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1Q results in line Hong Kong Industrial

Karrie Int’l (1050 HK, HK$2.43) HOLD (unchanged)

Target price: HK$2.59 (+7%)

O Turnover declined 8% to HK$753.2m while net profit fell 12% to HK$33.3m for 1Q FY3/07 (for the period
of April to Jun 2006), in line with our full year view of a 19% profit decline. Sales split between Metal &
Plastic and EMS was 48:52 for the quarter compared with 39:61 a year ago, resulting in a stable gross
margin of 9.8% as the later commands lower margins.

Unaudited July 06 sales were HK$275m, compared with HK$280m a year ago.

Nonetheless, management is more upbeat about the outlook for 2H FY3/07, guiding a better performance
over that of 1H.

0 In addition, the company will raise its capex from HK$70m to HK$100m for FY3/07 as a result of the
confidence on the future.

O Hence, the company announced a change in dividend policy from no less than a 50% payout to a more
flexible ratio dependent on a combination of net profit, cash flow and capex requirements. This new policy
will take effect from the final results of FY3/07 while the old policy is still applicable for the upcoming
interim results. As such, we have tuned down our dividend payout assumption to 46%, 43% and 39% for
FY3/07 to FY3/09 (from >50%).

O In any case, the company continued to generate robust operating and free cash inflow of HK$80m and
HK$31.5m for the quarter, respectively. Net debt was also reduced to just HK$34.8m from HK$111.6m as of
end of last quarter. Despite this, management expect net gearing will rise to 30% (from current 6%) as the
company reaches peak shipment season in the 2H of the calendar year, which in general requires more
working capital, in addition to payment of the FY3/06 final dividend in Aug.

O Although 2H outlook is expected to improve but management continues to guide for a flat turnover growth
for the full year FY3/07. As such, we maintain our HOLD recommendation and forecasts but have revised
down the target price from HK$2.96 to HK$2.59 based on 7x FY3/07 P/E.

Table 1: Financial summary

Yearto  Net profit EPS EPS P/E P/B EVIEBITDA Yield ROE ROCE N. Gearing
Mar HK$m HK$ A% X X X % % % %
05A 146.6 0.362 57.4 6.7 2.20 5.7 8.6 35.5 20.0 57.0
06A 186.4 0.455 256 53 1.90 4.1 10.3 38.2 214 22.8
07F 151.6 0.368 (19.2) 6.6 1.65 5.1 7.0 26.7 18.5 23.9
08F 183.2 0.444 20.9 5.5 1.40 4.2 7.8 277 214 11.9
09F 213.6 0.518 16.5 4.7 1.18 3.4 8.2 27.4 21.8 0.6

SBI E2-Capital is a dedicated small/mid cap investment banking/ stockbrokerage house. If you would like to access our research reports and know more
about our services, please contact Raymond Jook, Head of Research, on (852) 2533 3715 or raymondjook@softbank.com.hk Find our research on:
sbie2capital.com, thomsononeanalytics.com and multex.com

Investors should assume that SBI E2-Capital is seeking or will seek investment banking or other primary businesses with the companies in this report.
Analyst certification: the views expressed in this report accurately reflects the analyst’s personal views of the subject securities and that the analyst has not received
and will not receive direct or indirect compensation in exchange for expressing specific recommendations or views in this report.

Disclaimer: the information and opinions in this report were prepared by SBI E2-Capital Securities Limited. SBI E2-Capital Securities Limited does not undertake to
advise you of changes in its opinion or information. SBI E2-Capital Securities Limited and others associated with it may have positions in and effect transactions in
securities of companies mentioned and may also perform or seek to perform investment banking services for those companies. This memorandum is based on
information available to the public. No representation is made that it is accurate or complete. This memorandum is not an offer to buy or sell the securities mentioned.




SBI E2-Capital Securities

Corporate Snippet

Table 2: Quarterly results

Year to Mar (HK$m)

1QFY05 2QFY05 3QFY05 4QFY05 1QFY06 2QFY06 3QFY06 4QFY06 1QFY07

Turnover 559.5
Cost of sales (493.0)
Gross profit 66.4
Other revenue 2.1
Distribution & selling expenses (6.8)
General & admin expenses (27.8)
Profit from operations 33.9
Finance costs (1.2)
Associates (0.8)
Profit before tax 31.9
Tax (3.0)
Net profit 29.0
Gross margin (%) 11.9
Operating margin (%) 6.1
Pre-tax margin (%) 5.7
Net margin (%) 5.2

594.0
(520.4)
73.6
3.6
(7.3)
(31.0)
39.3
2.2)
(0.9)
36.2
(3.3)
32.9

12.4
6.6
6.1
5.5

703.4
(615.3)

88.1
1.9
(8.7)

(32.3)

48.6
(2.2)
(1.4)
45.1
(4.1)
40.9

12.5
6.9
6.4
5.8

706.4
(616.5)
89.9
4.7
(7.8)
(30.0)
53.9
(3.1)
(7.2)
46.5
(2.8)
43.8

12.7
8.6
6.5
8.3

819.3
(738.3)
81.0
2.4
(6.0)
(30.8)
46.6
(5.5)
411
(3.6)
37.5

9.9
5.7
5.0
4.6

9457  1,028.2
(853.9)  (928.0)

91.8
2.9
(7.3)
(34.0)
53.4
(5.6)
47.8
(4.2)
436

9.7
5.6
5.1
4.6

100.3
3.7
(9.0)
(37.1)
57.9
(6.7)
69.1
(4.5)
46.8

9.8
5.6
6.7
4.6

799.5
(691.2)
108.3
5.6
(8.9)
(34.4)
60.6
(6.8)
46.2
(5.5)
58.5

13.5
7.6
5.8
7.3

753.2
(679.5)
73.7
8.7
(7.3)
(33.5)
41.6
(5.0)
36.5
(3.2)
33.3

9.8
5.5
4.9
4.4

Source: SBI E2-Capital and company data

Table 3: Earnings model

Year to Mar (HK$m) 2004A 2005A 2006A 2007F 2008F 2009F
Turnover

Metal & plastic products 963.0 1,172.8 1,431.4 1,445.7 1,546.9 1,670.7
Electronic manufacturing services 730.0 1,390.4 2,161.3 2,161.3 2,420.7 2,735.4
1,693.0 2,563.2 3,592.7 3,607.1 3,967.6 4,406.1

Operating profit
Metal & plastic products 80.6 121.3 161.9 128.7 151.6 170.4
Electronic manufacturing services 19.4 45.2 52.1 43.2 53.3 65.6
99.9 166.4 214.0 171.9 204.9 236.1
Other revenue 6.6 12.3 14.6 12.3 10.6 13.0
Other income 5.0 8.3 4.5 4.5 4.5 4.5
Interest income 1.6 4.0 10.1 7.8 6.1 8.5
Interest expenses (6.1) (8.7) (24.5) (18.2) (14.8) (15.1)
Associates (1.8) (10.2) 0.0 - - -
Pre-tax profit 98.6 159.8 204.1 166.0 200.7 233.9
Tax (8.2) (13.2) (17.8) (14.4) (17.5) (20.3)
Net profit 90.4 146.6 186.4 151.6 183.2 213.6
% chg (25.3) 62.1 27.2 (18.7) 20.9 16.5
Dividends (80.2) (85.9) (102.8) (70.1) (78.3) (82.5)

Source: SBI E2-Capital
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