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Financial Review

Br#5 ol R

In 2006, the Group invested
substantially, being 6.6% of the
Group’s turnover, in research and
development of various technologies
and applications for different
segments and markets. During

the year, turnover amounted to
HK$611,215,000. Having the strong
focus in research and development,
profit after taxation dropped by
27.8% to HK$18,458,000. Earnings
per share were HK5.89 cents.
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Turnover

Turnover has decreased by
5.8% from HK$648,559,000 to
HK$611,215,000. This is mainly
caused by a reduction in sales
of tuner modules for home
audio.

Turnover of composite
components has decreased by
9.1% from HK$520,269,000
in 2005 to HK$473,110,000

in 2006, representing 77.4%
of the turnover (2005: 80.2%).
Turnover of unit electronic
components has increased by
7.7% from HK$128,290,000
in 2005 to HK$138,105,000 in
2006. This amount represents

22.6% of the turnover (2005:
19.8%).

Gross Profit

Despite a decrease in turnover,
there has been an increase

of 4.2% in gross profit from
HK$89,944,000 in 2005 to
HK$93,736,000 in 2006. As a
result of cost reduction efforts
and changes in product mix,
gross profit margin has been
improved to 15.3% in 2006, as
compared to 13.9% in 2005.

Other Revenue
Other revenue has increased
by 71.0% from HK$4,051,000

in 2005 to HK$6,928,000 in
20086, primarily as a result of an
increase in bank interest income
and gain from disposal of fixed
assets.

Operating Expenses
Operating expenses have
increased by 22.7% from
HK$65,004,000 in 2005 to
HK$79,779,000 in 2006. It is
mainly due to the expansion
in sales and research and
development operations in
Korea, which have increased
expenses in personnel,
marketing and sales, as well as
depreciation.
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Taxation

Income tax expense has
reduced by 29.2% from
HK$3,430,000 in 2005 to
HK$2,427,000 in 2006, primarily
as a result of reduced profit
before tax. Our effective income
tax rate has decreased from
11.8% in 2005 to 11.6% in
2006.

Profit for the Year

The profit attributable to

our equity shareholders has
decreased by 27.8% from
HK$25,561,000 in 2005 to
HK$18,458,000 in 2006.

Net profit margin for the

profit attributable to equity
shareholders decreased from
3.9% in 2005 to 3.0% in 2006.

Financial Condition, Liquidity
and Financial Resources
The Group generally finances
the operations with internally
generated cash flow. As

on 31 December 2006, the
Group has cash and cash
equivalents of HK$169,679,000
(2005: HK$173,234,000)

and net current assets of
HK$265,048,000 (2005:

HK$264,613,000). Shareholders’

funds are at HK$361,662,000
as on 31 December 2006
(2005: HK$350,738,000).

At the year-end, the Group has
had no outstanding borrowing.
The current ratio, being the
ratio of current assets to current
liabilities, has been maintained
at a strong level of 3.92 (2005:
3.96), and the gearing ratio, in
terms of total liabilities to total
assets, stands at 0.20 (2005:
0.21).
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We have recorded a better
debtor turnover than in 2005
(2006 average debtor turnover:
77 days; 2005 average debtor
turnover: 85 days). Average
creditor turnover and average
inventory turnover were 65 days
(2005: 68 days) and 64 days
(2005: 57 days) respectively.

On the whole, the Group has
maintained a healthy financial
status, with sufficient financial
resources for our future
development.

Foreign Exchange Exposure,
Hedging and Off Balance
Sheet Financial Instruments
The Group is exposed to
foreign currency risks primarily
through sales and purchases
denominated in United States
Dollars (“USD”) and Japanese
Yen (“JPY”) and our operation
in Korea where the operating
expenses are paid in Korean
Won (“KRW”).

As Hong Kong Dollars (“HKD”)
is pegged to USD and Renminbi
(“RMB”) is managed float

with reference to a basket of
currencies yet within the limited
per day fluctuation, the Group
does not expect any significant
fluctuation in the HKD/USD
and RMB/USD exchange rate.
For other currencies such as
JPY and KRW, the Group has
taken steps to ensure that the
net exposure is kept to an
acceptable level by buying and
selling foreign currencies at
spot rates where necessary to
address short-term imbalance.

| PAGE 10

ANNUAL REPORT 2006 3R |



ﬁﬁ

SHXHBR-_TTRF
3,430,000/E7ET|§¢29.2%:I::
TERNF2,427,000487C © ThE
ZEARMBRTI AR F TREFTE ©
AEENERTEXH_TTH
FHM11.8% NEEZTTRNFH
11.6% °

FEHEF
BAEEABIGENHAZSTRF
#)25,561,000/8 7T TF&27.8% 2 =
TTNFH)18,458,000/8 7T © Ik
AEBABGRN 2 ENELR T
TRFM39% FTREZTTRF
#3.0% °

BN ~ REBIEESR
BB ER
NEE—RAEANIEED
REnAHEBREHES -
737\_? q/\fﬁ"f‘ H +_
H AEENR2RRESE
&¥5169,679,000/7C (=
TERF 173,234,000/

L) mRBEEFERA
265,048,000 (ZEEH
F 1 264,613,00087L) ° BN=
TEXNF+ A=+ HHBEER
&4 /361,662,000 (=&
THF © 350,738,00087T) °

392&@%;%%%4? (*fgﬂ
F:3.96) rmAaELE (#8
BHEAEEE) B/R0.20 (=
TETRF 10.21) o

Net Assets & & E

THET
HK$’000

400,000

350,000 327,936

313,746
300,000
250,000
200,000
159,640
150,000 i

100,000

0

350,738 2013662

2002 2003 2004

2005 2006

CEO'SREPORT T B & B #H & &

EUWEE R A ABR T RF
BRMHE (= 3/\&%?&’7&%
WHRF B RE (77K : =
ZRER T EKERER ﬂ@?%
1 85K) o FHEMNBEREE
REEFOFERERED G
65K (ZZEZRF 1 68K) &
AKX (ZZEZRHF [ 57K) o

EEgms @ AEEOMBEHRE
2 AExRMBERENER
RER

SERE - HIFR RIS
MIA

TEARAEE Y % R E
BIAFETTRAEE - 0 L%H
RERE 2 2T A BSR4 5
S - AEERTAZNERR o

ERBTTEETTHE - MARK

A EENFHEXREER
ReBRREBARNSE-ETE
BT - AEEERETY
ELRARBRETZEERTE
HBREAEXNLE - EXRAER
BESHMER - NEED KR
ekt ESBEBERT - RAVHE
REEINE - SR T
fay - femmRErRF R R B R ]
BHPRF o

| PAGE 11

Kwang Sung Electronics HK. Co.Limited % £ & ¥ & B B R 2

B



CEO'SREPORT T M & H # & £

Investment Activities

The Group has not made any
material acquisition or disposal
of subsidiary and associated
company during the year ended
31 December 2006.

Charges on Assets

As on 31 December 2006,
there are no assets pledged to
bank to secure banking facilities
of HK$133,400,000 (2005:
HK$104,000,000).

Contingent Liabilities

The Group does not have any
significant contingent liabilities
as on 31 December 2006 and
2005.

Employees and
Remuneration Policy

As on 31 December 2006,

the Group has about 1,951
employees (2005: 2,092) of
whom 22 are based in Hong
Kong (2005: 41), 1,828 in PRC
(2005: 1,968), and 101 in Korea
(2005: 83).

For the year ended 31
December 2006, staff

costs have increased to
HK$89,467,000 (2005:
HK$74,064,000), due to
expanding operations in Korea.
Our employees are remunerated
according to performances,
working experiences and
market conditions. In addition
to basic salaries and retirement
schemes, staff benefits include
medical schemes, discretionary
share options and performance
bonuses.

Proposed Final Dividend

The board of directors has
recommended the payment

of final dividend of HK1.1

cents per share in respect of
the year ended 31 December
2006 (2005: HK1.9 cents) to
shareholders whose names
appear in the register of
members on 18 May 2007. The
final dividend is subject to the
approval of shareholders at

the Annual General Meeting to
be held on 18 May 2007. 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 14 May
2007 to 18 May 2007, both
dates inclusive. During which,
no transfer of shares will be
registered. Dividend cheques will
be dispatched to shareholders
on or about 28 May 2007. 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 11 May 2007.

BUSINESS REVIEW
Composite Components
Business

Composite components
business has remained the
Group’s major source of revenue
in 2006 and contributed to
around 77.4% of the Group’s
total income. In 2006, the
revenue of this segment has
amounted to HK$473,110,000,
9.1% down from last year’s
HK$520,269,000. The lower
revenue was mainly the result
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of a drop in revenue from tuner
modules for home audio and
portable devices. Sales of tuner
modules for car audio, however,
has recorded a satisfactory level
of growth.

The Group’s persistent efforts

in expanding market share by
strengthening ties with existing
and new customers pushed

up sales of tuner modules for
car audio by a marked 41.1%
to HK$103,580,000. With

our constant improvement in
product quality and strong
backing from our research

and development centre to
provide localized technical
support, thereby sharpening

the competitive edge during the
year, the Group has earned the
continuous support from existing
customers and orders from new
customers. Building on our solid
business foundation, the Group
is ready to capture additional
business opportunities in the
future.

As for tuner modules for home
audio, serving a mature home
audio equipment market ridden
with competition from different
types of alternative portable
devices, sales dropped from
last year's HK$304,813,000 to
HK$245,076,000, accounting
for 51.8% of the total turnover
of the composite components
business. During the year, the
turnover of tuner modules

for portable devices was
HK$19,443,000, down 64.4%, a
result of more portable devices
incorporating tuner function

into chip-on-board and fewer
devices such as MP3 players
requiring radio function.

Launched in 2005, wireless
solutions, including wireless
speaker systems and
microphones, have reported

a slight growth of 1.3% in
turnover to HK$45,470,000 in
2006. The products are mainly
supplied to leading electronic
product companies and most

of them are installed in the final
products. The sales of switching
mode power supply (“SMPS”)
products has reduced by 60.9%
to HK$5,806,000 in 2006 mainly
due to the Group’s strategic
phaseout of SMPS for audio
segment as a separate product.

Turning to digital products, the
Group has launched digital tuner
modules for digital multimedia
broadcasting (“DMB”) in
navigation systems and personal
multimedia players (“PMP”) for
Korea market. Though both

are relatively new products,

they have gained satisfactory
market share in their respective
markets so far, and as such
have enabled the Group to
expand our overall market
share. Turnover from the digital
tuner modules for DMB and
digital audio broadcasting

(“DAB") was HK$27,530,000
in 2006. Though contributions
from the two new products are
still relatively small, the Group
is confident in their market
potentials and in capturing the
demands for them.

Aside from the new products of
digital tuner modules for DMB
and DAB, the Group has been
actively on process research
and development activities for
new products development such
as global positioning system
(“GPS”) engines, MP3 decoders
for car audios, Bluetooth
modules, and digital tuner
modules for Integrated Services
Digital Broadcasting - Terrestrial
(“ISDB-T”), a Japanese digital
multimedia broadcasting
standard, to make the Group’s
product mix rich and diversified.

Unit Electronic Components
Business

The revenue from unit electronic
components business has
amounted to HK$138,105,000
in 2006, 7.7% more than
HK$128,290,000 in 2005.

It accounts for 22.6% of

the Group’s total turnover.

The increase in sales of unit
electronic components mainly
stemmed from increased the
contribution from new products
launch of antenna and increased
regional market share of
transformers during the year.
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Prospects

Looking forward, tuner modules
for car audio, a product with
relatively high potential, will
continue to be the Group’s
growth driver. Currently, the
Group has a relatively small
market share, but demand for
the products in underdeveloped
and developing countries is
rising continuously. The Group
will continue to strengthen
collaboration with key customers
in before and after car audio
markets around the world. To
capture opportunities arising
from digitalization of consumer
products, the Group will try to
maintain growth in the sales of
tuner modules for car audio and
try to recapture demands for
tuner modules for home audio
with digital tuner modules such
as DMB, DAB and hybrid digital
radio (“HD Radio”).

With the successful launch in
Korea of digital tuner modules
for DMB in navigation systems,
PMP and car multimedia that
have navigation functions, the
Group expects strong growth
both in terms of sales and
market share in 2007. Drawing
from the experience in Korea,
the Group will modify and
enhance the technology while
applying it to other overseas
markets.

In June 2006, the Group has
signed an intellectual property
license and marketing support

contract with iBiquity Digital
Corporation (“iBiquity”) in the
United States to develop tuner
modules for HD Radio. Taking
advantage of the strategic
alliance between United States
radio broadcasters and iBiquity
in addition to the demand for
hybrid broadcasting of analog
and digital in tandem, the Group
expects to generate its revenues
from the tuner modules for HD
Radio in the years to come.

In 2006, the Group has invested
substantial capital and human
resources into research and
development - comparable

to 6.6% of the Group’s total
revenue - for the development
and enhancement of various
technologies and applications,
especially those related to digital
products. These efforts are a
long-term commitment of the
Group and will empower the
Group in meeting the ever-
changing demands in the digital
era. The Group will, at the
same time, remain prudent in
financial management and cost
control while keeping an eye
for opportunities that ensure

its continuous growth and
expansion in the business.

Corporate Social
Responsibility

The Company believes, as

a good corporate citizen, it
has the responsibility to help
improve social well-being. In
2006, the Company donated a
total of HK$1,560,000 (2005:

HK$1,345,000) to charity to
promote the welfare of the
needy. The Group is attentive to
the health and work safety of its
staff and treats its employees
fairly.

The Group conforms to the
European Union’s green
requirements including the
Restriction of Hazardous
Substances (“RoHS”) on
manufacturing activities for

all its products, and provides
adequate health and work safety
training to all its managers
and employees. 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
employees enjoy equal
opportunities, and does not
tolerate any form of harassment
or discrimination in respect of
employment and occupation.

Appreciation

On behalf of the management,

| wish to thank our customers,
suppliers, business associates
and shareholders for their
support. | would also like to
express my special thanks to our
staff for their invaluable service
and contribution last year.

Yang Jai Sung

Chief Executive Officer

Hong Kong, 17 April 2007
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