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On behalf of the Board of Directors (the “Board”),
| am pleased to present the annual results for the
year ended 31 March 2006 to our shareholders.

RESULTS AND DIVIDENDS

For the year ended 31 March 2006, the Group’s
turnover totalled HK$2,836 million and net profit for
the year was HK$13 million.

An interim dividend of HK$11,895,000, representing a
payout ratio of about 90% of the current year profit,
has been paid. Having considered the future cash flow
requirements for the business development, the Board
adopts a prudent approach and does not recommend
the payment of a final dividend for the year ended 31
March 2006 (2005: HK1.0 cent per share).

BUSINESS REVIEW

2005 was a challenging year for all manufacturers.
Conventional audio manufacturers, in particular, faced
a difficult operating environment. On the cost side,
the increasing price of oil and plastic materials and
labor shortage in Southern China further raised the
overall production costs. On the demand side, the
conventional audio market encountered fierce
competition with decline in global demand for these
products.
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In view of the challenges, the Group had decided to
adopt the following measures to overcome the
unfavorable operating environment:

1. Change in product mix. To shift from producing
conventional audio products to digital products
with much higher value;

2. Strategic reduction in low margin products and
exit from loss-making electronics and electrical
products; and

3. Consolidation of Dongguan operations to
Qingyuan Industrial Estate.

For the financial year (“FY”) ended 31 March 2006,
the Group’s turnover was HK$2,836 million, decreased
by 17.0% as compared to last year. Net profit
amounted to HK$13 million, representing a decrease
of 78.2% from HK$60 million last year.

The road of product mix transition was beset with
thorns and brambles to the Group.

The sales of home audio products dropped by 24.2%,
but still accounted for 82.1% of total sales. The sales
of digital products increased by 49.4%, accounted for
about 13.5% of total sales. The sales of digital products
were particularly impressive in the second half of
FY2006, during which the sales amount increased to
HK$210 million, representing 16.5% of total sales in
the second half of FY2006.

During the year under review, America remained as
the Group’s major market, followed by Europe.
HK$2,012 million and HK$530 million of the Group’s
products were sold to America and Europe, accounting
for 70.9% and 18.7% of the Group’s total turnover
respectively. In prior year, approximately HK$2,361
million and HK$621 million of the Group’s products
were sold to America and Europe respectively.

The Group’s gross margin had been adversely affected
by the general increase in raw material prices since
the financial year ended 31 March 2005.
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Vertical integration operations (in particular the plastic
injection operations) no longer provided decent profit
contribution to the Group under the range of
conventional audio products with high plastic contents.
Coupled with the operations of production facilities in
Dongguan and Qingyuan, the decline in sales resulting
from the transition in the change of product mix, further
aggravated the situation. The increase in overheads
further reduced the gross margin from 6.3% in prior
year to 5.3%. Gross profit was HK$149 million,
decreased by HK$66 million, as compared to the
previous financial year. The low margin electronics and
electrical business incurred a loss of about HK$29
million for the year, including the impairment loss of
HK$7,359,000 recognised in respect of development
expenditure.

In line with the strategy of consolidating and integrating
Dongguan operations to Qingyuan Industrial Estate,
more factory buildings located in Dongguan have been
left vacant and subsequently rented out. As such, the
fixed costs in Dongguan can be reduced, together
with a provision of steady increase in rental income to
the Group. The factory buildings have been reclassified
from property, plant and equipment to investment
properties accordingly. The net-of-tax increase in fair
value of investment properties of HK$22,229,000 was
credited to current year’s income statement. Excluding
the above increase in fair value of investment properties
and the loss mainly arising from the electrical business,
the net profit for the year of the EMS business was
about HK$19.9 million.

As at 31 March 2006, there were 38 production lines
in Dongguan and 24 production lines in Qingyuan. As
mentioned in the FY2005 annual report, the Group
has implemented stringent control over its capital
expenditure on property, plant and equipment, which
decreased from HK$328 million to HK$125 million this
year. The Group has also upgraded certain factory
dormorities in Dongguan so as to provide a better
environment to its workers.
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PROSPECTS

Undaunted by the setbacks of the Group, Ngai Lik’s
management continues to work together, move ahead
and strive for changes. We will take necessary steps
to recover the growth momentum for sales performance
and overall profitability. Of foremost importance, we
will adjust the product mix in a proactive manner. The
sales of conventional CD audio products will continue
to decline by double-digit percentage whereas the
sales of digital products will post a substantial increase
in FY2007. The sales turnover of digital products is
expected to contribute to approximately 20% to 30%
of the Group’s total sales in FY2007.

The Group will continue to review its products mix on
an on-going basis. The Group has actively promoted
its digital products with higher value to its customers.
These include flash based MP3 and WMA players with
different display formats, such as 7 segments, semi
dot matrix, dot matrix and dual colours OLED. To cater
for customer demand, various optional features are
offered, including card slot, radio reception and voice
recording. At present, 19 models are available and 4
new models are in the pipeline. Furthermore, the Group
continues to expand its product range in portable DVD
players in 6.2", 7", 8.5", 9", 10" and 11" TFT display
screen sizes. Additional features including DIVX,
television signal reception and USB interface are also
provided. Notebook and slot-in types are currently
available and 10 new models are in the pipeline.
Moreover, new models of digital products will be
launched, including DVD boomboxes with 6.2" and 7"
TFT LCD display, and 15" and 19" TFT LCD televisions
with DVD players and PC inputs.

We will further strengthen the Group’s product
development capability by deploying additional
resources and establishing a new product development
team in Shenzhen. It is expected that the development
cost will be increased in the coming financial year but
will benefit the Group in the long term. Secondly,
operations of Dongguan plants will be further
consolidated to Qingyuan Industrial Estate in order to
reduce overheads.
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Thirdly, the Group will set up new business units, mainly
for the diversification of OEM business and product
expansion for mobile electronics products. The OEM
and mobile electronics products businesses are
expected to provide stable income contribution to the
Group. In addition, the Group will also focus on further
diversifying the existing product range and enhancing
the utilization rate of production capacity during slow
season.

Last but not least, the Group will manage the balance
sheet in a prudent yet proactive manner. The Group
has obtained additional short term trade facilities of
about HK$250 million, from The Hongkong and
Shanghai Banking Corporation Limited and Hang Seng
Bank Limited, for the purpose of financing the event
sales orders for high value digital products in the
coming Christmas season.

Presently, the net gearing ratio is about 50%. With the
development of new business and new products, we
plan to dispose of certain non-operating assets to
strengthen the free cash flow of the Group. Moreover,
the Group will closely review the overall financing
arrangement and to make necessary re-financing
arrangement of the existing syndicated loan, with the
view of maximizing the benefits to the Group.

It is anticipated that the market condition will remain
difficult for the coming financial year and therefore,
the Group will continue to implement stringent cost
control measures, consolidate its operations and
reduce the capital expenditure to enhance the liquidity
of cash flow.

The Group will also continue to explore business
opportunities with new clients through the
diversification of new product range and strive for
achieving a prudent but proactive product transition
for the Group.

By leveraging on the solid foundation, the well-
established leading position in the industry and the
long-term relationship with its customers, the Group
is confident of overcoming the challenges ahead.
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EMPLOYEE INFORMATION AND EMOLUMENT

POLICY

As at 31 March 2006, the Group had approximately
32,000 employees (2005: approximately 38,000). The
remuneration packages are generally structured with
reference to market conditions and the qualifications
of the employees. The salaries and wages of the
Group’s employees are normally reviewed on an annual
basis based on performance appraisals and other
relevant factors. Bonuses are normally paid to the
management, based on individual merits as well as
the results from the respective companies with which
the staff works for. Benefit plans for its Hong Kong
staff include a provident fund scheme and medical
and life insurance. The Company also maintains a
Share Option Scheme, under which options may be
granted to employees to subscribe for shares in the
Company. This Share Option Scheme is designed to
give employees an incentive to perform.

ACKNOWLEDGEMENT

On behalf of the Board, | wish to take this opportunity
to express my sincere gratitude to our management
team and staff for their hard work and dedication in
the past year. | also wish to thank our shareholders,
customers, suppliers, bankers and business partners
for their continued trust and support.

By order of the Board
Lam Man Chan
Chairman

Hong Kong, 17 July 2006
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