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Management Discussion and Analysis

Overview

During the six months ended 30 June 2005, the business environment
was tough for electronic industry. Raw material price continued to
maintain at substantially high level and pricing pressure from customers
remained due to fierce market competition. As an upstream supplier in
the industry supply chain, the Group was affected by the adverse market
conditions. All in account, while the Group managed to increase turnover
by 2.9% to HK$282,573,000 for the six months ended 30 June 2005
(Six months ended 30 June 2004: HK$274,742,000), gross profit dropped
by 35.6% to HK$32,661,000 as compared to HK$50,752,000 of the
corresponding period last year. The decline was mainly attributed to

high raw material price and increasing labour cost.

Profit after taxation reduced by 71.7% to HK$6,670,000 as compared
to HK$23,607,000 of the corresponding period last year. The net profit
has incorporated a revaluation surplus of HK$987,000 on land and

buildings in Hong Kong against appreciation of property prices.

Starting from the year of 2005, the Group substantially reduced its
reliance on research and development service from Kwang Sung
Electronics Co., Ltd. (“Kwang Sung Korea”), and conducted most of its
research and development activities in house. Reflecting its definite
commitment to future growth, the Group increased its research and
development expenses to sales from 2.8% in the first half of last year to

4.3% this year.
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Business and Financial Review

Composite Components Business

Composite components business continues to be the core business of
the Group. During the review period, the segment recorded a 7.4%
increase in sales to HK$231,332,000 (Six months ended 30 June 2004:
HK$215,295,000) when compared with the corresponding period last
year. It accounted for 81.9% of the Group's total turnover (Six months
ended 30 June 2004: 78.4%). The increase was mainly attributed to the
net effect of organic growth in tuner module for car audio and portable
device applications as well as the introduction of wireless application

into the market and decrease in tuner modules for home audio business.

At the Group's continuous efforts in launching new models to secure
more orders from after-market customers and car audio makers in
Korea, the sales of tuner modules for car audio continued to report
encouraging growth of 52.5% during the review period. Driven mainly
by widespread MP3 application, tuner modules for portable devices
also performed well, with sales increased [4.9% over that in the first
half of 2004. The sales of tuner modules for home audio, on the other

hand, dropped by | 1.0% due to sluggish demand in consumer market.

In April 2005, the Group launched its wireless speaker system for home
theater in-a-box, demonstrating its ability to consolidate radio frequency,
power and amplifier technologies. Although the contribution from this
new wireless application is still small at the moment, it will be a major

source of revenue in the near future.
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Unit Electronic Components Business

Turnover generated from unit electronic components business for the
six months ended 30 June 2005 decreased by 13.8% to HK$51,241,000
(Six months ended 30 June 2004: HK$59,447,000), accounting for 18.19%
of the Group's total turnover (Six months ended 30 June 2004: 21.6%).
The decrease mainly reflected that more and more customers shift to

purchasing composite components instead of unit electronic components.

Research and Development

After operation of the Group’s Korea research and development centre
for nearly two years, the Group has taken up most of research and
development functions from Kwang Sung Korea. The research and
development centre has five teams covering audio tuners, switching
mode power supplies, wireless/mechanical design, digital broadcasting/
software and unit electronic components. Meanwhile, the Group
reinforced its research and development functions in the PRC by
transferring key research and development staff for tuner modules from
Korea to the PRC in July 2005. Its plan is to build a customer-focused

research and development workforce in the PRC.

Operating Expenses

Total operating expenses for the Group for the six months ended 30
June 2005 was HK$29,203,000 (Six months ended 30 June 2004:
HK$25,270,000). These expenses represented 10.3% of the Group's
turnover for the six months ended 30 June 2005 (Six months ended 30
June 2004: 9.2%). The increase primarily reflected the Group’s investment

in enhancing its research and development functions.
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Taxation

The Group recorded a provision for income tax of HK$ 1,006,000 for
the six months ended 30 June 2005, an effective tax rate of 13.1% as
compared to a HK$2,385,000 provision for income tax and a 9.2%
effective tax rate for corresponding period last year. The rise in effective
tax rate was primarily due to increase in PRC income tax in respect of

the subsidiary.

Prospects

The second half of the year is traditionally the peak season for the
electronic industry, hence for the Group. As the Group has secured full
production approval on several tuner modules for car audio from one
of the before-market customers in Korea, it is expected that tuner
modules for car audio business continue to achieve healthy growth in
the second half of the year. With introduction of more portable device
applications (e.g. MP3 players) as well as newly introduced wireless
speaker systems into market, the Group expects that turnover for the

second half year will be higher than that for the first half of the year.

However, as the industrial sector is still facing a challenging environment,
with rising labour wages, crude oil and material prices as well as
revaluation of RMB adding pressure, the Group’s profitability will still be
restrained for the rest of 2005. The Group has already taken all possible
remedial measures, including cost reduction plans and reinforcement in
research and development efforts in order to develop new and more

profitable products.

Recently, the Group has successfully developed a new switching mode
power supply for LCD TV and made its first trial order shipment in July
2005. Bulk shipment of this product is expected to start from fourth
quarter of 2005.
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Applying low temperature co-fired ceramic technology, the Group also
developed multi-layer circuit boards and has finished their engineering
tests. By replacing traditional printed circuit boards with the new circuit
boards, the Group plans to further miniaturize transmitters and tuner

modules for portable devices.

To capitalize on the tremendous opportunities in the digital era, the
Group has started testing trial modules of digital audio components
with its existing customers and plans to actively market tuner modules
for digital audio broadcasting (“DAB") in the first half of 2006.
Additionally, to capture the opportunities arising from digital multimedia
broadcasting (“DMB") kicking off in Korea in the second half of 2005,
the Group has been actively working with IC development companies
in Korea to develop and market tuner modules for DMB. The market

for the product is expected to emerge in the first half of 2006.

Although the second half of the year will still be full of challenges, riding
on its strong business foundation and the new products in the pipeline,
the Group is confident that it will be able to weather the industry

fluctuation and maintain its competitiveness.

Corporate Governance

The Group adheres to high standards of corporate governance to
properly protect and promote the interests of its shareholders, and it
has put in place corporate governance practices according to the code
promulgated by The Stock Exchange of Hong Kong Limited (the “Stock
Exchange”) during the review period. For example, the responsibilities
between the Chairman and the Chief Executive Officer are now
separately performed by different persons; board committees have been
set up to take up responsibilities as delegated by the Board while the
Board has reserved overall powers and responsibilities for the integrity
of financial information and the effectiveness of internal control systems

as well as operational functions and business strategies and so on.
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Corporate Social Responsibility

The Group acts in a socially responsible manner through various initiatives
on sustainability, which it sees as part of its overall commitment to
good corporate governance. In the review period, the Group had been
attentive to the environment, and the health and safety and fair treatment
of its staff. The Group conforms to the European Union's green
requirements in its manufacturing activities with all products subject to
restriction of hazardous substances, and trains managers and employees
about health and safety. The Group also maintains appropriate safety
systems and effective control to minimise staff exposure to potentially
hazardous materials or adverse conditions at work. As for the fair
treatment of staff, the Group ensures that each employee enjoys equal
opportunities, and no form of harassment or discrimination in respect

of employment and occupation is tolerated.

Investor Relations

The Group values its relationship with investors. Committed to
maintaining close relations with international funds, institutional investors,
analysts and securities firms, the Group has been active in improving
the transparency of all aspects of its operation, and has been receptive
to investors’ opinions. Our goal is to make sure investors thoroughly
understand the Group's management philosophy and long-term

development plans.

During the period, the Group arranged one-on-one meetings with fund
managers and analysts to enhance communication with them. The Group
believes maintaining an open mind to investors’ comments is instrumental
to forging strong investor relations and thanks its investors for their

continuous support over the years.
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Liquidity and Financial Resources

The Group maintained a healthy liquidity position with a cash level of
HK$128,520,000 as at 30 June 2005 (31 December 2004:
HK$130,821,000). The Group had net current assets of HK$250,349,000
as at 30 June 2005 (31 December 2004: HK$249,234,000). Shareholders’
funds were HK$335,333,000 as at 30 June 2005 (3| December 2004:
HK$327,936,000).

[ts current ratio, being the ratio of current assets to current liabilities,
was maintained at strong level of 4.07 (31 December 2004: 4.68), and
its gearing ratio, in terms of total liabilities to total assets, stood at 0.20

(31 December 2004: 0.17).

Foreign Exchange Exposure, Hedging and Off Balance
Sheet Financial Instruments

The revenue generated from sales activities are denominated in USD
and HKD. Payment for purchase of raw material is primarily made in

HKD, USD and Yen.

As HKD are pegged to the USD under the current exchange rate
system in Hong Kong, the Group is not exposed to significant foreign

exchange risk in HKD and USD.

As the Group's production plants are based in the PRC, most wages
and salaries and factory overheads are mainly denominated in RMB. A
2% appreciation of RMB at end of July 2005 has certain effect on the
Group's production costs. The Group will continue to monitor closely
fluctuations in foreign exchange rates and adopt prudent treasury policies

to reduce foreign exchange exposures, particularly in Yen and RMB.
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Acquisition and Disposal
The Group did not make any material acquisition or disposal of subsidiary

and associated company during the six months ended 30 June 2005.

Charges on Assets
As at 30 June 2005, there were no assets pledged to secure banking

facilities of HK$ 111,540,000 (3| December 2004: HK$104,000,000).

Contingent Liabilities
The Group did not have any significant contingent liability as at 30 June
2005 and 3| December 2004.

Employees and Remuneration Policies

As at 30 June 2005, the Group had about 2,029 employees, 38 of
whom were based in Hong Kong (31 December 2004: 37), 1,934 in the
Group's factories in Shenzhen, the PRC (31 December 2004: [,840)
and 57 in the Group’s research and development centre in Korea (31

December 2004: 32).

For the six months ended 30 June 2005, staff costs increased to
HK$31,296,000 (Six months ended 30 June 2004: HK$26,906,000) as
more staff were hired and the Chinese Government raised minimum
salary level during the review period. Our employees are remunerated
according to their performance, working experiences and market
conditions. In addition to basic salaries and retirement schemes, staff
benefits include a medical scheme, discretionary share options and

performance bonuses.
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