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DIVIDEND

The Board of Directors (the “Board”) has resolved to
declare an interim dividend of HK1.5 cents (2004: interim
dividend of HK3.5 cents) per share for six months ended
30 September 2005. The dividend will be payable on or
about 18 January 2006 to shareholders of the Company
whose names are on the Register of Members on 13
January 2006.

CLOSURE OF REGISTER OF MEMBERS

The Register of Members will be closed from 9 January
2006 to 13 January 2006, both days inclusive, during which
period no transfer of shares will be effected. In order to
qualify for 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 (which will be relocated to 26th Floor,
Tesbury Centre, 28 Queen’s Road East, Wanchai, Hong
Kong with effect from 3 January 2006) not later than 4:30
p.m. on 6 January 2006.

BUSINESS REVIEW

For the six months ended 30 September 2005, the Group’s
turnover was HK$1,562 million, representing a decrease
of 22.2% as compared to the same period last year. Profit
attributable to shareholders amounted to HK$25 million,
representing a decrease of 53.2% from HK$54 million for
the same period last year.

During the period under review, the Group’s performance
was significantly affected by the following adverse factors:

1. an abrupt rise in oil and raw material prices, in
particular oil prices once hiked to a level of nearly
US$80 a barrel;

2. general increase in market interest rate;

3. appreciation of Renminbi (“RMB”) starting from July
2005;

4. shortages and unstable supply of labour and
escalation of wages and salaries in Southern China.
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The high oil prices also had a negative impact on
consumer purchasing power and our customers tended to
be more conservative in making procurement decisions in
view of the uncertain market conditions.

Furthermore, as explained in the 2005 Annual Report, the
Group has decided to shift its product mix from
conventional audio products to high value digital products.
In line with this strategy, the sales of home audio products
decreased by 26.1%, but still accounted for 87.8% of the
total sales. The sales of digital products increased by
25.7% which accounted for 12.2% of the total sales.

During the period, America remained the Group’s largest
market followed by Europe. HK$1,214 million and HK$220
million of the Group’s products were sold to America and
Europe, accounting for 77.7% and 14.1% of the Group’s
total turnover respectively. During the same period last
year, HK$1,374 million and HK$398 million of the Group’s
products were sold to America and Europe respectively.

The Group has taken stringent cost control measures and
certain component manufacturing operations will be
consolidated in the Qingyuan Industrial Estate in early 2006
with an aim of reducing certain operating costs and
overheads.

PROSPECTS

The current environment for the manufacturing business
remains challenging. Oil prices stayed at relatively high
levels and interest rate sustained an uprising trend. In
addition, further appreciation in RMB is generally expected
in the near future and its impact on the related costs,
such as wages and salaries and other expenses
denominated in RMB,
shortage continues to be a general concern of the
manufacturers in the Pearl River Delta region.

is uncertain. Moreover, labour

Thanks to the Group’s well-developed production platforms
in Qingyuan and Dongguan, Ngai Lik still places its focus
on low-cost manufacturing of a wide variety of quality
consumer electronic products for the mass market.
Currently, the Group operates about 70 production lines
in China.
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With the continual trend of digitalization of consumer audio-
visual products, the Group will proactively enhance its
products mix on an on-going basis.

The Group has actively promoted its higher value digital
products to its customers. These include flash based MP3
and WMA players with different display formats, such as 7
segment, segment ID3, dot matrix and dual colours OLED.
To cater for customer demand, various optional features
are offered, including card slot, radio receiving and voice
recording. At present, 11 models are available and 10
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" and 10" screen size. Additional
features including DIVX, television receiving and USB
interface are also provided. 5 models of notebook and
slot in type are currently available and 4 new models are
in the pipeline.

Customer response towards these new products is
encouraging. The Group is confident that sales orders for
these products will have a satisfactory growth in the
coming financial year and expects the sales of such digital
products will account for not less than 15% of sales
revenues in FY2007.

Furthermore, the Group will launch another series of digital
products such as LCD TVs in different sizes, DVD
recorders, personal media players and digital boomboxes.
The Group is committed to enhancing the productivity and
product quality through automated production facilities in
its production processes.

It is anticipated that the market condition will remain
difficult for the second half of the financial year and
therefore the Group will continue to implement stringent
cost controls, consolidate its operations and reduce its
capital expenditure to improve free cash flow.

The Group is also in the process of renewing and
upgrading certain factory dormitories in Dongguan to
provide a better working and living environment for its
workers. The Group will also negotiate with its customers
to distribute their orders in a more even manner during
the coming year to avoid order backlog during the peak
season from July to October.
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The Group will also continue to explore business
opportunities with new clients through the diversification
of new product ranges and strives to achieve a proactive
yet prudent product transition for the Group.

By leveraging on its solid foundation and establishment in
the industry as well as the long-term relationship with its
customers, the Group is confident of overcoming the
challenges ahead.

MANAGEMENT DISCUSSION AND ANALYSIS
FINANCIAL REVIEW

Turnover

During the period, the sales turnover decreased to
HK$1,562 million, down by 22.2% 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 high plastic
consumption.

During the period, sales of home audio products accounted
for approximately 87.8% of the Group’s turnover, a
decrease of 26.1% over last period, and remained its core
business. Sales from digital and DVD players contributed
to approximately 12.2% of the Group’s turnover, an
increase of 25.7% over last period.

Gross Margin

The Group continued to change its product mix and reduce
the sales of CD audio products which used plastics,
laminates and metals as the key raw materials. As a result,
gross profit margin improved slightly to 6.7% despite the
high level of key raw material costs.

Expenses

The Group’s administrative expenses were similar to the
period for last year and recorded at HK$57 million. The
percentage of administrative expenses to total sales rose
to 3.7% (2004: 2.8%). With a lower sales revenue base for
the period, the Group’s selling and distribution expenses
decreased to approximately HK$19 million. The Group’s
finance costs surged to HK$11 million, as a result of the
significantly rise in average market interest rate and the
increase in bank borrowings.
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Working Capital Management and Dividend Policy

As at 30 September 2005, the Group maintained long-
term bank deposit, bank balances and cash of
approximately HK$245 million (31 March 2005: HK$239
million). The Group’s average inventory turnover was about
56 days (31 March 2005: 51 days). The increase was
partly due to certain stocks being piled up for the
shipments in October and November 2005. The Group’s
average trade receivables turnover increased to 15 days
(81 March 2005: 10 days).

The Board of Directors has declared an interim dividend
of HK1.5 cents per share.

After careful deliberation the Group adhered to its existing
dividend policy with a payout ratio of not more than 50%
on profit attributable to shareholders,
maintaining the absolute amount of dividend of the prior
year.

rather than

Financing and Capital Structure

For the period ended 30 September 2005, the total bank
borrowings of the Group stood at approximately HK$723
million (81 March 2005: HK$544 million) of which HK$358
million (31 March 2005: HK$371 million) were not repayable
within one year.
outstanding balances of syndicated loan facilities of
HK$294 million and term loans from several banks
amounted to HK$209 million. The increase in borrowings
was mainly used to finance the CAPEX and daily
operations.

The borrowings mainly included

The Group also issued letters of credit to procure the
supplies of critical components and certain raw materials.
The trust receipt loans amounted to approximately HK$126
million (31 March 2005: HK$40 million). The Group’s
borrowings were primarily denominated in Hong Kong
dollars or US dollars and the Group had no significant
exposure to foreign exchange fluctuations.
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Capital Expenditure

Total capital expenditure for the period was HK$73 million
(831 March 2005: 328 million), out of which, HK$20 million
was spent on the construction of industrial buildings in
the PRC, HK$29 million for the acquisition of plant and
machinery and HK$12 million for moulds investment.

Liquidity and Financial Resources

The net current assets of the Group as at 30 September
2005 stood at a level of approximately HK$115 million (31
March 2005: HK$140 million) and the current ratio was
1.13 (31 March 2005: 1.21). Shareholders’ funds were
maintained at approximately HK$1,084 million (31 March
2005: HK$1,064 million).

Treasury Policy

The majority of the Group’s sales and purchases were
denominated in US Dollars and HK Dollars. As HK Dollars
and US Dollars are pegged, the Group had minimum
exposure to foreign exchange fluctuation and, presently,
the Group had 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.

EMPLOYEE INFORMATION

As at 30 September 2005, the Group had approximately
35,000 employees (2004: approximately 38,500). 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.
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