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     Entertainment equipment importer, wholesaler and retailer Eastern Hi Fi Group is yet another case of a company that failed to meet its prospectus forecasts.

     Its net profit for 2005 came in at $548,073, 23 per cent down on the previous year and less than half the $949,703 forecast, although sales for the year were up 31 per cent to $18 million and 8.4 per cent ahead of the prospectus forecast.

     The forecast profit had looked like a bit of a stretch at the time of the float because to meet it required a 35 per cent increase. 

      The actual result could have looked even worse, although the company hasn’t trumpeted that fact. Tucked away in the annual report in the notes to the accounts on related party transactions is the fact that company founder, managing director and major shareholder Steve Allbury decided to return last year’s salary to the company.

     Allbury was paid $158,091 in 2004. If he’d been paid the same in 2005, the bottom line result would have just $390,000.

     The annual report doesn’t cast much light on why the result was so far shy of expectations except to say that costs blew out and its gross profit margin was squeezed about three percentage points below expectations.

     On the costs side, the company bought three existing stores, rather than the one forecast in the prospectus, and opened one new store, rather than the three forecast. Purchasing existing stores “meant that considerable stock was repurchased by the group from the stores and some additional costs incurred,” the report says.

     As well, the company decided to move its head office/warehouse operation to a larger location and it refurbished two existing stores.

     But it’s clear that the margin pressure was the more important problem. The report notes that if it had been able to achieve the margins it expected, the higher than expected sales would have been adequate to cover the extra costs.

     The report says the margin squeeze cut its gross profit by about $540,000.

     Allbury says the margin squeeze build up from about the middle of last year but that the real problem came in the last couple of weeks in December – the company makes about 15 per cent of its annual sales in December.

     Allbury says he can’t quite pinpoint why this happened, other than the slowing economy and rising oil prices starting to bit into consumers’ wallets.

     So the company ended the year with more stock in its stores than expected and it had to eliminate any profits its wholesale arm had booked on the unsold stock.

     Allbury says the company had also realised that its information systems were inadequate which delayed the realisation of what was actually happening. 

     “We realised last year that with the added size and complexity of what we’re running here, the systems just didn’t give us the information we needed at the right time.” 

     Previously, the company had run individual systems in each store but it is now moving towards centralising its systems, a process which should be completed by the end of June, he says.

     “I don’t think you can under-estimate the importance of information. You only have to have a few wrong figures coming back – you think you’re doing one thing, but something else is happening.”

     Allbury says foregoing his salary was a tough decision but “I didn’t feel that, in our IPO year, achieving that result was acceptable.”

     So far this year, Allbury says sales are harder to come by but margin pressure has eased somewhat, although the falling New Zealand dollar has meant the company has had to raise prices – given its size, it doesn’t attempt to run a hedging position.

      And he certainly isn’t going to go out on a limb with any kind of a forecast for this year, although he does say the result should be more acceptable. 

     But he says the company won’t be making the same mistake in December this year. “Last year, we treated it the same way as the previous three years and it didn’t happen. This year we will take a more proactive stance to make sure it does happen.”

