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MANAGEMENT DISCUSSION AND ANALYSIS

GRIE B

Overview

Widening our product portfolio to support diversified market
segments was a more challenging course of action than taking
the conservative narrow focus approach, but our decision to do
so has served us well. Thanks to this strategy, ASM is subject
to less volatility compared to that experienced by a company
with a narrowly focused product portfolio. As a result we have
been able to build a thriving business which is more resilient to
the inevitable industry fluctuations than our competitors. This
broader market approach has not only assisted us in surviving
market downturns and maintaining consistent profitability,

but also given us the freedom to seize opportunities more
effectively during market upturns and grow from strength to

strength with the introduction of new products.

Our persistent, simultaneous pursuit of differentiation and

low cost strategies has resulted in outstanding, internationally
recognized products whose value propositions are unmatched
by our rivals. Complementing our leadership position in the die
and wire bonder market segments, the good progress we made
in recent years on flip chip bonders, encapsulation equipment,
integrated test handlers and other CSP assembly equipment
has laid a solid foundation for future growth, empowering ASM

to aggressively pursue new market opportunities.

Paralleling the broad spread of our product range, our customer
base continues to be highly diversified, auguring well for our
efforts to attain continued growth from a position of strength.
This diversification testifies to the growing acceptance of the
Group’s products by a larger pool of customers. However, it also
demands a good sales and support network and infrastructure
to provide a high level of service to customers. Commitment
to customer-service has been one of ASM’s strengths and it will

continue to serve us well in the future.
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Overview continued

Apart from our inherent strengths, our strong growth has been
facilitated by favourable industry trends. Demand has been
strong for semiconductors used in portable electronic products
such as cell phones, MP3 players, digital televisions and
personal computers. Coupled with a positive macroeconomic
outlook, growth of 9 - 119% has been predicted for the
semiconductor industry in 2007 and 2008. For the assembly
and packaging equipment market, views vary and the growth
numbers suggested for 2007 are somewhat divergent, ranging
from about -6 - +5% (VLSI Research -6.3%, SEMI +4.4%,
Dataquest -5.7%). However, analysts appear unanimous in
predicting excellent growth in 2008 of 14 - 26% (SEMI 14.7%,
Dataquest 25.8%).

Market and Product Development
EQUIPMENT DIVISION

In 2006, ASM once again outperformed its peers in revenue
increase. Reinforcing our position as the top equipment
supplier in the industry, our equipment revenue increased by
25.1% to US$461 million, representing 78.6% of the Group’s
turnover and the highest in our corporate history. We
maintained the number one position in the assembly and
packaging equipment industry that we have held since 2002,
with an increased revenue gap of US$179 million, a lead of
63.4% over our closest rival.

Consumer electronic products have become the driver of
growth in the semiconductor industry. ASM is well-positioned
to take advantage of such consumer products-led growth as
IC packaging is seen as a technology enabler for consumer
applications. As emphasised earlier, ASM’s decision to
simultaneously pursue multiple application markets with

diversified products continues to serve the company well.
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Paralleling the broad spread of our product range, our
customer base continues to be highly diversified, ASM’s
excellent global marketing sales and services network

offers customers timely and effective solutions to their

manufacturing and packaging requirements.
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Ceaselessly pushing the technology envelope, TETRFEHIZEnE - ASMBYTISE BB REREZ S
ASM’s R&D team is committed to fulfilling unrelenting HEARES SRR RBERFHEXK -
customer demands for new package types, higher

performance and lower package costs.
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Market and Product Development continued
EQUIPMENT DIVISION CONTINUED

Equipped with high performance linear motors, our aluminium
wire bonders have not only solidified ASM’s two-decade
leadership in the chip-on-board (COB) application market, but
offered customers multiple solutions for their fine pitch, multi-

die and high throughput requirements.

Our wide range of die bonders and die handling equipment
addresses the need of our customers in many different
applications such as IC, discrete, power and LED. In particular,
one of our decisive strengths in this area is our capability in
handling die sizes varying from very small to very big. The
direction of development for our die bonders is to continue
to address both the need for higher productivity and more
versatile applications. We will also be introducing a Multi-
Chip Module (MCM) bonder to address applications such as
System in Package (SiP). Our flip chip bonder product portfolio
will be further expanded this year with the introduction of

a specialized Chip-on-Glass (COG) bonder, mainly serving

applications in the growing flat-panel display market.

We are seeing increased interest in copper wire bonding in
the market, mainly driven by the need for cost reduction and
enhanced electrical performance for dies with very small line
widths. With ASM’s leadership position in copper wire bonding
technology, we are well positioned to take advantage of this
development. The good acceptance of our dual head gold wire
bonder proves that ASM has the right product to address this
market’s need for cost reduction.

Last year, we formed the Back End Product (BEP) business unit
by merging our existing encapsulation and post-encapsulation
product operations, including our molding, ball placement,
package singulation and test handler groups. With more
resources allocated, we expect this new integrated unit to make
a good contribution to the ASM’s turnover in years to come.
More importantly, with a combined product group we will be
more efficient in undertaking packaging development programs
with customers. Solution-selling has proven to be effective in
providing customers with innovative, total packaging solutions
based on ASM’s equipment and leadframes to meet their ever-
expanding new package challenges. Not only has it gained

us valuable market share, it has also helped in promoting our

other related products to customers.
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The strength of ASM’s equipment development ASM3EEHHIGR ERIZERE N BB IEZR £ BRI
capability plays a pivotal role in the success of MEARNAR -

our leadframe business.
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Market and Product Development continued
LEADFRAME DIVISION

Last year our leadframe business saw the anticipated benefits
of increased resources allocated into the segment successfully
coming to fruition. Record billings were achieved for successive
quarters in 2006. In fact, revenue in the 2nd half of the

year even exceeded that of the 1st half. Leadframe revenue
achieved a strong 44.8% growth and contributed to 21.4% of
the Group’s total turnover in 2006. This is clear evidence of our
good progress in strengthening the competitive position of our

leadframe business through strategic realignment.

With our factory in Fu Yong, Shenzhen, China getting more
mature and a further expansion of production capacity, our
stamped leadframe operations delivered excellent results last
year. As cost-reduction becomes one of the most important
drivers in the industry, ASM’s high-density open-tool leadframe
solutions are getting more popular. Furthermore, this strategy
has also created business opportunities for our equipment sales,
leading to customers looking favourably on our equipment such
as molding systems and trim-and-form systems that have been

configured to process such high-density leadframes.

Amongst other well-regarded capabilities, our strong position in
the fields of QFN and Nickel-Palladium etched leadframes has
helped to raise our profile and gain market-acceptance from
customers. Our plating operations for etched leadframe have
been successfully transferred to our plant in Pasir Gudang, Johor
Bahru, Malaysia from Singapore in order to further increase our
etched leadframe production capacity in Singapore. Although

it has taken a longer time than we had foreseen, with the
transition completed in time to come we expect to see similar
performance gains to those experienced by our stamped

|leadframe business.
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Leveraging our in-house enabling technologies, we REE
focus on injecting higher performance and lower cost BRI REERFES
of manufacturing into our new generation of products.
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Market and Product Development continued
LEADFRAME DIVISION CONTINUED

In further developments, to address the growing demand
for MSL 1 (moisture sensitivity level 1) leadframes, we
have installed a high capacity fully automated brown oxide
treatment line in our leadframe factory in China. In addition,
an automatic selective silver plating line is under qualification
in our plant in Malaysia. Selective silver plating is a useful
technology in producing QFN leadframes that meet the
MSL 1 requirement. We have also developed the micro-etching
technology to roughen the surfaces of the leadframes to help
to attain MSL 1; this is particularly useful for pre-plated
leadframes (PPF).

With the momentum that we have already achieved,
we expect to see further growth in our leadframe business

as time progresses.

Financial

Riding on our market-share gains in the assembly
equipment and leadframe markets, we achieved earnings
in excess of HK$1,149 million in 2006, and turnover

also increased significantly by 28.8% to US$587 million.
Receivables have been tightly monitored, resulting in
71.1 days sales outstanding. Bad debt exposure, if any, is
immaterial and well-covered by provisions made in

conformity with ASM’s policy.

In another year where we have had to deal with a much
wider range of products than in the past, and production run
rates that were much higher than in previous periods, we
continued to streamline our working capital management with
positive results. Last year, we achieved an inventory turnover
of 6.75 times (2005: 6.08 times), with an ending inventory
of HK$740 million to deal with the much higher revenue.
Although capital investments amounting to HK$208.7 million
were made in 2006, our sound working capital management
resulted in a free cash flow of HK$1,049 million (2005:
HK$619.7 million) and a return on invested capital of 64.6%

(2005: 55.1%) for the year. There was a cash conversion cycle

of 110 days.
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ASM’s decision to simultaneously pursue multiple ASM Ll Z Jtit & B A F FE A5 A 3RS
application markets with diversified products continues AREHEEHEER - SRR EERBHE

to serve the company well. A specialized chip on glass (COG) BE#MMSN_STtEHE -
(€0G) bonder will be launched in 2007.
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Financial continued

Notwithstanding that HK$1,064 million was paid as dividends
and HK$208.7 million spent in capital investments during the
twelve-month period, cash on hand as of 31 December 2006
was a record HK$914,681,000 (2005: HK$728,927,000) with the
majority of the capital investments being funded by the current

year’s depreciation of HK$168.4 million.

With no bank borrowing either for the short or long term,
ASM achieved an all bank debt to equity ratio of zero and no
gearing for the Group, essentially the same situation as during
the past seven years. With rigorous control over our current
assets and liabilities, the current ratio stood comfortably

at 2.84. The Group’s shareholders’ funds increased 7.0%

to HK$2,562,074,000 as of 31 December 2006 (2005:
HK$2,393,534,000). Order backlog amounted to US$103.9
million on the same date.

ASM’s strong financial position is the result of our consistently
profitable and cash-generating business performance in

past years, as well as our conservative fiscal policy, prudent
investment planning and strict working capital management.
With no short term need for major cash outlay while we
continue our organic growth strategy, we aim to continue our
policy of operating the Group with the optimum shareholder
fund and returning any excessive cash holdings to our
shareholders.

Capacity and Plant Development

In addition to our continuous investments to augment our
research and development (R&D) and information technology
(IT) infrastructure, a substantial portion of the capital
expenditure in 2006 was for equipping our new Malaysian
factory with parts fabrication and leadframe processing
capabilities, as well as expanding our capacity in the two plants
in China to support our growing equipment and leadframe
businesses. HK$208.7 million was invested last year, in line

with our budget announced twelve months ago.
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Capacity and Plant Development continued

In 2007, we have further added 120,000 square feet of space at
our factory in Fu Yong, Shenzhen, China to provide production
space for dedicated module assembly, parts fabrication and
system integration for our Back End Product (BEP) activities, as
well as expanding our tooling and mold shops. The operations
were previously housed together with our other products in

an existing Shenzhen factory. The aim is to support our BEP
business operations and provide room for expanding output of
back end products at the new location. In particular, we see
molding systems and test handlers as promising growth-drivers
in the near future. We believe that this move will help the BEP
business to continue to grow and to enhance its contribution to

our top and bottom lines.

We will be adding additional floors at our factory in Hong
Kong to cater for further capacity expansion of our equipment
R&D and other operations, especially for our die bonders and
(SP equipment. In our Singapore factory, we will be installing
additional etching lines this year to upgrade our etching
capability and to increase our etching capacity. Additional
stamping presses will be delivered to our Fu Yong plant in the
first quarter of 2007 to further expand our stamped leadframe

capacity.

Our capital investment strategy for 2007 will follow the
traditional path of enhancing our R&D analytical equipment,
IT infrastructure, parts fabrication and leadframe production
capacity and capability. Altogether HK$234 million has been
budgeted for capacity and plant development in 2007.
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Our persistent, simultaneous pursuit of differentiation FHREEFEHEHAMREAEERNHERE -
and low cost strategies has resulted in outstanding FLEMGEHATRENEBSES
products with unmatched value propositions.
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Research and Development

The ever-increasing demands of end-users mean that
technology companies are continually driven to deliver
solutions in response. Our customers’ unrelenting needs for
ever lower assembly and packaging costs, new package types
like QFN, stacked die, stacked package, flip chip and system-in-
package, and the ceaseless push of the technology envelope
on fine pitch wire bonding, thin die attachment and ultra thin
molded packages necessitate innovative solutions and strong

R&D commitments from equipment suppliers.

ASM'’s strategy over the years has been to deliver the best
value propositions to our customers, and we believe in
investing substantially in R&D to implement this strategy.
While all our major competitors have consistently reduced their
R&D spending in recent times due to profit squeeze, our R&D
expenditures and our talent pool have risen year after year. We
have maintained our long-standing policy of spending 10% of
equipment turnover on research and development (R&D) and
ignored short-term sales fluctuation. This has been especially
important in enabling us to widen our product portfolio to

support diversified market segments.

In 2006, we have enlarged our research and development
teams based in Hong Kong and Singapore to over 600 people
and embarked on further product development. Our R&D
expenditure increased by 7.2% to HK$286.9 million (2005:
HK$267.6 million), representing 8.0% of our equipment sales

and in line with our R&D funding guidelines.
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