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DISCUSSION AND

Component prices

The persistently high oil price has a direct impact on the cost
of plastic materials and electricity. Plastic materials are mainly
used for producing our portable DVD players. Portable DVD
players accounted for less than 10% of our sales during the
year. The cost of plastic materials accounted for about 2% of
the costs of the products and therefore does not have
significant effect on our margin. Our main electricity supply
is generated using heavy oil, which is substantially cheaper
than diesel oil used by other generators. The cost of heavy
oil generally accounted for less than 0.5% of our total costs.
On the contrary, the increase in costs of metal has a more
significant effect on our margin. Cost of metal generally
accounted for 3% of our total material costs and during the
financial year it increased approximately 20%. Prices of other
components were stable or decreased during the year. Profit
margin continued to be under pressure in this situation.

Working capital

Sales for March to May 2004 were particularly good despite
that they fell within the traditional low season. Sales for the
same period of this year decreased compared with last year
and accordingly inventory level and accounts payable level
decreased. More customers have required the Company to
provide finance, which is cheaper to obtain in Hong Kong,
thus prolonged the turnover period for accounts receivable.
The net proceeds from Rights Issue of shares of approximately
HKS$62 million has strengthened the capital structure of the
Company and provide additional funding for working capital.
Shareholders equity increased from HK$397 million to
HK$520 million.
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DISCUSSION AND

Liquidity resources

Taking advantage of the low interest environment, the Group
had on 3 December 2003 signed a 3'/2 year term loan
facility agreement for HK$245,000,000 with a syndicate of
11 international and local banks. The loan is on HIBOR basis
and repayable by installment one year after drawdown. The
syndicated loan was used to refinance the Group’s existing
credit facility and the cost of construction of new factory
buildings. Under the terms of the loan agreement, the
Chairman of the Company, Mr. Simon Ling, being the single
largest shareholder and actively involved in the management
and business of the Group, is required to maintain at least
40% of the shareholdings of the Company.

As at 31 March 2005, the Group had total borrowings of
approximately HK$475 million, of which HKS$441 million was
in bank borrowings and HK$34 million was for obligations
under finance leases. The Group’s borrowings are
denominated in Hong Kong dollars and bear interest mainly
on a HIBOR basis. Bank balances and cash on hand
amounted to HK$98 million and are mainly denominated in
Hong Kong dollars. Gearing ratio was 72%, calculated based
on net borrowings over shareholders funds.

The Group is not exposed to material currency fluctuation
risks, as most of its receivables are in US dollars and payable
in Hong Kong and US dollars. The Group purchases forward
contracts with bank to hedge against confirmed US dollars
receipts and payments. Except for a few customers whom
we offer credit on an open account basis, we transact
business with all other customers on letter of credit at sight

basis.

Investments in listed securities

The Group used to invest in securities of certain listed
companies in Hong Kong. These investments had been
treated as long-term investment. During the Year, we started
to dispose of the investments on the market to generate
working capital for the Group. And it is the management’s
intention to reclassify them into short-term investments and
thus recorded base on market value. The resulting gain on
the reclassification less the loss on the part disposed
amounted to a net gain of HKS$19 million.
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Employees relations EEB#& o
As at 30 March 2005, the Group had 140 staff stationed in RZTZTRF=A=TH X&EEHF140%
Hong Kong and 8,300 workers working in factories in the BEAEBT - M BEKEZmEA{ESS, 300 e

mainland China. Total salaries and wages amounted to HRERE FAFHFERIBRLBAR

approximately HK$126 million for the year. Salaries and 126,000,000/ 7T - —MEIRIEE THTE B
wages are normally reviewed annually on the basis of staff =B EMBEAEGERAFMETIE - K
performance appraisals and market conditions. The Group SEMESTITREFRERE  WIBEA -
provides year-end double pay, discretionary bonuses, nES  BERREEN - EIRATIZ )
provident fund, medical insurance and training to the staff. BEABRPEARENRITS TAMERT -
Workers welfare is set with reference to the prevailing labor *ﬁ

laws in Hong Kong and the mainland China.
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