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Business and Operational Review

The world economy generally continued to improve during the year,
despite higher interest rates and sustained high oil and commodity
prices and the threat of terrorism. The PRC, Hong Kong and other
Asian countries continue to report healthy economies despite some
signs of slowing growth relative to 2005. Generally, consumer
confidence in Europe and America has remained strong and
supports the continuing strength in import and export trade
globally and domestic consumption led growth locally in most of
markets in the Group.

Despite a challenging operating landscape in the global platform,
the Group achieved a satisfactory result in the year of 2005.

For the year ended 31 December 2005, the Group recorded a
turnover of approximately HK$647,004,000, representing a decrease
of approximately 16.4 per cent. as compared with approximately
HK$774,255,000 of the year in 2004.
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For the year ended 31 December 2005, the overall gross profit
margin grew from approximately 15.7 per cent. to 19.3 per cent.

During the year, sustained, stringent and effective cost controls
were successful in keeping administrative expenses at a stable and
reasonable level.

As a result of the Group’s ongoing efforts in diversifying its products
and increasing its productivity, the Group attained a profit for the
year ended 31 December 2005 of approximately HK$28,036,000
(2004: approximately HK$50,246,000).

For the year ended 31 December 2005, the profit for the year
excluding share of result of an associate and profit on deemed
disposal of interest in an associate increased 67.8% from
approximately HK$19,302,000 to approximately HK$32,383,000.
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Segmental analysis
Electronic calculators and organisers

Despite the worldwide unstable supply and rising demand of
copper and oil which have placed considerable pressure on both
the supply and costs of the raw materials, the turnover of the
electronic calculators and organisers business managed to grow
and continued to contribute stable revenue to the Group during the
year by taking full advantage of economies of scale of the Group
and implementing effective cost control.

For the year ended 31 December 2005, the turnover of electronic
calculators and organisers remained as the core revenue generator
of the Group, increased to approximately HK$419,720,000 (2004:
approximately HK$408,214,000). It accounted for approximately
64.9 per cent. of the Group’s total turnover.

Supported by the product development engineers and designers
based in Hong Kong and the PRC, the Group boasts a consistent
track record of the different product launch every year. Besides
product development, the research and development team also
plays an important part in improving and refining the Group’s
production processes to speed up time to market. A series of
promotional activities continued to establish a broad and solid
overseas customer base for the Group’s “Karce” products.
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On the other hand, the Group has also developed a series of tight
cost control in order to keep the latest competitive prices in raw
materials and components at a profitable and acceptable level.

With the continuous growth in business, the operating results rose
strongly by approximately 55.6 per cent., from approximately
HK$30,917,000 for the year ended 31 December 2004 to approximately
HK$48,113,000 for current year.

Conductive silicon rubber keypads

For the year ended 31 December 2005, the turnover contributed
from the conductive silicon rubber keypads business decreased by
approximately 53.1 per cent. to approximately HK$80,299,000
(2004: approximately HK$171,188,000), representing approximately
12.4 per cent. of the turnover of the Group. However, the segment
recorded a profit from operations of approximately HK$4,799,000
(2004: approximately HK$1,497,000).

The Group used to own two factories which were both engaging in
the business of manufacturing of conductive silicon rubber keypads.
During the year under review, the conductive silicon rubber keypads
segment was under a series of consolidation. After the acquisition
of remaining 49 per cent. equity interest of On Shing Holdings
Company Limited in November 2004, the Group disposed the
entire equity interest in DTEC in January 2005 at a consideration of
HK$12,000,000. The gain arising from the disposal of approximately
HK$2,227,000 has been recorded in this year.
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After the consolidation, the Directors consider that the Group could
streamline and concentrate on the development of its conductive
silicon rubber keypads business and high value-added plastic plus
rubber (“P+R") telephone keypads products in one factory for more
effective management on business operations, key employees and
client base.

With the successful acquisition and integration of the conductive
silicon rubber keypads segment, the Group is more diversified in
terms of product mix, geographical coverage and customer base,
and enjoys economies of scale.

The Directors believe that the results will be in line with the
management’s expectations and turns into a sound result in the
coming year as the segment is continued to keep pace with
customer expectations, increase production volume and expand the
vertical production line.

Printed circuit boards (“PCBs")

For the year ended 31 December 2005, turnover derived from PCBs
segment slightly decreased by approximately 3.2 per cent. to
approximately HK$143,387,000 (2004: approximately
HK$148,163,000), representing approximately 22.2 per cent. of the
turnover of the Group.

The results dropped from approximately a profit of approximately
HK$3,035,000 in 2004 to approximately a loss of approximately
HK$7,970,000 for the year ended 31 December 2005. This was
mainly attributed to the increase of prices in raw materials and
components. In addition, the production facilities of the Group had
reached the maximum capacity during the year under review and
part of the procedures was subcontracted to external parties.

Due to the increasing demand of PCBs in the global market, the
Group strategically mapped out the production blueprint and
largely expanded the production scale to enjoy the maximum
benefits on the economies of scale.
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Coping with the substantial growth in PCBs’ turnover, the Group
started to build up a new factory complex in 2005 and expects to
be completed in the second half year of 2006. The Group will also
acquire new equipment and machinery for integration of the
vertical manufacturing units in the new factory complex.

During the year under review, the Group recognised the needs to
improve the operational efficiency particularly in the face of rising
costs and working capital needs of the business. The key to driving
efficiency is to identify the key value drivers and inefficiencies in
each part of the business and to establish clear and effective
processes that can enhance value creation.

The Group has therefore undertaken a project to implement an
Enterprise Resource Planning (ERP) system. The system together
with the knowledge base of our dedicated staff will provide the
Group with the necessary tools to support planning, rapid decision
making and operational effectiveness, and improve our key
performance indicators.

Other operations
Electronic toys products

Turnover derived from other operations is mainly contributed by the
electronic toys products, such as infant toys and electronic learning
products. For the year ended 31 December 2005, turnover from the
electronic toys segment recorded approximately HK$3,598,000
(2004: approximately HK$46,690,000).

During the year under review, the segment results from electronic
toys segment recorded an operating loss before taxation of
approximately HK$7,236,000 for the year ended 31 December
2005 (2004: approximately HK$3,307,000).

Share of result of an associate, the Ascalade Group

With the establishment of Ascalade Group, the Group's
telecommunication business was consolidated and managed as an
associate.

For the year ended 31 December 2005, the Group recorded a share
of loss result of Ascalade Group of approximately HK$5,453,000
(2004: share of profit result of Ascalade Group of approximately
HK$8,376,000).



EERBXEEEFRAH
Karce International Holdings Company Limited

3 72 Ascalade Inc.7E 38 = BUE F /& 2 W &
HEHEENERFAIIER EFEMAE
fiAscalade Inc ER —ZEZTRAF A=+t
BEZMESJINFMLEM  RERB A
[ACG] °

HMMARARR-_ZEERFE=AMSEM - &
L E I Ascaladef B H A — K B AR FT4S
R 2B EF#)70,984,0005 T i i T
Ascalade Inc. + AR HR 2% 17 Ascalade Inc..2.
5,009,00000 7T A] #2 A% & 5 K. 62,61217 7B 1%
TE7E 12 904,973% E AR o AN E H Ascalade
Inc.Z FEAG AR B & FE R 4Y30.8% 15 N ZE
#139.2% °

M % fm 2 3% 32 B £ i 8% 178,000,000
Ascalade Inc. ¥ & iBA% % - A% E S Ascalade
Inc.Z FEMEE R R —EERE XA - ++
ARREZRmEEZMEME  BERD
392% R P EXI19.2% - R-_EZERF/NA
=+ H - BHRAREEE Ascalade Inc.2 81 7%
RS EBEFRE EMASBXRFEN - &
Ascalade Inc AN EB AN S 2 Bt & A R] o BRIt
ERZSH - NEBESRE —ERIEL S5
DA Z W 41,106,000 JT °

WA ARRZEERF AT ANBHAE
o AEBERZ_ZZRFNA+THAE
S —IEEE TR - BRI ASEEE RE M Yeebo
Investment Limited (5 55 2K 78 55 LabuanzE ffit
K2 AF - BEBBERZAERAFA
EmARHEER (RERER) BRARZHE
DA HEMBAZES RATEAZ RRE
#([EESE]) - BREDHIX 54,118,000
%7t (#932,120,000%870) 12T ([HES
H]) o

FEERE  ENAREBFEEA 2 Ascalade
INcRMDRZABIEZMEZEX EMEA
ZRRAHATER - AR EFEEAR
£E E 7 Ascalade Inc. Z (D 1 & B IR B EIE R
E o OMERAERFEAREEIE R - WA
REHARESRHESLRREHRSRE ©

“ZTHEFR
Annual Report 2005

With the strong growth in revenue and profitability of Ascalade Inc.
in the past few years, the Directors are pleased to announce that
Ascalade Inc. was successfully listed on the TSX and commenced
trading of its common shares on 27 June 2005 with the stock
symbol as “ACG".

As announced by the Company in March 2005, the Group assigned
a loan and advances owed by a member of the Ascalade Group to
Ascalade Inc. of approximately HK$70,984,000 in exchange of the
issuance of CDN$5,009,000 of convertible debentures and 62,612
warrants and 904,973 common shares in Ascalade Inc.. The
Group's attributable equity interest in Ascalade Inc. has since then
increased from approximately 30.8 per cent. to approximately 39.2
per cent.

Upon the new issue of 8,000,000 common shares in Ascalade Inc.
for the listing on the TSX, the Group’s attributable equity interest in
Ascalade Inc. has since then decreased from approximately 39.2 per
cent. to approximately 19.2 per cent. after the completion of the
listing on the TSX on 27 June 2005. As at 30 June 2005, Ascalade
Inc. remains the Group’s associate as the Group has significant
influence on its financial and operational functions and decisions of
Ascalade Inc.. In this transaction, the Group made a gain on
deemed disposal of interest in an associate of approximately
HK$1,106,000.

As announced by the Company on 16 June 2005, the Group had
entered into a transfer agreement on 15 June 2005 pursuant to
which the Group had agreed to sell (the “Transfers”) the purchase
debentures and purchase warrants at a total consideration of
approximately US$4,118,000 (approximately HK$32,120,000) and
US$1, respectively to Yeebo Investment Limited, a company
incorporated in the Labuan, Malaysia and is a subsidiary of Yeebo
(International Holdings) Limited, a company listed on the Main
Board of the Stock Exchange (the “Disposals”).

The Directors consider that it is a prudent decision to realise part of
the Group’s investment in Ascalade Inc. through the Disposals so as
to balance its possible risk, enhance its liquidity and improve its
cash flow within a relatively short period of time given that the
Ascalade Inc. shares owned by the Group will be subject to lock-up
after the listing of Ascalade Inc. on the TSX.
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In view of the recent unstable global market conditions such as the
fluctuation of oil prices and raising interest rates, the Directors
reckon that it is in the interest of the Group to maintain a sufficient
amount of capital and the proceeds can make the already robust
financial position of the Group even stronger.

Upon the completion on the Disposals and further conversion of
debentures and exercise of options and warrants by other investors
in Ascalade Inc., the Group’s attributable equity interest in Ascalade
Inc. has further decreased from approximately 19.2 per cent. to
approximately 14.7 per cent. as at 31 December 2005. Accordingly,
due to the decrease in shareholding of Ascalade Inc. and the
resignation of the Company'’s representative as director in Ascalade
Inc., Ascalade Inc. has been reclassified as an available-for-sale
investment as the Group is no longer in a position to exercise a
significant influence over Ascalade Inc. as at 31 December 2005.

Additional information relating to Ascalade Inc. may be found at
www.sedar.com.

Capital structure

Shareholders’ equity increased to approximately HK$441,446,000
as at 31 December 2005 from approximately HK$390,361,000 as
at 31 December 2004. As at 31 December 2005, the short term
and long term interest bearing debts to shareholders’ equity was
approximately 13.1 per cent. (2004: approximately 27.0 per cent.).

Liquidity and financial resources

The Group generally finances its operation by internally generated
cashflow and banking facilities provided by its bankers.

Prudent financial management and selective investment criteria
have enabled us to maintain a strong financial position. As at 31
December 2005, the Group’s bank balances and cash increased to
approximately HK$92,064,000 (2004: approximately
HK$34,868,000).
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As at 31 December 2005, the Group currently had banking facilities
amounted to an aggregate sum of approximately HK$281,900,000
(2004: approximately HK$381,102,000) with various banks. Out of
the trade and overdraft banking facilities of approximately
HK$234,400,000 (2004: approximately HK$307,800,000) in Hong
Kong granted to the Group, approximately HK$3,988,000 (2004:
approximately HK$17,567,000) had been utilised as at 31 December
2005.

As at 31 December 2005, all the term loan banking facilities in the
PRC were repaid (2004: approximately HK$28,302,000).

In 2005, the current ratio was approximately 1.5 (2004: approximately
1.1) based on current assets of approximately HK$289,612,000 and
current liabilities of approximately HK$199,373,000 and the quick
ratio was approximately 1.1 (2004: approximately 0.6).

As at 31 December 2005, the total indebtedness including bank
borrowings and obligations under finance leases contracts amounted
to approximately HK$57,860,000 (2004: approximately
HK$105,362,000), representing approximately 13.1 per cent. of the
total shareholders’ equity (2004: approximately 27.0 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.

Foreign exchange risk management

Most of the Group’s assets and liabilities, revenues and expenditures
are either in Hong Kong dollars or United States dollars. As a
measure of additional prudence, the Group uses different derivative
instruments to manage its exposure to foreign currency risks on the
receivables and payables.
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The fair value of the Group’s outstanding derivative instruments as
at 31 December 2005 represents the net amount the Group would
receive/pay if these contracts were closed out at 31 December
2005. The gain was largely caused by a period-end premium in the
forward currency markets for Hong Kong dollars. In the current
year, the Group has adopted the new HKAS 39 — Financial
Instruments: Recognition and Measurement, the fair value of these
outstanding derivatives has been recognised as assets or liabilities.

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$15,000,000 and repaid the term
loan banking facilities in the PRC of RMB28,000,000 during the
year.

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. Speculative currency transactions are strictly prohibited.
The management of currency risk is centralised in the headquarter
of the Group in Hong Kong.

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

Employees and remuneration policies

As at 31 December 2005, the Group employed approximately
6,070 full time employees, out of which approximately 90 were
based in Hong Kong and approximately 5,980 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.



