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During the year, the business
environment remained tough for
electronic industry, but the market
started showing recovery signs with
accelerating demands towards digital
products. Given the Group’s established
foundations, turnover of the Group for
2005 rose by 5.7% over last year to
HK$648,559,000 (2004: HK$613,607,000).
Profit for the year was HK$25,561,000,
dropped by 29.8% as compared to profit
of HK$36,412,000 for 2004. Basic
earnings per share were HK8.16 cents
(2004: HK11.62 cents).

FINANCIAL REVIEW

Turnover

The turnover was originated from two business streams
namely, composite components and unit electronic
components.

In view of the launching of new models of composite
components, a modest increase of 5.2% when compared to
last year was founded in the Group’s composite components
business. Turnover of composite components increased to
HK$520,269,000 (2004: HK$494,449,000). This amount
represented 80.2% of the turnover (2004: 80.6%).

Turnover of unit electronics components also grew by 7.7%
to HK$128,290,000 (2004: HK$119,158,000), representing
19.8% of the turnover (2004: 19.4%).

Gross Profit

During the year under review, the competition was still
fierce. Electronic components suppliers in general faced
substantial pressure on products price. Facing prolonged
price-hike of raw materials, percentage of raw materials
consumed to turnover increased from 67.8% in 2004 to
69.8% in 2005. Surging labour costs driven by labour-
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shortage in Mainland China also increased our production
costs. In spite of the decrease in provision for inventory by
HK$8,427,000, the Group still recorded a decline in gross
profit margin from 15.9% for 2004 to 13.9% for 2005.

Other Revenue

Other revenue, mainly representing bank interest income,
increased to HK$4,051,000 (2004: HK$1,172,000), as a result
of increase in interest rate.

Operating Expenses

Operating expenses increased by 13.2% from HK$57,425,000
for 2004 to HK$65,000,000 for 2005 due to the increase in
research and development expenses. As the directors
recognizes that research and development is key to
sustaining growth and success of the Group, the Group
further increased its research and development investment
by 63.5% to HK$28,922,000, representing 4.5% of turnover
for 2005 (2004: 2.9%). The expenses were used to support
and improve the quality of existing products and to develop
new products.

Taxation

The Group recorded a provision for income tax of
HK$3,430,000 for the year, an effective tax rate of 11.8% as
compared to a HK$4,690,000 provision for income tax and
11.4% effective tax rate for the previous year. The rise in
effective tax rate was mainly due to increase in PRC income
tax in respect of the subsidiary.

Profit for the Year

As a result of the combined effects of the above, the profit of
HK$25,561,000 for the year was recorded, as compared to the
profit of HK$36,412,000 in the previous year.

Working Capital

The Group is committed towards better capital management.
With implementation of new enterprise resource planning
system, the Group has provided a solid foundation for better
financial and operational control. During the year, the Group
managed to improve its average inventory turnover days from
71 days in 2004 to 57 days in 2005 and average debtor
turnover from 92 days in 2004 to 85 days in 2005.

Taking into account the improved cash and cash equivalents
as well as no bank borrowings, the Group’s liquidity position
remains strong and the Group has sufficient financial
resources to satisfy its commitments and working capital
requirements.

Liquidity and Financial Resources

The Group continued to maintain healthy financial position
with cash and cash equivalents reached HK$173,234,000 as
at 31 December 2005 (2004: HK$130,821,000). As at the year
end, banking facilities amounting to approximately
HK$104,000,000 were available (2004: HK$104,000,000).
The Group continued to operate under a debt-free model
with no bank borrowings as at the year end.

The Group had net current assets of HK$264,613,000 as at
31 December 2005 (2004: HK$248,345,000). Shareholders’
funds further increased from HK$327,936,000 as at 31
December 2004 to HK$350,738,000 as at 31 December 2005.

Current ratio, being the ratio of current assets to current
liabilities, was maintained at a strong level of 3.96

(2004: 4.66). Gearing ratio, in terms of total liabilities to total
assets, stood at 0.21 (2004: 0.17). As the Group’s strong
liquidity and financial position continues to be strong, the
board of directors considers that the Group has sufficient
financial resources to finance future capital expenditure
plans.

Foreign Exchange Exposure, Hedging and
Off Balance Sheet Financial Instruments

The Group is exposed to foreign currency risk primarily
through sales and purchases that are denominated in United
States Dollars (“USD”) and Japanese Yen (“JPY”) and its
foreign operation in Korea where the operating expenses are
paid in Korean Won (“KRW?”).

As USD is pegged to Hong Kong dollars (“HKD”), the Group
does not expect any significant movements in the USD/HKD
exchange rate. For other currencies like JPY and KRW, the
Group ensures that the net exposure is kept to an acceptable
level by buying or selling foreign currencies at spot rates
where necessary to address short-term imbalances.

As the Group’s production plants are based in the People’s
Republic of China (the “PRC”), most wages and salaries and
factory overheads are mainly denominated in RMB. A 2%
appreciation of RMB at the end of July 2005 has certain effect
on the Group’s production costs. As the fluctuation in RMB
has been only preliminary and mild for the time being, the
directors are of the view that it is not necessary for the Group
to purchase any foreign exchange futures or options contract
to hedge against exchange risks, but will closely monitor the
fluctuations in exchange rates of the currencies.

Investing Activities

The Group did not have any material acquisition or disposal
of subsidiary and associated company during the year ended
31 December 2005.
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Charges on Assets

As at 31 December 2005, there were no assets pledged to
bank to secure banking facilities of HK$104,000,000
(2004: HK$104,000,000).

Contingent Liabilities

The Group did not have any significant contingent liabilities
as at 31 December 2005 and 2004.

Dividend

The board of directors has recommended the payment of
final dividend of HK1.9 cents per share in respect of the year
ended 31 December 2005 (2004: HK1.4 cents) to shareholders
whose names appear in the register of members on 18 May
2006. The final dividend is subject to the approval of
shareholders at the Annual General Meeting to be held on

19 May 2006.

The Group’s long-term dividend policy will be not less than
30% of its net profit for each financial year. However, the
board of directors will review the dividend policy from time
to time in order to provide an attractive return to our
shareholders.

Closure of Register of Members

The Company'’s share register will be closed from 15 May
2006 to 18 May 2006, both dates inclusive. During which, no
transfer of shares will be registered. Dividend cheques will be
dispatched to shareholders on or about 26 May 2006. In order
to qualify for the final dividend, all properly completed
transfer forms accompanied by the relevant share certificates
must be lodged with the Company’s share registrar, Standard
Registrars Limited, at Level 25, Three Pacific Place, 1 Queen’s
Road East, Hong Kong not later than 4:00 p.m. on 12 May
2006.

BUSINESS REVIEW

Composite Component Business

This year, the Group derived almost 80.2% of its turnover
from composite components business. The segment’s
turnover amounted to HK$520,269,000, an increase of 5.2%
when compared with last year’s HK$494,449,000. The
continuing rise in demand for composite components
reflected that the Group has successfully jumped on the
bandwagon of the outsourcing market trends in electronic
components business.

The tuner modules for car audio and portable devices took
the lead in the Group’s growth during the year. The tuner
modules for car audio continued to deliver encouraging
growth of 32.6%, recording a turnover of HK$73,410,000.

This amount reflected 14.1% of composite components
business during the year. Tuner modules for portable devices
reported a turnover of HK$54,657,000, a steady increase of
7.8% in line with the wider and more prevalent use of
portable devices, such as MP3 players in the market. Turning
to the home audio market, sales of tuner modules for home
audio totalled HK$304,813,000, constituting the largest
portion of 58.6% in the segment’s total sales. Given the price
pressure on existing products from customers, the growth of
tuner modules for home audio was hindered, and the sales of
home audio FM front-end tuners and AM/FM tuner modules
dropped 9.2%. However, the tuner modules for home audio
continued to lever the existing market position, contributing
car audio and portable devices business.

Apart from continuing growth of existing products, with
power and amplifier technologies integrated, the Group
successfully launched a new product of wireless speaker
systems for home theater in-a-box in April 2005.
Accordingly, sales of wireless solutions increased by 195.1%
to HK$42,327,000 and its contribution is expected to increase
in 2006.

Backed by active research and development for the compact
size of the switching mode power supply (“SMPS”), the
Group started shipment of a SMPS for LCD TV in September
2005. Although it brought in a small portion of the total
turnover this year, it is expected to attain steady growth in
2006. During the year, SMPS for LCD TV and audio recorded
a turnover of HK$14,853,000, representing 2.9% of composite
component business.

Turning to the digital tuner modules, the Group completed
the long engineering process for the tuner modules for digital
audio broadcasting (“DAB”) and digital multimedia
broadcasting (“DMB”) during the year. With the advent of
new demand for the digital products, the Group made
material progress to launch the long incubated products of
the digital tuner modules for DAB and DMB in 2006.

Unit Electronic Component Business

The Group’s unit electronic component business recorded a
turnover HK$128,290,000 in 2005, representing a rise of
7.7% compared to HK$119,158,000 in 2004 and its
contribution to total turnover increase from 19.4% in 2004 to
19.8% in 2005. The growth was mainly due to increase in
sales of antennae and ceramic components.

With regard to the low temperature co-fired ceramic (“LTCC”)
technology, the Group successfully launched new products
called the multilayer LC filters during the year. Currently, the
production capacity is limited to expand the sales and
marketing for this product, however, with multiplayer circuit
boards to be utilized by LTCC technology for FM transmitters
and digital tuner modules cautiously examined, the Group
will consider further expansion of manufacturing facilities
applying LTCC technology.
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Prospects

The Group expects that the market will move towards
digitalization more actively in 2006 onwards. Accordingly,
the main thrusts of our strategies are to continue to introduce
new products and strive for better market penetration and
seizing profitable opportunities. With distinctive capabilities
and technical know-how, the Group will step up
development of digital module components for DAB and
DMB for commercialization, which are generally applied in
all kinds of audio and video products including home
audios, car audios, and portable and mobile devices such as
personal multimedia players (“PMPs”), personal data
assistants (“PDAs”) and mobile handsets.

The sales of composite components for car audio, portable
devices and wireless solutions are expected to experience
steady growth due to the Group’s continual efforts to expand
its self accessible market, which is also believed to apply
leverage to contribute to the future sales of digital products.
Relatively keen market competitions are expected for home
audio component business. However, with good customer
relationship maintained and business foundation for
technical know-how being solid, the Group as a leading
supplier expects to defend its market successfully.

The Group believes that its commitment to reinforce research
and development and marketing for outstanding new
products with diverse application such as SMPS for LCD TVs
and wireless solutions including but not limited to wireless
speaker systems will continue to translate into increasing
turnover for the Group in 2006. Eventually, our consistent
efforts to expedite new applications will present upside
market potential for the Group when the new applications
will converge on the products having various features.

The terrestrial digital multimedia broadcasting was initiated
in Korea in December 2005 and the other countries,
especially in Europe are expected to move faster forward
towards digital audio broadcasting in 2006. To fully capture
the lucrative opportunities arising from the development, the
Group is actively discussing with its Korean and local
partners regarding marketing its tuner modules for DMB and
DAB in the country. At the Group’s relentless marketing
effort, initial orders of tuner modules for DAB and DMB were
gained and the first shipments are scheduled in April 2006.

Building on the stable and solid relationship with the
existing customers, the Group is planning to enter another
new market for the global positioning systems (“GPS”) as
more portable and wireless products are expect to adopt GPS
functions as new features and the GPS is more actively in
transit from military use to consumer specific. The Group is
planning to launch GPS engines in the 2nd half of 2006 in
Korea and expects to expand its market to the European
countries as the first test satellite for the European navigation
Galileo was launched in December 2005, which facilitate
more active developments and demand for the GPS in
Europe. The target products of the Group for the GPS engines
are PMPs, DMB products, mobile handsets as well as car
navigation systems.

Looking ahead, the overall outlook for the Group is open for
improvement opportunities. The way ahead, the Group
expects to benefit from the revival of the regional economy
and improved consumer sentiments with the introduction of
active new products. Meanwhile, the management will
continue to aggressively control its operation and asset
management to improve the Group’s cost structure with
special focus on products that pose large potentials, thus
delivering add-on value to our shareholders.

Employees and Remuneration Policies

As at 31 December 2005, the Group had about 2,092
employees of whom 41 were based in Hong Kong (2004: 37),
1,968 were based in the Group’s factories in Shenzhen, PRC
(2004: 1,840), and 83 were in the Group’s research and
development centre in Korea (2004: 32).

For the year ended 31 December 2005, staff costs increased to
HK$74,064,000 (2004: HK$54,774,000), as more staff were
hired and the Chinese Government raised minimum salary
level in 2005. 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.

Corporate Social Responsibility

The community is a stakeholder of the Company. Kwang
Sung considers itself a part of the community and recognises
its responsibility as a good corporate citizen to improve the
well-being of society. During the year, the Group made
charitable and other donation of HK$1,345,000.

The Group is also attentive to the health and work safety of
its staff and also makes sure they are treated fairly. The
Group conforms to the European Union’s green requirements
regarding manufacturing activities for all products to be
subjected to Restriction of Hazardous Substances, and all
managers and employees to be trained in health and work
safety. The Group maintains appropriate safety systems and
effective control to minimise staff exposure to potentially
hazardous materials or adverse conditions at work. The
Group also ensures that each employee enjoys equal
opportunities, and no form of harassment or discrimination
in respect of employment and occupation will be tolerated.

Appreciation

Finally, I thank Kwang Sung’s shareholders for their support
over the years. My whole-hearted thanks also go to our
directors, the management team and all staff for their
diligence and outstanding performance in the past year laden
with challenges.

Yang Jai Sung
Chief Executive Officer
Hong Kong, 11 April 2006
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