CHAIRMAN'S STATEMENT

Mr. Poon Ka Hung
BRERE

FINANCIAL RESULTS

The Group experienced a 10.6% decline in revenues and an overall
drop in profit of 58.6% in 2004. We attribute this decline to a
year of transition in the audio-video sector worldwide as consumers
latched on to different new products and forewent many
mainstream products. The measures we took during the year
allowed us to slow down the decline with improving gross margins.
We expect improvements in 2005. In anticipation, the board
recommends to retain more of our reserve and therefore a
reduction of the year’s final dividend to HK1.5 cents per share.

BUSINESS REVIEW

Demands for traditional consumer products in major markets in
general have been decreasing as consumers are shopping for new
generation products. Many firms engaged in electronics related
products worldwide have been either positively or adversely
affected as evidenced by their 2004 results. As an example, Apple’s
i-Pod was a big hit in the US in 2004 while traditional CD-based
portable audio players fell out of favor worldwide. The i-Pod
phenomenon validated Internet as a means to deliver and distribute
media commercially. Paid audio entertainment delivered via
satellite, generally known as satellite radio, also picked up
substantial momentum and customer base in the US. We believe
2004 was a transition period for product trends and user behavior
in digital media.
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For the Home Section, we took steps back in 2003 to steadily
reduce our product mix in traditional products and invest in a
variety of new products for 2004. Reduction in traditional products
together with several of the new products becoming available
later than expected led to less revenue in the first half of 2004.
Consequently, we missed certain opportunities. We focused on
serving key customers in a tough year. The second half results of
the Home Section showed improvements and we attribute the
recovery to actions of new products coming in and focused
customers. While margin by product category varied, the overall
margin averaging across all products saw improvement.

The In-Car Section had a good first half year and healthy margin
but experienced a downturn during the second half of the year.
We believe phenomenon similar to that happening at the Home
Section began to take effect in the In-Car Section. Product variety
had increased substantially and consumers had ample choices of
new products over more conventional in-car audio-video
equipment.

Sharp rise in costs of raw materials such as integrated circuits,
metals, plastics and paper was a serious problem in early and mid
2004. Materials cost stabilised in the second half of 2004.

Major retails customers had changed their sourcing practices and
branding strategies. Their primary objectives were to further reduce
cost and have differentiation in the meantime. Accordingly, the
Group scaled back on using our house-brand ORITRON other than
in the China market.

We continue to strengthen our presence in the China market by
building up our distribution and sales activities for the China market
using our ORITRON brand. We have seen business growth during
the year in line with our investment. However, we are still taking
a cautious and conservative approach as reflected in the moderate
sales volume. We have recently made additional investment in
our Wuxi JV to support their development of business in the coming
years.
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CHAIRMAN'S STATEMENT (continued)

PROSPECTS A&

We believe our business in 2005 will improve as our new products LMEE  ERTE_EERAF2RENEMIN
are making positive contributions and costs of raw materials FIEREER N RN E BIZEMA TS o
become more stable. The strategy is to serve key clientele with BPFMERNREERETER PREEHEN
our refined product mix and continue to drive for better margin. EmBE  HmMEERZEEFE o ILIER
This strategy applies to both export and China market. We also TMERMNE A RPETS - HFITEE - BEE
believe that our product development strategy is paying off as EMETHESENT %?ﬂEﬁ% A
our new products are capturing opportunities in the changing EmERRIEEDHRIREGNRE -

market.

An example of the new products of our In-Car Section is navigation BMTEEFEFHEF - ENERESHE
equipment. Another example is a set-top-box for the digital B o S5 —0FRIREARBUNTTIZEE
terrestrial television (DTT) market in Europe. European nations are SHHEEEREIES - BONERGRFERIREG
beginning to use digital transmissions in conjunction with existing BIERHEXSN - TRE AR %(ﬁ%f%éé o K
analogue transmissions. Each nation has a timetable to commence EREMN RIS EX - WHIE AR L ARE
using digital transmissions and switching off those for analogue SREVERFEI R o ﬁ%ﬁ%ﬁﬂﬁ/ﬁ%/ﬁﬁ?ﬁ%%% A
signals. Consumers are buying necessary receiving equipment to WERZERMAE - EETRENFIITEE
enjoy more channels now available on their televisions. New o BEEZHELETS Bt - BAITEAEISE
derived products with functional variety will emerge along the BhSEAREAEK -

way. Therefore, we anticipate great opportunities in the digital

broadcast market.

Internally, our supply chain management (SCM) system came on NEHE > ZFNEEEEERGEN _ZZ
line for the Home Section in early January 2005. The system will hFE—AVIERARKEREERER - LR
run for about six months before rolling out to other divisions and ERBANEA - BEgENHE R EH A IR &
locations. The new IT system will help to further improve our o MBI AR RERMNE

resource management and efficiency of capital utilisation. RERRERERNNE -
APPRECIATION 6l

On behalf of the Board of Directors, | would like to take this RABHEERERRESGHRRENFANZX
opportunity to thank our shareholders for their support and FEERENAEBZEOBROHME -
patience in entrusting their investment in the Group throughout

the year.

Poon Ka Hung BEREE

Chairman FE

Hong Kong, 20 April 2005 58 ZETRFWA=1AH
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