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Management Discussion and Analysis

OPERATIONS REVIEW

The following highlights the Group’s results for the year ended 31
December 2005.

e Turnover increased by 11.1% from the prior year to HK$388.1 million
for the year.

e Gross profit decreased by approximately HK$1.9 million from 2004
to approximately HK$76.8 million for the year.

e Profit from operating activities before the finance costs and the share
of the results of an associate was HK$29.2 million, decreased by
HK$2.5 million from last financial year.

e Finance costs increased by HK$1.8 million from last year to HK$7.6
million.

e Share of loss of an associate decreased by HK$0.3 million to HK$5.8
million.

e Profit for the year was HK$13.7 million.

In the year under review, sales turnover of the precision parts and
components segment has increased by approximately 7.7% as compared
with the previous financial year. On the other hand, the consumer
electronic products segment has achieved approximately 15.3% increase
in sales turnover from the previous year. As in the previous year, the
overall increase in the Group’s turnover is mainly attributable to the
increased sales turnover related to new products with new value added
features, to both existing and new customers.

Although we have shifted our product mixes to products with value added
features, our product’s gross profit dropped by approximately 2.7 %
because of increasing production costs attributable to increased raw
material and labor costs and appreciation of Reminbi.

The Group’s finance costs increased to HK$7.6 million from the prior year
due to the increased market interest rate and the Group’s borrowings.

During the year, the Group’s share of loss of the associated company
amounted to HK$5.8 million. Such loss is offset by the gain on disposal
of interest in the associate YOUEAL TTI Limited of approximately
HK$16.3 million.
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LIQUIDITY AND FINANCIAL RESOURCES

The Group generally finances its operations with internally generated cash
flows and banking facilities provided by its principal bankers and other
financial institutions in Hong Kong.

The total borrowings from banks and financial institutions include long
term loans, finance leases, overdrafts, import and export loans, amounted
to approximately HK$87.5 million as at 31 December 2005, of which
HK$80.0 million is repayable in 2006.

The Group’s financial position remains healthy. At the balance sheet date,
the aggregate balance of cash and cash equivalents and pledged time
deposits of the Group amounted to approximately HK$48.1 million.

The Group’s borrowings are mainly on a floating rate basis and are mainly
denominated in either Hong Kong dollars or United States dollars. These
match with the principal currencies in which the Group conducts it
business. Therefore, the Group does not have any significant foreign
exchange risk.

The gearing ratio on the basis of total debts to total assets as at 31
December 2005 was 55.6% (2004: 57.0%)

CHARGE ON THE GROUP ASSETS

Certain bank borrowings are secured by fixed charges over the Group’s
leasehold land and buildings with aggregate net book value of HK$25.5
million and bank deposits amounting to approximately HK$8.4 million.

CONTINGENT LIABILITIES

Except for corporate guarantees given to banks and other financial
institutions in relation to facilities granted to the subsidiaries, the Company
had no other contingent liabilities as at the balance sheet date.
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CAPITAL STRUCTURE

As at 31 December 2005, the Company had approximately 265.5 million
shares in issue with total shareholders’ funds of the Group amounting to
approximately HK$137.2 million.

Pursuant to the share option scheme, the Board of Directors granted
share options to certain senior executives and employees of the Group.
The exercise in full of those share options granted but remaining not
exercised would result in the issue of 2.5 million additional shares and
proceeds of approximately HK$0.65 million.

FUND RAISING
General

Other than obtaining additional general banking facilities to finance the
Group’s trading requirements, we did not have special fund raising exercise
during the year 2005.

Convertible loan notes

During the year, the holders of the convertible notes aggregated
US$641,245 did not request the Company to convert the whole of the
convertible notes. At the maturity date of 17 June 2005, the Company
redeemed all the convertible notes at 132.25% of their face values. The
convertible loan notes were redeemed with the Company’s cash resources.

EMPLOYEES

As at 31 December 2005, the Group had a total workforce of
approximately 3,900 of which approximately 90 were based in Hong Kong,
25 were based in overseas and approximately 3,785 were based in the
PRC.

The Group remunerates its employees largely based on the prevailing
industry practice and labor laws. Since December 1996, the Company
has adopted a share option scheme for the purpose of providing incentives
and rewards to the employees of the Group.

Moreover, under the Mandatory Provident Fund Scheme Ordinance of
Hong Kong, the Group operates a defined contribution Mandatory
Provident Fund retirement benefits scheme for all its Hong Kong
employees. For overseas and PRC employees, the Group is required to
contribute a certain percentage of its payroll costs to the central pension
scheme operated by the respective local government.
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