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MANAGEMENT DISCUSSION AND ANALYSIS
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BUSINESS OVERVIEW

During the year ended 31 December 2006 (the “Year”), the
Group recorded turnover of HK$489.3 million, down 5.2%
compared with approximately HK$515.9 million last year. The
Group’s net loss for the year attributable to equity holders of the
company was HK$26.4 million in contrast to net profit of
approximately HK$39.7 million last year.

The Group’s gross profit during the year recorded approximately
HK$23.1 million, representing a decline of 76.0% compared with
approximately HK$96.3 million last year. Gross profit margin had
dropped to 4.7% (2005: 18.7%). The drop in gross profit was
mainly due to general decrease in selling price and high fixed
unit production overhead caused by reduced production output.
Furthermore, the Group had made further provision of 4.7 million
(2005: HK$8 million) for electronic calculators and had written
down of HK$9 million (2005: 1.6 million) property, plant and
equipment, which are mainly obsolete moulds.

During the Year, the Group's total production output of electronic
calculators and other products had decreased by approximately
15% compared with year 2005. The management had reviewed
the Group's production capacity and electronics calculator market
conditions in the second half of the Year and concluded that the
Group’s inventory level was too high and required immediate
action. The management had revised its estimation of the market
demand to slow and medium grow and adopted a series of
measures such as price reduction strategy, flexible production
planning control and downsize of production scale during the
second half of the Year. At the end of the Year, the inventory
level had been successfully controlled and was reduced to
HK$108.4 million, representing a decline of 38.0% compared
with approximately HK$174.9 million last year.
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Electronic Calculators

During the Year, the sales of electronic calculators remained as
the Group’s core revenue generator, posting HK$306.0 million
or 62.5% of the Group’s total turnover. (2005: sales of
approximately HK$364.8 million and 70.7% of the Group’s total
turnover). As the Group’s inventory level of electronic calculators
was too high and it had accumulated a lot of slow moving
inventories, the Group had further reduced the selling price in
the Year and resulted in a sharp decrease in revenue from
electronic calculators. The management had reviewed its overall
product mix and would try to cut down the production of models
which had low profit margin in the further.

Other Consumer Electronic Products

The sales of multifunctional water resistance watches and
household telephones recorded HK$57.3 million and HK$40.1
million respectively, contributing 11.7% and 8.2% of the Group’s
turnover (2005: sales of multifunctional water resistance watches
and household telephones were approximately HK$40.1 million
and HK$32.4 million respectively, or 7.8% and 6.3% of the
Group's turnover). Thanks to our continuing effort in developing
new types of models and refinement of production line, the
revenue from multifunctional water resistance watches and
household telephones had achieved slight growth. The
management expected these other electronic products would play
a more important role in our product portfolio in the further.
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Liquid Crystal Display (“LCD")

During the Year, the sales of LCD was HK$46.2 million or 9.4%
of the Group’s turnover (2005: sales of HK$38.5 million or 7.5%
of the Group’s turnover). The increase in sales of LCD was partially
due to reduction in internal production demand following the
downsizing of production scale of electronic calculators and new
orders from LCD products were received during the year. During
the Year, the Group had upgraded its LCD production lines to
include chip on glass (“COG") production facilities. COG is a
value added service of LCD that can boost the Group’s STN-LCD
sales and enhance our customer profile. As the opportunity of
LCD market is immense, the Group will spend more resources on
the marketing function of LCD in the coming year to boost the
revenue from LCD products.

Corporate Development

During the Year, the Group had scaled down its production level
of electronic calculators with an aim to bring the inventory level
to a more healthy status. The overestimation of market in previous
years and rapid expansion in production facilities had resulted in
over-capacity, which required adjustment in our corporate
strategy. The Group will focus on more balanced product mix
and cut down production of low margin products. Due to the
severe competition in electronic calculators, the Group’s aggressive
pricing strategy adopted in the Year was only short-term strategy.
The Group will focus on production higher margin models
calculators, LCD modules and OEM products. Upgrading of
production facilities will be done in more selective and careful
manner with higher priority on high margin and high market
potential products.
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Open offer

The Company completed an open offer on 17 October 2006 and
issued 576,001,920 offer shares at a price of HK$0.05 each on
proportion of two offer shares for every five shares. The gross
proceed from open offer before issue expenses amounted to
approximately HK$28.8 million. The Board of Directors consider
that the open offer will enable the Group to strengthen its capital
base and to enhance its financial position for future strategic
investments as and when opportunities arise. Proceed from the
open offer will be apply as to (i) approximately 5 million towards
sales and marketing expenditure on new LCD products (ii)
approximately 15 million towards possible diversified investment
or project which is expected to improve the profitability, sustain
the Company’s growth momentum and broaden the revenue
stream of the Group and (iii) the remaining balance of
approximately 8 million for general working capital.

Placing of shares

On 8 November 2006, the Company had placed, through the
placing agent, 288,000,000 new shares of the Company at a
price of HK$0.089 per share under general mandate. The gross
proceed from placing of new shares before issue expenses
amounted to approximately HK$25.6 million. The proceed from
placing was intend to be applied towards possible diversified
investment or project which is expected to improve the
profitability, sustain the Company’s growth momentum and
broaden the revenue stream of the Group.

On 22 December 2006, the Company had entered into a placing
agreement with the placing agent to place 460,800,000 new
shares of the Company at a price of HK$0.215 per share under
general mandate. The placing was completed on 9 January 2007
and 460,800,000 new shares of the Company were issued. Gross
proceed from placing of new shares before issue expenses
amounted to approximately HK$99.1 million. The proceed from
placing was intend to be applied towards possible diversified
investment or project which is expected to improve the
profitability, sustain the Company’s growth momentum and
broaden the revenue stream of the Group.
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Employees and Remuneration Package

As at 31 December 2006, the Group had approximately 5,000
employees (2005: approximately 10,900 employees). The decrease
in employees was attributable to scale down of production and
outsourcing of certain labour intensive production procedures
such as assembly. The remuneration package was based on their
work performance, experience and the industry practice. The
Group also participated in retirement benefits schemes for its
staff in Hong Kong and the PRC.

Capital Expenditure

During the Year, the Group spent approximately HK$27.6 million
(2005: approximately HK$56.9 million) on acquisition of property,
plant and equipment, which was financed by internal cash
resources.

Contingent liabilities

The Group did not have any significant contingent liabilities at
the balance sheet date.

FINANCIAL REVIEW

Liquidity and Finance Resources

During the Year, the Group generally financed its operations
with internally generated resources and banking facilities provided
by its principal bankers in Hong Kong and the PRC. As at 31
December 2006, the Group had HK$50 million interest-bearing
borrowings (2005: HK$100 million), which was floating-interest
bearing and denominated in Hong Kong Dollars. The Group’s
banking facilities were secured by corporate guarantees given by
the Company and certain subsidiaries of the Company.
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As at 31 December 2006, the Group's bank borrowings were
denominated in Hong Kong dollars. The Group’s sales and
purchases were either denominated in Renminbi,
and US dollars. Accordingly, the Directors consider the Group
has no significant exposure to foreign exchange fluctuations in
view of the stability of the exchange rates of Renminbi, Hong
Kong and US dollars. During the year, the Group did not use any
financial instrument for hedging the foreign exchange risk.
However, for hedging of interest rate risk, the Group used interest
rate swap which could effectively convert the floating interest
rate bank loan to fixed interest rate. The amount of swap
outstanding as at 31 December 2006 was HK$13.3 million (2005:
HK$20 million).

Hong Kong

As at 31 December 2006, the Group had current assets of
approximately HK$346.4 million (2005: HK$347.1 million) and
current liabilities of approximately HK$163.1 million (2005:
HK$192.1 million). The Group’s current ratio had increased from
approximately 1.8 times as at 31 December 2005 to approximately
2.1 times as at 31 December 2006. The Group had total assets
of approximately HK$583.8 million (2005: HK$600.0 million) and
total liabilities of approximately HK$179.8 million (2005:
HK$242.1 million), representing a gearing ratio (expressed as
total liabilities to total assets) of approximately 30.8% as at 31
December 2006 as compared with approximately 40.4% as at
31 December 2005.

PROSPECTS

Owing to the keen price competition in the market of electronic
calculators the Group expect the market of electronic calculators
to be stable in 2007. The Group is closely monitoring the market
condition of electronic consumer products to explore new market
opportunities. The Group will adopt blue ocean strategy in the
further in exploring new market or products.

The Group had strengthened its capital structure by raising new
funds from open offer and placing of new shares during the
Year, which enable the Group in seizing potential investments.
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