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OVERVIEW

The Group recorded a loss for the year of HK$1,254,365,000.
Turnover decreased by 11% to HK$3,696,164,000. The losses
include provisioning of approximately HK$903,146,000, which
the management considers it necessary to recognize in the
context of a substantial overhaul of the Group’s business.
The provisioning is reflective of the technological changes in
the markets in which the Group operates and of
management’s decision to refine the Group's business focus
to concentrate on more specialized niche markets so as to
generate higher margins in the future. Provisions made serve
to write down assets of the Group that management consider
will not contribute within the refocused business. The process
of restructuring the business, and efforts to strengthen the
senior management, will continue throughout the current year.

REVIEW AND PROSPECTS

2005 was a difficult year for the Group. The business suffered
as a result of the severe competitive pressures in the retail
electronics market. The Group's difficulties were compounded
by the legal action taken against it by Philips in respect of
alleged patent infringements. The Group, as previously
announced, is defending the claims against it.
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With a view to restructuring its indebtedness, the Group is in
discussions with a steering committee of its bank creditors.
In an effort to provide stability to the Group's operations
pending agreement on a restructuring, the Company has
negotiated a standstill agreement with the banks (“the
Lenders”), which the steering committee has authority to
extend to 30 May 2006. Furthermore the Group is working
with the steering committee toward agreeing a framework to
the restructuring of the Group by 30 May 2006.

The Group's business slowed substantially during the year
due, in large part, to the constraints imposed upon the Group's
financial resources. The focus of the business during the past
year has been towards cash generation. In addition, the Group
has recorded losses as a result of offering discounts on sales
with a view to retaining market share, provisioning associated
with expediting liquidation of outdated, or close to outdated
stock, and ceasing certain unprofitable operations and
suspending its sub-contracting practices. These initiatives, and
the associated rationalization of the Group’s balance sheet,
will provide a firm platform on which the Group can build a
viable business.

Towards the end of the year, the Company undertook a wide-
ranging strategy review and sought to identify solutions
designed to stabilize and enhance its business. As a result
the Group has plans to refine product lines and make further
cut-backs in respect of inefficient capacity and operations in
order to restore profit margins. The objective is to generate
more cash flow while reducing working capital needs. Both of
the Group's business divisions are studying ways to reduce
operational cycles, thereby utilizing working capital more
efficiently, and to emphasise the 'high-end’ engineering
capabilities of the Group through improved customer support
so as to differentiate it from many of its competitors.

In conjunction with the review of business strategy, the
Company is in the process of overhauling and strengthening
its senior management and improving its information and
control systems. As a result, the Company will be better placed
to monitor and react to key performance indicators and to
provide the quality of information necessary to support the
complex exercise of restructuring the Company’s business
activities and debt profile.
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The directors and senior management are fully committed to
the restructuring process and believe that, with the continued
support of its banks, customers and suppliers, the Group will
be able to achieve a turnaround of its fortunes.

T

Poon Ka Hung
Chairman

Hong Kong, 26 April 2006
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