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Overview

Developing and marketing multiple products to serve diversified
market segments is certainly more challenging than the narrowly
focused approach adopted by most of our competitors. However,
this business strategy has time and again proven to be a powerful
weapon to protect us against inevitable industry fluctuation and
enabled ASM to build a thriving company. We experienced 47%
Group revenue growth in the previous year, but starting off

2005 from the trough of the business cycle, the sequential
improvement in quarterly bookings and billings during the year
could not offset the setback of the first six months. Yet ASM’s
drop in turnover, common to all leading players in the assembly
equipment industry, was smaller than most of its competitors and
Our

Group turnover, profitability and returns were the third best in our

better than those changes estimated by industry analysts.

corporate history, clearly reflecting ASM’s seamless execution of
its winning strategies and continuously increasing momentum in
the market place.

The proliferation of package types in leaded, unleaded, ball grid
array (BGA), chip scale/size package (CSP) and wafer level
package (WLP), as well as those high density packages like
stacked die, stacked package (PoP) and system-in-package (SiP)
demands a lot more equipment, process and packaging solutions.
We intend to win customers by using ASM’s technology, cost
structure (the most efficient in the industry) and human and
financial resources accumulated over the years to further broaden
our innovative product offerings, simultaneously pursuing
differentiation and low cost with value innovations unmatched by
our rivals. This unique business strategy truly distinguishes us
from all our competitors, enabling ASM to sustain its

global leadership.
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Two top-ten IDMs have adopted our eutectic-solder-reflow-process
flip chip bonder for their SiP volume production.
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Overview continued

Buoyed by strong demands for semiconductors in portable
electronics such as cell phones, MP3 players and digital cameras,
healthy consumption of the same in PCs, servers, games and
automotive applications, and a positive macroeconomic outlook,
pundits are currently projecting a moderate single-digit

(6.7 - 8.0%) growth for the semiconductor industry in 2006.

In fact, assembly equipment orders have been strong in the recent
months resulting in a higher order backlog for ASM. While every
industry analyst projects a gain for the assembly equipment
market in 2006, their numbers are somewhat divergent, ranging
from 3.6 - 22.1% (VLSI Research 3.6%, SEMI 9.0%, Dataquest
22.1%). Although most customers are indicating a positive
outlook for the first half, order visibility remains limited. The
growth of the assembly equipment market this year is generally
believed to depend on whether the industry can sustain the
strong momentum of the first two quarters into the second half
of 2006.

Market and Product Development
EQUIPMENT DIVISION

In a year of double-digit decline (Dataquest -11.1%, VLSI Research
-13.3%, SEMI -19.1%) for the assembly equipment industry,

ASM once again outperformed most of its competitors in revenue
change. Building on our industry-largest market share, our
equipment business dipped slightly by 11.9% to US$368.4 million,
representing 81% of the Group’s turnover in 2005 and the third
highest in our corporate history. We maintained the number one
position in the assembly and packaging equipment industry we
have held since 2002 with a revenue gap of US$75 million or
25% between us and our closest rival.
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Image Sensor Line

ASM is the sole leader in providing particle-controlled image sensor
in-line assembly solutions, supplying all major manufacturers of

such cleanliness-sensitive devices.
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Market and Product Development continued
EQUIPMENT DIVISION CONTINUED

The electronics industry is characterized by its continuous drive for
greater miniaturization, faster speed, more efficient electrical and
thermal performances, and higher functionalities with lower cost
for each generation of product. To support device manufacturers
facing these challenges, equipment suppliers increasingly have to
deliver customized solutions that answer the specific customer’s
needs. ASM now has multiple platforms for almost every major
assembly process: die bonding, aluminum wire bonding, gold
wire bonding, flip chip bonding, encapsulation, package
singulation, test handling and LED die sorting. In particular, ASM
provides two unique products not offered by our competition: the
dual-head gold wire bonder (Twin Eagle) and our Osprey molding
system. The unmatched low cost-of-ownership of the former, and
the built-in flexibility and tooling-investment protection for the
latter have attracted many customers who recognize the huge

potential savings these new ASM products can generate.

While small relative to our die and wire bonder businesses, we
have seen our chip size/scale packaging (CSP) equipment sales
rising at a much higher pace in the recent years. Two top-ten
IDMs have adopted our eutectic-solder-reflow-process flip chip
bonder for their SiP application, whereas some customers have
already selected this cost-efficient flip chip bonder for image
sensor volume manufacturing. Last year we also shipped newly-
developed RFID (radio frequency identification device) bonding
machines to two customers for their pilot-line production.
Concurrently ASM has become the sole leader in providing particle-
controlled image sensor in-line assembly solutions, supplying all

major manufacturers of such cleanliness-sensitive devices.
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Osprey

The world’s smallest encapsulation system, a very unique product
of its kind only offered by ASM, has attracted many customers
who recognize the huge potential savings this unique product
can generate.
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Jactories in Hong Kong,
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Market and Product Development continued
EQUIPMENT DIVISION CONTINUED

The underlying strength of our equipment business lies not just
in our leadership position in the wire and die bonder market
segments - the largest and 2nd largest sectors in our industry -
but also in our host of product offerings in CSP equipment,
encapsulation, solder ball placement, package singulation,
integrated test handling, LED sorting and power LED assembly.
As ASM only entered most of these medium-size market
segments during the past five years, we stand a good chance of
securing a larger share of them in time. With continuous product
enhancement and market development efforts, we expect these
products to generate valuable dividends in the not too

distant future.

LEADFRAME DIVISION

Thanks to increased market demands, capacity expansion and
operational improvements in our China, Singapore and Malaysian
plants, ASM achieved a 16.8% gain in leadframe turnover last
year, with the US$86.5 million revenue representing 19% of the
Group’s total sales. In fact, our sales in the 2nd half year
exceeded USS$50 million and we made record billings in the last
three consecutive quarters. This compares very favourably with
the SEMI November 2005 report estimating the leadframe
industry to have grown 1.7% in 2005, and is evidence of our good
progress in strengthening our leadframe competitive position
through strategic realignment.

Last year, we also succeeded in developing fine pitch, high
leadcount TQFP stamped leadframe products at our China factory,
generating higher business volume to share the necessary
overhead. While the qualification process of our new Malaysian
plant for some customers was longer than expected, we have
been busy installing and characterizing new plating machines and
producing first articles for customers, aiming to complete the
transfer of our plating operation from Singapore to Malaysia by
mid-2006. This restructuring, when fully operational, should
enable us to boost the output of QFN frames and position ASM for
further gain in market share.
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ATM Plating lines

A substantial portion of our HKS194.8 million capital expenditure
in 2005 was used to equip our new Malaysian factory with parts
fabrication and leadframe processing capabilities to cope with
the enlarged volume.
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Market and Product Development continued
LEADFRAME DIVISION CONTINUED

Commercializing our past development efforts in super fine pitch
etching and stamping, converting our pilot lines for ultra-high
precision plating, bleed control and moisture sensitivity level
(MSL 1) into high volume automated manufacturing, improving
production yield and shortening our manufacturing cycle time all
require significant capital investments and further developments
in more capable machinery. Fortunately, the migration to lead-
free electronics and QFN packaging has provided golden
opportunities for ASM. Our palladium-plated leadframes have
facilitated ASM’s market penetration into several target integrated
device manufacturers (IDMs), while we have leveraged on our
total packaging solution and QFN frame etching capabilities to
build a strong presence in the rapidly expanding QFN leadframe

market segment.

Financial

Riding on our market-share gains in the gradually recovering
assembly equipment and leadframe markets, we achieved
earnings in excess of HK$850 million in 2005, although turnover
dipped slightly by 7.6% to US$454.9 million. Even though the
diversity of ASM’s products expands year on year, amidst
production run rates in the 4th quarter significantly higher than
twelve months ago we only needed to slightly increase (by
HKS$54.5 million) our total year-end inventory to HK$609.3 million,
attaining an inventory turnover of 6.08 times. Receivables have
been tightly monitored, resulting in 88 days sales outstanding.
Bad debt exposure, if any, is immaterial and well-covered by
provisions made in conformity with the Company’s policy.

As such, a cash conversion cycle of 143.8 days, a free cash flow
of HK$619.7 million and a return on invested capital of 55.1%

were achieved in 2005.
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Matrix QFP and QFN Leadframes

Our leadframe sales in the second half of 2005 exceeded
USS50 million and we made sequential record billings in the
last three consecutive quarters.
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Financial continued
Notwithstanding that HK$674.2 million was paid as dividends and

HK$194.8 million spent in capital investments during the twelve-
month period, cash on hand as of 31 December 2005 was
HK$728,927,000 (2004: HK$763,359,000) with the majority of
the capital investments being funded by the current year’s
depreciation of HK$154,445,000.

With no bank borrowing either for 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
six years. Net interest income amounted to HK$15.0 million for
the year. With rigorous control over our current assets and
liabilities, the current ratio stood comfortably at 3.42. The Group’s
shareholders’ funds increased 9.9% to HK$2,393,534,000 as of

31 December 2005 (2004: HKS$2,177,465,000). Order backlog
amounted to US$102 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, substantial portion of the capital expenditure in
2005 were for equipping our new Malaysian factory with parts
fabrication and leadframe processing capabilities, as well as
expanding our China leadframe operation in Fu Yong with new
stamping presses and dies to cope with the enlarged volume.
HK$194.8 million was invested last year, in line with our budget

announced twelve months ago.
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Multi-chip die bonder development

We have dedicated R&D resources to develop equipment for the
growing multi-chip die bonding application, aiming for marketable
products in 2007.
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Capacity and Plant Development continued

While our capital investment strategy for 2006 will follow the
traditional path of enhancing our R&D analytical equipment,

IT infrastructure, parts fabrication and leadframe production
capacity, we intend to upgrade our Singapore etching plant to
address the increased QFN demands and also create a new parts
fabrication centre at our leadframe plant in Fu Yong, China. The
latter move is part of our long-term strategic plan to boost our
CNC parts fabrication capacity to support our growing equipment
business. Furthermore, we also specifically aim at proliferating
laser tube-cutting and robotic welding at our Sha Tou Jiao, China
plant to automate our chassis manufacturing for higher quality
and efficiency. Altogether HK$200 million has been budgeted

for capacity and plant development in 2006.

Research and Development

After three decades of IC packaging format creations such as
through-hole plastic dual-in-line (DIP), surface-mounted device
(SMD), ball-grid array (BGA), flip chip (FC) and quad-flat pack
with no lead (QFN), and constant evolution towards
miniaturization, the semiconductor industry continues its
packaging journey in basically two directions: application-driven
devices and high-density packaging integrating the known
assembly processes. Examples of the former include smart
cards, RFID, sensors (a CMOS image sensor as a camera module
is one well-known example), MEMS, high brightness LED,
photonic devices, etc., and they all require customized
equipment to achieve certain performance and cost objectives.
on the other hand, high-density packaging such as stacked

die (SD), stacked package (PoP), system-in-package (SiP) and
multi-chip module (MCM) are typically based on the traditional
assembly processes. However, these high-density packages
tend to stretch the technology envelopes of the processing
machines, requiring new generation of assembly systems with

refined capabilities.

SENRBREERE

—wmEEE  KRE_FTERAENEAUERERBE KR
BERLCAEINRE  EANRERZ  SMHELEER
SIAEZREES - 1O - SEIRET B FFTINBOR &
BRES B9 - ARE A T35 B QFNN B E IN RO 7B 5 F
REBRERBEN 0 - RATFKR S BEREKD R
ERABEEZRAOBELEEDL  EERSEHEN
BEmEROBELEEN  UXKTEHEENRE

X% RENBERTEDEABRENBLEE R

WWEERN  NEREBCEREE  BAmE
RBE - EEmME  SEBEHGRABE2ET - £
BR-_ZZERFRALENRERBEZA -

o R 3 R

BA-ZTHHE SRERCEFATEHBERLH - 0
ABEINERATE (DIP) KEEEXNHFERE
(SMD) - BRiMfE S 55 (BGA) ~ B & IEE R EH ¥
mEHEE (QFN) - THERAMME - 88 RT
ERAMEEREERAFTERERESCNERERTFTH
SERERREMEETE A AER - AEREEEFR
RFID * RFEAE M (B AREW O F A0 EE A+

CMOSE & RAEM{F) + MEMS » m==E LEDR K T

BHE 2HUFRTREUNERETERREAR
BE -3—FHE =2EeEE WEEELL(SD -
ZEBE (PoP) + %K Z5 (SiP) k% K A% (MCM)
EALHBRBERMERREFET - AW - HWESFE
BEAFTEZFT —REENEERSE  UFERNER
BIEREHRBCERER -

Manufacturing automation

We also specifically aim at proliferating laser tube-cutting and
robotic welding at our Shatoujiao plant in China to automate
our chassis manufacturing for higher quality and efficiency.
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Research and development continued

While different application niches and known processing
technologies will coexist in the future, to sustain our continued
leadership in this dynamic industry, management believes ASM
should address these challenges simultaneously. Until now we
have prioritized our product development programs according to
talent availability and market maturity. Building on our advanced
enabling technologies such as motion control, vision systems,
optics, materials and reliability, in addition to coming up with

a new generation of existing products, we have dedicated R&D
resources to develop equipment for the growing multi-chip die
bonding and chip-on-glass (COG) flip chip applications, aiming for
marketable products in 2007. It is our firm belief that solution-
selling is the most effective marketing tool in this knowledge-

based economy.

Unlike all our major competitors who have consistently reduced
their R&D spending and trimmed their development projects
due to profit squeeze, we have enlarged our research and
development teams based in Hong Kong and Singapore to over
600 people and embarked on further product development. In
2005, our net R&D expenditure increased by 1.9% to HK$267.6
million (2004: HKS$262.6 million), representing 9.3% of our

equipment sales and in line with our R&D funding guidelines.
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