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Management Discussion and Analysis

Financial Highlights

The Group continued to achieve steady growth and recorded
an increase in turnover of 25% from HK$427 million in 2000 to
HK$535 million in 2001. Corresponding with the increase in
turnover, the profit attributable to shareholders increased by
10.2% to reach HK$62.3 million. The Group’s basic earnings
per share were HK17 cents (2000 - HK21 cents).

Turnover

The Group’s major source of profits came from its electro-
acoustic business, representing 80.7% of the turnover. Products
in this business area included audio headphones and microphones,
multimedia speakers and headsets, and communication headsets.
The remaining 19.3% of the turnover was from the sales of
transformers and other accessories and rental income. Details of

the turnover by business segments and geographical location are

included in Note 4 to the financial statements.
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During the year under review, the Group’s communication
headsets business achieved significant growth in turnover, being
an increase of four times to HK$101 million (2000 - HK$20
million). Their contribution to the Group’s total turnover also
surged from 4.7% to 18.9%. The multimedia speakers and
headsets business was another segment that achieved
outstanding performance, with an increase turnover of 41% to
HK$99 million (2000 - HK$70 million). Apart from these
businesses, audio headphones maintained their role as the
principal income source for the Group, the sales of which

accounted for 40.8% of the turnover.

On the geographical basis, North America continued to be
the core market that accounted for 58.4% of the Group’s total
turnover. Europe, Asia Pacific Regions (other than Japan), Japan
and others contributed 16.3%, 12.1%, 11.1% and 2.1% of
the turnover respectively. During the year, the Group
capitalised on the potential in the Japanese market and was
successful to win a number of new Japanese clients, including
NEC, Uniden and Sharp. This has resulted in enlarging the

market share in this region.
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Management Discussion and Analysis

Profit Attributable to Shareholders

The Group reported a steady growth in the profit attributable
to shareholders, notwithstanding the operating margin dropped
by about three percentage points from 15.9% to 12.9%. The
profit from the Group’s operations and interest income
accounted for approximately HK$69 million (2000 - HK$68
million) and HK$6 million (2000 - HK$1 million) respectively.
The contribution of the Group’s business segments to profit
before taxation are analysed and included in Note 4 to the

financial statements.

Audio headphones, communication headsets, microphones
and multimedia headsets continued to provide better profit
margin, being profit before taxation to total turnover, of over
20%. They collectively contributed about 94% of the Group's

profit before taxation.

On the contrary, profit margins for multimedia speakers dropped
by about three percentage points from 4.7% to 2%. It is because
multimedia speakers require a comparatively higher
consumption of plastic resin that cost was high during the first
six to nine months in the year under review. However, recent
costs for plastic resin have shown a gradual decline, and profit

margin for multimedia speakers are expected to stabilize

accordingly.
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Another segment that caused the Group’s overall margin
dropped was electronic products and others (including trading
of parts and scrap sales), the margin of which decreased
significantly from 17.4% in 2000 to 0.4% in 2001. During the
year, the Group faced keen competition in pricing of trading of
parts and was forced to differentiate its price in according to
the significance of its customers. The Group also fully wrote off
the certificate fee, amounting to approximately HK$2 million,
for electronic products. These had resulted in declining the

profitability of this segment.

Liquidity and Financial Resources

The Group continued to maintain a very healthy financial
position this year. As at 31st March 2001, net current assets
amounted to approximately HK$143 million (2000 - HK$47
million). The Group’s current and quick ratio (excluding the
inventory) accounted for 2.33 times (2000 - 1.47 times) and
1.83 times (2000 - 0.90 time) respectively. These indicate that

the Group is able to meet future obligations without difficulties.

= " anm L =) ] u

l..l:l..ll.l... BETE cm o ms mmE g oE l..l.l I.IIIIII.IIIIIllllll..llllll.llll N aTaIalala e
o

Rty Pt & LR

EFEMREMES (BEATHRENES) 2
BRRARFZER —EEEF 2174%KIETHERE=
ZE2-F204% RAAEEREBBRBADGAE
THRzE—RE - EAFE  AEEz2THHES
EBHEBZIZERRT  WEHHEFZEEY
MO BIEE - BIFEEBAN_BEBIZE
EmRAEEZIME - FREBEIEER 2 BREA
BRIERD o

B EERUBEEIR

FEBEAFECUBENEERRE - R-2T—
F=RA=t—-H RBEEFENA—RENF=E
BEL(CEE2FE —OfLtE&EER - £&EH

REBREBLR (FEEFE) 25152.33M6F (=
ZEEF 14718 R1.83EF (ZFZEF —0.90
%) BRAKEAESEMNRRZEE -

mEEE E R EE =

|
B .:..I. .I.I.I......I.I.: I...::

u
L pias B
Em  mmEEER I..l.. ::.

e

Smm .l.l.ll atnEEE




On 7th April, 2000, the Company placed and issued 89,900,000
new ordinary shares of HK$0.10 each at a price of HK$1.00 per
share. The net cash proceeds, after deducting the related
expenses, of approximately HK$78 million were used for
financing expansion of operations and providing additional

working capital of the Group.

The Group had cash and bank deposit of approximately HK$130
million (2000 - HK$36 million) of which HK$13 million (2000 -
Nil) were pledged to a bank for short-term loans granted to the
Group. About 2%, 1% and 82% of these funds were
denominated in Chinese Renminbi, Japanese Yen and US dollars

respectively and the remainder in Hong Kong dollars.

For day-to-day liquidity management and maintaining flexibility
in funding, the Group also has access to significant uncommitted
banking facilities. As at 31st March, 2001, the Group had
aggregate banking facilities of approximately HK$244 million
(2000 - HK$250 million) from several banks for overdrafts, loans,
and trade financing, with an unused balance of approximately
HK$230 million (2000 - HK$250 million). However, due to the
high level of surplus cash as noted above, there are no present

needs for borrowings of any material amount.
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Capital Structure

It is the intention of the Group to maintain an appropriate mix
of equity and debt to ensure an efficient capital structure.
However, up to the date of this annual report, the Group
continue to maintain very strong cash flows, such that there
are no immediate requirements for debt finance. As at 31st
March, 2001, the total debts of the Group remained at a very
low level of approximately HK$12 million (2000 - Nil).

The Group’s total debts were primarily short-term bank loans
borrowed to finance the construction work of and the
machineries for the production plant in Ningbo. These short-
term bank loans, being denominated in Chinese Renminbi and
bearing interest at rates ranging from 5.6% to 6.4%
(2000 - N/A), were secured by the Group’s bank deposits being
denominated in US dollars of approximately HK$13 million
(2000 - Nil).

Gearing Ratio

The Group’s gearing ratio as at 31st March, 2001 was 4.9%
(2000 - Nil), which was calculated based on the total debt of
approximately HK$12 million (2000 - Nil) and total equity of
approximately HK$254 million (2000 - HK$140 million).
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Foreign Exchange Exposure

The Group had limited exposure of 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, the exchange rates of these
currencies were relatively stable, and hence the Group reported
only net exchange gains of approximately HK$126,000 (2000 -
net exchange loss of HK$244,000).

Employment, Training and Remuneration
Policy

As at 31st March, 2001, the Group's operations engaged a total
of over 4,100 staff and workers. The Group is committed to
staff training and has provided regular management and

technical courses to its employees.

The remuneration policy of the Group’s employees are reviewed
and approved by the executive directors. Discretionary bonus
is linked to the profit performance of the Group as well as
individual performance. Benefits include staff accommodation,
medical schemes, Mandatory Provident Fund and employee
stock options for Hong Kong employees, and state-sponsored

retirement plans for employees in Mainland China.

The employment costs (including the directors’

emoluments) accounted for approximately HK$80 million
(2000 - HK$63 million).
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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 dividend (including the proposed

dividend) for the year was HK7 cents per ordinary share.

Commitments and Contingent Liabilities

At the end of the year under review, the Group had total
outstanding capital commitments and operating lease
commitments of approximately HK$7 million (2000 - HK$3
million) and HK$7 million (2000 - HK$6 million) respectively. In
view of the Group's high level of liquid funds, it has no difficulty

to fulfil all these commitments.

As at 31st March, 2001, the Company had provided a guarantee
of approximately HK$60 million (2000 - Nil) to a bank to secure

banking facilities of its subsidiaries.
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