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ELECTROPLATING EQUIPMENT
BUSINESS (“PAL”)

Overall market situation

2004 was a hectic but buyoant year for the Electroplating
Equipment Business. The strong recovery in the global
economy lead to a strong upsurge in demand for consumer
electronics, computer and communication hardware which in
turn lead to a strong growth in demand for Printed Circuit
Boards (the “PCB”), which form the basis of all electronic
equipment. In order to satisfy this exposed demand, most of
our PCB customers decided to expand their production
capacity by ordering more electroplating equipment.
Meanwhile the Euro to USD exchange has strengthened from
1.2 to 1.4 since quarter two of last year, forcing many
European PCB manufacturers to speed up their investment
plan in China or to consider forming alliances in Asia and
restructuring their production strategies. Either decision

generates demand for electroplating equipment.

Apart from facing a bullish PCB market, we also made
remarkable progress in the Surface Finishing (the “SF")
market, in particular the automobile sector. When the
automobile industry in US or Europe remains more or less flat,
the strong GDP growth in China opens up a new playground.
Given our solid experience in building plating equipment and
our success in the Indian market, we have got two sizeable
contracts in 2004, one from a Japan and one from a US
manufacturer, both of whom are setting up major
manufacturing facilities in China. Together with other
“electronic-inclined” customers, the surface furnishing team

generated more than 13% of PAL's sales for the period

Strategy — Market

We will continue to develop and expand both the PCB and SF
markets. It is our plan to gradually increase the surface
finishing revenue to a goal of 50% of turnover. This move not
only expands the potential market but also helps the Company
to get away from the cyclical effect of the PCB industry and
hence generates a more stable revenue stream. We will
achieve this by signing up OEM arrangements with some

experienced market players and by offering turnkey services
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to multinational companies who plan to relocate their
production base in China or other parts of South East Asia.
Most of the SF projects are unique and require strong project

management to meet a set of stringent deadlines.

The general investment direction for worldwide PCB
manufacturers is still going east, i.e. Eastern Europe and going
east-east, i.e. Asia. Despite problems of power shortage, rising
material cost and shortage of skilled labour, the PCB market
in China still grows by 30%* compared to last year. In addition,
for those early movers, they have gradually transformed their
Chinese factories from low-end mass production facilities to
high-end high value operations which can handle HDI, back
panel, lead free and flexible circuits board. Today some
Chinese PCB manufacturers are able to produce 18-36 layers
boards, compared to 2-6 layers boards in previous years. Of
course, the term “Chinese” refer to physical factory locations
only. The investment was indeed come from Taiwan (35%%*),
Hong Kong (35%*), Japan and Europe (15%%*), US (10%*) and
China (5%%*). Since PAL has always positioned itself to supply
high-end new-technology equipment, the shift of trend in the

China market in fact works towards our advantage.

*  The statistics were provided by NT Information Ltd and the
percentage was calculated based on estimated bare board output

in 2004.

Strategy - Product development

Sales of mobile phone has increased 30% to 674,000,000 units
in 2004** and the sales of hand-held consumer equipment
such as digital camera is also on the rising trend. Given this
market indication, we foresee that the size of PCB is getting
smaller and smaller and the via on the boards is getting
smaller too. With this perspective, PAL will continue the
development of vertical in-line plating technology particularly
for the production of filled microvias and flexible printed
circuits. The growing requirement to be able to automatically

handle flexible material is also being addressed.

** Quoted from Gartner Dataquest March 2005
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Future outlook

The PCB industry after recording strong growth for the first
eight months in 2004 started to show signs of slow down in
late 2004 and early 2005, especially in Taiwan and Hong Kong.
Nevertheless, the general consensus amongst PCB
manufacturers in this region is to expect a rebound in the
second half of the year. Meanwhile the strong Euro has
attracted various European PCB manufacturers to us. Together
with the steady growth in the share of SF market, we remain
conservatively optimistic to report another profitable year in
2005. Meanwhile, the Company will continue to look for
another growth drive or is holding an open mind on searching
for opportunities that will bring us another growth drive

similar to the one we did in SF.

BUSINESSES OPERATED BY
ASSOCIATED COMPANIES

In 2004, the Group has disposed approximately 21.5% interest
in Intech Machines Company, Limited (“IML") and is still
holding approximately 28.6% interest. As a result, the Group
ceased to consolidate the result of IML to its accounts with
effect from April 2004. Enjoying also the benefits from the
recovery of PCB industry, IML has turnaround from a loss
making company into a profit making company in 2004. At
the same time, IML has gained its reputation as one of the
reliable equipment suppliers in the Flat Panel Display
Equipment market. Included in the current period profit
attributable to shareholders was approximately HK$8,100,000

million which was attributable to IML.

In 2004, the Group has also disposed 58% interest in Asia
Vigour (Holdings) Ltd (“AVPH") and is still holding 42%. As a
result, the Group ceased to consolidate the result of AVPH to
its accounts with effect from March 2004. AVPH is an
investment holding company and its only asset is a wholly
owned subsidiary named Asia Vigour Productions Ltd (“AVP")
(formerly named as Vigour Entertainment Company Ltd).
During the year, AVPH has held 38 shows for Mr. Sam Hui in
the name of “Song God in Concert”. This was a remarkable

records not easy to achieve in recent years.
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PROSPECT Al =

It is expected that there will be a slight slowdown in the A2 EREENR —STAFBHMBUNE -
economic growth worldwide in 2005. However, the Board EES@REERELRDENERSTEMZE
believes that the rate of growth will still be high enoughto T&EX - AU ES 2 EEREFS P ER -
sustain a steady demand in electronics products and hence S— 7@ @ BESMEENEYHEAESRER
benefits our electroplating equipment business. On the other &K AKR LH @ AL EMB SR LY HIER 2
hand, we are cautious that the high level oil price and general FEIEREZ T - EEB B TEATHEEANL
increase in raw material cost may pressure our customers to  HEF]ABERE A BB REEERE - U AR
adopt a more prudent approach in their expansion plan. We R FE & AR o

will closely monitor the market information and to formulate

suitable strategies to best serve our customers and maximize

returns for our shareholders.



