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Notes on the unaudited interim financial
report

(Expressed in Hong Kong dollars)

1  Basis of preparation

This interim financial report is unaudited, but has been
reviewed by KPMG in accordance with Statement of
Auditing Standards 700 “Engagements to review
interim financial reports”, issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA™)
(previously named Hong Kong Society of
Accountants). KPMG's independent review report to
the Board of Directors is included on pages 23 to 24.
In addition, this interim financial report has been
reviewed by the Company’s Audit Committee.

The interim financial report has been prepared in
accordance with the requirements of the Main Board
Listing Rules of The Stock Exchange of Hong Kong
Limited (the “Stock Exchange”), including compliance
with Statement of Standard Accounting Practice 25
(revised) “Interim financial reporting” issued by the
HKICPA.

The financial information relating to the financial year
ended 31 December 2003 included in the interim
financial report does not constitute the statutory
financial statements of the Company and its subsidiary
(the "Group”) for that financial year but is derived
from those financial statements. Statutory financial
statements for the year ended 31 December 2003
are available from the Company’s registered office.
The auditors have expressed an unqualified opinion
on those financial statements in their report dated
15 March 2004.
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Basis of preparation (Continued)

The same accounting policies adopted in the 2003
annual financial statements have been applied to the
interim financial report.

The notes on the interim financial report include an
explanation of events and transactions that are
significant to an understanding of the changes in
financial position and performance of the Group since
the 2003 annual financial statements.

Segment information

The Group is principally engaged in the manufacture
and sales of electronic components. The Group has
chosen business segment information as the primary
reporting format because this is more relevant to the
Group’s internal financial reporting.
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Segment information (Continued)

Business segments

The Group comprises two main business segments:

— manufacture and sales of composite

components; and

— manufacture and sales of unit electronic

components.
Turnover BEE
Segment results DEEE

Unallocated operating ~ ReEAEAE
income and expenses  WERFIR

Profit from operations &% 7]

Finance costs HEKA

Income tax FigHt

Profit attributable to ~ FRERJELS
shareholders kil

Composite
components
Six months ended
30 June

Ak
HEXAZTH
IEfEA
2004 2003

“EERE —TT-F -

2 DBER (H)
#B54
AREEH O EMEEE LY
GER

- BUENHEEATIE K

~ WERHERED
#o

T

g

Unit electronic

components Consolidated
Six months ended Six months ended
30 June 30 June
BUET Rl Ga
BEXA=1H HEXAZTH
IEAEA <8R

2004 2003 2004 2003
ZENE —TT-F “BEME —TT-F

$'000 $°000 $°000 $:000 $°000 $:000
i T Fr T i T
215,295 151,756 59,447 65,184 274,742 216,940
18,546 24,038 8,142 12,145 26,688 36,183
510 (1,453)

27,198 34,730

- (12)

(2,385) (3,233

24,813 31,485
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2 Segment information (Continued) 2

Geographical segments

An analysis of the Group’s turnover by geographical
location determined on the basis of the destination
of the products is as follows:

The People’s Republic of FREAR
China (other than HAEH
Hong Kong) (BB

Hong Kong BE

Korea FEE

Others Hith
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Turnover
Six months ended 30 June

E

BEAA=t+RHLAEA
2004 2003
—EEMEF —ET=F
$°000 $°000
T Fir
150,130 112,915
60,909 70,947
53,332 22,501
10,371 10,577
274,742 216,940




Profit from ordinary activities before taxation 3 BRBAIEEEEEF

Profit from ordinary activities before taxation is arrived PRETATIE B B m Ak~
at after charging/(crediting): (BGtA) AT&E -

Six months ended 30 June
BZEA~A=1+RHLAEA

2004 2003

—ZTENEF —ERE=F

$°000 $°000

Fr Frr

Cost of inventories sold * BEEFERA 223,699 164,164
Interest on borrowings BEZFE - 12
Depreciation * e 7,113 4,414
Interest income AEMA (318) (223)

Research and development — #J13% & 51l
and technical support fee ZERER 7,106 4,250 33

#  Cost of inventories sold included depreciation of # CDEGFERABRZNE
$5,865,000 (2003: $4,234,000) which amount is also 5,865,000 T (ZELE=4F :
included in depreciation disclosed separately above. 4,234,000 7T) * ZXEEIR

EXFTE—IRAS THRE -
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4 Income tax

Income tax for the period comprises current and

deferred taxes. Taxation in the consolidated profit and

loss account represents:

Current tax
Provision for Hong Kong

Profits Tax
PRC taxation

Deferred tax

Origination and reversal

of temporary differences

REBIE
BRNEH

T
REIIA

EEBLIR

TRUEER2ES
K#EE

Provision for Hong Kong Profits Tax is calculated at
17.5% (2003: 17.5%) on the Group's estimated
assessable profits arising in Hong Kong for the six

months ended 30 June 2004.
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Six months ended 30 June
BEAA=1tHILLAEA

2004 2003
—E2ENF —RER=F
$000 $°000
Fr FT
2,171 3,318
214 142

2,385 3,460

- (227)

2,385 3,233
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Income tax (Continued)

The Group carries 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 is calculated at the applicable rate of
taxation ruling in the PRC based on its estimated
assessable profits for the six months ended 30 June
2004. In accordance with the relevant regulations and
Enterprise Income Tax Law applicable to the PRC, the
PRC subsidiary was entitled to a 50% income tax relief
for the three years ended 31 December 2003. As such,
the applicable income tax rate for the six months
ended 30 June 2004 is 15% (2003: 7.5%).

FrEB (&)
REEERF R EARIME
([7E]) MIIHET L2 %18
FPC T 0 T 1h ik 2 M6k SR AR R
EITELEES - WIERSRE
PEETTZZEFRER - i
IEFTHREL < s F - B RAR A
e BEETT 2 RSB BPAEL
RES - MED KR A/NEE
T Z BB AT ESE KR
5 - Bt - AKRERFEFE
RFH 50:50 ZBEFEAR

FEHREZHBARZEHE
EREFBEZBERER UKL
HEBEZ-_ZTWFA=1+AH
LERME B 2 il st R B s A5t
o REPBRBERAZBBER
REMRERE - RRBEZH
BRAREZE-_TT=F+_A4
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BEEE  AEE—ZTTN
FRA=ZTALNEAZEA
FEMEA15% (ZET=
F:75%) o
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5 Dividends 5 RE
(a) Dividends attributable to the period: (@) AHREZRE
Six months ended 30 June
BEXA=t+HLAXEA
2004 2003
—ZENF —ERE=F
$°000 $°000
Fr Fr
Interim dividend RN HRERRE 1%
declared after the SRR E
interim period FH% 2.4 34
of HK2.4 cents 2003:  (ZZTZ=F : #)
Nil) per share (note (i)  (H7a£(i) 7.519 -
Special dividend I 2 Bk 32+
declared and paid FrRIRR S
of approximately Nil (ZZEZ=%F:
(2003: HK78.13 cents  78.13 /&)
per share (note (ii)) (K& i) - 5,469
7,519 5,469
Notes: Fra
(i)  The interim dividend proposed after the interim () REFHEEEZRMTZFE

period has not been recognised as a liability at
the interim period end. The calculation of the
2004 interim dividend is based on the number of
ordinary shares outstanding at the date of this

interim financial report.

(i) The special dividend declared in 2003 was based (ii)
on 7,000,000 ordinary shares outstanding and
was paid to the then shareholders of the
Company prior to the listing of the Company’s
shares on the Main Board of the Stock Exchange
on 4 July 2003.
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5 Dividends (Continued) 5 ®BRE (&)
(b) Dividends attributable to the previous financial (b) BRE—BEHFE IR
year, approved and paid during the period: TR RIFERE K K 3 (T B R
g .

Gt

Six months ended 30 June
BEAA=1tHILA<EA

2004 2003
—EENEF —EE=F
$000 $'000
FiT Fir
Final dividend in BN E—ERER
respect of the WA ZNER R HE
previous financial PEENpd
year, approved REAAR B
and paid during % 5.5 B
the period of (ZET=F 1 |) 37
HK5.5 cents (2003:
Nil) per share 17,232 -
6 Earnings per share 6 BREF
(a) Basic earnings per share (a) HFRELREF|
The calculation of basic earnings per share is BREARBFZIRRRE
based on the profit attributable to shareholders 5% %) 24,813,000 7T (=
of $24,813,000 (2003: $31,485,000) and the TET =4 :31,485,000
weighted average number of ordinary shares of L) REEZZZNER
313,300,000 (2003: 240,000,000 shares after A=THIEANERRNE
adjusting for the capitalisation issue of shares 178 AR 2 hnfE a2
subsequent to 30 June 2003 as disclosed in 313,300,000 (ZZEZ =
note 11(a)) in issue during the six months ended F SRR 1(a)FT 3
30 June 2004. BR-ZTT=F A=+

BEETZEREITE
/5240,000,000/%) 51 & -
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6 Earnings per share (Continued)
(b) Diluted earnings per share
The calculation of diluted earnings per share is
based on the profit attributable to shareholders
of $24,813,000 and the weighted average
number of ordinary shares of 317,744,000 after
adjusting for the effects of all dilutive potential
ordinary shares.

There were no dilutive potential ordinary shares
in existence during the six months ended 30 June

2003 and therefore diluted earnings per share is
not presented.

(c) Reconciliations

38

Weighted average RAUGFTE SR
number of ordinary BEXRAEFZ
shares used in LA N
calculating basic T8
earnings per share

Deemed issue of RIEBTEHE
ordinary shares for MEITZ
no consideration gl

Weighted average ARFEEK
number of BERF
ordinary shares T AR e
used in calculating FHE

diluted earnings
per share
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BRER (&)

(b)

(©

FIREER T
FRESE R R IR E
{555 %124,813,000 L& E
M ARBTEERE
ZEBRIELARELEY
L om R T e
317,744,000 f5t8 -

HREBEE-_TTE=FHA
=+tHIEAEARLEEA
BEEBREYE LR
B - B UL R 2 5 AR
SHEF .

Number of shares

Six months ended 30 June

RHEE

BEANA=+HLEXREA
2004 2003
—EENEF —ET=F
‘000 ‘000
Fig FAR
313,300 240,000
4,444 -
317,744 240,000
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Fixed assets

The Group's land and buildings held for own used in
Hong Kong 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 was charged to the profit and loss
account for the six months ended 30 June 2003.

The directors of the Company, who are not qualified
valuers, have reviewed the carrying value of the land
and buildings held for own use in Hong Kong as at
30 June 2004 with reference to the relevant market
indices. In their opinion, there have been no significant
changes in the value of these land and buildings since
30 April 2003.

Inventories

Included in inventories, there are raw materials and
finished goods totalling $3,265,000 (at 31 December
2003: $195,000) stated net of a provision, made in
order to state these inventories at the lower of their
cost and estimated net realisable value.

EE&E
AEBBECEEBEEAZL
WMEEBFR_ZET=FNA=
THBBELEEGEMBER
TBERAR (ZARZEBRER
BEEBREMAErEE) 1%
AFRMEETHE HEZZ
ToFXNA=ZFALNEA
EhE4E 2,424,000 TERE
ARAIORR o

ARAEE (FFAFRER
HEM) D2EMREMHIHIE
B BEHZERFEEEEAR
2 RBFR _ETMER
A=+HAZEEE- - RER
”R-BABZZEE=FWNA=1H
AR - 3 R T 2 BELE
BERE -

=&
REFEER  BRETAHK
3,265,000 (R=EZE=F+

—A=+—H :195,0007T) &
MR EEE 2 FM B KRB
o PASKIRAK ARG ET AT 3R
SFEMERHREEEYIRE
LIFE o
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9 Trade receivables 9
The ageing analysis of trade receivables (net of
provision for bad and doubtful debts) is as follows:

Current SR8 Ef
Less than 1 month #H R —1E A

40 overdue

Over 1 month but less  #EIZ R —1E A
than 3 months BLR=MEH
overdue

Over 3 months but mEZR=1EAR
less than 12 months BLR+ZEA
overdue

Credit terms granted by the Group to customers
generally range from one to two months.
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P2 B
REWE SER O RERR
B) ZERATIT ;

At At

30 June 31 December
2004 2003
R=ZENE WNZTT=F
NB=+H +=-—A=+—H
$°000 $°000

Fr Fr
(audited)

(=)

65,209 56,454
24,076 23,549
29,043 27,496

- 2,613

118,328 110,112

RAEBRGTEPZREY  —
BNF—=mEA -



10 Trade payables 10 ERBESEREN
The ageing analysis of trade payables is as follows: ERNEZERZERSTHA
=
At At
30 June 31 December
2004 2003
R=ZBENE R_TT=F
AA=+H +ZA=+—H
$°000 $°000
Fr Frr
(audited)
(f&&%)
Due within 1 month — {8 A Ak EE
or on demand AN 2 R 65,671 68,149
Due after 1 month —{EA&E
but within 3 months =EA MBI 16,711 10,261 41
82,382 78,410
Credit terms granted by suppliers to the Group HEMG TASE 2 REH—
generally range from one to two months. BNF—EZmEA -
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11 Share capital

Authorised:

Ordinary shares of $0.1
each at 31 December
2003 and 30 June 2004

Issued and fully paid:

At 1 January 2003
Capitalisation issue
New issue on
placement and
public offer
Exercise of over-allotment
options

At 31 December 2003
and 30 June 2004

1. BAE
Number
of shares Amount
RIEE +5
Note ‘000 $000
23 FiR Fir
HEE
N_ZTZE=F+_A
=t+—-Bk
—EENFRA
=+HEskEAE
0.1 T2 E@Ak 1,500,000 150,000
BBITRHE
R_ZZ=F—H—H 7,000 700
BRI ERTT (a) 233,000 23,300
RERAR
BE BT
B&tn (b) 60,000 6,000
fT{F %
fic A (© 13,300 1,330
N_ZZE=F+_A
=t+—2EF
—EETNF
NA=18 313,300 31,330

Kwang Sung Electronics H.K. Co. Limited ¥ 2& F&EEHR QA



Notes:

(a)

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 set
out in note (b) 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 Stock
Exchange 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.

HI

RZZT=FA+-8 " &

TGEE(b) Pt A RA T
L BRATEE RN EE
BRDIVEER Z GRIET - BiRE
AMEARR B & B AR AR
223,300,000 7T ' MR =ZF
ZT=FAZABINRRREK
RE M2 BRERIR R SHERE 2 7
Bt Bl - R EER A &
233,000,000 B G AREE 0.1
TR - ERHE AR
TERUR R ©

RZTZLE=F+LA=H X

ARIROR_FTZE=FtAM
HEBRZHAER EWAT -
60,000,000 A& A& 1 M 12 3
TEERI3TTUET - A
#76,000,000 7t }272,000,000
T2 2 TEE D RIF AR KA
D ER -

ﬁé*%ﬁ:itﬂ —+=8"
ARARZEZ=FA-+N
HFE 2 BRERMALRA
AR 2 SRR AR —EB1D
EATEE < BRI+ 13,300,000
P& SRR EE 0.1 T2 BINTIR
NERZTT=FtA=-+WN
HizER 1.3 T2 BIE%T
VARETBR & R 2 EBRARCES < 75
#71,330,000 7T} 15,960,000
T2 2FEE D RIF AR RAR
D ER -
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1

Share capital (Continued)
Notes: (Continued)
(d)

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.

During the period, 1,000,000 options have been

granted under the share option scheme. At 30

June 2004, the outstanding share options were:

Date granted
BB

7 July 2003

—EE=FLALA

6 May 2004
—ZETNFRANRHE

Exercise period
TR

1 July 2004 to 30 June 2008
—EENFLA-BE
—ZENERA=ZTH

1 May 2005 to 30 April 2009
“EERFRAA-RE
“ERAFHA=TH

Kwang Sung Electronics H.K. Co. Limited ¥ 2& F&EEHR QA

11.

RA (%)

i ()

(d) REARE-HR-TT=F
NATRBRGZE B

& ARFEFEREVEHE
BEALERER (BEAEE
NERRBIZEE)  BER
BERLRAEREZ 2L
VARBEE AR R Z A D

RZARER 1,000,000 15
BRECREERESZ
B - R-ZTTMENA

=+ B EARITR 2 BB
W

Number

of options

outstanding

at 30 June

2004

R-ZEETNF

Exercise ANA=+H

price RITHEZ

TEE BREHE

$1.294 20,900,000

$1.666 1,000,000



12 Reserves

At 1 January 2003
Transfer between reserves
Premium on shares issued
pursuant to placement
and public offer
(notes 11(b) & (c)
Public offer expenses
Capitalisation issue
(note 11(a))
Profit for the year
Special dividend declared
in respect of the current
year (note 5)

At 31 December 2003

At 1 January 2004

Final dividend approved
in respect of the
previous year (note 5)

Profit for the period

At 30 June 2004

i
(B R 2 B
RIFEER

AGE

Bk 2 RE

(B 11(b) R(c)
RABERX
BEALET

(Mt 11(2)
FEAEM
REAFEERZ

RRIRE

(BiE5)

RZEZNE
—A—H

AHRE R
BRE-FE2
REWE (H3E5)

RIS

RZZTEF
~A=+H

12 &
General
Share reserve Retained
premium fund profits Total
ROEE -RERFE  REEA st
$000 $°000 $000 $°000
Fir Fir Fir Fir
- - 158,940 158,940
- 360 (360) -
87,960 - - 87,960
(11,760) - - (11,760)
(23,300) - - (23,300) 45
- - 76,045 76,045
- - (5,469) (5,469)
52,900 360 229,156 282,416
52,900 360 229,156 282,416
- - (17,232) (17,232)
- - 24,813 24,813
52,900 360 236,737 289,997

Interim Report 2004 = #j#k & 2004



46

12 Reserves (Continued)

(a)

The application of the share premium account is
governed by Section 48B of the Hong Kong
Companies Ordinance.

In accordance with the PRC laws applicable to
wholly-foreign owned investment enterprises,
the PRC subsidiary of the Company is required
to set up a general reserve fund and appropriates
at least 10% of its annual net profit after
taxation, as determined under PRC accounting
rules and regulations, to the general reserve fund
until the balance of the reserve equals to 50%
of the subsidiary’s registered capital. This fund
can be used to make good losses and to convert
into paid-up capital. No transfer has been made
to the general reserve fund during the six months
ended 30 June 2004 (for the year ended
31 December 2003: $360,000).

13 Capital commitments
At 30 June 2004, the Group had the following capital
commitments outstanding and not provided for in this
interim financial report:

Contracted for: EHESE

- purchase of land and —HWELH
buildings NIgEF

- others —Hfth
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12 f@#E (&)

(a)

BEERzZBAATE
BCREED]) E48B Ik 2
EEE o

BRIBEARENEREZ
PEDERE $“ﬁ#¢ﬁ
Z B R T ERTEE

BB IRERIL— ﬁﬁ%
T WEEFREERBIZL
R 10% BEAZ — MR GH
Be BEHESREINZ
B S A BEME AR 50% &
1F - ZFEEHS P AERHE
ZIEEREREAR
KoeHEZZTTHWUFANA
=THIEANERAR - W
iz — BB EEAE
P (ﬁi_q 7E$+:
A=+—-—BLEE :

360,000 7T) °
13 ﬁzﬁﬂﬁ

RZZTEWMFEASA=+H =&
;‘%Iﬁu'l’éfz!iﬁqgﬂiﬁﬁézﬁ

HREREA TS RS O
At At
30 June 31 December
2004 2003
R-BENE R_TT=F
NB=+H +=-—A=+—H
$°000 $°000
FiT Fr
(audited)
(=)
- 11,094
1,776 1,063
1,776 12,157
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14 Material related party transactions 14 EXBEALRES
During the six months ended 30 June 2004, the Group REZE-_ZTZTMFEA=1TH
entered into the following transactions with Kwang IEAREAR - REBEAQT
Sung Electronics Co., Ltd. (“Kwang Sung Korea”), a FERERAGHEKEET
major shareholder of the Company: ([FREIE ) FINIATRS

Six months ended 30 June
BZEAA=1THILAEA

2004 2003
—gEmE  —TI=F
$°000 $°000
Fr Fir
Sales of finished goods SHE R T 52,251 21,869
Purchases of raw materials FES MR 31,903 32,241
Referral commission Bt
paid/payable ENREE 4,619 3,828
Research and development et 47
and technical support fee 2% e BT
paid/payable TERER 3,523 4,250
The directors of the Company are of the opinion that RRBIZEERA - L5
the above transactions were conducted in the ordinary RERAB R —MEBBEPIZ
course of business on normal commercial terms. IE B ETGETT -
Included in trade receivables and trade payables are FEW R FER B 5 RN B IEFE
balances due from Kwang Sung Korea of $30,194,000 W2 B 2 45/ 30,194,000 7T
(at 31 December 2003: $11,406,000) and due to (R=ZZEZ=F+_A=+—
Kwang Sung Korea of $20,357,000 (at 31 December H : 11,406,000 7U) MENTEE
2003: $9,646,000) which are under normal trade Bl 2 20,357,000 T (IRZF
credit terms. T+ _-_A=Z+—8:

9,646,0007T) * ZERFIIZ
ERREREH -
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15

16

17

Subsequent event

After the interim period, the directors proposed an
interim dividend. Further details are disclosed in
note 5.

Comparative figures

Certain of the comparative figures have been
reclassified from “administrative expenses” to “selling
and distribution expenses” to conform with the
current period’s presentation. The directors consider
that the revised presentation reflects more
appropriately the nature of these balances.

Approval of interim financial report
This interim financial report was approved by the
Board of Directors on 21 September 2004.
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