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PC Partner is a leading manufacturer of computer electronics. Our key products are video graphics cards, motherboards
and mini-PCs. We are also offering one-stop electronic manufacturing services to reputable brands all over the world.

As one of the leaders in the industry, we leverage our extraordinary research and development capabilities and state-of-

the-art production facilities to constantly bring new product ideas and leading-edge innovations to the market. We endeavor
to stay ahead of the industry to ensure success and competitiveness in serving the needs of our customers.
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Management Discussion and Analysis

BUSINESS REVIEW

The Group is principally engaged in the design, manufacturing and trading of video graphics card (“WVGA Cards”) for
desktop computer, electronics manufacturing services (“EMS”) and manufacturing and trading in other PC related products
and components.

The Group manufactures VGA Cards for Original Design Manufacturer/Original Equipment Manufacturer (“ODM/OEM”)
customers and also manufactures and market VGA Cards and other products under its own brands, namely ZOTAC,
INnno3D and Manli. The business relationships with NVIDIA and AMD, the two globally dominant graphics processing unit
(*“GPU”) suppliers, enable the Group to develop cost-competitive, high performance products and solutions to serve its
customers. VGA Cards remain the core business of the Group for the period under review.

The Group provides EMS to globally recognized brands, including major providers of Automatic Teller Machines (“ATM”)
and Point-Of-Sales (“POS”) systems, industrial devices, and various types of consumer electronic products. Aside from
VGA Cards and the EMS businesses, the Group manufactures and sell other PC related products such as computers,
motherboards, and other products and further derives revenue from trading of products and components.

Business Performance

Revenue has recorded an increase of HK$3,558.5 million, or 108.1%, from HK$3,290.8 million in the first half of 2020
to HK$6,849.3 million in the first half of 2021. The change was mainly resulted from an increase in sales of VGA Cards
by HK$3,484.6 milion as compared to the same period of last year. Besides the increase in sales of VGA Cards, the
EMS has also recorded an increase in revenue by HK$83.3 million but other PC related products and components have
recorded a decline in revenue by HK$9.4 million as compared to the same period of last year.

VGA Cards business has recorded an increase of HK$3,484.6 million, or 140.8%, from HK$2,474.3 million in the first
half of 2020 to HK$5,958.9 million in the first half of 2021. Sales of own brand VGA Cards increased by HK$2,813.8
million, or 175.9%, from HK$1,600.1 million in the first half of 2020 to HK$4,413.9 million in the first half of 2021. Demand
of own brand VGA Cards remained very strong throughout the first half of 2021, especially the demand of the RTX 3000
Series VGA Cards consistently far exceeded supply since the products were first launched in September 2020. RTX 3000
Series VGA Cards remained out of stock at major retailers, e-commerce stores and distributors for most of the time in
the first half of 2021. Due to the imbalance between demand and supply of VGA Cards, customers were willing to accept
price increases throughout the first half of 2021 and the average selling price (“ASP”) increased by approximately 103.5%
from the first half of 2020 to the first half of 2021. In addition, the product mix of VGA Cards which included own brand
and ODM/OEM VGA Cards was shifted towards more expensive product lines which resulted in a higher ASP in the first
half of 2021.
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ODM/OEM orders on VGA Cards increased by HK$670.8 million, or 76.7%, from HK$874.2 million in the first half of
2020 to HK$1,545.0 million in the first half of 2021. Approximately HK$273.5 million of the sales was contributed by
Crypto Mining Processor cards (“CMP Cards”) to professional miners in the first half of 2021. Shortage of supply on
central processing unit (“CPU”) and GPU has disrupted PC production schedules of original ODM/OEM customers;
therefore, sales volume of VGA Cards to the ODM/OEM customers declined by 16.7% in the first half of 2021 as compared
to the same period in last year. Higher ASP of RTX 3000 Series VGA Cards manufactured for ODM/OEM customers has
jacked up the sales revenue and has compensated for the decline of sales volume in the ODM/OEM VGA Cards segment.

EMS business has recorded an increase of HK$83.3 million, or 27.9%, from HK$298.8 million in the first half of 2020 to
HK$382.1 million in the first half of 2021. The growth was mainly due to more orders for the ATM and POS systems as
well as other consumer electronic products during the period under review. Other PC related products and components
business decreased by HK$9.4 million, or 1.8%, from HK$517.7 million in the first half of 2020 to HK$508.3 million in
the first half of 2021. It was mainly due to less trading activities as a result of supply shortage of components during the
period under review.

Revenue of brand business sector increased by HK$2,905.0 million, or 172.1%, from HK$1,687.8 million in the first half
of 2020 to HK$4,592.8 million in the first half of 2021, it was mainly driven by a strong sales performance of own brand
VGA Cards and a continuous demand of computer and gaming hardware during the long lasting COVID-19 pandemic
outbreak. The Group has also established e-commerce platforms in Japan, Korea and the United States under ZOTAC
business, direct sales to consumers have reached HK$135.0 milion which represented 2.9% of total brand business
revenue in the first half of 2021 and such direct sales revenue was HK$7.8 million for the same period in last year.

The ODM/OEM business sector which includes component trade has recorded an increase in revenue of HK$653.5 million,
or 40.8%, from HK$1,603.0 million in the first half of 2020 to HK$2,256.5 million in the first half of 2021. It was mainly
resulted from increase in sales of ODM/OEM VGA Cards together with more orders from EMS business which offset a
lower level of component trade activity.

All geographical regions, the Asia Pacific (“APAC”), the Europe, Middle East, Africa and India (“EMEAI”), the North and
Latin American (“NALA”) and the People’s of Republic of China (“PRC”) regions have reported a strong sales growth in
the range of 66.6% to 157.9% in the first half of 2021 as compared to the same period in last year.

APAC Region

In the APAC region, the revenue increased by HK$894.3 million, or 66.6%, from HK$1,343.3 million in the first half of
2020 to HK$2,237.6 million in the first half of 2021. It was mainly driven by a strong demand of own brand VGA Cards
together with more orders on ODM/OEM VGA Cards during the period under review. The region has benefited from sales
volume increase and higher ASP on both own brand and ODM/OEM VGA Cards.
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Management Discussion and Analysis

I

EMEAI Region

In the EMEAI region, the revenue amounted to HK$1,700.7 million in the first half of 2021, representing an increase of
HK$1,041.2 million, or 157.9%, as compared to HK$659.5 million in the first half of 2020. It was mainly driven by a
strong sales growth of the own brand VGA Cards together with an increase in the sales of desktop PCs in the region.
In addition, there were more orders on ATM and POS systems under EMS division in the first half of 2021 as compared
to the same period in last year.

NALA Region

In the NALA region, the revenue amounted to HK$1,099.9 million in the first half of 2021, representing an increase of
HK$613.3 million, or 126.0%, as compared to HK$486.6 million in the first half of 2020. The change was mainly resulted
from a strong sales of own brand VGA Cards with an increase in both the sales volume and the ASP during the period
under review.

PRC Region

In the PRC region, the revenue amounted to HK$1,811.1 million in the first half of 2021, representing an increase of
HK$1,009.7 million, or 126.0%, as compared to HK$801.4 million in the first half of 2020. Besides the strong sales
performance of own brand VGA Cards in 2021, the Group has also fulfilled orders of the new CMP Cards for cryptocurrency
mining customers which has contributed approximately HK$273.5 million during the period under review.

Business Compliance

The Group has achieved an on-going compliance with laws and regulations with its operating entities, and fulfilled different
social responsibilities according to ISO9001, ISO14001, 1ISO45001, QCO80000 and the code issued by Electronic Industry
Citizenship Coalition (“EICC”).

Principal Risks and Uncertainties

The Group has operated in a fast moving and highly competitive environment and the product life cycle tends to be
shortened over the years. New products introduction requires significant resources involvement from development,
production, sales and marketing. The Group will be at risk and may lag behind the competition if it cannot respond
promptly to the changing business environment. Technological change may impose an adverse impact on the business
if the Group is unable to adopt new technologies and develop the relevant products to catch the market trend on timely
basis. Talent is a key to success of technology company so that engineering and product development talents are critical
to the Group. Lack of capable talents on design and development of new products is a risk to the Group on
competitiveness. The Group would continue to review the human resources and look for capable talents to join the Group
in order to stay ahead of technology and develop new products efficiently against competition.
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Business relationship with customers and suppliers are also crucial for the business success. The Group has established
a long business partnership with AMD and NVIDIA, and rides on the technologies from these technology leaders to
develop own products and gain the know-how of the technologies on business development. Discontinuance of the
business partnership would be a threat to the Group. The Group would continue to maintain a strategic business
relationship with the technology partners, customers and suppliers, and continue to explore new cooperation opportunities
in the industry.

The outbreak of COVID-19 pandemic has lasted for more than a year and is still threatening human being. Even though
millions of people had been fully vaccinated, it does not give a full protection to human being especially on the virus
variants. The latest Delta variant has demonstrated a higher transmissibility which has already spread out to many countries.
The current vaccines may not be highly effective to prevent infection with the Delta variant virus as indicated by the World
Health Organization (“WHQO”) and experts. Many countries and cities had lifted restriction on social distancing, mobility,
travel and quarantine. Unfortunately, many governments had tightened the restrictions again as COVID-19 cases surged
in their countries and cities. The virus continues to be a threat on supply chain and logistics, productivity, and both
consumer and corporate demands.

The growing tensions over trade and technology between the two biggest economies, China and the United States, is a
threat to the global economy which may affect confidence in terms of consumer spending and corporate capital
expenditure. A further trade restriction and tariff imposed on import and export of technology and products between
China and the United States would increase the cost of products and then ultimately pass onto consumers that may
discourage and reduce consumer and corporate demand in long run. Furthermore, it is still uncertain about the impact
to the business of the Group of the revocation of the United States — Hong Kong Policy Act of 1992 in future. Most of
the products manufactured by the Group rely on U.S. technologies. It is a risk to the Group if the United States put a
restriction on export of consumer grade technologies to Hong Kong.

VGA Card has recently experienced a large demand for cryptocurrency mining since the cryptocurrency prices have
increased again by end of last year. The appreciation of cryptocurrency generated a dramatic increase in computer
hardware demand which includes VGA Cards back in 2017; however, the demand momentum was lost once the
cryptocurrency significantly depreciated in 2018. Those companies and individuals who bought machines and VGA Cards
they hold for cryptocurrency mining ended up with selling machines and equipment at a big discount in the market, so
the market was flooded with both new and second hand VGA Cards and took more than one year to clear the inventories.
The Group ended up with a significant write down on inventories and sold VGA Cards at discount or at a loss in order
to reduce the inventory risk. Although the Group remains focused on gaming business and not selling VGA Cards to
cryptocurrency miners except the CMP Cards which are designed for cryptocurrency mining, the Group could not control
its customers and distributors who might have sold products to the cryptocurrency miners either directly or indirectly even
though the Group has strongly advised its customers and distributors not to sell the Group’s products to the cryptocurrency
miners. If the cryptocurrency prices crashed again in future, inventory risk will increase and the Group may be compelled
to clear its on-hand inventories by selling products at a discount or at a loss again.

China has recently imposed rules to crack down on cryptocurrency mining and trading since May 2021 which caused a
drop on prices of cryptocurrencies. It is uncertain what will be the impact on the demand of VGA Cards and whether
there will be excessive second hand VGA Cards from cryptocurrency miners flooding in the market again. If there will be
many second hand VGA Cards being re-sold in the market at a big discount, the Group may have to sell its on-hand
inventories at a discount or at a loss to reduce the inventory risk.

8 PC Partner Group Limited e Interim Report 2021



The Group is not aware of any other particular or important event that has occurred which would trigger a risk and
uncertainty as at 30 June 2021.

Outlook

The profit in the first half of 2021 far exceeded previous years which was driven by a remarkable sales performance of
VGA Cards. Sales outlook remains strong as the fundamentals that drive the business have not changed much since
2020. The demand of VGA Cards keeps exceeding the supply throughout the rest of the year or may even last for a
longer period of time. Product prices are likely going uptrend as the product mix of VGA Cards keeps moving towards
higher ASP product lines and the latest RTX 3000 VGA Cards series remain one of the hottest selling products in the
computer industry. Various semiconductor foundries have announced capacity constraint and will probably take two to
three years to resolve the issue. The demand and supply imbalance of VGA Cards shall continue to drive a strong business
performance in the upcoming quarters.

In addition, cost increase of components and logistics will further put upward pressure on product prices. Due to the
long lasting pandemic crisis, some major components continue facing supply shortages. The situation may not improve
soon so that the demand over supply of the components will drive the cost up which will likely reflect on product pricing.
The longer lead-time of sea shipment continues to force some businesses switching from sea shipment to air freight
delivery. Such additional cost of delivery may ultimately be passed onto customers which is another factor causing price
increase.

China has recently cracked down on cryptocurrency mining and trading and caused a sudden drop of VGA Cards demand
in the region. It appears that there is not a lot of second hand mining equipment including VGA Cards being re-sold in
the market causing a significant drop on prices. Demand of VGA Cards in China rebounds afterwards which may be due
to the demand still surpassing the supply in the market. The cryptocurrency mining crackdown in China does not seem
to have an impact on the overseas markets as the VGA Cards demand remains strong in most other countries. The
Group will continue selling CMP Cards as long as there is a demand in the professional mining sector.

FuZhou Partner Cloud Technology Co., Limited (“joint venture company”) which provides leasing of systems in China has
temporarily ceased operations in July 2021. The provincial government has requested all the data centers in the province
to perform a self investigation to identify whether there was computational power in data centers serving cryptocurrency
mining which are required to suspend immediately. The joint venture company had entered contracts with customers on
leasing systems for cloud computing applications and it has come to our knowledge that customers had used the systems
for cryptocurrency mining. The joint venture company has ceased to provide services to the mining customers since the
middle of July 2021 and has started exploring solutions such as cloud computing applications and other feasible
alternatives. It will take some time for the joint venture company to restructure the business and then resume it on a
right track. The joint venture company may not generate a positive return to the Group on the upcoming months but its
long-term business outlook remains positive since the demand of computational power continues to grow in the PRC
and in the rest of the world.
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Management Discussion and Analysis

FINANCIAL REVIEW

Revenue

The Group’s total revenue increased by HK$3,558.5 million, or 108.1%, from HK$3,290.8 million in the first half of 2020
to HK$6,849.3 million in the first half of 2021. It was mainly contributed by a strong sales performance of VGA Cards
with a higher sales volume and a substantial increase in ASP.

Revenue on VGA Cards increased by HK$3,484.6 million, or 140.8%, from HK$2,474.3 million in the first half of 2020
to HK$5,958.9 million in the first half of 2021. Revenue on own brand VGA Cards increased by HK$2,813.8 million, or
175.9%, from HK$1,600.1 million in the first half of 2020 to HK$4,413.9 million in the first half of 2021. The demand of
the VGA Cards, especially the latest RTX 3000 Series VGA Cards, consistently far exceeded supply throughout the first
half of 2021. Customers were wiling to pay for higher prices to get allocation of VGA Cards and many gamers still
complained being unable to buy RTX 3000 series VGA Cards since the products were launched. The Group has also
raised the prices on regular basis and part of the prices increase was to compensate the continuous cost increment on
components and logistics. In addition, product mix of brand VGA Cards was shifted towards more expensive product
lines which has also induced a higher ASP in the first half of 2021. ASP has been increased substantially by approximately
103.6% in the first half of 2020 to the first half of 2021.

The revenue on ODM/OEM orders of VGA Cards increased by HK$670.8 million, or 76.7%, from HK$874.2 million in the
first half of 2020 to HK$1,545.0 million in the first half of 2021. Under the ODM/OEM VGA Cards segment, approximately
HK$273.5 million was the orders of CMP Cards sold to professional miners during the period under review and there
was no CMP Cards being sold for the same period in last year since the CMP Cards were newly introduced by NVIDIA
in this year. The revenue from the ordinary ODM/OEM orders of VGA Cards increased by HK$397.3 million, or 45.4%,
from HK$874.2 million in the first half of 2020 to HK$1,271.5 million in the first half of 2021. Sales volume of ODM/OEM
VGA Cards dropped by 16.7% during the period under review, it was mainly due to a continuous shortage of supply on
both CPU and GPU affected the PC production schedules of ODM/OEM customers and such production schedule delay
caused a drop in sales volume. Due to a change of product mix towards more expensive VGA Cards and prices have
been increased to compensate a rise on component costs, the ASP of original ODM/OEM customers has increased by
approximately 75.5% in the first half of 2021 as compared to the same period in last year. The higher ASP fully
compensated the decline of sales volume and resulted in an increase of revenue for HK$397.3 million, or 45.4% in the
ODM/OEM VGA Cards segment without taken into account the sales of CMP Cards during the period under review.

Revenue derived from the EMS business amounted to HK$382.1 million in the first half of 2021, representing an increase
of HK$83.3 million, or 27.9%, as compared to HK$298.8 million in the first half of 2020. The growth was mainly due to
more orders on the ATM and POS systems as well as other consumer electronic products during the period under review.
Sales volume of EMS orders declined in the first half of 2021 as compared to the same period in last year, it was mainly
due to shortage of components supply which in turn resulted in a lower sales volume. However, the ASP has increased
by 44.4% which was contributed from both a change of product mix and price increase to compensate for the increase
in component costs.

Other PC related products and components business decreased by HK$9.4 million, or 1.8%, from HK$517.7 million in

the first half of 2020 to HK$508.3 million in the first half of 2021. It was mainly due to less trading activities as a result
of supply shortage of components during the period under review.
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Management Discussion and Analysis

Gross Profit and Margin

The Group’s gross profit in the first half of 2021 was HK$1,864.1 million, representing an increase of HK$1,566.6 million,
or 526.6%, as compared with HK$297.5 million in the first half of 2020. Gross profit margin increased by 18.2% to 27.2%
in the first half of 2021 as compared with 9.0% in the first half of 2020. A substantial increase in gross profit was mainly
due to a strong sales performance of VGA Cards with price increase and a change of product mix towards more expensive
product lines especially of the own brand VGA Cards during the period under review. Overall sales volume of VGA Cards
which included both own brand and ODM/OEM VGA Cards increased by 13.8% and the ASP increased by 112.7% in
the first half of 2021 as compared to the same period in last year.

Material cost as a percentage of sales decreased by 17.4% from 88.2% in the first half of 2020 to 70.8% in the first
half of 2021. It was mainly contributed by price increase in most of the product lines especially the VGA Cards which
has recorded a substantial increase in ASP during the period under review. The Group has spent more on conversion
cost which consisted of direct labour and production overheads for a total of HK$42.4 million, or 46.2%, from HK$91.7
million in the first half of 2020 to HK$134.1 million in the first half of 2021. A higher spending of conversion cost was
associated with wages increase for factory labour and increase of production output during the period under review.
Conversion costs as a percentage of sales reduced by 0.8% from 2.8% in the first half of 2020 to 2.0% in the first half
of 2021, which was mainly resulted from price increase and a change of product mix towards more expensive product
lines that has driven down the conversion cost to sales as a ratio.

Other Revenue and Other Gains and Losses

Other revenue and other gains and losses increased by HK$19.7 million, from HK$5.4 million in the first half of 2020 to
HK$25.1 million in the first half of 2021. The change was mainly contributed by the income on leasing machines and
equipment for a total of HK$27.7 million in the first half of 2021 and such income was only HK$7.7 million in the first
half of 2020. The Group has incurred more net exchange loss of HK$20.9 million in the first half of 2021 as compared
to HK$17.9 million for the same period in last year. Sundry income increased from HK$3.3 million in the first half of 2020
to HK$9.7 million in the first half of 2021, which was mainly due to shipping cost charged back to customers and
promotion incentive collected from business partners. Government grants have decreased from HK$2.1 million in the first
half of 2020 to HK$0.5 million in the first half of 2021. Majority of the government grants was associated with the
Employment Support Scheme under the Anti-epidemic Fund launched by the Hong Kong SAR Government supporting
the payroll of the Group’s employees in 2020 and such arrangement was no longer available in 2021. The Group has
also received COVID-19 related rent concessions for HK$1.8 million in the first half of 2020 and there was no such
arrangement in the first half of 2021.

Operating Expenses

Operating expenses, consisting of selling and distribution expenses, administrative expenses, impairment loss on financial
assets and finance costs, increased by HK$506.9 million, or 188.6%, from HK$268.8 million in the first half of 2020 to
HK$775.7 million in the first half of 2021. The change was mainly due to impairment loss of financial assets, additional
provision of directors’ profit sharing and staff bonus under administrative expenses as well as a higher spending on selling
and distribution expenses.

Interim Report 2021 « PC Partner Group Limited 1

-]

g




e

Management Discussion and Analysis

Selling and distribution expenses increased by HK$39.6 million, or 90.2%, from HK$43.9 million in the first half of 2020
to HK$83.5 million in the first half of 2021. Freight and transportation expenses under selling and distribution expenses
increased by HK$16.6 million, or 118.6%, from HK$14.0 million in the first half of 2020 to HK$30.6 million in the first
half of 2021. It was mainly due to an increase on both air freight and sea shipment charges during the period as well
as re-allocation of more goods for air shipment instead of sea shipment which has resulted in a higher spending of the
freight and transportation expenses. COVID-19 has continued to decline in container capacity, tighter air and sea shipment
capacity, ports congestion, and trucking and warehousing bottlenecks. In addition, provision of return mechanize, sales
commission and marketing expenses together increased by HK$20.7 million, or 180.0% from HK$11.5 million in the first
half of 2020 to HK$32.2 million in the first half of 2021. Such an increase was in line with the sales growth in the first
half of the year.

Administrative expenses was HK$167.6 million higher than the same period in last year, which increased by 84.7% from
HK$197.9 million in the first half of 2020 to HK$365.5 million in the first half of 2021. Staff costs included directors’
remuneration under administrative expenses increased by HK$154.4 million, or 119.3%, from HK$129.4 million in the first
half of 2020 to HK$283.8 million in the first half of 2021. It was mainly associated with provision of staff performance
bonus and directors’ profit sharing scheme. Other administrative expenses increased by HK$13.2 million, or 19.3%, from
HK$68.5 million in the first half of 2020 to HK$81.7 million in the first half of 2021 which was mainly due to an increase
in depreciation and consumables during the period under review.

The impairment loss on financial assets increased by HK$307.9 million, or 4,160.8%, from HK$7.4 million in the first half
of 2020 to HK$315.3 million in the first half of 2021. The Group has entered an installment payment scheme under a
sales contract with a customer for sale of VGA Cards in 2019. However, the COVID-19 pandemic crisis has resulted in
operation lockdown of the customer and resulted in a delay of payment. A revised repayment schedule was agreed by
both parties with the last installment falling in September 2022. The customer has resumed regular repayment from
October 2020 to June 2021 and the total collected amount of the receivable was HK$298.6 million as at 30 June 2021.
The recent crack down on cryptocurrency mining and trading in China has forced the customer to cease operation and
resulted in a repayment issue of the remaining installment receivable. The Group has reviewed the collectability of the
debts. It is uncertain when the customer will be able to resume payment of the remaining balance according to the
installment payment scheme; therefore, the Group has decided to make a full impairment of the remaining installment
receivable of HK$315.6 million in the first half of 2021.

Finance costs decreased by HK$8.2 million, or 41.8%, from HK$19.6 million in the first half of 2020 to HK$11.4 million
in the first half of 2021. The decrease was mainly resulted from lower bank borrowing throughout the first half of 2021
as compared to the same period in last year.

Share of profit of a joint venture increased by HK$55.4 million, or 971.9%, from HK$5.7 million in the first half of 2020
to HK$61.1 million in the first half of 2021. The joint venture company has leased out most of the systems which generated
a high income level and profit in the first half of 2021. The operation was very much interrupted by the lockdown in China
during the COVID-19 pandemic crisis which only generated a lower profit contribution to the Group in the first half of
2020.
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Profit for the Period

The Group recorded a profit attributable to owners of the Company of HK$932.2 million in the first half of 2021 as
compared with the profit attributable to owners of the Company of HK$31.7 million in the first half of 2020. The increase
was mainly due to a strong sales performance which contri