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Management Discussion & Analysis

OPERATION

Vertical Integration in Manufacturing

The Group continues to follow the long-term strategy of
vertical integration in its manufacturing processes. Cost
effective vertical integration has proven its merits of flexibly
allocating and committing resources among our various
production bases, assuring production quality, shortening
production lead-time, maintaining cost controls and achieving
on-time delivery. These benefits have underpinned the success
of the Group in the past and will continue to form the

foundation for future growth.

Quality Control

The Management continues to place strong emphasis on
product quality and reliability. In addition to setting adequate
incoming and end-of-line quality controls, quality audit and
endurance tests are performed on all incoming base materials,
components, work in progress and finished goods and
throughout the whole production process. The Management
will continue to strengthen the existing Acceptable Quality
Level Standard and ISO management (internationally-
recognised quality control systems).
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Management Discussion & Analysis

Design, Research and Development

Our products are customer-oriented. Research and
development are mostly performed in-house to reduce product
development time. During the year under review, over 120
models of clocks, over 8 models of lighting products and
over 55 models of gifts and premium products have been
developed and launched to the market under our private labels
or our owned brand names with marked success.

Sales and Marketing

As part of our aggressive expansion strategy, the Group
continues to strengthen our sales and marketing teams in
the US, the UK, Germany and the PRC to develop new market
segments. Each overseas office is led by high calibre and
experienced sales and marketing executives. Their inputs on
products, markets and customers allow the Group to keep
abreast of useful information on current market and product
trends. The intact knowledge on customer demands will
enable us to serve them well to their complete satisfaction.
The Group is greatly capitalized on this dynamic marketing
and distribution network with an ongoing direct business
contact with our customers.

The Group continues its strategy of direct sales which has
greatly shortened the delivery time of our products to further
consolidate our market positions in the US, Europe and the
PRC.
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Management Discussion & Analysis

Analogue Clocks, LCD Clocks and Timers

Analogue Clock is so far the leading product line of the Group.
It consists of desk clocks, travel alarm clocks, wall clocks,
bell alarm clocks and LCD Clocks. Clocks can be
distinguished by using different materials for their cases, such
as plastic, wood, brass and glass.

The Group also manufactures electronic and mechanical
countdown timers that are widely used in cooking, sports,
laboratories and games.

Lighting Products

With growing concerns over environmental protection and
quality consciousness, the Management will continue to
improve lighting models of high efficiency and longer lifetime,
as well as develop more varieties of energy saving lighting
apparatus.

Accumulated from years of manufacturing experiences, the
Company has developed a standardized quality assurance
system in order to meet the relevant safety requirements in
overseas and the PRC markets. For example, our lighting
products quality is highly recognised by complying with the
mandatory requirement of recognised TUV Tests.
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Management Discussion & Analysis

Wooden Products

The Group will continue to diversify into high margin products

in order to stimulate demand and improve sales performance.

The wooden product range includes office stationery sets,
music boxes, photo frames, medals and jewellery boxes.

Artfield Industries (Shenzhen) Ltd. (“AlS”)

AlIS is our major subsidiary where most of our clock
manufacturing operations are located. The Group’s senior
staff located in AlS impose stringent supervision on all aspects
of its operation ranging from workmanship, material control,
cost control, inventory control to product quality to ensure
that our products have a strong competitive edge over other
industry players in terms of both profitability and return on

capital expenditure.

An effective sourcing and purchasing strategy has been
adopted in order to obtain favourable material prices.
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Management Discussion & Analysis

SUBSIDIARIES (Cont’d)

Ferdinand International (Marketing) Limited (“FIM”)

Since the acquisition of the business of a previously well-
known UK-based clock company, Kundo Staiger UK Limited
(“KS”), by the Group in 2001, the strong and extensive
customers network of KS has maintained a positive
contribution to the Group.

FIM, the wholly-owned subsidiary of the Group in the UK,
recorded a turnover of approximately HK$34,329,000 (2003:

HK$23,571,000) with growth of 46%. FIM will continue to
put more sales and marketing efforts to diversify its markets
covering other countries in Europe. In the year ahead, FIM
will continue to launch and promote our branded products
and lighting products in the UK market and the Management
is confident that FIM will broaden future developments.
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SUBSIDIARIES (Cont’d)

Wehrle Uhrenfabrik GmbH (“Wehrle”)

Our wholly-owned subsidiary in Germany, Wehrle continues
to focus on turning from losses to profits by developing new
products, widening customers base, restructuring
management and reducing costs.

The Group will further streamline operation activities and
restructure its management in Wehrle in order to strengthen
it as one of our trading arms in developing the Germany
market. It is expected that its performance will be improved

in the forthcoming year.

Right Time Group, Inc. (“Right Time”)

As part of our market expansion strategy, Right Time has
been set up in the US for about 5 years. The main purpose
of Right Time is to serve as a key communication bridge
between Hong Kong head office and customers in the North
America. During the year under review, Right Time recorded
a decrease in turnover when facing the unfavorable market
environment in the US.
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Management Discussion & Analysis

Right Time Group, Inc. (“Right Time”) (Cont’'d)

However, the Group believes that market potential in the US
is still promising in the near future. Apart from selling the
low-ranked “Klik” clocks, it is proposed to introduce our high-
ranked brand “Wehrle” to diversify the existing market segment
and capture more market shares in the US. The Management
will remain alert to the anticipation of a worldwide economic
recovery and adopt strategies that provide prompt response
to market changes.

As at 31 March 2004, the Group had 2,598 (2003: 2,277)
employees spreading among Hong Kong, the PRC, the US,
Germany and the UK. Industrial relationship has been well
maintained.

The Group has adopted an extensive training policy for its
employees. It has also sponsored senior executives for higher
education programs.

The Group has adopted a share option scheme whereby
certain employees of the Group may be granted options to
acquire shares of the Company.
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Management Discussion & Analysis

LIQUIDITY & FINANCIAL RESOURCES

As at 31 March 2004, the Group had total outstanding debts
and finance lease obligations of HK$63,231,000 (2003:
HK$53,889,000), of which HK$54,612,000 (2003:
HK$42,118,000) was secured bank loans, HK$6,374,000
(2003: HK$9,058,000) was secured overdrafts, HK$732,000
(2003: HK$832,000) was unsecured other loans and
HK$1,513,000 (2003: HK$1,881,000) was obligations under
finance leases. The amount repayable within one year
accounted for 68.8% (2003: 68.7%) of the total borrowings
as at 31 March 2004. The maturity profile of the Group’s
total borrowings as at 31 March 2004 is analysed as follows:
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Our gearing ratio was at a healthy level of 10.9% (2003:
8.6%). The computation is based on long-term borrowings of
the Group divided by shareholder's fund as at 31 March
2004.

The Group's sound financial position will provide us with good
financial capacity to either expand our existing operation or
to diversify into other strategic growth business.
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Management Discussion & Analysis

The Group’s investment properties with a value of
HK$8,000,000 (2003: HK$7,700,000), other investments of
HK$2,414,000 (2003: bank deposits of HK$2,907,000) and
certain of the Group’s leasehold land and buildings, and plant
and machinery were pledged to secures general banking
facilities granted to the Group.

The Group mainly earns revenue and incurs costs in US dollars
and Hong Kong dollars. Foreign exchange exposure of the
Group is minimal so long as the HKSAR Government’s policy
to link the Hong Kong dollars to the US dollars remains in
effect.

Since the Group’s principal manufacturing operations are in
the PRC and most of the operating expenses are denominated
in Renminbi (“RMB”), the management is aware of possible
exchange rate exposure. As a hedging strategy, the
management emphasizes on using RMB borrowings to finance
the Group’s PRC operation and capital expenditure.

The Group generally finances its operation with internal
generated resources and banking and credit facilities provided
by banks in Hong Kong, the PRC and the UK. All borrowings
are denominated in Hong Kong dollars, the US dollars, RMB
and British pounds. Borrowing methods used by the Group
mainly include trust receipt loans, overdrafts facilities, invoice
financing and bank loans. The interest rates of most of these
borrowings are fixed by reference to the Hong Kong Dollar
Prime Rate or foreign currency’s Trade Finance Rates.
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As at 31 March 2004, the Group did not have contingent
liabilities (2003: Nil).

On 15 March 2004, the Company entered into the Sale and
Purchase Agreement with two independent third parties (the
“Vendor”) for the acquisition of 49% equity interest in Success
Start Holdings Limited (“Success Start”), a limited company
incorporated in the British Virgin Islands, pursuant to which
the consideration shall be satisfied by the Company by way
of the issue and allotment of 21,939,084 new shares of
HK$0.10 each. For details, please refer to the Company’s
press announcement dated 16 March 2004.

The principal activity of Success Start is investment holding,
which holds approximately 80.17% equity interest of 8 & &
T2 H BB R A F) (Anxi Medicine-Make Co., Ltd Fujian) (“Anxi
Medicine”) and 87% equity interest of It REEE IR AWM E
ERMARAR
Xipu”).

A (Beijing Xipu Biotechnology Ltd) (“Beijing

Anxi Medicine is principally engaged in the production of
medical products including transfusion, bolus, bracteole,
capsule, granule, dry powder and ampoule. Beijing Xipu is
principally engaged in the research and development,

production and sales of bio-technological medical products.

The Board believes that the acquisition of a strategic equity
interest in Success Start presents an excellent opportunity
for the Group to diversify its existing business into medical
development and manufacturing business in the PRC.

LIANG Jin You
Chairman

Hong Kong, 26 July 2004
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