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Dear shareholders,

On behalf of the Board of the Directors (the “Board”), | am pleased to
present the annual results of SCUD Group Limited (the “Company” or,
together with its subsidiaries, the “Group”) for the year ended 31
December 2006 (the “Year”).

In the year 20086, the performance of Group reached a new high and
the Company continued to made significant progress in developing its
leading position in the 3C industry. On 21 December 2006, the
Company was successfully listed on the Main Board of the Stock
Exchange of Hong Kong Limited (the “Stock Exchange”). The
response from Hong Kong and international capital markets was
overwhelming with subscription rate of 385 times for the Hong Kong
public offer, and the gross proceeds therefrom amounted to HK$604
million. The listing not only provided adequate funding for the Group’s
development and business growth, but also allowed the Group to
enhance integrated competitiveness by taking new perspectives in
operation and management based on international standards. This
would reinforce the Group’s strengths and gear it up to attain a new
level of development. By taking full advantage of the capital raised
from the listing, the Group will strengthen and extend the influence of
its own “SCUD RFERR” brand, expand production capacity, devote
more resources on research and development (“R&D”), as well as
improve product quality and management. Through these efforts, the
Group is dedicated to become the most popular brand for 3C battery
products and related accessories in the PRC.

Fang Jin Chairman
e EER

BEARR

RANERREZTEMAREREREEAR
RA] ([ARR EREMBEARR [AE
M) BE_TTFT_A=1+—HLHF
B ([RFE]) m2FRE -

TETRFRAEEEEA N BIEN—F
th B ARRRIFESCITEMHBEH LT 1
RN —F c ARRR BT RF+ A
Z+—HRNWEEEBARSMERAT
([BE2FR)) R E™ - ESEBNEEE
ATSHINNRE - B RNRBEEILMHESE
385 (ERBEH - EEMMSNREL6.0418
B e LM TNMEAAEBRERRTRNEREE
& MEESEENEKEE  AEEE BT
ERBRLIZERBEECE - BIRALR
BBRFEN  BEERNENBBIHNZER -
BEIMBREEATENES  AEEBE
B E 5B M [SCUDTRERR | g2
7 BREERES AR AFBE IR
AURERNE - KEKBPRHICEME
MBI R E R R LB SR -

Annual Report 2006 &3k



Improvement in results

Thanks to the joint effort of the management and the staff, the Group
achieved encouraging results for the year ended 31 December 2006.
When compared with the previous year, turnover grew by 32.4% to
RMB936,305,000, while profit attributable to equity holders of the
Company recorded an increase of 85.5% to reach RMB160,191,000,
which was better than the forecast of combined profit attributable to
equity holders of the Company of no less than RMB147,000,000 as
stated in the Company’s prospectus.

Securing the advantageous brand position

Brand value is one of the crucial elements for the success of the
Group’s self-owned brand business. Following the recognition of the
“SCUD REMR” brand’s Li-ion battery as a China Top Brand in 2004,
the Group was also awarded China Famous Trademark in 2006 and
one of the PRC’s 500 Most Valuable Brands for two consecutive years
of 2005 and 2006. These awards evidenced that the Group has further
secured the top position of the “SCUD FRERR” brand in the self-
owned brand rechargeable battery pack industry in the PRC.

Expansion of distribution network

The Group followed through on its commitment to attain a wider
coverage of its distribution network and deeper penetration in cities
during the Year. As at 31 December 2006, the number of first tier
distributors increased from 248 to 331, with over 35,000 points of
sales. The greater loyalty of distributors served as a solid foundation
for the Group’s product sales and growth.

Shorter span for R&D with frequent launches

of new products

Leveraging on its ability to launch new models of mobile phone
rechargeable battery packs within short periods of time, the Group
possesses an edge over other competitors in the PRC’s mobile phone
rechargeable battery industry. In 2006, the Group continued to
enhance its R&D capabilities and shortened the development cycle of
new mobile phone rechargeable battery packs. It launched 2,200
types of mobile phone rechargeable battery packs which are
compatible with 2,800 mobile phone models, thus further
consolidating our leading position in the industry. In addition, to allow
greater diversification of our product category and widen our source of
income, we also further expanded the offerings of other 3C products,
including digital product rechargeable battery packs, notebook
computer rechargeable battery packs and bluetooth handsets.
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Over the past three decades since the PRC’s reform and economic
liberalization, the PRC has made tremendous strides on economic
front, which have brought enormous improvements to the living
standard of its people. The booming telecommunications market, in
particular, provides the Group with ideal business opportunities and
ample room for development, on which the Group will capitalize to
continuously develop products that meet market needs, with a view to
consolidate and expand our business.

Focus on 3C accessories

With the ongoing and rapid development of the Chinese economy, the
demand for 3C products will continue to grow, which in turn driving up
the demand for related rechargeable batteries and accessories. In view
of this, the Group will broaden its product mix to cater to the growing
market demand.

Increase brand promotion efforts, improve distribution
channels and develop brand loyalty among customers
The Group will engage the PRC’s top-notch and professional brand
management companies on a long-term basis to provide support to
our brand promotion and channel development. With a centralized
planning, such companies also help to improve the decoration of retail
outlets in order to build a standard image. All these initiatives will
contribute to a stronger recognition and reputation of the “SCUD RE
BE” brand.

Continue to adopt a market-oriented approach to R&D
While emphasizing on brand management, the Group will continue to
take a market-oriented approach in R&D. The Group will speed up the
R&D of 3C battery products, conduct market research and analysis, as
well as continue the R&D of new products with great market potential.
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Expand product capacity and quality by constructing new
factories

With an objective of meeting market demand for 3C products and
rechargeable battery products and the requirements of business
growth, the Group intends to lease more production space of
approximately 11,000 square metres in the second quarter of 2007, by
which the annual product capacity will be increased by 50% from 40
million pieces to 60 million pieces. Meanwhile, the Group will continue
its preparations for the construction of its new plant in Fuzhou in
March 2007. Upon completion, the Group’s production facilities can all
be centralized and located at the new production plant and occupy a
gross floor area of 64,000 square metres. The Group’s annual
production capacity is expected to be increased to approximately 120
million pieces when fully operate. It is targeted that the plant will
commence production in the fourth quarter of 2008.

Stay competitive by continuous investment and merger
The Group will seek for potential investments through establishing
potential business alliances, acquisitions of business, technology
platforms or projects which are adjacent to our existing value chain in
the related 3C battery product sector, so as to facilitate market and
technological integration and maintain our long-term competitiveness
in the industry.

| would like to take this opportunity to express my sincere gratitude to
our staff for their continuous loyalty and commitment. Their devotion is
critical to the success of the Group. | would also like to thank all
members of the Board for their valuable recommendations and
contributions during the Year, as well as the customers, suppliers and
intermediaries for their recognition and support and the investors for
their trust. We are confident that with the endeavours of management
and the entire staff, the Group will have a promising development in
the future and maximize returns for shareholders.

Fang Jin
Chairman

Fuzhou, PRC
27 March 2007
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