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BUSINESS REVIEW

Overview

For the six months ended 31 October 2006 (“period under
review”), shipment value amounted to approximately
US$494.4 million (equivalent to HK$3,856.3 million), an
increase of approximately 13.4% as compared to
approximately US$435.9 million (equivalent to HK$3,400.0
million) for the corresponding period of last year. The Group’s
performance is most accurately reflected by shipment value

instead of turnover.

The Group’s turnover increased by approximately 96.9%
against the same period of last year to approximately
US$193.7 million (equivalent to HK$1,510.9 million). The
significant increase was principally attributed to the Group's
acquisition of Dowry Peacock Group Limited (“Dowry
Peacock”).

Operating expenses including finance costs increased by
approximately 14.3% to approximately US$23.8 million
(equivalent to HK$185.6 million). The increase was mainly
due to the acquisition of Dowry Peacock as well as costs
associated with the Group’s restructuring amounting to
approximately US$1.0 million (equivalent to HK$7.8 million)
and provision for doubtful debts of approximately US$1.8
million (equivalent to HK$14.0 million).

The Group’s profit after income tax amounted to
approximately US$4.3 million (equivalent to HK$33.5
million), a decrease of approximately 59.4% as compared to
approximately US$10.5 million (equivalent to HK$81.9
million) for the corresponding period of last year. The decrease
was mainly due to the departure of Warnaco Inc., one of the
Group’s key customers in North America, which decided to
consolidate its retail and sourcing functions in Asia during the
last financial year. The Group has faced many challenges with
its value-added services and advisory business. In addition, the
Group has tightened its credit policy, which resulted in an
increase of provision made during the period under review.
The Group is taking various measures to enhance efficiency
and save cost.
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Net profit after income tax as a percentage of shipment value
declined to approximately 0.87% from 2.42%. Excluding the
US$1.0 million (equivalent to HK$7.8 million) restructuring
expenses, the adjusted net profit after income tax as a
percentage of shipment value would be approximately 1.07%.

Segmental analysis

The acquisitions undertaken by the Group in the past few
years have shifted the Group’s business model from
predominately commission-based to shipment value-based.
The table below shows the shipment value to different markets
during the period under review as compared to amounts in the

previous corresponding period:
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Shipment value

NEERE
For the six months ended
31 October
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EEE EEEW
North America C=M 175.4 257.5
Europe BRI 163.3 67.7
Others Hid 155.7 110.7
Total ®Et 494.4 435.9

During the period under review, shipment to Europe surged
approximately 141.2% from approximately US$67.7 million
(equivalent to HK$528.1 million) to approximately US$163.3
million (equivalent to HK$1,273.7 million). Shipment from
this sector accounted for approximately 33.0% of the Group’s
total shipment. The growth was mainly from the increased
revenue after the acquisition of 60% interest in Dowry
Peacock, a UK-based consumer electronic products brand
owner and supply chain management company. The

acquisition was completed in October last year.
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Shipment to North America decreased by approximately
31.9% from approximately US$257.5 million (equivalent to
HK$2,008.5 million) to approximately US$175.4 million
(equivalent to HK$1,368.1 million). However, North America
remained as the Group’s largest market, contributing
approximately 35.5% of the Group’s total shipment.

Shipment grouped under “Others” represents mainly shipment
to the southern hemisphere. Its value increased from
approximately US$110.7 million (equivalent to HK$863.5
million) to approximately US$155.7 million (equivalent to
HK$1,214.5 million) at strong orders from customers in South
Africa and Australia.

After a series of reorganisation initiatives implemented over
the past few months, the Group’s operational functions have
been divided into four specific business units. This strategic
move has duly promoted better cross selling among the

various product divisions.

The Group completed its consolidation efforts involving the
Shanghai and Hong Kong offices during the first and second
quarter of this financial year, respectively. As a result, the
Shanghai offices are now located within a single building, a
practice that was subsequently mirrored in Hong Kong.
Moreover, a new mega showroom similar in style to a
department store was set up in the Hong Kong office. This
particular display strategy not only offers an extraordinary
sourcing experience to customers, but also encourages cross-

selling opportunities among different business units.

In addition to restructuring the two offices, the Group
reviewed its office network and closed a number of non-
performing locations during the period under review. Such
action has allowed the Group to lower operating costs to a

more reasonable level and to sharpen its competitiveness.
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FINANCIAL REVIEW

The Group’s financial position remains healthy with cash and
cash equivalents of approximately US$38.8 million (equivalent
to HK$302.6 million) as at 31 October 2006. In addition, the
Group has total banking facilities of approximately US$67.5
million (equivalent to HK$526.5 million) including borrowing
facilities of approximately US$12.1 million (equivalent to
HK$94.4 million).

The Group has a current ratio of 1.1 and a low gearing ratio of

1, based on interest-bearing borrowings of approximately
US$14.4 million (equivalent to HK$112.3 million) and total
equity of approximately US$108.0 million (equivalent to
HK$842.4 million) as at 31 October 2006. There has not been
any material change in the Group’s borrowings since 31
October 2006.

Trade receivables increased slightly from approximately
US$34.5 million (equivalent to HK$269.1 million) as at 30
April 2006 to approximately US$36.9 million (equivalent to
HK$287.8 million) as at 31 October 2006. As at 31 October
2006, trade receivables aged over 90 days were approximately
US$8.5 million (equivalent to HK$66.3 million) which are

being carefully monitored by management.

The Group’s net asset value as at 31 October 2006 was
approximately US$108.0 million (equivalent to HK$842.4

million).

As at 31 October 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 31 October 2006 and there has been no material

change since then.

The majority of the Group’s transactions during the period
under review were denominated in US dollars, Hong Kong
dollars and Sterling. During the period under review, foreign
exchange risks from Sterling transactions were managed by the
Group’s treasury with the use of foreign exchange forward

contracts.
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PROSPECTS

Although the business environment remains challenging, the
management will continue to explore ways to improve
profitability, including implementing cost-saving measures,
improving efficiency to enhance margins, expanding customer
base, negotiating with suppliers for better prices and enriching
its product ranges by developing more exclusive range of
products for distribution.

Apart from continuing to actively integrate and restructure its
various business functions, the Group will focus on
encouraging cross-selling among its existing and new
customers. The management expects to see favourable
outcomes of these endeavors in the coming years after
customers have experienced the advantages of its

comprehensive product offerings and one-stop service.

Linmark Electronics Limited’s (“LEL”) business remains to be a
challenge but it is expected that there will be a slight
improvement in the operating margins in the second half of
the current financial year. The Group will review its business
strategy and continue to explore ways to improve its
profitability although it is not expected LEL to have a material
impact to the Group's profitability in the short term.

While management expects that its business and initial
consolidation efforts will be confronted with various
challenges, it is confident that the Group will benefit in the
long-term by taking decisive and prudent action during the

current financial year.

Management Discussion and Analysis
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VOLUNTARY DELISTING PROPOSAL OF ROLY
INTERNATIONAL

The Board has been informed that a proposal (“Proposal”)
from RI Special Holdings Bermuda Limited (“BidCo”), a
company owned by Mr. WANG Lu Yen and Asia Pacific
Growth Fund V, L.P.,, CFM Investments Limited, Titan | Venture
Capital Co., Ltd. and FAT Capital Management Co., Ltd was
put forward to the board of directors of Roly International to
seek a voluntary delisting of Roly International from the
Singapore Exchange Securities Trading Limited. Subject to and
upon the Proposal having been approved by Roly
International’s shareholders and implemented, BidCo will
become the controlling shareholder of Roly International.
Since Roly International is the controlling shareholder of the
Company, BidCo will also become the controlling shareholder
of the Company. According to the Hong Kong Code on
Takeovers and Mergers, BidCo will be required to make a
mandatory unconditional offer for the securities of the
Company not already owned by it or parties acting in concert
with it. Details of the Proposal and the possible mandatory
offer are set out in an announcement dated 12 December
2006 jointly issued by the Company, BidCo and Byford
International Limited. As the Proposal is subject to the
approval of Roly International’s shareholders, the possible
mandatory offer may or may not proceed. The Board will
provide an update to shareholders as and when appropriate.
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