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REVIEW AND OUTLOOK

Financial Review

During the year, the Group only obtained nationwide distribution rights for
two Nokia's new handset models: 6021 and 6708. Nokia model 6021 is a
middle range product with a Bluetooth earphone but, unfortunately, was
not widely accepted in the market. On the other hand, the distribution right
of high value model 6708 came with a touch screen feature was only
granted at the end of the year and hence did not have much contribution
to the Group during the year even though it was highly demanded in the
market in the Tst quarter of 2006. The Group's turnover and result for the
year was still mainly relied on model 7610 together with other more popular
models 3220 and 2600 which were launched in the last quarter of 2004.
Even though older models N-Gage QD, 3100 and 2300 were getting mature
in the market, they still had a substantial contribution to the Group’s turnover.
The Group also distributed models of other brands including NEC and BenQ
during the year but they only represented an insignificant portion of the
Group's total turnover.

The Group recorded a consolidated turnover during the year of total
HK$2,664 million as compared with that of HK$2,086 million for the nine
months period last year. The total number of handsets sold in 2005 of
2,760,000 sets was 5% higher than that of 2004. Total number of handsets
sold during the nine months period ended 31st December, 2004 was
1,964,000 sets.

In facing of challenges from different distribution channels with particular
the price competitions from leading telecom and home appliances chain
stores with a view to enlarge their market shares, to attract customers and
to clear up inventories to speed up their cash flow, the Group recorded a
decrease in gross margin from 4.4% last period to 3.6% this year.
Nevertheless, after the Group’s management proactively negotiating with
vendors and chain stores, the unhealthy price competitions was regulated
in the second half of 2005 and the Group went back to its right track by the
end of the year with a substantial growth in sales and profit margin in the
first quarter of 2006. The Group's brand diversification strategy on distributing
Samsung models will also help to improve the profit margin of the Group
in the coming years.
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To increase the geographical coverage and deepening market penetration,
distribution costs increased substantially in the beginning of the year. Even
though the Group streamline its operations in the second half of the year,
total distribution costs and administrative expenses still showed an increase
of 54% and 29% respectively in comparison with that of the last year. The
increase in administrative expenses was mainly due to the additional
allowance for trade receivable of HK$7 million made during the year in
accordance with the Group's policies and practices. The raise in interest
rate also led to an increase in finance expenses of 30% over the last year.
As a result, the Group reports a profit before taxation of HK$20 million for
the year, a decrease of HK$32 million in comparison with that of HK$52
million for the nine months period ended 3 1st December, 2004. The net
profit attributable to shareholders for the year was HK$11 million, decreased
by 73% as compared with that of HK$43 million for the nine months
period ended 31st December, 2004. The net asset value of the Group as
at 31st December, 2005 amounts to HK$354 million or HK$1.17 per share
versus HK$349 million or HK$1.16 per share as at 31st December, 2004.
The earnings per share for the year ended 31st December, 2005 is 3.8
cents, while the earnings per share for the nine months period ended 31st
December, 2004 is 14.2 cents.

At the end of 2005, the Group acquired 100% shareholding of Synergy
Technologies (Asia) Limited (“Synergy"), a former 51% subsidiary distributing
PDA, smartphones and network systems in Hong Kong, and disposed of
46% shareholding in its related companies carrying out software
development business. The move helps to strengthen the Group’s supports
to Synergy in further developing its business and let the Group focus on its
core business. This will also enhance the Group's presence in Hong Kong.

Synergy recorded a turnover of HK$195 million for the year, which was
almost double than that of HK$100 million for the nine months period
ended 31st December, 2004. In view of the increasing demands in
smartphones in Hong Kong and to further stimulate Synergy's sales, Synergy
will continue to introduce more models with different features in different
brands to Hong Kong. In February, Synergy just signed up a sole distribution
agreement with Gigabyte Communications Inc., one of the largest own
brand smartphone manufacturer in Taiwan and, in March, two Gigabyte
models, one with TV feature and the other one with 5 megabyte pixels
camera, were launched in Hong Kong. Both smartphones are well received
in the market and will certainly bring additional revenue as well as profit to

Synergy.
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As at 31st December, 2005, the Group's aggregate bank borrowings
amounted to approximately HK$272 million, of which HK$95 million was
revolving working capital loans denominated in Renminbi to provide flexibility
to the Group in response to the changing monthly trading volume. The
decrease in bank borrowing from HK$466 million as at 31st December,
2004 to HK$272 million is mainly attributable to the decrease in working
capital requirement arising from tightening the management and controls
over the inventory and accounts receivable. The interest rates for all the
loans are fixed on monthly, quarterly or semi-annual basis. A 3-year
syndicated loan of US$16 million was raised in September which provided
a more stable financing structure to the Group and a better control over the
financing cost. However, due to the breach in one of the financial covenants,
the loan was currently classified as short-term in accordance with the
corresponding accounting standard. The Group is negotiating with the
syndicated banks and has confidence to obtain wavier for the compliance
of the covenant. The Group did not have any gearing as the Group did not
have any long term liability as of 31st December, 2005. The total bank
deposits and cash balances amounted to approximately HK$353 million,
of which HK$147 million has been pledged to banks. The finance costs for
the year of HK$22 million was higher than that of the last financial period
because of the raise in interest rate. The interest cover is approximately 2
times. To cope with the high bank borrowing rate, the Group continues to
monitor its working capital requirement closely with a view to reduce its
total bank borrowing and lower the finance costs.

During the year, there was no material change in the Group's funding and
treasury policy. As over 90% of the Group's sales and purchases are
denominated in Renminbi and the exchange rate of Renminbi and Hong
Kong dollar is relatively stable, the risk of currency exposure is considered
minimal.

The amount of inventory as at 31st December, 2005 was HK$181 million,
which represents approximately 26 days stock turnover as compare to 38
days stock turnover based on the inventory level of HK$280 million as at
31st December, 2004. The reduction in stock turnover period is mainly
attributable to more efficient and effective control over the movements of
inventory after making use of the real time web-based distribution resources
planning system which is developed by the Group. The Group is taking a
cautious approach in inventory ordering and price negotiation with suppliers.
Any drop in price of the product has no material impact on the financial
position of the Group as most inventories are covered by pre-arranged
price rebates from suppliers. At a result, the Group only made a small
provision of HK$4 million for slow-moving and obsolete stocks during the
year even though most inventories were still current models of mobile
phones as at 31st December, 2005.
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The amount of trade receivable as at 31st December, 2005 was HK$79
million, which represented approximately 11 days debtor turnover period
as compare to 25 days as at 31st December, 2004. The improvement in
debtor turnover period was mainly due to the Group exercising a tightened
credit control procedures during the year. The Group adopts a tight credit
control policy and most of the sales are on either cash basis or limited
credit period of less than 30 days. As at 31st December, 2005, more than
58% of trade receivables were aging less than 30 days. Nevertheless, there
are some sizable customers went into financial difficulties during the year
and delayed in settling their debts. Even though the Group has confidence
to recover a substantial part of them via various debt collection processes,
the Group still made an additional allowance for the year of HK$7 million,
which represents approximately 0.2% of the Group's turnover.

During the year, the Group disposed of 46% interests in Synergy Pacific
(Holding) Limited, a former 51% subsidiary of the Group, in exchange of
49% interests in Synergy. After the restructuring, the Group held 100%
interests in Synergy and 5% interest in Synergy Pacific (Holding) Limited.
There was no other acquisition or disposal of material investment, subsidiary,
associates or affiliated company during the year. There was no significant
contingent liability or capital commitment as of 31st December, 2005.

As at 31st December, 2005, the Group had a total number of 789
employees, which included 708 marketing representatives and non-
contracted promoters in various cities in the PRC. After streamlining the
operations, the number of marketing representatives and promoters reduced
during the year without any significantly affecting the Group's overall turnover.
Employees are remunerated according to the nature of their job and market
trend, with quarterly performance evaluation to determine rewards in
motivating individuals. The Group provides staff welfare and fund contribution
to its employees in accordance with prevailing regulations in the PRC and
Hong Kong. There is no material change in remuneration policy, bonus and
share option scheme since 31st December, 2004. No option has been
granted since the adoption of the current option scheme except that a
share option to acquire 11% shareholding of Synergy was granted to Mr.
Fong Kin Kiu during the year.

Operational Review

Market Overview

According to the statistics released by the Ministry of Information Industry,
China recorded more than 393 million subscribers to mobile phone services
as at the end of December 2005, equivalent to a penetration rate of 30.3
users per 100 persons. The number of mobile phone users in China

17
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increased by approximately 59 million or 18% during the year. Nevertheless,
the existing penetration rate is still low in comparison with that of other
developed countries of more than 50%. With a continuous economic growth
rate of more than 8% per annum in the PRC, it is expected that the PRC
mobile phone market will continue to grow at a double digit figure per year.

The Chinese government has not yet confirmed when to issue 3G licenses
and how many would be issued but it is expected that the licenses will be
issued in the middle of the year and 3G phones will probably be launched
in the last quarter of 2006. The launch of 3G phones will definitely attract
new customers and create additional demands for the market. However, as
3G phone requires a substantial supports and add-on services from
operators, operators should then play a more active role in pushing the
sales and this may differ from the existing distribution models.

The mobile phone market remains very competitive with over 1,000 models
at various price ranges. However, foreign brands, especially the top three
brands: Nokia, Motorola and Samsung, continues to increase their markets
share in the market and capture more than 60% market share of the market.
Most domestic brands, other than Lenovo, were making losses in their
mobile phone businesses and some were forced to fade out from the
market. Because of the keen competition in the market, life cycles of handset
models are getting short. With higher consumption power, people change
handset more frequently than in the past which shortens the replacement
cycle and makes replacement market become more important with such a
high number of users in the market.

Business Review

Mobile phone distribution continues to be the Group’s major core business
for the year, which accounted for over 90% of the Group's turnover and
operation profit. For low end entry models, Nokia's models 2300 and 2600
accounted for almost 19% and 330% of the Group's sales volume respectively
during the year. In mid to high market segment, the performance of Nokia's
models 3220 and 7610 are still promising which account for 24% and
18% respectively of the Group's turnover during the year.

With continuous effort in expanding the Group's distribution network and
deepening penetration in the past two years, the Group maintained a
customer base to cover more than 10,000 direct invoiced active customers
by the end of 2005, a growth of more than 50% in comparison with that of
2004. The Group will start to focus on the quality of and to strengthen the
relationships with those customers with a view to generate more sales
revenue instead of to grow the network rapidly.
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In Hong Kong, with the launch of O, mini xda Il and palmOne Treo 650 in
late 2004 and early 2005, Synergy reached a record high in both its turnover
as well as profit for the year. At the same time, the distribution of network
systems also maintained a stable growth during the year and Synergy signed
up distribution agreements with certain international manufacturers like
Ruckus, Aruba Networks, Asoka, etc. in late 2005 and early this year.

Prospect and Outlook

In January 2006, the Group obtained a national distribution right for Samsung
handset model E778. This is the first Samsung model for the Group and it
is expected that more models will bring into the Group in the coming one
to two months. These together with the national distribution right for Nokia's
handset model 6708 that the Group obtained in December 2005 and
other existing models will improve the Group's turnover as well as profit
margin of the Group for the coming year.

After the restructuring at the end of 2005, the Group should be able to put
more resources and supports to Synergy so as to enable it to capture the
growing demand in smartphone and to enhance the Group's presence in
Hong Kong. The Group will also make use of its relationships with suppliers
to bring in more models of different brands to the market. To cope with the
increasing demand in pushing email, Synergy will link up with suppliers to
provide one-stop solutions for corporate customers. This will require
continuous services and supports from Synergy which will create a more
stable income and higher profit margin for it.

The Group will also continue to seek for other business opportunities for
further development and diversification, which includes developing other
logistic or distribution models to provide added value to suppliers as well
as operators for the coming 3G phones, expanding existing brands portfolio
to cover more major foreign brands of mobile phones in the PRC, cooperating
with Internet Service Provider on providing application software which
developed or modified from the Group's real time web-based distribution
resources planning system, providing added value services to customers to
build up customer loyalty and setting up website to conduct Internet sales
of mobile phones in the PRC. The Group will also consider various M&A
possibilities to diversify our business scopes.
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