


Management Discussion and Analysis

OVERALL REVIEW

The Group recorded a turnover of HK$486 million for the year,
a gentle decline of 4.1% against HK$506 million in 2002. The
decline in turnover was mainly attributable to the drop in

demand for communication products and multimedia products.

The major source of profits came from the group’s electro-
acoustic businesses, representing 67.5% of the turnover. These
business segments consisted of audio products, communication
products and multimedia products. The remaining 32.5% of the
turnover was from the sales of electro-acoustic parts, electronic
products and other accessories and rental income. Analysis of
the turnover by business segments and geographical segments

are included in Note 30 to the accounts.

The Group recorded a decline in the gross profit from operations,
a decrease from HK$159 million in 2002 to HK$140 million in
2003. The overall gross profit margin of its products also
dropped from 31.4% last year to 28.7% this year. The decline
was mainly the result of the drop in turnover for communication
products and multimedia products and the depreciation on the
new plant facilities and equipments acquired in preparation

for growing production volumes in the coming years.

For the year ended 31 March 2003, the Group reported a profit
attributable to shareholders of approximately HK33.2 million,
down by approximately 41.2% from HK$56.4 million for the
previous year. The decrease was primarily due to the depressed
global consumer market and the inclusion in the results of a
significant provision of approximately HK$7.0 million made
against a US customer and the one-off expenses aggregating
HK$3.5 million incurred during the year under review. These
one-off expenses were mainly the spending on the customer
promotional activities for strengthening the customer
relationships during the Group's 20th anniversary, and the write-
off of the carrying value of the offices’ decoration and expenses
incurred in relation to the removal of head office. Excluding
this provision and the one-off expenses, the Group's profit would
be HK$43.7 million, representing a drop of 22.7% from last
year. Basic earnings per share were approximately HK9 cents
(2002: HK16 cents).
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LIQUIDITY AND FINANCIAL RESOURCES

The Group continued to maintain a healthy financial position
during this year. As at 31 March 2003, net current assets
amounted to approximately HK$108 million (2002: HK$142
million). The Group’s current and quick ratio (excluding
inventories) were 1.70 times (2002: 2.30 times) and 1.28 times
(2002: 1.85 times) respectively. These indicate that the Group

is able to meet future obligations without any difficulty.

The Group had cash and bank deposit of approximately HK$134
million (2002: HK$136 million) of which approximately HK$32
million (2002: HK$2 million) were pledged to banks for short-
term loans granted to the Group. About 3.2%, 0.2% and 79.4%
of the total cash and bank deposits were denominated in
Chinese Renminbi, Japanese Yen and US dollars respectively

and the remainder in Hong Kong dollars.

Following the review of the need of working capital and funds
for expansion in the near future, the Group had invested
approximately of HK$11 million (2002: HK$27 million) surplus
cash in securities and investment funds for the purpose of
earning high yield return. As at 31 March 2003, the securities
held for long-term purpose accounted for approximately HK$38
million (2002: HK$27 million), comprising several overseas listed
bonds of approximately HK$10 million (2002: HK$7 million),
several structural notes issued by overseas banks of
approximately HK$11 million (2002: HK$12 million), and
investments funds managed by overseas investment companies
of approximately HK$17 million (2002: HK$8 million).
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LIQUIDITY AND FINANCIAL RESOURCES (Continued)

For the purposes of day-to-day liquidity management and future
expansion , the Group has access to significant uncommitted
banking facilities. As at 31 March 2003, the Group had
aggregate banking facilities of approximately HK$536 million
(2002: HK$246 million) from several banks for overdrafts, loans,
and trade financing, with an unused balance of approximately
HK$428 million (2002: HK$153 million). However, due to the
high level of surplus cash as mentioned above, there are no

present needs for borrowings of any material amount.

CAPITAL STRUCTURE

It is the intention of the Group to maintain an appropriate mix
of equity and borrowings to ensure an efficient capital structure.
As at 31 March 2003, the total borrowings of the Group were
approximately HK$75 million (2002: HK$9 million), of which
about 92.3%, 4.4% and 3.3% were due within one year, in the

second year and from the third to fifth year, respectively.

These Group's borrowings consisted of an unsecured three-
year bank loan of approximately HK$9 million (2002: Nil), being
denominated in Hong Kong dollars, and various secured short-
term bank loans of approximately HK$66 million (2002: HK$9
million), of which about 47.3% and 52.7% were denominated
in US dollars and Chinese Renminbi, respectively, and being
pledged by the Group's bank deposits of approximately HK$32
million (2002: HK$2 million) and secured by the Company’s
corporate guarantee of approximately HK$31 million (2002: Nil).
The short-term bank loans were primarily borrowed to finance
the general operation of the production plant in Ningbo, PRC.
During the year, the Group's borrowings bore interest at rates

ranging from 2.4% to 7.0% (2002: ranging from 5.3% to 5.9%).
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GEARING RATIO

The Group's gearing ratio as at 31 March 2003 was
approximately 24.6% (2002: 3.1%), which was calculated based
on the total borrowings of approximately HK$75 million (2002:
HK$9 million) and total equity of approximately HK$306 million
(2002: HK$302 million). If the net borrowings of approximately
HK$43 million (2002: HK$7 million), being netted off the
pledged bank deposits of approximately HK$32 million (2002:
HK$2 million), were applied, the Group's net gearing ratio would
be approximately 14.2% (2002: 2.4%).

FOREIGN EXCHANGE EXPOSURE

The Group had limited exposure to foreign exchange rate
fluctuations as most of its transactions, including borrowings,
were conducted in US dollars, Hong Kong dollars or Chinese
Renminbi. During the year under review, the exchange rates of
these currencies were relatively stable, and hence the Group
reported only net exchange loss of approximately HK$637,000
(2002: HK$1,175,000).

EMPLOYMENT, TRAINING AND REMUNERATION
POLICY

The Group has developed its training programs in a structural
and systematic manner to its management and employees. The
Group has provided regular management and technical courses

to its employees during the year.

The Group has also developed its human resources policies
and procedures based on performance and merit. It ensures
that the pay levels of its employees are competitive and
employees are rewarded on a performance-related basis within
the general framework of its salary and bonus system.
Discretionary bonus is linked to the profit performance of the
Group as well as individual performance. Benefits include staff
accommodation, medical schemes, share option schemes,
Mandatory Provident Fund scheme for Hong Kong employees

and state-sponsored retirement plans for employees in the PRC.
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EMPLOYMENT, TRAINING AND REMUNERATION
POLICY (Continued)

As at 31 March 2003, the Group's operations engaged a total
of over 4,900 staff and workers. The employment costs
(including the directors’ emoluments) accounted for
approximately HK$99 million (2002: HK$91 million).

DIVIDEND POLICY

It is the intention of the Group that the dividend paid should
over the long term provide the shareholders with relatively
consistent dividend income. In view of the Group's growth
potential, it is also intended to retain sufficient cash reserves
to take advantage of any expansion or acquisition opportunities
in the future. Accordingly, the total dividend for the year will
be maintained at HK7 cents per ordinary share (2002: HK7

cents per ordinary share).

COMMITMENTS AND CONTINGENT LIABILITIES

As at 31 March 2003, the Group had total outstanding capital
commitments, operating lease commitments and foreign
exchange contracts of approximately HK$0.4 million (2002:
HK$6 million), HK$6 million (2002: HK$5 million) and HK$31
million (2002: HK$78 million) respectively. In respect of the
foreign exchange contracts, the Group had committed to sell
approximately US$4 million at various rates for a total of
approximately HK$31 million. In view of the Group's high level
of liquid funds, it is confident to fulfil all these commitments

without any difficulty.

As at 31 March 2003, the Company had provided guarantees
of approximately HK$142 million (2002: HK$62 million) to

several banks to secure banking facilities of its subsidiaries.
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