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INDUSTRY OUTLOOK

2005 is a turbulence year to the die casting industry. According to
the report of U.S. metal casting report issued by Modern Casting in
January 2006, despite only a slight growth in light vehicle production
in 2005, metal casting shipments rose 4.2% over 2004 to
approximately 14.1 million tons. The rebound is expected to continue
in each of the next three years and show an overall growth of 7.9%
to approximately 14.7 million tons from 2004 to 2008.

Aluminium casting shipments are expected to rise 2.6% in 2006
and grow in the short term by 8.3% through 2008; however, the
People’s Republic of China (the “PRC”) market continued to be the
economic pulse of the new era and manufacturing base with vast
consumption, the demand is better than the global average.

Under the national policy towards the automotives sector, the new
adoption of aluminum and magnesium parts in cars and trucks to
reduce weight, together with the encouragement of producing small
car, results in the increase of the demand of die casting. To capture
the enormous potentials in both local and global die casting markets,
United Metals Holdings Limited (the “Company”) and its subsidiaries
(collectively, “United Metals” or the “Group”), the fully vertically
integrated die caster for both domestic and overseas customers, is
well prepared to speed up its development and fortify its business
growth.
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BUSINESS REVIEW

For the year ended 31st December, 2005, the Group successfully
maintained its growth momentum. Turnover surged 21% to
approximately HK$186,621,000, and the profit for the year increased
23% to HK$10,329,000. It is mainly attributable to the increase in
orders from existing automotive and industrial household appliances
customers. Aluminium parts is still the core profit contributor, which
accounted for approximately 92% of the turnover. Zinc and
magnesium also contributed to 6% and 2% of turnover respectively.
However, due to a number of factors, namely rise in metal alloy
prices, appreciation of Renminbi (“RMB”) starting from July 2005,
climbing fuel oil prices, shortages and unstable supply of labour
and escalating wages and salaries in Southern China, overall gross
profit margin was slightly decreased by 1% to approximately 15%
in 2005.

With the solid business model, flexible production procedures and
effective workforce, the Group achieved optimistic results and
minimise the negative impacts brought about by the above-
mentioned factors. In addition, the Group also expanded its client
base and sales orders by increasing its operation efficiency through
process automation. More Computerised Numerical Control (“CNC”)
machines and other advanced machineries were introduced to
enhance the production efficiency.

To ensure the market-leading position in the coming year, the Group
implemented various strategies and production techniques to deliver
more sophisticated assembled components to its customers.
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OPERATIONAL REVIEW

As a fully vertically-integrated die caster for domestic and
international client, the Group was able to increase the total turnover
and profit yet 2005 is a challenging year for the manufacturers. To
prepare the best to capture the upcoming market opportunities,
the Group has also made several significant business progresses,
with the aim not only to further expand its scope of business, but
most important of all, to pave its way to capture the enormous market
potential ahead.

Enhanced production capacity

With the view of robust demand on die casting parts in China, the
Group already planned to construct a new production plant, which
is strategically located in Shanghai, to produce automotive as well
as other industrial parts to various manufacturers. Construction of
the new production plant is in the progress followed by the internal
wiring and decoration. It can boost the production capacity of die
casting parts by 200%. The new production plant, which is originally
planned to be completed in the first half of 2006, will be rescheduled
and expected to commence operation in late 2006.

In order to fulfill the customer orders, the Group had installed several
new die casting machines and CNC machines in the existing
manufacturing site to keep deliveries on time. Management training
program was implemented to develop people resources internally.

Product diversification

As a leading die caster, the Group committed to provide a
comprehensive range of product offerings with the aim to offer
choices and diversity for leading manufacturers. Aluminium
remained the most widely applicable metal alloy and the core income
contribution for the Group.

Diversified clientele

The Group continued to pursue the strategy of enlarging customer
base. With over 100 customers spanning across different regions of
the world, the PRC remained the largest shipment delivery country,
contributing 40% to the Group’s turnover. During the year under
review, the Group has committed to attract new well-known
customers to further fortify its business development. Besides, the
Group also works closely with automotive and industrial
manufacturers, which can establish a solid foundation once the
new production plant in Shanghai, which focuses to manufacture
die casting parts with integrated services, can be commenced.
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FUTURE STRATEGIES

Looking forward, it is anticipated that the market condition will remain
difficult for the first half of the year and therefore the Group will
continue to implement stringent cost controls.

The Group expects the demand for automotive parts die casting
services will continue to grow in the upcoming years. To capture
this opportunity, the Group is constructing new two-phase production
facilities with the strategic location in Shanghai. Back up by the
heavy tonnage machines, new production facilities will not only to
provide larger die casting parts, but also provide quick response to
the customers. The Group expects that Phase | of the production
facilities will be in operation and providing an additional 3,500 tons
of productivity during the first half of 2007. United Metal Products
(Shanghai) Co. Ltd. (“United Shanghai”), a wholly foreign owned
enterprise in the PRC and wholly-owned subsidiary of the Company,
will not only operate the production facilities but also carry out export
sales as well as domestic sales in the PRC of the facilities’ products.
Besides, the Group will provide comprehensive training to all staffs,
with a view to develop an effective workforce, which is fundamental
to the growth of United Metals.

In the long term, the PRC is expected to be one of the key die
casting markets with promising outlook. Capitalizing on its
geographical advantage, together with our strategic move, the Group
has fully prepared itself for future business growth. The Group will
continue to solidify its business foundation as well as to speed up
its pace of development in two particular market segments:
automotive industry and international industrial companies with
manufacturing bases in the PRC.

EMPLOYEES AND REMUNERATION POLICIES

As at 31st December, 2005, the Group employed approximately
2,280 full-time employees (At 31st December, 2004: 2,100) of whom
20 were based in Hong Kong (At 31st December, 2004: 20), 2,260
were based in the Group’s factories in Dongguan, PRC (At 31st
December, 2004: 2,080). Total staff cost incurred during the year
amounted to approximately HK$47,617,000 (2004:
HK$43,331,000).

Remuneration policies and packages for the Group’s employees
are based on their performance, working experiences and condition
prevailing in the industry. In addition to basic salaries, retirement
schemes and medical schemes, discretionary share options and
performance bonuses to eligible staff are according to the financial
results of the Group and the performance of individual employees.
To raise work quality and management abilities of its employees,
the Group provides job rotation, in-house training and external
training courses to employees.
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Management Discussion & Analysis (continued)

LIQUIDITY AND FINANCIAL RESOURCES

As at 31st December, 2005, total bank borrowings was
HK$4,700,000 (At 31st December, 2004: HK$9,784,000), of which
HK$2,640,000 (At 31st December, 2004: HK$5,084,000) would
be due within one year and HK$2,060,000 (At 31st December,
2004: HK$4,700,000) would be due after one year. The bank
borrowings are denominated in Hong Kong dollars and bear interest
at rates calculated with reference to Hong Kong Interbank Offered
Rate (“HIBOR”) plus basis.

The Group had a net current assets amounting to HK$72,050,000
(At 31st December, 2004: HK$84,387,000) and a current liabilities
of HK$33,312,000 as at 31st December, 2005 (At 31st December,
2004: HK$29,696,000). Stock turnover days remain steadily at 70
days as at 31st December, 2004 and 2005. Due to highest turnover
in the last quarter of the year, debtors’ turnover days was increased
from 80 days as at 31st December, 2004 to 88 days as at 31st
December, 2005.

Capital expenditures on plant, equipment, leasehold improvements
and construction in progress totalled HK$18,913,000 (2004:
HK$30,339,000) in 2005, of which HK$3,461,000 (2004: HK$ Nil)
was related to the construction cost of the new manufacturing plant
situated in Shanghai, PRC. And a prepaid lease payment of
HK$6,628,000 was paid to acquire the land use right of the new
manufacturing plant in Shanghai, PRC. Furthermore,
HK$41,667,000 (At 31st December, 2004: HK$9,978,000) was
committed as at 31st December, 2005 to purchase additional
property, plant and equipment, of which HK$7,629,000 was
contracted for but not provided in financial statements and
HK$34,038,000 was authorised but not contracted for.

Net cash generated from operations amounted to HK$18,368,000.
The Group’s cash on hand and bank balances decreased from
HK$36,671,000 as at 31st December, 2004 to HK$18,134,000 as
at 31st December, 2005. The decrease was mainly a result of
financing the new manufacturing plant construction and expansion
of production facilities.

Total shareholders’ funds increased from HK$165,088,000 as at
31st December, 2004 to HK$175,354,000 as at 31st December,
2005, as a result of HK$10,329,000 of the current year profit being
retained.

As at 31st December, 2005, the gearing ratio, in terms of total debts
to total assets, maintained at 0.17 (At 31st December, 2004: 0.18).
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ACQUISITIONS AND DISPOSALS OF SUBSIDIARIES
AND ASSOCIATED COMPANIES

There was no material acquisitions and disposals of subsidiaries
and associated companies for the year ended 31st December, 2005.

EXPOSURE TO FOREIGN EXCHANGE RISK

The Group’s income and expenditure of raw materials and
manufacturing cost are mainly denominated in USD, HKD and RMB.
Fluctuations of the exchange rates of RMB against foreign currencies
could affect the operating costs of the Group. Currencies other than
RMB were relatively stable during the year, the Group did not expose
to significant foreign exchange risk. The Group currently does not
have a foreign currency hedging policy. However, management will
continue to monitor foreign exchange exposure and will take
prudence measures to minimise the currency translation risk. The
Group will consider hedging significant foreign currency exposure
should the need arise.

CAPITAL STRUCTURE

There has been no material significant change in the capital structure
of the Group since 31st December, 2004.

CHARGE ON ASSETS
There was no charge on the Group’s assets for the year ended 31st
December, 2005 (2004: Nil).

CONTINGENT LIABILITIES
There was no material contingent liabilities as at 31st December,
2005.

POST BALANCE SHEET EVENT

On 20th February, 2006, United Shanghai entered into four
construction agreements at an aggregate amount of approximately
HK$34,038,000 with four different contractors for the construction
of a new factory and production premises in the PRC. The
construction agreements will be funded by bank borrowings and
advances from a company incorporated in Hong Kong which is
ultimately owned by the Company’s executive director, Mr. Thomas
Lau, Luen-hung. Details of such are set out in the Company’s
announcement dated 20th February, 2006.

FINAL DIVIDEND
The directors do not recommend the payment of a final dividend
for the year ended 31st December, 2005 (2004: Nil).
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