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Management Discussion and Analysis
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SEGMENTAL ANALYSIS

Electronic products (mainly electronic calculators and
organizers)

During the year under review, the Group continued its focus
on the manufacture and marketing of electronic calculators
and organizers. With the growth in the existing key Japanese
customers’ businesses and the Group built up relationship
with a number of potential clients, the Group managed to
increase its revenue last year through expansion of businesses
on Original Design Manufacturing Products (“ODM products”)
and Original Equipment Manufacturing Products (“OEM
products”), such as SIM card reader for on-line banking
system, digital printer control panel, security systems,
gambling device, printer/fax/scanner/copier (multi-function)
control panels, electronic D-box for vehicles, interactive
handheld dictionary and RF price tags. Accordingly, the
Directors considered that it was more appropriate to redefine
the business segment under the heading “Electronic
products”, instead of under the heading “Electronic calculators

and organizers”.
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BEECEKEED N

Despite uncertainties in the global economies remained in
general, the market demands for the Group’s electronic
products have been growing steadily. Competition is still
intense. For the year ended 31 December 2006, the turnover
of electronic products remained as the core revenue generator
of the Group, increased to approximately HK$476,623,000
(2005: approximately HK$419,720,000). It accounted for
approximately 67.5 per cent. of the Group’s total turnover.

We will continue to leverage on our committed team of
research and development professionals to focus on
developing products with high level of quality, reliability and
technology innovation.

Our engineering department has a multi-disciplinary
engineering approach employing both Hong Kong and the
PRC product development engineers and designers who are
involved in design, testing and quality of new products from
concept through production, transforming customer’s ideas
into reality. Our products are widespread not only limited to
establishing a broad and solid overseas customer base for
the Group’s “Karce” products but also to diversifying the
business development on ODM and OEM products. This is a
long term investment which the Directors believe will set the
stage for growth in the newly selected product categories,
and the new ODM and OEM businesses under development.
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During the year under review, the Group was under great
pressure to control increasing cost arising from higher
materials costs especially plastic materials, rising labour costs,
inward freight and transportation costs initialed by rising fuel
prices. Erratic electricity supply in the PRC that often caused
production disruptions also added to operating costs, while
insufficient skilled labour in the Pearl River Delta also impeded
production and cost efficiency.

With the significant surge in labour and staff costs, the
operating results decreased by approximately 30.8 per cent.,
from approximately HK$48,113,000 for the year ended 31
December 2005 to approximately HK$33,306,000 for the year
ended 31 December 2006.

Conductive silicon rubber keypads

To cope with our rapid growth in sales, the Group concentrates
on the development of conductive silicon rubber keypads
business and high value-added plastic plus rubber (“P+R”)
telephone keypads products and extends to customer base
into different geographical region.

For the year ended 31 December 2006, the turnover
contributed from the conductive silicon rubber keypads
business increased by approximately 26.1 per cent. to
approximately HK$101,241,000 (2005: approximately
HK$80,299,000), representing approximately 14.3 per cent.
of the turnover of the Group.
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Conductive silicon rubber keypads are crucial components in
the production of electronic calculators, electronic organizers,
mobile phones and audio visual products. The business
becomes an increasingly important sector of the Group and
contributed an increase in the operating profit for the year to
approximately HK$5,480,000 (2005: approximately
HK$4,799,000). The Directors are confident that such steady
growth of profit can provide a positive effect on the
shareholders’ value of the Group.

The Directors are confident that the business will be in line
with the management’s expectations and turns into a sound
growth in the coming year as the segment continued to keep
pace with customer expectations and increase production
volume with expanding of the vertical production lines.

Printed circuit boards (“PCB”)

The market for PCB was fiercely competitive during the year
under review. For the year ended 31 December 2006, the
turnover of PCB decreased to approximately HK$127,995,000
(2005: approximately HK$143,387,000), representing
approximately 18.1 per cent. of the turnover of the Group.
During the year under review, the business strategy was
focused to consolidate on its key client base and serve a range
of and some well known customers in Japan and the Asian

Pacific Region.
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As the production facilities reached its maximum capacity,
some of the procedures were subcontracted to external
parties. This eroded the profit contribution to PCB and
recorded a negative contribution of approximately
HK$11,057,000 (2005: operating loss of approximately
HK$7,970,000).

Due to the increasing demand of PCB in the global market,
the Group strategically mapped out the production blueprint
and largely expanded the production scale to enjoy the
maximum benefits on the economies of scale.

Coping with the substantial growth in PCB'’s turnover, the
Group started to build up a new factory complex during the
period under review and expects to be completed in the first
quarter of 2007. The Group will also acquire new equipment
and machinery for integration of the vertical manufacturing
units in the new factory complex.

As at 31 December 2006, the new production complex was
at its final construction stage. The new factory complex is
expected to significantly improve our competitive edge in two
ways : streamlining the production process and offering an
immediate increase of approximately 30-40 per cent. in our
production capacity. The management of the Group believe
that the additional capacity will enable the PCB segment to
effectively keep pace with growing product demand, while
creating strategic opportunities to increase factory throughput
and effectively lower our unit manufacturing costs.
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The management attributed this result to the Group’s long
committed determination and continuous effort on improving
product quality and operational efficiency.

Other operations

The other operations in the previous years represented the
operation on electronic toys product, such as infant toys and
electronic learning products. Owing to fierce competition,
rising marketing costs and competitive pricing which adversely
affected the results, the Group chose to restructure this part
of investment and reallocated its resources to other major
and core rewarding businesses including electronic products,
conductive silicon rubber keypads, PCB as well as other ODM
and OEM businesses.

Accordingly, this segment recorded nil operating result during
the year under review (2005: operating loss of approximately
HK$7,236,000).

Available-for-sale investment

Ascalade Communications Inc. (“Ascalade Inc.”) was
successfully listed on the Toronto Stock Exchange (“TSX”) in
June 2005. The Group’s attributable equity interest in Ascalade
Inc. maintained at approximately 14.7 per cent. as at 31
December 2006. The Group is no longer in a position to
exercise a significance influence over Ascalade Inc. as at 31
December 2006. Ascalade Inc. is classified as an available-

for sale investment.

With the annual results announced by Ascalade Inc., which
continues to focus on increasing technological advancement
with new areas such as VoIP (Voice over Internet Protocol)
and WiFi (wireless fidelity), the Directors are confident in the
future prospects of Ascalade Inc. and believe that such
investment in Ascalade Inc. will give a positive contribution to
the Group in long run. Additional information of Ascalade Inc.
may be found on SEDAR at www.sedar.com.

!
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The Group’s available-for-sale investment is measured at fair
value at each balance sheet date, which expose the Group to
equity security price risk. Changes in fair value are recognized
in equity, until the financial asset is disposed of or is determined
to be impaired, at which time, the cumulative gain or loss
previously recognized in equity is removed from equity and
recognized in consolidated income statement.

During the year under review, the investment in Ascalade Inc.
was undermined by the fall of its share price below its IPO
price. In September 2006, Ascalade Inc. revised downward
its guidance of year-over-year sales growth and basic earnings
per share primarily because of the softness in forward orders
estimated to be received for its cordless DECT phones, a
segment which had been impacted by intense industry
competition and price cutting. The change also reflected a
slower-than-expected order ramp up for VoIP products from
its largest customer.

As announced by the Company in September 20086, the
Directors regularly reviews the value of the available-for-sale
investment and will consider adequate impairment to be made
when necessary. For the year ended 31 December 2006, the
Directors consider that it was a prudent decision to make an
impairment loss on available-for-sale investment of
approximately HK$17,000,000. Accordingly, the diminution
in the fair value of the investment in Ascalade Inc. was
represented by a reduction of investment revaluation reserve
by approximately HK$24,266,000 to a negative investment
revaluation reserve of approximately HK$3,470,000.
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Upon the release of first and second lock-up of Ascalade Inc.’s Ascalade Inc.J& 0 2 &8 & % — EZEEH 5 5IR
shares on 27 June 2006 and 27 December 2006 respectively, TEERFANATHHEZEERAF+ A
the Directors consider the it is a prudent decision to realise THtHER  EFRAFBLEEBLAEER
part of the Group’s investment in Ascalade Inc. through the Ascalade Inc.ZM 1R EZIRBEIERTE - FEIATF
disposal so as to balance its possible risk, enhance its liquidity Rl R - MREEREARSREE
and improve the cash flow within a relatively short period of ERABHERE °

time.

The Directors will update the shareholders on the progress EERRNEERRERARREEEFTEHER -
when appropriate.

CAPITAL STRUCTURE A 413

Shareholders’ equity decreased to approximately RZZEERF+ZA=T—H RERELTEZRE
HK$4 16,487,000 as at 31 December 2006 from approximately #7416,487,000%8 7L * MR _TZTRAF+-A=
HK$441,446,000 as at 31 December 2005. As at 31 +T—HZREERBIAR441,446,000% 7T ° 1

December 20086, the short term and long term interest bearing “EERF+_A=+—8 RHEEEHFEE
debts to shareholders’ equity was approximately 10.6 per HEREELHDI10.6% (ZEZTRHE 4
cent. (2005: approximately 13.1 per cent.). 13.1%) °

LIQUIDITY AND FINANCIAL RESOURCES REBEERUBEIR

The Group generally finances its operation by internally AEE—RUASEE 2 RS RHEARRITRME
generated cashflow and banking facilities provided by its ZIRITEEREERRHES -
bankers.

Prudent financial management and selective investment FEEPRGEENRE - SAEE 2B R
criteria have enabled the Group to maintain a strong financial BER RZTETERF+A=1+—1H ' &5H
position. As at 31 December 2006, the Group’s fixed deposits 2 TE R IR & &7 R 2 £ £965,890,000/% 7T
and cash balances decreased to approximately (ZEZRF : 492,064,000/ 7T)
HK$65,890,000 (2005: approximately HK$92,064,000).

As at 31 December 2006, the Group currently had banking RZEERFE+TA=1T—H A5EESFSZMHE
facilities amounted to an aggregate sum of approximately IR1TZ BB BEEE %) A249,123,0008 T (ZEF
HK$249,123,000 (2005: approximately HK$281,900,000) with HEF : #)281,900,00087T) - REBZEHRE
various banks. Out of the trade and overdraft banking facilities S ZRITRVEBEELN A1 6,206,0005%73 (G
of approximately HK$216,206,000 (2005: approximately T HE : 4)234,400,000/87T) - R-ZEZTRF T
HK$234,400,000) in Hong Kong granted to the Group, ZA=+—8  EFAHEFH3,112,000E T (=
approximately HK$3,112,000 (2005: approximately TERHF ¢ 413,988,000 7T) °
HK$3,988,000) had been utilised as at 31 December 2006.
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In 20086, the current ratio was approximately 1.4 (2005:
approximately 1.5) based on current assets of approximately
HK$293,889,000 and current liabilities of approximately
HK$205,694,000 and the quick ratio was approximately 0.9
(2005: approximately 1.1).

As at 31 December 2006, the total indebtedness including
bank loans and obligations under finance leases contracts
amounted to approximately HK$44,320,000 (2005:
approximately HK$57,860,000), representing approximately
10.6 per cent. of the total shareholders’ equity (2005:
approximately 13.1 per cent.).

The Directors considered that the Group shall have sufficient
financial resources to meet its future expansion plan and
working capital requirement after a due consideration of the
net cash position and the availability of the existing banking
facilities.

FOREIGN EXCHANGE RISK MANAGEMENT

Most of the Group’s assets and liabilities, revenues and
expenditure are either denominated in Hong Kong dollars or
the United States dollars. As a measure of additional prudence,
the Group uses different derivative instruments to manage its
exposure to foreign currency risks on the receivables and
payables.

The fair value of the Group’s outstanding derivative instruments
as at 31 December 2006 represents the net amount the Group
would receive/pay if these contracts were closed out at 31
December 2006. The gain was largely caused by a period-
end premium in the forward currency markets for the Hong
Kong dollars. In the current year, the Group has adopted the
new HKAS 39 — Financial Instruments: Recognition and
Measurement, the fair value of these outstanding derivatives
has been recognised as assets or liabilities.
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The exposure to foreign currency of the Group mainly arose
from the net cash flow and the net working capital translation
of its PRC subsidiaries. The management of the Group will
actively hedge the foreign currency exposures through natural
hedges, forward contracts and options. Speculative currency
transactions are strictly prohibited. The management of
currency risk is centralised in the headquarter of the Group in
Hong Kong.

Apart from the above, most of the Group’s assets and liabilities,
revenues and expenditure are either denominated in Hong
Kong dollars or the United States dollars. Therefore, the
Directors consider the exposure risk to foreign currency
fluctuations is minimal.

EMPLOYEES AND REMUNERATION
POLICIES

As at 31 December 20086, the Group employed approximately
6,560 full time employees, out of which approximately 80 were
based in Hong Kong and approximately 6,480 were based in
the PRC. The Group remunerated its employees on the basis
of industry’s practice and the performance of individual
employee. Employees may also participate in the share option
scheme of the Company.
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