MANAGEMENT DISCUSSION AND ANALYSIS
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BUSINESS SUMMARY

Business for the year under review was encouraging, despite
a fragile global economy after the 911 tragedy. For the year
ended 31 December 2002, the Group's sales turnover
reached an unprecedented level of HK$4.35 billion, compared
to HK$3.69 billion for the last year. This was mainly
attributable to the foundation we have had built in developing
advanced products based on digital technology to meet our
customers’ demands. Such demand was, however, met by a
surge in supply in the market, thereby pressuring our profit
margins at the same time. Having said that, net margin
remained steady as a result of higher operating efficiency

and the saving in financial expenses.
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The audio division continued to be the major profit contributor
of the Group. Revenues were stable despite falling market
prices of the Group's products reflecting increase in units
sold. The steady performance showed the recognition of our
ODM customers on the quality of our products and the value

of research and development added to the products.

The in-car electronics division made an advance of 8.9% in
sales as compared to last year's figure. The growth was driven
by the successfully launch of new products and the buoyant.
Traditional products also experienced decline in gross margin
as the sector remained quite competitive. The division also
gained ground on operational efficiency to achieve the

remarkable 439% growth in contribution in the year.
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The video division was characterized by intense competition
and low profit margin, but substantial sales growth from
HK$0.87 billion to HK$1.54 billion in year 2002, an
advancement of 77%. The growth was attributable to the
higher customer demand from world-renowned ODM
customers. With the awareness of severe price competition,
the division improved its margins for the year by engineering
new solutions and platforms for its products thereby benefiting

from lower material costs in the second half of the year.

The networking information division encountered a slow down
in its market as well as the acceptance for its technology.
The management of the division will see short term challenges
ahead despite a positive longer term outlook after China joins
the WTO. During the year, the division disposed a 51% owned
subsidiary and has written off an amount of HK$7.2 million,
being the amount of goodwill in the 51% owned joint venture

in Beijing.

The Group's investment in jointly controlled entities and the associate
company with Clarion of Japan performed better. The Group has
benefited from the expansion of the production facility of the joint
venture at Wuxi and also from the improvement of efficiency resulting
from the investment in automated production equipments of the
joint venture at Nanjing. Both joint ventures reported loss for the

year as the full benefit of the expansion has yet been realized.
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The results of the year have reinforced the Group's belief that
new products delivered by advanced technology would be the
dominant force for growth. In year 2002, the Group increased its
research and development investment by 12.5% to HK$45 million.
The investment has already yield benefit to the Group’s business

during the year and is expected to contribute in the coming year.
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INVENTORY MANAGEMENT

The improvement in inventory cycle was a result of the Group's
supply chain management initiative and also a reflection of
time-to-market pressure. The Group's inventory turnover period
continued to shorten to 39 days, following a downward trend
established since year 1998.

LIQUIDITY, FINANCIAL RESOURCES AND
CAPITAL STRUCTURE

Aside from a positive operating cash flow, the liquidity of the
Group was further enhanced with the accomplishment of a
HK$200 million three-year syndicated loan during the year. Part
of the proceeds was used to repay the syndicated loan that was
drawn down in June 2000. As at 31 December 2002, the net
current assets of the Group strengthened to HK$368 million, an
increment of 62.5% as compared with year 2001. The cash and
cash equivalent, which were mainly denominated in US dollar
and Hong Kong dollar, held at the same date was HK$275
million. It recorded a 24.5% improvement as compared to 31
December 2001. The new syndicated loan also served to reduce
borrowing costs as it had more favorable interest spread than
the syndicated loans arranged in the previous years. In addition,
with its stronger financial position, the Group successfully
negotiated for reduction of the interest spread on normal trading
facilities. The finance expense declined by 48% in year 2002.
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The gearing ratio, calculated by total borrowings from banks
and financial institutions net of cash divided by tangible net
worth, has remained steady at 8.6% as at 31 December 2002.
Apart from the two syndicated loans with a total outstanding of
HK$300 million at the year-end date, the Group has no other
long-term debt. Based on the fiscal strength, the Group considers
its financial resources adequate to finance future business and
its working capital requirements. Business is expected to continue
its double digit growth as reflected by the status of the order
book.

The contingent liabilities of the Group as at 31 December 2002
was HK$399 million. It consisted of discounted bills, guarantees
given to banks in connection with facilities granted to jointly-controlled
entities, a counter indemnity given to the controlling shareholder of
an associated company and employee long service payment

exposure. The Group did not pledge its assets during the year.

EXCHANGE EXPOSURE

Sales and purchases of the Group are mostly transacted in US dollar
denomination. Through the current Hong Kong/US dollar peg, the

Group considered its exchange exposure adequately managed.

EMPLOYEES AND REMUNERATION POLICIES
As at 31 December 2002, the Group had approximately 14,000

employees in the PRC and Hong Kong. The Group remunerated its
employees largely based on the prevailing industry practice,
performance appraisals and market conditions. Apart from salary, the
Group also provided year-end double pay, provident fund and medical

insurance. Certain employees were rewarded discretionary bonus.
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