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Notes on the Unaudited Interim Financial Report

(Expressed in Hong Kong dollars unless otherwise indicated)

Basis of preparation

This interim financial report has been prepared in accordance 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, including
compliance with Hong Kong Accounting Standard (“HKAS") 34, Interim financial
reporting, issued by the Hong Kong Institute of Certified Public Accountants
(“HKICPA"). It was authorised for issuance on |6 September 2005.

The interim financial report has been prepared in accordance with the same
accounting policies adopted in the 2004 annual financial statements, except
for the accounting policy changes that are expected to be reflected in the
2005 annual financial statements. Details of these changes in accounting

policies are set out in note 2.

The preparation of an interim financial report in conformity with HKAS 34
requires management to make judgements, estimates and assumptions that
affect the application of policies and reported amounts of assets and liabilities,
income and expenses on a year to date basis. Actual results may differ from

these estimates.

This interim financial report contains condensed consolidated financial
statements and selected explanatory notes. The notes 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 2004
annual financial statements. The condensed consolidated interim financial
statements and notes thereon do not include all of the information required
for full set of financial statements prepared in accordance with Hong Kong

Financial Reporting Standards.
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Basis of preparation (Continued)

The interim financial report is unaudited, but has been reviewed by the
Company's Audit Committee and by KPMG in accordance with Statement of
Auditing Standards 700, Engagements to review interim financial reports, issued
by the HKICPA. KPMG's independent review report to the Board of Directors
is included on pages 26 to 27.

The financial information relating to the financial year ended 31 December
2004 that is included in the interim financial report as being previously
reported information does not constitute the Company’s statutory financial
statements for that financial year but is derived from those financial statements.
Statutory financial statements for the year ended 31 December 2004 are
available from the Company's registered office. The auditors have expressed
an unqualified opinion on those financial statements in their report dated |5

April 2005.

Changes in accounting policies

The HKICPA has issued a number of new and revised Hong Kong Financial
Reporting Standards (“HKFRSs"”, which term collectively includes HKASs and
Interpretations) that are effective or available for early adoption for accounting
periods beginning on or after | January 2005. The Board of Directors has
determined the accounting policies to be adopted in the preparation of the
Group’s annual financial statements for the year ending 31 December 2005,

on the basis of HKFRSs currently in issue.

The HKFRSs that will be effective or are available for voluntary early adoption
in the annual financial statements for the year ending 31 December 2005
may be affected by the issue of additional interpretation(s) or other changes
announced by the HKICPA subsequent to the date of issuance of this interim
financial report. Therefore the policies that will be applied in the Group's
financial statements for that period cannot be determined with certainty at

the date of issuance of this interim financial report.
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Changes in accounting policies (Continued)

The following sets out further information on and the effect of the changes
in accounting policies for the accounting period beginning on | January 2005
which are applicable to and have been reflected in this interim financial

report.

(a) HKFRS 2, Share-based payment

In prior years, no amounts were recognised when employees (which
term includes directors) and other eligible persons (collectively the
“grantees”) were granted share options over shares in the Company. If
the grantees chose to exercise the options, the nominal amount of
share capital and share premium were credited only to the extent of

the option’s exercise price receivable.

With effect from | January 2005, in order to comply with HKFRS 2, the
Group recognises the fair value of such share options as an expense in
the income statement, or as an asset, if the cost qualifies for recognition
as an asset under the Group's accounting policies. A corresponding

increase is recognised in a capital reserve within equity.

Where the grantees are required to meet vesting conditions before
they become entitled to the options, the Group recognises the fair
value of the options granted over the vesting period. Otherwise, the
Group recognises the fair value in the period in which the options are

granted.

If a grantee chooses to exercise options, the related capital reserve is
transferred to share capital and share premium, together with the exercise
price. If the options lapse unexercised the related capital reserve is

transferred directly to retained earnings.
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Changes in accounting policies (Continued)

(b)

This new accounting policy has been applied retrospectively with
comparatives restated in accordance with HKFRS 2, except that the
Group has taken advantage of the transitional provisions set out in
paragraph 53 of HKFRS 2 under which the new recognition and
measurement policies have not been applied to all options vested before

| January 2005.

The amount of prior period adjustments to the reserves as at | January

2004 and| January 2005 are set out in note 4.

The amount charged to the income statement as a result of the change
of policy increased cost of sales, selling and distribution expenses,
administrative expenses, and research and development expenses for
the six months ended 30 June 2005 by $209,000 (2004: $291,000),
$206,000 (2004: $119,000), $99,000 (2004: $99,000) and $697,000
(2004: $697,000) respectively, with the corresponding amounts credited

to the capital reserve.

Details of the Company's share option scheme can be found in the
Company's annual report for the year ended 3| December 2004 and

note |4 of this interim financial report.

Financial instruments (HKAS 32, Financial instruments: Disclosure and
presentation and HKAS 39, Financial instruments: Recognition and

measurement)

In prior years, equity investments, other than investment in subsidiary,
held on a continuing basis for an identified long-term purpose were
classified as investment securities and stated in the balance sheet at

cost less any provisions for diminution in value.
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Changes in accounting policies (Continued)

With effect from | January 2005 and in accordance with HKAS 39,
these non-trading investment securities are classified as available-for-
sale equity securities and carried at fair value. Changes in fair value are
recognised in equity, unless there is objective evidence that an individual
investment has been impaired. If there is objective evidence that an
individual investment has been impaired, any amount held in the fair
value reserve in respect of the investment is transferred to the income
statement for the period in which the impairment is identified. Any
subsequent increase in the fair value of available-for-sale equity securities

is recognised directly in equity.

The adoption of this new policy does not have a significant impact on
the Group's result for the period except a change in the classification of

the Group’s equity investments in the balance sheet.
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3 Segment reporting

The Group's primary format for reporting segment information is business

segments. Turnover represents the sales value of goods supplied to customers

less goods returned and after trade discounts.

Business segments

The Group comprises two main business segments:
—  manufacture and sale of composite components; and

—  manufacture and sale of unit electronic components.

Turnover

Segment results

Unallocated operating

income and expenses

Profit from operations

il

DEEE

AEDMEE
Wegs R

Composite
components

Six months ended

2 EE R

AEBESBENZ EELREABLS

DER o EEREIEY

HETEP CEMHE

EREEERIEMRE SN -

REDE

FEEEBOEMEZIZEBHRE
- & gﬁ%’g T R

- HERHE

Unit electronic

B F Tl e

C lidated

comp ts

Six months ended

Six months ended

30 June 30 June 30 June
s ENEF M E)
BEAA=tH BEAA=tH BEAA=tH
518 A LEXRMEA 1518 A

2005 2004 2005 2004 2005 2004
S$EF ~TTMF SYVEE ~TING -PEEF -TING
$°000 $°000 $°000 $:000 $°000 $°000

£ Fr & Fx = Fx T
(restated) (restated) (restated)

(E31) (&31) (&5

231,332 215,295 51,241 59,447 282,573 274,742
4,663 17,600 1,731 7,882 6,394 25,482
1,282 510

7,676 25992
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Segment reporting (Continued) 3. DEER (F)

Geographical segments Hh [ 73 &

An analysis of the Group's turnover by geographical location determined on AEBIRE G B QM EE 2 MR % 5
the basis of the destination of the products is as follows: BAOMMT :

Six months ended 30 June

BEASAB=THLEREA

2005 2004
—R2RF — IO
$°000 $'000
F7 F7
The People’s Republic of REAR
China (other than Hong FE 0
Kong) (BERKRIN 150,660 150,130
Hong Kong BE 87,925 60,909
Korea % 37,682 53,332
Others H A 6,306 10,371
282,573 274,742
Profit from operations and before taxation 4. RERBRHADGR
Profit from operations and before taxation is arrived at after charging/ KLEMBRIDENENE, GEA) T
(crediting): P BIEMETH -
Six months ended 30 June
BEAA=tHLEXEAR
2005 2004
—EZ2RF —ZENE
$°000 $000
FT T
(restated)
g
Cost of inventories sold # FTEGFEE KA # 249,912 223,990
Depreciation # E# 8,894 7,113
Interest income FEWA (973) (318)
# Cost of inventories sold included depreciation of $6,474,000 (2004: # BEFEKAEIEITE 6474000 7T
$5,865,000) which amount is also included in depreciation disclosed (ZZFZFP4 - 5865000 7C) - &%

separately above. BRI EXB T REZIE -
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5 Income tax 5
Current tax KA IR
Provision for Hong Kong BBEFEH
Profits Tax £
PRC taxation R IE
Deferred tax FEIEFIA
Origination and reversal of TRMEER2
temporary differences EEREE

Provision for Hong Kong Profits Tax is calculated at 17.59% (2004: 17.5%) on
the Group's estimated assessable profits arising in Hong Kong for the six

months ended 30 June 2005.

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 Company is granted a 50:50 offshore exemption in

respect of Hong Kong Profits Tax.

s H
Six months ended 30 June

BEAA=1TRHILAEA

2005 2004
—BTEF —TTME
$°000 $'000

F7 FI

214 2,171

483 214

697 2,385

309 =

1,006 2,385

EANGHZEE  REAESEEE
—TTARAFANA=TAIENEA G
REBEEZERBEFIA 17.5% (=
TEUE : |75%) ZBHEHE -

AEBERBEPEARLMBE ([F
1) MTTRAIZZZRERKMNT
Whek 2 MR BETREES) - I
ME2EEPBEET CRFHRER
B o mUtPAARER 2 A - BB AR A
e o B 17 2 B iE IR B AR E A R ER
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Income tax (Continued)

Provision for income tax in respect of the subsidiary in the PRC is calculated

at 15% (2004: 15%) on its estimated assessable profits for the six months
ended 30 June 2005.

Dividends

(a)

(b)

Dividend attributable to the interim period

THREIRZ
RS EAR 3L
(ZZZmE : 2.4l

Interim dividend declared
after the interim period
of 1.3 cents (2004: 2.4 cents)

per share

The interim dividend has not been recognised as a liability at the balance
sheet date. The calculation of the 2005 interim dividend is based on the

number of ordinary shares outstanding at the date of this report.

Dividend attributable to the previous financial year, approved and paid

during the interim period

BREBEZE-_TTNF
+t-A=+—HLFE
I R BE % P HA R
RORAS 2 R EA AR B,
(BE=ZTZT=%¢+=A
=+ —IEFE ¢ 5.50l)

Final dividend in respect of the financial
year ended 3| December 2004,
approved and paid during the
following interim period of |.4 cents
(year ended 31 December 2003:

5.5 cents) per share

5

R 4L

FRSH ()

TER B 2 M A R Z TS BB R iz
B ZEARIE 15% (ZZTZTPUF © 15%)
NWEEEBEZE-_ZETRFEA~A=1TH
1E7RME B 2 fhst R AR E -

KE
(a) FEIEMKE

Six months ended 30 June

BEANA=tHLXEA

2005 2004
S iixd —FEME
$°000 $000
Fr Fr
4,073 7519

THRENGEERRAERREE -
“EERFHHRETIERARER
BERTzERRBBEE

(b) FEIAH R IR AT 2 BB E—
18187 B 4F JR B9 R

Six months ended 30 June

BEASA=tTHLEREA

2005 2004
—RREF —sEmE
$°000 $'000

77 T
4,386 17,232
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Earnings per share

(a) Basic earnings per share
The calculation of basic earnings per share is based on the profit
attributable to equity holders of the Company of $6,670,000 (2004
(restated): $23,607,000) and the weighted average number of ordinary
shares of 313,300,000 (2004: 313,300,000) in issue during the six months
ended 30 June 2005.

(b) Diluted earnings per share
No diluted earnings per share is presented for the six months ended 30
June 2005 as the inclusion of the effect of all dilutive potential ordinary
shares in issue for the period would have an anti-dilutive effect on the

basic earnings per share.

For the period ended 30 June 2004, the calculation of diluted earnings
per share is based on the profit attributable to equity holders of the
Company of $23,607,000 (restated) and the weighted average number
of ordinary shares of 317,744,000 after adjusting for the effect of all

dilutive potential ordinary shares.

Fixed assets

The Group's land and buildings held for own use carried at fair value were
revalued at 30 June 2005 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. As a result of the update, revaluation surplus of $3,902,000 (2004:
$Nil), net of deferred tax, has been transferred to land and buildings
revaluation reserve (see note 14) and a net gain of $987,000 (2004: $Nil)
and the deferred tax thereon of $43,000 (2004: $Nil) have been included in

the consolidated income statement for the six months ended 30 June 2005.

7

SREA

(o) HFRELREF
BREXRBFREZANDAIREARFE
AFEAEE 7 6,670,000 75 (ZZZM
& (&%) :2360700070) REE
—EERFANA=ZTHIERNEAR
BERTERBKRZMETFHK
313,300,000 % (=ZZ T M4 :
313,300,000 %) &zt

(b) FREFERF
HREINMARE EBBIEEEY
7L ERASE BRERRFIEK
RESE1ER - ML B2 HE_Z
TREANA=TBIEAEAZER
BERA -

HE-_TTNFE A A=1THIH
H - SREE R RAD AR
A AEMR R F 23,607,000 T (F
7)) RESFAEABEEEETE
2 BRI TR 2 @Ak N
#1981 317,744,000 Bt &

EE&E
REEREE AL ARAREFIRZ Lt
EEFR-_ZZTRAFA=+HBEBEL
BEGEMBERTARAR (ZRA]
ZBEFHEERBABMAGrEE) &
RATEETER - EREFER &
(2239020007 (ZTTWEF: &) B
EBRE T RIEFEE (R 14)
LA K2 % U 2% 987,000 7T (= ZZ U4 -
) RZziis 2 BAERITE 43000 7T (=
TTNF : &) EMAGEBERA -
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Available-for-sale equity securities 9 TAIHHEREERS

Available-for-sale equity securities represented equity investment in an unlisted AHEERAESE —HIELETRA

corporate entity with a cost of $1,500,000 (at 3| December 2004: $1,500,000) AKAA 1500000 (ZEZWFE+=A

against which a full provision for impairment loss had been made in prior =+—H : 1,500,000 7T) ZBEAEE *

year and maintained at 30 June 2005. mEFERZKREFELZEBERRE
BE UYR-_ZEZRFAA=TH#
FRE e

Inventories 10 #&

Included in inventories, there are raw materials and finished goods totalling REER - 8357 8% 3,186000 7T (R

$3,186,000 (at 31 December 2004: $4,910,000) stated net of a provision, “EEMFE+ZA=+—H : 4910000

made in order to state these inventories at the lower of their cost and L) MR EEE 2 RME REK

estimated net realisable value. G DASRIR AR AN S 5T AT B R FE R

EPHREIFEINRELFTE -

Trade receivables 11 EREZERR
The ageing analysis of trade receivables (net of impairment losses) is as EWE SEHR (FRRRERE) ZiRE
follows: DITWAT :

At 30 June At 3| December
2005 2004
R-BBEF R-FFMF
AA=tE F-A=+-H

$°000 $'000

Fr Fir

Current R iEHR 85,276 69,614

Less than | month overdue wE LR —EA 21,170 18,326
Over | month but less than BHZN—EABIR

3 months overdue ={@A 22,528 23,438
Over 3 months but less than BmHZR={EABIR

12 months overdue +=1@A 2,230 4,831

131,204 116,209

The credit terms granted by the Group to its customers (including a rEEGTERE (BE—BRE (KM=

shareholder (note 16)) generally range from one to two months. 16)) ZHERER  — RN F—ZmE

A o
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12 Cash and cash equivalents 12 BEeRELZEEY

At 30 June At 3| December
2005 2004
R-BERF R-ZZZMEF
ARA=ZtH +Z-A=+—H

$°000 $'000
Fr T
Deposits with banks RITIFE R 63,180 94,379
Cash at bank and in hand BITERERS 65,340 36,442
Cash and cash equivalents in the consolidated HMEBREBBRAZE®
balance sheet FEEEEY 128,520 130,821
Less: deposits with banks with more than B EREIHAZR
three months of maturity when placed =@AZRITER (15,599) (9,435)
Cash and cash equivalents in the condensed ARG ARERERNA
consolidated cash flow statement ZRENIREEEY 112,921 121,386
13 Trade payables 13 ENESERX
The ageing analysis of trade payables is as follows: BB SRR ZERRITAT ¢
At 30 June At 3| December
2005 2004
R=-B2HF R-ZZTE
NA=+H +=ZA=+—H
$°000 $'000
FT T
Due within | month or on demand — {8 A 7 sk HE 7 i AN s B 2 64,282 35,987
Due after | month but within 3 months —{@ A8 =18 A R E = 2,167 20,722
66,449 56,709
The credit terms granted by the suppliers (including a shareholder (note fpEn (R —BRE (M 16)) 4
16)) to the Group generally range from one to two months. FAREEZHBREH—BNT—Z=Z/mE

A e
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Capital and reserves 14 BARREE
Land and
buildings
revaluation  General
reserve  reserve
Share Share Capital T fund  Retained
capital premium reserve kEF -# profits Total
BRA RGEE BERE EMRE REE REEN Azt
$000 $000 $000 $:000 $000 $000 $000
Fr Fr Fr Fr T i Fr
At | January 2004 RZZEME
—A-H
~ as previously reported -REAZR 31,330 52,900 - - 360 229,156 313,746
— prior period adjustment in —RUARAZ 2
respect of equity settled RHRFELZ
share-based transactions AR (Fizk)
(note 2) = = 1,147 = - (1,147) -
- as restated —&7| 31,330 52,900 147 - 360 228,009 313,746
Final dividend approved in respect of &8t /B £ —FE
the previous year (note 6(b)) ZARERE
(GEHO) - - - - - (1723) (1723
Equity settled share-based transactions MABRZA T2 HR 5 - - 1,206 - - - 1,206
Profit for the period (as restated) B (E5) = = = = = 23,607 23,607
At 30 June 2004 (as restated) RZZTWEF
NAZTH (87 31330 52900 2353 - 360 234384 321307
Transfer between reserves RERBE - - - - 442 (442) -
Equity settled share-based transactions WABRAS {2 AR5 = = 1323 - - - 1323
Profit for the period (as restated) BRE# (E51) = = = = = 12,805 12,805
Dividend declared in respect of the ~ BERBRAFE
current year (note 6(a)) ZIRE (Fi5E6(a)) - - - - - (7.519) (7519)
At 31 December 2004 (as restated) B ZPET=A
=+—R (5 31330 52,900 3,676 - 802 239228 327,93
At | January 2005 RZZTHE
—A-R
- as previously reported —RREAER 31,330 52900 = = 802 242,904 327,936
— prior period adjustment in respect  — BRBABR AR 4 Z R {7
of equity settled share-based RS 2 Al
transactions (note 2) B (M) - - 3,676 = - (3,676) -
- as restated —&7| 31,330 52,900 3,676 - 802 239,228 327,936
Final dividend approved in respect of  EH#EBR E—FEZ
the previous year (note 6(b)) AR E (Fizke (b)) - - - - - (4386) (4386)
Transfer between reserves fEfR R E - - (247) - = 247 =
Revaluation surplus, net of B R (ENK
deferred tax (note 8) BIERRE) (fizks) - = - 3902 - - 3,902
Equity settled share-based transactions MBS i 2 1B R 5 - - 1211 - - - 1211
Profit for the period HREH - - - - - 6,670 6,670
At 30 June 2005 RZZZREF
~NA=TA 31,330 52,900 4,640 3,902 802 241,759 335,333
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14 Capital and reserves (Continued) 14 BRARGEE (E)

Equity settled share-based transactions KBRAZ 2RO S

The Company has a share option scheme which was adopted on 16 June KRABERBE-—ER_ZTZT=FA
2003 whereby the Directors of the Company are authorised, at their TRNBERANBRETS - Bt K
discretion, to invite employees of the Group, including Directors of any RAEFERENBEEFAEEES
company in the Group, advisers and consultants, to take up options to (BHEASEEAARZES) - BEH
subscribe for shares of the Company. Each option gives the holder the right RBRANENTTRBERATRGD 2B
to subscribe for one ordinary share of $0.| each of the Company. iRt - RO BREAM T EFHE AR

REARF—BREREEO T2 EE
fie 2 REF -

During the six months ended 30 June 2005, no options have been granted HE-_ZTTRFANA=THIERE
or exercised (2004: 1,000,000 options were granted) and |,500,000 options A WERHSKTEERE (ZZF
(2004: Nil) have been lapsed and cancelled. At 30 June 2005, the outstanding U4 : X H 1,000,000 17 BERRHE) - T
share options were: 1,500,000 A B #E (ZTTWEF : &)

EERBRKEN R_FFTHEF
NA=Z+B  RITERBERES

Number of options
outstanding at

30 June 2005

Date granted Exercise period Exercise price R-ZBZERFAA=1H
BHAH TR TEE ZRITEBEREHE
7 July 2003 | July 2004 to 30 June 2008 $1.294 19,400,000
—EE=F+H+H —EENFELA—HE

“EZN\FARNA=TH

6 May 2004 | May 2005 to 30 April 2009 $1.666 1,000,000
—TTEFAARA —TEAFAA—HE
—ZEFENAFEOA=FA
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Capital commitments outstanding not provided for in the

interim financial report

Contracted for [=EIE:)

Material related party transactions

15 REMMIXKRERAPRPBREAR

BBz EREE
At 30 June At 3| December
2005 2004

p N="= = pres
AA=+H +ZA=+-—H

$°000 $'000
Fr Fr
1,384 48

16 EXBFEALRS

During the six months ended 30 June 2005, the Group entered into the RBE_ZTAFAAA=THIEAE
following transactions with Kwang Sung Electronics Co., Ltd. (“Kwang Sung AR REBEARFEEZRFKRA

Korea”), a major shareholder of the Company:

Sales of finished goods 1S B

Purchases of raw materials BB R

Referral commission paid/payable B/ ENENES

Research and development and technical Bt e 3 R
support fee paid/payable Rtz & & R

Purchase of fixed assets BEETEEE

FHHEET ([BEXR)) FTIUT
%5

Six months ended 30 June

BEAA=tHLXEAR

2005 2004
—RE2RF — 2= T
$°000 $'000

FT FiT
31,628 52,251
22,362 31,903
4,504 4,619

- 3,523

969 =
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KWANG SUNG ELECTRONICS H.K.CO.LIMITED - 3¢ &

BIEBERA

=]

16 Material related party transactions (Continued)

At 30 June 2005, included in the following balance sheet captions are the

amounts due from/(to) Kwang Sung Korea:

Trade receivables B E 2R
Trade payables R E SRR

Accrued expenses and other payables

JRERT 8 PR N H A AN OB

The Directors of the Company are of the opinion that the above transactions

were conducted in the ordinary course of business on normal commercial

terms.

Comparative figures

@)

(b)

Certain comparative figures have been adjusted as a result of the changes

in accounting policies as set out in note 2.

Research and development expenses have been separately shown on
the face of the consolidated income statement. Comparative figures
have been reclassified to conform with the current period’s presentation.
In addition, certain of the comparative figures among “selling and
distribution expenses”, “administrative expenses” and “other operating
expenses” as shown on the face of the consolidated income statement
have also been reclassified to conform with the current period’s
presentation. The Directors consider that the revised presentation reflects

more appropriately the nature of these items.

16 EXBEALRS ()

RZZBZRFEARNA=+H BART
JIEERBRZBRABERYK (&

) EEIEEZ A

At 30 June At 3| December
2005 2004
R-ZFFRF R-_ZEZTMEF
NA=+H +=ZA=+—H
$°000 $000

FT T

14,856 12,820
(3,902) (3,722)
(3,924) (1,549)

NN

AZEERR LR HRE—

MRETBIZ P IR IE F 78 GFEST ©

17 tEBEF

@

®)

BT LM E R R 2 T2
LN %ﬁ@ﬁ%uﬁ%O

MERAXERGABRERAERZ2
5l o WREBFE TENSHA - U
ABARERZE2HRARA 1IN HFE
BERA [HERDHFAX
[TTER ] & [EMEERAX] 2
ETUHREFTETEHNSE - M
RAAHHEZE2RAN - BER
R RETZE2H/TAEBEIR
BRINZERE 2 HE -



