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LIQUIDITY AND FINANCIAL RESOURCES
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The Group generally finances its operations with internally
generated cash flow. For the year ended 30 September
2003, the Group generated net cash inflow from operating
activities of approximately HK$27 million. As at 30 September
2003, the Group had cash and cash equivalents of
approximately HK$36 million and short-term bank loan of
approximately HK$0.1 million which were supported by a
legal charge on certain investment properties situated in
Hong Kong owned by the Group and a personal guarantee

provided by a director of the Company.

The financial gearing ratio of the Group, based on the total
borrowings to the shareholders equity, has decreased from
0.1% last year to 0.03% as at 30 September 2003.

As most of the Group’s monetary assets are denominated
in Hong Kong dollars and US dollars with minimal balances
in Singapore dollars, and Hong Kong dollar is pegged to US
dollar, the exchange rate risks of the Group is considered to

be minimal.

CAPITAL STRUCTURE
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On 3 April 2003, by an ordinary resolution passed in a
special general meeting of the Company, every 4 issued
and unissued shares of the Company of HK$0.50 each was
consolidated into 1 share of HK$2.00 each. After
consolidation of shares, nominal value of the issued and
unissued shares was reduced from HK$2.00 to HK$0.50
each. Accordingly, paid up capital was reduced by HK$1.50
for each issued shares, an aggregate amount of
HK$42,000,000. An

HK$3 1,986,000 standing to the credit of the share premium

amount of approximately
account was cancelled. The credit arising from the capital
reduction and the cancellation of share premium was

credited to the Company's contributed surplus account.
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Pursuant to an ordinary resolution passed in a special general
meeting of the Company on 3 April 2003, a rights issue of
one rights share for every two shares held by members on
the register of members on 3 April 2003 was made at an
issue price of HK$1.50 per rights share, resulting in the
issue of 14,000,000 shares of HK$0.50 each for a total
cash consideration, before expenses, of HK$21,000,000.

REVIEW OF OPERATIONS
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Principal activity

During the year ended 30 September 2003, the Group's
turnover decreased by approximately 0.4% over the

corresponding period in 2002.

The Group continued its promotional efforts to maintain its
market shares with both existing and new customers. With
continued acceptance of the Group’s new product models,
the Group expects to be able to stay ahead of the average
product life. Although competition in the electronic
components industry continues to be intense, which to a
certain extent affect the Group’s net profit margin, the

Group's profitability still showed significant improvement.

In the prior year, the Group’s Hong Kong production
operations was relocated to the Group's main production
plant in Dongguan, the PRC. As the production workflows
became more centralized and organized, the Group's
production efficiency was improved and the operation costs
were reduced. Nonetheless, the Group strives to maintain
continuous improvements upon its production facilities and
workflows to further increase the Group's production capacity

and to meet customers’ requirements.

The Group worked closely with several famous consumer
electronics brandname owners as their strategic OEM
manufacturers in the PRC. The Group will continue to
broaden its customer base and to promote its products

globally.
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Due to unexpected delays, production of the FFC did not
begin until late April 2003. As a result, contribution to the
Group's results was not significant. The Group expects that
the new FFC line of business will diversify the Group’s

product range and increase the Group's profitability.

The new AC switch line of business was created in the
second half of the fiscal period and is currently in its initial
set-up stage. Contribution to the Group's results is not

expected to be seen in fiscal 2004.

Treasury investment activities

As at 30 September 2003, the Group had short-term
investment of HK$14 million (30 September 2002: HK$117.1
million) and long-term investments of approximately HK$147
million (30 September 2002: HK$1.3 million) in certain
equity and debt securities with favorable investment credit
ratings. These investments are of high liquidity, as there
exist an efficient secondary market for these high credit
rating bonds. The significant decrease in short-term
investment and a corresponding increase in long-term
investment as compared to 30 September 2002 was due
to a change in corporate investment strategy, transitioning
from a short-term oriented position to a long-term oriented

focus.

The Group's long-term investment in a PRC company which
manufactures flexible flat cables in Dongguan had no material

contributions to the Group. However, the sales volume of
the company is increasing and the business continued to

be profitable during 2003.

CONTINGENT LIABILITIES
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The Group has no material contingent liabilities as at 30
September 2003.
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As at 30 September 2003, the Group employed
approximately 2,000 staff at market remunerations with
employee benefits such as insurance, mandatory provident

fund scheme, discretionary bonus and share option scheme.

OUTLOOK
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Having witnessed petroleum and metal commodity prices
rise in the current year, it is expected that the increasing
trend will continue for the next year. As a result, our raw
material cost will continue to increase, causing much pressure
on our profit margin. The Group will continue to improve its
production process to improve production efficiency and
reduce operation cost. However, the Group believes that in
order to remain competitive and profitable, the Group will
continue to create new products and broaden its customer

base.

Due to an expected upsurge in demand, the Group has
plans to increase capacity by building a new factory in Lau
Ding, an area near to the North-West of our current Dong
Guan site. The area is known for its cheaper labour and
energy costs. As production cost in the South China area
continue to rise, the move will enable the Group to reduce
overall production cost levels. The Group will invest
approximately HK$50 million in two phases to build the

new site.

Although current world economic outlook is uncertain, the
Group remains conservatively optimistic and expects positive
improvements in our turnover and profit in the next fiscal

period.
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