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CONTEXT

In 1997, we reported how the year
was defined by the currency crises
that engulfed the entire Asian
region. In hindsight, it now
appears that the turmoil in our
currencies was a mere preview of
tougher times ahead for business
and industry. The year 1998 was
easily the most difficult in recent
memory for nearly everyone in
every industry. The imbalances in
the global economy and continuing
adjustments to free trade resulted in
the kind of crunch never before
experienced by industries,
particularly the manufacturing
sector.

EFFECTS

The consumer electronics industry
was nol spared, with the market
shrinking by over 30%. While the
market shrunk, there was no
parallel reduction in the number of
suppliers or competing products.
The industry also had to contend
with over 40% currency
devaluation. Against this backdrop
of an unwanted oversupply,
average selling price increases were
not enough to offset rising costs,
resulting in
average gross margins.
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Our joint venture partner, Sony
Philippines Inc. (SPI), also had to
contend with inventory
obsolescence and high interest
costs. For 1999, however, SPI is
poised to reverse its previous year’s
results and expects  significant
improvement in profitability with
new product line-ups, better
margins, and improvement in its
working capital position.

We are also continuing our efforts
to improve our manufacturing
efficiency in the light of slackening
demand. These efforts are boosted
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by the ISO 9002 certifications of our
electronics  factory and plastic
injection  moulding facility in
Laguna and Metro Manila,
respectively.  We believe that our
improved efficiency will have more
enduring beneficial effects when
the market recovers.

Domestic sales volume of Aiwa
color television increased by 45%
and the brand continued its
dominance of the mini audio
category. Export likewise
continued to be a major contributor
to revenues and income and we
continue to be the leader in color
television export to Japan, the
Middle East, and the European
Community.

ACTIONS

Last year, we foresaw the need for
caution, prudence, the need to

preserve our gains, and to prepare
for the future. We believe we have
accomplished all of that and more.

Despite 1998’s difficulties, Solid
Group made Php 53.6 million in
profits, made possible by prudent

management decisions and
improvement in business policies
and directions. The company
improved its liquidity position
through better working capital

management with receivables
reduced by Php 600 million
representing a 35% improvement
over 1997 levels. Inventories were
likewise reduced by 54% from the
2.96-billion-peso  level in 1997
Together with decreases in current
liabilities, these resulted in the
improvement in current ratio to
2.6:1, compared to 1.84:1 in 1997.

The company’s reported net
income of Php 53.6 million is net of
major adjustments in receivables,
inventories, and other assets
totaling Php 166 million in 1998.

The average gross protfit rate for the
year decreased by 10%, largely due
to increased costs and reduction in
sales volume. Operating expenses
of Php 670 million in 1998 is 21%
lower than in 1997, Interest income
amounted to Php 168 million, while
foreign exchange loss has been
reduced to Php 8 million compared
to ’hp 136 million in 1997.

Our proposed stock swap with
Destiny, Inc. did not materialize
because of economic
conditions and the volatility of
foreign currencies.
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DIRECTION

Considering the events of the past
year, we still have enough reasons to
be bullish about the future. The
company has managed to preserve its
position in the industry and is
prepared to take advantage of
opportunities in the future. Your
board has approved investments in
consumer financing and logistics
management, two areas that offer
synergies with and complementation
to our existing businesses and
resources. These investments totaling
Php 70 million are expected to
contribute close to Php 35 million in
net annual revenues.

We believe we have survived the
worst and we approach the year with
hopetul expectations. We will
constantly seek improvement, new
ideas, and opportunities and be
prepared to explore new paradigms
while adhering to the same age-old
values that have kept us together.

We thank you for your continued
confidence.









