Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

1.

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

Significant accounting policies

(a)

(b)

(c)

Statement of compliance

These financial statements have been prepared in
accordance with all applicable Hong Kong Financial
Reporting Standards (which include all applicable
Statements of Standard Accounting Practice and
Interpretations) issued by the Hong Kong Society of
Accountants, accounting principles generally accepted
in Hong Kong and the requirements of the Hong Kong
Companies Ordinance. These financial statements also
comply with the applicable disclosure provisions of the
Rules Governing the Listing of Securities on the Main
Board of The Stock Exchange of Hong Kong Limited
("SEHK").
policies adopted by the Group is set out below.

A summary of the significant accounting

Basis of preparation of the financial
statements

The measurement basis used in the preparation of the
financial statements is historical cost modified by the
revaluation of land and buildings as explained in the
accounting policy set out below.

Subsidiary

A subsidiary, in accordance with the Hong Kong
Companies Ordinance, is a company in which the group,
directly or indirectly, holds more than half of the issued
share capital, or controls more than half of the voting
power, or controls the composition of the board of
directors.

An investment in a subsidiary is consolidated into the
consolidated financial statements. Intra-group balances
and transactions, and any unrealised profits arising from
intra-group transactions, are eliminated in full in
preparing the consolidated financial statements.
Unrealised losses resulting from intra-group transactions
are eliminated in the same way as unrealised gains, but
only to the extent that there is no evidence of

impairment.
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1. Significant accounting policies (Continued)

(c)

(d)

Subsidiary (Continued)

In the Company’s balance sheet an investment in a
subsidiary is stated at cost less any impairment losses
(see note 1(g)).

Fixed assets

(i) Fixed assets are carried in the balance sheets on
the following bases:

- land and buildings held for own use are
stated in the balance sheet at their revalued
amount, being their open market value at
the date of revaluation less any subsequent
accumulated depreciation (see note 1(f)).
Revaluations are performed by qualified
valuers with sufficient regularity to ensure
that the carrying amount of these assets
does not differ materially from that which
would be determined using fair values at
the balance sheet date;

- plant, machinery and other fixed assets are
stated in the balance sheet at cost less
accumulated depreciation (see note 1(f))
and impairment losses (see note 1(g)); and

- small value assets costing less than $500 are
charged directly to the profit and loss

account.
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

1. Significant accounting policies (Continued)

(d) Fixed assets (Continued)

(i)

(iii)

Changes arising on the revaluation of land and
buildings held for own use are generally dealt
with in reserves. The only exceptions are as

follows:

- when a deficit arises on revaluation, it will
be charged to the profit and loss account, if
and to the extent that it exceeds the
amount held in the reserve in respect of
that same asset immediately prior to the
revaluation; and

- when a surplus arises on revaluation, it will
be credited to the profit and loss account, if
and to the extent that a deficit on
revaluation in respect of that same asset
had previously been charged to the profit
and loss account.

Subsequent expenditure relating to a fixed asset
that has already been recognised is added to the
carrying amount of the asset when it is probable
that future economic benefits, in excess of the
originally assessed standard of performance of the
existing asset, will flow to the Group. All other
subsequent expenditure is recognised as an
expense in the period in which it is incurred.

Gains or losses arising from the retirement or
disposal of a fixed asset are determined as the
difference between the estimate net disposal
proceeds and the carrying amount of the asset
and are recognised in the profit and loss account
on the date of retirement or disposal.
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1.

Significant accounting policies (Continued)

(e)

Leased assets

Leases of assets under which the lessee assumes
substantially all the risks and benefits of ownership are
classified as hire purchase contracts. Leases of assets
under which the lessor has not transferred all the risks
and benefits of ownership are classified as operating
leases.

(i) Assets acquired under hire purchase
contracts

Where the Group acquires the use of assets under
hire purchase contracts, the amounts representing
the fair value of the leased asset, or, if lower, the
present value of the minimum lease payments, of
such assets are included in fixed assets and the
corresponding liabilities, net of finance charges,
are recorded as obligations under hire purchase
contracts. Depreciation is provided at rates which
write off the cost of the assets in equal annual
amounts over the term of the relevant lease or,
where it is likely the Company or Group will
obtain ownership of the asset, the life of the
asset, as set out in note 1(f). Impairment losses
are accounted for in accordance with the
accounting policy as set out in note 1(g). Finance
charges implicit in the lease payments are charged
to the profit and loss account over the period of
the leases so as to produce an approximately
constant periodic rate of charge on the remaining
balance of the obligations for each accounting
period.

(i) Operating lease charges

Where the Group has the use of assets under
operating leases, payments made under the leases
are charged to the profit and loss account in
equal instalments over the accounting periods

covered by the lease term.
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

1.

(f)

Significant accounting policies (Continued) 1. FEEFHBX (&)

Depreciation (f) #E

Depreciation is calculated to write off the cost or TERERBRETEEZEAIAFE

valuation of fixed assets over their estimated useful lives PROPEHE KA hE - sFEFEN

as follows: TS

(i)  leasehold land is depreciated on a straight-line () MHELHUNEREZEERNEE
basis over the remaining term of the lease or 50 B2 82 TN EASS0F HAf (AR
years whichever is shorter; RERE)FERE

(i) buildings are depreciated on a straight-line basis (i BFURESZIEEREEHRZ
over the remaining term of the lease or 30 years BTN FHIS30F HAR (AR &
whichever is shorter; and RE)GHEFRE &

(iii)  other fixed assets are depreciated on a straight- (i) HBEEEERTIEATA
line basis over their estimated useful lives as FRABREAERE -
follows:

Plant and machinery 4 — 10 years Hees R 4Z 104
Other fixed assets 3 — 5 years H i [E 7E & 2= 3E5%F
Impairment of assets (9) BEERME

(9)

Internal and external sources of information are
reviewed at each balance sheet date to identify
indications that fixed assets (other than land and
buildings carried at revalued amounts) and interest in a
subsidiary may be impaired or an impairment loss
previously recognised no longer exists or may have
decreased. If any such indication exists, the asset’s
recoverable amount is estimated. An impairment loss is
recognised whenever the carrying amount of an asset

exceeds its recoverable amount.
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1.

Significant accounting policies (Continued)

(9)

(h)

Impairment of assets (Continued)
0) Calculation of recoverable amount

The recoverable amount of an asset is the greater
of its net selling price and value in use. In
assessing value in use, the estimated future cash
flows are discounted to their present value using a
pre-tax discount rate that reflects current market
assessments of time value of money and the risks
specific to the asset. Where an asset does not
generate cash inflows largely independent of
those from other assets, the recoverable amount
is determined for the smallest group of assets that
generates cash flows independently (i.e. a cash-
generating unit).

(i) Reversals of impairment losses

An impairment loss is reversed if there has been a
favourable change in the estimates used to
determine the recoverable amount. A reversal of
impairment losses is limited to the asset’s carrying
amount that would have been determined had no
impairment loss been recognised in prior years.
Reversals of impairment losses are credited to the
profit and loss account in the year in which the

reversals are recognised.

Inventories

Inventories are carried at the lower of cost and net
realisable value.

Cost is calculated using the first-in, first-out cost
formula and comprises all costs of purchase, costs of
conversion and other costs incurred in bringing the

inventories to their present location and condition.

Net realisable value is the estimated selling price in the
ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make
the sale.
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

1.

Significant accounting policies (Continued)

1.

TEEHEE (F)

(h) Inventories (Continued) (h) &E (&)
When inventories are sold, the carrying amount of those FTtEFE 2R < BIEEERAR
inventories is recognised as an expense in the period in BRZHRAABRAI L - FTEHE
which the related revenue is recognised. The amount of WMREAERFERTFEZMEE
any write-down of inventories to net realisable value B HELRRESKEEZ SE AR
and all losses of inventories are recognised as an RREH - AR FEE NS BT
expense in the period the write-down or loss occurs. B2 EMRESR 2 - HEHBEE
The amount of any reversal of any write-down of Bl BREAERAEIIESEZEE
inventories, arising from an increase in net realisable HERD o
value, is recognised as a reduction in the amount of
inventories recognised as an expense in the period in
which the reversal occurs.
(i) Revenue recognition (i) WAER
Provided it is probable that the economic benefits will WAREKL BN = RERARNEE -
flow to the Group and the revenue and costs, if LA K 88 25 7] 5% 3 5T & U A R AR (7R
applicable, can be measured reliably, revenue is R BRETINFEERERKNA
recognised in the profit and loss account as follows: R
(i)  Sale of goods (i) HEESR
Revenue is recognised when goods are delivered WATEEMRXRERP S - M
at the customers’ premises which is taken to be BEPEWKRE MR EFAEE
the point in time when the customer has accepted 78,2 [ B Ko (5] S BRF A AR o W A
the goods and the related risks and rewards of ENBREEFTINRRE -
ownership. Revenue is after deduction of trade
discounts and returns.
(i) Interest income (i)  FEHA
Interest income from bank deposits is accrued on HRITE K2 B A BABE At
a time-apportioned basis by reference to the Bl R EAE  RESAE REA
principal outstanding and the rate applicable. MEFHE -
(j) Translation of foreign currencies (j) NEermrE

Foreign currency transactions during the year are
translated into Hong Kong dollars at the exchange rates
ruling at the transaction dates. Monetary assets and
liabilities denominated in foreign currencies are
translated into Hong Kong dollars at the exchange rates
ruling at the balance sheet date. Exchange gains and

losses are dealt with in the profit and loss account.
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1.

Significant accounting policies (Continued)

()

(k)

Translation of foreign currencies (Continued)

The results of subsidiaries outside Hong Kong are
translated into Hong Kong dollars at the average
exchange rates for the year; balance sheet items are
translated into Hong Kong dollars at the rates of
exchange ruling at the balance sheet date. The resulting
exchange differences are dealt with as a movement in
reserves.

Employee benefits

(i) Salaries, annual bonuses, paid annual leave, leave
passage and the cost to the Group of non-
monetary benefits are accrued in the year in
which the associated services are rendered by
employees of the Group. Where payment or
settlement is deferred and the effect would be
material, these amounts are stated at their

present values.

(i)  Contributions to defined contribution retirement
schemes, including Mandatory Provident Funds as
required under the Hong Kong Mandatory
Provident Fund Schemes Ordinance, are
recognised as an expense in the profit and loss
account as incurred, except to the extent that
they are included in the inventories not yet
recognised as an expense.

(i)  When the Group grants employees options to
acquire shares of the Company at nominal
consideration, no employee benefit cost or
obligation is recognised at the date of grant.
When the options are exercised, equity is
increased by the amount of the proceeds received.
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

1. Significant accounting policies (Continued)

U]

(m)

1. FEEHEE (&)

Cash equivalents ) BLEEY

Cash and cash equivalents comprise cash at bank and RekBReEBYRERITFEFRAETF
on hand, demand deposits with banks and other e RITREMESBEE 2SS
financial institutions, and short-term, highly liquid TR UREEHmRRMES @ AJHER
investments that are readily convertible into known ERADASE s RERMEERZZ
amounts of cash and which are subject to an BEEZYERED - LEEAHBRIE
insignificant risk of changes in value, having been within F=EARNEEBZEE - REREBS
three months of maturity at acquisition. Bank overdrafts mEXmME  RekBeEEBUITE
that are repayable on demand and form an integral part FARBARKEEZETEKAESERS
of the Group’s cash management are also included as a BB —HHIRITEX °
component of cash and cash equivalents for the purpose

of the cash flow statement.

Income tax (m) FRE#

(i) Income tax for the year comprises current tax and () ANFEMSREIERBMEDH

movements in deferred tax assets and liabilities.
Current tax and movements in deferred tax assets
and liabilities are recognised in the profit and loss
account except to the extent that they relate to
items recognised directly in equity, in which case
they are recognised in equity.

(i) Current tax is the expected tax payable on the
taxable income for the year, using tax rates
enacted or substantively enacted at the balance
sheet date, and any adjustment to tax payable in
respect of previous years.

(iii) Deferred tax assets and liabilities arise from
deductible and taxable temporary differences
respectively, being the differences between the
carrying amounts of assets and liabilities for
financial reporting purposes and their tax bases.
Deferred tax assets also arise from unused tax

losses and unused tax credits.
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1.

Significant accounting policies (Continued)

(m)

Income tax (Continued)

Apart from certain limited exceptions, all deferred
tax liabilities, and all deferred tax assets to the
extent that it is probable that future taxable
profits will be available against which the asset
can be utilised, are recognised. Future taxable
profits that may support the recognition of
deferred tax assets arising from deductible
temporary differences include those that will arise
from the reversal of existing taxable temporary
differences, provided those differences relate to
the same taxation authority and the same taxable
entity, and are expected to reverse either in the
same period as the expected reversal of the
deductible temporary difference or in periods into
which a tax loss arising from the deferred tax
asset can be carried back or forward. The same
criteria are adopted when determining whether
existing taxable temporary differences support the
recognition of deferred tax assets arising from
unused tax losses and credits, that is, those
differences are taken into account if they relate to
the same taxation authority and the same taxable
entity, and are expected to reverse in a period, or
periods, in which the tax loss or credit can be
utilised.

The limited exceptions to recognition of deferred
tax assets and liabilities are those temporary
differences arising from the initial recognition of
assets or liabilities that affect neither accounting
nor taxable profit (provided they are not part of a
business combination), and temporary differences
relating to investments in subsidiaries to the
extent that, in the case of taxable differences, the
Group controls the timing of the reversal and it is
probable that the differences will not reverse in
the foreseeable future, or in the case of
deductible differences, unless it is probable that
they will reverse in the future.
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

1. Significant accounting policies (Continued)

(m) Income tax (Continued)

(iv)

The amount of deferred tax recognised is
measured based on the expected manner of
realisation or settlement of the carrying amount
of the assets and liabilities, using tax rates
enacted or substantively enacted at the balance
sheet date. Deferred tax assets and liabilities are
not discounted.

The carrying amount of a deferred tax asset is
reviewed at each balance sheet date and is
reduced to the extent that it is no longer probable
that sufficient taxable profit will be available to
allow the related tax benefit to be utilised. Any
such reduction is reversed to the extent that it
becomes probable that sufficient taxable profit
will be available.

Current tax balances and deferred tax balances,
and movements therein, are presented separately
from each other and are not offset. Current tax
assets are offset against current tax liabilities, and
deferred tax assets against deferred tax liabilities
if, and only if, the Company or Group has the
legally enforceable right to set off current tax
assets against current tax liabilities and the
following additional conditions are met:

- in the case of current tax assets and
liabilities, the Company or the Group
intends either to settle on a net basis, or to
realise the asset and settle the liability

simultaneously; or

- in the case of deferred tax assets and
liabilities, if they relate to income taxes
levied by the same taxation authority on
either:

- the same taxable entity; or

1.
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1.

Significant accounting policies (Continued)

(m)

(n)

(o)

Income tax (Continued)

- different taxable entities, which, in

each future period in which
significant amounts of deferred tax
liabilities or assets are expected to be
settled or recovered, intend to realise
the current tax assets and settle the
current tax liabilities on a net basis or

realise and settle simultaneously.

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain
timing or amount when the Company or Group has a
legal or constructive obligation arising as a result of a
past event, it is probable that an outflow of economic
benefits will be required to settle the obligation and a
reliable estimate can be made. Where the time value of
money is material, provisions are stated at the present
value of the expenditures expected to settle the

obligation.

Where it is not probable that an outflow of economic
benefits will be required, or the amount cannot be
estimated reliably, the obligation is disclosed as a
contingent liability, unless the probability of outflow of
economic benefits is remote. Possible obligations, whose
existence will only be confirmed by the occurrence or
non-occurrence of one or more future events are also
disclosed as contingent liabilities unless the probability
of outflow of economic benefits is remote.

Dividends

Dividends are recognised as a liability in the period in

which they are declared or approved.
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

1.

Bt & = A

(Expressed in Hong Kong dollars) (U&7t /A % i)

Significant accounting policies (Continued)

(p)

(q)

(r)

Research and development costs

Research and development costs comprise all costs that
are directly attributable to research and development
activities or that can be allocated on a reasonable basis
to such activities. Because of the nature of the Group's
research and development activities, the criteria for the
recognition of such costs as an asset are generally not
met until late in the development stage of the project
when the remaining development costs are immaterial.
Hence both research costs and development costs are
generally recognised as expenses in the period in which
they are incurred.

Related parties

For the purposes of these financial statements, parties
are considered to be related to the Group if the Group
has the ability, directly or indirectly, to control the party
or exercise significant influence over the party in making
financial and operating decisions, or vice versa, or
where the Group and the party are subject to common
control or common significant influence. Related parties
may be individuals or other entities.

Segment reporting

A segment is a distinguishable component of the Group
that is engaged either in providing products (business
segment), or in providing products within a particular
economic environment (geographical segment), which is
subject to risks and rewards that are different from

those of other segments.

In accordance with the Group’s internal financial
reporting system, the Group has chosen business
segment information as the primary reporting format
and geographical segment information as the secondary
reporting format for the purposes of these financial

statements.

1.

TEEHEE (F)

(p)

(q)

(r)

MR R BEAE

MEKFRERABEME EEBFE
MRBEEHEEZKA - KA AEM
SAREERERES KA - AREEZ
MARFEEH ML  LEERA
BRREEZ IR —RAKEZEBH
ERERZEMTRER  MERKAT
ZBERAE M RE o Fitk - 7758
PRAS B PSR AR — R B A 2 B
MR B -

B AL
MAFBHREME - MRAEEER
BERIMEEEES - TALTHE S —

TALZHBRRERRBEBEERL
TEB  RE—TALRAEEKME
EERASEREAEE 2 MK RE
BRARBEEAZEZEN  HAKE
HE—HF ALTHREINKRZ B
HAZEAZET @ IRRABAEE
Z%% =+ o BREEA LA A @RI A
THHMER -

2 &

PEfRAEE AR BERD 2 HEK
CWEHBRRHEEEER (XK

UKF

rt tﬁ) o Y
tl)

) R — AR E 2 & BEIREF IR
HER(MEDEP)  XEAETRR
H 5 20 2 BB Fl [ 3R o

RRAEE NHERERLG - K
SEERAMBEHRRBEUELE D
BRENHEEZEERN - MiE

DHBABREZDHBRETLR ©
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1.

Significant accounting policies (Continued)
(r) Segment reporting (Continued)

Segment revenue, expenses, results, assets and liabilities
include items directly attributable to a segment as well
as those that can be allocated on a reasonable basis to
that segment. For example, segment assets may include
inventories, trade receivables and property, plant and
equipment. Segment revenue, expenses, assets, and
liabilities are determined before intra-group balances
and intra-group transactions are eliminated as part of
the consolidation process, except to the extent that such
intra-group balances and transactions are between
group enterprises within a single segment. Inter-
segment pricing is based on similar terms as those
available to other external parties.

Segment capital expenditure is the total cost incurred
during the period to acquire segment assets (both
tangible and intangible) that are expected to be used for
more than one period.

Unallocated items mainly comprise financial and
corporate assets, interest-bearing loans, borrowings,
and corporate and financing expenses.

Turnover
The principal activities of the Group are the manufacture and

sales of electronic components.

Turnover represents the sales value of goods supplied to

customers less goods returned and after trade discounts.

1.

TEEHEE (B)
( 2BHE (&)
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Kwang Sung Electronics H.K. Co. Limited

Notes on the

*\
AT

Financial Statements

Bt % = M

(Expressed in Hong Kong dollars) (U&7t /A % i)

3. Other revenue

Interest income

Recovery of bad debts

Scrap sales
Others

RS ON
LrqEp=: 2
BEFL I E
Hith

4. Profit from ordinary activities before taxation

Profit from ordinary activities before taxation is arrived at after

charging:

(a) Finance costs:

Interest on bank advances and

other borrowing wholly

repayable within five years
Finance charges on obligations

under hire purchase contracts

(a) BAERCA :

RITBRRANRREFN
BHEEZEMER

ZHE

3.

HBESORENTEE R

H{th g &=

2003 2002
—EE=F —ETE-F
$°000 $'000
Fr For
781 749
181 733
95 75
764 205
1,821 1,762

BR#EATIE B X5 % F

BB AT IE % 2 755 A 2 B T 5 &R

2003 2002
—EE=HF —ETF
$°000 $°000

FT For

29 233

2 48

31 281
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Profit from ordinary activities before taxation 4. BBIAIEHE 2K HF (&)

=

(Continued)
Profit from ordinary activities before taxation is arrived at after BRATIE S 285 FE MG T &\ (8)
charging: (Continued)
2003 2002
—EE=F —EE—F
$°000 $°000
FT For
(b) Other items: (b) HAhIERE :
Cost of inventories sold* BEETEEZKA! 412,569 299,071
Staff costs #* = N
— salaries, wages and other —I% - #FHekEMER
benefits 40,867 37,493
— contributions to defined — E R MG E 2 K
contribution schemes 1,268 703
Auditors’ remuneration Z B RN B &
— audit services — =R 397 401
— tax services — T I8 AR 7% 37 37
Depreciation® e E.-
- owned assets —BE&E 9,977 6,066 2]
— assets held under hire —REHEBESORECEE $
purchase contracts - 383 o
Operating lease charges in MEZKEHEERY %
respect of properties*” 3,965 2,644 ﬁl
Research and development MERBENMXEER
and technical support fee 16,729 8,985
# Cost of inventories sold includes $44,661,000 (2002: # EEGFEZHABFHESTHE  HEH
$38,240,000) relating to staff costs, depreciation expenses and SRR YFEZKEHEERABFHL
operating lease charges in respect of properties, which amount 44,661,000% T (= ZFZ — 4 : 38,240,000
is also included in the respective total amounts disclosed JBIL) o ELLEEAEFIME A LR S FHE
separately above for each of these types of expenses. BEZEBASTZHEDENA -
& Staff costs included operating lease charges of $588,000 (2002: & BT A BEA & HE & 588 000% T
$490,000) which amount is also included in operating lease (=TT 4 :490,000;87T) - 2 H2FE
charges disclosed separately above. FALRSHARBZEEHEERNA -
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

5.

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

Income tax in the consolidated profit and loss
account

(a)

Taxation in the consolidated profit and loss

account represents:

Current tax

Provision for Hong Kong
Profits Tax

Under/(over)-provision for
Hong Kong Profits Tax
in respect of prior years

PRC taxation

Deferred tax

Origination and reversal
of temporary
differences

B IE
BBMETERE

NEERERBBNEHR 2
EHEDR (BF)

B BIR

I IE R
EREERzEERED

Provision for Hong Kong Profits Tax is calculated at the

applicable tax rate on the estimated assessable profits

arising in Hong Kong during the year. In March 2003,

the Hong Kong Government announced an increase in
the Profits Tax rate from 16% to 17.5%. This increase is

taken into account in the preparation of the Group's

2003 financial statements.

5.

REEEBRARIZRE

(a) HEBBERAMIIZHBEAR :

2003 2002
—EE=F —ZTE-F
$°000 $'000
Fr For
7,300 5,456
43 (79)
7,343 5,377
383 140
7,726 5,517
114 -
7.840 5,517

BENGEH LR ERFAZER
R RAAFT R BB EL Z BRTE

HE - R-FE=

F=A BERMA

EMHMNBEREMAI6%IRER 2
17.5% - AEBERBE ST =F5
BHRERFD T AZEMR -
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5. Income tax in the consolidated profit and loss
account (Continued)

(a)

Taxation in the consolidated profit and loss
account represents: (Continued)

The Group carried out manufacturing activities in the
People's Republic of China (“PRC") under the terms of
various assembling and processing agreements with PRC
entities and has substantial involvement in these
manufacturing activities undertaken in the PRC. The
profits earned are thus considered to be partly arising
and derived from the manufacturing activities carried
out in the PRC and partly from other activities
performed in Hong Kong. As such, the Group is granted
a 50:50 offshore exemption in respect of Hong Kong
Profits Tax.

Provision for income tax in respect of the subsidiary in
the PRC has been calculated at the applicable rate of
taxation ruling in the PRC based on its estimated
assessable profits for the year. In accordance with
relevant regulations and Enterprise Income Tax Law
applicable to the PRC, the PRC subsidiary is entitled to a
50% income tax relief for the three years ended 31
December 2003. As such, the applicable income tax rate
for both the current and prior years is 7.5%.

5. REGBRBRAMINZHAER (&)

(a)

RERBRAMIZHESR
(#)

AREERBEABPNT TRFILLZ %
BRERNTHEZGREFEAR
HAME ([ BE])ETEREES - WA
BBEERBETZZEHETY -
H Uk P BRER 2 5 A - BB 3 BRAR A e R
BT < R ERBAELERRG
MOBRRANBEBETZEMIEEM
EENREE - it - REBREFEN
SRZEHS0502 BEFFAR -

EHREZHBARZASHEHERIE
PRZERARE  UAMZKFE 2 Gt
ERFEFE - REBETFHEAZE
BERRDEMSRE  REBEZH
BARREEZE-TT=F+=-"A=+
—BIE=AFEES0%MEFRE
A AFERBEFEZBAAMER
K B7.5% °
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt % = M

*\
AT

(Expressed in Hong Kong dollars) (U&7t /A % i)

5. Income tax in the consolidated profit and loss 5.

account (Continued)

(b) Reconciliation between tax expense and
accounting profit at applicable tax rates:

Profit before tax

Notional tax on profit before
tax, calculated at the rates
applicable to profits in
the places of operations
concerned

Tax effect of non-deductible
expenses

Tax effect of non-taxable
net revenue

Under/(over)-provision in

prior years

Actual tax expense

6. Directors’ remuneration

Gl
RRERBRSWEER

i A B9 38 AR A 3R 5 E R

758 R4 ) B 4 2 1508
PAIHBRREX 2 R BT &
BARBRAFRZ BB E

NEFEZEEBETR
GER)

ERFIAS

Directors’ remuneration disclosed pursuant to section 161 of

the Hong Kong Companies Ordinance is as follows:

Fees

Salaries and other emoluments
Discretionary bonuses
Retirement scheme contributions

e
FekEMMe
B IS IEAT
RREH B R

RESBRERAMIZHAER (&)

(b) FEHERANMSHENZBERR

B ENHER
2003 2002
—22=F BT
$°000 $°000
T FT
83,885 68,662
14,169 10,827
218 86
(6,590) (5,317)
43 (79)
7,840 5,517
EEMe
RESSAGIEANE161EELEE ES
MemT
2003 2002
—FB=F —ET o
$°000 $'000
T Tt
579 36
3,000 2,860
- 290
44 36
3,623 3,222
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Directors’ remuneration (Continued) 6. EEBE (&)

Included in the directors’ remuneration were fees of $160,000 EEMeBEFAZIN TE I ERNITES L
(2002: $36,000) paid to the independent non-executive B & 160,000 70 (ZZ T Z 4 : 36,000/
directors during the year. JT) °

In addition to the above remuneration, certain directors were bR LA eI - ETESHBBERRRZHE
granted options under the Company’s share option scheme. IRt EIERBERE - ZZEBWA R 2 F1E
Details of these benefits in kind are disclosed under the TRESFEREG [ERES] —BR R
paragraph “Share option scheme” in the directors’ report and 211 IR E -

note 21.

The directors’ remuneration is within the following bands: EEMEN TUTEHE :

Number of directors

EEHAE

2003 2002

—EE=F T F
$Nil — $1,000,000 Z L E 1,000,000 7T 5 6 s
$1,000,001 — $1,500,000 1,000,001 7T 2= 1,500,000/ 7T 1 1 mi
&
+
6 7 )
o3
i}
i
S
e
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

7. Individuals with highest emoluments

The five highest paid individuals in the Group during the year

included three (2002: three) directors of the Company whose

emoluments are disclosed in note 6 above. Details of the

emoluments paid by the Group and the designated bands for

the remaining highest paid non-director individuals during the

year are as follows:

Salaries and other emoluments

Discretionary bonuses

Retirement scheme contributions

$Nil — $1,000,000

FekEMMe
B 15 IEAT
R B R

ZHICE1,000,0007 7T

8. Profit attributable to shareholders

The consolidated profit attributable to shareholders includes a
profit of $76,045,000 (2002: $63,145,000) which has been
dealt with in the Company’s financial statements.

7.

RE#FAL

FA - AEBLERSFALTRE=R (=
TE_F:ZR)ARAZEE  E@EE
REXHZEHRE - FA - AEEEN

JHeHFBRESREEFHFESTALIZHE
#HEWT :
2003 2002
—EE=F —ETF
$°000 $'000
Fr For
1,484 1,210
8 80
24 24
1,516 1,314
Number of individuals
A
2003 2002
—EE=F ZTTF
2 2
B% R P& 4k 3% F

BAEBRREHEZANSEENARRTBHRE
BRI 7 % F76,045,0008 T (—FE —4F ¢

63,145,000/ 7T) °
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10.

Dividends 9. RE
2003 2002
—EE=F —ETF
$°000 $°000
FT For
Dividends attributable to the year XEERE
Special dividend declared and paid BBk R AERIRE SR
of approximately $0.7813 (2002: #70.7813BL (ZEZ —_4F :
$35.09) per share (note (i) 35.09%7t) (B4 aE(i) 5,469 24,560
Final dividend proposed after the HEBRRERARNBRESEAR0.055% T
balance sheet date $0.055 (2002: (ZZBZ=F : T L) (Maii)
$Nil) per share (note (ii)) 17,232 -
22,701 24,560

Notes:

(i) The special dividend declared was based on 7,000,000 ordinary
shares (2002: 700,000 shares before the subdivision of the
Company’s shares in September 2002) outstanding and paid to
the then shareholders of the Company prior to the listing of the
Company’s shares on the Main Board of the SEHK on 4 July
2003.

(i) The final dividend proposed after the balance sheet date has
not been recognised as a liability at the balance sheet date.

Earnings per share
(a) Basic earnings per share

The calculation of basic earnings per share is based on
the profit attributable to shareholders of $76,045,000
(2002: $63,145,000) and the weighted average number
of ordinary shares of 275,620,000 (2002: 240,000,000
shares after adjusting for the capitalisation issue of

shares in 2003) in issue during the year.

(b) Diluted earnings per share

The calculation of diluted earnings per share is based on
the profit attributable to shareholders of $76,045,000
and the weighted average number of ordinary shares of
276,297,920 after adjusting for the effects of all dilutive
potential ordinary shares.

10.

Mt

(i) ZHEFAIREEARARNR_ZZ=F
+tAMBESSBHARMER WA - 5
7,000,000k B BT EBR (ZET_F :
RZZEZ_FAARERARKRMDIFMAN A
700,0008%) i1 & &I B T AR A E 2
A& o

(i) REFERREZDIRNORHAR S HRELS
HHKERRAEE -

BRAEF
(a) BEREXEF

BRERNRF R IR T E G F
76,045,000 T (Z T & = F
63,145,000 7T) R F AN E #1717 @R
R I #E 15 88275,620,0000% (—Z2F —
F o LRAERN ST =FEIT2ERE
TR P 14 240,000,000 %) 5T &

(b) ER#BBFRF

TR AR %R EEN T
76,045,000/ T R E B ATE A& BT
By ENTRRELARSHOY
RS hn#E F 15 80276,297,920/% 51 & -
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt % = M

*\
AT

(Expressed in Hong Kong dollars) (U&7t /A % i)

10. Earnings per share (Continued)

11.

(b)

(c)

Diluted earnings per share (Continued)

There were no dilutive potential ordinary shares in
existence during 2002 and therefore diluted earnings
per share is not presented.

Reconciliations

Weighted average number of
ordinary shares used in TR N T8

calculating basic earnings

per share

BIERPHERETLZ
T E AR

Deemed issue of ordinary
shares for no consideration

Weighted average number of
ordinary shares used in T AR N T 5 B
calculating diluted earnings

per share

Changes in accounting policies

(a)

Land and buildings held for own use

In prior years, land and buildings held for own use were
stated at cost less accumulated depreciation. With effect
from 1 January 2003, the Group adopted an accounting
policy of stating all land and buildings held for own use
at revalued amounts as set out in note 1(d). The
directors believe that this change of policy will result in
a more appropriate presentation of events and
transactions in the financial statements.

As a result of the adoption of this new accounting
policy, both the Group’s profit for the year and the
Group's and the Company’s net assets as at the year end
have been reduced by $2,356,000.

R ESRERRF 2

RUAESREERRN 2

10. BRER (&)

11.

(b) ERBERA (&)
HR-_ZEE _FUWEEEETHEY
ZNTERk  AhwEZ275RES
&R o
(c) ¥
Number of shares
BB EE
2003 2002
—EE=F —ET=F
275,620,000 240,000,000
677,920 -
276,297,920 240,000,000
SRR 2B
(a) BERXTHKRETF

RBEFE - BRI REFREKA
BMEBFTEINR -H-_TT=F—H
—BE AEERAZEFTRERA
FERLHEETREMAER R
MIEE1(d) - BEHEE @ LWAEFHE
HEMERERBRRAERELE
BEBERRS -

AREANLBH S TER  A&EA
FEZHMARANEERARBRF
B2 BEFMEYIRM 2,356,000 7T °
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11.

12.

Changes in accounting policies (Continued)

(b)

Deferred tax

In prior years, deferred tax liabilities were provided using
the liability method in respect of the taxation effect
arising from all material timing differences between the
accounting and tax treatment of income and
expenditure, which were expected with reasonable
probability to crystallise in the foreseeable future.
Deferred tax assets were not recognised unless their
realisation was assured beyond reasonable doubt. With
effect from 1 January 2003, in order to comply with
Statement of Standard Accounting Practice 12 (revised)
issued by the Hong Kong Society of Accountants, the
Group adopted a new policy for deferred tax as set out
in note 1(m). The effect of this change in accounting
policy is not material and, therefore, the opening
balances have not been restated.

Segmental reporting

Segment information is presented in respect of the Group’s

business and geographical segments. Business segment

information is chosen as the primary reporting format because

this is more relevant to the Group’s internal financial

reporting.

1. BFBE 2B (&)

(b)

3IF: 3IE i 1]

NBEFE BEEHRBAEBEEREE
Rtz @t @RBEETAZE
M BERKZEEMBE AN A
RARERZRBATE - LB EER
RfE  EEHREER SESER
EFAUERETE®R - AT =F
—A—HE  RNEBEZELEHIERSR
FBUR (RMEE1(mM) - RF & HEE
B ASR B 2B EBERE12
5t (RIERT) » MRS BRI E L &
EARE  WBOERLTESS -

12. 7 HEHR
SHWENNRALEEZEBRILEH B2
5 o REBEENEBSBERNAEELR
B EAEEEYANEENIE 6%

% -
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt & = A

(Expressed in Hong Kong dollars) (U&7t /A % i)

12. Segmental reporting

12. ZHEHR

(a) Business segment (a) XKD
The Group is engaged in the manufacture and sales of REBREHUERMHEEF LMY - &
electronic components which can be divided into two FrhraI s RMAE-—EaTHRE
product segments — composite components and unit BT - ZJS'EIZZ%%izé)}ZK
electronic components. An analysis of the Group’s SBzHBRRIRE R D E ST
results of operations and the Group's financial position T &
by product segments is as follows:
Composite Unit electronic
components components Consolidated
BNETH =E
2003 2002 2003 2002 2003 2002
Z2B=F —TT_F ZBE=F —_TT_F ZBBZF —_TT_F
$'000 $°000 $'000 $°000 $'000 $'000
Fr Fir Fir Fir Fr Fir
Turnover =E 406,585 259,469 135,224 137,486 541,809 396,955
Segment results DEEE 58,058 43,031 24,037 23,435 82,095 66,466
Unallocated operating R BL&LE
income and WARER
expenses 1,821 2,477
Profit from R A
operations 83,916 68,943
Finance costs A& AR (31 (281)
Income tax iS5t (7,840) (5,517)
Profit attributable T
to shareholders gl 76,045 63,145
Depreciation e 7,451 4,277 2,526 2,172 9,977 6,449
Significant non-cash EWNE K
expenses (other HEAEN)
than depreciation) EHE) - 463 - 246 - 709

ANNUAL REPORT 2003

ZOO0=ZHEH



12. Segmental reporting (Continued) 12. 2HEH (&)

(a) Business segment (Continued) (a) EBDE ()
Composite Unit electronic
components components Consolidated
BETH BUETFH mE
2003 2002 2003 2002 2003 2002
ZBE=f _TT_F ZEEZF _TT_F —BEZF _TT_F
$°000 $°000 $°000 $°000 $°000 $°000
Fr Fr Fr FiT Fr Fir
Segment assets DB E 161,671 94,991 50,310 55,711 211,981 150,702
Unallocated assets AAOBEE 191,862 63,252
Total assets BEHE 403,843 213,954
Segment liabilities HEEE 54,995 24,558 23,415 16,467 78,410 41,025
Unallocated liabilities KA B EE 11,687 13,289 -
o
Total liabilities =Lt 90,097 54,314 ﬂ
)
. . o
Capital expenditure FRAEEZ af
incurred during BRI g
the year 22,720 13,102 8,807 4,923 31,527 18,025 pul]
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

12. Segmental reporting (Continued) 12. 2HEH (&)
(b) Geographical segments (b) #EH B
In presenting information on the basis of geographical ey B2 BRI - HEEEE
segments, segment turnover is based on the destination TRASBEEMBNMERE - 2 HE
of the Group’s products. Segment assets and capital EREARAXNEEEZMBNEE
expenditure are based on the geographical location of iE °
the assets.
Capital expenditure
incurred during
Turnover Segment assets the year
= 3 PWEE FRAEEZELXHAX
2003 2002 2003 2002 2003 2002
Z2BZF —TT_F ZBE=F —TT_F ZBBZF _TT_F
$°000 $'000 $°000 $'000 $°000 $°000
Fi Fr Fi Fr Fi Fr
Hong Kong B 167,625 133,402 214,617 95,136 603 -
PRC (other than HE (B
Hong Kong) PASI) 282,254 217,755 146,872 108,525 27,625 18,025
Korea 451 55,343 32,149 29,738 5,885 3,299 -
Others HA 36,587 13,649 12,616 4,408 - -
541,809 396,955 403,843 213,954 31,527 18,025
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13. Fixed assets

The Group

Cost or valuation:

At 1 January 2003

Additions

Deficit on revaluation

Less: Elimination of
accumulated
depreciation

At 31 December 2003

Representing:

Cost
Valuation — 2003

Accumulated depreciation:

At 1 January 2003
Charge for the year

Elimination on revaluation

At 31 December 2003

Net book value:
At 31 December 2003

At 31 December 2002

RASEE :
R-_EE=F—H—H
N

BHEE

B WESHREITE

A
B e

2RIFE
R-—ZEE=F—H—H
FEWMEER
HEF#EE

13. BIEEE

(a) F£HE
Land and Plant and Other fixed
buildings machinery assets Total
=+ i ] BER H

g3 ®RtE EBEEEE #Ast
$°000 $°000 $°000 $°000
T TT Fr T
4,519 39,320 9,554 53,393

= 26,780 4,747 31,527
(2,424) — — (2,424)
(895) - - (895)
1,200 66,100 14,301 81,601

- 66,100 14,301 80,401

1,200 - - 1,200
1,200 66,100 14,301 81,601
858 20,156 6,865 27,879

62 8,482 1,433 9,977
(895) - - (895)
. . N e ol
1,175 37,462 6,003 44,640
3,661 19,164 2,689 25,514
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt & = A

(Expressed in Hong Kong dollars) (U&7t /A % i)

13. Fixed assets (Continued)

(b) The Company

Cost or valuation:

At 1 January 2003

Additions

Deficit on revaluation

Less: Elimination of
accumulated
depreciation

At 31 December 2003

Representing:

Cost
Valuation — 2003

Accumulated depreciation:

At 1 January 2003
Charge for the year

Elimination on revaluation

At 31 December 2003

Net book value:
At 31 December 2003

At 31 December 2002

BADR G E
R-_ZEE=F—H—AH
185K

BHERE

B M RIET &S

R
=

REHE .
R=ZTE=F—H—H
FENEEA

B & i 8 Bl

i

A
:m O

=3 S
+= +—H

R
RoBB=F
A=+—F

+

[1]
+
i}

1
o A

=+ |1

13. BEEE (&)
()N

Land and Plant and Other fixed
buildings machinery assets Total

+ i R HER Ht
g5 RtE EBEEEE @Et
$'000 $'000 $'000 $'000
T T T T
4,519 1,783 1,634 7,936
- 2,327 1,576 3,903
(2,424) - - (2,424)
(895) - - (895)
1,200 4,110 3,210 8,520
- 4,110 3,210 7,320
1,200 - - 1,200
1,200 4,110 3,210 8,520
858 216 1,278 2,352
62 511 276 849
(895) - - (895)
25 727 1,554 2,306
1,175 3,383 1,656 6,214
3,661 1,567 356 5,584
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13. Fixed assets (Continued)

14.

(@)

Land and buildings situated in Hong Kong are held for

own use under medium term leases.

The Group's and the Company’s land and buildings held
for own use were revalued at 30 April 2003 by DTZ
Debenham Tie Leung Limited, an independent firm of
professional surveyors who have among their staff
members of the Hong Kong Institute of Surveyors, on an
open market value basis. Revaluation deficit of
$2,424,000 has been charged to the profit and loss
account.

The directors of the Company, who are not qualified
valuers, have reviewed the carrying value of land and
buildings as at 31 December 2003 with reference to the
relevant market indices. They are of the opinion that
there have been no significant changes in the value of
land and buildings since 30 April 2003.

The carrying amount of the land and buildings held for
own use of the Group and the Company at 31
December 2003 would have been $3,522,000 (2002:
$3,661,000) had they been carried at cost less

accumulated depreciation.

At 31 December 2003, the net book value of fixed
assets of the Group and the Company held under hire
purchase contracts is $Nil (2002: $895,000).

Interest in a subsidiary

Investment, at cost

Amount due from/(to) subsidiary

RE (ZRAE)

13. BIEEE (&)

(@)

Y (Fef) Ml B A Rl < 58

R EE 2 i MAE TR ALY
FEEER -

R=ZTE=FWA=+AH ' BERT
*ﬁﬁE RIIEARMEEERAEE K

NRAIFBEERZ L RIEF#T
Eﬁ HERTERRARABILERE
HERM @ HBMHELABEREEME
G 8 o B(HE5182,424,0008 L E R
B R PO -

ARFTEE (5 SL A BB EET)
BE2ZHMTISEY - BN RS
FR-BB=FE+=A=t+—-A2E
HiE - #ERA A-FET=FNS
S+ RS EE Y
EAZD -

MAKRBERARRFEEGRAZ T
EEFR_TZ=F+=-A=+—8
ZEEEDERANREBETES R
BIE £ B # 43,522,000 T (—TZF
— 4 : 3,661,000/ 7T) °

R=ZZBE=F+=-A=+—8 " &%
BEEAARBEABANBEEZETE
BEZEEFEATAEL(ZEZE =
£ : 895,000 L) °

14. AHB AR 2=

2003 2002
—EE=F —ET=F
$°000 $°000

FT Fi
33,949 29,952
4,477 (10,022)
38,426 19,930
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

14. Interest in a subsidiary (Continued) 14.
Details of the subsidiary are as follows:
Place of Particulars
establishment of paid-up
Name of company and operation capital
CIEE PRI R AR 3t B BARAREE
Shenzhen Kwang Sung PRC Us$4,271,780
Electronics Co., Ltd. il 4,271,780 T
AINHEEFHRAA]
The subsidiary is a wholly-foreign owned enterprise
established in the PRC with an operating period of 30 years up
to 2024.
15. Inventories 15.

Raw materials B
Work in progress 2 m
Finished goods SURK am

Included in inventories, there are raw materials and finished
goods totalling $195,000 (2002: $1,281,000) stated net of a
provision, made in order to state these inventories at the
lower of cost and estimated net realisable value.

REEAT 2= (&)
MHEARZF#EOT :

Proportion of

ownership
interest held Principal
by the Company activity
PANCTESE S|

AR L A FEXEHK

100% Manufacture
of electronic

products
WETTER

ZHBARARFBEK L ZINEBERE
& E_T_NFIL=1F -

The Group and
the Company

AEBEREAT
2003 2002
—EE=F —ETE-F
$°000 $'000
F T For
25,664 11,242
14,689 10,701
15,453 10,864
55,806 32,807

GEERBIERBEBEIRZ RV RE
KA £195,0008 L (Z 2T = F
1,281,000 7) - BABE 2 BB AFEZE
FEUKRA R G BB FEZBEET
B\.E °

L
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16. Trade receivables 16.

The ageing analysis of trade receivables (net of provision for
bad and doubtful debts) is as follows:

Current K 180 B

Less than 1 month overdue BEBIOR—EA

Over 1 month but less than BEHEE— (A A ETHEA
3 months overdue = &R

Over 3 months but less than B HAEE A =8 A BT HEB
12 months overdue +=1@ A

Included in trade receivables is an amount of $11,406,000
(2002: $4,485,000) due from a shareholder (note 26).

Credit terms granted by the Group to customers (including the

shareholder) generally range from one to two months.

All of the above balances are expected to be recovered within

one year.

FE W B 5 fR =X
FENE 2 85 K CR 5 RIEIR ) 2 BRIG D AT
mE

The Group and
the Company

AEEREKADTF
2003 2002
—EE=F —ET=F
$°000 $°000
FT Fi
56,454 52,406
23,549 25,621
27,496 12,597
2,613 -
110,112 90,624

FEUESEREERK —BREZ
11,406,000/ 7T (== Z = 4F : 4,485,000/8
7t) (Bi3E26) °

]

FEBRTEP (BERR) 2BREH RN
F—EZm@EA -

N

B LAMARES AR —FARKE -
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

17. Cash and cash equivalents 17. RBEeRELSEEY

The Group and
the Company

AEBEREAF
2003 2002
—EE=F —EE-F
$°000 $'000
Fr For
Deposits with banks RITER 130,690 40,410
Cash at bank and in hand WITERRES 52,708 8,916
183,398 49,326

18. Bank loans 18. HMITER

The Group and
the Company

AEERAEADF
2003 2002
—EE=F —ETF
$°000 $°000
FT For
Instalment loans repayable AR —F N R K
within 1 year or on demand BREZDHEE - 1,211
At 31 December 2003, the banking facilities of the Group and REZZZE=F+-A=+—H x&BER
the Company were secured as follows: RAIZRITEREEERAT :
The Group and
the Company
AEBRADH
2003 2002
—EE=F —TE-F
$°000 $°000
Fr T
Pledged deposits B 7R - 9,000
Land and buildings (net book value) £ 185 (ABREEERT) - 3,661
- 12,661
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18.

19.

Bank loans (Continued)

Before the listing of the Company’s shares on the Main Board
of the SEHK, one of the directors, also a major shareholder of
the Company, issued personal guarantees to banks as part of
the security against the banking facilities granted to the
Group. The personal guarantees were limited to the principal
amount of $32,220,000 (2002: $32,220,000) plus interest and
other charges. The personal guarantees were released on 4
July 2003.

Trade payables

The ageing analysis of trade payables is as follows:

Due within 1 month or on demand
Due after 1 month but

within 3 months

Included in trade payables is an amount of $9,646,000 (2002:
$8,614,000) due to a shareholder (note 26).

The credit terms granted by the suppliers (including the
shareholder) generally range from one to two months.

All of the above balances are expected to be settled within
one year.

18.

19.

R —1{EA A EEA Sk AT 52 B SR S A
—EREE=EANEH

RITER (&)

ARRBRDERERFTER ETAT - AR FA]
—HERFTERREERRITELBEAE
R AEBBEFAEEZRITEEZETZ —
19 o ZEAERERKA£%32,220,000
BT (ZZEZT — 4 : 32,220,000/ 7T) B AN
BREMER ZBAABRENR=-ZTZT=
+ A B # -

FE 4 B 5 B =K
ERAESERRZERINMT :

The Group and
the Company

REEREAT
2003 2002
—EE=F T F
$°000 $'000
FT Fr
68,149 35,031
10,261 8,394
78,410 43,425

ERNEZERDEREN - BBRRZAE
9,646,000/ 7L (ZFZF 4 : 8,614,000/
7t) (HtsE26) °

HER (BRERR) G T 2REH—RNF—
EMEA -

A Bt 2 SRER R — S REE -

il
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

20. Obligations under hire purchase contracts 20.

At 31 December 2002, the Group and the Company had
obligations under hire purchase contracts repayable as
follows:

HIBEWEE

R-ZZ-_F+—-A=+—0 AEBEAK
ARIEREBEABEOBITZAERT :

The Group and the Company

Present value
of the minimum
lease payments
REHEE
RRZBHE
$°000

Fr

Within 1 year —FR 302

REBREDH
2002
—EECF

Interest Total
expense relating minimum
to future periods lease payments
B R 7 3R 5 BREHEE
ZF BB X TREHE
$°000 $°000
Fir Fr
2 304

One of the directors, who is also a major shareholder,
provided personal indemnities and undertakings in respect of
the above hire purchase contracts. In January 2003, the above
obligations under hire purchase contracts were fully settled.

21. Employee benefits 21.
(a) Employee retirement benefits

The Group operates a Mandatory Provident Fund
Scheme (“the MPF scheme”) under the Hong Kong
Mandatory Provident Fund Schemes Ordinance for
employees employed under the jurisdiction of the Hong
Kong Employment Ordinance. The MPF scheme is a
defined contribution retirement scheme administered by
independent trustees. Under the MPF scheme, the
employer and its employees are each required to make
contributions to the scheme at 5% of the employees’
relevant income, subject to a cap of monthly relevant
income of $20,000. Contributions to the MPF scheme
vest immediately.

The subsidiary in the PRC participates in a defined
contribution scheme organised by the PRC municipal
government. The subsidiary is required to make
contributions at 8% of the relevant PRC employees’
salaries to the scheme. Contributions to the scheme vest
immediately.

—RERARFEIERR2ESH Lt 2
BENELEABERENRAR -R_ZF
=F—f LnEBSHNARDEREHE -

EBEREA
(a) EERKEF

REERBEEBEGEAES T EE
Bl B AR 15 B 7 7] A E I 1= (6 AT {2
BrzEEREREIEATESTE (4
BeaTEll) c AESHEDEBYE
HABEZ EBEEFERARTE - BRI
wESE EEREEEBESEAR
12 BAERIUR A 2 5% 2 tb 5l 5k 51 & 1F
HHR - MEBEARBRAZ ERA
20,0007 7T ° 318 @ 5 & 2 H KA B
BB XEA o

R B 2 W B 2 7 2 6 ph o T Y

Hh T TEEKH D - HBARAR

B EE B # S 2 8% t Bl 3t &t
%

BIfE R - 3 B RS B
FHA -
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21.

Employee benefits (Continued)

(a)

(b)

Employee retirement benefits (Continued)

Save as set out above, the Group has no other material
obligations to make payments in respect of retirement
benefits of the employees.

Equity compensation benefits

The Company has a share option scheme which was
adopted on 16 June 2003 whereby the directors of the
Company are authorised, at their discretion, to invite
employees of the Group, including directors of any
Company in the Group, advisers and consultants, to
take up options to subscribe for shares of the Company.
The exercise price of options is the highest of (i) the
nominal value of the shares, (ii) the closing price of the
shares on the SEHK on the date of grant and (iii) the
average closing price of the shares on the SEHK for the
five business days immediately preceding the date of
grant. The options vest after one year from the date of
grant and are exercisable for a period to be notified by
the directors to each option-holder upon the grant of
option, such period not to exceed ten years from the
date of grant. Each option gives the holder the right to
subscribe for one share.

Terms of share options granted during the year which
remained outstanding at the balance sheet date are set
out below:

Date granted Exercise period

& B H TEHE
7 July 2003 1 July 2004
—EE=-F+AHtH to 30 June 2008

—ZETZMELRA—HE
—ZEENFXRA=TH

21.

Exercise price

BEEA (&)

(a)

(b)

EBERKER (&)

B EXEEESN  AEEBERES
RARAE FE A Rz H A B RAE -

IR EAE R

REARFR-BER-_ZZ=F A+
NERANZBIRESE - ARRES
EFXENBERARERE (BEAE
BMAETMARZES) « BEHRES
AREEABREZEZDY - UREA
REIED - BREZITEE/SAT=
FzxeE  (ROHEME: (HRRH
BHRNEEBHImZETE &
(IRERHABRAEEEBRNE
BBB R T2 FHRTE - BRERS
REEHBH—FRER  MITEHA
EENRHERER NS S @B E
FEAZHRE @ EZHETSHEES
R BHRE +F - S BREGER
HERFA ANRE—BRD -

REARELREE B HARTTEZE
PerEFFIENT

No. of options
granted during the
year and balance at
31 December 2003
RERRHZBRE
BERAER=-ZZ2=F

TEE t-A=t+t—-HZz&EH
$1.294 20,900,000
12948 7T

ZOO0=HEH
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

21. Employee benefits (Continued) 21. EEEF (&)

(b) Equity compensation benefits (Continued) (b) BAHEER (&)
All the share options were granted at nominal FTAEERESEK X ERE D R
consideration and unvest at 31 December 2003. No ZET=FF+ A=t —HEKRE
share options were exercised, cancelled or lapsed during oo EBRENFENEITE T
the year. The maximum percentage of the share options AWM AIIIFEEREZEEES L
which may be exercised is determined in stages as TR T YR EREE
follows:
On or after first year anniversary (or 1 July 2004) 30%

R—BF (X -_ZZWFLA—RB)EARZE

On or after second year anniversary (or 1 July 2005) another 30%
RABAF (K=ZTEZERFELtHA-R)ERKXZE 5 5h30%
On or after third year anniversary (or 1 July 2006) another 40%
REBF (=TT "FLHA—RH)EHHZE 5 IN0%
22. Income tax in the balance sheet 22. EEEBRAMIZHAEH
(@) Current taxation in the balance sheets (a) BEEEBRAMIAHEHRES :
represents:

The Group and
the Company

AEBRAEDH
2003 2002
— —ETCF
$°000 $°000
Fir Fr

Provision for Hong Kong REEFEZBBNEHER

Profits Tax for the year 7,300 5,456
Provisional Profits Tax paid B EAFER (4,477) (2,881)
2,823 2,575
PRC taxation Fh B AR IR 142 10
2,965 2,585
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22. Income tax in the balance sheet (Continued) 22. BEEBRAMIZFBE (&)

(b) Deferred tax liabilities recognised: (b) ERBZELEHREERS :
The components of deferred tax liabilities recognised in REEBBERANERZELEREAE
the balance sheets and the movements during the year HEXBODRRFEFRZEBAT -

are as follows:

The Group and the Company
REBRAEAD T
Depreciation
allowances
in excess Revaluation

of related of land and

Deferred tax arising from depreciation buildings  Provisions Total
BBEERTE Bttt
HUATEEEEZELERE By 4T 8 S B kEF ] st
$'000 $°000 $°000 $°000
Fr Fr Fr Fr
Charged/(credited) to R-ZZET=F28x
profit and loss account FEMEB GEA) &
for 2003 and balance at RZET=F+_H
31 December 2003 =t+t—BHZ&EH 402 (106) (182) 114

ETHEHE FREX

ZOOZ=Z%%% |ANNUAL REPORT 2003



Kwang Sung Electronics H.K. Co. Limited

Notes on the

Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

23. Share capital

Authorised:
Ordinary shares of $0.1
(2002: $1) each at
1 January
Increase in authorised share
capital (note (a))
Subdivision of shares
(note (e))

Ordinary shares of $0.1
each at 31 December

Issued and fully paid:
Ordinary shares of $0.1
(2002: $1) each at
1 January
Capitalisation issue (note (b))
New issue on placement
and public offer (note (c))
Exercise of over-allotment
options (note (d))

Subdivision of shares (note (e))

Ordinary shares of $0.1
each at 31 December

ERIE
R—A—BSREE
0. 18Tz E@k
(ZZEZT—F : 1871)
ETE R AL AN (Kt ()

D (i)

R+ZRA=+—HE8RK
E{H0.178 7T .2 & AR

ERTRARE :
R—A—BEKREE
0. 18T Z BB
—ET_F 1)
BT (AfaE(b)
REMAFEEZ
TR (HfEE()
171 B 58 Aie O
(Kt &t (d))
WD (B (e))

RtTtZA=+—HE8RK
E{H0.1/B7T 2 & EA

23. R
2003 2002
—EE=F —EEF
Number Number
of shares Amount of shares Amount
KRB o (R 1 g=! &5
‘000 $°000 ‘000 $'000
F i Fr F AR For
7,000 700 700 700
1,493,000 149,300 - -
- - 6,300 -
1,500,000 150,000 7,000 700
7,000 700 700 700
233,000 23,300 - -
60,000 6,000 - -
13,300 1,330 - -
- - 6,300 -
313,300 31,330 7,000 700
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23. Share capital (Continued)

Notes:

(a)

Pursuant to a resolution in writing passed by the shareholders
on 16 June 2003, the authorised share capital of the Company
was increased from $700,000 to $150,000,000 on 3 July 2003
by the creation of a further 1,493,000,000 shares of $0.1 each,
ranking pari passu in all respects with the existing ordinary
shares in the Company.

On 16 June 2003, conditional on the share premium account of
the Company being credited as a result of the issue of new
ordinary shares to the public as mentioned in note (c) below, a
total of 233,000,000 ordinary shares of $0.1 each were allotted
as fully paid at par to the shareholders whose names appeared
on the register of members of the Company on 2 July 2003 in
proportion to their respective shareholdings by way of
capitalising the sum of $23,300,000 standing to the credit of
the share premium account of the Company.

On 3 July 2003, 60,000,000 new shares were issued at an issue
price of $1.3 each prior to the listing of the Company’s shares
on the Main Board of the SEHK on 4 July 2003. An amount of
$6,000,000 and $72,000,000 was credited to the share capital
and the share premium account respectively.

On 23 July 2003, the over-allotment option granted by the
Company referred to in the prospectus of the Company dated
24 June 2003 was exercised in part. As such, 13,300,000
additional new shares of $0.1 each were issued on 24 July 2003
at $1.3 each to meet the over-allocations in the placing. An
amount of $1,330,000 and $15,960,000 was credited to the

share capital and the share premium account respectively.

On 28 September 2002, the authorised and issued share capital
of the Company, comprising 700,000 shares of $1 each fully
paid up, were subdivided into 7,000,000 shares of $0.1 each.

23. BRA& (&

Hrat :

(a)

BERER-_ZE=F A+ BEAZ
EERZER - $53£7%1,493,000,0000 & i%
EE0IBTZRG - BARBZEERE
700,000 T MER—TZT=F A=
H 2 150,000,000/ 7T ° & 2 IR 1D M EE
Hﬁ&i?ﬁ RAZBRELRARZARSE

E?\

RZTZE=FAA+"8 ' FETXH=E
(OFFRAARALBITHEBRAEEZ
1D EBRINIEERE BBREREER
A AR 17 4 {8 BR #E AR 7R 2 23,300,000 7T -
MR=-ZZEZE=FLA-BRIERAABKRE
2 IRRIR R S HER 2 FAREL B - RE
B A% A ££233,000,000/% & A% @ H0. 174
TG - ZERGOBE AKRIIERRER
$ °

RZTT=F+tA=A0  EXRARGR
—ET=FLtAMAEESHIMERL
AT © 60,000,000/ ¥ iR D E IR EITEF
i 1.3 7T T LA Z 1T - /5 206,000,000/ 7T
72,000,000/ 7t 2 £ B E 5 Al 5F AR A
RRGRER -

T=F+tA=+=A ' ARAAH
EE=FRNATHBEZBRERMN
AR A AR 2 AR AE 2 —#B D
1TfE o L+ 13,300,0008 F B E(EO. 178
TZEMTRHER=_ZTE=F+A -+
MBERGR 3BT ZEBIEETT - NEMER
Erh 2 BERE - &%01,330,000% 7T &
15,960,000/ 7T Z € FE 9 Bl 5t ABRAE K&
& 15 ' 18 AR

n=
=

4}&! M

RZZTZE_FAA=+N\A ' KRARZE
E KRB EITRA (A700,0000% &R E B 175
TLZ BRI 3 4 457,000,0000% T AR E
BHONBTZ R -
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt % = M

*\
AT

(Expressed in Hong Kong dollars) (U&7t /A % i)

24. Reserves

(@) The Group

At 1 January 2002

Profit for the year

Special dividends declared
in respect of the current
year (note 9)

At 31 December 2002

At 1 January 2003
Transfer between reserves
Premium on shares issued
pursuant to placement
and public offer
(notes 23(c) & (d))
Public offer expenses
Capitalisation issue
(note 23(b))
Profit for the year
Special dividends declared
in respect of the current
year (note 9)

At 31 December 2003

R=TB-£—A—H
R A

HAFE SR F IR

(Kfa9)

Ji

1
o A

= F
+ +—8
R=ZZZT=F—HA—H
fEfE R 2 R
BRIBFRERAAEE
BITRAD
2w 18
(Bt7E23(c) & (d))
NABERY
B AR EAT
(Bt7%23(b))
F 1 F
RAFETIRZ
BRI S (Kf7#9)

24. #E
(a) *~5H
General
Share reserve Retained
premium fund profits Total
RRE —MREES REER st
$°000 $°000 $°000 $°000
(note (i) (note (ii)
Fir Fir Fr Fir
(Btat G))  (BfaE (i)
- - 120,355 120,355
- - 63,145 63,145
- - (24,560) (24,560)
- - 158,940 158,940
- - 158,940 158,940
- 360 (360) -
87,960 - - 87,960
(11,760) - - (11,760)
(23,300) - - (23,300)
- - 76,045 76,045
- - (5,469) (5,469)
52,900 360 229,156 282,416
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24. Reserves (Continued) 24. & (&
(a) The Group (Continued) (a) &=&%8E (&)
Notes: HiazE -
(i) The application of the share premium account is () BORERZBABEZEB(AAIE
governed by section 48B of the Hong Kong Companies BI)E48BIRZ BT ©
Ordinance.
(ii) In accordance with the PRC laws applicable to wholly- (ii) BEERAREZINELEZHFEE
foreign owned investment enterprises, the PRC subsidiary 7 ARARPBEZHBEARAR
of the Company is required to set up a general reserve FEESRERY —REES I
fund and appropriates at least 10% of its annual net HEFERBEENZD10%E A
profit after taxation, as determined under PRC Z—MEEe BEEEAHREINZ
accounting regulations, to the general reserve until the BB A Bl & AR50% A LE o i
balance of the reserve equals to 50% of the subsidiary’s BRI AERERFEERERE
registered capital. This fund can be used to make good BARA -
losses and to convert into paid-up capital.
(b) The Company (b) AA2A7
Share Retained ¥
premium profits Total [
B E R 88 3% Fl st &
$'000 $'000 $°000 N
Fr T T )
At 1 January 2002 R-_TET_F—HF—H - 120,355 120,355 %
Profit for the year F R 7l - 63,145 63,145 =
Special dividends declared FLAFE SR >
in respect of the RIS (B at9) ol
current year (note 9) - (24,560) (24,560)
At 31 December 2002 R-ZZ 4
+=—A=+—8 - 158,940 158,940
At 1 January 2003 R-ZEE=F—Hf—H - 158,940 158,940
Premium on shares issued AR IRALE K A B
pursuant to placement BERAT
and public offer B in 2 i B
(notes 23(c) & (d)) (Ftat23(c) K (d)) 87,960 - 87,960
Public offer expenses RFAEERX (11,760) = (11,760)
Capitalisation issue BEALET
(note 23(b)) (ft&£23(b)) (23,300) - (23,300)
Profit for the year F & )5 Al — 76,045 76,045
Special dividends declared BAFETIK 2
in respect of the R Rl AR B (K 5£9)
current year (note 9) - (5,469) (5,469)
52,900 229,516 282,416
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Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

24. Reserves (Continued) 24. f#fE (&)
(b) The Company (b) &2AF
At 31 December 2003, the amount of reserves available RZZEZE=F+=-A=+—8 " \fJ#ftH
for distribution to shareholders of the Company was K TR BIIRER 2 % #84229,516,000
$229,516,000 (2002: $158,940,000). After the balance BT (ZZFZT = F 158,940,000/
sheet date, the directors proposed a final dividend of J0) c REERE EEERRERN
$0.055 (2002: $Nil) per share, amounting to IR B FAR0.0558 L (ZTT=F | TH
$17,232,000 (2002: $Nil). This dividend has not been JT) - & 3£17,232,0008 T (ZFEE —
recognised as a liability at the balance sheet date. F BT c NEER  ZREILR

ERREE-

25. Commitments 25. &EiE
(a)  Capital commitments outstanding at 31 December 2003 (@ MZZEZE=FF+-_A=F+T—HIRR
not provided for in the financial statements were as IS MR NIEEE 2 REREREE
follows: (U
The Group The Company
rEH AT
2003 2002 2003 2002
ZEB=HF —_TT_F ZBEZF —_TT_F
$°000 $°000 $'000 $°000
F Fir Fr Fir
Contracted for: EEES
— Purchase of land —BE L RIETF
and buildings 11,094 - 11,094 -
— Others —Hfh 1,063 - - -
12,157 - 11,094 -
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25. Commitments (Continued) 25. &iE (&

(b) At 31 December 2003, the total future minimum lease by RMZZEZ=F+-_A=+—0 " RE
payments under non-cancellable operating leases in A FRBRACE B E R L RIEFEH
respect of land and buildings are payable as follows: BRENZZEEEMNKELRENOT !
The Group The Company
rEH AT
2003 2002 2003 2002
ZEB=HF —_TT_F ZBEZF _ZTT_F
$’000 $°000 $°000 $°000
Fr Fr Fr Fr
Within 1 year —FR 3,115 2,363 723 707
After 1 year but —FRERFNR
within 5 years 9,636 2,273 379 190
After 5 years hF& 10,065 - - -
22,816 4,636 1,102 897
%
The Group and the Company lease a number of AEEBRARGBBRBLEHNEAS g
properties under operating leases. The leases typically Tz - HAO— RV HBARFET W
run for an initial period of two to ten years, with an F WA RETER B R EE g
option to renew the leases when all terms are 4 ZEHAOH T IBREXAEE - il
renegotiated. None of the leases includes contingent RE
rentals. el
(c) At 31 December 2003, the Company had commitment (0 RZZEZTE=F+=_A=+—H AR
in respect of a forward foreign exchange contract AR BE M ET S 2 INE R BRI G 4
entered into for hedging purposes of $7,800,000 (2002: £7,800,0008 T2 EE(ZTE =
$Nil). FIEBL) o

ZOOZ=Z%%% |ANNUAL REPORT 2003



Kwang Sung Electronics H.K. Co. Limited

Notes on the Financial Statements

Bt 3 8 & M 5E

(Expressed in Hong Kong dollars) (U&7t /A % i)

26. Material related party transactions

(a)

Transactions with shareholders

During the year, the Group entered into the following

transactions with Kwang Sung Electronics Co., Ltd.

("Kwang Sung Korea”) and Mr. Yang Jai Sung, both are

the major shareholders of the Company:

Continuing transactions

Sales of finished goods to
Kwang Sung Korea
Purchases of raw materials
from Kwang Sung Korea
Referral commission
paid/payable to
Kwang Sung Korea
Research and development
and technical support fee
paid/payable to Kwang
Sung Korea

Non-continuing transactions

Purchase of machinery from
Kwang Sung Korea
Interest paid to
Mr. Yang Jai Sung

FFER S

HESKMmTRELE

MEELEBE RME

Eff/ENERLEEN AL

B ENERNE
i3 R SR B A

HFER S

MEREEBE KSR

ENREEXEFNR

The directors of the Company are of the opinion that

the above transactions with related parties were

conducted in the ordinary course of business on normal

commercial terms.

(a)

26 EXBHEALXRS

HEERZXS

NER  AEERRAEHLEET
(HEXE]) RREERE (MEH
REARAEBERRAILATRS :

2003 2002
—EBE=HF 2T -F
$°000 $'000

Fr Fr
53,475 29,581
54,673 54,850
9,148 7,317
9,511 5,648

- 3,108

- 113

RRARZESRL  EMEREAL
ETZRS  RERTR—REHKB
AR IR IR B R IGRFOETT ©
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26. Material related party transactions (Continued)

27.

(a)

(b)

Transactions with shareholders (Continued)

Upon the listing of the Company’s shares on the Main
Board of the SEHK on 4 July 2003, the above
transactions constitute connected transactions for the
Company under the Rules Governing the Listing of
Securities on the Main Board of the SEHK. Further
details of these transactions are disclosed under the
section

“Connected transactions” in the directors’

report.

Included in trade receivables and trade payables are
balances due from Kwang Sung Korea of $11,406,000
(2002: $4,485,000) (note 16) and due to Kwang Sung
Korea of $9,646,000 (2002: $8,614,000) (note 19)

which are under normal trade credit terms.

Other related party transactions

Other related party transactions are disclosed in notes
18 and 20 on the financial statements.

Post balance sheet event

After the balance sheet date, the directors proposed a final

dividend. Further details are disclosed in note 9.

260 EXBEALRS (&)
(a) ERR2Z2XZ (&)

RAABROR-_TE=FtAMNA
EEBMRAERLETR  REFE
BT ERE S ETARR - B S
BRARRZHERS - ZEXHZ
E-—SHBERNESTSRENBE
X5 —HHRERE -

B KB E 5 R RN B I e U 82
Yt B4R 211,406,000 7T (ZEE =
& : 4,485,000 70) (FIsE16) K FELT
B2 ¢ £ 29,646,000 L (ZETE =
 : 8,614,000 &) (fizE19) - %=
RRERESRED -

(b) HMBEEALRS
HMEAEALTR SR EREME1S
NM20F # 5 -

27. KEHREHE

REERR  EFZFRERARE - £
FHBRM IR KE -
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