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PART | - FINANCIAL INFORMATION
ITEM 1 FINANCIAL STATEMENTS

CREATIVE TECHNOLOGY LTD.

CONSOLIDATED BALANCE SHEETS

(In US$'000, except per share data)
March 31, 2006

June 30, 2005

(Unaudited)

ASSETS
Current assets:
Cash and cash equivalents $ 224,373 187,246
Accounts receivable, net 132,486 163,184
Inventory 276,010 395,886
Other assets and prepaids 38,778 43,144
Total current assets 671,647 789,460
Property and equipment, net 111,509 117,187
Investments 89,849 125,914
Other non-current assets 13,428 44,913
Total Assets $ 886,433 1,077,474
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 115,668 151,070
Accrued liabilities 119,986 103,768
Income taxes payable 17,256 20,712
Current portion of long term obligations and others 5,458 7,383
Total current liabilities 258,368 282,933
Long term obligations 206,605 209,455
Minority interest in subsidiaries 1,816 3,954
Shareholders' equity:
Ordinary shares@00); S$0.25 par value;

Authorized: 200,000 shares

Outstanding: 83,100 and 83,593 shares 8,212 8,286
Additional paid-in capital 341,191 337,990
Unrealized holding gains on quoted investments 31,54 65,280
Deferred share compensation - (378)
Retained earnings 35,692 169,954
Total shareholders’ equity 419,644 581,132
Total Liabilities and Shareholders’ Equity $ 886,433 1,077,474

The accompanying notes are an integral part oéthessolidated financial statements.
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CREATIVE TECHNOLOGY LTD.

CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited, in US$'000 except per share data)
Three months ended
March 31,

Sales, net

Cost of goods sold

Gross (loss) profit

Operating expenses:
Selling, general and administrative
Research and development
Other charges

Total operating expenses

Operating (loss) income

Gain from investments, net

Interest income

Interest expense

Others

(Loss) income before income taxes and minority intest

Provision for income taxes
Minority interest in loss
Net (loss) income

Basic (loss) earnings per share:

Weighted average ordinary shares outstanding (‘000)

Diluted (loss) earnings per share:

Weighted average ordinary shares and equivaletssamding ('000)

Nine months ended
March 31,

2006

2005

2006

2005

$ 225,657 $ 333,840 $ 896,656 $ 919,002

235,799 256,519 764,846 674,734
(10,142) 77,321 131,810 244,268
51,959 51,208 442, 148,207

18,843 19,687 61,504 62,025
37,351 - 37,351 65,225
108,153 70,895 251,299 275,457

(118,295) 6,426  (119,489)  (31,189)
2,030 14,766 18,938 65,101
1,847 1,243 4,241 2,604
(2,449) (1,275) (6,710) (1,882)
2,488 (5,728) (2,500) 536
(114,379) 15,432  (105,520) 35,170
(229) (53) (482) (2,824)
279 534 575 186
$(114,329) $ 15913 $(105427) $ 32,532
$ (1.38) $ 019 $ (1.27) $ 040
82,895 83,307 83,064 82,357
$ (138 $ 018 $ (1.27) $  0.38
82,895 86,274 83,064 85,480

The accompanying notes are an integral part oetheasolidated financial statements.
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CREATIVE TECHNOLOGY LTD.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Increase (decrease) in cash and cash equivalents (1S$'000)
(Unaudited)
Nine Months Ended March 31,
2006 2005

Cash flows from operating activities:

Net (loss) income $ (105,427) $ 32,532
Adjustments to reconcile net (loss) incomeetb cash
provided by operating activities:

Depreciation of fixed assets 17,216 16,358
Amortization of intangible assets 1,874 2,638
Deferred stock compensation amatitn 1,261 1,212
Minority interest in loss (575) (186)
Equity share in loss of unconsdidbinvestments 200 1,640
Loss (gain) on disposal of fixedets 292 (79)
Write-off of investments and otmem-current assets 2,000 8,303
Gain from investments, net (20,938) (73,447)
Impairment of goodwill / intangibdessets 31,478 65,225
Deferred income taxes, (39) (287)
Changes in assets and liabilities, net:
Accounts receivable 30,797 (76,008)
Inventory 119,911 (267,301)
Other assets and prepaids 4,442 (22,131)
Accounts payable (35,454) 162,246
Accrued and other liabilities 16,870 14,961
Income taxes (3.456) 60
Net cash provided by (used inperating activities 60.452 (134.264)

Cash flows from investing activities:

Capital expenditures, net (11,831) (28,011)
Proceeds from sale of fixed as: 34 231
Proceeds from sale of quoted investments 29,152 83,266
Purchase of new subsidiaries (net of cashissju (131) -
Purchase of investments (2,629) (17,242)
Increase in other non current assets, net (4.049) (3.283)
Net cash provided by investirartivities 10.546 34,961

Cash flows from financing activities:

(Decrease) increase in minority shareholdeesi land equity balance (959) 305
Buyout of subsidiary's minority interest (604) -
Proceeds from exercise of ordinary share option 2,244 14,557
Repurchase of ordinary shares (8,135) -
Proceeds from debt obligations - 175,000
Repayments of debt obligations (2,781) (2,719)
Repayments of capital leases (2,936) (2,795)
Dividends paid (20.700) (41.357)
Net cash (used in) provided lijpancing activities (33.871) 142991
Net increase in cash and cash equivalents 37,127 43,688
Cash and cash equivalents at beginning of fiscat ye 187,246 211.077
Cash and cash equivalents at end of the period $ 224,373 $ 254,765

The accompanying notes are an integral part okethessolidated financial statements
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CREATIVE TECHNOLOGY LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

NOTE 1 - BASIS OF PRESENTATION

In the opinion of management, the accompanying dited consolidated interim financial statementCoéative
Technology Ltd. (“Creative”) have been preparedaaronsistent basis with the June 30, 2005 auditedatidated
financial statements and include all adjustmentssisting only of normal recurring adjustments, essary to
provide a fair presentation of the results of opens for the interim periods presented. The cbdated financial
statements are presented in accordance with adgegurinciples generally accepted in the Unitedestaf America
(“US GAAP"). The preparation of consolidated ficél statements in conformity with US GAAP requires
management to make estimates and assumptionsfibett the amounts of assets and liabilities andld&ire of
contingent assets and liabilities as of the dateéheffinancial statements and reported amountewénues and
expenses during the reporting periods. Actualliesoay differ from those estimates and such diffiees could be
material. The consolidated interim financial steéats should be read in conjunction with the cadatgd financial
statements and accompanying notes thereto inclid€deative’s 2005 annual report on Form 20-F fileith the
Securities and Exchange Commission.

The results of operations for the three month gegaded March 31, 2006 are not necessarily indieatf the

results to be expected for the entire year or anyré period. Creative generally operates on detim week
calendar closing on the Friday closest to the aattalendar quarter. For convenience, all quagsgdescribed by
their natural calendar dates. Creative condustisbatantial portion of its business in United $atellars (“US$”

or “$”) and all amounts included in these interimahcial statements and in the notes herein atdS#, unless
designated as Singapore dollars (“S$").

NOTE 2 - OTHER NON-CURRENT ASSETS

March 31, June 30,

(in US$'000) 2006 2005
Other intangible assets $ 37,568 $ 37,668
Accumulated amortization (35,503) (31,599)
Other intangible assets, net 2,065 6,069
Goodwill - 29,447
Other non-current assets 11,363 9,397

$ 13,428 $ 44,913

Creative reviews goodwill and purchased intangia$sets with indefinite lives for impairment annyadind
whenever events or changes in circumstances imdib&t carrying value of an asset may not be reaterin
accordance with the Statement of Financial AccogntStandards (“SFAS”) No. 142, “Goodwill and Other
Intangible Assets.” Creative typically performs &nnual impairment assessment for goodwill andratitangible
assets in the fourth quarter of its fiscal yeaowdver, during the third fiscal quarter, Creativetdbsidiary, 3Dlabs
Inc., Ltd (“3Dlabs”), restructured its graphics mess by refocusing its business on the portabheltneld device
market and de-emphasize its professional workstagraphics business. As a result, the fair vafugDdabs could
no longer support the carrying value of the goodarld other intangible assets associated with tiggiiaition of
3Dlabs in May 2002, and accordingly, Creative rdedra goodwill impairment charge of $29.4 milliamdaother
intangible assets impairment charge of $2.0 milliothe third quarter of fiscal 2006.
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NOTE 3 — INVENTORIES

Inventories are stated at the lower of cost or etarlCost is determined using standard cost, apiatefy adjusted

at the balance sheet date to approximate actuaboasweighted average basis. In the case st products and
work-in-progress, cost includes materials, diratior and an appropriate proportion of productioerbgads. The
components of inventory are as follows (in US$’000)

March 31, June 30,
2006 2005
Raw materials $ 119,259 $ 166,318
Work in progress 5,633 18,711
Finished products 151,118 210,857
$ 276,010 $ 395,886

NOTE 4 — PRODUCT WARRANTIES

The warranty period for the bulk of Creative’s puots typically ranges between 1 to 3 years. Tloeyct warranty
accrual reflects management’'s best estimate of gimebliability under its product warranties. Maaagnt
determines the warranty based on known produciréssi(if any), historical experience, and otherenity available
evidence.

Changes in the product warranty accrual were &aisl(in US$'000):

March 31, March 31,
2006 2005

Balance at the beginning of the nine-month period $ 12,418 $ 6,232
Accruals for warranties issued during the period 0809, 14,546
Adjustments related to pre-existing warranties I(ide (196) (100)
changes in estimates)

Settlements made during the period (40,197) (11,616)
Balance at the end of the nine-month period $ 12,094 $ 9,062

NOTE 5 - NET INCOME PER SHARE

In accordance with Statement of Financial Account8tandards No. 128 (“SFAS 128”) “Earnings per 8har
Creative reports both basic earnings per shareddugd earnings per share. Basic earnings peeshaomputed
using the weighted average number of ordinary shawéstanding during the period. Diluted earnipgs share is
computed using the weighted average number of argimnd potentially dilutive ordinary equivalentasbs
outstanding during the period. Ordinary equivakmres are excluded from the computation if teffect is anti-
dilutive. In computing the diluted earnings pears) the treasury stock method is used to deterrhiaged on
average stock prices for the respective periods,dfdinary equivalent shares to be purchased ysiogeeds
received from the exercise of such equivalent sha®ther than the dilutive effect of stock optiotiere are no
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other financial instruments that would impact theighted average number of ordinary shares outstgneied for
computing diluted earnings per share.

Following is a reconciliation between the averagenber of ordinary shares outstanding and equivadbares
outstanding (in ‘000):

Three months ended Nine months ended
March 31, March 31,
2006 2005 2006 2005
Weighted average ordinary shares outstanding 82,895 3,308 83,064 82,357
Weighted average dilutive stock options outstanding - 2,967 - 3,123
Weighted average ordinary shares and equivalent 82,895 86,274 83,064 85,480

outstanding

For the three months and nine months ended MarcB@I6, approximately 0.7 million and 0.9 millioneses were
excluded from the determination of diluted net Ipss share, as the effect of including such sharasti-dilutive.

NOTE 6 — INCOME TAXES

Provisions for income taxes for interim periods laased on estimated annual effective income tasralncome of
foreign subsidiaries of Creative is subject to taxthe country in which the subsidiary is locate@reative’s
effective income tax rate is based on the mix obine arising from various geographic regions, witleectax rates
range from 0% to 50%; and pioneer status inconf&irigapore, which is exempt from tax. As a reSDigative’s
overall effective rate of tax is subject to chanigased on the international source of income be#ote

Creative was granted a new Pioneer Certificate tdelnternational Headquarters Award that wilbiee in March
2010. Under the new Pioneer Certificate, profitsiag from qualifying activities will be exemptdbm income tax

in Singapore, subject to certain conditions. They&pore corporate income tax rate of 20% is applesto profits
excluded from the new Pioneer Certificate.

NOTE 7 — COMPREHENSIVE INCOME

The components of total comprehensive income afellasvs (in US$'000):

Three months ended Nine months ended
March 31, March 31,
2006 2005 2006 2005
Net (loss) income $ (114,329) $ 15,913 $ (105,427) $ 32,532
Unrealized loss on quoted investments (5,696) (8,207) (30,731) (18,372)
Total comprehensive (loss) income $ (120,025) $ 7,706 $ (136,158) $ 14,160
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NOTE 8 - SHARE REPURCHASES
Details of Share Repurchases by Creative are séebow:

Number of Shares Repurchased Average Price

(in millions)
Fiscal year 2006:
Quarter ended September 30, 2005 1.0 $8

Quarter ended December 31, 2005 - R
Quarter ended March 31, 2006 - -

At the Annual General Meeting (“AGM”) held on Octh28, 2005, the shareholders approved a sharectegne
mandate allowing Creative to buy up to 10% of #sued share capital of Creative outstanding alseoflate of the
AGM. This amounts to approximately 8.3 million sd& This authority to repurchase shares shaliiroos in

force unless revoked or revised by the sharehoideaggeneral meeting, or until the date the ne@iMAof Creative
is held or is required to be held, whichever idiear

NOTE 9 - EMPLOYEE STOCK OPTION PLANS

In December 1998, Creative adopted the Creativéafi@ogy (1999) Share Option Scheme (“1999 Schemvaigh
allows options to be granted to full-time employesswell as consultants and non-executive direcibine total
number of shares that may be granted under the $888me is 7.5 million, provided that such amotnaisbe
automatically increased on the first day (July fiach of the five fiscal years ending June 30,12@GD02, 2003,
2004 and 2005 by four percent of the issued shapéad of Creative as at the last day of the immatedpreceding
fiscal year. The Option Committee has the disoretdo decide the vesting schedule in the lettesfigfr. If it is not
specifically stated in the letter of offer, 1/4tb€ total amount of the grant vest on the firstiensary of the grant
date and 1/48 of the total amount of the granthenlast day of each calendar month thereafter. ekisecise price
of options granted under the 1999 Scheme may bkaHheas the fair market value of the shares asetitite of grant
and the options expire after the tenth anniversdirthe date of grant, except in the case of optigrated to
participants other than employees, options expitelater than the fifth anniversary of the dategcdnt. Creative
issues new shares to satisfy its share based sgerci

Effective July 1, 2005, Creative adopted the priovis of SFAS No. 123(R), “Share-Based Payment”. SF¥o.
123(R) establishes accounting for share-based aweatchanged for employee services. Accordinglyckstmased
compensation cost is measured at grant date, loastite fair value of the award, and is recognizedx@pense over
the employee’s requisite service period. Creatiavipusly applied Accounting Principles Board (“ARBpinion
No. 25, “Accounting for Stock Issued to Employeesiid related Interpretations, and provided the irequpro
forma disclosures of SFAS No. 123, “Accounting $tock-Based Compensation”.

Prior to the adoption of SFAS No. 123(R), Creatjw®vided the disclosures required under SFAS N@&, 12
“Accounting for Stock-Based Compensation”, as ameentty SFAS No. 148, “Accounting for Stock-Based
Compensation, Transition and Disclosures”. Theofeihg table illustrates the effect on net income &arnings
per share for the corresponding period if Credtiaé applied the fair value recognition provisioh&BAS No. 123
to stock-based employee compensation (in US$'00: @ per share data):
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Three months Nine months ended

ended March 31, March 31,
2005 2005
Net income, as reported $ 15,913 $ 32,532
Add/  Total stock-based employee
(less): compensation expense determine under
fair value based method for all awards,
net of related tax effects 334 (941)
Add:  Stock-based employee compensation
expense included in reported net income,
net of related tax effects 343 1,212
Pro forma net income $ 16,590 $ 32,803
Earnings per share:
Basic — as reported $ 0.19 $ 0.40
Basic — pro forma $ 0.20 $ 0.40
Diluted — as reported $ 0.18 $ 0.38
Diluted — pro forma $ 0.19 $ 0.38

Creative elected to adopt the modified-prospecimplication method as provided by SFAS No. 123(R).
Accordingly, during the three months and nine mengimded March 31, 2006, Creative recorded stockebas
compensation cost of $548,000 and $1,261,000 réselcin its financial statements, totaling the amt that
would have been recognized had the fair value ndetteen applied since the effective date of SFAS NR3.
Previously disclosed amounts have not been resiatbe financial statements.

In connection with the adoption of SFAS No. 123(R)eative also made a one-time adjustment in theteu
ended September 30, 2005 to reverse the unamorsisack compensation balance of $378,000 against the
additional paid-in capital account.

There were no options granted under the 1999 Scli@ntiee nine months ended March 31, 2005. Noomgtiwere
granted during the three months ended March 316.2@uring the nine months ended March 31, 200&atre
granted 3,120,000 stock options under the 1999 rBehwith a total grant date fair value of $5,087,006e
weighted average grant date fair value of opticasgd was $1.63 per share.

The fair value of each share option granted isregtd on the date of grant using the Black Schai®n-pricing
model. The option-pricing model requires the inpfithighly subjective assumptions, including thetiaps
expected life, risk-free interest rates, dividemeld/and the price volatility of the underlying sha The expected
life of the options represents the period of tife dptions are expected to be outstanding andsisdban historical
trends. The expected share price volatility asgiompvas determined using the historical volatilitfy Creative’s
shares. The following table presents the weiglatestage assumptions used in the Black Scholesmptioing
model for the share option grants.
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Nine months ended March 31,
2005

2006

Expected volatility 36%
Risk-free interest rates
Dividend yield

Expected life of options (in years)

3%
4.60

2.31% to 4.40%

Summary of outstanding options under Creative’s emloyee share option plans

The following table summarizes the option informatiunder the Creative’'s employee share option ptnsat

March 31, 2006.

Weighted-
Weighted- Aggregate Average
Number of Average Intrinsic Remaining
Options Exercise Price Value Contractual Life
('000) ($) ($'000) (in years)
Outstanding at June 30, 2005 6,581 6.93 -
Granted 3,120 7.50 -
Exercised (506) 4.35 -
Canceled/Forfeited/Expired (248) 9.18 -
Outstanding at March 31, 2006 8,947 7.21 6,517
Exercisable at March 31, 2006 5,775 7.05 6,493

The options outstanding and exercisable as at MatcR2006 were in the following exercise price resig

Options Outstanding

Options Exercisable

Weighted Weighted
Average Average
Number of  Weighted Aggregate = Remaining Number of Weighté Aggregate  Remaining
Shares Average Intrinsic  Contractual Shares Average Intmsic  Contractual
Range of Outstanding  Exercise Value Term Exercisable  Exerse Value Term
Exercise Prices ('000) Price ($'000) (in years) ('000) Re ($'000) (in years)
$1.00 to $2.99 180 $ 282 $ 781 5.08 180 $ 282 % 781 5.08
$3.00 to $4.99 1967 $ 446 $ 5,289 5.55 1967 $ 446 $ 5,289 5.55
$5.00 to $6.99 287 $ 559 $ 447 4.97 260 $ 552 % 423 4.77
$7.00 to $10.99 6506 $ 823 $ - 6.20 3362 $ 889 §$ - 3.55
$11.00 to $18.99 6 $ 1840 $ 3.92 6 $ 1840 $ - 3.92
8,947 $ 721 $ 6,517 6.00 5775 $ 705 $ 6,493 4.33

The intrinsic value is determined by the differebedween Creative’s closing share price of $7.16fddarch 31,
2006 and the grant price. The aggregate intrinaloevin the table above represents the amountwbatd have
been received by the option holders had all optiolders exercised their options as of that datee tbtal intrinsic
value of options exercised during the three morthd nine months ended March 31, 2006 was $884,6d0 a
$1,629,00 respectively. As at March 31, 2006, Creative et recognize the total unrecognized compensatio
cost relating to non-vested stock-based compemsafi®4,184,000 over a weighted average periodsit gears.
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NOTE 10 - OTHER CHARGES

In February 2006, Creative announced that 3Dlalige&focus its graphics business on the portabtedhald device
market and de-emphasize its professional workstafiaphics business. As a resthig fair value of 3Dlabs could
no longer support the carrying value of the goodarld other intangible assets associated with togisition of
3Dlabs in May 2002, and accordingly, Creative rdedra goodwill impairment charge of $29.4 milliamdeother
intangible assets impairment charge of $2.0 milliothe third quarter of fiscal 2006. In addititmthe goodwill
and intangible assets impairment charges, 3Dlalss aigo recorded restructuring charges of $4.9 gnillin
operating expenses and an inventory charge of Bli®n to cost of goods sold. The $4.9 milliorsteicturing
charges in operating expenses comprised $3.0 millioemployee separation costs, $0.3 million inilifgcexit
costs and fixed assets impairment write-downs 06 $iillion. Besides 3Dlabs’ restructuring charges,part of
ongoing worldwide cost-cutting measures, $1.0 omllin employee separation costs were charged toatipg
expenses as part of restructuring costs in thalfteard quarter of 2006.

Employee separation costs for 3Dlabs and otherti@ecaubsidiaries represent the costs of involynsaverance
benefits for approximately 200 employees. As ofdha31, 2006, approximately 31% of these employeesleft
and the bulk of the remaining employees left by ilAB0, 2006. Facility exit costs primarily includease
termination and research and development expemsssme 3Dlabs’ graphics chips.

The following table displays the accruals estaklisfor employee separation and facility exit c¢std)S$'000):

Accruals as of

Initial Charges Amounts Paid March 31, 2006
Employee separation costs $ 3,958 $ (1,290) $ 2,668
Facility exit costs 318 (156) 162
Total $ 4,276 $ (1,446) $ 2,830

Fixed assets impairment write-downs of $1.6 milligere attributed to computer hardware and softwasaciated
with part of 3Dlabs’ facilities that were being skml down.

The $4.3 million inventory charge comprised stobkalescence provisions for 3Dlabs’ graphics cards.

NOTE 11 - INTELLECTUAL PROPERTY INDEMNIFICATION OBLIGATIONS

Creative indemnifies certain customers, distribsit@uppliers, and subcontractors for attorneyss #eed damages
and costs awarded against these parties in cetitginmstances in which its products are allegethfiange third
party intellectual property rights, including patentrademarks, or copyrights. The terms of iemnification
obligations are generally perpetual from the effectiate of the agreement. In certain cases, #rerémits on and
exceptions to its potential liability for indemrdéition relating to intellectual property infringemelaims. Creative
cannot estimate the amount of potential future pays) if any, that the company might be requiredhtike as a
result of these agreements. Creative does natoexpere to be any consequent material adversetedh its
financial position or results of operations. Howewvthere can be no assurance that Creative wilhawe any
future financial exposure under those indemnifarabbligations.
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NOTE 12 - LEGAL PROCEEDINGS

During the course of its ordinary business opengti©reative and its subsidiaries are involved ftone to time in
a variety of intellectual property and other dig®tincluding claims against Creative alleging cagiy

infringement, patent infringement, contract clairs)ployment claims and business torts. Ongoingutiés exist
with, among other entities, Compression Labs, Ipomated (a patent infringement action filed in thastern
District of Texas, U.S., against Creative Labs, laed 27 other defendants); Svilupgel’'elettronica S.I.S.V.E.L.
S.P.A. and its wholly owned U.S. subsidiary, AUM®EG, Inc. (legal proceedings in the Netherlandsinény,
Italy and the Eastern District of Virginia, U.Saadh alleging that Creative’'s MP3 technology vidafstents
managed by S.I.S.V.E.L); Nichia Corporation (a patafringement action filed in the Northern Distriof

California against Creative and other defendaatsd representative purchasers of MP3 players (@onaalleging
false advertising and unfair competition in coniwetiwith reported storage capacity). Creative dtem time to
time receives licensing inquiries and/or threatpatential future patent claims from a variety ofiges. Creative
believes it has valid defenses to the various dasserted against it, and intends to defend tii@nacvigorously.
However, should any of these claimants prevailhigirt suits or claims, Creative does not expectettierbe any
consequent material adverse effect on its finaqmaltion or results of operatians

Creative has filed a complaint with the U.S. Intdional Trade Commission requesting the Commissmn
investigate whether Apple Computer Inc. (“Apple’gshviolated Section 337 of the Tariff Act of 1930augh its
importation and sale after importation into the tddiStates of iPods and iPbidnos that Creative believes infringe
U.S. Patent 6,928,433, which Creative refers tthasZEN™ Patent.” Creative is seeking an exclnsioder and
cease and desistder, which would prohibit Apple from engaging sales, marketing, importation or sale after
importation of iPod and iPod Nano products intolthmited States. Creative has also filed a lanaggtinst Apple in
the United States District Court for the NortheristBlct of California that seeks an injunction amtreased
damages. Apple subsequently filed a lawsuit ag@insative in the United States District Court fbe Western
District of Wisconsin, alleging that Creative imigies seven of Apple’s patentLreative believes it has valid
defenses to these claims, and intends to defenddtien vigorously. However, should Apple prevailasserting
these claims, Creative does not expect there Enpeconsequent material adverse effect on its giakposition or
results of operations.
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ITEM2 MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

SAFE HARBOR STATEMENTS UNDER THE PRIVATE SECURITIES LITIGATION
REFORM ACT OF 1995

Safe Harbor Statements Under The Private Securitiekitigation Reform Act of 1995

Except for the historical information contained diar the matters set forth are forward-lookingestagnts and are
subject to certain risks and uncertainties thatccoause actual results to differ materiallfhese forward-looking
statements involve risks and uncertainties thatdcoause Creative’s actual results to differ matgri Such risks
and uncertainties include: Creative’s ability tmély develop new products that gain market acceptand to
manage frequent product transitions; competitivesgures in the marketplace; a reduction or canicgllaf sales
orders for Creative products; accelerated declim¢se average selling prices of Creative’s produmtany prices
of components; Creative’s ability to successfullyegrate acquisitions; potential fluctuations iradarly results
due to the seasonality of Creative’s business hadiifficulty of projecting such fluctuations; pdsle disruption in
commercial activities caused by factors outsideCodative’s control, such as terrorism, armed conéiind labor
disputes; a reduction in demand for computer syst@@ripherals and related consumer products esudt 10f poor
economic conditions, social and political turmailajor health concerns; the proliferation of soundctionality in
new products from competitors at the applicatioftveare, chip and operating system levels; the dmtion of
global equity markets; exposure to excess and etesolventory; Creative’s reliance on sole soufoesnany of its
chips and other key components; component shortadpsh may impact Creative’s ability to meet cusesm
demand; Creative’s ability to protect its proprigtaights; Creative’s ability to successfully maeaits expanding
operations; the vulnerability of certain marketsctorent and future currency fluctuations; the efeof restricted
fuel availability and rising costs of fuel; fluctimns in the value and liquidity of Creativefsrestee companies; and
the potential decrease in trading volume and valu€reative’s Ordinary Shares as a result of thevFBack
Restriction that commenced on June 1, 2003 andti@e&a previous plan and any future plans to delism
NASDAQ and to eliminate its U.S. reporting obligats. For further information regarding the risksda
uncertainties associated with Creative’s busin@ssse refer to its filings with the SEC, includiitgForm 20-F for
fiscal 2005 filed with the SEC. Creative undertak®s obligation to update any forward-looking stag¢@nto
conform the statement to actual results or chaimg€seative’s expectations.
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SELECTED CONSOLIDATED FINANCIAL DATA

The following is a summary of Creative’s unauditpdarterly results for the eight quarters ended WM&z, 2006,
together with the percentage of sales representeslith results. Consistent with the PC peripheaals digital
entertainment markets, demand for Creative’s prisdisc generally stronger in the quarter ended Déeer3l,
compared to any other quarter of the fiscal year uconsumer buying patterns. In management'siapi the
results detailed below have been prepared on a bassistent with the audited financial statemantsinclude all
adjustments, consisting only of normal recurringusinents, necessary for a fair presentation ofirifemation
for the periods presented when read in conjunctigth the financial statements and notes theretotatoad
elsewhere herein. Creative’s business is seagsonakture and the quarterly results are not nedgsgadicative of
the results to be achieved for the complete year.
Unaudited data for quarters ended (in US$000 exceper share data)
Mar 31 Dec 31 Sep 30 Jun 30 Mar 31 Dec 31 Sep 30 Jun 30

2006 2005 2005 2005 2005 2004 2004 2004

Sales, net $ 225657% 390,826% 280,173% 305409% 333840% 375142% 210020$% 201,780
Cost of goods sold 235,79 305,440 223,607 274,417 256,519 273,398 144,817 15,3933
Gross (loss) profit (10,142) 85,386 56,566 30,992 77,321 101,744 65,203 66,387
Operating expenses:

Selling, general and administrative 51,959 55,220 45,265 48,051 51,208 56,931 40,068 40,686

Research and development 18,843 22,734 19,927 20,300 19,687 22,620 19,718 18,940

Other charges 37,351 - - - - 65,225 - -
Operating (loss) income (118,295) 7432 (8,626) (37,359) 6426 (43,032 5,417 16,76
Net gain (loss) frominvestments 2,030 6,880 10,028 9,304 14,766 51,539 (1,204) (224)
Interest income 1,847 1,399 995 967 1,243 651 710 1,719
Interest expense (2,449) (2,244) (2,017) (1,792) (1,275) (456) (151) (231)
Others 2,488 (5,140) 152 (4,796) (5,729) 5,555 709 (700)
(Loss) income before income

taxes and minority interest (114,379) 8,327 532 (33,676) 15,432 14,257 5481 7,325
Provision for income taxes (229) (115) (138) 1,855 (53) (2,236) (535) (604)
Minority interest in loss (income) 279 @ 297 (123) 534 (178) (170) (90)
Net (loss) income $  (114,329% 8211 $ 691 $ (3L,944)% 15913% 11,843 % 4776 $ 6,631

Basic (loss) earnings per share $ (1.38)$ 0.10 $ 001 $ (0.38)$ 019 % 014 $ 0.06 $ 0.08

Weighted average ordinary shares
outstanding ('000) 82,895 82,740 83,556 83,576 83,307 82,320 81,443 81,236

Diluted (loss) earnings per share $ (1.38)$ 0.10 $ 001 $ (0.38)$ 0.18 $ 014 $ 0.06 $ 0.08

Weighted average ordinary shares and
equivalents outstanding (‘000) 82,895 83,532 84,690 83,576 86,274 85,930 84,237 83,960
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Unaudited data for guarters ended (as a percentagef sales)

Mar 31 Dec 31 Sep 30 Jun 30 Mar 31 Dec 31 Sep 30 Jun 30
2006 2005 2005 2005 2005 2004 2004 2004
Sales, net 100 % 100 % 100 % 100 % 100 % 100 % 100 % 100 %
Cost of goods sold 105 78 80 90 77 73 69 67
Gross (loss) profit (5) 22 20 10 23 27 31 33
Operating Expenses:
Selling, general and administrative 23 14 16 16 15 15 19 20
Research and development 8 6 7 6 6 6 10 10
Other charges 17 - - - - 17
Operating (loss) income (53) 2 (3) (12) 2 (11) 2 3
Net gain (loss) from investments 1 2 4 3 5 14 (1)
Interest income 1 - - - - 1
Interest expense (1) (1) (€] - - - - -
Others 1 1) - (2) (2 1 1 €8}
(Loss) income before income
taxes and minority interest (51) 2 - (11) 5 4 2 3
Provision for income taxes - - - 1 - (1)
Minority interest in (income) loss - - - - - -
Net (loss) income (51) % 2 % - % (10) % 5 % 3 % 2 % 3 %

GENERAL

Management’s Discussion and Analysis of Financiahdition and Results of Operations is based up@ati#e’s

Consolidated Condensed Financial Statements, widek been prepared in accordance with accountingiples

generally accepted in the United States of AmericBhe preparation of these financial statementsiires

management to make estimates and assumptionsffiett the reported amounts of assets, liabilittresenues and
expenses, and related disclosure of contingentsaase liabilities. Management bases its estimatehistorical

experience and on various other assumptions teabelieved to be reasonable under the circumstatieesesults
of which form the basis for making judgements alibatcarrying values of assets and liabilities Hratnot readily
apparent from other sources. Actual results mdferdirom these estimates under different assumptior

conditions.

For the list of critical accounting policies thaaynaffect management’s more significant estimatesassumptions

used in the preparation of its consolidated finalnsfatements, please refer to the Form 20-F §mafi2005 on file
with the U.S. Securities and Exchange Commission.
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RESULTS OF OPERATIONS
Three Months Ended March 31, 2006 Compared to ThreMonths Ended March 31, 2005
Net sales

Sales for the third quarter of fiscal 2006 decrdasg 32% compared to the same quarter in the fiisoal year
mainly due to a reduction in sales of digital audliayers. Sales of personal digital entertainnfd#DE") products,
which include digital audio players and digital @aas, decreased by 40% compared to the same qunettter prior
fiscal year and represented 60% of sales in thd tpiarter of fiscal 2006 compared to 68% of salethe same
quarter in fiscal 2005. Sales of digital audioyglas in the third quarter of fiscal 2006 were negdy impacted by a
steep drop in the flash memory prices at the enthefquarter due to an excess supply of flash mgnmothe
market. The steep drop in flash memory pricesteteancertainty and pricing instability in the ietaarket for
digital audio players, contributing to a signifitasiowing of worldwide sales of digital audio plage Creative
intends to streamline its lineup of digital audiaygrs to focus on strategic and more profitabedpcts. Sales of
audio products (Sound Blaster audio cards and etipslecreased by 30% in the third quarter of 206
compared to the same quarter in fiscal 2005 ancesepted 13% of sales in the third quarter of ig€®6 and
fiscal 2005. The decrease in audio product satesmainly due to a decrease in sales of low-enibaedind cards.
Creative believes that the newly launched XtrenaeliRy audio technology and Sound Blaster X-Fi sbaards will
set a new standard for audio in music, movies addovgames and will reverse the decline in its aumlisiness.
Sales of speakers in the third quarter of fiscél&28ecreased by 4% compared to the same quartee pfior fiscal
year, primarily due to lower sales of non-multineedpeakers, and represented 17% of sales in tiiegharter of
fiscal 2006 compared to 12% of sales in the thirdrter of fiscal 2005. Sales from all other praduwhich include
graphics products, communication products, accessand other miscellaneous items, decreased by ihO¥e
third quarter of fiscal 2006 compared to the samartgr in fiscal 2005, and as a percentage of sedpsesented
10% of sales in the third quarter of fiscal 200énpared to 7% in the same quarter of fiscal 200be decrease was
primarily attributable to decreases in sales ophies products.

Gross profit

Gross profit margin was negative 5% of sales inttirel quarter of fiscal 2006 compared to 23% ia $ame period
in fiscal 2005. The decrease in gross profit margin was primatiigitautable to the substantial write down of flash
memory inventory due to the steep drop in flash ommprices. The drop in flash memory prices has ahused
market uncertainty thaesulted in lower sales and selling prices of digitudio players, negatively impacting the
gross profit margin in the third quarter of fis@06. In addition, the gross profit margin in théd quarter of
fiscal 2006 was also negatively impacted by a $#iBion inventory provision charged by 3Dlabs due t
restructuring.

Operating expenses

Selling, general and administrative (“SG&A”) expeasncreased by 1% in the third quarter of fis€l@compared
to the same quarter in the prior fiscal year. Aseecentage of sales, SG&A expenses were 23% ithittequarter
of fiscal 2006 compared to 15% in the same quaftéiscal 2005 mainly due to the 32% decrease tal teet sales
in the third quarter of fiscal 2006 compared tedis2005.

Research and development (“R&D”) expenses in tird tjuarter of fiscal 2006 decreased by 4% compéuditie
same quarter in the prior fiscal year. As a peagm of sales, R&D expenses were 8% of sales ithirek quarter
of fiscal 2006 compared to 6% in the same quaftéscal 2005.

Other charges of $37.3 million in the third quadé&fiscal 2006 comprised a $4.9 million in restiuing charges in
3Dlabs, a $31.4 million impairment of goodwill aather intangible assets of 3Dlabs, and $1.0 millioemployee
separation costs under a worldwide workforce rédoatxercise. The restructuring charges in 3Dlade due to a
change in the business strategy of refocusingréphics business on the portable handheld devickemand de-
emphasize its professional workstation graphicsiness. The charges comprised $3.0 million in eyg®o
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severance costs, $0.3 million in facility exit sind $1.6 million in fixed assets impairment wdtevns. As a
result of the change in business strategy, thevidire of 3Dlabs could no longer support the cagyalue of the
goodwill and other intangible assets associateth wie acquisition of 3Dlabs in May 2002, and acoaly,

Creative recorded a $31.4 million impairment of dwidl and other intangible assets in the third geraof fiscal
2006. See Note 2 and 10 of “Notes to Consolid&irdncial Statements.”

Net investment gain

Net investment gains of $2.0 million for the th@darter of fiscal 2006 comprised a $2.8 million gein from sales
of investments offset by $0.8 million in write-dosvof investments. Net investment gains of $14.anifor the
third quarter of fiscal 2005 comprised a gain o7 8Lmillion from sales of investments offset by Ganillion in
write-downs of investments. The bulk of the neingaf $17.8 million from the sale of investmentsfiscal 2005
was derived from the sale of shares of SigmaTel, In

As part of its long-term business strategy, frometito time,Creative makes strategic equity investments in
companies that can provide Creative with technelegir products that management believes will gikeatl/e a
competitive advantage in the markets in which Gveatompetes.

Net interest

Net interest in the third quarter of fiscal 2006sveam expense of $0.6 million compared to a $0.0Bomiexpense in
the same quarter of the prior fiscal year. Théiget interest expense in third quarter of fi@6 compared to
fiscal 2005 was due to the five-year $175.0 millsymdicated term loan where $100.0 million was draown in
December 2004 and the remaining $75.0 million ibrEary 2005.

Others

Other income of $2.5 million in the third quartdrfiscal 2006 was mainly due to exchange gain aB$8illion.
Other expense of $5.7 million in the third quaréfiscal 2005 was mainly due to exchange losss0® $nillion.

Provision for income taxes

Provision for income taxes of foreign subsidiaigebased on the corporate income tax rates ofdbatry in which
the subsidiary is located. Net operating profitaxf some of Creative’s subsidiaries are not offsetavith the net
operating losses sustained by subsidiaries froiffexeht tax jurisdiction. In Singapore, Creatiwas granted a new
Pioneer Certificate under the International Headgus. Award that will expire in March 2010. Prefdrising from
qualifying activities under the new Pioneer Certife will be exempted from income tax, subject &tain
conditions. The Singapore corporate income tag cdit20% is applicable to the profits excluded frdme new
Pioneer Certificate.

Nine Months Ended March 31, 2006 Compared to Nine ®hths Ended March 31, 2005
Net sales

Sales for the first nine months of fiscal 2006 éased by 2% compared with the first nine montht@fprior fiscal
year. Sales of PDE products increased by 4% caedpar the same period in the prior fiscal year saptesented
65% of sales in the first nine months of fiscal @@@mpared to 61% of sales in the first nine mowthhe prior
fiscal year. For the first six months of fiscal0B) sales of PDE products increased by 34% comgardte same
period in the prior fiscal yeabuton a cumulative nine-month basiBDE sales increased only marginally by 4%,
due to a steep drop in flash memory prices at ttieoé third quarter as a result of excess supplffash memory.
The steep drop in flash memory prices has createdrtainty and pricing instability in the retail rkat for digital
audio players, contributing to a significant slogviof worldwide sales of digital audio players. &ree intends to
streamline its lineup of digital audio players trds on strategic and more profitable productslesSaf audio
products decreased by 12% compared with the fingt months of the prior fiscal year and represet®&¥ of sales
in the nine-month period ended March 31, 2006 coegp@o 15% of sales in the comparable period inpher
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fiscal year. The decrease in audio product satesmainly due to a decrease in sales of low-entbaedind cards.
Creative believes that the newly launched Xtrentkelity audio technology and Sound Blaster X-Fi sboards will

set a new standard for audio in music, movies addovgames and will reverse the decline in its @umlisiness.
Sales of speakers decreased by 8% in the firstmomhs of fiscal year 2006 compared to the firse rmonths of
the prior fiscal year and represented 14% of dal#e first nine months of fiscal 2006 compared 5846 in the first
nine months of fiscal 2005. The decrease was piimattributable to lower sales of non-multimedipeakers.
Sales from all other products which include graphicoducts, communication products, accessoriesosmer

miscellaneous items, decreased by 19% comparde teaime period in the prior fiscal year and acelifdr 8% of
the total sales in the first nine months of fis@06 compared to 10% in the first nine months efghior fiscal year.
The decrease was primarily attributable to decieassales of graphics products.

Gross profit

Gross profit was 15% of sales for the nine-monttiogeended March 31, 2006 compared to 27% in the-nionth
period ended March 31, 2005he decrease in gross profit margin was primatihatable to the substantial write
down of flash memory inventory in the third quardérfiscal 2006 due to the steep drop in the flasmory prices.
The drop in the flash memory prices has also caunsadket uncertainty that resulted in lower saled selling
prices of digital audio players, negatively impagtthe gross profit margin in the third quartefis€al 2006

Operating expenses

SG&A expensesor the nine-month period ended March 31, 2006eased by 3% compared to the same period in
the prior fiscal year. As a percentage of sal€&S expenses were 17% of sales in the nine-montfogeended
March 31, 2006 compared to 16% in the same penidka prior fiscal year

R&D expenses for the nine-month period ended M&%th2006 decreased by 1% compared to the samedpario
the prior fiscal year. As a percentage of sale&) Rexpenses were 7% of sales for both the nine-m@eatiods
ended March 31, 2006 and 2005.

Other charges of $37.3 million for the nine-monripd ended March 31, 2006 comprised a $4.9 miliion
restructuring charges in 3Dlabs, a $31.4 milliop&nmment of goodwill and other intangible asset8Dfabs, and
$1.0 million in employee separation costs underaldwide workforce reduction exercise. The reduitiog

charges in 3Dlabs were due to a change in the éssistrategy of refocusing its graphics busineshemportable
handheld device market and de-emphasize its piofedswvorkstation graphics business. The chargespcised
$3.0 million in employee severance costs, $0.3ionilin facility exit costs and a $1.6 million inxéd assets
impairment write-downs. As a result of the changbusiness strategy, the fair value of 3Dlabs dmd longer
support the carrying value of the goodwill and otimtangible assets associated with the acquisiioBDlabs in
May 2002, and accordingly, Creative recorded a48&iillion impairment of goodwill and other intan¢gbassets in
the third quarter of fiscal 2006. See Note 2 ab@fl‘Notes to Consolidated Financial Statements.”

The impairment of goodwill and intangible assets65.2 million in the first nine months of fiscad@ resulted
from a review of the goodwill and intangible assets3Dlabs in the second quarter of fiscal 2005urify the
second quarter of fiscal 2005, management notetl tti& revenue of 3Dlabs continued to perform below
expectations due to delays in the launch of newlyets. Therefore, in accordance with SFAS 14Zpgrairment
test was performed by an independent assessoeaotdwill and other intangible assets of 3Dlabke fair value
was determined based on a combination of the praajediscounted cash flow method and the market eoafye
method whereby market multiples of 3Dlabs are caeghéo the market multiples of publicly traded camies in
similar lines of business. The conclusion of tiairment review was that the fair value of 3Dlabald no longer
support the carrying value of the remaining goobavild other intangible assets associated with th&ma result,
Creative recorded goodwill and other intangiblestsgmpairment charge of $65.2 million in the finkhe months
of fiscal 2005.
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Net investment gain

Net investment gains of $18.9 million for the firshe months of fiscal 2006 included a $20.9 millizet gain from
sales of investments offset by $2.0 million in esitowns of investments. Net investment gains &f Sénillion for

the first nine months of fiscal 2005 comprised 8.87million net gain from sales of investments effey $8.3
million in write-downs of investments. The bulk thie net gain from sales of investments in fis&&and 2005
were derived from sale of shares of SigmaTel, Inc.

Net interest

Net interest for the first nine months of fiscal0BOwas an expense of $2.5 million compared to irca@in$0.7
million in the same period of the prior fiscal yeafhe net interest expense was due to the five-$&@5.0 million
syndicated term loan where $100.0 million was drawn in December 2004 and the remaining $75.0ianilin
February 2005.

Others

Other expenses of $2.5 million for the first ninenths of fiscal 2006 were mainly due to exchangs lof $4.0
million, offset partially by sundry income of $1mdillion with the bulk of it pertaining to a writealck of unclaimed
invoices. Other income of $0.5 million in the firine months of fiscal 2005 was mainly due to exaje gain of
$1.9 million, offset partially by Creative’'s shaskits equity-method investees’ losses of $1.6ionill

Provision for income taxes

Provision for income taxes of foreign subsidiaieebased on the corporate income tax rates ofdhatcy in which

the subsidiary is located. Net operating profitsyf some of Creative’s subsidiaries are not offdetavith the net
operating losses sustained by subsidiaries fronffareht tax jurisdiction. In Singapore, Creatiwas granted a
new Pioneer Certificate under the International ddgerters Award that will expire in March 2010.offts arising

from qualifying activities under the new Pioneenrt@ieate will be exempted from income tax, subjéztcertain

conditions. The Singapore corporate income tag cdt20% is applicable to the profits excluded fridm new

Pioneer Certificate.

LIQUIDITY AND CAPITAL RESOURCES

Cash and cash equivalents as of March 31, 200@ased by $37.1 million to $224.4 million comparedthie
balance of $187.2 million at June 30, 2005. Cashigded by operating activities of $60.5 million svenainly due
to a $119.9 million decrease in inventory, a $3%iltion net decrease in accounts receivable andradlssets and
prepaid expenses and a $32.8 million adjustmemdarcash items, offset partially by an $18.6 willnet decrease
in accounts payable and accrued and other liagslitiThe $32.8 million adjustment in non-cash itemsprises
mainly $20.4 million of depreciation and amortipati a $31.5 million charge relating to the impaintnef goodwill
and other intangible assets of 3Dlabs, and $20IBomiin net gains from disposals of investmentshe $10.5
million provided by investing activities was primigrcomprised of proceeds from sales of investmenffset
partially by net capital expenditures, purchasemeéstments and increases in other non-curremtagsimarily
relating to investments in equity-method investemganies. Cash used in financing activities of. $38illion was
mainly for share repurchases and payment of aeliddn Creative’s ordinary shares.

As of March 31, 2006, in addition to cash reserard excluding long-term loans, Creative has creditlities
totaling $96.7 million for overdrafts, guarantelesters of credit and fixed short-term loans, ofckhapproximately
$94.8 million were unutilized.

As part of its long-term business strategy, frometito time, Creative makes strategic equity invests) in

companies that can provide Creative with techneleg@ir products that management believes will gikeative a
competitive advantage in the markets in which Gveatompetes.
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Management believes that Creative has adequateiroesoto meet its projected working capital andeottash
needs for at least the next twelve months. To, diaflation has not had a significant impact on &hee’s operating
results.

CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

The following table presents the contractual oliiayges and commercial commitments of Creative aMafch 31,
2006:
Payments Due by Period (US$'000)

Less than 1to3 4t05 After 5
Contractual Obligations Total 1 year years years years
Long Term Debt $ 196,32. $ 3,70¢ $ 7,416 $ 182416 $ 2,781
Capital Lease Obligations 1,76¢ 1,75(C 19 - -
Operating Leases 22,59: 6,197 4,610 2,826 8,958
Unconditional Purchase Obligations 69,26: 69,26: - - -
Other Long Term Obligations 53¢ 4E 494 - -
Total Contractual Cash Obligations $ 290,48 $ 80,96: $ 12,539 $ 185242 $ 11,739

Unconditional purchase obligations are defined@sractual obligations for purchase of goods ovises, which
are enforceable and legally binding on the Compang that specify all significant terms, includinged or
minimum quantities to be purchased, fixed, minimaumvariable price provisions and the approximatartg of the
transaction. The expected timing of payment of dhdigations set forth above is estimated basecument
information. Timing of payments and actual amoyrdsd may be different depending on the time okimtcof
goods or services or changes to agreed-upon amfmirgsme obligations.

As of March 31, 2006, Creative has utilized appmtagely $1.9 million under guarantees, letters efldr overdraft
and fixed short-term loan facilities.
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ITEM 3 QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT
MARKET RISK

Equity Price Risks: Creative is exposed to equity price risk on itoted investments. An aggregate 10%
reduction in the market prices of Creative’s qudtagstments, based on a sensitivity analysis efiddance as of
March 31, 2006, would have $7.9 million adverseefbn Creative’s results of operations and finarposition.

Interest Rate Risk Changes in interest rates could impact Creatiegitcipated interest income on its cash
equivalents and interest expense on its debt. t®tige short duration of Creative cash depositstaaderms of its
debt, an immediate 10% increase in interest ramddwnot have a material adverse impact on Créeatifegure
operating results and cash flows.

Foreign Currency Exchange Risk in the Rate of Exchage of Reporting Currency Relative to US$:

The functional currency of Creative and its sulzsigs is the US dollar and, accordingly, gains lasdes resulting
from the translation of monetary assets and litdslidenominated in currencies other than the Uardare

reflected in the determination of net income. Fitime to time, Creative enters into forward exchangntracts to
reduce its exposure to foreign exchange translajains and losses. Forward exchange contractmarked to
market each period and the resulting gains ancoaee included in the determination of net incaméss. No
forward exchange contracts were outstanding at M&d; 2006. Included in interest and other experige the
three and nine month period ended March 31, 2G0&xchange gain of $2.3 million and exchange Ids84d)

million, respectively.

The exchange rates for the S$ and Euro utilizettanslating the balance sheet at March 31, 200@ressed in
USS$ per one S$ and Euro were 0.6180 and 1.21Y#&cteely.
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SIGNATURE

Pursuant to the requirements of the Securities &xgph Act of 1934, the registrant has duly causesdéport to be
signed on its behalf by the undersigned, thereduty authorized.

CREATIVE TECHNOLOGY LTD.

[S] Ng Keh Long

Ng Keh Long
Chief Financial Officer
Date: June 2, 2006
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