MANAGEMENT DISCUSSION AND ANALYSIS

OVERVIEW

For the year ended 31 December 2006 the Group recorded a
turnover of approximately HK$1,765 million which represents a
decrease of 12% as compared to the corresponding figure for the
year ended 31 December 2005. The gross profit for the year under
review was approximately HK$57 million as compared to
approximately HK$149 million for the previous year. Our
operating profit was negatively impacted due to the decrease in
sales price of products and the ever increasing in operating costs
in the Shenzhen area.

Finance costs increased by 43% to HK$27 million, due mainly to
an increase in interest rates during the year.

SEGMENTAL INFORMATION
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Turnover by Product TR i o B2 B
2006 2005
HKS million % HK$ million %
H # 0 T
DECT SRS 2 TR S A
([DECTJ) 1,724 98 1,906 95
Cordless telephone I 1 - 32 2
Corded telephone AR E 19 1 50 2
Others HoAth 21 1 13 1
Total Mt 1,765 100 2,001 100

All of the Group’s turnover and contribution to results were
derived from the design, manufacture and sale of telephones and
related equipment. Our existing product range includes corded
telephones, cordless telephones, DECT and other telecom
products. DECT products accounted for approximately 98% of our
turnover for the year under review, up from 95% in the previous
year. During 2006, sales of corded telephones amounted to 1%
and sales of other telephone products amounted to 1% of the
Group’s turnover.
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SEGMENTAL INFORMATION (continued)

Turnover by Product (continued)

Our customer base continues to comprise prime telecom
operating companies and telecom product distributors in Europe
and Asia Pacific. Customers in European countries accounted for
approximately HK$1,578 million and in Asia Pacific region and
other countries accounted for approximately HK$187 million of
the Group’s turnover respectively.

Our new Aladino VolP phone for Telecom Italia which carries a
better profit margin commenced shipment in the second half of
2006 and has reached HK$133 million in the first quarter of 2007
in terms of sales value. Current level of confirmed orders also
remain strong, with a significant portion being products with
higher profit margin.

BALANCE SHEET

Liquidity and Financial Resources

Current assets T E
Current liabilities T A fE
Current ratio TE &

The decrease in current ratio was mainly due to the impairment
loss recognized on trade and other receivables from a jointly
controlled entity.

As at 31 December 2006, the Group had cash on hand of HK$61
million, net current liabilities of approximately HK$172 million,
total assets of HK$586 million and shareholders’ deficit of
approximately HK$39 million.

Among current assets, total trade receivables, not including the
trade receivables from a jointly controlled entity, decreased 37%
to HK$225 million with trade receivables with insurance coverage
decreasing 68% to HK$79 million.
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BALANCE SHEET (continued)
Liquidity and Financial Resources (continued)

As of 31 December 2006, total bank borrowings were HK$201
million less than at the end of 2005.
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2006 2005

HKS’000 HK$’000

F# Tt

Trust receipt loans (EEAVE $-8: 23,527 95,689
Other bank loans, unsecured oA SR AT B (K HH) - 14,352
Finance lease obligations A B I T 2 R 29,082 45,359
Advances drawn on trade receivables TSN 5 IRk 2 B 79,726 218,918
Advances drawn on bills receivables S M i S R 2 B 128,149 87,492
Total bank borrowings AT AR 260,484 461,810

GEARING RATIO

HEARLER

2006 2005

HKS’000 HK$’000

F# Titsoc

Total assets % A 585,609 860,129
Total bank borrowings AT AR 260,484 461,810
Ratio of bank debt to total assets WMITHEFHEEREZ LR 44.5% 53.7%

No debt to equity ratio is available as the Group is in a negative
equity position.

CAPITAL STRUCTURE AND EXCHANGE RATE

During the year, 725,000 new shares were issued at exercise price
of HK$1.02 per share upon the exercise of share option by options
holders.

On 18 August 2006, 82,000,000 new shares were issued to Uniden
Hong Kong Limited (“Uniden HK”) at an aggregate subscription
price of HK$143.5 million pursuant to a subscription agreement
dated 10 July 2006 entered into among the Company, Uniden and
Uniden HK.
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CAPITAL STRUCTURE AND EXCHANGE RATE (continued)

On 11 December 2006, the Company announced a proposed rights
issue in the proportion of 1 rights share for every 2 shares in the
share capital of the Company held on 3 January 2007. The rights
issue was completed in January 2007 and the Company issued a
total sum of 204,871,830 new shares at the subscription price of
HK$o0.3 per rights shares which successfully raised approximately
HK$61.5 million before expenses.

All sales in the current year were in US dollars and the majority of
the Group expenses was in RMB and HK dollars. The appreciation
of RMB on the other hand also had a negative impact on our cost
structure. The Group studied and discussed with its banks the
possibility of hedging against the RMB, but ultimately decided
against this as the premium was considered too expensive. The
Group does not speculate in currencies.

All bank borrowings of the Group were made in either HK dollars
or US dollars and carried interest at fixed-rate except the trust
receipt loans which carried interest at variable rates.

INVESTMENTS

The Group did not make any significant investments during the
year under review.

CONTINGENT LIABILITIES

On 28 February 2007, the Company was served with an Amended
Writ issued and filed by Uniden and Uniden HK on 1 February
2007 against the Company, Suncorp Partners Limited and its four
executive directors, alleging that certain misrepresentations had
been made by the Company and four executive directors, and that
the Company had breached a business alliance agreement and a
production agreement. On the basis of these allegations, Uniden
and Uniden HK sought, inter alia, (i) a rescission of the
Subscription Agreement entered into on 10 July 2006 between the
Company and Uniden HK for the subscription of 82,000,000
shares in the Company; (ii) a return of HK$143.5 million to Uniden
HK which it paid to the Company under the Subscription
Agreement; and (iii) damages, interest and costs, from the
Company and its executive directors.
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CONTINGENT LIABILITIES (continued)

On 6 February 2007 and 20 March 2007, the Company issued
announcements, in relation to these legal proceedings and the
termination by the Company of the business alliance agreement
and the production agreement. The directors strongly refute, and
intend to vigorously defend Uniden’s allegations and believe,
based on legal advice, that the action can be successfully
defended and therefore no losses will be incurred.

In addition, the Group is involved in products recalls with two
customers in connection with the supply of adaptors to these
customers. The adaptors were purchased from an independent
supplier and this supplier has agreed to indemnify the Group for
an amount of approximately HK$2,257,000 if there is any claim
from these customers. The directors believe that the dispute can
be settled without losses to be incurred by the Group and
therefore no provision for losses in this aspect has been made.

In additional to the above, the Group has given guarantee to
banks in respect of credit facilities utilised by a jointly controlled
entity amounted to approximately HK$31,504,000 as at 31
December 2006 (2005: HK$70,251,000).

CAPITAL COMMITMENT

As at 31 December 2006, the capital expenditure in respect of
acquisition of intangible assets contracted for but not provided in
the financial statements amounted to approximately HK$2 million
(2005: HK$3 million).

EMPLOYEES

The Group’s emolument policies are formulated on the
performance of employees with reference to the market condition.
The Board may exercise its discretion to grant share options to
the executive directors and employees as an incentive to their
contribution to the Group. No option has been granted to the
employees during the year under review.
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