MANAGEMENT DISCUSSION AND ANALYSIS

BEERLKR DN

OVERVIEW

For the year ended 31 December 2005 the Group recorded a turnover of
approximately HK$2,001 million which represents a decrease of 14% as
compared to the corresponding figure for the year ended 31 December
2004. The gross profit for the year under review was approximately
HK$149 million as compared to approximately HK$254 million for the
previous year. Our operating profit was negatively impacted due to the
decrease in sales price of products and the increase in operating costs

discussed above.

Finance costs increased by 113% to HK$19 million, due mainly to an
increase in interest rates during the year and the increase in the value of

trust receipt loans from banks.

SEGMENTAL INFORMATION

Turnover by Product
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2005 2004
HK$ million % HK$ million %
HE®IC HEET
DECT BGE NS ERE ([ DECT)) 1,906 95 2,072 89
Cordless telephone AR o 32 2 192 8
Corded telephone A B A 50 2 63 2
Others HoA 13 1 12 1
Total HEk 2,001 100 2,339 100

All of the Group’s turnover and contribution to results were derived from
the design, manufacture and sale of telephones and related equipment.
Our existing product range includes corded telephones, cordless
telephones, DECT and other telecom products. DECT products
accounted for approximately 95% of our turnover for the year under
review, up from 89% in the previous year. DECT will continue to be an
important driver of our growth, as the European market not only sees
natural growth in demand for telephone products but also looks to
replace existing cordless models with the DECT models. During 2005,
sales of cordless telephones amounted to 2% of the Group’s turnover, sales
of corded telephones amounted to 2% and sales of other telephone

products amounted to 1% of the Group’s turnover.
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Our customer base continues to comprise prime telecom operating
companies and telecom product distributors in Europe and Asia Pacific.
Customers in European countries accounted for approximately
HK$1,806 million and in Asia Pacific region and other countries
accounted for approximately HK$195 million of the Group’s turnover

respectively.

We started shipping the Bluetooth phone in April and shipments of the
broadband video phone will commence shortly. Excluding the first three
months actual shipments, the current level of confirmed orders
(excluding contracts currently under discussion) for products to be
shipped in the remainder of the first half is approximately 20% higher

than the comparable period last year.

BALANCE SHEET

Liquidity and Financial Resources
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Subsequent to the adoption of new accounting standard HKAS 32
“Financial Instruments: Disclosure and Presentation” and HKAS 39
“Financial Instruments: Recognition and Measurement”, advances drawn
on bills receivables discounted with full recourse were classified as both
current assets and current liabilities in the current year while in 2004
these were only disclosed as contingent liabilities. To make comparison
more meaningful, the balance sheet of 2004 has been restated as below for
information only by including advances drawn on bills receivable

discounted under current assets and current liabilities.

Current assets mE G E
Current liabilities ) A
Current ratio TE LR

The current ratio has decreased due to the additional investment in our
product development. The annual balance of capitalised product
development expenditure, after amortisation, has increased from last year
HKS$58 million to current year HK$121 million. This amount has been
applied in part in developing the products referred to above for the
European and US markets, which are targeted for release in 2006 and

which the Board believes will generate revenue in 2006.

As at 31 December 2005, the Group had cash on hand of HK$103
million, net current assets of approximately HK$3 million, total assets of
HK$860 million and shareholders’ funds of approximately HK$169

million.
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Among current assets, total trade receivables decreased 3.4% to HK$356
million on a comparable basis when the impact of adopting the new
accounting standard is eliminated. However the quality of trade
receivables improved significantly, with trade receivables with insurance

coverage increased 87% to HK$246 million.

The Group’s total bank borrowings as at 31 December 2005 were
approximately HK$416 million (2004: HK$294 million after adjusting
for the new accounting standard) including approximately HK$219
million (2004: HK$139 million) that represented advances drawn on
trade receivables with insurance coverage and HK$87 million (2004:
HK$135 million disclosed as contingent liabilities) that represented

advances drawn on bills receivables discounted with full recourse.

PLEDGE OF ASSETS

As at 31 December 2004, bank deposits in the aggregate amount of
approximately HK$21 million were pledged to secure banking facilities

granted to the Group. Such security was released during the year.

GEARING RATIO

AT HK

Bank loans

Finance lease obligations
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Trust receipt loans of $96 million were excluded from the computation of
the gearing ratio as these were considered equivalent to bills payables in
nature. As illustrated in the following table, the trust receipt loans

substituted for the part of the trade payables.

Trade payables B 5 e R K
Trust receipt loans EEALE 3T

CAPITAL STRUCTURE AND EXCHANGE RATE

During the year, 1,500,000 and 620,000 new shares were issued at
exercise price of HK$0.434 and HK$1.02 per share respectively upon the

exercise of share option by options holders.

All sales in the current year were in US dollars and the majority of the
Group expense was in RMB and HK dollars. However, the depreciation
in Euro did have a negative impact on the selling price of the Company’s

products as this rendered our products more expensive in Europe.

The appreciation of RMB on the other hand also had a negative impact
on our cost structure. The Group studied and discussed with its banks the
possibility of hedging against the RMB, but ultimately decided against
this as the premium was considered too expensive. The Group does not

speculate in currencies.

All bank borrowings of the Group were made in either HK dollars or US
dollars and carried interest at fixed-rate except the trust receipt loans

which carried interest at variable rates.
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INVESTMENTS

The Group did not make any significant investments during the year

under review.

CONTINGENT LIABILITIES

The Company has outstanding guarantees of approximately HK$70
million to secure general banking facilities granted to a jointly controlled

entity.

CAPITAL COMMITMENT

As at 31 December 2005, the capital expenditure in respect of acquisition
of intangible assets contracted for but not provided in the financial
statements amounted to approximately HK$3 million (2004: HK$7

million).

EMPLOYEES

The Group’s emolument policies are formulated on the performance of
employees with reference to the market condition. The Board may
exercise its discretion to grant share options to the executive directors and
employees as an incentive to their contribution to the Group. No option

has been granted to the employees during the year under review.
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