Management Discussions and Analysis KR EI &R

ELECTROPLATING EQUIPMENT BUSINESS (“PAL”)

Overall Market Situation

The PCB market worldwide continued to contract during the period, with major
closures in the USA and Europe. The general result was little new investment
and an influx of used equipment on to the market. Nevertheless, PAL was
successful in obtaining major contracts in Europe (Ruwel) and Tunisia (Fuba)
as well as a number of orders, in Asia, particularly in Taiwan (Compeq), Thailand
and China.

The Surface Finishing (SF) market also remained flat, although again a number
of orders were obtained in India and China due mainly to the introduction of a
new approach to this market, described under “Strategy”.

Strategy

The strategy adopted in response to the weak market situation has been to
reduce overheads to achieve a sustainable level while the market continues to
be depressed. A small reduction in staff numbers was made, but this was limited
as the management strongly believes that the Company must maintain its “core
competency” to enable it to take advantage of the future market upturn. In order
to motivate staff to achieve objectives and to limit the Company’s exposure to
high overhead, a proportion of each staff member’s remuneration is made
dependent on results achieved by the Company and by teams within the
Company. The target-oriented scheme was generally accepted by the staff as
a better alternative than further lay-offs and has started to bring in positive result.
The management is grateful to have our present working crew. They are very
supportive and share our same vision.

A strategy was adopted to broaden PALs product range by seeking opportunities
to produce equipment under license or joint venture agreements. To date the
most successful of these has been with Marunaka of Japan, to build and sell
exclusively outside Japan, their vertical in-line plater, which provides innovative
solutions for the difficulties faced by PCB producers at the high-tech end of the
market. This new machine type is particularly welcome in Taiwan. A lot of Taiwan
listed PCB manufacturers are very satisfied with the plating result, some even
repeat the order in less than 6 months’ time. So far ten orders have been
received. Other arrangements, such as that with Hamada to produce reel-to-
reel machines, are showing promise and further opportunities are continually
being sought.

A Surface Finishing (SF) Group has been established within the company to
concentrate exclusively on the marketing and project engineering for this
important market sector, which in the past has tended to receive less attention
within PAL than its traditional PCB market. The results of this initiative are
already showing positively, in the form of several new orders for SF equipment.
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Technology

Despite the continuing unfavourable market conditions, PAL has maintained its
longstanding policy of investment in product development in an effort to stay
ahead of its major competition, by continuously improving equipment design
and performance. The New Technologies Department has been heavily involved
in developing methods of plating micro-vias and copper-filled vias, two very
important areas in the production of the new generation of high-tech PCB’s for
consumer electronics. The department also continues to provide plating
guarantee support service for customers and carrying out the commissioning
of equipment to provide the plating results which PAL guarantees.

The Product Engineering Group has been relocated to Shenzhen and has been
engaged in a number of areas of improvement to present designs to reduce
cost and increase efficiency of manufacture.

A new group — “New Product Development” — has been formed to concentrate
on the engineering of new products such as the Marunaka and Hamada
equipment mentioned above.

Future Outlook

After more than two years of contraction in the PCB industry, there are at last
signs that the capacity of supply is coming into line with demand, producing
positive moves in the direction of new capital investment. Technology changes
(e.g. micro-vias and vias fill) are also driving a demand for more advanced
equipment.

The SF market is also showing positive signs of improvement with major US
and European companies looking to set up new factories in Asia.

The management, therefore, firmly believes that the strategies adopted over
the last two difficult years have positioned the company well to take advantage
of the improving market conditions and to return to profitability in the near future.
The signing of the Closer Economic Partnership Agreement (“CEPA”) may bring
us opportunities to sell domestically in China without setting up a local company
in China. The management is now evaluating the feasibility.

WET PROCESSING EQUIPMENT BUSINESS (“/IML”)

Our downstream customers are facing stagnant demands in their own market
for the past two years and are therefore more conservative in committing to
any new factory set up or investment in new machinery. To break the ice, we
have to demonstrate our capability to build the most advanced machine that
can help them to increase either their production quality or cost effectiveness.
Towards the end of this financial year, our R&D team has launched a series of
new designs which successfully attract the attention of our customers. The most
well-receive design is the Upper Contactless Conveyor System (“UCCS”).
Traditional conveyor system uses rollers on the top and bottom side to secure
the position of the PCB. The disadvantage is leaving roller marks on the PCB.
This new system has taken away the roller on the top side and thus solves the
roller marks problem. This feature is a big step ahead in terms of improving
the quality for processing thin panel PCB or thin lining PCB.
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The utilisation of the Shenzhen factory is greatly increased. Past effort to expand
international sales by appointing agents also sets tone to ripe for new markets.
We successfully obtained big contracts in Korea and Thailand.

We also broke ground for the FPD process equipment market. Our factory was
qualified as an approved supplier by a couple of renowned TFT-LCD
manufacturers and got four orders so far. In order to compete with the Chinese
and Korean market players, some Japanese TFT-LCD manufacturers have
formed alliance with Taiwanese manufacturers. The management believes that
this trend will generate local demands for FPD process equipment market and
the Company will be benefited eventually.

ENTERTAINMENT BUSINESS (“AVP”)

We continue to provide exciting and well-praised concerts for public enjoyment.
To name a few which solicited crazy city-talks are “Deanie Ip in Concert”, “Vivian
Lai Dreams Come True in Concert” and “Beyond Live 2003”. The “Beyond Live
2003” which was held in April 2003 was so successful that we repeated it in
June 2003.

DISCONTINUING BUSINESSES

Satellite Telecommunication Business (SCL)

The market conditions remain poor and we expect the present condition will
continue for at least another two to three years. This can be seen by the fact
that there is no new player joining the field since the new license issuing policy.
The new policy no longer requires the license applicant to commit any capital
investment, yet there is no further license was issued under this inducement.
The Management has therefore decided to terminate the operation in March
2008.

Stage Production Business (ANA)
The operation was terminated under mutual agreement amongst all
shareholders.

The Company, Asia Nice Art Production Ltd, received a request from a
shareholder who was also the General Manager of the Company to terminate
the operation. The Company provided stage construction services in Hong Kong.
Given the general poor economic situation in Hong Kong, the Group considered
that it would be beneficial to the group shareholders because termination now
would avoid any pitfall in future operation.

PROSPECT

In the past two years, the Directors were focusing in consolidating the Group’s
business portfolio and reducing the overhead in the Group. Certain business
divisions which cannot generate profit in long term were either terminated or
sold. Resources are maintained and channeled to core businesses. Cost
structure was streamlined to commensurate with the present economic climate.
New markets are being explored and new products are under-development. The
Directors have done what need to be done to set everything ready for a market
recovery. The Directors do believe that since a right strategy is set for each
subsidiary group, each subsidiary group can emerge as one of the best
companies in the field when the economic environment turns better.
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