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Sponsor, Bookrunner and Lead Manager

Sector
Business

. Capital Goods

: Manufacture and sale of zinc, magnesium and aluminium alloy die casting components

Total share offer: 220,000,000 shares
(25% of the enlarged share capital)

Public Offer: 22,000,000 shares  (10%)
Placing: 198,000,000 shares  (90%)
Greenshoe: 33,000,000 shares

Price: HK$1.10 — HK$1.35 per share

Market Cap: HK$968 million — HK$1,188 million
Historical FY2006 P/E: 8.8x — 10.8x

Adjusted NTA per share: HK$0.49 — HK$0.56

Staffing: 2,133 (as of 31%' December 2006)

Bookbuilding period:
4™ June 2007 — 15™ June 2007 noon

HK Public Offer period:
12" June 2007 — 15" June 2007 noon

Receiving bank: Standard Chartered Bank (HK)

Share registrar: Computershare Hong Kong
Investor Services Limited

Listing date: 27" June 2007

Business of Ka Shui International

Founded in 1980, Ka Shui is principally engaged
in the manufacture and sale of zinc, magnesium
and aluminium alloy die casting components. The
Group’s products can be broadly classified into 3
categories, namely metal components for
household  products, 3C (i.e. computer,
communication and consumer electronics)
products and automotive parts.

The Group’s self-operated production facility is
located in Pinghu Town, Shenzhen, the PRC and
has an annual production capacity of
approximately 6,950 tonnes for FY2006. In
addition, the Group’s products are also produced
in the Processing Factory* operated under a
processing contract with an independent third
party. For FY2006, the Group’s self-operated
production facility and the Processing Factory
occupy a total GFA (annual production capacity)
of approximately 31,200 m? (6,950 tonnes) and
9,900 m? (4,020 tonnes) respectively.

The Group acquired 2 parcels of land in Daya
Bay, Huizhou, the PRC, with an aggregate site
area of approximately 209,000 m? in December
2006 for the construction of its new production
facilities. The first phase of the new production
facilities, which is scheduled to be completed by
the end of 2007, will have a GFA of approximately
43,000 m?. Upon full completion of the expansion
by 2012, the annual production capacity of the
new facilities will reach approximately 9,800
tonnes.

*For FY2006, the actual production volume of the Processing Factory - Longgang Pinghu Ka Fung Metal
Manufactory - amounted to approximately 2,900 tonnes, representing 34.7% of the total production volume of

all die-casting products of the Group.

This report has been prepared solely for information purposes and we are not soliciting any action based upon it. Neither
this document nor its contents shall be construed as an offer, invitation, advertisement, inducement or representation of
any kind or form whatsoever. The information is based upon information, which we consider reliable, but accuracy or
completeness is not guaranteed. Opinions expressed herein are subject to change without notice. At time of this report,
East Asia Securities Company Limited has no position in securities of the company or companies mentioned herein, while
its group companies may from time to time have interests in securities of the company or companies mentioned herein.
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Shareholding Structure after Listing (Assuming the over-allotment option is not exercised)

Mr. Lee Yuen Fat (an executive director, chairman and founder) 69.0%
Mr. Wong Wing Chuen (an executive director) 2.1%
Dr. Keung Wing Ching (an executive director, vice chairman and CEO) 2.3%
Mr. Chan Tat Cheong, Alan (an executive director, company secretary and CFO) 0.8%
Mr. Zhao Jian (an executive director) 0.8%
Public 25.0%

100.0%

Use of Proceeds

Net proceeds from the offer are estimated to be HK$248 million (Assuming the over-allotment option is not
exercised, and at an issue price of HK$1.22 each, being the midpoint of the indicative price range)

HK$ million
For the acquisition of additional die-casting and ancillary machinery & equipment for the 52
existing production facilities
For the first phase construction of a new industrial complex in Daya Bay, Huizhou 70
For the acquisition of new machinery & equipment for die casting & surface finishing 90
treatment for the new manufacturing plant in Daya Bay, Huizhou
For the enhancement of die manufacturing capability 20
For the research & development of production technologies 5
For the repayment of bank borrowing 10
For general working capital 1
Financial Highlights
Year ended 31° December
2004 2005 2006
HK$'000 HK$'000 HK$'000
;Turnover 375,691 348,377 645,588
Gross profit 99,795 66,264 180,912
Operating profit 62,182 20,149 130,398
Attributable profit 53,662 13,031 109,562
Gross margin 26.6% 19.0% 28.0%
Operating margin 16.6% 5.8% 20.2%
Net margin 14.3% 3.7% 17.0%
Turnover Breakdown by Product Applications (% of Total Turnover)
Year ended 31° December
2004 2005 2006
% % %
Household products 71.2% 69.2% 67.3%
3C products 22.6% 25.3% 28.7%
IAutomotive parts 6.2% 5.5% 4.1%
Total 100.0% 100.0% 100.0%
Turnover Breakdown by Metal Types (% of Total Turnover)
Year ended 31° December
2004 2005 2006
% % %
Zinc alloy 87.9% 89.2% 83.8%
Magnesium alloy 9.9% 6.9% 10.4%
Aluminium alloy 2.2% 3.9% 5.8%
Total 100.0% 100.0% 100.0%
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Strengths/Opportunities

v

According to Guangdong Mechanical Engineering Association’s Die Casting Branch, the overall PRC
die casting production is expected to grow by a CAGR of 14.3% during 2006-2010 to 1.79 million
tonnes, of which magnesium alloy die casting is expected to grow at a CAGR of 48.5% to 86,000
tonnes. Being one of the reputable and a first mover in magnesium-alloy die-casting in the PRC, the
Group is well positioned to capture the expected growth in this fast-growing segment in the die-casting
industry.

The Group has established an internationally-renowned client base. Its customer portfolio for
household products comprises IKEA, Schick, Stihl and Fennel, while that for 3C products include HP,
JBL, Epson, Lenovo, Creative, Panasonic, Velbon and SanDisk. Its automotive parts clients include
Honda and Hella. Among them, Schick has been the Group’s customer since 1986 and IKEA since
1996.

The Group has been accredited numerous certifications, including 1ISO9001:2000 for its Quality
System on the manufacture of die-casting products since 1998, ISO/TS16949:2002 for its Quality
System on the manufacture of die-casting products for automobile industry and 1S014001:1996 for its
Environmental Management System since 2001.

To be priced at its historical FY2006 P/E of 8.8x-10.8x, Ka Shui’'s valuation is not demanding when
compared with metal component producers China Metal International (stock code: 0319), EVA
Precision (stock code: 0838), IPE Group (0929) and United Metal (stock code: 2302), which are
trading at historical FY2006 P/E of 10.7x-19.7x.

Weaknesses/Threats

X

Price volatility of metal alloys, which accounted for 22.5% of total turnover in FY2006, will adversely
affect the Group’s profitability should it fail to pass on the increase in raw material costs to its
customers. In fact, the decline in revenue and profitability in 2005 was mainly due to the surge in zinc
price during the year that prompted customers to adopt a wait-and-see stance, dragging down the top
line, and raised cost of sales.

The Group has been reliant on a few customers. The top 5 customers accounted for approximately
64.2% of the total FY2006 turnover, while the two largest customers, IKEA and Schick, accounted for
a combined 49.8%. As the Group has not entered into any long-term sales contract with any of its
major customers, cessation or reduction of orders from these major customers will adversely affect its
financial results.

The Group’s sales receipts are mostly settled in USD or HKD while its costs are at large denominated
in RMB. Further RMB appreciation will have negative impacts on its bottom line.

Recommendation:  Speculative Subscribe
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Important Disclosure / Analyst Certification / Disclaimer

This document is published by East Asia Securities Company Limited, a wholly-owned subsidiary of
The Bank of East Asia, Limited (BEA).

The research analyst primarily responsible for the content of this report, in part or in whole certifies
that the views on the companies and their securities mentioned in this report accurately reflect his/her
personal views. The analyst also certifies that no part of his/her compensation was, is, or will be,
directly, or indirectly, related to specific recommendations or views expressed in this report.

This report has been prepared solely for information purposes and has no intention whatsoever to
solicit any action based upon it. Neither this report nor its contents shall be construed as an offer,
invitation, advertisement, inducement or representation of any kind or form whatsoever. The
information is based upon information, which East Asia Securities Company Limited considers
reliable, but accuracy or completeness is not guaranteed. Information and opinions expressed herein
reflect a judgment as of the date of this document and are subject to change without notice. Any
recommendation contained in this report does not have regard to the specific investment objectives,
financial situation and the particular needs of any specific addressee. This report is not to be taken in
substitution for the exercise of judgment by respective readers of this report, who should obtain
separate legal or financial advice. East Asia Securities Company Limited and / or The BEA Group
accepts no liability whatsoever for any direct or consequential loss arising from any use of this report
or further communication given in relation to this report.

At time of this report, East Asia Securities Company Limited has no position in securities of the
company or companies mentioned herein the report, while BEA along with its affiliates and/or
persons associated with any of them may from time to time have interests in the securities mentioned
in this report. BEA and its associates, its directors, and/or employees may have positions in, and may
effect transactions in securities mentioned herein and may also perform or seek to perform broking,
investment banking and other banking services for these companies.

BEA and/or any of its affiliates may beneficially own a total of 1% or more of any class of common
equity securities of the subject company or companies mentioned in this report and may, within the
past 12 months, have received compensation and/or within the next 3 months seek to obtain
compensation for investment banking services from the subject company or companies mentioned in
the report.

This document is not directed to, or intended for distribution to or use by, any person or entity who is
a citizen or resident of, or located in, any locality, state, country or other jurisdiction, publication,
availability or use would be contrary to law and regulation.




