Management Discussion & Analysis

INDUSTRY OUTLOOK

In 2006, demand worldwide for metal die casting components grew
at a healthy rate. With globalization leading to the People’'s Republic
of China (the "PRC") becoming the manufacturing base for the world
and production of the automotive industry increasing, the PRC metal
die casting industry is expected to see continued robust growth. The
market potential for this industry is further heightened when the
increasingly important weight-reducing characteristics of die casting
automotive parts is coupled with the expected growth of automobile
production worldwide. As a result, it is not surprising that according
to data from the Hong Kong Productivity Council, global die casting
output is expected to increase from about 8 million tons in 2005 to
approximately 12 million tons in 2010.

BUSINESS REVIEW

For the year ended 31st December, 2006, the business growth of
United Metals was extremely promising. Turnover increased by 30.1%
year-on-year to approximately HK$242,831,000 while profit for the
year surged by 29.9% to HK$13,416,000, resulting in earnings per
share reaching HKé6.1 cents as compared to HK4.7 cents in 2005.
The remarkable figures across the board were mainly attributable
to an aggregate increase in customer orders and further streamlining

of the Group’s operations.

Aluminium alloy die casting components remain as the core profit
contributor of the Group, accounting for approximately 90.5% of the
total turnover. Besides aluminium, the zinc and magnesium alloy
die casting components of United Metals contributed 7.3% and 2.0%

respectively towards total turnover.

By aggressively exploring new business opportunities and diligently
implementing a variety of cost-control measures, the Group
successfully increased manufacturing efficiency in 2006. To retain
its market-leading position in the coming year, United Metals will
continue to rely on its proven business model, streamlined production
procedures and dedicated workforce in order to implement strategies
and production techniques that continue to deliver first-class quality
assembled components to its customers.
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OPERATIONAL REVIEW

As a globally renowned, fully vertically integrated, PRC-based die
caster for both domestic and overseas customers, United Metals
was able to impressively increase the Group's total turnover and profit
in 2006. With demand worldwide for top quality metal die casting
components set to rise unabated in the coming years, the Group has
undertaken a number of initiatives to not only fully capture the
opportunities arising from this demand but to further expand the
business scope of United Metals as well.

Enhanced production capacity

To cater to the fast-growing demand for automotive parts in PRC,
the Group is currently constructing new production facilities in
Shanghai for the provision of die casting services to various
manufacturers. The new facility was expected to be completed in
the first half of 2006, however, the schedule will be postponed as a
result of the dispute with the contractor. The Group is in the view
that the dispute will be solved through legal action and the facilities
will expect to commence operations in 2007.

The Shanghai production facilities are expected to boost the annual
production capacity of United Metals by 2,000 metric tons in their
first two years of operation. This will be subsequently increased to
5,000 metric tons annually from the third year up to the fifth year.
Also, the Group will increase production capacity in the Dongguan
factory. The Group is currently in negotiations to secure more
substantive customer orders so as to fully utilize this increased
production capacity in future. The Group already allocated
HK$12,000,000 for the capital expenditure in 2007.

Product diversification and technological advancement

United Metals, in line with its position as a leading die caster, is fully
committed to providing its extensive customer base with a diverse
range of quality product offerings that utilize aluminium, zinc and
magnesium alloys. As aluminium alloy die casting components in
particular remain widely applicable across a host of industries, they
continue to be the core income contributor of the Group, which was
also able to increase the sales of molds by 25.0% and secure more

orders from its existing clientele in 2006.

To stay ahead of the competition and provide increasingly more
value-added services to customers, United Metals also strives for
continual technological advancement. In this regard, the Group
allocated more resources towards research and development in 2006,
achieving prominent results. In addition, product quality has been
further improved because of the Group'’s decision to utilize the latest

in vacuum and pressurized die casting technologies.
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Management Discussion & Analysis (continued)

OPERATIONAL REVIEW /(continued)

Diversified clientele

In addition to substantially increasing orders from existing clientele,
the Group is relentlessly pursuing its strategy of enlarging the
customer base in terms of both the number of clients and the industry
sectors that they represent. To this end, several new contracts from
automotive manufacturers and consumer electronics manufacturers
have been secured. The Group works closely with automotive
manufacturers in particular to jointly develop new products by using
the latest technologies available.

FUTURE STRATEGIES

Looking ahead, it is obvious that United Metals is perfectly positioned
to take full advantage of its status as a globally renowned, fully
vertically integrated, PRC-based die caster, especially since the PRC
is becoming the world's manufacturing base for this industry and
global demand for die casting components is growing unabated.

By capitalizing on its geographical advantage and healthy financial
position, the Group will continue to implement stringent cost-control
measures to minimize any effects caused by high raw material prices.
In addition, United Metals will remain focused on diversifying its range
of quality products and incorporating the latest in technological
advancements in order to attract new clientele and thus further
diversify its customer base.

In the long term, the Group fully recognizes that besides further
streamlining its operations, it must continue to accelerate its pace
of development so as to fully capture the opportunities arising,
particularly from the automotive industry and international industrial
companies that have manufacturing bases in the PRC.

EMPLOYEES AND REMUNERATION POLICIES

As at 31st December, 2006, the Group employed approximately 2,349
full-time employees (At 31st December, 2005: 2,280) of whom 19
were based in Hong Kong (At 31st December, 2005: 20) 2,330 were
based in the Group's factories in Dongguan, PRC (At 31st December,
2005: 2,260). Total staff cost incurred during the year amounted to
approximately HK$57,053,000 (2005: HK$48,365,000).

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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LIQUIDITY AND FINANCIAL RESOURCES

As at 31st December, 2006, total bank borrowings was HK$31,466,000
(At 31st December, 2005: HK$4,700,000), of which HK$14,000,000
(At 31st December, 2005: HK$2,640,000) would be due within one
year and HK$17,466,000 (At 31st December, 2005: HK$2,060,000)
would be due after one year. The bank borrowings are denominated
in Hong Kong dollars and United States dollars, and bear interest at
rates calculated with reference to Hong Kong Interbank Offered Rate
("HIBOR") and London Interbank Offered Rate ("LIBOR") plus basis.

The Group had a net current assets amounting to HK$85,143,000 (At
31st December, 2005: HK$72,050,000) and a current liabilities of
HK$45,070,000 as at 31st December, 2006 (At 31st December, 2005:
HK$33,312,000). Stock turnover days decreased to 70 days as at 31st
December, 2006 from 77 days as at 31st December, 2005. Debtors’
turnover days was decreased from 88 days as at 31st December,
2005 to 78 days as at 31st December, 2006.

Capital expenditures on plant, equipment, leasehold improvements
and construction in progress totalled HK$34,621,000 in 2006 (2005:
HK$18,913,000), of which HK$18,261,000 (2005: HK$3,461,000) was
related to the construction cost of the new manufacturing plant
situated in Shanghai, the PRC. Furthermore, HK$31,268,000 (At 31st
December, 2005: HK$41,667,000) was committed as at 31st
December, 2006 to purchase additional property, plant and
equipment, and all was contracted for but not provided in financial
statements (2005: HK$7,629,000 was contracted for but not provided
in financial statements and HK$34,038,000 was authorized but not

contracted for).

Net cash generated from operations amounted to HK$19,694,000
(2005: HK$19,879,000). The Group's cash on hand and bank balances
increased from HK$18,134,000 as at 31st December, 2005 to
HK$31,348,000 as at 31st December, 2006. The increase was mainly

a result of the raising of new bank loan.

Total shareholders’ funds increased from HK$175,354,000 as at 31st
December, 2005 to HK$193,087,000 as at 31st December, 2006, as a
result of HK$13,416,000 of the current year profit being retained.

As at 31st December, 2006, the gearing ratio, in terms of total debts
to total assets, increased to 0.25 (At 31st December, 2005: 0.17). The
increase was mainly a result of financing the new manufacturing

plant construction and expansion of production facilities.
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Management Discussion & Analysis [continued)

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, 2006.

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 minimize 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, 2005.

CHARGE ON ASSETS
There was no charge on the Group’s assets for the year ended 31st
December, 2006 (2005: Nil).

CONTINGENT LIABILITIES

A subsidiary has been named as a defendant in a District Court action
inthe PRC in respect of an alleged breach of contractual undertakings
for an amount of HK$4,074,000. The subsidiary and its legal counsel
are strongly resisting this claim and, accordingly, no provision for
any potential liability has been made in the consolidated financial
statements.

FINAL DIVIDEND
The directors do not recommend the payment of a final dividend for
the year ended 31st December, 2006 (2005: Nil].

12 United Metals Holdings Limited

WIER HENB AR REE QT

BE_TTERNF+_A=+T—HLFE FAEELE
ERERKBREENBRRRBERT -

41 BEE [ B A I8

AEBWABREMBRAS REERARASTEZUE
T BB RAREIIE - ARBHINEERZE) A5
BAREFLCERAN - AREUINZ EBARFRRLE
TE - ANE B EEEERINER R o ANEEIREI &
SNESSEDRIERSR © ST BIRE SRR INER R -
W E S MR R IE 5 R R - AEBER N ERE
BERERINERR ©

BAEE
AEBZAREEE _TERF T -_AS+AUNE
YmEAES

BEEH
BE-TTAF+-AS+-ALFE FEEYE
EMIMEE(CTTRF 8 -

HAREE

—RHTE R AR B 5 AR IR 2 R AR A B S
A WIEE R B4 074,0000T 2 B HE - 2B A
AIREEEBERB L ETR IS O TE - B ER
REMBEREBTEMBEAEELRE -

REBE
ERTEARBE_TTAF+ A=+ BLFE
ERRPRE (CETHF ) -



