MANAGEMENT DiscussioN AND ANALYSIS

Results of operations

During the year under review, the Group was principally engaged in the
provision of chemical pesticides in the PRC.

For the year ended 31 December 2005, the Group reported turnover
of approximately HK$3 million (2004: HK$25 million), the decrease
was primarily due to the decrease in sales volume and increased
competition. Net loss was approximately HK$32 million as compared
to net loss of HK$12.7 million in 2004. Principal factors affecting these
changes, which were discussed further in the following, were the
decreased sales and impairment loss from certain production assets
and intangible assets as a result of continued deterioration in the Group's
income, which was particularly marked in the third to fourth quarter of
2004.

Total expenses increased by approximately HK$9 million to approximately
HK$34 million in 2005 as compared to approximately HK$25 million
in 2004. Major differences in total expenses were as follows:

—  Selling expenses were increased by approximately HK$0.7 million
to approximately HK$5.4 million in 2005.

—  General and administrative expenses were increased by
approximately HK$12.6 million to approximately HK$23 million
in 2005 from HK$10.3 million in 2004, which was attributable
mainly to the increase in professional fees associated with the
General Offer, the issue of Convertible Bonds and other Company
matters;

—  Impairment losses were approximately HK$5.5 million in 2005
as compared to approximately HK$9.6 million in 2004 which
was related to property, plant and equipment and intangible assets.
The impairment charges of assets were necessary to reduce the
carrying value of these assets to the management's estimate of
their net realisable value, based on valuation made by an
independent professional valuer, in light of the current market
conditions.
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Business review

Following the change of major shareholder in October 2005, the newly
appointed directors Mr. Isao Matsushima, Mr. Kwok King Yan, Edmund,
Mr. Osamu Nakano, Mr. Sosuke Kawanishi, Mr. Ryutaro Okada and three
independent non-executive Directors, namely Mr. Sun Juyi, Ms. Hin Yat
Ha and Ms. Chiu Ching, Katie conducted a review of the Group's
business.

To bring growth and increase returns to shareholders, the Company
has decided to seek investment opportunities in the high growth media,
advertising and communications sectors in the PRC and elsewhere. To
signify this important development, the Company changed its name to
“Signal Media and Communications Holdings Limited”. At the same
time, the Company has recruited a new management team with
international experience in these new sectors and believes that the
new strategy will bring opportunity, growth and better returns to
shareholders.

With the new direction, the Company successfully attracted corporate
investor in November 2005, namely Power Multi Equity No. 3 Investment
Partnership in the form of Convertible Bonds in the principal amount of
HK$51 million, convertible at HK$0.2713 per Share.

Liquidity and capital resources

As at 31 December 2005, the Group had cash and bank balances of
HK$180 million (2004: HK$151 million) placed in bank mainly as fixed
deposit. The directors believe that the Group has sufficient working
capital to meet its present requirements.

Capital structure of the company

The Group is financed by the shares issued and retained earnings. There
was no change in the capital structure of the Company during the year.
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Material acquisitions and disposals of
investments

The Group had no material acquisitions or disposals of subsidiaries or
affiliated companies during the year.

Significant capital expenditures
There were no capital expenditures during the year.
Details of charges on the Group’s assets

The Group had no charge on its assets at 31 December 2005 (2004:
Nil).

Contingent liabilities

The Group had no material contingent liabilities at 31 December 2005
(2004: Nil).

Indebtedness
Borrowings and gearing ratio

As at 31 December 2005, the Group did not have any bank facilities in
place and there were no bank borrowings outstanding. The Group’s
gearing ratio, measured by total borrowings to the shareholders’ funds,
was zero (2004: Zero).

Foreign exchange exposure

The directors believe that the exchange rate risk of the Group is minimal
because the Group's business transactions are principally in Renminbi
in the PRC, which was relatively stable during the year.

Employees

As at 31st December 2005, the Group had 50 employees. Employees
receive competitive remuneration packages including salary and medical
benefits. Key staff may also be entitled to performance bonus and stock
options to provide extra incentive to increase shareholder value.
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Audit Committee

The Audit Committee aims at providing an independent and objective
review of the financial reporting process, internal control and audit
functions of the Group. The current members are Mr. Sun Juyi, Ms.
Chiu Ching Katie and Ms. Hin Yat Ha and they all have extensive
experience in accounting, commercial and probate matter. The
Committee held periodic meeting to review the accuracy of the interim
and annual financial results before the reports were sent to Board for
approval.

The Audit Committee has reviewed the Group's annual results for the
year ended 31 December 2005.

Closure of Register of Members

The register of members of the Company will be closed from 22 May
2006 to 25 May 2006 (both days inclusive), and during which no
transfer of shares will be effected. In order to qualify the shareholders
of the Company to attend, act and vote at the forthcoming Annual
General Meeting, all transfer documents accompanied by the relevant
share certificates must be lodged with the Company's share register
and transfer office in Hong Kong, Hong Kong Registrars Limited, Hopewell
Centre, 46/F, 183 Queen'’s Road East, Wanchai, Hong Kong not later
than 4:00p.m. on 22 May 2006.
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