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On behalf of the Board of Directors, the business performance of Shenzhen High-
Tech Holdings Limited (the “Company”) and its subsidiaries (collectively the
"Group”) for the financial year ended 31st December, 2005 is summarized in the
following paragraphs.

Total turnover of the Group for the financial year 2005 amounted to
HK$440,887,000 (2004: HK$390,552,000), representing an increase of 12.9% as
compared to the previous financial year. During the year under review, the Group's
gross profit and loss attributable to shareholders of the Company were
HK$83,908,000 and HKS$4,246,000 respectively (2004: gross profit was
HKS$74,872,000, loss attributable to shareholders of the Company was
HK$17,275,000). The gross profit margin was 19.0%, as compared to 19.2% for last
year.During the year under review, the Group accounted for a write-off of goodwill
at approximately HK$4,000.(2004:amortisation and impairment losses of goodwill
amounting to an aggregate amount of HK$23,810,000, and net gain on disposal
of subsidiaries engaging in property investment and in ophthalmology treatments
business amounting to HK$32,796,000).

The Group has abundant working capital and is financially strong, the Group’s
cash and bank deposits balances maintained at a level of approximately
HK$122,693,000 as at 31st December, 2005 (31st December, 2004: approximately
HK$123,137,000).The Group exercised strict credit control on accounts receivable
to ensure the adequacy of the working capital. As at 31st December, 2005, total
balance of accounts receivable was approximately HK$84,259,000, being 50.9%
higher than last year (31st December, 2004: approximately HK$55,832,000). At
the year end, the current ratio was 3.97 while it stood at 2.94 for the year end of
2004. Up to 31st December, 2005, the Company and its subsidiaries did not raise
any bank loan (31st December, 2004: HK$47,170,000 of loans denominated in
Renminbi with fixed interest rate of 5.5755%). As at 31st December, 2005, the
Group's gearing ratio (calculated on the basis of total borrowings divided by
shareholders’ equity) was zero (31st December, 2004:0.06).

During the year under review, the Group neither had any substantial investment,
nor made any material acquisition or disposal of any subsidiary and associated
company.
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The Group had incurred an aggregate amount of approximately HK$5,224,000
(2004: HK$6,899,000) as capital expenditure during the year 2005.

As at 31st December, 2005, the Group had no pledge of assets and deposits with
the bank in order to obtain general banking facility.

The Group hired about 700 full time employees, including managerial, executive
and technical staff and production labours in China and Hong Kong as at 31st
December, 2005 (31st December, 2004: about 700). Remuneration, promotion
and the magnitude of remuneration adjustment are determined according to
the job duty, working performance, professional experience of the staff and the
prevailing practice of the industry. All full time staff and directors in Hong Kong
office have already participated in the mandatory provident fund scheme. Other
employees’ benefits include the granting of share options by the Board of the
Group.

Since the fund derived from incomes and applied to purchases of raw materials,
spare parts and equipment and the payroll were denominated in Hong Kong
dollars and Renminbi; therefore, it was no need to use any financial instrument
for hedging purpose, and the risk of fluctuating foreign exchange was relatively
low. During the year under review, the Group has not involved in any hedging
activity. As at 31st December, 2005, cash in hand and bank balances of the Group
were mainly denominated in Hong Kong dollars, US dollars and Renminbi.

As at 31st December, 2005, the Company provided a guarantee in favour of a
bank in the PRC to secure a loan facility of RMB8,000,000 (equivalent to
approximately HK$7,547,000) granted by the bank to a jointly controlled entity of
the Group (31st December, 2004: RMB8,000,000 (equivalent to approximately
HK$7,547,000)). The banking facility was fully utilised at 31st December, 2005. As
at 31st December, 2005, the Company has not provided any guarantee to any
bank for bank loans granted to its subsidiaries (31st December, 2004:
RMB50,000,000, equivalent to approximately HK$47,170,000). Save as disclosed
above, the Group had no material contingent liability at the balance sheet date.
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Beijing, as well as the whole country, enhanced the adjustment to the property
sector since February 2005 whereby the increasing price level of the sector was
controlled strictly and a number of measures against the sector had been
implemented,including the introduction of an online sales system, the prohibition
on mortgage of luxury properties, the increase of business tax on second hand
transfers of high-end properties and etc.,, which exerted significant impacts on
the sales of properties. Under these unfavourable conditions, the Company has
taken active measures to market its properties by requesting sales agents to
streamline sales management and staff, strengthen training on salespersons,
improve sales channels and expand customer bases, so as to lay a reasonable
foundation for the sales activities in 2006. In 2005, the Group sold two units in
Macro Garden held for sale in Hong Kong.

The Group has created more rentable floor area for Dawning Tower in Shenzhen
through an internal re-engineering and thus has realised approximately
HK$14,416,000 of rental income and management fee, representing an increase
of 17% over the previous year.The Group’s Dawning Tower in Shenzhen achieved
an occupation rate of nearly 100% in terms of its rentable area.

During the period under review, Dawning has made great efforts in sales and
marketing activities and the sales of its high performance servers and industry
sales have secured an expanding market share. Dawning branded servers have
performed well in such areas as crude oil exploration, astronautics, weather
forecast and school campus network construction.

The aggregate sales of high-tech computers and servers manufacturing and
related business in 2005 amounted to approximately HK$423,290,000,
representing an increase of HK$146,048,000 or 53% when compared with
HK$277,242,000 of the same period last year, but the overall gross profit margin
was still comparable to that of last year.

Dawning recorded a better operating result in 2005. Regarding industry sales,
Dawning kept maintaining its competitive position in traditional industries: the
company continued to uphold its leading position in the oil sector and Dawning
servers have been purchased by a number of corporations in the industry;
Dawning servers also contributed to the astronautics sector; as for education,
Dawning continued to maintain its number one brand name status in the sector
and successfully completed the “Xiao Xiao Tong" projects in Beijing and Tianjin
upon winning another tender for the contract of approximately RMB40,000,000
of a national distance learning project in the PRC with recognition from various
tertiary colleges.With regard to sales channel expansion, Dawning attained more
than 400 contracted agents and established business connections with over 1,000
agents.
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The Dawning 4000A, which was installed in Shanghai Supercomputer Center,
adopts 2,560 pieces of 64-byte AMD OPTERON CPU with 40 mainframes, and is
the first super computer with computing speed exceeding 10,000 Giga Floating
Point Operation per Second in the country. It still works well and is highly
recommended by the client. Dawning 8-way "X F&8 " A950 servers were duly
introduced to the market in the first half of 2005, being the first branded server
with 8-way 64-byte produced in the country. A950 series is classified as high-end
products targeting at corporate accounts. The adoption of AMD dual-core CPU
allows this product to be easily and seamlessly expanded to 16-core SMP system
and it supports up to eight pieces of hot-plug SCSI or SATA hard drives. It is one of
the most capable 8-way 64-byte servers in terms of the storage capacity in China.
Dawning was the company which first introduced 10 models of dual-core servers
supporting AMD OPTERON CPU in the world.This product line comprises models
applicable to various levels, including basic models as well as those for
departments, corporations and super computers. In light of the aggressive
promotion of “dual-core upgrade plan’ a strong growth in results has been
attained.

In September 2005, 1 B & £ 17} & (China Quality Association) and &t & # t
5718 15 £ [E (China Computerworld Media Group) jointly announced the results
of "20054F 1 B ITAR = 7 & & #8 & (Survey of Satisfaction of Chinese IT Users
in 2005)" pursuant to which, Dawning was awarded both "64{3 iR 75 28 F F 457
AEMEEE— (BIA&HIE) (The Top Brand of Comprehensive Satisfaction of
64-byte Servers Users (Domestic Brands))”and ‘1= 1t B AR 75 28 B 3% S h& (
N &4 8 ) (The Preferred Brand of High-Performance Servers (Domestic Brands))”
being the only winner among domestic server manufacturers in the survey.

2005 Annual Report F 3k



pauwI] sBUIP|OH Y31 -YbIH Usyzuays | [=\7 i B B HFF (I3

REGHEEEEXERARAR ([RFHEE]) =
IR BB ETERMENAREBERR
(¥R M) B iReS (AR &) - SMDFIAE B8 82 1 /9
HEGREER _ETERAFEENHEESR
BE&eKE ARBEBERLBERF--F
THFEFHESELRRERIRSEIE 002
BE B2004FHE LB THE—F-—SZTA
FrHEBBEINARK18262000T BT
TPOFEAN95% o BN KIS REBITENT
Z ORFBEERZERA -HEEMEEHR
AEER AR RS EMEERTREFPE
Do EEMEEZ R RAIR ST HFH
AEBMERE RBEEBEERTZER MU
RAIEEFREUWFH AR FNRERAZE R
{EABEERBAER ARIEAEFEFNY
ARBIDRETEINERFHARE 3698 T
BRIE - SFRTEARPHAE A EESGE—
ERBC RN BRBREARABEHRARRZ
e P & AR R -

FERLERMRBEBL NER REBEFEAN
TR BT

TEBRFRIEANETBRAMETZEBE
ENZEREER B RSB EERSM
RERER-GEFEEERE RMBEEERE
Lo RABBIRREEBNREEY HHES
S-S EBEER —P-FPHRER#EE
MRt HERETE AN TSHHBESHE
EEPR -EUWERET HiRFIESEY
EZHEBNEBERERR HELAKEF
EEBHRR-

AEEREEERCAEEREER BEP4
ERIFAIFBE BB AREEERSEERZ
BE BREAREZHSERERKF A
RAHBEZEELEXEEAMZA RRE
SWARE: ERR BRI KARF
OUHRREE I ARE 2 BN W

AEESSREBECENSHRERADE LE
ZHEWEERR BRRRGRANER:

Wu Han Jingke Information Industry Co., Ltd. ("Jingke Information”) is mainly
engaged in the manufacturing of quartz oscillators (semi-finished products) used
in the production of various electronic products, resonators (final products), SMD
and related devices. Jingke Information posted a record high output and sales
volume in 2005 with promising prospects as a whole. The number of quartz
resonators sold in 2005 (with various models) was up to 19,020,000 units,
representing an increase of about 100% when compared with the sales volume
in 2004.Total sales in 2005 reached RMB18,262,000, representing an increase of
95% over 2004. However, the growth in net profit was limited due to the
depreciation of plants and equipment.The increase in sales was mainly due to a
successful attraction of more new customers by the company and the quality of
products that assures customers. Meanwhile, the company committed to take
orders selectively in 2005 so that only customers with sound creditworthiness
would be accepted in order to ensure the recoverability of trade receivables.The
company has been dedicated in improving cost auditing, strengthening internal
management and integrating resources. Gross profit of the company has been
increased from RMB1,320,000 in last year to RMB3,690,000 in the current year,
representing a 2.8 times increase. The company has made great progress in
soliciting major accounts this year and has successfully obtained the supplier
certification of several major accounts in Korea and Taiwan.

Financial services, a non-core division, were not active and there was no new
lending activity during the year under review.

Itis expected that macro-control measures implemented by the PRC government
to cool down the overheated property markets will merely promote the healthy
development of the property sector.In spite of various difficulties, we remain
confident and are firmly determined to improve our products and expand our
sales step by step by capitalising on the existing strengths of the Shun Jing Yuan
project. While reinforcing our sales promotion, we will also take initiatives to
identify potential customers.In view of these measures, it is anticipated that the
sales of Shun Jing Yuan will be better in the coming year, thus improving the
performance of the property business of the Group.

The Group will continue to enhance the quality of building management and
maintain good cooperation with customers in order to maintain the premium
commercial building grading of Dawning Tower and to ensure a high level rental
income from the building. With an occupation rate of 100 percent in terms of its
rentable area, Dawning Tower has secured a steady future rental income.The
Company, however, will continue to strictly control costs and expenses in
anticipation of further improving earnings and revenue from Dawning Tower.

The Group will continue to identify new property projects with steady and
attractive return in the PRC in order to contribute profits to the Company.
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The 64-byte digital transmission business will dominate the market for 2006. In
order to maintain the leading position of Dawning products, Dawning has
developed two types of new products based on the technology of 64-byte, namely
medium-to-high-end servers of 4-way and 8-way and dual-core products.

Dawning focuses on researching and developing new products to upgrade the
performance and capability of products and to strengthen their competitiveness
and profitability. Dawning "X J&"EP850 compact high performance servers, which
are going to be introduced to the market, are professional high-end products,
primarily featured with high capability, high performance-price ratio and general
compatibility with prevalent applications. It may configure 8 pieces of AMD
OPTERON 800 series processors and supports dual-core processors with RAM up
to 128GB. It is suitable for sizable corporations, government authorities, and the
telecommunications and banking sectors.

With regard to operation, Dawning will improve the efficiency of its business
activities through enhancing the business and logistics sectors in order to lower
its costs. Meanwhile, Dawning will integrate its resources and eliminate the
intermediate hierarchy so as to apply the resources directly into platforms,to lower
the selling cost of distribution channels and to maintain a reasonable profit for
distribution channels. Greater supports will be given to the core distribution
channels, encouraging coverage of the blank areas so as to realise interactive
coordination between distribution channels and industry sales.

Regarding industry sales, Dawning will be able to maintain its competitive position
in the traditional industry,and will continue to retain its customers in the market
and expand the industrial market.While it is a recognised brand in the education
sector, Dawning will continue participating in tenders for the contracts of distance
learning related projects. The Group estimates that Dawning high performance
servers will continue to be well-received in the areas of crude oil exploration,
astronautics and meteorology, and will further be used in such service platforms
as bio-information, power networks and communications.

Due to the nearly saturated production capacity, resulting from the low capacity
design of the production line for finished products, the company will turn its
marketing focus to semi-finished quartz oscillators, sales of which will record a
better growth and thus will become a primary profit growth point of the company
for 2006.In 2006, the company is likely to secure orders from major purchasers,
hence the sales and efficiencies can be improved properly. However, the
company’s insufficiency in working capital will restrict its business growth in future.
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