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Business Review

Overview

The acquisitions made by the Group, the latest being that of Dowry
Peacock Group Limited (“Dowry Peacock”), have seen a change in the
Group’s operational model — trading activities in which customers are
charged on the basis of shipment value now constitute a significant
proportion of its business (trading model) while previously its income came
predominantly from commission (commission agent model). As such, the
Group believes examining shipment value instead of turnover should

reflect its performance more accurately.

For the six months ended 31 October 2005, the Group recorded shipment
value of approximately US$435.9 million (equivalent to HK$3,400.0
million), representing an increase of approximately 15.8% as compared to
the corresponding period of last year. The results were particularly notable
against the backdrop of high oil prices and rising interest rates that caused
uncertainty in customer buying sentiment, and the trade friction between

China and the EU and US over Chinese apparel exports.

Turnover increased by approximately 279.2% from approximately US$25.9
million (equivalent to HK$202.0 million) to approximately US$98.4 million
(equivalent to HK$767.5 million). The increase was mainly attributable to
the newly acquired businesses, which were accounted for on the basis of

shipment value during the period under review.

Operating expenses and finance costs increased by approximately US$5.0
million (equivalent to HK$39.0 million) from approximately US$15.8
million (equivalent to HK$123.2 million) to approximately US$20.8 million
(equivalent to HK$162.2 million). The consolidation of expenses from the

newly acquired businesses was the major reason for the increase.

Aided by a one-time non-operating income of approximately US$3.4
million (equivalent to HK$26.5 million) which represents an excess of
interest in fair value of acquired subsidiaries’ net assets over cost of
investment arising from the acquisition of 60% interest in Dowry Peacock,
net profit after tax increased by approximately 42.8% to approximately
US$10.5 million (equivalent to HK$81.9 million). Net profit after tax as a
percentage of shipment value increased from approximately 2.0% to
approximately 2.4%. Excluding the one-time non-operating income as
mentioned above, net profit after tax was approximately US$7.1 million
(equivalent to HK$55.4 million); and net profit after tax to shipment value
ratio slided to approximately 1.6% mainly because of the longer time
period required for adjustment of operating cost associated with the

changes in the volume of business activities.
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Basic earnings per share was approximately 1.6 US cents (equivalent to
12.5 HK cents).

Segmental analysis

The Group achieved a more diversified geographic footprint during the
period under review. Bolstered by the newly acquired businesses, the
Group’s business volume in Europe, Australia and other regions increased
significantly. During the period under review, shipment value to Europe
surged approximately 100.3% from approximately US$33.8 million
(equivalent to HK$263.6 million) to approximately US$67.7 million
(equivalent to HK$528.1 million), accounting for approximately 15.5% of
the Group’s total shipment value. Shipment value to Australia increased
from nil to approximately US$18.1 million (equivalent to HK$141.2
million). However, as a result of weakened demand from the Group’s key
customers in North America, shipment to North America decreased by
approximately 10.8% from approximately US$288.8 million (equivalent to
HK$2,252.6 million) to approximately US$257.5 million (equivalent to
HK$2,008.5 million). Nevertheless, North America remained as the
Group’s largest revenue contributor, accounting for approximately 59.1%
of the Group’s total shipment value.

Acquisition

The acquisition of 60% interest in Dowry Peacock was completed on 19
October 2005. Dowry Peacock is a UK-based consumer electronics
products brand owner and supply chain management company. It is
principally engaged in the business of consultancy, design, sourcing,
planning, procurement, quality inspection, brand and warranty management
of home entertainment and consumer electronics products. Its major
customers include leading supermarkets and mass merchandise retailers
predominantly in the UK. Dowry Peacock also owns four major consumer
electronics and small domestic appliance product brands, namely “Dual”,
“Nordmende”, “Pacific” and “Digilogic”. Products carrying these brands
are sold primarily in the UK, France, and Germany. With Dowry Peacock
having strong presence predominantly in the UK, shipment to Europe is

expected to surge in the second half of the financial year.
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Financial Review

The Group’s financial position is strong with bank balances and cash of
approximately US$38.0 million (equivalent to HK$296.4 million) as at 31
October 2005. In addition, the Group has total banking facilities of
approximately US$53.4 million (equivalent to HK$416.5 million).

The Group’s current ratio was 1.1 and gearing ratio was low at 0.04, based
on interest-bearing borrowing of approximately US$3.9 million (equivalent
to HK$30.4 million) and total equity of approximately US$106.1 million
(equivalent to HK$827.6 million) as at 31 October 2005. There has not
been any material change in the Group’s borrowings since 31 October
2005.

During the period under review, trade receivables increased from
approximately US$20.3 million (equivalent to HK$158.3 million) to
approximately US$44.9 million (equivalent to HK$350.2 million) mainly
due to the acquisition of Dowry Peacock. As at 31 October 2005, trade
receivables aged over 90 days were approximately US$6.6 million
(equivalent to HK$51.5 million) which is being carefully monitored by
management and subsequent settlement is proceeding in accordance with

plan.

The Group’s unaudited net asset value as at 31 October 2005 was
approximately US$106.1 million (equivalent to HK$827.6 million).

As at 31 October 2005, pledges of bank deposits amounted to approximately
US$7.0 million (equivalent to HK$54.6 million) and there was a fixed and
floating debenture over the assets of Dowry Peacock to cover banking
facilities in the ordinary course of business. The Group had no material
contingent liability as at 31 October 2005 and there has been no material

change since then.

The majority of the Group’s transactions are denominated in US dollars
and Hong Kong dollars. Since Hong Kong dollar is pegged to US dollar,
management believes that the Group is not exposed to any major risks

from exchange rate fluctuation.
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Prospects

Management sees opportunities as well as challenges for the second half
of the financial year. The implementation of textile safeguards for the EU
and more recently the US has failed to address the uncertainty
surrounding the future use of China to source products for our customers
—in the EU until 2008, and in the US possibly beyond 2009. In addition,
developments such as the potential appreciation of the Renminbi against
US dollar and Euro might bring new uncertainties to the market.
Nevertheless, the Group believes the outsourcing trend will continue to
grow and more leading retail chain operators, well-known brands,
wholesalers, mail order houses and department stores will continue to look
for sourcing partner who can provide them with comprehensive sourcing
services as well as value-added services. Riding on its global sourcing
network, Linmark is uniguely positioned to find the best sourcing solutions

for its customers regardless of market situation and trade policies.

As one of the Group’s strongest growth drivers, the business of Dowry
Peacock is expected to generate significant contribution in the second half
of the financial year. The acquisition will not only boost both the Group’s
top and bottom lines, but will also broaden its customer base in Europe
and allow it to further expand its hardgoods business for a more balanced
business mix. The Group will continue to work on creating synergistic
benefits from its acquired businesses including cross-selling opportunities,

and promoting value-added services that meet its customers’ needs.

To further expand the Group’s business scope, Linmark will continue to
seek acquisition opportunities. Such initiatives will also help to accelerate
Linmark’s growth and supplement its corporate objective of diversifying its
customer base, markets, products and services.

Based on current assessment, management maintains an overall positive

view of the Group’s performance in the rest of the financial year.

Recognition in Corporate Governance

On 17 November 2005, Mr. WANG Lu Yen, Chairman and executive
Director of Linmark, received the Directors of the Year Awards 2005.
Instigated by The Hong Kong Institute of Directors with 66 project
partners, the Directors Of The Year Awards 2005 is co-organised with the
Financial Services and the Treasury Bureau of the Government of the Hong
Kong Special Administrative Region, the Securities and Futures Commission
and the Hong Kong Exchanges and Clearing Limited. The awards
recognise the winners’ excellent corporate governance efforts and
contribution to raising corporate governance standards in Hong Kong.
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