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The year of 2003/04 was a year full of challenges to
the Group's business. A series of events such as the war
in Iraq and the outbreak of SARS has dampened the
Hong Kong economy and caused economic uncertainties.
Vigorous competition also contributed to the undesirable
business environment.

Nevertheless, the economic environment has improved
gradually in the second half of 2003, leading to the
recovery of business environment. The Group's
management has built up confidence to the prospect of
the business, especially in the market of communication
products such as smartphone. It is expected that
continuous and remarkable growth will be seen in the
future. Meanwhile, enterprises should keep abreast of
the latest market trend under vehement competition in
the market in order to excel from others, consolidating
the foothold in the market.

Regarding to individual market, it is envisaged that the
market competition in Mainland China will become more
and more intensive, resulting in occasional oversupply.
In addition to the uncertain factors about the impact of
the implementation of the macroeconomic adjustments,
the market has become unstable and the business
environment has further been weakened. However, the
market of medium- and high-end products is expected to
remain stable growth. As for the European market, the
Group is more optimistic to the business environment
with the huge potential for market development. By
adopting suitable market strategies, it is believed that
the Group will make success in the European market.
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Turnover of the financial year is HK$1,355.6 million,
which is 18.1% higher than the HK$1,147.6 million of
the previous year. During the year under review,
handheld electronics products business and original
design manufacturing business (“ODM”) recorded
turnover of HK$765.3 million and HK$590.3 million

respectively.

Operating profit for the year is HK$102.8 million with
an increase of HK$60.4 million or 142.6%. There are
three items of charges/credits before arriving at the
profit before taxation. Finance cost mainly represents
interest cost of HK$2.5 million, share of loss of associates
of HK$2.4 million and extraordinary gain on repurchase
of convertible redeemable preferred share of a subsidiary
of HK$61.9 million. Profit before taxation is HK$159.8
million. After taking into account of tax credit and
minority interest, profit attributable to shareholders is
HK$162.1 million, with an increase of HK$120.1 million.

On the balance sheet side, inventories and accounts
receivable had been increased by HK$21.4 million and
HK$104.3 million to HK$159.9 million and HK$186.5
million respectively. This is a direct result of the significant
growth in the SBU business recorded at the end of this
fiscal year as compared with the corresponding period
last year.

Bank balances and cash (including bank deposits)
amounts to HK$242.7 million. Net cash (i.e. after
deducting bank overdraft from balances of bank deposits)
is HK$153.9 million that is 22.2% higher than the
HK$125.9 million in previous year. The solid cash
position is the result of a very strong cash inflow during
the year. Net cash inflow from operation is HK$107.1
million (2003: net inflow of HK$96.5 million) that is
attributable to the profitable operation in continuing
business and the increase in accounts payable.
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Total bank borrowings amounted to HK$88.8 million.
Among the bank borrowings, about 71.0% or HK$63.1
million, are short-term borrowings such as trade bills
that are to be due within a year. The remaining HK$25.8
million are long-term finance that are to be due beyond
one year. Maturity and security profile of bank
borrowings is contained in note 25 to the financial
statements. All bank borrowings are on floating rate
basis. The management continues to maintain a very
close working relationship with the Group’s bankers to
ensuring their continuing support.

It is noted that the balance sheet of the Group is much
healthier than the previous year and is setting a strong
and solid foundation for future growth.

Liquidity and Financial Resources

Bank balances and cash amounted to HK$242.7 million
at 31st March, 2004, which is HK$60.6 million or
33.3% higher than that at 31st March, 2003. Total
bank borrowings increased from HK$56.1 million to
HK$88.8 million, an increase of 58.3%, during the
twelve months period.

The improvement in liquidity is a result of the positive
cash inflow from operating activities. An increase in net
cash position of HK$27.9 million was resulted.

Majority of the bank borrowings, around 71.0% or
HK$63.1 million, are short term borrowings that are to
be due within one year. The remaining HK$25.8 million
are long term borrowings that are to be due after one
year.

Gearing ratio, defined as total bank borrowings divided
by shareholders’ funds, of the Group slightly increased
from 12.5 % to 15.1% a year ago.
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Properties and Charge on assets
There was no addition or disposal of properties during
the year.

Certain assets are pledged as security for general
banking facilities granted to the Group. At 31st March,
2004, the carrying value of the assets pledged is
HK$100.0 million which is HK$2.6 million lower than
that of the previous year.

Contingent Liabilities

At 31st March, 2004, trade bills discounted to banks
with recourse amounted to HK$21.7 million, which is
HK$5.9 million higher than that of the previous year.
Guarantees of HK$8.0 million in respect of general
banking facilities were granted to an associate for this
and the previous years and HK$4.0 million of which
was utilized by that associate, which is HK$0.7 million
higher than the previous year.

Foreign Currencies and Treasury Policy

Most of the Group’s business transactions, assets and
liabilities are denominated in either Hong Kong Dollars,
United States Dollars or China Renmenbi. A small portion
of the Group's purchases of raw material is denominated
in Japanese Yens. It is the Group's treasury policy to
manage its foreign currency exposure whenever its
financial impact is material to the Group. The Group
does not engage in interest rate of foreign currency
speculative activities.
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Acquisition of the entire issued Preferred Shares
of A Subsidiary

During the financial year ended 31st March, 2004, the
Company and a subsidiary (the “Subsidiary”) together
with the holders of the entire issued convertible and
redeemable Series A Preferred Shares of the Subsidiary
agreed to purchase all of these Preferred Shares at a
total consideration of HK$35.0 million. As a result, a
non-recurring gain of HK$46.9 million together with the
reversal of the accrued redemption premium on the
Preferred Shares of HK$15.0 million made in previous
years were recognised.

The Subsidiary would also issue warrants to the holders
of the said Preferred Shares enabled them to subscribe
for ordinary shares representing up to 10% of the issued
capital of the Subsidiary upon exercise.
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ELECTRONIC DICTIONARY SBU
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Performance Review

For the fiscal year 2003/2004, the SBU performance
slackened slightly. The business was mainly affected by
the outbreak of SARS and the keener competition in the
market, which slowed down the sales and a decline in
the sales performance resulted. The Group, however, still
remained its leading position in the market.

Under the influence of SARS, the SBU operation has to
suffer from the delay of the launching of products and
abatement of promotion activities. The sales performance
has recorded a slip in major markets including Hong
Kong, Mainland China and Taiwan, especially in the
second quarter of 2003. Nevertheless, the sales
performance has gradually improved in the third quarter
along with the subsidence of the SARS and the recovery
of economy. In addition to the growth in sales
performance recorded in overseas market, the SBU has
still achieved a performance result as close to expected
one eventually.

Apart from the impact of SARS, the electronic dictionaries
business has still experienced a severe trial in the
Mainland China. As an increasing number of competitors
entered the market to share the sales, it has caused
imbalance of demand and supply. As a result, overall
retail price has dropped by 25-30%, and a decrease in
profit margin shown. In a nutshell, the sales performance
was comparatively undesirable in Mainland China
compared to other markets.
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Although the sales business environment fell short of
expectation, the Group did not step back. The SBU has
still focused on developing more products with high
quality, which fully reflected the Group’s professionalism.
The Group has cooperated with a famous English
learning institution in China-New Oriental to launch a
series of dictionary products with English learning
contents, such as New Oriental 2680, 3780 and 3980.
The products provided users with an innovative learning
device, and enhanced the position and image of the
Group's electronic learning products in Mainland China.

As for the Group’s management, the SBU has
implemented new managing systems to simplify the
operation procedures so as to strengthen cost control.
Since November 2003, the “Dealer Terminal
Management System (DTMS)” for monitoring the sales
performance of distribution network and sales trend in
Mainland China has been started to increase the
operating efficiency. The system of “Customers’
Relationship Management” has also been put under
practice in Hong Kong from May 2004, which aimed at
creating and maintaining relations with most valuable
customers through business strategy. By so doing,
marketing promotion, distribution channels and services
could be improved.

e eeporr 2004 = 4 = [T
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Outlook

To meet the users’ ever-changing demands for new
electronic dictionaries, innovative products with additional
value-for-money features will be launched. With the
downloading and MP3 functions, it makes the electronic
dictionaries a learning device with a perfect combination
of education and entertainment functions. Furthermore,
the dictionary built in with English-Chinese bi-directional
sentence translation will be launched in the 3rd quarter
of 2004. It is believed that the development of the business
will be further boosted and the advantage in producing
medium- and high- range products in the electronic
dictionary market will be retained.

Besides, a breakthrough in business is expected through
the cooperation with international well-known institutions.
Further to the alliance with Macromedia, Inc., the SBU
is planning to collaborate with some distinguished
multimedia companies to promote the use of multimedia
function to the new series of colourful electronic
dictionaries in order to enrich the content and make it a
flexible and dynamic learning tool. With providing an
interactive, effective and diverse learning device to users
in the digital era of 21st century, it can sustain the
privilege in this world of knowledge for users.

In the mean time, the SBU will keep allocating resources
on R&D to upgrade its technologies in area of circuit
design, textto-speech, learning database and other value-
for-money software so as to enhance the product quality
along with the introduction of new products thereby
further strengthening the leading position in the market
of the Group.
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Performance Review

Worldwide PDA market is shrinking, especially in PRC
market. The low-end PDA products are replacing by mobile
phones while the high-end ones are evolving to other
handheld products such as smartphone, communicator
and portable media player. In facing the tough situation
in PDA market, the SBU has shifted its focus to smartphone
business. In view of this move, the SBU recorded a growth
in turnover in this fiscal year as compared with previous
year.

In September, the first Palm OS smartphone
G18 was launched. G18 integrates the
functions of mobile phone, PDA, multimedia
and communication, and features a
slimmer form factor within the same
category. The product has evoked an
immense echo in the market and
aroused the attention and interest of the
telecommunication service providers and
network operators. With a stylish design,
G18 was also awarded the “Hong Kong
Awards for Industry: Consumer Product
Design” by the Federation of Hong Kong
Industries in 2003. The success in
development of the product not only
created new business opportunities
but also further won higher
popularity and to build sound
reputation to the Group.

‘I

In addition, the SBU focused on building up
the distribution network of smartphone in Asia. G18
was launched in various regions including Hong Kong,
Taiwan, Malaysia, Thailand and Singapore under different
brand names. The product was also shipped to Europe
through distributors in ltaly, Spain and German and this
expansion indicated a good start of our products marching
in European markets. As for the market in Mainland Chinag,
ODM business model was used by means of selling
products to local manufacturers. The products were also
sold directly to network operators which formed a solid
foundation to the development of related business.
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In this fiscal year, turnover of the SBU derived mainly
from the revenue of smartphone which was much higher
than that of the GSM PDA previous year. It proved the
Group has successfully evolved from PDA business to
smartphone, which shows greater developing potential.
Besides, the positioning of the smartphone solution
provider can help to extend the business to ODM
customers and network operators.

Outlook

The SBU will continue to enhance R&D capability and
strengthen its position of smartphone solution provider.
Through active cooperation with partners keen on
technology and business development, the SBU will
develop competitive products and extend the business
to global market.

In this year, the SBU will launch various customized
products to fulfill the needs of different smartphone users
who may have preference in PDA, mobile internet,
camera and entertainment functions. To understand the
culture is another direction in order to design localized
products for different markets. Besides, emphasis on the
cooperation with technology partners to upgrade
operating system, mobile communication and multi-media
will be made to ensure new technologies are ready to
use for product development.

With more advanced products, the SBU believes that
we can further broaden the distribution network in Asia.
Meanwhile the SBU will continue to develop the ODM
business in Mainland China and build up cooperating
relationship with network operators in Europe. This will
bring considerable growth in the business in coming
years.

Mobile phone business is under a revolution. The
advancement of mobile network, availability of multi-
application handsets, billion pieces of downloadable
content and the customers’ need of advance features
will push the evolution of conventional mobile phone to
smartphone, leading to huge market potential. Although
the competition remains keen, with the refined position
and continuously building up the competitive advantages,
the SBU believes that stable growth can be maintained
in the smartphone business.
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Performance Review

Remarkable growth in sales and profit has been attained
also in this financial year. The greatest respect for such
growth shall be given to our customers who are making
greater success in the severe market of Japan, and to
the expert team members of the SBU and manufacturing
team who have been enhancing their capability to
maximize customers’ satisfaction.

Not similar to the EMS type of manufacturing business
that may target at various kind of manufacturing business
for wide range of customers, the Group's strategy has
been kept placing on intensive efforts for tightening
business partnership only with limited number of select
customers by enhancing quality of service and coverage
of service. This has resulted in having achieved
continuous growth together with these customers who
have prestigious brands and sales capability.

In addition, new business with new strategic customer
has begun with the products with another prestigious
brand name in the different product categories, as well
planned and targeted, with the additional resources for
new business development. In this way, the SBU is adding
world-class customers and new business with good
planning and careful manner.

Outlook

The SBU is committed to continue greater efforts for
attaining maximum customer satisfaction by enhancing
quality of service in various aspects such as wider
coverage of participation to the projects including new
products proposal and planning up to creation of new
unique products or features, introducing suitable unique
technology and components. Continuous cost reduction,
as one of our major focus, shall also attain customers’
satisfaction.
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Outlook (Continued)

With the good foundation of the SBU’s operation and
business management, continuous growth can be
forecasted also in the coming year, being attributed to
the right products strategy of our customers and the
efforts for diversification of products range. For this, the
SBU is making efforts to enhance engineering capability
and to expand the engineering team as well as being
equipped with capability to meet customers’ various
requirements for environmental protection and
regulations.

The Group will further value the partnership with the
key components suppliers to make joint efforts to create
unique products based on their leading technology, as
well as receiving priority support for quality, delivery,
and cost reduction. Partnership among the customers,
suppliers and the Group will surely become the significant
asset of all parties to continue growth together.

Several new projects with new potential customers are
being planned to start in the year to come, which may
further boost up the sales of the SBU.
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Corporate Governance

Audit Committee

The Audit Committee comprises independent non-
executive directors, Mr. Yung Wing Ki, Samuel MH
(Chairman) and Mr. Ho Kwok Shing, Harris and a non-
executive director, Mr. Lo Chi Chung, William. During
the year, the Audit Committee held three meetings with
all members present to review with management and
external auditors the accounting principles and practices
adopted and to discuss and evaluate internal control
procedures, risk management and financial reporting
matters. It also ensures that the Group complies with all
applicable laws and regulations.

After each audit committee meeting, the Audit Committee
Chairman will present a report to the Board which
highlights any significant issues discussed in the meeting
for the Board'’s information and consideration.

To assist the Audit Committee to carry out its duties, the
Process Improvement and Internal Audit (PIIA) Sub-
committee was formed in 2002 to provide support to
line functions to improve business operations and to
perform internal audit function. Internal audit report will
be directly sent to Audit Committee periodically.

Corporate Risk Management Committee (“CRMC”)

The CRMC was established in 2001 to assist the Directors
to identify and assess business risks. Corresponding
strategies are formulated and system is implemented to
prevent and manage such risks. During the SARS
outbreak, the CRMC has held meetings to formulate
precautionary measures and business contingency plan
in quick response to the potential threat to the
organization so as to minimize the impact.

Code of Best Practice

In the opinion of the Directors, the Company has
complied with the Code of Best Practice as set out in
Appendix 14 of the Rules Governing the Listing of
Securities on The Stock Exchange of Hong Kong Limited
throughout the year ended 31st March, 2004.
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Corporate Governance (Continued)

Investor Relations

The Group always put emphasis on the importance of
communication with the investor and is committed to
enhance investor relations by increasing its transparency
to the investor community. Measures taken to keep
investors informed comprehensively and timely include
meetings, presentations, posting of press release and
announcements on the Group’s website, visits to the
manufacturing plant and e-mail news updates.

Employees Relations

At 31st March, 2004, the Group has on its payroll 256
(2003: 249) employees in Hong Kong, 4,261 (2003:
3,737) in Mainland China and 78 (2003: 75) in
Singapore representing an increase of 2.8%, 14.0%
and 4.0% respectively when compared with prior year.
In addition to salary payment and normal fringe benefits
such as annual leave, medical insurance and provident
fund, the Group also has Share Incentive Plans for
executive directors and senior staff.

The Group’s management delivers and explains strategic
policies and development of the Group to senior staff at
half yearly communication sessions. Staff communication
sessions are held after the results announcements so as
to keep employees informed of the Group’s developments
and to facilitate two-way dialogue between management
and staff. Intranet is another effective mean to get
information across to all levels of staff and to promote
sharing of information and experience. Staff are
encouraged to express their views and feelings and to
make suggestions on different topics. Employee
satisfaction surveys are conducted regularly to assist the
senior management to understand staff issues and to
take appropriate actions.
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1SO 9001 K& 1SO 14000

Employees Relations (Continued)

Apart from the aforesaid communication channel, the
Group conducts social activities in a regular basis. This
year, the Group arranged tours to Phuket, Thailand and
Seoul, South Korea for Hong Kong staff in order to
strengthen internal communication and boost the team
spirit.

In view of the diversified needs of employees and their
multiple working locations, the Group launched the “e
Learning” program in December 2001 adopting the just-
in-need and just-in-time learning methodology. Course
content covers a wide variety of practical management
skills and self-development programs. Learning is now
truly anytime and anywhere. As the “e-Learning’ program
attracts employees’ enthusiastic participation, it will be
continued for this year. Besides in-house training, the
Group also provides education subsidies to staff for
company-required trainings conducted by external
parties. In addition, the Group provides senior staff
training for Total Quality Management (TQM) to enable
the participants to understand the TQM concepts and
Performance Excellence Model (the assessment framework
of the National Quality Award) for the preparation of
the implementation of Business Self-Assessment.

1ISO 9001 AND ISO 14000
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The two systems were combined in 2000 for the interest
of administrative efficiency. Independent assessors
conduct on-site surveillance assessment every six months
to ensure compliance and continuous improvement.
Internal audit teams are organized to perform compliance
audit on an on-going basis. The Group has upgraded
the system to attain the new 1SO 9001:2000 standard.



