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Results of Operations

Turnover

For the year ended December 31, 2006, Group turnover continued
to record a double-digit growth of 12.8% to HKS$786.6 million,
compared with HKS697.5 million last year (as restated). Despite
the unsatisfactory performance of the audio visual products
business, we were able to maintain an overall upsurge due to the

robust growth of our booming car operations.

Gross Profit

Our gross profit margin fell slightly by 0.7% from 21.2% last year
(as restated) to 20.5% this year whilst our gross profit increased by

HKS$13.5 million to HK$161.6 million (2005: HK$148.1 million as
restated).

Distribution Costs and Administrative Expenses
Distribution costs were up by 9.3% to HKS55.1 million (2005:

HKS$50.4 million), approximately the same rate of increase of gross

profit compared to last year.
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The increase in administrative expenses of HK$25.1 million from
HKS$95.1 million of last year to HK$120.2 million this year is mainly
attributed to the increased turnover in 2006 compared to last year
as well as the various non-recurring transactional costs, including
professional fees, incurred to effect the share exchange between
our car subsidiary and China Premium Lifestyle Enterprise, Inc.

(formerly known as Xact Aid, Inc.) last November.

In order to maintain a cost-effective platform, drastic measures
of restructuring for the purpose of cost reduction at both
management and operational level will start at the beginning of this

second quarter.

Profit from Operations

The Board is pleased to announce that profit from operations was
HKS$27.7 million (2005: HK$76.3 million). This was less than 2005
due to the one-off gain on settlement of a loan in 2005 coupled with

the non-recurring costs in 2006 as mentioned above.
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Other operating income of HKS$16.2 million (2005: HKS3.0
million as restated) was mainly attributed to a gain arising
from the negative goodwill of HK$8.0 million in relation to the
share exchange with China Premium Lifestyle Enterprise, Inc.
(formerly known as Xact Aid, Inc.) as well as the non-recurring
gain of HKS5.9 million on disposal of “product distribution
rights” associated with the disposal of our associated company in

Jiangmen.

A property-related net profit of HK$25.2 million (2005: HKS13.1
million) reflected the upward adjustment arising from revaluation
of properties as well as the loss incurred on disposal of investment

properties.

Profit Attributable to Shareholders

The board is pleased to deliver a profit attributable to shareholders
of HKS7.1 million (2005: HKS35.5 million) as further explained

below.

Finance costs increased by HKS$4.7 million from HKS$6.7 million to
HKS11.4 million due to the need to maintain a higher inventory and

other working capital in our expanding car business.

“Gain on disposal of a subsidiary” reflects the gain on disposal of
Che Chuen Development Ltd amounting to HK$28.6 million. The
effect of this was to some extent reduced by the loss of HK$15.9
million on disposal of a subsidiary in relation to the share exchange
with China Premium Lifestyle Enterprise, Inc. (formerly known
as Xact Aid, Inc.), together with the loss of HK$9.7 million arising
from the disposal of our associated company in Jiangmen.

“Share of results of associates” recorded at a net loss of HKS7.8
million (2005: HK$20.7 million), reflects the share of loss of
our associated company in Jiangmen of HKS$10.6 million (2005:
HKS$23.4 million) as well as a share of profit of HKS2.8 million
(2005: HKS2.7 million) made by our joint-venture car trading
company in Shanghai.
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A net charge of income tax amounting to HKS$1.1 million (2005:
HKS$11.5 million) was recorded due to the relatively lower charge

on deferred tax in the current year.

Financial Condition

The Group was financed by a combination of its equity capital
base, cash flow generated from operations and bank borrowings.
As usual, bank and other liabilities were being met upon their

maturities in the normal course of business.

Cash and cash equivalents at December 31, 2006 were HKS$22.0
million (2005: HKS18.6 million), reflecting the ability of the Group
to generate or raise funds.

The Group had total borrowings at December 31, 2006 amounting
to HK$134.0 million (2005: HKS83.1 million). The Group’s long
term gearing ratio stood at 13.8% (2005: 16.1%), based on non-
current liabilities (excluding deferred tax) of HK$42.0 million
(2005: HKS$48.4 million) and shareholders equity of HKS$304.0
million (2005: HK$301.0 million). The current ratio was 1.1 (2005:
1.0), based on current assets of HK$368.2 million (2005: HK$242.4
million) and current liabilities of HK$340.8 million (2005:
HKS$241.6 million).

It is the Group’s management practice to hedge foreign currency
transactions with the objective to stabilise the cost via the pegging
of the exchange rates with bankers. Accordingly, the Group was
not exposed to material fluctuations in exchange rates and related
hedges during the year under review. At December 31, 2006 the
total outstanding foreign exchange contracts purchased with
banks amounted to HKS7.0 million (2005: HKS3.9 million).
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The Group had trading facilities at December 31, 2006 amounting
to HKS$288.8 million (2005: HK$200.1 million) of which HK$186.1
million (2005: HK$107.9 million) was utilised. Certain of the
Group’s properties, inventories, trade receivables, bank deposits
and all assets of a subsidiary were pledged at year ended 2006 in an
aggregate amount of HK$385.1 million (2005: HKS$305.6 million) to

secure facilities granted by our bankers.

At December 31, 2006, the Group had contingent liabilities of
approximately HKS1.2 million (2005: HKS1.3 million) in respect of
proceedings involving a subsidiary in India and HKS11.0 million
(2005: nil) in respect of a bank guarantee issued to the purchaser of
the disposed associate in Jiangmen by a subsidiary. At December
31, 2005, the Group had contingent liabilities of approximately
HKS$10.3 million arising out of the grant of option to a connected

person. The option was terminated in year 2006.

Business Review

Cars and Car Accessories

The business consists mainly of the import, distribution and after-
sales service of Italian “Ferrari” and “Maserati” cars and spare
parts in Hong Kong and Macau together with the retailing of these

products in our newly-opened dealership in Dalian, PRC.
Sales increased by 45.7% to HK$550.6 million (2005: HK$377.8

million), driven by strong “Ferrari” new and used car sales and a

strong increase in workshop service income.
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Strong sales increases also resulted in strong profit growth. Higher
allocation of cars for Hong Kong represented the support from
the “Ferrari” factory to cater for the exceptional demand in Hong
Kong and also in recognition of the growing size and importance
of the Hong Kong market. Our successful marketing and sales
initiatives created strong desire for all “Ferrari” models, including
the F430, F430 Spider, 612 Scaglietti and Challenge Pista. The
launch of the 12-cylinder, 599 GTB Fiorano, was a phenomenal
success. This resulted in a quick build-up of orders which like
the 8-cylinder F430, has a delivery time of over two years. It was
a proud achievement to attain close to a 60/40 ratio between 8
and 12 cylinder “Ferrari” car sales. “Ferrari” captured over 50% of
its market segment in Hong Kong due to the Group’s successful
implementation of strategy. Sales of “Maserati” cars also increased
with the launch of the Quattroporte Sport and Executive GT
sedans, GranSport LE and GranSport Spyder.

Various co-promotions were completed between “Maserati” and
other Italian life-style brands to enhance its position as an icon in

the luxury market.

September 2006 was also the occasion of the grand opening of the
Group’s new “Ferrari” and “Maserati” dealership in Dalian, PRC. A
total of 24 cars were shipped to the North East for the celebrations,
which culminated in a fast-moving, four-day tour for the cars and
their owners from Dalian to Harbin. The whole event captured the

imagination and attention of nationwide media and the public.

The Group also began its new “Alfa Romeo” business setup, having
been appointed the exclusive importer of Italian “Alfa Romeo” cars

in Hong Kong and Macau in the second half of 2006.
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Electrical Appliances

The business consists of marketing and distribution of a wide
range of consumer and commercial air-conditioning products
from several major brands, namely “MHI” (Mitsubishi Heavy
Industries of Japan), American “Frigidaire”, Chinese “GREE”,
Korean “Daewoo”, Japanese “Sansui” and our own “Bodysonic”
and audio-visual products of our own, being “Rogers” and
“Bodysonic”, Japanese “Marantz”, “Denon” “Sansui”, American
“Boston Acoustics” audio-visual products, and Japanese “Alpine”
car electronics. These product ranges are well placed in the

marketplace to suit the needs of different market segments.

Sales were HKS$225.4 million, a 27.3% decrease from last year. The
decrease was mainly due to the unsatisfactory sales performance
of the audio visual products. The Group made a strategic decision
to scale back the audio-visual business, especially in view of the
cut-throat price competition of LCD TV’s. Instead, this business
was re-focused on the lower turnover yet higher margins segment
of audiophile equipment. Together with drastic cost cuttings and
relocation of the business headquarters to Shenzhen, PRC, we
were able to minimise the loss in the second half year and steer
towards the direction of stable profitability.

Overall gross margins of air-conditioning products were
maintained, despite severe price competition, due to successful
introduction of higher margin products like “Frigidaire” wine
coolers. Cost rationalising of this business also contributed to
stable profitability.

Sales and profitability also improved in the commercial air-
conditioning segment with a strengthened engineering team and
continued growth of the Hong Kong and Macau infrastructure and

property development markets.
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The business of “Alpine” car electronics in Singapore and
Malaysia declined slightly due to weakened OEM sales and price
competition of entry-level models. However, a higher share of

aftermarket sales contributed to higher profits in these markets.

By the end of 2006, the Group was appointed by Japanese “Denon”
as the exclusive distributor of its audio-visual products in Malaysia.

Properties Leasing

A new business department was formed in September to focus on
the leasing of the Group’s properties, mainly the Wo Kee Hong
Building in Hong Kong and several smaller properties in mainland
China. Besides leasing by our own subsidiaries, total monthly
rental income received from outside tenants increased by over 50%.
This was achieved with successful increases in occupation, rental

rates and improved building management.

Other businesses

During the year, the Group also started the distribution of
luxurious Italian “Ferretti” motor yachts in South China and
of luxurious Taiwanese “Horizon” motor yachts in PRC, Hong
Kong and Macau. Achievements were made in setting up the

distribution, logistics and promotion of these brands.

The Group also started its release and distribution of musical
CD/DVD under its own label, “Rogers Music”. The businesses
of internet music promotion and artist management were also

initiated.

R A T RS 24 2 5 5 B A D Y 0 i
FEBETE BN K IS A PY B Ay [ TR | 3
BT i BT B o AR - AR AR
BT A R TR SRS S A
e A o

A ZERFTNAFIR > AL A A [ KHE ] 2L
o FER T A T A VY i G 8 A AR AL o

/E Sith=

AN F A IUH AL B SER RY > BEA
ALY - EELIE K FECAT K R A
TP FP R R B B T BN S - BRAVEE
g 2> m R AELSE > 3 AR Wi B
FH 4B A BB RH I R 81 50% o BLAT R R £
THEF= ~ M R BcE RELBE -

HoAt 275

AEIAL > AR ] R B e 7 3 T L8 KA
[ | SEHEREE I ME SO T B - A R
FIOY85 6 1 [ 5530 | SEEEMEBYENE © 5235 i il
908 - Wi A RGE By R IR

AL IR LG L B & 5 [ Rogers Music | H
WK #5475 44 CD/DVD » 3 B A L 5 45 (e
N EYNSIE S

Annual Report 2006 — & NAEAEH



Management Discussion and Analysis of Results of Operations and Financial Condition
B P o am M RS SRR

BB IR L o A

PERSONNEL

At the end of 2006, the total number of employees of the Group,
excluding associates, was 365 (2005: 316), representing a 15.5%
increase in headcount. This was mainly due to the expansion of
our car business group and the creation of new business units
for distribution of “Alfa Romeo” cars as well as “Horizon” motor

yachts.

The management is committed to staff motivation and training
so as to ensure our employees remain committed as well as
competitive in the marketplace. With the continued expansion
in PRC and in the direction of securing more luxurious brands
for distribution, we encouraged offices to recruit local staff.
Together with the continuous organizational improvements led
by our committed management team, we are confident that our
businesses and the employees will develop together for the benefit

of the Group in the years to come.

PROSPECTS

Looking into 2007, the management has plans for significant
increases in turnover and profit. We are confident of the
continuous growth of the markets in which we operate, particularly
in Hong Kong and PRC.

We expect excellent growth in our car business, with the launches
of new models by “Ferrari” and “Maserati” and the addition of
“Alfa Romeo” cars, which is planned to group under our associated
company, China Premium Lifestyle Enterprise, Inc., a U.S. OTCBB
listed company. Due to the confirmed waiting list of some models,

a major proportion of the sales is very much secured for 2007.
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With the continuation of cost rationalization, the Group will be able
to lower the operational expenses at percentage of sales level and

hence increase profit.

The electrical appliances business will remain stable and
profitable. The audio-visual business will be scaled down to

minimise costs in a very competitive marketplace.

We will also see good momentum to be generated by our new
motor yachts business and forthcoming prestigious branded
fashion and accessories businesses. As we have achieved a three
years trend of profitability from 2004 to 2006, we are very confident
that this trend of profitability and sales growth will continue in 2007
and beyond.
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