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BUSINESS DEVELOPMENT

The Group had successfully transformed the business from making
analogue audio products to digital video products after investing
heavily in research and developments. The popular demand of digital
products such as DVD during the last few years has proved that we
are heading towards the right direction. Our current products road
map covered a wide variety of digital products which we believe
will also be very popular in the coming years. DVD recorder with its
superb features and quality is destined to replace VCR in the near
future. Since small size LCD TV could be installed in the bath room
and kitchen in every household and DVB products capable of
receiving digital broadcast signal will be a must in 5 to 10 years all
over the world, the Group would therefore benefit from the
tremendous sales of these products.

WORKING CAPITAL

In early 2006, the Group expanded its cable set top box business.
Sales of set top box were particularly strong between January and
March 2006, accounting for almost 7% of the Group's total revenue.
In addition, sales orders for April to June 2006 were also
encouraging. As a result, inventory level and trade creditor level
were higher than those of last year. DK Digital GmbH fully settled its
outstanding debts to the Group and no bad debts provision was
required for the year. After the completion of the new Shi Pai factory,
we expect capital expenditure to decrease in the coming years.

LIQUIDITY RESOURCES

The Group had on 23 March 2006 signed a 3 year term loan facility
agreement for HK$ 150,000,000 with a syndicate of 7 international
and local banks. The loan is on HIBOR basis and repayable by
installment starting 18 months after the date of the loan agreement.
This syndicated loan was used to fully repay the syndicated loan
obtained on 3 December 2003, with the approximately HKS$27
million balance to serve the Group’s working capital requirements.
Under the terms of the loan agreement, Mr. Ling Siu Man, Simon,
the Chairman and Managing Director of the Group, is required to
maintain at least 40% shareholding of the Company, be the single
largest shareholder and be actively involved in the management
and business of the Group, otherwise it will constitute as default.
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As at 31 March 2006, the Group had total borrowings of
approximately HK$461 million, of which HK$425 million was bank
borrowings and HK$36 million was for obligations under finance
leases. The Group’s borrowings are denominated in Hong Kong
dollars and bear interest mainly on HIBOR basis. Bank balances and
cash on hand, mainly denominated in Hong Kong dollars, amounted
to HK$ 100 million. Gearing ratio was 719%, calculated based on net
borrowings over shareholder 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 dollar receipts. 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
pbasis.

INVESTMENTS IN LISTED SECURITIES

The Group has invested in securities of certain listed companies in
Hong Kong. During the year, certain investments were disposed of
with a gain of HK$356,000 as compared with HK$20 million last
year. The Group continues to recognise the investment securities on
short-term basis and record it based on market value.

EMPLOYEES RELATIONS

As at 31 March 2006, the Group had 150 employees stationed in
Hong Kong and 8,000 employees in the PRC factories and office.
Total salaries and wages for the year amounted to approximately
HKS$ 129 million. The Group normally reviews staff salaries and wages
annually on the basis of staff performance and market conditions.
The Group also provides year-end incentive, discretionary bonuses,
provident fund, medical insurance and training to staff. Worker
welfare is determined with reference to prevailing labor laws in
Hong Kong and China.
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