NGAI LIK INDUSTRIAL HOLDINGS LIMITED
BAIXKEBERRAA

DIVIDENDS

The Directors has resolved to declare an interim dividend of
HK7 cents (2002: HK6 cents) per share for six months ended 30
September 2003. The dividend will be payable on or about 8
January 2004 to shareholders of the Company whose names are

on the Register of Members on 2 January 2004.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members will be closed from 29 December 2003
to 2 January 2004, both days inclusive, during which period no
transfer of shares will be effected. In order to qualify for the
interim dividend, all transfers accompanied by the relevant share
certificates must be lodged with the Company’s Hong Kong
branch registrars, Tengis Limited, G/F., BEA Harbour View Centre,
56 Gloucester Road, Wanchai, Hong Kong not later than 4:30
p.m. on 24 December 2003.

BUSINESS REVIEW

The Group’s turnover for the six months ended 30 September
2003 was HK$1,652 million, representing a decrease of 4%, as
compared with HK$1,722 million for the same period of last
year. The decline in turnover was mainly attributable to the
disposal and discontinuance of the motorcycle business during
the period under review. The net profit for the period was
decreased slightly from HK$124 million to HK$121 million as
the Motorcycle division incurred a loss of about HK$8 million

prior to its disposal.

The Electronics Manufacturing Services (“EMS”) Division
During the first quarter of the financial year, the business
environment was temporarily affected by the United States (“US”)-

Iraq war and the outbreak of Severe Acute Respiratory Syndrome
(“SARS").

In the second quarter of the financial year, customer orders
have picked up rapidly as the impact of SARS has subsided and
the demand for consumer electronics products has experienced
strong growth. Although the sales performance of the EMS
division in the first quarter was affected by the outbreak of SARS
to a certain extent, the recovery of customers’ confidence and
their accumulated demands contributed to a boost in sales

turnover in the second quarter after the spread of SARS was
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controlled. The EMS division achieved a total revenue of
HK$1,625 million (2002: HK$1,622 million), representing a slight
increase of 0.2% over the same period of last year. The net
profit of the EMS division amounted to HK$129 million (2002:
HK$124 million), representing an increase of 4%. Home audio
products remained the Group’s core business and the Group
successfully expanded its business in digital related products,
including MP3 discmans and DVD players. A number of high-
valued digital products, including DVD combos and home theatre
systems, were launched to the market in June 2003 and these

products have received very positive market response.

In view of intensified market competition, the Group has
strategically moved towards production of higher-margin products
and increased its market share in production of high-margin
products on a steady basis, while maintaining its leading position

in the home audio product mass market.

During the period under review, America was still the Group’s
major market. Sales in America reached HK$997 million, which
accounted for 60% of total turnover of the Group. European
sales continued to grow satisfactorily to HK$390 million, which

accounted for 24% of total turnover.

Vertical Integration Strategies

The Group procures and consumes a large quantity of different
components for the fulfillment of its mass market orders. The
Group already manufactures a majority of common or passive
components in-house and continues to further vertically integrate
its operations by developing in-house upstream production.
During the period under review, the Group had significantly
expanded its plastic injection capacity through the acquisition
of 85 sets of plastic injection machine. Moreover, the operations
of electroplating and the manufacture of springs and speakers
had been enhanced and had started to contribute to the profits

of the Group.

Total capital expenditure incurred during the period under review
amounted to HK$93 million, of which HK$41 million was spent
on the development of the first phase of the Qingyuan Industrial
Estate. Further, the Group acquired plant and machinery worth
HK$37 million for production enhancement and invested in

moulds worth about HK$8 million to further increase production

capacity.
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The Discontinued Business — Motorcycle Division

The Motorcycle division was a non-core business of the Group.

In view of the relatively weak performance of the Motorcycle
Division and its challenging operating environment, the Group
disposed of the Motorcycle Division to City Harvest Limited for
a consideration of HK$63,892,000 (the “Disposal”), resulting in
a loss on the Disposal of HK$67,000, during the period under
review. Details of the Disposal were disclosed in the Company’s
circular dated 15 August 2003. The proceeds from the Disposal
were utilised to pay a special dividend of HK8 cents per share
to the Company’s shareholders whose names appeared on the

Company’s register of members on 30 September 2003.

PROSPECTS

The Group’s sales orders have picked up significantly in the
post-SARS period and the global economy has shown signs of
recovery, particularly in the US. The Group is confident that

sales will continue to rise in the foreseeable future.

Looking forward, the audio product mass market will remain the
major source of profit contribution for the Group. The world
consumer market for audio products is expected to grow steadily
and the high fidelity digital formats of MP3, DVD and enhanced
CD technologies are expected to be the key drivers of market
growth. In spite of the keen market competition in the consumer
electronics markets, the Group will continue to develop new
products and uphold stringent quality control on its products.

Order placements from existing customers are promising.

Currently, production capacity at Dongguan Ngai Lik Electronics
Industrial City is fully utilised. Upon completion of the new
Qingyuan Industrial Estate, the Group expects to achieve greater
synergies between its two production plants and benefits from
economies of scale. The Qingyuan Industrial Estate measures
about 660,000 square metres and has been developed to about
one-third. The development of the first phase of the Qingyuan
Industrial Estate, which includes factory buildings, dormitories
and canteens, will be completed by the end of 2003. The Group's
production capacity will then be increased by 15% and currently
there are 10 assembly lines in the Qingyuan Industrial Estate,
making up a total of 72 lines. The Group plans to install about
20 assembly lines in the coming year to cope with the strong
customers demand. The Qingyuan Industrial Estate will enjoy a
number of advantages in operating costs such as cheaper

electricity and labour.
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The Group is also planning to further expand its vertically
integrated operations by manufacturing corrugated papers, rubber
parts, 3.5 inch and 4 inch speakers, connectors, cassette deck
motors, labels, packaging materials and by upgrading the single

layer PCB operations as well.

While the Group is well positioned to supply quality goods at
affordable prices to its customers, it always aims at increasing
its market share and maintaining its competitive market position
through continuous development of new products. New digital
products, including LCD TV with DVD players, DVD recorders
and MPEG4 - DVD players will be launched to the market in

the future.

After the disposal of the Motorcycle Division, the Group will re-
deploy all management resources to focus on its core EMS
business. The Group aims to deliver better results in the future
by adopting different strategies to expand its revenues through
expanding the Group’s production capacity and broadening its
customer base, while effectively controlling and reducing its
costs through further expansion of its vertically integrated

operations.

EMPLOYEE INFORMATION

As at 30 September 2003, the Group had 150 employees in
Hong Kong (31 March 2003: 139) and approximately 29,800
employees in the PRC (31 March 2003: 26,000). The increase in
the headcount in the PRC was the result of further expansion of
the Group’s production capacity and its vertically integrated
operations in the PRC. 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 management staff based on
individual’s merits as well as the results of the respective

companies with which the staff works for.

Staff benefit plans for the 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 both

an incentive to perform and a stake in the Company.
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