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MANAGEMENT DISCUSSION AND ANALYSIS
Financial Results

The Group’s unaudited consolidated turnover for the six
months ended 30 June 2005 (“the Period Under Review”)
was approximately HK$192 millions representing a drop
of 44% compared to the six months ended 30 June 2004
(“the Previous Period”). The operating net profit was
approximately HK$4.4 millions for the Period Under
Review compared to HK$46.1 millions for the Pervious
Period. The reduction in turnover and operating net profit
is further explained in following sections.

The basic earnings per share for the Period Under Review
was HK1 cent (the Previous Period: basic earnings per
share HK15.7 cents, diluted earnings per share HK14
cents).

Interim Dividend

The Directors do not recommend the payment of an
interim dividend for the six months ended 30 June 2005
(the Previous Period: Nil).

Business Review
(A) PAL Group
Electroplating equipment — PCB sector

After the large-scaled capacity expansion in last year,
most of the PCB factories were busy getting the new
facilities up and running. With the expanded capacity
in hands, most of the PCB factories are more
conservative in their investment plan in 2005 although
moderate expansion plans are still on-going. The
order enquiries level and shipment value were
relatively low in first half year but yet it becomes active
again in the second half.
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We remain optimistic over the future outlook for two
reasons. Modern cars use more and more electronic
devices, with some demanding more than 250
individual electronic controller systems. These
systems can be found, for example, under the hood,
in the power train, in the passenger cabin, or near
the wheels. The electrical and electronic architecture
is extremely complex. The automobile’s electronic
systems must accommodate extreme specifications
and pass extended stress tests and reliability test
programs because many cars face severe
environmental conditions. Therefore, the technical
requirements and specifications of these systems are
severe and demanding. Sophisticated PCBs are
often needed and so is the top-class electroplating
equipment, of which PAL is positioned to make.
Secondly, the statutory requirement of lead-free
process has forced PCB factories, especially those
in US and Europe, to redesign boards to meet the
upcoming RoHS lead-free rules. New process may
lead to demand of new equipment or at least
modification on the existing equipment. These two
reasons are both pointed to possible increase in
equipment sales in the PCB sector.

Electroplating equipment - Surface Finishing
sector

As reported in last annual report, the surface finishing
team generated more than 13% of PAL's sales for
the period and that we will continue to expand the
revenue to a goal of 50% of turnover. For the Period
Under Review, the surface finishing revenue
represents approximately 47% of PAL’s sales and
will remain at about 30% when full year potential sales
are considered, in particular, after taking into account
of the dilution effect by the increased sales in PCB
sector in the second half of the year. We are very
confident to achieve the revenue goal of 50% in a
near term.
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Our end customers are multi-national companies and
most of which operates in automobile industry. These
companies plate all sort of automobile accessories
such as interior & exterior door handles, license plate
frames, headlamp housings, tail lamp housings,
wheel covers and levers. They all served first class
companies including but not limited to Toyota,
General Motors and BMW. We are gradually gaining
recognition in the automobile field and are reaching
out to other business fields such as bathing room
fittings and solar cells.

Product development

In the coming TPCA to be held in Taiwan and
Productronica shows to be held in Munich, we shall
be ready to sell the third generation MCP, the design
of which is to encourage PCB shops who are
presently using horizontal plating equipment to
replace it with continuous vertical plater for more
economic operating cost. We have also developed
an economic version of MCP to cater for the
customers who do not require the full range of
features.

Risk factors

The general risk factors we are facing are the possible
material cost increase due to the ever-increasing oil
price, the exchange rate fluctuation in Euro and the
possible currency appreciation in Renminbi. We have
been quite successful in controlling the material cost
in 2004 but have started to feel the pressure from
this year onwards. After all, there is only so much
cost increment our vendor could share with us. As
we are receiving more orders from Europe, we are
exposed to the exchange rate fluctuation in Euro.
We will be watching closely the price fluctuation and
forward contract will be purchased where necessary.
The possible currency appreciation in Reminbi will
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increase both our overhead, as we have two factories
in China, and our material cost. Over the years, we
have already established an international network of
supplier chains and as such, we are always able to
source replacement outside China if it is necessary
to do so due to the currency appreciation of Reminbi.

(B) Other businesses

The IML Group keeps doing very well in making
cleaning and handling equipment for PCB sector and
FPD sector. Incorporated in the Group net profit for
the Period Under Review was approximately HK$1.7
millions attributable to IML.

Rest of businesses such as entertainment, timber
trading and money lending represent only a fraction
of the Group’s activities and are continued as normal.

(C) Outlook

The investment sentiment of our customers is still
fairly positive and we are conservatively optimistic
that the Group will continue to generate steady profit
for the rest of the year.

Financial Review
Capital structure, liquidity and financial resources

As at 30 June 2005, the Company had net current assets
of approximately HK$113.6 million (2004: HK$109.4
million). The gearing ratio was 48% (2004: 45%). The
gearing ratio is calculated by dividing total liabilities of
HK$224.4 million (2004: HK$197.8 million) over total
assets of HK$465.8 million (2004: HK$436.1 million).

As at 30 June 2005, the Company had approximately
HK$68.9 million of cash on hand, net current assets value
being approximately HK$113.6 million, short-term bank

B B WERE - EFAR
/\Eﬁgﬂfﬁﬁvﬁéqﬂluﬁ\\ziﬂ@iﬁﬁ
REE -

(B) Hfth ¥

TEEESERERIRTIS R FER

BN TISIRVR R MEEIE R A E
HEDSRIFKME - sTALEEEE

A F 5 A A A 91,700,000 7T 5k
A% o

REE « AR S RBURER T EBE
154‘%.?%5‘%2 NEB1R - N HSHEAELE

() RE
$§@§)52?§;§‘1J?E%%$H%E
BEERATHR/AEE/R
Tii%gﬁ SREER

B 7 R
BEXEE RBETRUBER

RZZETRENA=1H  AARZHRE
B EREX)E113,600,0008 T (ZEZ
PU4F:109,400,000/87T) * BfELLERA
48% (ZZZPUF © 45%) o W EEHL KT
1B E4)224,400,0008 7T (—EEW
% :197,800,000/87T) BABEE
465,800,000 (ZEZTWMF :
436,100,000/ 7T) ©

R-ZZBEZRFNA=1H  KARZFA
4 #93%68,900,000/6 7T - REVEERE
BII%73£113,600,000/8 7T * EERSRTTE K

ISR 2005



AT MT =rwans
WNEER

loan amounted to HK$29.3 million and obligations under
finance leases approximately HK$0.3 million. The total
borrowing was therefore HK$29.6 million, an increase of
HK$12.3 million from last year of HK$17.3 million. Due
to the newly introduced HKAS 39, discounted export
bills amounted to HK$10.6 million were booked as bank
borrowings in 2005 whereas, in the past, it was offset
against debtors under the old accounting standard. As
such, the actual increase in bank borrowing was HK$3
million (HK$29.6 million total borrowing of this year less
HK$10.6 million discounted bill of 2005 less HK$17.3
million total borrowing of last year).

As at 30 June 2005, the Company has pledged its land
and buildings in PRC with an aggregate net book value
of approximately HK$45.6 million (2004: HK$46.4 million)
and bank deposits of approximately HK$6.5 million
(2004: HK$5.9 million) to secure banking facilities of
approximately HK$91.9 million (2004: HK$45 million) to
the Company. Out of the facilities available, the Company
has utilised approximately HK$29.3 million as at 30 June
2005.

Most of the bank borrowing is charged at prevailing prime
rate in the countries where the Company’s subsidiaries
are operating in.

Most of the assets and liabilities in the Company were
mainly dominated in US dollars and HK dollars and there
are certain risk associated with European sales and the
overhead cost for the factories in China, which is
explained in the Business Review Section above.

Contingent Liabilities

As at 30 June 2005, the Company had guarantees of
approximately HK$70.8 million (2004: HK$24 million) to
banks in respect of banking facilities granted to a
subsidiary of the Company. The amount utilised by the
subsidiary was approximately HK$29.3 million.

ﬂ Interim Report 2005

#93%29,300,00078 7T R B ETHE 2 AYEL
#300,000/87T - AL - ERBENA
29,600,000/ 7T * AL 4717,300,000
PTG N14912,300,000/8 7T  FHAHSIA
SAEETERIZE 395 © 4910,600,0007%
T2 BB ORBRR — ST RAFART
B3 MiBA AIRRE ST ER| BRELGK
IE?E&% Eit - RITER 2 BB ILIEL A
3,000,000/ 7T (A4 [Z #8 B 3%29,600,000
IR — T Z R FAEER 10,600,000/
TR ZF B E 17,300,000 7T) °

RZEZTRFAA=+H" ZIS TEH%BE

T F{E#45,600,000/8 70 (Z TP 4F -
46,400,000/ 7T) IR B 2 Tt Mg FiE
[F8R 1717 7 496,500,000/8 7T (Z M
£ : 5,900,000 7T) #HF - FAQ EERR
#991,900,000/8 L (ZEZTMWMF -
45,000,000 7T) 2 HRITEERE - NZF
TRFEANA=ZTH - RAEERNEERE
o RAFIEERA T £929,300,0008 7T ©

REDRITEF TR A BB A REE
FEBRZIRITHETR -

RABAHDEERBBEEEAEZTRE
TCABEN - AMBUMEE & B TR 8
BERRR T E A B A TR - WS
[ElEE — &R MR -

HAEE

RZZBEZRFA=ZF8 ARa5—M
MEAREEZEITEEERHEY
70,800,000 (=TT MF :
24,000,000 7T) #E1R © ZMIB A REE
F T 4929,300,000/8 7T 2 2 E%E ©



Employee and Remuneration Policies

As at 30 June 2005, the Group has approximately 740
employees. Employees are remunerated based on
performance, experience and industry practice.
Performance related bonus granted on discretionary
basis. Other employee benefits included pension fund,
insurance and medical cover.

Appreciation

On behalf of the Board, | would like to thank our
customers, bankers, suppliers and friends for their kind
support and to thank especially our staff at all levels for
their contribution and commitment over the period.

By order of the Board
Lam Kwok Hing

Chairman and Managing Director

Hong Kong, 27 September 2005
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