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Asia Aluminum’s established and consistent

business strategy is to increase economies

of scale by capacity expansion. Next year,

this initiative will be furthered as we move

to our new production base which will

integrate and expand the existing five

separate facilities.

Management
             Discussion
       and Analysis
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THE OPERATING REVIEW

Turnover

Principally as a result of increased demand in the PRC and the US, the Group’s turnover for the full year to 30 June 2004

advanced 25% to HK$2,938 million (2003: HK$2,358 million). Sales growth was mainly attributable to the Group’s successful
delivery of higher value-added aluminum extrusion products to meet sophisticated architectural designs of major infrastructure
and construction projects in the PRC and the US.

While sales in the PRC were up by 27% year-on-year, overseas sales, in particular from the North American market, also
grew impressively by 131%. Growth in sales to North America, which totaled HK$306 million in the reporting year, were

driven both by increased sales to the Group’s equity partner Indalex and the commencement of the Group’s own direct sales
in this market.

Group turnover
by geographical

segments Net change
2004 2003 In 2004

Mainland China 80% 79% +27%

Hong Kong 5% 11% -43%
North America 11% 6% +131%
Asia Pacific & others 4% 4% +10%

Business segment turnover contributions from aluminum extrusion and panels, stainless steel and design and testing services
were 87%, 12% and 1% respectively.

Operating results

As the prices of aluminum became less volatile in the second half, and with customers becoming better prepared and more

adjusted to the cost increase mode after the unprecedented price hikes before the end of 2003, the Group was able to
recover its margin.

Despite a lower gross profit margin of 18.8% for the first half, the Group was able to sustain a steady full-year gross margin
of 23.8% (2003: 22.7%). The major contributing factors for the increase in margin in the second half are the higher
processing fees, optimization of production procedures and tightened cost control initiatives. Gross and pre-tax profits

advanced 30% and 14% respectively to HK$698 million (2003: HK$536 million) and HK$463 million (2003: HK$406 million).
The higher gross profit reported was largely attributable to the increased turnover and a correspondingly smaller increase in
manufacturing overhead. Net profit attributable to shareholders declined slightly by 7.5% to HK$223 million from the

previous year’s HK$241 million, which included an additional gain of HK$52 million derived from the disposal by the Group
of a 26.2% interest in its major subsidiary, Asia Aluminum Group Limited (“AAG”) in June 2001. Excluding this exceptional
gain booked in 2003, the net profit attributable to shareholders in 2004 would have represented an 18% increase over

2003.
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TURNOVER BY PRODUCTS

2002 2003 2004
Manufacture and sale of: % % %

aluminum extrusion products 86.3 77.5 84.9

stainless steel products 6.8 15.3 12.0

aluminum panels 5.5 6.5 2.5

Others including:

provision of design and testing services for aluminum products 1.4 0.7 0.6

EBITDA* OPERATING PROFIT MARGIN

2004

494

2003

438

2002

303

2004

16.0%

2003

17.2%

2002

10.7%

* EBITDA – Earnings before interest, tax and depreciation

HK$2,358 Million
2003

HK$2,938 Million
2004

HK$1,966 Million
2002

86.3%

6.8%

5.5%

1.4%

77.5%

15.3%

6.5%

0.7%

84.9%

12.0%

2.5%

0.6%
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Business components

AAG and its subsidiaries (the “AAG Group”) are principally engaged in the provision of aluminum extrusion solutions for the
infrastructure, construction, transportation, and home improvement sectors. In the year under review, the AAG Group
remained a major profit contributor to the Group. It continued to advance its leadership in aluminum extrusion through

capacity expansion, active business development and technology enhancement. Development of new product sectors and
markets was also actively ongoing to drive further growth and a more balanced portfolio.

(a) Aluminum extrusion and panel

The aluminum extrusion business line performed well in the year. Segment turnover rose 36% to HK$2,494 million

(2003: HK$1,828 million) due to continued strong demand in the PRC. Segment results also posted a significant
78% increase to HK$438 million (2003: HK$246 million) as efforts to diversify into more complex and therefore
higher value-added products began to pay off. The Group’s landmark projects during the year included the uniquely-

designed Beijing Grand Opera House and the new Guangzhou Airport in China, the Langham Place and Disneyland
in Hong Kong, as well as the Sands Casino in Macau.

(b) Stainless steel

Turnover from the stainless steel segment decreased slightly by 2% to HK$353 million (2003: HK$362 million) with

segment results shrinking to HK$12 million (2003: HK$24 million) mainly due to intensified competition and rising
raw material costs. The Group will continue to monitor market developments and will consider re-deploying more of
its stainless steel facilities to its aluminum extrusion operations in view of continued declining margins in stainless
steel processing.

(c) Design and testing services

The design and testing services business continued to deliver stable results, with a mild growth of 10% in turnover to
approximately HK$17 million (2003: HK$15 million) and a 10% increase in segment results to approximately HK$14
million (2003: HK$13 million). The Group’s command of design and accredited testing skill sets is a strong edge in its

development of one-stop solutions to exceed customer requirements.

Growth of production capacity

In view of the proposed relocation of the existing facilities to the new production base in Zhaoqing, the Group implemented
a modest capacity increase of 7% through the addition of 4 small extrusion production lines in the first half of 2004,

increasing the Group’s capacity to 150,000 metric tons, which continued to remain the largest capacity in Asia. Management
maintained its optimistic outlook of market demand growth, in particular in new applications in the transportation sector.

Production Net increase
capacity (mt) in 2004

Guangdong Asia Aluminium Factory Co., Ltd. 60,000 –
Foshan Nanhai Xinya Aluminium & Stainless Steel Co., Ltd. 35,000 40%
Foshan Nanhua Aluminum Co. Ltd. 30,000 –

Foshan Nanhai Hongjia Aluminum Co. Ltd. 25,000 –

Total 150,000 7%
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Employees and remuneration policies

At June 30, 2004, the Group had a workforce of 4,400 full time management, administrative and production staff in Hong
Kong and the PRC. In addition to providing a safe, healthy and fulfilling work environment for staff, the Group also offers
competitive remuneration packages including medical insurance, pension funds (Mandatory Provident Fund Scheme) and

other incentives which are reviewed regularly in an open and fair manner. The Group’s human resources strategy is to build
a winning team with shared visions and values.

Environmental excellence

From the environmental perspective, the aluminum industry is a leader in the conservation of natural resources. Aluminum

is now the most commonly recycled post-consumer metal in the world. Recycling of aluminum saves energy and obviates
some 95% of emissions associated with smelting new aluminum from ore. The role of recycling in the aluminum industry
therefore is crucial to its long-term development.

To actively address environmental issues, the Group follows international best practices as regards pollution control. The
Group plans to invest further in making the new industrial city in Zhaoqing even greener through new technology

implementation, premises design and system improvements.

Community initiatives

We are a member of the communities in which we operate our businesses. We therefore focus our efforts in particular on
nurturing young people and providing development opportunities, the long-term well being of the metals industry and the
society as a whole.

Last year, the Company participated in a school-company partnership programme led by the Young Entrepreneurs Development
Council for secondary school students in Hong Kong. As one of the participating companies, we were able to interact with

many future leaders of Hong Kong through various workshops, visits and internship programmes, with an aim to foster an
entrepreneurial spirit in young people. The Company’s CEO also took active part in several university programmes during
which he shared with the undergraduates his insights into lifelong study and career advancement.

In its role to help enhance industry standards and practices, the Company has always been an active member of leading
metals associations in Hong Kong and China.
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Plans and Activities for 2005 – 2006

During 2005 and 2006, the Group will focus on the following major plans and activities:–

• New extrusion facilities

The construction of our new aluminum extrusion facilities in the “Asia Aluminum Industrial City” in Zhaoqing,
Guangdong Province, China is substantially on course as scheduled. The buildings for the first extrusion workshop is

expected to be completed before the end of 2004, followed by installation of the extrusion and surface finishes
production lines that the Group has ordered from a number of the world’s leading suppliers in Japan, Italy and the
US, providing the Group with an aggregate initial extrusion capacity of about 200,000 metric tons. We aim to

commence production of the new extrusion facilities in Zhaoqing by the middle of 2005 and become fully operational
before the end of 2005.

• Dies and mould workshop

A new dies and mould workshop will be built in the Zhaoqing industrial city as an integral part of the new extrusion

facilities. The new workshop is scheduled to commence operation by the second half of 2005.

• Flat rolled products (“FRP”) project

A 400,000 metric-tons FRP project is being developed in the Zhaoqing industrial city site adjacent to the new extrusion
workshop. Part of the rolling mill equipment has been purchased after a series of extensive negotiations and studies
with major suppliers and contractors. While some of the key equipment components for the FRP project are still

being sourced, contracts for a substantial amount of the equipment are being finalized, and core construction work
is due to start shortly.

• Nanhai facilities relocation

Once our new extrusion facilities in Zhaoqing are running at sufficient capacity, we will start to relocate some of the

plant facilities in Nanhai to the new industrial city in Zhaoqing in stages. The first stage will probably be started
towards the second half of 2006 and will last for 6-12 months. The primary principle of relocation is to ensure a
smooth production and delivery to meet customers’ requirements without any disruption.

When fully operational, our facilities in the Zhaoqing industrial city will be capable of producing the most advanced and
competitive aluminum products in the country and the region, in terms of profile, functionality and outlook to address

increasing complicated and sophisticated design criteria.

The Group will continue to vigorously develop new applications for its products. Management is of the view that the

transportation sector in China, which include usage of aluminum in automobiles, reefer containers and trains, has the
potential to surpass the construction sector as the top user of aluminum.
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Shareholders’ value

It is the primary mission of the Group to create and enhance value for its shareholders. In line with the established corporate
vision and business strategies, the Group will do so by leveraging its leadership and wealth of expertise to seek further
diversification into new premium applications for its aluminum extrusion solutions. To secure consistent and profitable

growth, it is also the Group’s policy to constantly add new markets and clients to its portfolio.

THE FINANCIAL REVIEW

Group Earnings and Dividend Policy

Basic earnings per share (“EPS”) decreased 21% to HK7.78 cents (2003: HK9.83 cents) for the year mostly due to 332
million new shares issued in the share placement exercise completed in January 2004.

A consistent dividend policy has been adopted by the Group since 2001. In respect of fiscal 2004, the Board has recommended
a final dividend of HK1.8 cents (2003: HK1.8 cents) per share which together with the interim dividend of HK1.2 cents per
share, represents a payout ratio of 43% (2003: 46%). The final dividend is payable to the shareholders whose names appear

on the Register of Members of the Company on 29 November 2004.

Capital Structure and Treasury Policy

As at 30 June 2004, the Group had total assets of approximately HK$5,620 million, comprising non-current assets of
approximately HK$1,430 million and current assets of approximately HK$4,190 million, which were financed by current/
non-current liabilities, minority interest and shareholders’ funds of approximately HK$2,172 million, HK$619 million and

HK$2,829 million respectively.

The business operation of the Group, in particular the capital expenditure programmes relating to its new extrusion and FRP

projects, to date have been funded by cash flow from operations, issuance of capital stock and bank loans from Hong Kong
and the PRC. Going forward, the Group expects to fund its capital expenditure through a combination of cash flow from
operations, bank loans and long term debt. A majority of the Group’s banking facilities are for trade finance and working

capital purposes and are denominated in US dollars and Renminbi.

As at the year end, the Group had cash and bank deposits of HK$2,953 million, against total borrowings of HK$1,480

million. The Group’s consolidated net cash position, being cash and bank deposits less bank borrowings, amounted to
HK$1,473 million as compared to HK$989 million as at 30 June 2003. A major portion of the bank deposits were denominated
in Renminbi.

The Group had contingent liabilities of about HK$30 million as at 30 June 2004, comprising approximately HK$19 million
bills discounted with recourse and HK$11 million guarantees for certain banking facilities respectively.

The overall treasury and funding policy of the Group is to manage exposures to fluctuation in foreign currency exchange
rates and interest rates on specific transactions. The Group will use appropriate financial instruments, including forward

foreign exchange contracts, currency swaps and interest rate swaps, to manage its exposure to foreign currency and interest
rate risks with an objective to minimize the impact of exchange rate and interest rate fluctuation on earnings, assets and
liabilities. Derivative instruments are used solely for hedging purposes, and speculation is strictly prohibited.
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Commodity Risks

The Group generally applies a “cost plus” pricing policy to its sales to its customers for aluminum products. In essence, the
selling price is quoted according to the aluminum spot or forward price of the London Metal Exchange or other referenced
exchanges in the PRC on either the contract date or the delivery date, plus a processing fee for different products. While this

approach assists the Group in managing exposure to risks associated with aluminum price fluctuations, in some cases, the
Group’s customers have not adequately managed such risks. In order to strengthen key customer relationships and further
penetrate key market segments, in the first half of financial year 2004 we absorbed part of the increased costs in aluminum,

thereby affecting our margins in the first half of financial year 2004.

Liquidity and Financial Resources

The Group’s liquidity position remains strong with available undrawn banking facilities together with unpledged bank deposits
of HK$907 million and HK$2,799 million respectively as at 30 June 2004. The financial resources available will provide a

source of funding for the Group to meet its substantial capital commitment for the new extrusion and FRP projects as well
as its daily operational requirements. In order to meet its capital expenditure plans for the FRP project, the Group intends to
supplement this source of funds with other funding, such as long term debt.

As at 30 June 2004, the Group had aggregate banking facilities granted of approximately HK$2,431 million and were
secured by the Group’s tangible fixed assets with net book value totaling HK$14 million and bank deposits of about HK$153

million. In addition, the Company has provided corporate guarantees for a total amount of HK$744 million. As at the same
day, the Group had utilized a total of approximately HK$1,524 million of the aforesaid banking facilities.

Total debt to total capital (trust receipt loans and interest-bearing bank and other loans/shareholders’ funds) of the Group as

at 30 June 2004 was 52%, a slight increase from last year’s 50%. The current ratio was 2.6 as at the balance sheet date. Of
the total borrowings as at 30 June 2004, about 61% of the total borrowings is repayable within one year.

The financial obligations of the Group are primarily serviced through its recurrent cash flow from operations. The Directors
believe that the Group has adequate financial resources to sustain its working capital requirement and committed capital
expenditures and meet its foreseeable debt repayment requirements.

The Group will continue to follow its prudent and conservative policy in financial and treasury management.
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Increased use of aluminum
in transportation
applications has significant
environmental implications
as the use of this
lightweight, recyclable
metal helps reduce energy
and fuel consumption and
reduce carbon-dioxide
emissions.

Automakers worldwide are
increasingly choosing
aluminum to improve fuel
economy, reduce emissions
and enhance vehicle
performance. In the year
2000, aluminum overtook
plastics to become the third
most extensively used
material in automobiles.

London Metal Exchange
data indicates that 26% of
world aluminum
consumption is accounted
for by transportation
applications, as against
22% by construction. It is
further estimated that, by
2010, the three major car
manufacturing regions,
including North America,
Europe and Japan, will use
more than 130 kg of
aluminum in the
manufacture of each
vehicle, as against 21 kg in
2000, pointing to
tremendous potential for
increased consumption in
this sector.

In line with world trends,
China’s transportation
sector is also undergoing a
“slimming-down”
evolution. Capitalizing on
the metal’s weight
advantage, unique
aluminum structures,
vehicle body parts and
components, made
possible by the latest
technologies, are
increasingly found in all
sorts of objects on the
move, from traditional
highway fences and sound
barriers to vehicles and
reefer containers, and
further to trains, station
platforms and screen
doors.




