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COMPETITIVE ADVANTAGE AND CORE
COMPETENCE

The Group achieves its competitive advantage through the
following core competences:

(i) The Group is considered as one of the leading player in
clocks industry by virtue of its more than 20 years of
experiences in the manufacturing, marketing and trading
of clock, timepieces, gift and premium and other office
related products. The other businesses are complementary
and conducive to the Group’s core business. The Group
owns 3 brand names “WEHREL"”, “KLIK” and “ARTEX”
which have long history and good standing in international
clocks market. The Group’s listing status provides financial
reliability and confidence to customers.

(ii) Quality Control, Research and Development

The management of the Company places great emphasis
on products quality and reliability by adopting strict quality
controls standard, quality audit and endurance test for its
products in order to fulfill the stringent requirements of its
high-end customers.

(iii) ~ The Group has a strong in-house design, research and
development team who are expertise in their chosen fields
with dedication to serve its prestigious customers. The
Group also enters into partnership with well-acclaimed
overseas design houses for new products designs and
development apart from the vast reservoir of its own brands
designs.

(iv)  Sales and Marketing

The Group’s sales and marketing activities operate in global
arena with offices and presence in the USA, Germany, UK
and the PRC. The presence attunes with the Group’s niche
marketing strategy and enables the Group to keep abreast
with the market conditions and to develop new market
segments.

BUSINESS REVIEW

It was stated in last year’s annual report and in this year’s interim
report that the Group has encountered difficult operating
environment with respect to its traditional manufacturing
operations due to ever escalation of material costs, labour and
overhead costs, persistent appreciation of Renminbi and
increasingly stringent custom and regulatory controls of the PRC
government towards importing of materials into, and exporting of
products out of, the PRC, where the Group’s manufacturing
operations were based.

BEEBRZOE

REBEBETIROENESHFED

(i)

(i)

(iii)

(iv)

NEE RS - 55k 25 BRREM
ANEHBERZAE THHEERESHE
BEBBA-_THEZER CHRTHARESE
NHBEE 2 — o b ERERERERZD
HEISHEEAEK o NEE¥ES [WEHREL] »
[KLIK] % [ARTEX] = {B7E BB s $E T 45 F
SABZEREHMIE - AEBZ T
MNRETASEMNEBEESREITPEMT-

BiEhl - R R

AAAEREEEER AR RAEY K
e T BiE AR RE RHIEE 2
ERMAARET LR ERERES Y
BEER -

EH}

REBEFERBAWAN AR -~ T RFAEK
th - PR EERRERBAZIRERE 7§
BORBHEERF - AEERAGHERZ
FEXMMERRETIN - TREBINEE Z BRETAA
RN T EfFheE 0 Rt RABHER °

HENMMSHEER

ZK%Z?H%%’%EE%%ET WHER - 1=
RERPERAMRER - ILRERAR
%lz%@miﬁﬁﬁﬁ MIERAEEET G
REWENFEHFTHER -

RO

EFEZFREAFRE 2 PHREDEFL - AEE
ZESEEFBERGRENSLRE | RHARAK
bk~ BT RAEERAST - ARBTETHE - 10
EAREEAEERMATE Z T BBUT S R AE @i
HAMESEREERH AEKE -

7

ARTFIELD GROUP LIMITED Annual Report 2007



Management Discussion and Analysis

BEENWR T

During the year the Group reviewed its manufacturing operations,
including looking into alternative source of products supply, with
a view to reduce production costs so as to improve the
competitiveness of the Group’s products in the global market.

During the period under review, the Group took strategic steps to
bring the above goals to reality by disposing of the manufacturing
operation of the Lighting Products Division in June 2006, the
original equipment manufacturing (“OEM”) operations and
facilities of the Clocks and Other Office Related Products Division
as well as the entire operation of the Electroplating Services
Division in March 2007.

After the aforesaid disposals, the Group’s principal businesses
mainly comprised of (i) Clocks and Other Office Related Products
Division which will now engage primarily in the marketing and
trading of clock, timepieces, gift and premium and other office
related products; (ii) Lighting Products Division which will now
engage in the trading of lighting products through its overseas
offices; and (iii) Trading Division which engages primarily in the
trading of metals.

FINANCIAL REVIEW

The Group recorded a turnover of approximately HK$173,405,000
for the year ended 31 March 2007 (2006:HK$221,135,000). It
represents a reduction of approximately HK$47,730,000 or 21.6%
as compared with last year. Turnover for (i) clocks and other office
related products decreased by approximately HK$21,241,000 or
13.6% from that of last year; (ii) lighting products decreased by
approximately HK$11,969,000 or 58.4% from that of last year;
(iii) trading of metals decreased by approximately HK$10,542,000
or 35.6% from that of last year. Service fee from the discontinued
operation of electroplating services decreased by approximately
HK$3,978,000 or 26.1% as compared with last year.

A loss of approximately HK$124,795,000 (2006: approximately
HK$72,111,000) was recorded by the Company for the year ended
31 March 2007. This was mainly attributable to the allowance for
bad and doubtful debts against a customer in the metal trading
business of approximately HK$30,386,000 and the write down of
inventories of approximately HK$27,648,000 as a result of the
disposal of the manufacturing operations and the impairment loss
recognised in respect of intangible asset of approximately
HK$46,440,000.

The performance of each of the Group’s businesses for the year
ended 31 March 2007 are set out below:
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Clocks and Other Office Related Products

This Division achieved a turnover of approximately
HK$134,612,000 in the year under review, it represents a
reduction of approximately HK$21,241,000 or 13.6% as
compared with the same period last year.

The gross profit margin of clocks and other office related products
was seriously hampered by increase in cost of materials such as
copper, aluminum and plastic resin used in the production of the
Division’s products, couple with the surging labour cost and the
persistent appreciation of Renminbi during the year under review.

This Division reported a segment trading loss of approximately
HK$17,780,000 (included allowance for bad and doubtful debts
in the amount of approximately HK$497,000) for the year ended
31 March 2007. The segment trading result for last year was a
trading loss of approximately HK$20,072,000 (including allowance
for bad and doubtful debts in the amount of approximately
HK$1,668,000).

Lighting Products

The Group has disposed the manufacturing operation of the
Lighting Products Division in June 2006. The disposal resulted a
gain from the disposal of subsidiaries approximately
HK$6,658,000. Following disposal of the manufacturing operation
of the lighting products business, the Group carries on the lighting
products business on trading basis mainly through its overseas
offices.

The lighting products division reported a turnover of approximately
HK$8,519,000 and a segment trading loss of approximatley
HK$1,166,000 in the year ended 31 March 2007 as compared
with a turnover of approximately HK$20,488,000 and a segment
trading loss of approximately HK$2,391,000 (included allowance
for bad and doubtful debts in the amount of approximately
HK$31,000) in the same period last year.

Trading

The Trading Division mainly engages in trading of metal in the
PRC market. During the year review, the business was inevitably
affected by the PRC government’s tightening of macro-economic
policy. This Division reported a turnover of approximately
HK$19,037,000 and segment trading loss of approximately
HK$30,094,000 as compared with a turnover of approximately
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HK$29,579,000 and a segment trading profit of HK$363,000 in
last year. The segment trading loss for the year included allowance
for bad and doubtful debts in the amount of approximately
HK$30,386,000 against a customer whose payment practice was
slow and the repayment ability was in doubt. The Group will
continue to take necessary measure, including taking legal action,
for the recovery of the debts.

In the short run, the management looks upon the business as an
important source of marketing intelligence to the Group’s other
businesses in the PRC market, the management does not expect
this Division to make substantial contribution to the Group’s bottom
line in the near future.

INVESTMENT IN ONLINE COMPUTER
GAMES

The Group acquired the entire issued share capital of Matrix
Software Inc. in April 2006. Matrix Software Inc. engages in the
marketing and development of online computer games, it owns
an intellectual property right in the online computer game known
as “Shanghai Storm” in the PRC, Hong Kong and Macau and it is
an MMORPG (massively multiplayer online role-playing game) with
a unique 3D game engine. The aforesaid acquisition resulted in
creation of an intellectual property in the amount of
HK$46,440,000 and gave rise to a goodwill of HK$3,960,000.

As stated in the composite offer and response document of the
Company dated 13 June 2007, the new management of the
Company will conduct a review on the existing businesses of the
Group. It has come to the attention of the Board that there is a
substantial procrastination in the development and testing,
launching and commercialization of the online computer game.
As disclosed in the Company’s interim report for the six months
ended 30 September 2006 dated 8 December 2006, the Open
Beta was scheduled to be launched in January 2007 in Korea
and February 2007 in the PRC and will be expected to be
commercialized in June 2007. However, the Open Beta was
subsequently delayed to the second quarter of 2007 in Korea
and in July 2007 in the PRC and was scheduled to be
commercialized in July 2007.

Notwithstanding the aforesaid, according to latest information
currently available to the Board, the online computer game is still
at the testing stage, which exact duration cannot be ascertained.
Neither are the actual dates for Open Beta and commercialization
of it in Korea can be predicted with reasonably accuracy at this
stage needless to say in the PRC since the online computer game
is originally developed in Korea and localization of it in the PRC
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for Open Beta and commercial use can only be done subsequent
to a successful launch and commercialization of it in Korea. This
unexpected substantial delay causes the Group to cast a serious
doubt on the timing and certainty of the commercial viability of
the online computer game and makes it impossible to assess the
existing fair value of the relating intellectual property and goodwill
when preparing the financial statement for the financial year ended
31 March 2007. After serious considerations and extensive
discussions, a prudent approach is adopted whereby the
intellectual property of and goodwill arising from the online
computer game are written down.

PROSPECTS

The Group will endeavor to achieve a break-even in the clocks
business in the coming year while it will conduct a review of the
Group’s financial position and operations and formulate a long-
term strategy and plans for the Group to broaden and expand the
scope of business and income stream of the Group. Apart from
exploring new business opportunities, the Group will, in view of
the flourishing capital market and for the purpose of opening up
an immediate new source of income thus turning the Group to a
profitable position in the near future, engage in trading of listed
securities in the coming year. The Group will continue to stream-
line and restructure its existing businesses as it sees fit and
necessary and to diversify its businesses with a view to enhance
the intrinsic value of the Company’s shares.

LIQUIDITY AND FINANCIAL RESOURCES

As at 31 March 2007, the Group had total outstanding debts and
finance lease obligations of approximately HK$10,834,000 (2006:
approximately HK$33,575,000), of which approximately
HK$5,346,000 (2006: approximately HK$24,314,000) was
secured bank loans, approximately HK$5,324,000 (2006:
approximately HK$11,416,000) was bank overdrafts, there was
no unsecured other loan as at 31 March 2007 (2006:
approximately HK$567,000) and approximately HK$452,000
(2006: approximately HK$1,184,000) was obligations under
finance leases. The amount repayable within one year accounted
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Our gearing ratio was at a healthy level of 0.2% (2006:0.4%).
The computation is based on long-term borrowings of the Group
divided by shareholder’s equity as at 31 March 2007.

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.

CHARGES ON GROUP’S ASSETS

Certain of the Group’s leasehold land and buildings and investment
properties were pledged to secure general banking facilities
granted to the Group.

FOREIGN EXCHANGE EXPOSURE

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 Government of the Hong Kong Special
Administrative Region’s policy to peg the Hong Kong dollars with
the US dollars remains unchange.

TREASURY POLICIES

The Group generally finances its operation with internal generated
resources and banking and credit facilities provided by banks in
Hong Kong and the UK. All borrowings are denominated in Hong
Kong dollars, the US dollars, 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.

CONTINGENT LIABILITIES

As at 31 March 2007, the Group did not have contingent liabilities
(2006: nil).

EMPLOYEES

As at 31 March 2007, the Group had 114 employees (2006: 1,808)
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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