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Daiwa Associate Holdings Limited

PRESIDENT’S STATEMENT

On behalf of Daiwa Associate Holdings Limited, | would like to present to

shareholders the Group’s audited report for the year ended 31 March 2004.

| am taking this opportunity to express our gratitude to the Group’s staff for
their contributions enabling the Group to work through a tough business

environment and securing a fair performance for the preceding year.

RESULTS AND DIVIDEND

The Group has recorded an
operation profit of HK$16.4 million.
The consolidated net profit after
taxation and minority interests for the
year ended 31 March 2004 of
HK$14.5 million (restated 2003:
HK$11.8 million) represents a growth
of 22.9% from last reported years.
The basic earnings per share is HK
9.13 cents (restated 2003: HK7.42

the Group was increased to

HK$841.6 million (2003: HK$773.5
million), representing an increase of 8.8% from that of the previous financial
year.

The Board of Directors has recommended a final dividend of HK1.0 cent per
ordinary share payable to shareholders whose names appear on the Register of
Members of the Company on 18 Aug 2004. Subject to the shareholders’ approval
at the forthcoming annual general meeting, the dividend will be payable on 28
Sep 2004. During this year, an interim dividend of HK1.5 cents per ordinary

share amounting to HK$2.4 million was distributed.
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Micro-speakers for Mobile-Phone, another EMS project

LIQUIDITY AND FINANCIAL RESOURCES

At 31 March 2004, the Group’s net current assets amounted to HK$150.4
million and the shareholders’ equity were HK$280.1 million. The total loan and
finance lease was at a low level of HK$51.2 million and the gearing ratio which
is defined as total borrowings, excluding minority interests and deferred taxation
to shareholders’ equity was 0.18. The year-end cash and bank balances were
HK$68 million while after net of bank borrowings was HK$20.6 million.

At 31 March 2004, total available
banking facilities of the Group were
approximately HK$113.9 million, of
which HK$42.4 million was available
for use. Finance lease obligations
outstanding on the same date

amounted to HK$3.2 million.

The Group’s assets are mostly
financed by shareholders’ equity,
trade payables and bank borrowings.
Trade payables and bank borrowings
are repayable within one year. The borrowings, cash and cash equivalents are
mainly denominated in Hong Kong dollars, US dollars or Renminbi. As the
exchange rates of these currencies are relatively stable, the Group generally
does not use any financial instruments to hedge the foreign currency liabilities,
assets or investments except for foreign currency contract for trade payables.
The Group also monitors the mix of the borrowings, cash and cash equivalents
relating to these currencies to minimize the effect of the exchange risk. The
Group’s borrowings are bearing interest at floating rates. Throughout the year
ending 31 March 2004, the Group did not pledge any of its fixed assets for
securing banking facilities. The Group had contingent liabilities in respect of
guarantees issued by banks to the Group’s suppliers amounting to HK$24.1

million.

Due to the development of both distribution and manufacturing businesses,
turnover in the reported year was increased and inventory level was relatively
increased to HK$131.6 million (2003: HK$121.3 million). Stock turnover was
controlled under 65 stock turnover days (2003: 60 days).

3 ANBEFERARADA
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Daiwa Associate Holdings Limited

BUSINESS REVIEW AND PROSPECT

The Group is engaged in two major businesses, namely:

EMS (Contract Electronic Manufacturing Services), OEM and ODM

Electronic Components — Distribution and Manufacturing

EMS (Contract Electronic
Manufacturing Service), OEM
and ODM

Turnover under this category of the
reporting year was HK$311.5 million,
representing a growth of 11.3% when
compared with the same period of
last reported year (2003: HK$279.9

million).

EMS

FIF XA TEZEMSE B
A sample of SMT EMS project

The business of EMS manufacturing
in the reported year is remarkable.
The sales turnover of this sector was HK$178.8 million, which represents a
rapid growth of 28.2% (2003: HK$139.5 million) when compared with the same

period of last reported year.

Providing Electronic Manufacturing Services to demanding customers is one of
the major contributions to the Group’s profit. The success of EMS business
depends on the provision of dedicated and pin-pointed management with
advanced facilities and production environment control. The Group endeavors
to explore new assembling technologies and reliable quality and management
systems. The new EMS production plant was opened and new equipment was
set up to further facilitate the EMS manufacturing with dustproof clean-room
and anti-statistic assembling floors. Advanced SMD mounters, high precision
automatic solder paste printer, automatic optical checker, in-circuit tester and
nitrogen filled re-flow furnace were also installed. With less headcount of labor

resources and higher margin, the result of new EMS projects was encouraging.
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OEM and ODM

FREMEREE (OEM and ODM) EFHEEME  The OEM and ODM manufacturing business of consumer electronic products
BREEBT WMz E%¥8BA—E=T_A+t+E were steady. The sales turnover of this sector was $132.7 million, which
BL(CTZ=F: —EBONTEM+EBTT) * LEFE  represents a slight decrease of 5.5% when compared with the same period of

REMEHMRI B 2R -

last reported year (2003: HK$140.4 million).

EEREW  EFREEIRIEHEEARAZIIZE  The Group has strong engineering teams in mechanical, electronic as well as
- AEBBERAERRBERNMWal-MartZTimex  software engineering. As one of the few qualified manufacturers of renowned
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and sizable end buyers such as Wal-
Mart and Timex, the Group gained
quite a number of new customers
and the management expects that
business in this aspect would have a
reasonable growth in the forthcoming

years.

Reliable quality control and quality
assurance is the key to success to
the Group’s EMS, ODM and OEM
business. Other than the 1ISO9000
- C;’iifffiffpmduct certification, the Group successfully

qualified for the QS9000 certification
for the automobile industry. The
Group is now implementing

management systems towards the ISO14000 environmental certification.

ELECTRONIC COMPONENTS — Distribution and Manufacturing

NEZUBHKEFERBTRE  AFEE @M 2%  Business under this sector grew steady in the last reported year. The sales
¥WARABE=TFTZT+EE T LLEFHEEEHSZLE  tunover was HK$530.1 million, representing a growth of 7.4% when compared

m(—ET=F OEAFZEA+EERT -

with the same period of last reported year (2003: HK$493.6 million).

5 AfNBEEZERARQA
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B TIAE 5 49 55 8 + F fE 23 1T

Advanced Semiconductor Devices distritbuted by Daiwa

Electronic Components Distribution
In the reporting year, prices and demand for electronic components are
increasing. Turnover for this segment was recorded as HK$428.1 million,
represent a growth of 12.9% (2003: HK$379.2 million) when compared with the

same period of last reported year.

The Group is one of the leading distributors of electronic components in Hong
Kong acting as an authorized distributor for Toshiba, Panasonic, On-

semiconductor, Lite-on, Sino
America Silicon, Arnold Magnetics
and the Group’s own brand COS.
The core products that Group
distributes are integrated circuits,
transistors, microprocessors,
discrete and passive electronic
components for these renowned
brands. Major application of
electronic components in this sector
are for audio and video products,
electronic toys, power supplies,

household appliances, air-
conditioners and other consumer

electronics.

The Group has established various sales offices in Shenzhen, Guangzhou,
Shanghai and Beijing, PRC. The contribution of PRC local delivery is becoming
more and more essential. Other than normal distribution approach of marketing
and sales, the Group also provides strong logistic support by setting up liaison

offices in free trade zones to furnish the just-in-time delivery and service support.

The Group is keeping on providing advanced engineering support for software
as well as hardware design-in service for customers in a way such that the
customers can enjoy a total solution of one-stop purchase of major components.
The sector successfully provides MCU (Micro Computer Unit) solutions for VCD,
Boom-box, Music Centre, and Power Supply and has gained good recognition

from customers.
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Daiwa’s own brand COS semicionductor components

Electronic Components Manufacturing

Business under this sector was under pressure in the reported years. Turnover
of Electronic Component Manufacturing was HK$102 million (2003: HK$114.3
million), which represents a decrease of 10.8% when compared with the same

period of last reported year.

The Group manufactures Diodes (DO35, DO34, mini-MELF and DO41 packages),
Transistors (SOT23 and TO92 packages), Variable Resistors, Electronic Wires
and Harnesses.

Diodes and Transistors

In the reported year, the demand for
Diodes was steady but the demand
for Transistor dropped sharply.
Turnover of this sector was
decreased by 19.2% when compared

with the last reported year.

The Group has over 15 years of
experience in the manufacturing of
Diodes and Transistors under the
Group’s registered trademark “COS”.
The Group produces epoxy encapsulated TO92, SOT23 and DO41 Transistors
and Diodes, glass sealed DO35, DO34 and mini-MELF diodes. Major models of
these packages are employed as small signal transistors, voltage regulators,
mosfets, triacs, diacs, schottky diodes, rectifier diodes, switching diodes, and
zener diodes from axial types to surfaced mounted types. The Diodes and
Transistors are generally applied for general electronic products such as audio
and video products, personal computer, digital camera, MP3, energy saving
lamps as well as electronic toys. The demand is essential and substantial.

Demand for Transistors picked up in the last quarter of the reported year and
there is a good projection of sales increase in the coming fiscal year.

7 AMBEEERAER A A
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The Group has invested substantial efforts to enhance the quality, efficiency
and product yield rate of the Diodes and Transistors. Keeping up to a more
economic scale of production, monthly capacity of the Diodes was increased
from 800 million pieces to 1,000 million pieces in the reported year and will
further be increased to 1,200 million pieces in the coming fiscal year. The
Group will also set up new facility for DO41 rectifier diodes in the Yun-fu
production plant and the monthly capacity will be increased from the present

40 million pieces to 60 million pieces.

Wire and harnesses

The demand for this sector was
steady. Sales turnover of this sector
had a slight growth of 1.4% in the

same period last year.

Manufacturing of electronic wire and
harnesses is still at an entry level of
business for the Group. Main
application of this category is for

EREm

Wire Products

consumer electronic such as power
cords, electronic wires, computer
cables and connectors etc. The
Group obtained international safety
standard certifications such as UL, CUL, CCC, VDE, CSA and BS. Quality of
these products was steady and the sector had started to supply products to

PRC customers.

EMPLOYEES

At 31 March 2004, the Group employed a total of approximately 6,000 employees
of which 120 were Hong Kong based while most of the others were PRC
employees in various production site. Sales personnel are remunerated by salaries
and incentives in accordance with the achievement of their sales target. General
staff are offered year-end discretionary bonus, which is based on the divisional
profit and individual appraisals. The Group also provides a Mandatory Provident
Fund and medical benefits to all Hong Kong employees. During the reported
period, no share options had been granted to employees.
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FUTURE PROSPECT

After setting up the EMS production plant with dedicated professional production,
management and quality team, the Group has gained good recognitions from
existing customers as well as new customers. Not only new projects from
exiting customers are moving actively to the Group’s EMS plant, the Group has
also attracted new EMS customers from Scotland and Japan. The management
believes that contribution in this sector will have an aggressive growth in the

coming fiscal year.

In the Distribution sector of electronic
components, the Group has extended
further investment in sales
management and will also set up a
new sales office in Cheng-du, PRC.
With the development of the core
electronic components brands and
with contributions from new suppliers,
the management believes that the
turnover and profit contribution will

have a reasonable growth in the

In the ODM sector, the Group also gained substantial orders from Wal-Mart. To
cater for the future development of ODM and OEM business, the Group has
acquired two pieces of land in He-yuan, PRC of a total area of 240,000 square
meters to cater for the future development of ODM and OEM manufacturing
businesses. The cost of the land is Rmb 4 million and Rmb 8 million dollars
respectively. The Group intends to move the metal work production, wire and
harnesses production together with the ODM and OEM factory to the site. The
Group will also set up a joint venture plastic injection factory in the area.

9 aEMBEERARAA
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million. The target company is controlled by Mr. LAU Tak Wan, the President of
the Group. Elite has been established in Canada since 1989 and is engaged in
personal computer (PC) business in Canada with sales offices in Toronto, Nova
Scotia, British Columbia and Alberta. 30% of Elite’s turnover is purchasing from

Asia in which most of the products can be produced by the Group’s facilities.

The synergy of merging the capabilities of Elite and Daiwa can bring the

BBAMITEIREZ EMEMSIEH + BB E 7 X i H R
Hand-Free Earphone-Mic, a Daiwa EMS project servicing
the Telecommunication Market

development of the two companies
towards the integration of marketing
and manufacturing. The fund for
acquisition will be financed by a right
issue of 2 Rights Shares for every 3
Shares at the price of HK$0.45 per
share and will be proceeding in
August 2004. Mr. LAU has also
applied for Whitewash Waiver
pursuant to the requirements under
the Listing Rules and/or Takeovers
Code.

The management believes that the
coming year will be a year of harvest
after the investment in product and
management development of the
Group in the past years.

LAU TAK WAN
President

Hong Kong, 23 July 2004



