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CHAIRMAN'’S STATEMENT
ESE A

On behalf of the Board, | am pleased to present to our
shareholders the results for the year ended 31st March 2002.

RESULTS AND DIVIDENDS

The Group’s turnover totalled HK$2,847,547,000,
representing a 3% decrease from the previous financial year.
Profit attributable to shareholders was HK$220,188,000, a rise
of 16% over the previous financial year.

The Board of directors recommended the payment of a final
dividend of HK4 cents (2001: HK3 cents) and a special dividend
of HK3 cents (2001: nil) per ordinary share for the year ended
31st March 2002, together with the interim and special dividends
paid during the year, which make up the total dividends of
HK13 cents for this financial year (2001: HK4.5 cents).
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BUSINESS REVIEW
The Electronics Manufacturing Services (“EMS”) division

The financial year ended 31st March 2002 was challenging
in view of the sluggish world economy and the September 11
terrorist attacks in the USA.

Despite exceptionally difficult market conditions, the EMS
division still achieved solid performance. While sales turnover
fell by a modest 0.3%, gross profit margins still grew by 1%.
The Group’s sizeable operating scale coupled with the enlarging
vertically integrated production bases enable it to consistently
increase profits through greater efficiency, tight cost control
and economies of scale.

The EMS division accounts for 93% of the Group’s total
turnover, compared with 90% of that in the previous year.

The steady performance in turnover reflected consistent
demand for mass market home audio products, especially in
the US and European markets. The September 11 incident has
further made US consumers more family and commodity-
oriented. Their purchases were mostly restricted to basic and
in-home items at the expense of luxury goods. Shoppers
generally favoured discount merchandisers over department
stores and upscale retailers.

The Group also expanded geographically. During the year
under review, US was still the major market of the Group. The
US market accounted for 60% of total turnover, down 1% year-
on-year, while European sales made up 20% of total turnover,
up 2% from last year and the Group successfully increased its
European sales and extended its reach to the markets of France
and ltaly.

The Group has also solicited new customers including a
leading Germany electronics conglomerate and a major French
retailer.

The Group broadened its product line during the year under
review. The Group always emphasises moving towards higher-
margin products at one end of the product spectrum, while
ensuring goods are competitively priced at the other end of its
product line-up. Its new products include home theatres, digital
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cameras and DVD players. Strong customer relationships have
underpinned a good performance and the Group’s clients and
business partners comprise a cross-section of the world’s top
retailers, while its Original Design Manufacturing operations
(ODM) service some of the world’s top consumer electronic
brands.

Motorcycle division

The Motorcycle division’s sales decreased by HK$91 million.
Sales of motorcycle engines parts fell sharply, reflecting keen
competition in the PRC motorcycle engine market. In foreseeing
the ever challenging market competition, the Group caused to
adapt more proactive market penetration strategy whereby
starting from last year, the Group shifted its focus to design
assembly set of motorcycles and sell motorcycle parts. This year
the Group planned to transplant its successful vertical integration
experience, that has underpinned its EMS division, into its
motorcycle operation. Initially it started with the construction
of a new vertically integrated motorcycle plant in Dongguan,
the PRC and the new production plant also accommodated
production capacity for the PRC’s motorcycle assembly customer
designated for the motorcycle parts sold by the Group. The
first phase of construction of the production plant by the Group
was completed in February 2002. Phase one of the new
production plant with a gross floor area of approximately 29,000
square meters commenced operation in March 2002.

Although the motorcycle division was facing a difficult year,
the division still recorded an operating profit of HK$11 million,
a 61% decrease compared to last year. Profitability suffered in
the face of much weaker sales. The Group sold some fixed
assets in Taiwan and reduced the capital of a Taiwanese
subsidiary. This resulted in an one-off loss of about HK$3.6
million in total.

Its product line now includes four-stroke 100cc, 125cc,
150cc and 175cc engines and motorcycle parts and the Group
plans to build up its own brand, “Tontse” through aggressive
marketing and promotional activities such as television
advertisements in the PRC.

The Group’s new plant should help the Group to deliver
better profit margins, better order fulfillment and better
synergies of the Motorcycle division as with the EMS division.
The Group expects stable growth in the PRC motorcycle market,
where demand is around 10 million units annually.

BATLEMERDF :22:&%;&/13

EmE

R BERBODM) IR E Nt RELHEE
FRERS -

EEEFT

BEHMPFIZHER F91,000,0008 7T - EEE
SIERMFZHERKNB YK  RRPBEEEHS|EMIG
BEHA  ERARREFEEERF PR TIHRE
ARECERRERBzMIH2ERE - BEFHRG A
EEER IR EEE2ER AR RHEEETERR
e RAEE  AREFEBERDERREMSEF 2
EFERALERRIFRECERXBKZEA -BE R
REERNEEGALEZEEERE - WHERE T
RekRERTPEEEE2ERTHEHATPMELIRE
ARELERFEF HEEIRER T _F_H
BT - HBEE M2 REmMBELN S 29,000 77K - i
KRBT _F=—ARAEE-

BETEFHFIRHRE . —F > BNBESLEE
711,000,000/ 7T * MEF T8 61% © FiHE KiE T &
BEENENTRIFE - AEEEHEURGEZR
TEEEE  MERERSENBARZBAN - B

=N

56 #£ 43,600,000/ 7T 2 — R IEEIE -

BEZERZRI P EHE100cc * 125¢cc 150cck
175ccB|ER2ETHHMAARN - AEEHEELE
BZmiE  [Tontse] * WHRARBBEBER MIGHRER
BLEETHNERES  BRESIETS -

AEBEZHBESIAAEEFTREEZER
Pl BZ i ERSEEHIHMREMSIFIEERE BN
ZHEME AEEEHFEHEEEMHEBBEILER -
BEEBF 2 FRKLAEZE10,000,000F0 o



14 / Ngai Lik Industrial Holdings Limited ~Annual Report 2002

Manufacturing and capital spending

During the year, the Group expanded its fully integrated
production facilities. The Group purchased 40 new plastic
injection machines, which increased overall production capacity
and reduced subcontracting charges. The Group has also
launched a multi-layer printed circuit board operation. Two
advanced four-colour and two-colour printing presses were
installed. Certain auto-insertion machines and SMT machines
were added to increase the automation capacity. The overall
manufacturing capabilities are enhanced accordingly. Total
capital expenditure for the year was HK$164 million, out of
which HK$45 million and HK$38 million were invested in the
development of electronic industrial city and motorcycle plant
respectively. The Group also acquired plant and machinery of
HK$51 million and invested in moulds of about HK$24 million.

Employee information

As at 31st March 2002, the Group employed a total of 143
employees in Hong Kong (2001: 133) and approximately 23,000
in the PRC (2001: 20,000). Remuneration packages are closely
linked to the market, and are based on individual merit and
performance. Salaries and wages are normally reviewed annually.
Bonuses to management reflect both individual merit and their
Group unit’s performance.

Staff benefit plans for the Hong Kong staff include a
provident fund scheme and medical and life insurance. In the
PRC, the Group provides medical treatment, lodging, free
amusement facilities and a meal subsidy to all employees, and
personal accident insurance for selected employees. The
Company maintains a Share Option Scheme, under which share
options are granted to selected eligible executives and
employees. This Share Option Scheme is designed to give
employees both an incentive to perform and a stake in the
company.
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PROSPECTS
The EMS Division

Based on the growing consumer demand and the rapid
inventory adjustment in the United States, the market recovery
will lead to a fresh, cyclical rebound in production demand.
Orders for consumer electronics and home entertainment
products were solid during Christmas 2001, the benefit arises
from which will flow through back to cost effective and efficient
EMS players. The Group has recorded a double-digit sales growth
in the first quarter of financial year 2003. Home audio products
remain the key driver of the Group’s revenue growth. With the
growing popularity of digital products including DVD players,
their sales will take off and provide the recent growth impetus
for the Group. To cope with current production requirement,
12 audio production lines and one DVD player production line
will be added to increase the overall capacity before July 2002.

For further production expansion in future, the Group will
build a new industrial estate in Qingyuan, the PRC. The site
area is about 660,000 square meters. With the completion of
Phase one of the construction, the production area will be
increased by 13,000 square meters. 10 assembly lines will be
added and operations will commence in the third quarter of
2003.

In this regard, the Group believes that a major driver of
earnings growth in the foreseeable future will be the Group’s
scale operations. The Group will also further vertically integrate
certain of its manufacturing processes, such as electroplating,
flexible PCB, springs, labels and paper packaging that are
essential parts to the EMS operations.

Motorcycle Division

With new production capacity available in the first quarter
of 2002 and the formulation of more pro-active marketing, the
Group expects recovery of the sales on the horizon.

A key emphasis of the Group’s motorcycle strategy is vertical
integration and stringent cost control. Emulating the successful
formula of its EMS division, the Group plans to carry out more
component production in-house in place of the subcontracting
of certain processes, such as spray painting, coating and
lacquering. Lower costs should enable the Group to compete
more effectively, leading to higher market share. Rapid increases
in production should bring better economies of scale.
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With PRC's accession to the World Trade Organisation (WTO),
the Group will review its business model and will adapt as
necessary to take advantage of opportunities come up.

The Group continues its Phase Two development of the
motorcycle plant with gross floor area of about 23,000 square
meters, which is expected to be completed by the end of 2002.

The Group has expanded and upgraded production facilities
at its EMS and motorcycle divisions as well as investing in new
product development. The benefits of these investments in the
form of improved sales and profit margins should start to flow
through in the 2002/2003 year.

APPRECIATION

Finally, on behalf of the Group, | would like to express our
gratitude to our shareholders and business associates for their
support and to our employees for their continuing loyalty, hard
work and dedication to the Group.

By order of the Board
Lam Man Chan
Chairman

Hong Kong, 8th July 2002
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