong left
the Group in 1993.

When the Group started to enter the new EMS field in
2001 and obtained new projects in the production of the
laser printers, the professional managers of the Executive
Committee strongly recommended Mr. Wong as the best
candidate to take up the challenge.

The addition of Mr. Wong to our team certainly provided
us with new momentum, as evidenced by the rapid growth
of the EMS business in the last few years. Mr. Wong was
appointed as a member of the Executive Committee in
April 2003 and as an executive director of the Company
on 1 June 2004. He is in charge of production and reform
of the Group as a whole.

Of course we do not expect Mr. Wong to perform instant
miracle in delivering results immediately. But with his
experience in production management and the heightened
team spirit, the Directors believe that the professional
management team is now one more step closer to
perfection. We will continue to exercise teamwork in
marching toward excellence.
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FINANCIAL RESOURCES
Strong Recurrent Cash flow

Despite the drop in profit, heavy capex program and
payment of dividend, the Group continued to enjoy strong
recurrent cash flow. The Finance Department must admit
that it has under-estimated the cash generating ability of
the core operation. The net bank borrowings as at 31
March 2004 was only HK$6,287,000 or a net gearing ratio
of 2%, a far cry from the expected 15 to 20% level.

However, the net gearing ratio may still go higher to 30%
or above if:

- the Group needs to maintain a high capex program;
and

- high investment in working capital especially in JIT
inventory as sales picks up.

Financing Options

The Group will continue to maintain its close relationship
with its core and non-core bankers. In addition, we have
also arranged from Hang Seng Bank a new medium term
loan facility of HK$35,000,000 to improve the net current
ratio. Such loan facility still remains undrawn as at today.

With the low cost of debt against the cost of equity, debt
is the preferred financing method. However, should net
gearing approach or exceed our safety level of 30% net
gearing or interest rate continue to rise, we may have to
consider the non-debt option.
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The Dividend Alternative?

One of the possible non-debt financing option is to cut
back on the Group’s dividend payment, which totalled
HK$94,597,000 in 2003/04 (2002/03 final and special
dividends and 2003/04 interim dividend). However, the
Directors wish to make it crystal clear it has not committed
a course of action, as the future is still very uncertain:

1. Barring any unforeseen change of business situation,
should the Directors decide any change of the
existing dividend policy, it would provide at least 6-
months notice in advance; and

2. We fully recognise the value of dividend to some
shareholders. The general criteria of any changes in
our dividend policy must be based on three basic
principles:

a. that the Group can put the money thus saved
into more productive use consistent with our
ROE ratio requirement;

b. that the changes are much cheaper to the
shareholders than the potential dilutive effect
of the issue of more equity; and

C. that the level of net gearing is not conducive
to long term stability of the Group financial
position.

Based on the current level of bank borrowings,
interest rate expectation and business plan, we do
not expect a serious review of the dividend policy
until late 2004. But just in case if there are any
changes of dividend policy by then, | would see it as
a piece of good news, not bad news as finally the
Group would be able to put its financial resources
into value-enhancing investment instead of
distributing the cash dividends.
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Optimal Capital Structure

We welcome a modest amount of net bank borrowings
because:

1. such interest-bearing debts will provide a strong
financial discipline on the management team; and

2. it will improve financial leverage in terms of return
of capital.

Even at a 30% net gearing ratio, the incremental impact
of a say 3% increase in interest rate will add around
HK$3,000,000 to our interest expense bill, hardly a
significant figure in the overall context.

Provided that the net gearing ratio stays at the 30%
level, we see no reason why we have to consider
non-debt alternatives.

REENELREHE

HTMED —RERMAFRITEEKE
=2

1. BEIXNFEMER  AJANERERE
ERARMEBNMBLE &

2. HKAVBERUINEESREDR

M= F B E L EEN30%H)KF M F X
FH3%MaE EEEEMNETEMEED
3,000,000/ 70 - I EBEEMNEZEHET
K o

BRFEBERENEZEI0O% KT &K

MARABLEZRHMIBERLANES
EEE/% °

Comparison of banking facilities available and the net assets for 1998 and 2004
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Why banks trust us now but not in 1998
when we had roughly the same amount of net assets?
1998 F KB FEEFEE2004F KBHEE » R ERITR19985F
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Resources Available

The Directors are confident that with the cash holdings of
HK$245,203,000 and banking facilities of approximately
HK$708,500,000, the Group is able to meet its current
operational and capital expenditure requirements.

As at 31 March 2004, part of the Group's banking facilities
were secured by mortgages over certain of the Group’s
land and buildings in Mainland China with a net book
value of approximately HK$16,825,000 (2003:
HK$17,225,000).
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EXCHANGE RATE EXPOSURE

All the Group’s assets, liabilities and transactions are
denominated either in Hong Kong Dollars, US dollar or
Renminbi. As the exchange rate of the Hong Kong dollar,
US dollar and Renminbi were relatively stable during the
year, the Group was not exposed to material exchange
risk at the moment (please refer “Risk Management” on
P.20). As at 31 March 2004, the Group’s US dollar assets
exceeded its US-dollar liabilities by US$40,000,000.

CONTINGENT LIABILITIES

As at 31 March 2004, the Group had no significant
contingent liabilities.

CORPORATE SOCIAL RESPONSIBILITY

As a responsible corporate citizen, we continue to promote
social responsibility programs quietly. In the current
financial year, we have joined forces with our colleagues
in donating and establishing new “schools of hopes”. Our
staff had also actively participated in a number of activities
including visiting senior citizens and street cleaning
campaign. Personally | have also done my part in joining
various local trade associations to promote the dialogue
with the local authorities.

Street cleaning campaign
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Participation in local trade associations of foreign
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In 2001, the Group obtained the ISO 14001 Environmental
Management System accreditation. We will continue our
best effort in using environmental-friendly raw materials
in products design, improving polluted air filtering system,
speeding up the response to customers’ queries in
environment concerns in our products, reusing recycled
waste water in toilet etc.

As the Group experienced a profit reduction in the current
financial year, | have decided to promote various social
activities out of my pocket so as to relieve the Group's
financial burden. Fortunately the response was good. For
example, in Fenggang, Dongguan, the site of our
manufacturing base, we have recently initiated a new
“culture workshop” to promote local culture and to attract
talents. With the need of more and more top talents and
the Group’s emphasis on recruiting the best people, such
“culture workshop” will help in attracting and retaining
talents in the community in the long term.

EMPLOYMENT AND REMUNERATION POLICIES

Proactive Policies

With the recovery of the economy and the coming end of
deflation in Hong Kong, we face the same problems like
other employers in how to retain, motivate and recruit
talented staff. As our competing advantage lies in the
premium service offered to our customers, it is imperative
that we have the best personnel resources available. Since
2001, we have gradually moved toward a performance-
based rewarding system including:

Visiting senior citizens

PN

Contributing my modest part
BB AR 7

E_ZTZT—F - FHIERISO 140013REE
EREARILI HMHeBRES INEEET
THIRRENEEE  FIORMERTE R
FEREFEARREME  NESHIBE
5 MREEEFPHEMNEREREG
RRERKEMENR  BREEREBNEEKE
AREFMESE -

AANBRAFEZEBENBRAER &
BEHEZELERAER WAL EE
I EZHBAE  AENRETRER
Ao Pl A EEEEERMREME
R SHAEAE [SUEDBE) - EHRFTE ML
RENMEBRAT - MEBEZKAER - A
SE-RARNRTAARKTINEE - HBIE
REMS @ [XEDEIEREBREER
BAZTTHERESD -

B8 & % B BUR

REEBBER

EEEBKEER  MABBAER LT
- B EMEEEE - KREEY
g EPERBEETENBEISE
HE - —EURRMNBRFEZRAEE
MR BHREHERKREATEGELE
M BT -FEECETHITURR
BOMEEGE B
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abolishing the standard 13th month bonus and
instead substituting a performance based bonus.
Staffs are ranked according to a number of criteria.
While those of sub-standard performance may not
get any performance bonus, those with superb
performance have been more richly rewarded than
under the previous bonus system; and

1. BURBEBE®MET=EA%H<T B
ZHEEEXRBHINESH - BTR
R RBEEGIFR - RIREREF
EMNETAREITIENES  ER
FHRERANETRIGRELARSE
RABNES K

Summary of Share Options Granted to Employees

BTREBEREMER

no of person
A
80
70+
60
50
40r
30
20
10+
0

99/00 00/01

01/02 02/03

03/04

Linking the interest of our shareholders with a greater number of staff

through stock options

FRREBRESTEZET  SRRMZMNAEM0MREE— &

staff entitling stock options are no longer limited to
senior employees of the Group. In the current
financial year, we have pushed the granting of stock
options down the management ladder to foster a
strong bond between the Group’'s overall
performance and the staff's well-being. Despite the
current negative feelings on the issue of options to
staff, | am still convinced that shares options are
the most effective way to link up the interest of the
shareholders and staff. To protect the interest of
the shareholders, we would of course closely monitor
the amount of shares options issued and the vesting
period to minimise its dilutive effect.

2. BEBRENEIETHERBENSB
AR RAMRFE - KEKERE
ERBEEEAZBREEERE K&
TRl ERENBERREEER
0 - A ASMAY N IKE B TR
BAEEFRE  EXAAIGKRRBR/KE
TEERZM@ENK —FRRAEMR
o BARBIRERZR - Mg/
DR )R % BB AR R 2 BB B R AT
BHE . BRSBRRESNEHR &R

E2&E -
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Potential Dilutive Effect of Share Options BREEETHESE

(As at 15 June 2004, total issued share capital is (B2 —FZEMFENA+AHBZETRAL
401,356,000 shares) 401,356,000/%)

Number of exercisable Percentage
outstanding share options over total issued
RIIEEREHE share capital
Exercisable during or Other HE 8T
after the period Directors Participants Total BRAEz
REBARZRATEZFE Bx Hitt 2 8% B Bt
01/04/2004 - 31/03/2005 6,420,000 10,946,000 17,366,000 4.33%
01/04/2005 - 31/03/2006* 800,000 5,216,000 6,016,000 1.50%
01/04/2006 - 31/03/2007* 800,000 4,956,000 5,756,000 1.43%
Cumulative total 5t 8,020,000 21,118,000 29,138,000 7.26%

* Additional exercisable outstanding share options during the period

T HATE AT I AN 2 R 1T {6 B A 4

BEHEAZED
BE_ZZNF=A=+—H1 £@R
BE—FEFHEESA9BEEET BT

REAREHHMMERIN  BRMOTERE
BTIES  HRELRZHEEMBREE M
BET -

The new canteen: does good food lead to more productive workers?

MEZRE  FHRVESARMTHREARENRET ?

Stability vs Creativity

As at 31 March 2004, the Group employed on average
5,459 staff and workers in the previous year. Beside the
proactive remuneration policies, we have also implemented
changes to improve the quarters, canteens and other
measures to retain and motivate staff.

The new Karrie's
e-newsletter
B IE F@aM -
=y
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While employee turnover is inevitable both in China and
Hong Kong, the Group has a remarkable record of low
staff and senior management turnover because of its
unique culture and enlightened personnel policy. But while
low staff turnover ratio is essential for stability, long service
years may provide stumbling blocks for changes in this
fast moving world. In this aspect,

BARABAREBLBEEIRABRAEER]
e BEERHEBACEXLFA®
AFERER  BABENEZESREEED
MAREREABERIK - %E%,%IE’]/M%‘ETﬁ
%AAiﬁHFE'EEﬁ iE AR R B
EE B - — T RER B R B4
E ,

Staff Stability Index
Years of service ET % E ;E %

BRI 4F 53

3 years or above

3FRIAL

1 year or above

1 EFA L

mmm Staff in general
BERT
mmm Senior Management

95% =
SRERE

100%

1. we are lucky that the Group is doing business with
some of the biggest and best enterprises in the world
in their field. To stay in the same rhythm, our
colleagues have to run at the same pace of our
demanding customers just to stay even; and

80 90 100 (%)

1. SEEBEERBEARAMRHAEND
XAFE RTKRGEPHNERIK
BRI ELAZMEPNTNK &

Morale building with new interactive e-newsletter: staff winners of a photo-quiz

sharing a light moment with the management team
ABESRETHREEFAZTEREZ

MAEHABABRYIET TR  BRA3

2. Among other measures, we have started an e-
newsletter to actively encourage a two-way
communication flow.

In 2003/04, we have additionally recruited 10 more new
colleagues from Hong Kong and overseas to our payroll.
As at 31 March 2004, we have a total of 9 staff in overseas
representative offices. We will continue to improve our
employment and remuneration policies to recruit top talents
to join us to cater for our demanding customers.

2. HERZEBEY - BEMEXRT—HEE
LB T@aAuh - Mo 8 TR ILEME
Lo

RZZEZE=/TNFE  RMEINEET

TEBEBUEBINNEE  BHE_FTZTNHE

F=ZA=1+—H ®BMUNEIHEERLE

ENEZBE  BRMeUEXZRE KN

BER UTHABRNAAUNREEFRPNE
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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, 25 June 2004

Bt

RAANZER—BERNEIHEENFRERR -
g - ARRIT - BRE - UERFIBESLT
RRABEZFEBAROEE o HLHNE X
—EREEEFLHEEERcES  KEK
BT -
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APPENDIX 1

Special Characteristics of Our Business Model

Some or all of the following characteristics apply in our
dealing with customers. Such characteristics have been
generalised/simplified to enable easy understanding:

1. We deal with projects, which can take one year of
development and engineering works from initial
project confirmation to final shipment of goods. A
project’s shipment cycle can run for 12 to 18
months.

2. We do not normally have a large orders backlog
because the customers’ adoption of either the just-
in-time (JIT) inventory, rolling forecast, Electronic
Data Interexchange (EDI) or a combination of the
above methods.

3. Usually we are the only vendor for a particular
project and therefore have the obligation to ship
goods to customers even if the sales volume is much
higher than the initial projection.

4. Most of our customers are not retailers, but
manufacturers themselves. Some of them even have
factories in China. Most of the electronics
components are either sourced through the
customers or their designated suppliers.

5. While the metal and plastic enclosures business is
an integral part of the computer and computer
peripheral sector, the industry thrives only in Taiwan
but not in Hong Kong.

6. Our customers are mostly multi-national companies.
Thus we frequently have the situations like project
originated in Japan, components assembled in China
while the final products shipped to Asia or Europe.
Our definition of breakdown by market is by
shipment destination but not country of origin of
the customers.

B 8 —
e zHEe

AT R 4B ik o8 %5l ) 2 B 82
FrBEEIREFRFRZEIA - ka

12 R

BT ZEFEBRE

HFZERNET —REABB LR
#1T > MEBEBEB AR TiERS
R EXmTE  BEBERE
HW—F MEEXAGZBHRAT—
T/EA -

—REMALERENEELET - BB
EFPERENINRBHEWT)  DREAE
J ijj//( (EE%,{E /N xﬁ/?/\}bj (EDl)

ERAENEEAE -

REBHEMAMAENEEHNRRF,Z
HEME—HER  AURERFZE
RBFTEHREEN - HMMEETE
SENEEAT

HPNEPAZRBE  r MIFZTE
B BEERPERERE - A&
METFTHBEEPEEHERH XL
EMmfIE R -

BATSERIREB B KA
BEMNIZOID  BETERAE
B EBBT -

O

BN EFPRBHEBRRMNEME
BREFGHBEMTER : FP A
RIREBEA  BEFEAE KoK
BRATER M R BN S o RIS
R 5 55 0 2 91 TE RIIA K ah (< B 4R B
R MEEFPKREMBEBRR -
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APPENDIX 2

Corporate Governance

1.

10.

11.

12.

Three independent non-executive directors out of a
total of nine directors;

Establishment of an Executive Committee to improve
decision-making efficiency;

Efforts to improve transparency

- meetings with the press and analysts; and

- detailed explanation of corporate strategies
and the rationale behind;

Clearly defined dividend policy of payment of 50%
or more of the after tax profit;

Clearly defined ROE objective of 20%;

Clearly defined future turnover targets;

Announcing quarterly results - Putting the
shareholders’ interest first in publishing a
disappointing quarterly profit drop in September
2003 instead of just following the previous practice
of publishing turnover figure only (which showed
an increase of 19% for the first quarter of 2003/
04)...... as if we were not able to deliver according
to plan, we will let the investors know as far as

practical;

Increasing the number of audit committee meetings
to 4 times a year,

Encouraging executive directors to hold at least
500,000 shares of the Group;

Including a social responsibility statement in the
annual report;

Estimating the cost of options granted; and

Enhancing stock market liquidity with the major
shareholder’s placement of 60,000,000 shares to
institutional shareholders in May 2003.

B &% —

NG

10.

11.

12.

NN
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NBEFEKET BLFATES
HE=TE
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BHXBFER
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NHEEEE-URERENZ AKX
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SENFEE—FTHEHEBRLAT
19%) ...... B8 3k P9 oK BB 1R B B K
wONEENEREENBEE
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BMAREZZR
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APPENDIX 3 Mise =

Dividends and Dividend Policy
Hﬁ/%\&ﬁﬁ/%\ﬁ%
Group’s policy to distribute 50% or more of its profits attributable to shareholders’ as dividends

SEREREBRBRREMEERNS0%H U LAEIRS

Seven Years’ Trend of Dividend Payment
BETEREERSE
All dividend paid shown below is in HK cents per share

TIERIKEZREZLBWFTE

Interim Final Special Dividend
Interim Final Subtotal Special Special Subtotal Total Payout Ratio
i 58 A KHKRE B &
i #8 R Nt BEIRE BARE et CEil Tk B L &

(Excluding)” (Including)*
(TEEER) (BEER)

1997/98 Nil f& 1.00 1.00 Nil f& Nil f& Nil % 1.00 13% N/A 1@ H
1998/99 2.00 2.00 4.00 Nil f& Nil f& Nil % 4.00 58% N/A i A
1999/00 2.20 2.20 4.40 Nil f& Nil f& Nil % 4.40 77% N/A NEA
2000/01 1.10 3.80 4.90 Nil f& 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 f& 5.00 5.00 24.00 60% 75%
2003/04 8.00 12.00 20.00 Nil f& Nil f& Nil % 20.00 87% N/ATEA
Remarks: "Excluding special dividend *Including special dividend

et BRI RE R R AR
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APPENDIX 4 Bt 4%
Equity to Turnover Ratio

RERE S ERHELLH

Simplified Diagram showing relationship between Group’s Net Gearing Ratio and Return on Equity Ratio
B ERFPEERREE D REDFRITEBLER AR

The Case for Optimal Capital Structure BRESENESLEE
Net Gearing Ratio ) o -
jeybpyly- T  Looking ahead, the optimal equity to o FERRSABEZBRRESRHE
100% turnover ratiois 1: 7 Lt A7,
A * Too much s}erIus equity cap\ta.l may ) .« BEGREELEHERENEE
encourage investment in marginal projects A b AR EES R
100% while too much net bank borrowings will put '(‘m)?ﬁ,‘*vij
i the Group into the “warning zone"” . iy o g
o Present structure optimal in balancing . Eﬁz/ﬁ’“‘ﬁﬁigﬁ?m‘ag&
the different requirements of net gearing ratio BRE @ RRETE
and the return on equity ratio
g 3 The optimal equity to turnover ratio based T
High Risk it S - BEANANERE
= g assumptions: o
1= Jﬂ Fﬁ ~no major capex plan - REEER
~ no operating loss - BERERERARE SRR
- no changes in receivable/payable pattern HEHEEANE
— no major cash outflow — EBAZE&RX
30% - no major changes in just-in-time inventory status ~ —  EIEHit & > 17 & i & AR
Group's
Target
REER
ow R Low Risk, High Return
K B ERE > &5@
0 20% Group's Target 50% Return on Equity Ratio
KEER PEL: £-IEEES
APPENDIX 5 ff 8% &
Capex
[—1p? p?
BEEERE
Capex ElE EERE Profit attributable to shareholders %58 & 16533 7
HK$°000 ;&7 (Fr) HK$°000 ;&7 (Fr)
100,000 7120000 | s Capex
1 100,000 BEEERE
80,000 9 —— Profit attributable
’ 180,000 to shareholders
60,000 B SR A i )
- 60,000
40,000
- 40,000
20,000 120,000
0 0 *  04/05 budget
97/98 | 98/99 99/00 00/01 | 01/02¢ 02/03*| 03/04 | 04/05* 05/06 04/05 85
m— | 67,604 | 76,176 56,595 65,034 | 14,675 24,488 | 58,842 | 65,000 ? ’ Eiif RTS;ated)
5l
——| 27,865 | 25,162 20,616 26,368 | 78,370 119,808 | 90,440 ? ?
Phase 1:  [Phase 2: Phase 3: Phase 4: Phase 5:
Asian Restructuring, investment in fixed assets| Rapid growth Consolidation| 9
financial and market repositioning :
crisis
B-BB:|PoEg:  |g=Ee srpE | EERE
%gﬁﬁﬂ XBER RERTHENENL |SEEE = [E 2
A b
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APPENDIX 6 B 8% /X
Superb management? Or Just Pure Luck? EEEEEHIARER?
1. Solving liquidity problem during the Asian Financial 1. EB—AAN\FzerREZEPBEIE

Turmoil, 1998 & AR RE

(a)  Severe cash flow squeeze resulting from the (@) HEXRIFMHBOKEENR  KH
suspension of credit facilities from most banks PF—E2FEXPFPBIBBRA
and financial problem of a major customer; B OmMEABREEcRAEM
and B &

(b)  Recovering from a net bank borrowing of by ®"—HhhAN\F=ZA=+—HZ
HK$66,000,000 as at 31 March 1998 to a IR 1718 § /66,000,000
net bank borrowings of HK$6,000,000 as at T HZEENF=A=1+—
31 March 2004 after payment of dividends H 1k 2% & & /6,000,000
of more than HK$270,000,000 during that 7T H A B Ik & B 8
period (excluding final dividends of 2003/04) 270,000,000/ T E AR B (R

HE_ZETZ ENFEZR
7N HX/%\)
2. Dealing with excess inventory build-up in 2000 2. BRZZETZTFEZEFEERZMHE
—A— Shareholder’s Fund f¥R & %
o -m- Inventory 558
HK$°000 ;&7 (F7)
400,000 -
350,000} A——
300,000}
250,000
200,000 JUUPELL
150,000 | - e
100,000 |
50,000
0 1 1 ]
Mar 2000 Sep 2000 Mar 2001
2000%3 8 2000498 2001438
3. Starting the EMS business from zero in 2001 3. BFEERIEBR-_ZZ—FHZ
R
N EMS EFHERT
Turnover &2 &8 -Hl- Metal & Plastics A& 2B
HK$'000 &7 (F72)
1,000,000
800,000
600,000
400,000 |
200,000
O ]
00/01* 01/02* 02/03
* Including moulds sales after reclassification * EEEBFSE  BFRABEELA
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03/04

90
375

24.1

03/04

62,577
32,020
94,597

APPENDIX 6 (Cont'd) Bf 8% /< (&)
4. Efficient deployment of capital with Group’s Target 4. BARUWEREEE:  mMEEIRE
ROE at 20% or above B HREEZEEN20%3 U E
Return on Equity
e T EEES
(%)
35 -~
30 |
25 |
20
15 +
10 b
5 L
O 1 1 1 1 1 1 1 J
96/97 97/98 98/99 99/00 00/01 01/02 02/03 03/04
HK$ (m)
Br(aE) 96/97 97/98 98/99  99/00 00/01 01/02* 02/03*
Profit attributable to Shareholders
% 3R 4 5 A 81 28 25 21 26 78 120
Shareholders’ Equity
L 310 318 332 339 356 347 364
Return on Equity (%)
% R A = B 3] 2R (%) 26.2 8.8 7.6 6.1 7.4 22.6 32.9
As Restated
* &l
5. Strong recurrent cash flow 5. BHRERE
mmm Divideds paid %8 &%
—— Net bank position JFR1T45TF
Dividends paid A% 8.k % Net bank position JFR1T451F
HK$'000 ;&7 (Fr) HK$'000 ;&7 (Fir)
120,000 - 80,000
100,000 60,000
50,000 40,000
20,000
60,000
| 0
40,000
(20,000)
20,000 (40,000)
0 (60,000)
00/01 01/02 02/03 03/04
(HK$°000);% 7T (Fr) 00/01 01/02 02/03
Final and special dividends of prior year =% € 2 K Hl & & 5l i% 2 8,230 37,429 75,841
Interim and special dividends of current year N EE 72 A HI R RIS 4,112 37,509 30,468
Dividends Paid & PR % 2 % B 12,342 74,938 106,309
Net bank position FR T4 1F (41,474) 61,098 33,690

(6,287)
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APPENDIX 6 (Cont'd) Bt 8k 7% (4%)
6. Excellence in Management: Inventory & Debtor 6. FHER FTEREWKEEH
Turnover

—A— Inventory Turnover 17 181 HA
- m- Debtor Turnover fEURBREEEA

No. of days A&k

90

80 +

70 +

60 +

50

40 +

30 +

20 +

10 -

0 1 1 1 1 1 J

98/99 99/00 00/01 01/02 02/03 03/04

(no. of days) (H &) 98/99 99/00 00/01 01/02 02/03 03/04
Inventory Turnover
EASH L 68 61 54 40 29 35
Debtor Turnover
JRE L2 8% 8 2 HR 83 51 52 57 49 60
Notesit -

Inventory turnover (Base on average stock value/Sales) X 365 days
Debtor turnover (Base on average debtors/Sales) X 365 days
FEAEAY (L FFEEHEEE) X365

JEY R A #E A (LT FE R BR  tH & (B 1E) X365 H





