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MANAGEMENT DISCUSSION AND ANALYSIS

Despite the global economic slow down, the lighting business is still regarded to be a highly potential
market and an essential market. Aiming at offsetting the impact of the global slow down, the Group has
implemented a new sales strategy by capitalizing on online trading services, gathering information of
European customers from the Hong Kong Trade Development Council and participating in various lighting
shows to enhance relationships with customers. The Group will focus on sustaining the growth of its

home lighting and commercial lighting products to accomplish equal success.

Being the Group's sales strategies, the Group aims at focusing on manufacture of middle to high-end
lighting products. Unlike other lighting manufacturers, the Group is committed to develop a wide range of
products and to ensure utmost product quality, so as to combine design, production, quality assurance

and sales into one comprehensive package.

PRODUCTION

The Group'’s production facility in Humen, Dongguan of the PRC, has a land area of approximately 57,000
square meters. There are 17 production lines and the utilization rate is around 85%. The Phase 4 of the
existing factory is now under construction and is expected to be completed in mid-2002, so as to
maximize the Group’s production efficiency.

In order to complement production of the Group's commercial lighting products, the Group has planned to
establish a die-casting factory. The new factory is planned to have a land area of approximately 35,000
square meters with 7 buildings. Phase 1 together with the foundation works has commenced. The
completion and trial production are expected to be in June 2002. Phases 2 and 3 are expected to be

completed by the end of 2002 and 2003 respectively.

Die-casting factory complex model
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HEALTHY FINANCIAL FUNDAMENTAL

The internal cashflow generated by the Group is usually used as the working capital. As at 31 December
2001, the Group’s cash on hand and bank balances totalled HK$146 million with net current asset
amounted to HK$173 million. The Group had no long term or short term debt. No provisions of bad debt
was made during the year. The turnover days of accounts receivable maintained at around 17 days (2000:
16 days) and the inventory turnover days was 27 days (2000: 23 days). Generally speaking, the Group had
a solid financial positions which provide a good foundation for the Group’s future business developments.

PROSPECTS

Besides maintaining its market share in US and other markets, the Group will also step up its efforts in
developing the PRC market. The Group is seeking for more business opportunities so as to strengthen its
business foundation. Along with its business development, the Group will enhance its internal training for
management team and staff. All employees will be dedicated to value-adding, learning new information for
meeting future challenges.

THE PRC DOMESTIC MARKET

The PRC market is the core of the Group’s development area. In order to speed up the development pace,
the Group will adjust its existing strategies. For home lighting, the Group plans to establish over 200 chain
stores in three to five years. As for commercial lighting, the Group will cooperate with major property
developers and obtain large-scale lighting construction projects. These will be coupled with the promotion
of residential art lighting and more business opportunities will emerge.

PRC's entry into WTO, the ‘Go West' project and the ever increasing living standard of the PRC people are
going to bring a lot of business opportunities. In order to raise the Group’s brand awareness in the PRC,
the Group will manufacture and design innovative products coupled with advanced lighting technology
imported from Japan. The Group will also stringently control the quality of commercial lighting products
and enhance its efforts in marketing and promotion. Its goal is to have commercial lighting products and
home lighting products commanding equal share of the Group’s turnover in five years’ time. In view of
PRC's rapid economic development, the Group is optimistic to the prospect of the PRC domestic market

and is expecting significant profit contribution from this market in the future.
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US MARKET

The Group's US business was slightly affected by the slow down of the US in economy and the Group is
still able to maintain steady performance, the main reason being home lighting is a necessary appliance
and more resistant to economic fluctuations. Various figures showed that the US economy is gradually
picking up and the Group expects satisfactory results for the year 2002. Besides strengthening its
relationships with existing customers, the Group will pro-actively develop other major segments of the US
market so as to secure large-scale orders. For its new products like commercial lighting and advanced
lighting technology, the Group is actively seeking new markets and customer base. The Group is confident

in having a growth in its turnover in the US market in the coming year.

PRODUCT DIVERSIFICATION

The Group will be targeting at the huge hotel appliance market in Europe and the US and establish a
specialize department so as to develop sales to this market. The first order will be finalized in the near
future and the Group is in negotiation with a number of other projects. The Group is confident in this new

market and expects to reap fruitful returns.

The Group is also planning to develop the international DIY markets and to obtain larger scale orders from
existing product categories and new products. In the future, through different channels, the Group will
meet with major department stores, chain stores and specialty stores in Europe and the US, so as to
develop the DIY markets.

The Group is pro-active and diligent. With its innovative spirit and expertise in lighting, the Group will

continue to shine in the coming year and move forward in leaps and strides.

CONTINGENT LIABILITIES

At 31 December 2001, the Group had no significant contingent liabilities.

CHARGE ON ASSETS

At 31 December 2001, the Group had time deposits of HK$7556,000 pledged for general banking facilities

granted to the Group. Except for the above, the Group has no other assets pledged as security for any

debt and loan borrowings.
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FOREIGN EXCHANGE AND CURRENCY RISKS

The majority of the Group’s accounts receivable and accounts payable were denominated in US dollars.
Due to the fact that HK dollar is pegged to the US dollar, the Group is exposed to a very low currency risk.

Also, during the year, the Group has no hedging activity.

EMPLOYEE REMUNERATION POLICY

As at 31 December 2001, the Group has approximately 1,400 employees (2000: approximately 1,220). We
remunerate our employees based on their performance and the prevailing industry practices and the
remuneration policy and package are reviewed by the Board on a periodical basis. Bonus and share options
may be awarded to employees. These are drives and encouragements for personal performance. Up to
now, no share option has been granted by the Group to its employees.

USE OF PROCEEDS OF THE INITIAL PUBLIC OFFER

The Company's shares were listed on The Stock Exchange of Hong Kong Limited (the “Stock Exchange”)
in November 1999. Through the issue of 75 million new shares at HK$1.13 each, the Group has raised

HK$84.75 million. After deduction of necessary expenses, net proceeds are HK$71 million.

To date, the Group has used HK$10 million for production facilities construction and equipment purchase,
HK$4 million on research and development expenses. HK$4 million was used as marketing expenses,
primarily for the Europe and PRC market. HK$16 million as working capital which had been fully consumed
in previous years. The unused HK$37 million of the listing proceeds will be used as planned for the
construction of a new production plant for commercial lighting products. Phase 1, comprising of 2
buildings, is now under construction and expects to complete and trial production by the end of June
2002. This HK$37 million is deposited in a bank in Hong Kong and receiving interest income.

NEW SHARE OPTION SCHEME

On 23 August 2001, the Stock Exchange announced amendments to Chapter 17 of the Rules Governing
the Listing of Securities on the Stock Exchange (the “Listing Rules”) in respect of share option schemes,
which have come into effect on 1 September 2001. In compliance with the amendments to the Listing
Rules and the announcement of the Stock Exchange, the Board considers that it is in the interests of the
Company to terminate the existing share option scheme of the Company adopted on 20 October 1999 and
to adopt a new share option scheme. An ordinary resolution will be proposed at the Company'’s
forthcoming Annual General Meeting to be held on 25 April 2002 for the approval of the said adoption of
the new share option scheme and termination of the Company'’s existing share option scheme. A circular
containing the details and conditions of the adoption of the new share option scheme will be despatched
to shareholders of the Company shortly.
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