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MANAGEMENT DISCUSSION AND ANALYSIS
FINANCIAL REVIEW

Turnover

During the period, the sales turnover increased to HK$1,862
million, an increase of 19.2% as compared to the same period
last year. The increase was mainly attributable to the better
sales of digital products.

Profit attributable to equity shareholders was HK$22 million, a
drop of 13.4% over the same period of last year.

During the period, sales of home audio products, which
remained its core business, accounted for approximately 52.7%
of the Group’s turnover, a decrease of 28.5% in sales over last
period. Sales from digital and DVD players contributed to
approximately 47.3% of the Group’s turnover, an increase of
361.1% over last period.

Gross Margin

The Group continued to change its product mix and reduce the
low margin business of certain CD audio products. Gross profit
was about HK$99 million.

Expenses

The Group’s administrative expenses were similar to the period
for last year and recorded at HK$59 million. The percentage of
administrative expenses to total sales slightly decreased to 3.2%
(2005: 3.7%). The Group’s selling and distribution expenses
remained at approximately HK$19 million. The Group’s finance
costs increased to HK$18 million, as a result of the higher
average interest rate and the increase in trust receipt and
packing loans.

Property Investment

The Group has changed the use of certain plants in Dongguan
to rental purposes following the continuing consolidation of its
operations into Qingyuan. The increase in fair value of investment
properties amounted to HK$13 million. The Group is now in the
process of obtaining land use right certificates for the investment
properties.
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Working Capital Management

As at 30 September 2006, the Group maintained bank deposit
and cash and cash equivalents at approximately HK$241 million
(831 March 2006: HK$221 million).

The Group’s average inventory turnover was about 59 days (31
March 2006: 56 days). The increase in inventory was mainly
due to the certain raw materials and finished goods built up
awaiting for shipments in October and November 2006. The
Group’s average trade receivables turnover was increased to
28 days (31 March 2006: 16 days).

Trade and other receivables increased from approximately
HK$166 million to approximately HK$424 million. It was mainly
due to the record shipments in September of this period and
accordingly, bills receivable for discounting, included therein,
increased from HK$36 million to HK$199 million which were
offsetting in nature against the corresponding liability item (bills
discounted). The bills receivable for discounting and bills
discounted dropped significantly after September 2006 to the
normal level of about HK$52 million in October 2006. The stock
and creditors levels increased in line with the underlying sales
growth for the period.

Dividend Policy

The Board has declared an interim dividend of HK1 cent per
share. After careful consideration, the Group adhered to the
existing dividend policy with a payout ratio of not more than
50% on net profits rather than maintaining the absolute amount
of dividend of prior years.

Financing and Capital Structure

As at 30 September 2006, the Group had bank loans of
approximately HK$446 million (31 March 2006: approximately
HK$624 million), which included the outstanding balance of
syndicated loan in the amount of HK$163 million (31 March
2006: HK$255 million). The Group also issued letters of credit
to procure the supplies of critical components and certain raw
materials. The trust receipt and packing loans amounted to
approximately HK$347 million (31 March 2006: HK$43 million).

The Group’s loans were primarily denominated in Hong Kong
dollars, US dollars and RMB and the Group had no significant
exposure to foreign exchange fluctuations.
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The increase in consolidated funded debt (excluding bills
discounted which were offsetting in nature) from HK$667 million
to HK$796 million was mainly due to the drawdown of new
loans and finance leases as well as additional short-term trade
facilities (as explained in the 2006 annual report) to fund normal
working capital and the capital expenditure for the period. The
trust receipt and packing loans decrease significantly after
September 2006 to the level of about HK$200 million in October
2006. Following the shipments in October and November 2006,
the net gearing ratio is expected to be about 50%.

Capital Expenditure

Total capital expenditure for the period was approximately
HK$43 million (31 March 2006: approximately HK$125 million),
out of which, HK$8 million was mainly spent on the construction
of Qingyuan Ngai Lik Industrial Estate, HK$15 million for the
acquisition of plant and machinery and HK$9 million for moulds
investment.

Liquidity and Financial Resources

The net current assets of the Group as at 30 September 2006
stood at approximately HK$62 million (31 March 2006: HK$37
million) and the current ratio was 1.04 (31 March 2006: 1.05).
Shareholders’ funds were maintained at approximately HK$1,089
million (31 March 2006: HK$1,070 million).

Treasury Policy

The majority of the Group’s sales and purchases were
denominated in US Dollars and HK Dollars. As HK Dollars and
US Dollars are pegged, the Group had minimum exposure to
foreign exchange fluctuation. The labour costs and other
overheads incurred in China were denominated in RMB and
during the period, the Group had entered into an one year
structured forward contract for RMB in the amount of US$1
million with the Hongkong and Shanghai Banking Corporation
Limited for hedging purposes. The Group will closely monitor
the overall currency and interest rate exposures. When
considered appropriate, the Group will hedge against currency
exposure as well as interest rate exposure.
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EMPLOYEE INFORMATION

As at 30 September 2006, the Group had approximately 31,800
employees (31 March 2006: approximately 32,000). The
remuneration packages are generally structured with reference
to market conditions and the qualifications of the employees.
The salaries and wages of the Group’s employees are normally
reviewed annually based on performance appraisals and other
relevant factors. Bonuses are normally paid to the management,
based on individual merits as well as results of their respective
companies in which they work. Benefit plans for its Hong Kong
staff include a provident fund scheme and medical and life
insurance. The Company also maintains a Share Option Scheme,
under which options may be granted to employees to subscribe
for shares in the Company. This Share Option Scheme is
designed to give employees an incentive to perform.

COMPLIANCE WITH THE CODE ON CORPORATE
GOVERNANCE PRACTICES

The Company is committed to high standards of corporate
governance. Subsequent to the publication of the Corporate
Governance Report in the 2006 Annual Report, a special
resolution was passed at the Annual General Meeting of the
Company held on 15 September 2006 to amend the Company’s
Bye-laws to the effect that all directors (including Chairman of
the Board and Managing Director of the Company) will be
subject to retirement by rotation.

The Board consider that the Company has complied with all
code provisions set out in the Code on the Corporate
Governance Practices (“CG Code”) throughout the six months
ended 30 September 2006, with deviations from CG Code
provision A2.1 in respect of the separation of roles of the
chairman and chief executive officer and A4.2 in respect of the
re-election of directors who are appointed to fill causal vacancy.
The Group’s compliance with the provisions of the CG Code
togethers with the reasons for the above deviations are set out
in the CG Report contained in the Company’s 2006 Annual
Report issued in July 2006.

AUDIT COMMITTEE

The Audit Committee of the Company, comprising of three
independent non-executive directors, has reviewed with the
management of the Company, the accounting principles and
practices adopted by the Group and discussed the auditing,
internal controls and financial reporting matters including the
review of the Company’s unaudited interim results for the six
months ended 30 September 2006.
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REMUNERATION COMMITTEE

The Remuneration Committee of the Company, comprising of
three independent non-executive directors and one executive
director, was established with terms of reference in compliance
with the CG Code. The Remuneration Committee is responsible
for formulation and review of the remuneration policy of the
Company and performance of the executive directors,
recommendation as to the remuneration of the executive
directors and dealing with matters of appointment, retirement
and re-election of the directors.

COMPLIANCE WITH CODE FOR SECURITIES
TRANSACTIONS BY DIRECTORS

The Company has adopted the Model Code for Securities
Transactions by Directors of Listed Issuers (“Model Code”) as
set out in Appendix 10 to the Listing Rules as its own code of
conduct regarding directors’ securities transactions (the “Code”).
Having made specific enquiry of all directors of the Company,
the directors of the Company have complied with the required
standard as set out in the Code throughout the six months
ended 30 September 2006.

DEALING IN COMPANY’S LISTED SECURITIES
During the period, there were no purchases, sale or redemption
by the Company or any of its subsidiaries, of the Company’s
listed securities.
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DIRECTORS’ AND CHIEF EXECUTIVE’S
INTERSTS AND SHORT POSITIONS IN SHARES,
UNDERLYING SHARES AND DEBENTURES

As at 30 September 2006, the directors, chief executive of the
Company and their associates had the following interests and
short positions in the shares, underlying shares and debentures
of the Company and its associated corporations (within the
meaning of Part XV of the Securities and Futures Ordinance
(“SFO”")) as recorded in the register required to be kept under
Section 352 of the SFO or which were required, pursuant to the
Model Code contained in the Listing Rules, to be notified to the
Company and the Stock Exchange:
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Number of Shares held

RO EE

Capacity/ Percentage
Name of Director Nature of interest Long position  Short position of holding
EEnE B/ Rt E L3y KA FREDL
Lam Man Chan (“Dr. Lam”) family interest (note) 278,723,176 - 35.15%
MK (THREL]) EN Xl )
Ting Lai Ling (“Ms. Ting”) family interest (note) 278,723,176 - 35.15%
TE®R (T &2t Kk (B at)
Note: Bz -

The interests are held by Goodchamp Holdings Limited, which is
100% owned by Sinowin Inc. as trustee of The Sinowin Unit Trust.
The Sinowin Unit Trust is a unit trust 100% owned by HSBC
International Trustee Limited as trustee of a discretionary trust. The
discretionary trust was settled by Dr. Lam and the discretionary
objects of which are Ms. Ting herself (the wife of Dr. Lam) and the
family members of both Dr. Lam and Ms. Ting.

In addition to the above, certain Directors have non-beneficial
personal equity interests in certain subsidiaries held for the
benefit of the Company solely for the purpose of compliance
with the minimum company membership requirements.

Save as disclosed above, as at 30 September 2006, none of
the Directors or the chief executive of the Company and their
associates had any interests or short positions in the shares,
underlying shares and debentures of the Company and its
associated corporation (within the meaning of Part XV of the
SFO) as recorded in the register required to be kept under
Section 352 of the SFO or which were required, pursuant to the
Model Code, to be notified to the Company and the Stock
Exchange.
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DIRECTORS’ RIGHT TO ACQUIRE SHARES
As at 30 September 2006, none of the directors of the Company
has any right to acquire any interest or benefits by means of
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acquisitions of shares, underlying shares in or debentures of NEEBEMESERIFE -

the Company.

INTERESTS AND SHORT POSITIONS IN SHARES FERREREMALTZRORABERBER
AND UNDERLYING SHARES OF SUBSTANTIAL mEERAR

SHAREHOLDERS AND OTHER PERSONS

As at 30 September 2006, so far as was known to the directors
or chief executive of the Company, the following persons (other
than the interests disclosed above in respect of certain directors
and chief executive of the Company) had interests or short
positions in the shares or underlying shares of the Company as
recorded in the register to be kept under Section 336 of the
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% REEHOIE6HATEZ BERMER
CEEV TR

SFO are set out below:

Number of shares held

FEROHAR

Capacity/ Long Short Percentage

Name of shareholder Notes nature of interest position  position of holding

REER Bt it B EEME Ha KE BERBESL

Goodchamp Holdings Limited 1 Beneficial interest 277,923,176 - 35.05%
EmiEm

Sinowin Inc. 1 Trustee interest 277,923,176 - 35.05%
EEAER

HSBC International Trustee Limited 1 Trustee interest 278,423,176 - 35.11%
fErt A ®

Grandlink Holdings Limited 2 Beneficial interest 40,640,000 - 512%
EnEm

Guardian Trustee Limited 2 Trustee interest 40,640,000 - 5.12%
AR

Basab Inc. 2 Trustee interest 40,640,000 - 512%
fErt A ®

FMR Corp. 3 Investment manager 70,904,000 - 8.94%
REKE

Templeton Investment Counsel, LLC - Investment manager 63,622,532 - 8.02%
REKRE

Oaktree Capital Management, L.L.C. (“OCM”) 4 Corporate interest 48,880,000 - 6.16%
NEER

OCM Emerging Markets Fund, L.P. (“EMF”) 4 Beneficial interest 48,880,000 - 6.16%
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Notes:

1. The details of this note are stated in note of the above section
(a) headed “Directors and chief executive’s interests and short
positions in shares, underlying shares and debentures”

2. The 40,640,000 shares of the Company are held by and
registered in the name of Grandlink Holdings Limited, which is
100% owned by Basab Inc. as trustee of The Basab Unit Trust.
The Basab Unit Trust is a unit trust owned by Guardian Trustee
Limited as trustee of a discretionary trust.

3 The interests are indirectly held by FMR Corp. through its
100% controlled corporations, namely, Fidelity Management &
Research Company and Fidelity Management Trust Company.

4. These shares are held through EMF. OCM is the general partner
of EMF and is holding 2% in EMF. OCM is deemed to be
interested in shares held by EMF solely as general partner of
EMF but disclaims any beneficial interest therein except for its
pecuniary interest.

Save as disclosed above, as at 30 September 20086, the directors
and chief executive of the Company are not aware of any other
persons who had an interest or a short position in the shares or
underlying shares of the Company as recorded in the register
required to be kept under Section 336 of the SFO.

SHARE OPTION SCHEME

A share option scheme of the Company was approved and
adopted on 23 August 2002 (the “Scheme”). The Scheme is
valid and effective for a period of ten years from the date of
adoption.

Pursuant to the Scheme, the Company may grant options to,
inter alia, directors and employees of the Company or its
subsidiaries and other participants to subscribe for shares in
the Company. The details of the terms of the Scheme were
disclosed in the Company’s 2006 annual report.

During the period, all outstanding options as at 31 March 2006
were cancelled and no options were granted, exercised or
lapsed.
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By order of the Board
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