Kwang Sung Electronics H.K. Co. Limited « X EEF&BER AT

INTERIM DIVIDEND

The Board of Directors (the “Board”) has resolved
to declare an interim dividend of HKO.7 cents per
share for the six months ended 30 June 2006 (Six
months ended 30 June 2005: HK1.3 cents). Dividend
cheques will be dispaftched by mail on or about 13
October 2006 to shareholders whose names are
registered in the register of members on 6 October
2006.

CLOSURE OF REGISTER OF MEMBERS

The register of members of Kwang Sung Electronics
H.K. Co. Limited (the "Company”) will be closed
from 3 October 2006 to 6 October 2006, both dates
inclusive, during which period, no transfer of shares
will be effected. In order to qualify for the interim
dividend, all properly completed fransfer 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 29 September 2006.

MANAGEMENT DISCUSSION AND
ANALYSIS

Financial Review

During the review period, turnover from the
Company and its subsidiary (the “Group”) major
products such as tuner modules for home audios
and portable devices dropped. The declining
demand for analog products at the unfolding of
the digital era was the cause of the drop, despite
satisfactory growth in turnover of tuner modules for
car audios. As a result, the Group’s turnover for the
period under review was HK$270,374,000, a slight
decrease of HKS$12,199,000 or 4.3% against the
HK$282,573,000 in the corresponding period last year.
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Despite the decrease in turnover, gross profit
improved by 34.7% to HK$43,987,000 (Six months
ended 30 June 2005: HK$32,661,000). Gross profit
margin was 16.3% for the six months ended 30 June
2006 compared with 11.6% for the corresponding
period last year. Improvement in gross profit and
gross profit margin was the combined results of
effective cost reduction measures, increased
manufacturing efficiencies, and changes in product
mix.

Otfher revenue was HK$5,598,000 for the six months
ended 30 June 2006, compared with HK$3,231,000
for the corresponding period last year. The increase
was primarily from the compensation income of
HKS$1,273,000 received from a customer and a
HK$1,264,000 gain on disposal of fixed assets.

Operating expenses for the six months ended 30
June 2006 totalled HK$41,806,000, an increase of
48.2% over the corresponding period last year (Six
months ended 30 June 2005: HKS$28,216,000).
Operating expenses as a percentage of turnover
was 156.5% (Six months ended 30 June 2005: 10.0%).

Research and development expenses increased
substantially by HK$8,610,000 or 70.1% to
HK$20,896,000 from the HK$12,286,000 spent in the
corresponding period last year. The increase
represented costs associated with upgrading
existing products and developing new digital
products.

The Group recorded a provision for income tax of
HK$868,000 for the six months ended 30 June 2006
(Six months ended 30 June 2005: HK$1,006,000),
representing an effective tax rate of 11.2% (Six
months ended 30 June 2005: 13.1%).
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All circumstances taken intfo account, the Group
reported a profit after taxation attributable to
equity shareholders of HKS$6,911,000 for the six
months ended 30 June 2006, a slight increase of
HK$241,000 or 3.6% as compared to HKS$6,670,000
achieved in the corresponding period last year.

Liquidity and Financial Resources

The Group maintained a healthy liquidity position
with a cash and cash equivalents of HK$141,277,000
as at 30 June 2006 (31 December 2005:
HK$173,234,000). The Group had net current assets
of HK$256,871,000 as at 30 June 2006 (31 December
2005: HK$264,613,000). Shareholders’ funds were
HK$352,267,000 as at 30 June 2006 (31 December
2005: HK$350,738,000).

Its current ratio, being the ratio of current assets to
current liabilities, was mainftained at strong level of
3.91 (31 December 2005: 3.96), and its gearing ratio,
in terms of total liabilities to total assets, stood at
0.20 (31 December 2005: 0.21).

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 operating expenses
in Korea are paid in Korean Won ("KRW*).
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As USD is pegged to Hong Kong Dollars ("HKD"),
the Group does not expect any significant
fluctuation 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 shorf-term
imbalances.

As the Group’s production plants are based in the
Mainland China, most wages and salaries and
factory overhead are denominafted in Renminbi
("RMB”). However, as the fluctuation of the RMB
has been mild so far, the directors are of the view
that it is not necessary for the Group fo purchase
any forward foreign exchange contract to hedge
against exchange risks, but the Group will closely
monitor exchange rate fluctuations.

Investing Activities

The Group did not make any material acquisition
or disposal of subsidiary and associated company
during the six months ended 30 June 2006.

Charges on Assets

As at 30 June 2006, there were no assets pledged to
bank to secure banking facilities of HK$104,000,000
(31 December 2005: HK$104,000,000).

Contingent Liabilities

The Group did not have any significant contingent
liability as at 30 June 2006 and 31 December 2005.
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Employees and Remuneration Policy

As at 30 June 2006, the Group had about 2,190
employees of whom 39 were based in Hong Kong
(31 December 2005: 41), 2,042 in Mainland China
(31 December 2005: 1,968) and 109 in Korea (31
December 2005: 83).

For the six months ended 30 June 2006, staff costs
increased to HK$40,571,000 (Six months ended 30
June 2005: HK$31,296,000) as more staff were hired
in Korea. Our employees are remunerated
according to their performance, working
experiences and market conditions. In addition to
basic salaries and retirement schemes, staff benefits
include medical schemes, discretionary share
options and performance bonuses.

Business Review

Composite Components Business

Composite components business confinues to be
the major revenue source of the Group. For the six
months ended 30 June 2006, turnover of this
business segment amounted to HK$204,554,000, a
decrease of 11.6% when compared with
HK$231,332,000 for the same period in 2005. It
accounted for 75.7% of the Group’s total turnover
during the review period (Six months ended 30 June
2005: 81.9%). The drop in overall furnover of the
segment was the result of decrease in turnover of
funer modules for home audios and portable
devices although turnover of tfuner modules for car
audio grew.
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The tuner modules for car audios achieved strong
organic growth of 36.9% during the period under
review against the same period last year, delivering
a furnover of HK$48,435,000. With consumer pick
up of portable devices such as MP3 players
saturating, turnover of tuner modules for portable
devices was HK$12,081,000 during the period, a
drop of 55.4% against the same period last year.
The turnover of tuner modules for home audios was
HK$103,204,000, down 19.3%, reflecting the change
in consumer taste for home use audio equipment
and dwindling customer demand for analog
products.

The Group launched digital funer modules for digital
audio broadcasting ("DAB”) and digital multimedia
broadcasting ("DMB”) in the review period. Sfill in
the early adoption stage, they did not bring in
significant revenues, however, the customers’
responses were encouraging and positive. The
Group believes its tuner modules for DAB and DMB
have much room to grow in the market and is
prepared to seize every opportunity in the budding
market.

Apart from the products mentioned above, the
wireless solutions including the wireless speaker
system for home theatre in-a-box which was
launched in mid 2005 offered stable contribution
to the Group during the review period with the
turnover amounted to HK$19,550,000.
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Unit Electronic Components Business

Turnover generated from unit electronic
components business for the six months ended 30
June 2006 increased by 28.5% to HK$65,820,000 (Six
months ended 30 June 2005: HK$51,241,000),
accounting for 24.3% of the Group’s total turnover
(Six months ended 30 June 2006: 18.1%). The
increase is mainly atfributable to the new coils’
design-in on circuit boards customized for use in
our customers’ new products such as car audios
and amplifier modules.

Prospects

Looking forward, with the car audio market thriving
and the digitalization trend prevailing, the Group
expects tuner modules for car audios to confinue
fo deliver satisfactory growth. The future
performance of tuner modules for home audios and
portable devices, however, will depend largely on
the progress of the Group’s digital tuner modules
operation.

To effectively ride the digitalization tide, the Group
has invested ample resources in research and
development. It expects digital funer modules for
DAB and DMB to generate encouraging turnover
confributions in the second half year. In addition,
to develop tuner modules for digital high-definition
radio ("HD radio”), the Group signed an intellectual
property license and marketing support contract
with iBiquity Digital Corporation in the United States
in June. The contfract will facilitate development of
funer modules for HD radio with hybrid In-band on-
channel ("IBOC") technology. Originated in the
United States, IBOC is another backbone
digitalization technology used by fthe audio
broadcasting industry in the country.
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Heeding the declining demand for analog ftuner
modules for home audios and portable devices and
the impending requirement for tuner modules for
car audios fo incorporate HD radio function, the
Group is cautiously planning to shift emphasis on
tuner modules for DAB, DMB and HD radio in the
near future. The Group expects fo launch its IBOC
funer modules in the US market in early 2007.

To keep pace with changing end-user market
frends and seize opportunities in the digital era,
the Group is fransforming its operations. As an
upstream supplier in the supply chain of electronic
products, the Group’s success hinges on its ability
fo innovate and develop value-added products,
and this makes investment in research and
development critical. In the days forward, to brace
itself for challenges in the market and sustainable
growth, the Group will contfinue tfo inject
considerable resources info research and
development to facilitate design and refinement
of its core products and also to strengthen its core
competence.

Investor Relations

The Group values its relationship with investors and
is committed to maintaining transparency of the
Group’s management philosophy, operational
performance and strategic development plans.
During the review period, the Group arranged
meetings with fund managers and analysts fo share
and exchange opinions. The Company also
practises timely dissemination of information and
makes sure its website www.kse.com.hk containing
the most current information, including interim
reports, annual reports, announcements, press
releases and other corporate updates.

Interim Report 2006 » FERERE 2006

ERXASEMAIEANKEENELHA
ERBANSRETH TE  AREHE
MBS E R EEAANEHD radiol
BEMRERASER  AEBIEEEZS
RIEHARICEBELDEREEEDAB -
DMBHD radiofAE 82 E4A - AEE
BEHER-_ZSELFNEXEE D
IBOCHI G 2315 40 -

REMZEEPLMB B S W R
UARZEERBRHRNKE  AKEILEH
HEBELHAE -(FREFTEMMELR
B B e - AEBE K BRFHE
MERIBEEMNED  FLRERH
ERBERLBEAEZHFER - ERKH
B ROEMSEEXBMmMRNKLE
UREBREER  AEBEBEER
BMABEREMNEES £ - KR
RAEZOER  YMAETEZES -

KEEBR
AEBIFTERAEEENBREZR I
BA®BAEEETRES  ZEXREM
REERFTINEHE - BEHA -
NEBZHFEESEEMDITEZ K
TH AENMRRER o AR A TMER
T = R QA WA U
www . kse.com.hk HERITEE * B1F
RHIRRE - FIR - A FERBAMAQ A
ZHMEFEHR -

15



Kwang Sung Electronics H.K. Co. Limited « X EEFEBER AT

Corporate Social Responsibility

While the Company considers itself a part of the
community, the community is a stakeholder of the
Company and the Company recognizes its
responsibility to improve the well-being of society.
During the review period, the Group made
charitable and other donation of HK$780,000 (Six
months ended 30 June 2005: HK$680,000).

The Group is attentive to the health and work safety
of its staff and also makes sure they are freated
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 frained in health
and work safety. The Group maintains appropriate
safety systems and effective confrol to minimize
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.

DISCLOSURE OF INTERESTS AND
OTHER INFORMATION

Disclosure of Interests

Directors” and Chief Executive’s Interests and
Short Positions in Shares and Underlying Shares

As at 30 June 2006, the interests and short positions
of the directors and chief executive of the
Company in the shares, underlying shares and
debentures of the Company or any of its associated
corporations (within the meaning of Part XV of the
Securities and Futures Ordinance ("SFO”)) as
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