MANAGEMENT DISCUSSION AND ANALYSIS
BUSINESS REVIEW

As from 29 October, 1999 following the completion of a
transaction whereby ASAT became an associate, the
Company has ceased to consolidate the accounts of ASAT
but account for the results of ASAT by using the equity
method of accounting. Accordingly, a better comparison
of the profit for period under review may be made by
reference to the pro forma information prepared on the
basis as if ASAT were deconsolidated from the Group as of
30 April, 1999.

The Group’s consolidated turnover for the six months ended
31 October, 2000 amounted to HK$498 million, representing
a 21% increase, as compared with HK$413 million for the
same period in the previous financial year prepared on a
pro forma basis (“pro forma results”). Profit for the period
was HK$891 million, compared to HK$934 million for the
same period in the previous financial year. As shown in
note 9, this decrease was due to a decrease in the net gain
on non-recurring items by HK$65 million to HK$684 million
(1999: net gain HK$749 million) and a net increase on the
profit for the period excluding non-recurring items by
HK$22 million to HK$207 million (1999: HK$185 million).

Leadframe operations

As shown in note 2, sales of leadframes, heat sinks and
stiffeners amounted to HK$406 million, representing a 26%
increase, as compared to HK$322 million for the same
period in the previous financial year. Profit from operations
also improved to HK$50 million representing an increase
of 22% as compared to HK$41 million (before provision
for slow moving inventories) for the same period in the
previous financial year. While demand for leadframes, heat
sinks and stiffeners have increased, competition remains
keen.

Assembly of integrated circuits and testing services

After ASAT became an associate in October, 1999, the
Group's assembly of integrated circuits and testing services
operation continued to be carried on by its subsidiary, ASAT
S.A., in France. As shown in note 2, turnover for the period
under review amounted to HK$98 million, a decrease of
HK$7 million as compared to the pro forma results. ASAT
S.A. sales currently account for only 20% of the Group’s
turnover, as compared to 25% on a pro forma basis. This is
the principal reason explaining the decrease of the
proportion of the Group’s sales to Europe falling to 13%,
as compared to the 19% by reference to the pro forma
results. Despite a decrease in sales, ASAT S.A. remained
profitable and contributed HK$5 million, an increase by
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

HK$4 million over the pro forma results of HK$1 million,
as a result of improvements in production efficiencies.

Associates

Over the last six months, ASAT attained a record level of
sales of over US$100 million (approximately HK$780 million)
in each of the two quarters, together with a record level
of ‘income after tax before loss on early extinguishment
of debt’ of about US$20 million (approximately HK$156
million) for the latest quarter ended 31 October, 2000. In
July, 2000, ASAT was listed on the NASDAQ National Market
and the Company’s interests in this associate was diluted
from 50% to 42.6% and is the single largest shareholder in
ASAT.

OUTLOOK

On 2 November, 2000 the Semiconductor Industry
Association published its projection of global semiconductor
sales, and forecast double-digit growth in the market for
each of the years ending 31 December, 2003.

Following the completion of the move of the Group’s
leadframe stamping and mould and die manufacturing
facilities to Shenzhen, China in March, 2000, the Group
has achieved production quality and quantity standards
comparable to the position prior to the move by July, 2000.
The Group has also decided to expand its leadframe etching
operation to Dongguan, China. The expansion and
relocation of the etching operation is expected to be
completed by the end of the next financial year ending 30
April, 2002 and is expected to reap benefits in the form of
cost reduction and capacity increases.

EMPLOYMENT, TRAINING,
REMUNERATION POLICY

DEVELOPMENT AND

During the period, the Group continued to adopt a prudent
approach towards the size of the workforce and remains
committed to its staff training and development programs.
Throughout the period under review the Group employed
a total of approximately 1,700 employees.

The remuneration policy and package of the Group’s
employees are reviewed and approved by the Executive
Directors of the Company. The remuneration packages are
structured to take into account the level and composition
of pay and the general market condition in the respective
country and business in which the Group operates.
Discretionary bonus and other merit awards including staff
share options are linked to the profit performance of the
Group and individual performance as recognition of and
reward for value creation.
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)
CAPITAL EXPENDITURE

During the six months ended 31 October, 2000, the Group
invested HK$20 million (1999: HK$8 million) in various plant
and machinery in its leadframe operation, and HK$6 million
(1999: HK$4 million) also in various plant and machinery in
its assembly of integrated circuits and testing services
operation in France. The Group’s projected capital
expenditure for the rest of the current financial year is
estimated to be HK$15 million, which is mainly for the
initial payments towards the facilities construction and
fitting out of the Group’s etching operations to be set up
in Dongguan. This will be financed primarily by internal
resources.

FINANCIAL REVIEW

On 31 October, 2000, shareholders’ funds of the Group has
increased to more than double to HK$1,474 million, when
compared to the position half a year ago of HK$575 million
as at 30 April, 2000. Net current assets as at 31 October,
2000 were HK$121 million, as compared to the net current
liabilities of HK$4 million as at 30 April, 2000. Similarly,
the gearing ratio has also improved significantly to zero
net debts as at 31 October, 2000, against a gearing ratio of
0.39 as at 30 April, 2000.

On 31 October, 1999 the Company crystallised various
obligations under guarantees in respect of its former
subsidiaries in UK. The balance of these obligations under
guarantees outstanding as at 30 April, 2000 amounted to
HK$512 million, of which approximately four-fifths was
denominated in UK pound sterling, and the rest in United
States Dollar (“US$"”). With the exception of operating lease
obligations and industrial grants which is currently recorded
at HK$93 million under current liabilities, all other
indebtedness under an agreement with the UK Lenders
was structured into a seven year term loan with first two
years calling for payments of interest only, subject to certain
conditions which trigger the prepayment of principal.
Substantially all of the assets of the Group were under
pledge to these UK Lenders for this term loan.

During the six months ended 31 October, 2000 , with the
cash generated from operations, the receipt of the
additional consideration of HK$193 million from the
disposal of ASAT, and the strengthening of US$ against the
UK pound sterling, the Company has reduced its
indebtedness by HK$218 million to HK$294 million. In
August, 2000, the Company had started discussions with
the UK Lenders as to a full prepayment of all the
indebtedness for their agreement to release all the charges
over the assets of the Group. This is expected to be finally
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MANAGEMENT DISCUSSION AND ANALYSIS (continued)

completed by end of this year. The Company has
commenced negotiations with various banks for new
banking facilities.

During the period under review, proceeds from the issue
of shares as a result of staff option exercised amounted to
HK$46 million, whereas HK$33 million was used to buy
back the Company’s shares for cancellation.

FINANCIAL RISK MANAGEMENT

The Group’s income and expenditure streams are mainly
denominated in Hong Kong Dollar and US$. Raw materials
are usually sourced from Japan and arrangements have
been reached with the suppliers that so long as US$ to
Japanese Yen fluctuations remained within a pre-
determined range neither party can call for a revision to
the prices offered. As the exchange risks are perceived as
not material, no exchange rate hedging contracts have been
entered into.

Payment terms with customers are largely on credit. Credit
evaluations of debtors are performed periodically. Bad
debts have been insignificant.
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