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Management Discussion and Analysis

RESULTS AND FINANCIAL REVIEW

Results

For the year ended March 31, 2005, the Group’s audited consolidated
loss before minority interests was HK$99.3 million (2004: profit of
HK$93.8 million), which comprised of profit from operations of
HK$319.5 million (2004: HK$228.8 million), finance costs of HK$18.2
million (2004: HK$26.4 million), share of net losses of associates of
HK$59.7 million (2004: HK$73.5 million), amortization of goodwill
arising on acquisition of associates of HK$28.1 million (2004: HK$17.7
million), realization of negative goodwill arising on acquisition of an
additional interest in an associate of HK$2.1 million (2004: Nil), net
loss on disposal of subsidiaries and associates of HK$15.7 million (2004:
gain of HK$10.4 million), impairment loss on goodwill arising on
acquisition of an associate of HK$177.4 million (2004: Nil) and income
tax expense of HK$121.6 million (2004: HK$27.8 million).

Segment Results

For trading of computer related products, segment turnover amounted
to HK$3,977.7 million, increased by HK$240.4 million (6.4%) and
segment result recorded HK$256.6 million, increased by HK$49.9 million
(24.1%).

For trading of consumer electronic products, segment turnover
amounted to HK$1,565.3 million, increased by HK$327.6 million
(26.5%) and segment result recorded HK$24.8 million, increased by
HK$3.0 million (13.6%).

For trading of securities, segment turnover amounted to HK$93.9
million, increased by HK$58.9 million (over 100%) and segment result
recorded HK$77.3 million, increased by HK$56.5 million (over 100%).

For property development and trading, segment turnover amounted to
HK$39.6 million, increased by HK$23.6 million (over 100%) and
segment result recorded HK$2.1 million, decreased by HK$3.6 million
(63.2%).

This year, the Group still enjoyed significant growth without lowering
gross profit margin. This sales growth was due to our persistent efforts
to control cost on inventory pricing, our strong and extensive business
network worldwide and promotional efforts made.

Annual Report 2004-2005 4F ¥

T
b=[113

&

EEENWR T

FEK O

HE-ZTRAF=ZA=T—HILFE  KEEZ&E
W{E% LENR R A2 474 E518599,300,0007 7T
(ZZZF 5 F 593, 800 000 7T) + BIRLE R
#]319,500,000/8 7T (—ZZ P4 : 228,800,000/
L) - B % E 18,200,000 T (ZE T4
26,400, 000,%7@ FE(GEsE &2 R)E5 185458 59,700,000
,%71: (ZZFZPU4E : 73,500,000 7T) © S UL R
NBIEAEZ 228,100,000 T (ZEZT P04
17,700,000 T) « B IR UL EE — B & A R R ME R
B4 7 B 72,100,000 7T (ZTZPUAF  THEIT) -
ST E A7) R B & 2 B 2 518 $ 8H15,700,00078 7T
(ZZZTPU4F : Yz57410,400,00087T) ~ Ukl — Fiﬂw
BNRIESE 2 FEREETE177,400,00078 7T (=
P - T RATEHISZ 121,600,000 7T (_ =
TPNEE : 27,800,000587T) ©

THEFEE

NEMEBERES NS  DEEEEAR
3,977,700,0007 7T + #0240,400,000/5 7T (6.4%) °

9> 48 248 B1J$%15256,600,00078 7T » 1£:4149,900,000
BT (24.1%) ©

MEBETFTERES NS  DEEXEEAR
1,565,300, ooo,%asru 1 H1327,600,0005 7T
(26.5%) ' MHFEHELERIEXIS24,800,000 7T » 1
513,000,000 7T (13.6%) °

REHFEEMS - DI EEA93,900,0008 7T -
#2158,900,00078 7T (BB 100%) * Mo iEELE A
#%1577,300,00078 7T + 1 4156,500,0007% 7T (B i@
100%) °

MUEZELEEMS
BT 0 #0123,600,0005 7T (838
¥4588%152,100,00058 7T -
(63.2%) °

B 2R 539,600,000
100%) * Mo %E
S8.703,600,0005% 7T

RAEE » AEBHRRBEAE RN BEREE
MK o FRHERRIHRNARETE S HEHF
BEBZKA - BAMEZZ 2ERERLE MATE
HZ HERETE -



Management Discussion and Analysis

The results of the Group was critically turned from “Operating profit”
into “Loss for the year” by the impairment loss on goodwill arising on
acquisition of an associate this year. Due to the fact that the associate
has been recording losses since it became our associate in last year, an
impairment loss on goodwill of HK$177.4 million was considered
appropriate at year end. The Group suffered net losses under “Share of
results of associates” during the year of HK$59.7 million, a decrease by
HK$13.7 million (18.7%).

Liquidity

Net bank and cash balances at March 31, 2005 increased to HK$332.6
million (2004: HK$141.1 million), accounting for 23.7% (2004: 9.8%)
of the net tangible asset value of the Group. The cash was mainly used
for daily operations and repayment of bank loans during the year. The
current ratio of the Group at March 31, 2005 was 1.91 (2004: 1.39).

Financial Review

The net current assets of the Group at March 31, 2005 increased by
HK$485.7 million (75.2%) to HK$1,131.5 million (2004: HK$645.8
million).

Such increase was mainly attributable to the increase in bank balances
and cash, short-term loan receivables, short-term loan receivables from
related companies, trade and other receivables, and net tax payable of
HK$191.5 million, HK$70.6 million, HK$56.8 million, HK$27.5 million
and HK$69.6 million, respectively, at year end as compared to the
previous year, and offset by the decrease in inventories, trade and other
payables and borrowings of HK$290.3 million, HK$260.5 million and
HK$263.8 million, respectively.

Other asset decreased from HK$145.1 million as at March 31, 2004 to
HK$108.0 million as at March 31, 2005 as a result of the sale of the
land development right at a consideration of HK$39.6 million during
the year, with a profit of HK$2.1 million.

Inventories decreased from HK$877.4 million as at March 31, 2004 to
HK$587.1 million as at March 31, 2005. This was attributable to the
increase in inventory levels of the subsidiaries in the United States and
United Kingdom of HK$372.3 million at the end of 2004, as
management foresaw an increasing sales trend in the coming years. In
addition, market prices of products such as DVD and CDR boosted up
in 2004 owing to the decrease in supply. Therefore, the Group made
bulk purchases so as to negotiate favourable prices in 2004. Inventory
levels as at March 31, 2005 returned back to the normal levels.
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Management Discussion and Analysis

Trade and other receivables increased from HK$738.8 million as at March
31, 2004 to HK$766.3 million as at March 31, 2005. The number of
days for debtors turnover decreased from 50 days in 2004 to 38 days in
the current year, which were similar to the levels the Group experienced
in 2003.

Trade and other payables decreased from HK$1,272.3 million as at
March 31, 2004 to HK$1,011.8 million as at March 31, 2005. The
number of day for creditors turnover decreased from 78 days in 2004
to 54 days in current year. The decrease in creditors turnover days was
mainly attributed to the early settlement of trade payables in lien of
cash discount on goods purchased during the year.

At March 31, 2005, total borrowings of the Group amounted to
HK$293.3 million (2004: HK$384.2 million), of which HK$160.0 million
(2004: HK$10.8 million) were not repayable within one year. The
borrowings included bank borrowings of HK$82.0 million (2004
HK$205.7 million), other loans of HK$161.3 million (2004: HK$151.3
million), overdrafts of HK$47.0 million (2004: HK$23.3 million),
obligations under finance leases of HK$0.5 million (2004: HK$1.5
million) and amount due to a minority shareholder of HK$2.5 million
(2004: HK$2.4 million). The decline in borrowings was due to the
repayment of bank loans during the year in order to lower the finance
costs.

Interests in associates

At March 31, 2005, interests in associates amounted to HK$636.7
million (2004: HK$906.4 million), represented share of net assets of
HK$582.3 million (2004: HK$617.5 million), goodwill on acquisition of
an associate of HK$51.1 million (2004: HK$256.6 million), loan to an
associate of HK$1.3 million (2004: HK$1.4 million) and amounts due
therefrom of HK$2.2 million (2004: HK$30.9 million). The substantial
decrease in balance was mainly due to the deemed disposals of certain
associates with a total loss of HK$19.3 million, share of an associate’s
decrease in other reserves and losses, of HK$14.3 million and HK$59.7
million, respectively, during the year. Furthermore, goodwill arising on
acquisition of an associate was impaired by HK$177.4 million at year
end.

Pledge of assets
At March 31, 2005, certain assets of the Group amounting to HK$240.2

million (2004: HK$399.0 million) were pledged to banks and financial
institutions for loan facilities granted to the Group.
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Management Discussion and Analysis

Gearing ratio

The gearing ratio (borrowings/shareholders’ funds) at March 31, 2005
was significantly reduced to 16.2% (2004: 20.5%).

Exchange rate and interest rate risks exposure

Most of the Group’s business transactions, assets and liabilities are
denominated in Hong Kong Dollars and United States Dollars. The risk
of foreign exchange fluctuation had not been significant to the Group.
Interest rates of import loans are mainly referenced to LIBOR or HIBOR
plus whereas that of bank and other loans are Prime plus. At the balance
sheet date, the Group did not enter into any interest rate speculative
and hedging contracts. However, the recent weakening of the United
States Dollars against other foreign currencies (especially Canadian
Dollars and Great British Pounds) would bring about certain exchange
gains to the Canadian and European subsidiaries so far. Because of the
possible rebound of the United States Dollars, the Group will consider
entering into hedging contracts to eliminate exposure to downside risks,
whenever the Group and the concerned foreign subsidiaries think fit.

Contingent liabilities

At March 31, 2005, the Group has no contingent liabilities in relation
to guarantees given to banks and other financial institutions for facilities
granted to an outsider (2004: Nil).

Employees and remuneration policies

As at March 31, 2005, there were approximately 500 staff (2004: 700)
employed by the Group. The remuneration policies are formulated on
the basis of performance of individual employees and the prevailing
salaries’ trends in the various regions. They are subject to be reviewed
every year. The Group also provided employee training programs,
mandatory provident fund scheme, medical insurance and discretionary
bonus. Share options are awarded to employees on merit basis. However,
no share options were granted during the year.

BUSINESS AND CORPORATE DEVELOPMENTS

Placing and Subscription of Shares

On November 23, 2004, ITC Corporation Limited (“ITC"), a substantial
shareholder of the Company, entered into a placing and subscription
agreement with the placing agent and the Company pursuant to which
ITC agreed to place 37,000,000 shares at the price of HK$3.22 per
share to not less than six placees who were independent third parties
procured by the placing agent and ITC would subscribe for 37,000,000
new shares at the same price of HK$3.22 per share. Please refer to the
Company’s announcement dated November 23, 2004 for details of such
placing and subscription.
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Management Discussion and Analysis

Disposal of Fu Yang Investment Co., Ltd. (“Fu Yang”)

On January 31, 2005, the Group entered into two sale and purchase
agreements (the “Agreements”) with& E Z 825 G A7) (the
“Purchaser”), an indirect wholly owned subsidiary of & /& E & 5
R 2 &) (Taiwan Fixed Network Co., Ltd.) which is a publicly traded
company on the Emerging Market (#1&) in Taiwan. Pursuant to the
Agreements, the Group agreed to sell and the Purchaser agreed to
purchase 50,282,540 Fu Yang shares, representing approximately 8.04%
in the issued share capital of Fu Yang. The consideration for the sale
shares was approximately NT$636.7 million (approximately HK$150.3
million), equivalent to NT$12.7 (approximately HK$3.00) per Fu Yang
share. The disposal constituted a discloseable transaction of the
Company under the Listing Rules. The transaction was completed in
March 2005.

Disposal of 15.3% interests in China Strategic Holdings Limited (“CSHL")
and the acquisition of interests in Group Dragon Investments Limited
("GDI")

On March 10, 2005, the Company and Paul Y.-ITC Construction Holdings
Limited (“Paul Y.”) entered into a share sale agreement (the “Share
Sale Agreement”) with Nation Field Limited (“Nation Field”), which is a
company owned by Mr. Gao Yang. Pursuant to the Share Sale
Agreement, the Group conditionally agreed to dispose of an
approximately 15.3% interest in CSHL after the completion by CSHL of
a group restructuring involving, among others, the distribution of certain
assets and businesses currently held by GDI, a wholly-owned subsidiary
of CSHL, to the shareholders of CSHL. Subsequent to the disposal, the
Company will also make a voluntary general offer to acquire all the
issued shares in GDI which are not owned or agreed to be acquired by
the Company. Details of the aforesaid transactions are set out in the
joint announcement of CSHL, the Company and other parties to the
transactions dated April 19, 2005.

This transaction has not yet been completed as at the date of this report.
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Management Discussion and Analysis

Subscription of convertible note of Cheung Tai Hong Holdings Limited
("CTH")

On April 20, 2005, Loyal Concept Limited (“Loyal Concept”), an indirect
wholly-owned subsidiary of the Company, and CTH entered into a
subscription agreement (the “Subscription Agreement”) regarding the
subscription by Loyal Concept of a zero coupon convertible note due
2010 of CTH with a principal amount of HK$450 million.

Upon exercise of the conversion rights attached to the convertible note,
Loyal Concept may become interested in 30% or more of the enlarged
issued share capital of CTH, thereby triggering an obligation on the
part of Loyal Concept under the Takeovers Code to make a mandatory
offer for all the CTH shares. Depending on the number of further CTH
shares which may be acquired by Loyal Concept pursuant to the
mandatory offer (if any) to the shareholders of CTH, the acquisition of
such additional equity interests in CTH, when aggregated with the CTH
conversion shares to be issued to Loyal Concept on exercise of the
conversion rights attached to the convertible note in accordance with
Rule 14.22 of the Rules Governing the Listing of Securities on the Stock
Exchange (the “Listing Rule”), constituted a very substantial acquisition
for the Company under the Listing Rules. The subscription and the
transactions contemplated under the Subscription Agreement (including
the possible very substantial acquisition regarding the acquisition of
further equity interests in CTH pursuant to the mandatory offer) were
approved by the shareholders at the special general meeting of the
Company held on June 24, 2005.

Details of the transaction were set out in the circular of the Company
dated June 7, 2005.

The underwriting agreement and subscription of a convertible note of
Ruili Holdings Limited (“Ruili”)

On April 21, 2005, the Company, Ruili and Tai Fook Securities Company
Limited entered into an underwriting agreement (the “Underwriting
Agreement”). Pursuant to the Underwriting Agreement, the maximum
number of rights shares to be taken up by the Company was 320 million
rights shares at a subscription price of HK$0.10 per rights share.

On the same date, the Company and Ruili entered into a convertible
notes subscription agreement (the “Subscription Agreement”). Pursuant
to the Subscription Agreement, the Company would subscribe for and
Ruili would allot and issue to the Company the convertible notes in an
aggregate principal amount of HK$170 million at an initial conversion
price of HK$0.12 per conversion share, subject to the adjustment from
time to time.

Details of the transaction were disclosed in the circular of the Company
dated May 24, 2005.

el

HANNY HOLDINGS LIMITED $§3 E @A R A

b=[113

E S

BEENWR D

RBERTREARAR ([HFR17)) A LBRRIE

RZZZRFNA-—+H ARABEEE2EWER
A]Loyal Concept Limited ([Loyal Concept])E2# 2=
1T#tLoyal Concept@IEHF RITH T —ZF B R
A4 5/5450,000,0008 L2 T E A HIREEME]
RERE ([RERHED -

TR R] HIREIR 2 H #a#E1% + Loyal Concept] #
BHRRITEER ZEBITIRA30% A E 2 #S
MA EEREKEEST AR LR W BB T At 21T
B 2 35 o 2 FLoyal ConceptiB 15 34 72 & (40
) ATEEAIE R TR R — S W TR D 2 &
B - RIELETARR - WEREEINERTTR AR
(N ERBBZFES EMBR (T EMAE])FH
142277 A LR EIEATH 2 BB m g 817
ZRERITRIBIRG) - ATEAKARRZ IEEERK
BEH BREEEARIIN_ZEZERF A =-1+NH
HETREENAS I ERBEEKRE G
BTHETT 2R S (BIERIE R bR 0 AL g
TAITEINBEARES M A REER 2 IER ERWEES
H) °

RPZABERARB AR LS -_ZTTRFNALH
ZIBEK ©

B ELRBRAERERAR (BRAN)) 7l Hig

Rix

RZZEZRFWA=-+—8 AR - HBAHAKKE
BEBRARGI L —HEiEmz ((BiEHE]) - R
BEEWE  ARRETRECHERRSD LR A
320,000,000/ Azl - RIBE B RERRHD
0.108 7T °

BB AREEE AR B L REERE RS
([REWx] - BERBHZE  ARQFRENMED
AR B AR 3 K 31T R4 42%E170,000,0008 7T 2
Al H I R EBRD 2 VIF R IBRER0.12E
JC c WAAEEH AR -

RGABRARB AP/ - ETHFAA - +MA
ZBEHABE -

Annual Report 2004-2005 4F ¥

15




