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Words from the President
KAL) RS

| am delighted to present the annual report of the Group for the year
ended 31 December 2006. The Group’s revenue and net profit were
approximately HK$3,419 million and approximately HK$373 million,
representing an increase of 25.71% and 28.28% respectively when
compared to 2005. Basic earnings per share for the year was HK24.8

cents, representing an increase of 12.22% when compared to last year.

The directors of the Company (“Directors”) have recommended the
payment of a final dividend of HK10.5 cents per share to shareholders
whose names appear on the Register of Members of the Company on 27
April 2007. The Company’s Register of Members will be closed from 25
April 2007 to 27 April 2007, both days inclusive, and the proposed final
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dividend will be paid on or about 8 May 2007. The payment of dividends
shall be subject to the approval of the shareholders at the forthcoming
annual general meeting to be held on 27 April 2007 (“Annual General

Meeting”).

THE WIRELESS MARKET
The priority for the Group in 2006 was to attain a leading position in the

competition of several new technologies such as 3G, FMC/WiFi, mobile
handsets with TV function and GPS, and our target was to become
one of the major suppliers when these new technologies become
formally commencialised. | am pleased to report that with the Group’s
investment in its research and development resources to develop these
new technologies and products during 2006, we are now in the leading
position in the research and development of these new technologies and

in the competition in our new focusing market — the handset market.

Another focus of the Group in 2006 was to strengthen our team in order
to explore new business opportunities and to compete for a share in the
international market, we need more talented people to join us. In fact,
competition in the IT industry is basically competition of people. Many
industry elites have joined the Group during the last half year. The Group
will continue its effort in recruiting more talents and industry elites in the

near future.

We have accomplished the above two significant strategic deployments in
2006, we are confident that the Group will realise its “second leap” in the

the coming years.
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BUSINESS REVIEW

Leading the field of handset independent design house in China

In 2006, the Group achieved a year of substantial growth in both

revenue and profit. We further strengthened our leading position in the

China handset independent design house industry while further gaining

market share in China, and increased our revenue to HK$3.4 billion.

The Company was able to maintain healthy business growth together

with a stable net profit margin in the handset market in China which was

competitive particularly in the second half of 2006.

1)

2)

Increasing investments in technologies and solutions offered

During 2006, the Group’s research and development team
continued to expand both in headcount and strategic investments
in technology licensing. New technology licences obtained in
2006 included Qualcomm WCDMA/HSDPA (3.5G), Kineto UMA
Fix Mobile Convergent (FMC) technology and NXP EDGE (2.75G)

technology platform for WiFi and EDGE combo handset solutions.

In 2006 we have launched altogether 29 handset platforms
that covered the global market from ultra low-cost handsets for
developing countries including Brazil and India, to multi-media
feature handsets with MP3, MPEG4, Camera, PDA, touch screen
with hand written recognition and GPS function for China’s mid-
range market and high-end custom design handset solutions for
European and US operators for EDGE/WiFi combo application and
3.5G WCDMA/HSDPA application.

Establishing a global customer base

In 2006, our wireless handset solutions together with our wireless
communication module solutions were shipped to more than 10
countries globally including China, Italy, Brazil, India, Russia,
Spain, USA, Malaysia and Singapore. Today, China still represents
our biggest business share and the Directors are pleased to report

our continuous market share growth within China.
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In the market segment of wireless communication module
solutions, Shanghai Simcom was ranked number one in China
in terms of market share. On a global basis our wireless module
market share was ranked number three and we are growing at a

pace of 159.27% year-on-year unit shipment in 2006.

In the handset design solutions segment, we shipped a total of
7.4 million solutions in 2006 and helped customers successfully
launched 269 handset models into the global market. The handset
design solutions are growing at a pace of 76.97% year-on-year on

unit shipment.

Effective cost and overheads control

In the second half of 2006, price competition was fierce in the
China handset market, attributed mostly by competitions from
global handset OEMs and partially by the over inventory situation

after the Labor Day holidays.

Despite the fierce competitions, the Group was successful in
maintaining net profit margins through effective overhead control
and operational efficiency enhancement. The cost competitiveness
of the Group was further improved through constructive supplier
negotiations to reduce components pricing. Furthermore, our
research and development (“R&D”) team helped develop
competitive cost solutions and our sales team worked with
customers on inventory pipeline management. Our management
team’s decades of experience in the electronics market has helped

the Group to overcome challenges its faced in 2006.

Strong financial performance and encouraging results from R&D

investment

Maintaining a strong and sustainable financial performance has always

been our business goal. Throughout 2006, the Group continued to run

the business with strong cash flow. Net cash generated from operations

in 2006 amounted to approximately HK$752 million. It is our goal to

continue our healthy business growth whilst maintaining a net cash

position at the same time. Despite the challenges in 2006, the Group

achieved significant improvements in product cost and overall expense
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effectiveness through increasing its scale of operations and higher

productivity. In addition to achieving strong revenue and higher profits,

the Group was able to maintain its net profit margin at 10.91% despite

a slight decline in overall gross profit margin to 14.74% as compared to
16.28% in 2005.

Our goal is to achieve continuous strong operational and financial

performance whilst creating best value and return for our shareholders.

BUSINESS OUTLOOK

1)

2)

3)

Global operators custom handset design

We have been engaging with 13 global operators on various
custom handset solution projects in 2006. In 2007, we will start
establishing global sales and marketing presence led by our
international sales and marketing senior vice president Mr Michael
Fu in order to support the local operators in their custom handset

projects launches.

Increasing resources in R&D to support new product launches
In the second half of year 2006, we had a controlled growth in our
in-house R&D team and used engineering out-sourcing to support
some of the lower priority projects. In year 2007, we will increase
the speed of expanding our in-house R&D team development in
order to support new technology platforms including TV-phones,
game phones, GPS phones, EDGE phones, pocket PC phones and
3.5G HSDPA solutions.

China 3G TD-SCDMA

The Group, in late 2006, was awarded the TD-SCDMA preliminary
approval licence by The Ministry of Information Industry of the PRC
for our single mode TD-SCDMA handset model. Together with our
designed single mode TD-SCDMA handset model for a global OEM
customer, we have two solutions supporting the current “friendly

user” test program run by the PRC government.
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Also, our developing dual mode TD-SCDMA handset model is
expected to be ready for launch around June or July of 2007. The
Directors believe the potential of the China 3G handset market is
huge and our current strong market position will enable us to be

one of the leading China 3G handset solution suppliers.

4)  Wireless module solution up-scaling
The Directors are committed to maintain our strong market position
in wireless module applications. Investments have been made in
cost improvement for the low-end models, which, together with
higher integration of system hardware and software engineering
support will give the Group a strong competitive edge in the global

market.

PROSPECTS

The Directors expect the global mobile handset demand will maintain a
steady growth in the coming years. The Directors also believe there will be
a significant growth in the newly developing technologies like WiFi combo
solutions for FMC fix mobile convergent applications in China 3G TD-
SCDMA and 3.5G WCDMA/HSDPA.

The Directors are delighted to have new young talents including Mr
Michael Fu (senior vice-president for international sales and marketing
team), Mr Derick Tsang (co-general manager for wireless module
business unit), Ms Sherry Xu (senior director for corporate sourcing) and
Mr Zhemin Li (general manager for TD-SCDMA business unit) joining our

management team and are optimistic about our business future.

Wong Hei, Simon
President

Hong Kong

14 March 2007
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