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Management
Discussion and
Analysis

BUSINESS AND OPERATIONAL REVIEW

The Group’s activities focused on five core businesses — electronic
calculators and organizers, conductive silicon rubber keypads,
printed circuit boards, electronic toys products and cordless

telephone products.
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Despite the outbreak of SARS in Hong Kong and countries among
Asian countries, the war in Irag and the worldwide economic
downturn in the past year, the Group still recorded a satisfactory
result in its overall performance in 2003.

For the year ended 31 December 2003, the Group recorded a
turnover of approximately HK$589,653,000, representing an increase
of approximately 6.3 per cent. as compared with approximately
HK$554,548,000 in 2002.

The overall gross profit margin of the Group increased by
approximately 0.8 per cent. to approximately 18.8 per cent. for the
year ended 31 December 2003 (2002: approximately 18.0 per
cent.). This was mainly attributed to the effective measures
implemented by the management of the Group to tighten control
over material costs and operational expenditure.

The Group also attained EBITDA of approximately HK$72,842,000
for the year ended 31 December 2003 (2002: approximately
HK$52,861,000).

As a result of the Group’s ongoing efforts in diversifying its
products, increasing its productivity and improving its profit margin,
the Group attained a consolidated net profit attributable to
shareholders for the year ended 31 December 2003 amounted to
approximately HK$23,050,000, representing an increase of
approximately 198.8 per cent. over 2002.
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Electronic calculators and organisers

During the year under review, an unprecedented combination of
unfavourable factors prevailed. The war in Irag, together with the
SARS epidemic, affected the confidence of consumers and retailers.
These challenging economic conditions, however, had insignificant
impact on the segment result, which testified our highly competitive
position in the electronic manufacturing industry and the resilient
nature of the market itself.

The Group continued to focus on the market of electronic
calculators and organizers under the branded customers located
throughout Japan, Europe and the America during the year under
review.

A series of promotional activities, including participation in the
Hong Kong Electronics Fair 2003 in October, were undertaken to
establish a broad and solid overseas customer base for the Group’s
"KARCE" products.
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For the year ended 31 December 2003, the turnover derived from
sales of electronic calculators and organisers slightly decreased by
approximately 6.5 per cent. to approximately HK$300,116,000
(2002: approximately HK$321,043,000), representing approximately
50.9 per cent. of the turnover of the Group.
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The management succeeded in achieving tight cost control,
attributed by competitive prices on the raw materials and
components, which was substantially offset by the decrease in
turnover during the year under review.

In line with our strategy to focus on profitability, the gross profit
margin rose by approximately 2 per cent. to approximately 21.4 per
cent. (2002: approximately 19.4 per cent.). Allowing more flexibility
in proacting to fast changing market demands, the Group strived
for a combined proven excellence in product development and
cost-effective manufacturing strategy with a new customer-centric
approach.

As a result, the operating profit from sales of electronic calculators
and organisers for the year ended 31 December 2003 amounted to
approximately HK$19,401,000 (2002:
HK$13,263,000).

approximately

Given that economic recovery is under way, it is expected that
turnover and profitability will continue to improve substantially in
the coming year.
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Conductive silicon rubber keypads

For the year ended 31 December 2003, the turnover of conductive
silicon rubber keypads segment further increased by approximately
14.3 per cent. to approximately HK$120,748,000 (2002:
approximately HK$105,682,000), representing approximately 20.5
per cent. of the turnover of the Group. This was due to the success
on the Group’s strategy of the acquisition of Dongguan Tehsutec
Electronic Company Limited in October 2002.
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However, the market was extremely tough in 2003. Facing similar
unfavourable economic environment as that of the electronic
calculators and organizers segment, along with the intensive price
competition, the gross profit margin dropped by approximately 6
per cent. from approximately 20 per cent. to 14 per cent.

As a result, conductive silicon rubber keypads segment recorded an
operating profit of approximately HK$ 1,863,000 for the year ended
31 December 2003 (2002: approximately HK$8,524,000).

The Group’s conductive silicon rubber keypads are mainly used in
electronic calculators, databanks, electronic organizers, mobile
phones and remote controls.

Through the setting up of On Shing Holdings Company Limited (the
“On Shing Holdings”, which together with its subsidiaries, the “On
Shing Group”) with a technology partner based in Korea for the
manufacture and distribution of telephone keypads products, the
Group has upgraded its technical capabilities to develop more
sophisticated conductive silicon rubber keypads products.

Looking ahead, the Directors believe that, through this strategic
alliance, the long term ultimate strategy to enhance the
competitiveness of silicon rubber keypads products can be achieved.

Printed Circuit Boards (“PCB")

For the year ended 31 December 2003, the PCB segment achieved
significant growth. Turnover derived from PCB segment increased
by approximately 53.7 per cent. to approximately HK$133,093,000
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(2002: approximately HK$86,583,000), representing an approximately
22.6 per cent. of the turnover of the Group. The increases in
turnover and net profit were due to the strong full year
contribution from multi-layer manufacturing operations.

The management continued to focus on stringent cost management,
which was mainly contributed by the competitive prices in raw
materials and components. In order to meet its increased orders,
the Group assigned some complex work to outside subcontractors
and the subcontracting fees amounted to approximately
HK$17,199,000 for the year ended 31 December 2003 (2002:
approximately HK$5,412,000). For the year under review, the gross
profit margin had increased by approximately 5 per cent. to
approximately HK$25,224,000 (2002: approximately
HK$11,740,000).

Along with the substantial growth in PCB business, the Group is
planning to acquire additional machineries in the coming year as
the Directors believe that the future performance and prospects of
the PCB business are optimistic.
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Electronic toys products

Turnover derived from the electronic toys products, such as infant
toys and electronic learning products, recorded approximately
HK$35,696,000 for the year ended 31 December 2003 (2002:
approximately HK$20,530,000).



REIEFERN @ BEFIAEEKHSBREA
(E B ETIE 43,501,000 0 (ZFEE—F : B
T Al 48 4 518 #92,298,00058 7T ) °

BENEMREBZRECHEZELRSE
BERFEAZEN  BFBEELIDRERSE -
BEE W ERETHKMEBR - RFEBAR
&% SRR (I AB 2 B ¥R ©

EREFER

BRMYRBERE  TASEEBEBREBEE
NZBERHREBHNES - -Alt - HE_FTZT=
F+ZA=T—"BULFE BEGEFRES
SRS IR B ANET B 2 #8521 498,190,000
BT (ZZEZ = + #9,360,000/87T) °
EEFEEN FAEKAD2EEN -

it HE—ZE=—F+_A=+—HL1
FE EREGEEHSBRHMATGCEEE
478,867,000 L (ZEZ ZF : BRELATLE
518 499,322,000 7T) °

During the year under review, the electronic toys segment recorded
an operating loss before taxation of approximately HK$3,501,000
(2002: operating loss before taxation of approximately
HK$2,298,000).

Although the investments in new products and business lines had
clearly affected the Group’s earnings this year, the Directors believe
that it is a sound investment which will bring in new businesses and
sustain returns to shareholders in the coming year.

Cordless telephone products

After the establishment of Ascalade Holdings, the Group's
telecommunication business was consolidated in the Ascalade
Group. Accordingly, the cordless telephone segment recorded an
amortisation expense on the incurred development cost amounted
to approximately HK$8,190,000 for the year ended 31 December
2003 (2002: approximately HK$9,360,000). During the year under
review, the incurred development cost was fully amortized.

As a result, for the year ended 31 December 2003, the cordless
telephone segment recorded an operating loss before taxation of
approximately HK$8,867,000 (2002: loss from operations of
approximately HK$9,322,000).
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It was a very successful year for the Ascalade Group in 2003. The
turnover derived from the telecommunication businesses and
products, such as parafone, 1.8 GHz, 2.4 GHz, 5.8 GHz cordless
phones and wireless conference phones grew by approximately 386
per cent. to approximately HK$483,334,000 for the year ended 31
December 2003 (2002: approximately HK$99,423,000).

During the year under review, the Ascalade Group incurred
development cost amounted to approximately HK$28,704,000 for
the development of Digital Enhanced Cordless Telephones (“DECT")
phones and telecommunication products.

The Group had been rewarded with the share of positive
contribution to the Group’s operating profit before taxation
amounted to approximately HK$11,168,000 (2002: approximately
HK$124,000).

In the coming year, the Ascalade Group will maintain its commitment
in research and development and is planning to produce new DECT
products with colour screen, voice over internet protocol wireless
telephone and baby monitors. The management of the Ascalade
Group will focus on stringent cost control in order to enhance its
profit margin. The Directors are confident that the Ascalade Group
will report another year of growth in 2004 and in turn, brings an
encouraging return to the Group.

Shareholders’ equity increased to approximately HK$330,045,000
as at 31 December 2003 from approximately HK$305,415,000 as
at 31 December 2002. As at 31 December 2003, the short term
and long term interest bearing debts to shareholders’ equity was
approximately 39.3 per cent. (2002: approximately 27.8 per cent.).

The Group generally finances its operation by internally generated
cashflow and banking facilities provided by its bankers.
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Prudent financial management and selective investment criteria
have enabled us to maintain a strong financial position. As at 31
December 2003, the Group had fixed deposits and cash balances
aggregated to approximately HK$66,346,000 (2002: approximately
HK$68,718,000).

As at 31 December 2003, the Group currently had banking facilities
amounted to an aggregate sum of approximately HK$231,721,000
(2002: approximately HK$209,948,000) with various banks. Out of
the trade and overdraft banking facilities of approximately
HK$170,400,000 (2002: approximately HK$151,069,000) in Hong
Kong granted to the Group, approximately HK$46,022,000 (2002:
approximately HK$5,417,000) had been utilised as at 31 December
2003. The term loan banking facilities in the PRC amounted to
approximately HK$61,321,000 (2002: approximately
HK$58,879,000). All the term loan banking facilities in the PRC are
denominated in Renminbi.

In 2003, the current ratio was maintained at approximately 1.1
(2002: approximately 1.5) based on current assets of approximately
HK$325,868,000 and current liabilities of approximately
HK$285,740,000 and the quick ratio was approximately 0.9 (2002:
approximately 1.0).

As at 31 December 2003, total indebtedness including bank
borrowings and obligations under finance leases contracts amounted
to approximately HK$129,838,000 (2002: approximately
HK$84,855,000), representing approximately 39.3 per cent. of the
total shareholders’ equity (2002: approximately 27.8 per cent.).

The Directors considered that the Group shall have sufficient
financial resources to meet its future expansion plan and working
capital requirement after a due consideration of the net cash
position and the availability of the existing banking facilities.

Most of the Group’s cash balances are deposited in Hong Kong
dollars or United States dollars with major banks in Hong Kong.

As stated under the section head of “Liquidity And Financial
Resources”, the Group had term loans banking facilities in the PRC
amounted to approximately HK$61,321,000 (2002: approximately
HK$58,879,000). All the term loan banking facilities in the PRC are
denominated in Renminbi.
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Having considered the interest rate environment and the possibility
on the appreciation of Renminbi, the Group has obtained a three
year term loan amounting to HK$45,000,000 and plans to repay
the term loan banking facilities in the PRC.

The exposure to foreign currency of the Group mainly arose from
the net cash flow and the net working capital translation of its PRC
subsidiaries. The management of the Group will actively hedge the
foreign currency exposures through natural hedges, forward contracts
and options. As at 31 December 2003, we had no outstanding
forward contract in place to hedge against possible exchange losses
from future net cash flows. Speculative currency transactions are
strictly prohibited. The management of currency risk is centralized in
the headquarter of the Group in Hong Kong.

Apart from the above, most of the Group’s assets and liabilities,
revenues and expenditures are either in Hong Kong dollars or
United States dollars. Therefore, the Directors consider the exposure
risk to foreign currency fluctuations is minimal.

As at 31 December 2003, the Group employed approximately
7,940 full time employees, out of which 80 were based in Hong
Kong and 7,860 were based in the PRC. The Group remunerated its
employees on the basis of industry’s practice and the performance
of individual employee. Employees may also participate in the share
option scheme of the Company.



