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Business Review

Overview

For the year ended 30 April 2006, the Group’s profit for the
year decreased by approximately 28.7% to approximately
US$10.5 million (equivalent to HK$81.9 million).

The amount took into account a one-time non-cash income of
approximately US$3.4 million (equivalent to HK$26.5
million), representing the excess of interest in fair value of
acquired subsidiaries’ net assets over cost of investment in
relation to the acquisition of 60% interest in Dowry Peacock;
non-cash expenses of approximately US$0.7 million
(equivalent to HK$5.5 million), representing share option
expenses and amortisation of balance of consideration
payable for acquisitions of subsidiaries/businesses and assets;
increase in income tax expense of approximately US$1.9
million (equivalent to HK$14.8 million) which was mainly
attributable to the newly acquired subsidiaries/businesses; and

provisions made to trade receivables.

Net profit after tax as a percentage of shipment value dropped
from 1.97% to 1.14%.

Excluding the US$3.4 million (equivalent to HK$26.5 million)
and US$0.7 million (equivalent to HK$5.5 million) non-cash
items as mentioned above, the Group reported an
approximately 47.3% decline in adjusted net profit after tax at
approximately US$7.8 million (equivalent to HK$60.8
million), and the adjusted net profit after tax as a percentage

of shipment value would be 0.85%.

The acquisitions undertaken by the Group since its initial
public offering in May 2002 have seen its business model
shift from predominantly commission-based to shipment
value-based. As such, examining the Group’s shipment value

instead of turnover will more clearly reflect its performance.

During the year ended 30 April 2006, the Group reported an
approximately 23.0% increase in shipment value from
approximately US$747.5 million (equivalent to HK$5,830.5
million) to approximately US$919.2 million (equivalent to
HK$7,169.8 million) as compared with the previous year. The
significant increase was principally attributable to the Group’s
newly acquired subsidiaries/businesses.
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The approximately 220.9% increase in turnover from
approximately US$89.8 million (equivalent to HK$700.4
million) to approximately US$288.3 million (equivalent to
HK$2,248.7 million) was mainly due to the newly acquired
subsidiaries/businesses, which were accounted for on the

basis of shipment value during the year under review.

Operating expenses including finance costs increased by
approximately US$16.0 million (equivalent to HK$124.8
million) from approximately US$35.1 million (equivalent to
HK$273.8 million) to approximately US$51.1 million
(equivalent to HK$398.6 million). The increase was mainly
due to additional operating expenses incurred by the newly
acquired subsidiaries/businesses, business development
activities, and costs associated with the group restructuring

initiated in the last quarter of the year under review.

Segmental Analysis

The Group achieved a more diversified geographic spread for

its business during the year under review. The additional
businesses from acquisition of Tamarind in December 2004
and Dowry Peacock in October 2005 significantly boosted
the Group’s performance in Europe and the southern

hemisphere. The table below compares the shipment value of

the year under review with the previous year:
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Shipment Value

NEERE
2006 2005
—EERE —_E2RF
US$’million US$’million
O8=ET EEESn
North America eSS 444.5 505.0
Europe B 237.2 90.8
Others Hi 237.5 151.7
919.2 747.5

During the year under review, shipment value to Europe
increased by approximately 161.2% from approximately
US$90.8 million (equivalent to HK$708.2 million) to
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approximately US$237.2 million (equivalent to HK$1,850.2
million), accounting for approximately 25.8% of the Group’s

total shipment value.

Shipment value under “Others” is mainly attributable to
shipment to the southern hemisphere which increased from
approximately US$43.8 million (equivalent to HK$341.6
million) to approximately US$108.1 million (equivalent to
HK$843.2 million). However, as a result of weakened demand
from the Group’s key customers in North America, shipment
value to North America decreased by approximately 12.0%
from approximately US$505.0 million (equivalent to
HK$3,939.0 million) to approximately US$444.5 million
(equivalent to HK$3,467.1 million). Nevertheless, North
America remained as the Group’s largest market, contributing

to approximately 48.4% of the Group’s total shipment value.

Textile safeguards introduced earlier by EU and the US which
were intended as anti-surge measures to monitor the future
Chinese exports through 2008 and possibly beyond 2009
added uncertainty to sourcing in China for our customers.
However, riding on its global sourcing network, the Group is
well positioned to find the best sourcing solutions for its

customers regardless of market situation and trade policies.

The Group’s commission-based activities experienced many
challenges such as rising interest rates and escalating oil
prices, and appreciation of the Renminbi during the year
under review. There was a decline in shipment value from the
previous year and a substantial amount of resources were
injected into developing new businesses which did not
generate meaningful returns. During the year under review,
the Group experienced difficulties in its value-added services,
inspection and advisory businesses. In addition to losing a key
customer, the level of activities remained low. As a result, the
Group has undertaken a review of its operations and in
particular has adopted a conservative approach in making
provisions on trade receivables during the year under review.
Accordingly, commission-based business registered a
significant decline in segmental profit from approximately
US$13.0 million (equivalent to HK$101.4 million) to
approximately US$4.7 million (equivalent to HK$36.7

million).
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Trading-based apparel sourcing activities remained strong and
registered a healthy growth in profitability during the year
under review. It was primarily attributable to the strong design
capability which is significant in assisting its customers in
providing saleable products to the market. In addition, tight
control over its operation has further enhanced its

profitability.

Changes in Management

On 28 February 2006, the Company announced the
appointment of myself as its new chief executive officer in
place of Mr. Steven Julien FENIGER. Since April 1991, | have
been a director and chief executive of Tamarind, the business
of which was acquired by the Group in December 2004.

On 24 January 2006, the Company announced the
appointment of Mr. WONG Hing Lin, Dennis as its chief
financial officer following the resignation of Mr. KWOK Chi
Kueng. Mr. Wong was formerly head of corporate
development of Roly International, the ultimate holding

company of the Company.

Acquisition

The Group completed the acquisition of 60% interest in
Dowry Peacock on 19 October 2005. Dowry Peacock is a
UK-based consumer electronic products brand owner and
supply chain management company and is principally
engaged in the business of consultancy, design, sourcing,
planning, procurement, quality inspection, brand and
warranty management of home entertainment and consumer
electronic products. The post-acquisition performance of
Dowry Peacock was below expectation as a result of volatility
in the consumer electronics sector and unanticipated
fluctuation of the Sterling against US dollars, which had
adversely affected its operating margin.

To rectify the situation, Dowry Peacock is focusing on
expanding its customer base across all Linmark’s operating
territories to grow turnover. It is also actively looking at
sharpening its in-house design and engineering expertise to
broaden its one-of-a-kind product offering to customers.
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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 Awards co-organised
with the Financial Services and Treasury Bureau of the Hong
Kong Special Administrative Region Government, the
Securities and Futures Commission and Hong Kong Exchanges
and Clearing Limited recognise excellence in corporate
governance and contribution to raising corporate governance
standards in Hong Kong.

Financial Review

The Group's financial position remains healthy with cash and
cash equivalents of approximately US$37.6 million
(equivalent to HK$293.3 million) as at 30 April 2006. In
addition, the Group has total banking facilities of
approximately US$60.5 million (equivalent to HK$471.9
million) including borrowing facilities of approximately
US$9.1 million (equivalent to HK$71.0 million).

The Group'’s current ratio was 1.1 and gearing ratio was low
at 0.1, based on interest-bearing borrowing of approximately
US$8.9 million (equivalent to HK$69.4 million) and total
equity of approximately US$104.8 million (equivalent to
HK$817.4 million) as at 30 April 2006. There has not been
any material change in the Group’s borrowings since 30 April
2006.

Trade receivables increased from approximately US$20.3
million (equivalent to HK$158.3 million) as at 30 April 2005
to approximately US$34.5 million (equivalent to HK$269.1
million) as at 30 April 2006, which was mainly due to the
acquisition of Dowry Peacock. As at 30 April 2006, trade
receivables aged over 90 days were approximately US$7.1
million (equivalent to HK$55.4 million) which are being

carefully monitored by management.

The Group'’s net asset value as at 30 April 2006 was
approximately US$104.8 million (equivalent to HK$817.4

million).
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As at 30 April 2006, 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 30 April 2006 and there has been no
material change since then.

The majority of the Group’s transactions during the year
under review are denominated in US dollars, Hong Kong
dollars and Sterling. During the year under review, foreign
exchange risks from Sterling transactions are managed by the
Group treasury with the use of foreign exchange forward
contracts. There was no outstanding foreign exchange forward
contracts as at 30 April 2006.

Remuneration Policy and Staff Development Scheme
As at 30 April 2006, the Group had 1,006 staff. The total staff
costs for the year under review amounted to approximately
US$28.2 million (equivalent to HK$220.0 million) (2005:
US$22.7 million (equivalent to HK$177.1 million)). The
Group offers competitive remuneration schemes to its
employees based on industry practices, individual and the
Group'’s performance. In addition, share options and
discretionary bonuses are also granted to eligible staff based
on both the Group’s as well as individual performance. The
Group also offers fringe benefits such as professional tuition
and training subsidies to staff to enhance their sense of loyalty
and as part of the Group’s emphasis on staff training and

development.

Prospects

Along with the changes in management, the Group has
thoroughly reviewed its structure, its network of sourcing
offices and operational efficiencies. The new management
identified certain non-performing offices, which have either
been closed or will be closed. This exercise is expected to
complete within the first half of the next financial year. The
discontinuation of non-performing business development
activities will have a direct impact of reducing the Group’s
operating costs. However, further restructuring costs are
expected for the financial year ending 30 April 2007.
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After careful evaluation, the Group reorganised its operational
functions under four SBUs and each SBU is entrusted with a
specific business objective allowing more focused allocation
of resources for enhancing operational efficiencies and
lowering operating cost. Management, through pushing for
integration of all acquisitions into the Group, has created for
the Group tremendous operational synergies and cross-selling
opportunities, and a uniform platform on which to operate

and grow its business.

The Dowry Peacock business continues to be a challenge and
is expected to under achieve initial expectations. Increasing
material costs, interest rate hikes and the price deflation of
electronics products will continue to threaten its profitability.
Management is currently negotiating with suppliers for better
pricing that can ensure optimum margins and growth for the
Group. Aggressive cross selling opportunities outside Dowry
Peacock’s traditional customer and geographic base are being
explored. In addition, the Group has also tightened its control
procedure to monitor the Group’s Sterling/USD exchange to
minimise margin frustration for the Group in a volatile

exchange rate environment.

The Group will remain open to merger and acquisition
opportunities. It will target companies with strong historical
performance that can help it diversify and strengthen its offer

across existing and new markets.

Although the management sees short-term consolidation,

long-term prospects of its business remain strong.

Peter Loris SOLOMON
Chief Executive Officer

Hong Kong, 28 June 2006
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