NGAI LIK inpusTRIAL HOLDINGS LIMITED

FINANCIAL REVIEW

Turnover

During the year, the sales turnover for the first half increased
to HK$2,008 million whereas the turnover for the second half
dropped to HK$1,410 million, decreased by 14.4% as
compared to the corresponding period last year. The drop
was partly attributable to the competitive environment and
partly to the planned reduction in product sales with higher
plastic contents.

During the year, sales of home audio products represented

M an ag el I I el I-t approximately 89.6% of the Group’s turnover and remained

its core business. The sales of boomboxes increased by
Discussion approximately 9% during the year and accounted for over
45% of the home audio sales. Plastic contents of boomboxes

an d were relatively high, with an average of 25% of their material
costs. During the year, the Group launched some high value

A nalySiS digital products like DVD combos and DVD home theatre

systems. The Group has been cautious in expanding its DVD-

Y kS player related business, as this involved issues of different
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relevant patents. Sales from digital and DVD players only
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contributed to approximately 7.9% of the Group’s turnover in
FY 2005.
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Gross Margin

Raw materials cost is the major constituent of the cost of sales.
Plastics, laminates and metals are the key raw materials used by the
Group in its range of conventional audio products. As mentioned in
the Group’s interim report published in December 2004, the drastic
increases in prices of key raw materials had a significant impact on
the cost of goods sold and gross profit. Costs of key raw materials
continued to maintain at substantially high levels during the second
half of the FY 2005 and affected the Group’s financial performance.

As a result of the combined impact of lower sales revenue in the
second half of the FY 2005 and high raw materials costs, gross profit
in the second half dropped to HK$88 million as compared to HK$127
million for the first half.

Expenses

The Group’s administrative expenses were similar to last year’s and
recorded at HK$120 million. The percentage of administrative expenses
to total sales slightly rose to 3.5% (2004: 3.2%). The Group’s selling
and distribution expenses increased from HK$31 million last year to
approximately HK$40 million, mainly due to the increase in the number
of shipments which is in line with approximately 10% increase in total
sales quantities during the year. Moreover, the Group’s operations in
Qingyuan incurred higher transportation costs than Dongguan.

Working Capital Management and Dividend Policy
As at 31 March 2005, the Group maintained long-term bank deposit,

bank balances and cash of approximately HK$239 million (31 March
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2004: HK$274 million) with a continually efficient working capital
utilisation rate. The Group’s average inventory turnover was about 51
days (831 March 2004: 48 days). The Group’s average trade receivables
turnover was only 10 days (31 March 2004: 13 days), reflecting the
improvement in credit control.

The Board of Directors has recommended a final dividend of
HK1.0 cent per share. Together with the interim dividend paid, the
total dividend payout ratio for the year will be about 59% of the net
profit for the year. The dividend for the prior year was HK15.5 cents
per share (excluding special dividend paid of HK8.0 cents). After careful
deliberation, the Group adhered to the existing dividend policy with a
payout ratio of about 50% of the net profits, rather than maintaining

the absolute amount of dividend of the prior year.

Financing and Capital Structure

The Group'’s capex led to an increase in its total debts from HK$343
million to HK$544 million. In August 2004, the Group entered into a
four-year syndicated loan agreement with a syndicate of ten banks for
the amount of HK$350 million. As at 31 March 2005, the facility, with
a preferential interest rate, was substantially drawn down to refinance
the Group’s existing certain credit facility, including the outstanding
balance of the HK$210 million syndication loan arranged in 2002. The
balance of the facility was mainly used to finance the fixed assets
additions for Qingyuan Industrial Estate. Moreover, several term-loans
were arranged on bilateral bases and were drawn to ensure the
availability of sufficient long-term funding for financing the overall
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operations. Because of drawdown of the above facilities and the capital
expenditure of about HK$328 million for the year, the gearing ratio
increased to 0.5 (31 March 2004: 0.3).

The Group also issued letters of credit to procure the supplies of
critical components and certain raw materials. However, the Group
also found difficulties in securing supplies of commodity raw materials
(including plastics) at low prices as their prices fluctuated during the year.

The Group’s borrowings are primarily denominated in Hong Kong
dollars or US dollars and the Group has no significant exposure to
foreign exchange fluctuations.

Liquidity and Financial Resources
The net current assets of the Group as at 31 March 2005 stood at a
healthy level of approximately HK$138 million (31 March 2004: HK$318
million) and the current ratio was 1.21 (81 March 2004: 1.47).
Shareholders’ funds were maintained at approximately HK$1,064 million
(31 March 2004: HK$1,098 million).

Treasury Policy

The majority of the Group’s sales and purchases are denominated in
US Dollars and HK Dollars. As HK Dollars and US Dollars are pegged,
the Group has minimum exposure to foreign exchange fluctuation
and, presently, the Group has not entered into any financial instrument
for hedging purposes. However, the Group will closely monitor the
overall currency and interest rate exposures. When considered
appropriate, the Group will hedge against currency exposure as well

as interest rate exposure.
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