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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES 1. FEBEEFTER
(a) 31728 8f

(a) Statement of compliance

These financial statements have been prepared in
accordance with all applicable Hong Kong Financial
Reporting Standards (“HKFRSs”), which collective term
includes all applicable individual Hong Kong Financial
Reporting Standards, Hong Kong Accounting Standards
(“HKASs”) and Interpretations issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA”),
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 Stock
Exchange of Hong Kong Limited (the “Listing Rules”). A
summary of the significant accounting policies adopted

by the Group is set out below.

The HKICPA has issued a number of new and revised
HKFRSs that are effective or available for early adoption
for accounting periods beginning on or after 1 January
2005. Information on the changes in accounting policies
resulting from initial application of these new and
revised HKFRSs for the current and prior accounting
periods reflected in these financial statements is

provided in note 2.
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Success Hinges on Technology

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE

(Expressed in Hong Kong dollars) (BT RE)

N

1. SIGNIFICANT ACCOUNTING POLICIES 1. TEHER ®

hullle

(Continued)
(b) Basis of preparation of the financial statements (b) M HmE 2 mEELE

The consolidated financial statements for the year ended HE_TZERF+_A=+—HILFEXZ

31 December 2005 comprise the Company and its FEMBHRE  BEARAREMEAR

subsidiary (together referred to as the “Group”). (B AREH]) -

The measurement basis used in the preparation of the BRIRIE N XHEI 2@t BEMEET S

financial statements is the historical cost basis except BERANEEIERN  ABBHRERIN

that the following assets are stated at their fair value as R SEPRANVE Rl A o

explained in the accounting policies set out below:

—  freehold land and buildings (see note 1(e)); and —  KAEELHEETF (RHE1())

)54

—  leasehold land and buildings, for which the fair - MHEITHREBTF mEZIHREFH
values cannot be measured separately at the NREERELHFRG B BTEED RIET
inception of the lease and the entire lease is B -MENENBERREMEN (R
classified as a finance lease (see notes 1(e) and (g)). MisE1(e) & (g) °

The preparation of financial statements in conformity GHEBEFEMBREEN 2T B RE

with HKFRSs requires management to make judgements, FREBEBELAE AT RR®K - mZ

estimates and assumptions that affect the application of SHE  AARBRRETERRZIEAR

policies and reported amounts of assets, liabilities, TRz EERAE WARRAIZEH

income and expenses. The estimates and associated BoREEALFEBRRDRBEEERR

assumptions are based on historical experience and NEBEMERZSBATHBEEZSE

various other factors that are believed to be reasonable HEMARREEMEL - AEERBENX

under the circumstances, the results of which form the ERERBAAREREMIRMSEHNE

basis of making the judgements about carrying values of ERBBEZEREEMELGF2EE - &

assets and liabilities that are not readily apparent from BE T e A RN HE -

other sources. Actual results may differ from these

estimates.

The estimates and underlying assumptions are reviewed REBEFERMIELT LEBRRKRIEL

on an ongoing basis. Revisions to accounting estimates AP e BRI ZEMEZEES -

are recognised in the period in which the estimate is EASHANEHEREHER - ZE

revised if the revision affects only that period, or in the B EFEHTESHLAREME - AF

period of the revision and future periods if the revision e st At &8N g 5 &% LA 1R 5 R

affects both current and future periods. R e
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(c)

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 from the date that
control commences until the date that control ceases.
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.

In the Company’s balance sheet an investment in a
subsidiary is stated at cost less impairment losses (see

note 1(h)).

Other investments in equity securities
The Group’s and the Company’s policies for investments
in equity securities, other than investment in subsidiary,

are as follows:

Other investments in equity securities that do not have a
quoted market price in an active market and whose fair
value cannot be reliably measured are recognised in the
balance sheet at cost less impairment losses (see note
1(h)).

Investments are recognised/derecognised on the date the
Group and/or the Company commits to purchase/sell the

investments.
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Success Hinges on Technology

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)

1. SIGNIFICANT ACCOUNTING POLICIES 1. B2 IR (#)

(Continued)

(e) Property, plant and equipment

The following properties held for own use are stated in
the balance sheet at their revalued amount, being their
fair value at the date of the revaluation less any

subsequent accumulated depreciation:

- freehold land and buildings; and

— land held under operating leases and buildings
thereon, where the fair values of the leasehold
interest in the land and buildings cannot be
measured separately at the inception of the lease
and the building is clearly not held under an

operating lease (see note 1(g)).

Revaluations are performed 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.

Other items of property, plant and equipment are stated
in the balance sheet at cost less accumulated depreciation

and impairment losses (see note 1(h)).

Changes arising on the revaluation of properties 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 profit or loss 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 profit or loss to the extent that a deficit
on revaluation in respect of that same asset had

previously been charged to profit or loss.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)
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1. SIGNIFICANT ACCOUNTING POLICIES 1. FEETHEHEK @

i
il

(Continued)

(e)

Property, plant and equipment (Continued)

Gains or losses arising from the retirement or disposal of
an item of property, plant and equipment are determined
as the difference between the net disposal proceeds and
the carrying amount of the item and are recognised in
profit or loss on the date of retirement or disposal. Any
revaluation transferred from

related surplus is

revaluation reserve to retained profits.

Depreciation is calculated to write off the cost or
valuation of items of property, plant and equipment, less
their estimated residual value, if any, using the straight-

line method over their estimated useful lives as follows:
—  Freehold land is not depreciated.

—  Leasehold land and buildings situated thereon are
depreciated over the shorter of the unexpired term
of lease and their estimated useful lives, being no
more than 50 years after the date of purchase.

—  Plant and machinery 4 — 10 years

—  Other fixed assets 3 — 5 years
Where parts of an item of property, plant and equipment
have different useful lives, the cost or valuation of the
item is allocated on a reasonable basis between the parts
and each part is depreciated separately. Both the useful
life of an asset and its residual value, if any, are reviewed

annually.

(e)
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Success Hinges on Technology

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)

1. SIGNIFICANT ACCOUNTING POLICIES 1. TE2ETHER ®

(Continued)

(f) Intangible assets f) BREEE
Research and development costs comprise all costs that MELHAEXNABEMBEEERE R
are directly attributable to research and development FEEBES 2 KA @ A& 85 A
activities or that can be allocated on a reasonable basis to BRAEBS KA - B EE 2K &G
such activities. Because of the nature of the Group’s EEZHE AR AERREE 2K
research and development activities, the criteria for the H—RAEZBEWERER ZZIT
recognition of such costs as an asset are generally not met EW O OMERKRTIHEXETEHMTR
until late in the development stage of the project when o At FAEKARFAERA —KETR
the remaining development costs are immaterial. Hence BAEZHRANER R

both research costs and development costs are generally

recognised as expenses in the period in which they are

incurred.

Club memberships are stated in the balance sheet at cost SR ERKAER R #E R EEE
less accumulated amortisation and impairment losses REEABBEXRIK (RHE1MR) - &/
(see note 1(h)). Amortisation of club memberships is QEZHBIERESEN20F ZHFA BT
charged to profit or loss on a straight-line basis over their RAREBRRNR BEBHSEFET
estimated useful life of 20 years. The period of mES e

amortisation is reviewed annually.

(g) Leased assets (g) %ﬁ%ié%
(i) Classification of assets leased to the Group (i) EFAXERHCEEC M

Leases which do not transfer substantially all the \ﬁzﬁ?ﬁ?@j{*‘ﬁﬁﬁ'&ﬁ%*ﬁ 2 2 P %
risks and rewards of ownership to the Group are MaTALEEZHENDERKE
classified as operating leases, except land held for HE  MERBLLHEREERZ
own use under an operating lease, the fair value of i EARBETEREITIEE
which cannot be measured separately from the fair REERE FBEMZARBED
value of a building situated thereon at the inception FatE  AIEEREHEAR AW
of the lease, is accounted for as being held under a BEREYHBENSBRELCEHER
finance lease, unless the building is also clearly BRI - stk T » SIS ER 15
held under an operating lease. For these purposes, REBERTLEER - KB RER
the inception of the lease is the time that the lease BAZEKEER -

was first entered into by the Group or taken over

from the previous lessee.

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
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—— NOTES ON THE FINANCIAL STATEMENTS | Bt # 3 & M
For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
1. SIGNIFICANT ACCOUNTING POLICIES 1. T2EFHHER @
(Continued)
(g) Leased assets (Continued) (g MEEE #)
(ii) Operating lease charges (i) HEHEEH
Where the Group has the use of assets held under MAEEAEEMRBELEEHERSA
operating leases, payments made under the leases ZEE - AIRBESHERZARE

HEHMRE 225t RA - AES
EEERIEER BB EMmEE

are charged to profit or loss in equal installments

over the accounting periods covered by the lease

term, except where an alternative basis is more R ERMRMBEEEEMELE Y
representative of the pattern of benefits to be Yess R BIER SN -

derived from the leased asset.

(h) Impairment of assets (h) BERE
(i) Impairment of investments in equity securities and (i) RAZBZREREMEWRHIEZHE

other receivables

Investments in equity securities and other current
receivables that are stated at cost or amortised cost
are reviewed at each balance sheet date to determine
whether there is objective evidence of impairment.
If any such evidence exists, any impairment loss is

determined and recognised as follows:

—  For unquoted equity securities and current
receivables that are carried at cost, the
impairment loss is measured as the difference
between the carrying amount of the financial
asset and the estimated future cash flows,
discounted at the current market rate of return
for a similar financial asset where the effect of
discounting is material. Impairment losses for
current receivables are reversed if in a
subsequent period the amount of the
impairment loss decreases. Impairment losses

for equity securities are not reversed.

- For financial assets carried at amortised cost,
the impairment loss is measured as the
difference between the asset’s carrying amount
and the present value of estimated future cash
flows, discounted at the financial asset’s
original effective interest rate (i.e. the effective
interest rate computed at initial recognition of

these assets).
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(h) Impairment of assets (Continued)

(i)

(ii)

Impairment of investments in equity securities and
other receivables (Continued)

If in a subsequent period the amount of an
impairment loss decreases and the decrease can be
linked objectively to an event occurring after the
impairment loss was recognised, the impairment
loss is reversed through profit or loss. A reversal of
an impairment loss shall not result in the asset’s
carrying amount exceeding that which would have
been determined had no impairment loss been

recognised in prior years.

Impairment of other assets

Internal and external sources of information are
reviewed at each balance sheet date to identify
indications that the following assets may be
impaired or an impairment loss previously

recognised no longer exists or may have decreased:

—  property, plant and equipment (other than

properties carried at revalued amounts);

—  intangible assets; and

—  investment in subsidiary.

If any such indication exists, the asset’s recoverable

amount is estimated.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1.

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(h) Impairment of assets (Continued)

(ii) Impairment of other assets (Continued)

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
inflows independently (i.e. a cash-generating

unit).

Recognition of impairment losses

An impairment loss is recognised in profit or
loss whenever the carrying amount of an asset,
or the cash-generating unit to which it belongs,
exceeds its recoverable amount. Impairment
losses recognised in respect of cash-generating
units are allocated to reduce the carrying
amount of the assets in the unit (or group of
units) on a pro rata basis, except that the
carrying value of an asset will not be reduced
below its individual fair value less costs to sell,

or value in use, if determinable.

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 an impairment loss 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 profit or loss
in the year in which the reversals are

recognised.

— NOTES ON THE FINANCIAL STATEMENTS

Bz

Bt % W x W

(LB Efr)

1.

- T A
T ==

ol

—EERFS - A=1—HILFE

STHBUR @)

(h) BERE &)
AW REZHE (R)

(ii)

HralE R
é‘?Z‘MﬁZ@%E@&E% EFE
BREAEECBRSEEE - £

HHEEREER  ERARR
BERMSHEEZBREREE

FrE R 2 BATITEE -
BEFARKRBESRENEZRME -
HEEZHRSMARKR ETELE
YREMEBEEZRERAR - A
ARAIBIMELRERAZR
NEEHS (B-EREeELE
i) FEE R W B & 58 o

ERREREA
BEEREMBZREEL BN
ZEE@A%E%%EEIH&@%%’E

CEEAEESR T ERRE
Eﬁa o R ZBEBBEIRLD
MOZEA (R — BB PEE
ZEmERE  BRETSEES
EEZRASEREZERREAR
EBEMHEERAS  EEREE
(AT EE) -

A R E

Thﬁﬁ%?zm—wﬁllﬂ AL
FURMIRENEL - AURERE
BT AL - ﬁﬁ@ﬂéﬁ%@@%
ZEREEBRRERNBEFEZE
RABAEBEEZEERAEARR
REBEELNERERZFE
FAABER -

ANNUAL REPORT 2005 - = O O & & %R



For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(i)

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.

When inventories are sold, the carrying amount of those
inventories is recognised as an expense in the period in
which the related revenue is recognised. The amount of
any write-down of inventories to net realisable value and
all losses of inventories are recognised as an expense in
the period the write-down or loss occurs. The amount of
any reversal of any write-down of inventories is
recognised as a reduction in the amount of inventories
recognised as an expense in the period in which the

reversal occurs.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

()

Trade and other receivables

Trade and other receivables are initially recognised at fair
value and thereafter stated at amortised cost less
impairment losses for bad and doubtful debts (see note
1(h)), except the effect of discounting would be
immaterial. In such cases, the receivables are stated at
cost less impairment losses for bad and doubtful debts

(see note 1(h)).

Trade and other payables

Trade and other payables are initially recognised at fair
value and thereafter stated at amortised cost unless the
effect of discounting would be immaterial, in which case

they are stated at cost.

Cash and cash equivalents

Cash and cash equivalents comprise cash at bank and on
hand, demand deposits with banks and other financial
institutions, and short-term, highly liquid investments
that are readily convertible into known amounts of cash
and which are subject to an insignificant risk of changes
in value, having been within three months of maturity at

acquisition.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1.

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(m) Employee benefits

(i)

(ii)

Short-term employee benefits and contributions to
defined contribution retirement plans

Salaries, annual bonuses, paid annual leave,
contributions to defined contribution plans and the
cost of non-monetary benefits are accrued in the
year in which the associated services are rendered
by employees. Where payment or settlement is
deferred and the effect would be material, these

amounts are stated at their present values.

Share based payments

The fair value of share options granted to employees
is recognised as an employee cost with a
corresponding increase in a capital reserve within
equity. The fair value is measured at grant date
using the binomial lattice model, taking into
account the terms and conditions upon which the
options were granted. Where the employees have to
meet vesting conditions before becoming
unconditionally entitled to the share options, the
total estimated fair value of the share options is
spread over the vesting period, taking into account

the probability that the options will vest.
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— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(m) Employee benefits (Continued)

(ii) Share based payments (Continued)
During the vesting period, the number of share
options that is expected to vest is reviewed. Any
adjustment to the cumulative fair value recognised
in prior years is charged/credited to profit or loss for
the year of the review, unless the original employee
expenses qualify for recognition as an asset, with a
corresponding adjustment to the capital reserve. On
vesting date, the amount recognised as an expense is
adjusted to reflect the actual number of share
options that vest (with a corresponding adjustment
to the capital reserve) except where forfeiture is
only due to not achieving vesting conditions that
relate to the market price of the Company’s shares.
The equity amount is recognised in the capital
reserve until either the option is exercised (when it
is transferred to the share premium account) or the
option expires (when it is released directly to

retained profits).

(n) Income tax

Income tax for the year comprises current tax and
movements in deferred tax assets and liabilities. Current
tax and movements in deferred tax assets and liabilities
are recognised in profit or loss except to the extent that
they relate to items recognised directly in equity, in

which case they are recognised in equity.

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.

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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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1.

SIGNIFICANT ACCOUNTING POLICIES

(Continued)

(n) 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.
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.

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.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(o)

Provisions and contingent liabilities

Provisions are recognised for liabilities of uncertain
timing or amount when the Group or the Company 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.

Revenue recognition

Provided it is probable that the economic benefits will
flow to the Group and the revenue and costs, if
applicable, can be measured reliably, revenue is

recognised in profit or loss as follows:

(i)  Sale of goods
Revenue is recognised when goods are delivered at
the customers’ premises which is taken to be the
point in time when the customer has accepted the
goods and the related risks and rewards of
ownership. Revenue is after deduction of trade

discounts and returns.

(ii) Interest income
Interest income is recognised as it accrues using the

effective interest method.

— NOTES ON THE FINANCIAL STATEMENTS
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(g) Translation of foreign currencies

Foreign currency transactions during the year are
translated at the foreign exchange rates ruling at the
transaction dates. Monetary assets and liabilities
denominated in foreign currencies are translated at the
foreign exchange rates ruling at the balance sheet date.
Exchange gains and losses are recognised in profit or

loss.

Non-monetary assets and liabilities that are measured in
terms of historical cost in a foreign currency are
translated using the foreign exchange rates ruling at the
transaction dates. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair
value are translated using the foreign exchange rates

ruling at the dates the fair value was determined.

The results of foreign operations are translated into Hong
Kong dollars at the exchange rates approximating the
foreign exchange rates ruling at the dates of the
transactions. Balance sheet items are translated into Hong
Kong dollars at the foreign exchange rates ruling at the
balance sheet date. The resulting exchange differences

are recognised directly in a separate component of equity.

On disposal of a foreign operation, the cumulative
amount of the exchange differences recognised in equity
which relate to that foreign operation is included in the

calculation of the profit or loss on disposal.

Borrowing costs
Borrowing costs are expensed in profit or loss in the

period in which they are incurred.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(s) 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 (being members of key management
personnel, significant shareholders and/or their close
family members) or other entities and include entities
which are under the significant influence of related
parties of the Group where those parties are individuals,
and post-employment benefit plans which are for the
benefit of employees of the Group or of any entity that is
a related party of the Group.

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.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

1. SIGNIFICANT ACCOUNTING POLICIES
(Continued)

(t)

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 fixed assets. 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 entities 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, tax balances, corporate and financing

expenses.

2. CHANGES IN ACCOUNTING POLICIES

The HKICPA has issued a number of new and revised HKFRSs

that are effective for accounting periods beginning on or after

1 January 2005.

The accounting policies of the Group and/or the Company

after the adoption of these new and revised HKFRSs have been

summarised in note 1. The following sets out information on

the significant changes in accounting policies for the current

and prior accounting periods reflected in these financial

statements.

The Group has not applied any new standard or interpretation

that is not yet effective for the current accounting period (see

note 32).
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— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

2. CHANGES IN ACCOUNTING POLICIES

(Continued)
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(a) Employee share option scheme (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 1 January 2005, in order to comply with
HKFRS 2, the Group adopted a new policy for share
options. Under the new policy, the Group recognises the
fair value of such share options as an expense with a
corresponding increase recognised in a capital reserve
within equity. Further details of the new policy are set

out in note 1(m) (ii).

The new accounting policy has been applied
retrospectively with comparatives restated, except that
the Group has taken advantage of the transitional
provisions set out in HKFRS 2, under which the new
recognition and measurement policies have not been

applied to options vested before 1 January 2005.

The effect of this change in accounting policy on the
consolidated income statement for the year ended 31
December 2005 is to increase cost of sales by $308,000
(2004: $582,000), selling and distribution expenses by
$320,000 (2004: $355,000), administrative expenses by
$145,000 (2004: $198,000), and research and
development expenses by $1,025,000 (2004: $1,394,000),
with the corresponding amounts totalling $1,798,000
(2004: $2,529,000) credited to the capital reserve. The
amounts of prior period adjustments to the reserves as at

1 January 2004 and 1 January 2005 are set out in note 24.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

2. CHANGES IN ACCOUNTING POLICIES

(Continued)

(a) Employee share option scheme (HKFRS 2,

Share-based payment) (Continued)

In addition to the above, the effect of this change in

accounting policy on other items is set out below:

Earnings per share
— Basic (cents)

— Diluted (cents)

Other significant disclosure items
Staff costs ($°000)
Research and development

expenses ($’000)
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Increase/(decrease)
#hn, (B
2005 2004
—ETRE —EENEFE
SRER
—EAR () (0.57) (0.81)
—¥5E (1) (0.57) (0.80)
HEABBEEE
BT (FIr) 1,172 1,552
M EFEERSE (Fr)
626 977
1,798 2,529

Details of the Company’s share option scheme are set out

in note 22.
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— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

2. CHANGES IN ACCOUNTING POLICIES
(Continued)

Ay
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(b) Definition of related parties (HKAS 24,

Related party disclosures)

As a result of the adoption of HKAS 24, Related party
disclosures, the definition of related parties as disclosed
in note 1(s) has been expanded to clarify that related
parties include entities that are under the significant
influence of a related party that is an individual (i.e. key
management personnel, significant shareholders and/or
their close family members) and post-employment benefit
plans which are for the benefit of employees of the Group
or of any entity that is a related party of the Group. The
clarification of the definition of related parties has not
resulted in any material changes to the previously
reported disclosures of related party transactions nor has
it had any material effect on the disclosures made in the
current period, as compared to those that would have
been reported had Statement of Standard Accounting

Practice 20, Related party disclosures, still been in effect.
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3. TURNOVER

The principal activities of the Group are the manufacture and

sale of electronic components.

Turnover represents the sales value of goods supplied to

customers less goods returned and trade discounts.

4. OTHER REVENUE

EES
ARBEZIBEBRUERBEBT M -
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Interest income FEWA

Write back of trade payables JEA B 5 BR R [El 8
Scrap sales FERHH &

Others HAt

2005 2004
—EETRE —ETF
$°000 $°000

FIT Fr

2,374 703

893 -

122 128

662 341

4,051 1,172
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Success Hinges on Technology

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (LB BE)
5. PROFIT BEFORE TAXATION 5. BR¥ AR
Profit before taxation is arrived at after charging/(crediting): B AT A 2 Bk (BEA) TFIE1E -
2005 2004
—EZREF —EENF
(restated)
(E3))
$°000 $°000
FT Foir
(a) Finance costs: (a) REEKA :
Interest on bank advances and RITBARREREFA
other borrowing wholly repayable BHERZEMERZAE
within five years 4 -
(b) Staff costs: #/* (b) BIAKA : #/*
Contributions to defined contribution RERBRIRET & 2 1K
retirement plans 1,727 1,112
Equity-settled share-based VARR AR 32 A5 2 B A 1+ 3R B 32
payment expenses 1,172 1,552
Salaries, wages and other benefits TE  HFeRhEMETR 71,165 52,110
74,064 54,774
(c) Other items: (c) HMIEE :
Cost of inventories # (note 17) TFERAR# (HiF17) 558,615 516,252
Auditors’ remuneration 1Z BT BN &
— audit services — ZBURT 483 465
— tax services — BB AR 75 41 39
— other services — E MR 147 140
Depreciation # FE: 18,690 15,598
Amortisation iy 44 -
Operating lease charges: minimum KEHEER
lease payments HIEKHEEFKE
— hire of properties #/* — TR EH/* 4,866 4,988
Equity-settled share-based WARR A7 72 B0 2 AT AR 52 *
payment expenses * 1,798 2,529
Net foreign exchange (gain)/loss fE N (W) /BB FE (1,320) 770
Impairment loss on mEERMBERE (Bit15)
intangible assets (note 15) 148 -
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For the year ended 31 December 2005

— NOTES ON THE FINANCIAL STATEMENTS

Bt % R &< M
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(Expressed in Hong Kong dollars) (BT R ELL)
5. PROFIT BEFORE TAXATION (Continued) 5. BRBLANRER @)

# Cost of inventories includes $58,145,000 (2004 (restated): #

$50,308,000) relating to staff costs, depreciation expenses and

operating lease charges in respect of properties, which amount is

also included in the respective total amounts disclosed

separately above or in note 5(b) for each of these types of

expenses.

* Staff costs included operating lease charges of $1,457,000 (2004: *

$1,006,000) and equity-settled share-based payment expenses of

$1,172,000 (2004: $1,552,000) which amount is also included in

the respective total amounts disclosed separately above for each

of these types of expenses.

6. INCOME TAX IN THE CONSOLIDATED 6. &%

INCOME STATEMENT

(a) Taxation in the consolidated

represents:

Current tax

Provision for Hong Kong Profits Tax

Over provision for Hong Kong Profits

Tax in respect of prior years

PRC taxation

Deferred tax
Origination and reversal of

temporary differences

income statement (a)

LR

BENEHES

NEFERBRBNEH
2 AR F

BB IR

B E
ERUEERZEERED

FEKACIERETRKA TEMAS RIEMEZ
WEHEBHA 58145000 (ZZEMF
(£3l) : 50,308,0007T) ° &Lk 8H 2 @55 A
LR FS D) S HABEZ SEAZT R E
A e

BIXAEZEEHEEM1,457,000T (ZFF
PU4F © 1,006,0007T) B LR 17 B EGEZ (17 FHE
1,172,0007C (ZEZFMEF : 1,552,0007T) © i5 L
CHEBESGA LRI HABES SHEALZH
HEIA -

SERBRAMIN ZFAEH

GaBaRANMIIZHEAR

2005 2004
—EZREF —EENF
$°000 $°000
FT For
2,388 3,149
(494) (58)
1,894 3,091
1,316 858
3,210 3,949
220 741
3,430 4,690
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

6.

INCOME TAX IN THE CONSOLIDATED
INCOME STATEMENT (Continued)

(b)

Provision for Hong Kong Profits Tax is calculated at
17.5% (2004: 17.5%) of the Group’s estimated assessable

profits arising in Hong Kong for the year.

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.
Provision for income tax in respect of the subsidiary in
the PRC is calculated at 15% (2004: 15%) of its estimated

assessable profits for the year.

Reconciliation between tax expense and accounting profit

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

6. RAEBBRAMINZAEHR @

EBFEHR 2 EBNRENREBRES
EEZHFERBENZ217.5% (ZFFW
F 1 17.5%) 5T E -

AREBRBEFEMI IR ZLZZ A
EERMIBEZ GREPEARLNR
(THED#ETRETY  TEKRLERE
¢ﬁﬁﬁ2@%%ﬁ%@omm%ﬁmz
Al B AR R BT BT
%EE&H%~ﬁﬂnWﬁﬁﬁ§%ﬁﬁ
ZEH A0 EB)FTE £ REVG o Bt - AR
HEAFESREZAS05028 =% -

EPBEZHBARZIEMERZIRZF
B2 ERBEF 215% (ZTTMNF ¢
15%) 5t &

(b) FRHREBMEFENZERNEFTEW

at applicable tax rates: R -
2005 2004
—EREAF —TEMF
(restated)
(&%)
$°000 3’000
T Fir
Profit before tax B 5 A& A 28,991 41,102
Notional tax on profit before tax, RREMBHGE AL RERF
calculated at the rates applicable to e M B A R A E R
profits in the tax jurisdictions 150 A ) B 4 3% B IR
concerned 4,874 7,062
Tax effect of non-deductible expenses TR 2 BHETE 635 709
Tax effect of non-taxable net revenue BARNBAFE REZE (1,585) (3,023)
Over provision in respect of prior years  MAfEF[E 2 EH BT (494) (58)
Actual tax expense ERBIAX 3,430 4,690

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
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For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
7. DIRECTORS’ REMUNERATION 7. EEWE
Directors’ remuneration disclosed pursuant to section 161 of BIBEBBEB(RAGA) B161FIELRBE2ES
the Hong Kong Companies Ordinance is as follows: Bl&mT
Salaries,
allowances Retirement Share-
Directors’ and benefits  Discretionary scheme based 2005
fees in kind bonuses  contributions Sub-total payments Total
& 2R B DNy Z2EIfF
£k BNER BERA FEfR it ER AR EH
8000 $°000 $°000 $°000 $°000 8000 $°000
T T T T T T T
Executive directors HITEE
Yang Jai Sung RER - 1,128 50 12 1,190 - 1,190
Kim Sun Cheol 2EE - 740 55 12 807 81 888
Woo Nam Jin BEY - 940 - 12 952 231 1,183
Non-executive director FHTEF
Yang Ho Sung RHE 455 55 - - 510 - 510
Independent non-executive EVHHTEF
directors
Kim Chung Kweon R 80 - - - 80 - 80
Han Byung Joon BRE 80 - - - 80 - 80
Kim Chan Su 13 80 - - - 80 - 80
695 2,863 105 36 3,699 312 4,011
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

7. DIRECTORS’ REMUNERATION (continued)

=
(LB Efr)

7. EEME @)

—EERFS - A=1—HILFE

Success Hinges on Technology

Salaries,
allowances Retirement Share-
Directors’ and benefits  Discretionary scheme based 2004
fees in kind bonuses  contributions Sub-total payments Total
B 2HR BIR R GA “EREE
Ezps ENEAN BERA HE S At -1 ACE &t
(restated) (restated)
(E5) 2
8000 $°000 8000 $°000 $°000 8000 8000
T T T T T T T
Executive directors HITEE
Yang Jai Sung PR - 1,245 - 12 1,257 - 1,257
Kim Sun Cheol SER - 874 - 12 886 110 996
Woo Nam Jin B8y - 677 - 8 685 234 919
Lee Byung Kwan FRE - 816 - 12 828 (55) 773
Non-executive director FHTEF
Yang Ho Sung RiE 455 - - - 455 - 455
Independent non-executive EVHHTEF
directors
Kim Chung Kweon EI 80 - - - 80 - 80
Han Byung Joon BRE 80 - - - 80 - 80
Kim Chan Su £ - 23 - - - 23 - 23
638 3,612 - 44 4,204 289 4,583

The above emoluments include the estimated value of share
options granted to certain directors under the Company’s share
option scheme. The value of these share options is measured
according to the Group’s accounting policy for share-based
payments in note 1(m)(ii) and, in accordance with that policy,
includes adjustments to reverse amounts accrued in previous
years where grants of share options are lapsed prior to vesting.
The details of these benefits in kind are disclosed under the
paragraph “Share option scheme” in the directors’ report and

in note 22.

As approved by the board of directors, during the year ended
31 December 2005, Yang Jai Sung and Kim Sun Cheol waived
part of their remuneration totalling $10,000 (2004: $Nil) and
$5,000 (2004: $Nil) respectively.

LM BEREAATABEREAIRTET
EEBERE - ZEBREZEEDRENRE
1(m))PTA AN EEBER AR RERZ N2
SRFEREMET € - RIREZEE - BREENIE
FRER RO T 0 53 8 A SR AT 2 B %

EYME2HBINEE WS (BT E
—BR M 22 AR ER o

REBEE-—ZZAF+-_A=1+—"ALFER ' #&
ﬁui%ﬁrb& RPEERSEORNERSFLHZ
< - 2314 510,000 (ZEZMF + Tor)
&5,00073(4§7 e Tor) »
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For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE

(Expressed in Hong Kong dollars) (BT RE)

8. INDIVIDUALS WITH HIGHEST 8. mE#FATL
EMOLUMENTS

Of the five individuals with the highest emoluments, three are
directors (2004: four, including Woo Nam Jin who was
appointed in 2004) whose emoluments are disclosed in note 7.
The aggregate of the emoluments for the year in respect of the
other two individuals (2004: two, including the total
emoluments of Woo Nam Jin for 2004, of which $919,000 has

also been disclosed in note 7) are as follows:

hEBRHFALT HPh=FAEE(ZZTZTMN
F:MO% - BER_ZENFEEZREED) - &
He R EXHE7ELEE - RtmasmiA
T(ZZRENF : M BEEREER _Z2TNEF
2 B& 485 - HF919,0007T 77 B A MY S 78 58)
RERZMSLEEHRINIIAT

2005 2004

—EREF —EEWE

(restated)

(&%)

$°000 3’000

T T

Salaries and other emoluments HehEMMe 1,538 1,846
Bonus payable on joining the Group MAREBS L2 e - 1,170
Discretionary bonuses Y5 E4T 16 45
Share-based payments LARR 1 7 B4 2 1~k 113 333
Retirement scheme contributions RIRET B R 24 24
1,691 3,418

The emoluments of the two (2004: two) individuals with the

highest emoluments are within the following bands:

ME&(CTENF: M8 BEFALZHEBE
mE -

Number of individuals

A
2005 2004
—EERE —TTF
$Nil — $1,000,000 £ J0%£1,000,0007T 2 1
$2,000,001 — $2,500,000 2,000,0017C % 2,500,0007T = 1
2 2
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For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE

(Expressed in Hong Kong dollars) (BT RE)

9. PROFIT ATTRIBUTABLE TO EQUITY 9. KRAIRAEFE AEMLER
SHAREHOLDERS OF THE COMPANY
The consolidated profit attributable to equity shareholders of RARRAFHEE ARGLGEEENBE -FEIA
the Company includes a profit of $25,561,000 (2004 (restated): N R R B K M 25,561,0007T Z A
$36,412,000) which has been dealt with in the Company’s (ZZZ W4 (£%)) : 36,412,0007T) °

financial statements.

10. DIVIDENDS 10. R B
(a) Dividends payable to equity shareholders of the Company (a) XFEERENTEARARRAFAEAZKRE

attributable to the year:

2005 2004
—EBHF —TEMF
$°000 $’000
T Fr
Interim dividend declared and EEREXNFHERESEBK
paid of 1.3 cents (2004: 2.4 cents) 1.3 (ZZFZTWMF « 2.410L)
per ordinary share 4,073 7,519
Final dividend proposed after the EEABRABEERARE
balance sheet date of 1.9 cents FEmk1.9l
(2004: 1.4 cents) per ordinary share ZEEFMF : 1.410) 5,953 4,386
10,026 11,905
The final dividend proposed after the balance sheet date REEBBERBRBIRMN 2 RBREHKE
has not been recognised as a liability at the balance sheet EEABRAMERAEE —TTOF
date. The calculation of the 2005 final dividend is based ERBRERERAFRAMBAPZEELT
on the number of ordinary shares outstanding at the date LTRREBEHE

of this annual report.

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

10. DIVIDENDS (Continued)
(b) Dividends payable to equity shareholders of the Company

attributable to the previous financial year, approved and

paid during the year:

— NOTES ON THE FINANCIAL STATEMENTS

Bt % R &< M

Ay

HE-FEAF+=A=+—ALFE
(W8 725 1)

10. HX = (B

(b)

Final dividend in respect of the previous & AL/ &‘?)EHZZ@E BF IR

financial year, approved and paid FERPRE

during the year, of 1.4 cents (ZZZEF

(2004: 5.5 cents) per ordinary share

11. EARNINGS PER SHARE

(a) Basic earnings per share
The calculation of basic earnings per share is based on
the profit attributable to equity shareholders of the
Company of $25,561,000 (2004 (restated): $36,412,000)
and the weighted average number of ordinary shares of

313,300,000 (2004: 313,300,000) in issue during the year.

(b) Diluted earnings per share
Diluted earnings per share for the year ended 31
December 2005 is same as the basic earnings per share as
the inclusion of the effect of deemed issue of ordinary
shares under the share option scheme would have an

anti-dilutive effect on the earnings per share.

FARERRN T ARBRBRAFTAEAZ
BEFBFERES

2005 2004
—EZERE —TTF
$°000 $°000
Fi Fir
T4l
5.51UJ)
4,386 17,232
11. BRER

(a) BIREXEF
BREANBFZEARNBRAEE AREN
% 7 25,561,0007C (ZZZHF (FF) -
36,412,00070) R FAE BT EBRH
b S 19 £0313,300,0000% (=TT PU4E ¢

313,300,000) 5t & -
(b) EREERA

=

Hﬂﬁéﬁ)\ﬁﬁﬂx%??ﬂ?—%ﬁ{’ﬁ T2 BB
SHERBNBEANRESYE  WEE

:557?£¢+ A=+—BILFEZER

BERNERSRELRRTN -

)
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

11. EARNINGS PER SHARE (continued)
(b) Diluted earnings per share (Continued)

The calculation of diluted earnings per share for the year
ended 31 December 2004 was based on the profit
attributable to equity shareholders of the Company of
$36,412,000 (restated) and the weighted average number
of ordinary shares of 315,293,642, calculated as follows:

Weighted average number of ordinary shares (diluted)

Weighted average number of ordinary shares Hn=

at 31 December 2004

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

11. 8REBF @)

b) SREERR @)
BE-_ZTWNE+-_A=+—BLEFE
SREHEAFRBARBRADE AEN
i 1 36,412,0007T (7)) K& & i@ & 0
9 20315,293,642fR 51 & o HiBR ME
FHEHZAEMT

AR D04 15 B (HEE)

Number of shares

Effect of deemed issue of ordinary shares under the R IE S AR Gt & AR e (E

share option scheme for nil consideration (note 22)

Weighted average number of ordinary shares n=

(diluted) at 31 December 2004

12. 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.

BHHAE
TTENFE+-—A=+—H2
LB I T8 313,300,000
BITE B FE (MizF22) 1,993,642
TTENF+-—A=+—H2Z
LB T (#E) 315,293,642

12. 7 &P E
HHARDEARML RBRIEH 27
ARERBAEBOBANAEELBAER
RAERENANEBNHZHEHE -
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For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
12. SEGMENTAL REPORTING (Continued) 12. 3 EBEF ()
(a) Business segment (a) ¥H 2B
The Group is engaged in the manufacture and sale of REBERERENEEEF LN - B F
electronic components which can be divided into two THASRMARE-Ea T RELE T
product segments — composite components and unit T REBREXBERAER 2
electronic components. An analysis of the Group’s results MRRERSEAINAT ¢
of operations and the Group’s financial position by
product segments is as follows:
Unit electronic
Composite components components Consolidated
ank BUEFH ®E
2005 2004 2005 2004 2005 2004
“EERF _—TT@EHF ZBBRE _TTNF ZBERF _—TTOF
(restated) (restated) (restated)
(&351) (&51) (&351)
$°000 $°000 $°000 $°000 $°000 $°000
F T Fir T F T
Turnover 3 520,269 494,449 128,290 119,158 648,559 613,607
Segment result DEEE 17,435 31,771 9,472 10,394 26,907 42,165
Unallocated operating KA EAE
income and expenses WA KZER 2,088 (1,063)
Profit from R
operations 28,995 41,102
Finance costs BMERAE @ -
Income tax 5 (3,430) (4,690)
Profit after tax BRBL &R 25,561 36,412
Depreciation wE 14,633 12,511 4,057 3,087 18,690 15,598
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

12. SEGMENTAL REPORTING (continued)

(a)

HE-FEAF+=A=+—ALFE
(W8 725 1)

12. D ZBE R @)

Success Hinges on Technology

Business segment (Continued) (a) %28 &)
Unit electronic
Composite components components Consolidated
et BUEFRH
2005 2004 2005 2004 2005 2004
“ZERE —TTME ZETRE _—TTMFE ZBTRE —TINF
$°000 $°000 $°000 $°000 $°000 $°000
F Fr Fr F FT Fr
Segment assets NEEE 202,792 220,529 60,313 42,692 263,105 263,221
Unallocated assets AOBEE 178,337 133,350
Total assets BEAE 441,442 396,571
Segment liabilities NHEE 55,702 41,285 24,377 17,556 80,079 58,841
Unallocated liabilities AN EE 10,625 9,794
Total liabilities SEEE 90,704 68,635
Capital expenditure FNEEZ
incurred during BARHEX
the year 11,380 43,062 9,367 7,473 20,747 50,535
Geographical segments (b) HEDH

The Group’s business is principally managed in Hong
Kong and other parts of the PRC. The principal markets
for the Group’s products are the PRC (including Hong
Kong) and Korea.

In presenting information on the basis of geographical
segments, segment turnover is based on the destination of
the Group’s products. Segment assets and capital
expenditure are based on the geographical location of the

assets.

AEBZEBETERBERS ﬁﬁﬁi@ﬁ
ET - AEBERZEIEMBATE (8

EB) RER o

BibR D 2NN EHE - HEE
AEBERENWETE - n#E
M DREEZMBUEREFE °

3 DLR:7
EREXR
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For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
12. SEGMENTAL REPORTING (Continued) 12. 7B EX @
(b) Geographical segments (Continued) (b) HbE 2B ()
Capital
expenditure incurred
Turnover Segment assets during the year
EEH PHEE FREEZEAREX
2005 2004 2005 2004 2005 2004
“EERF _—TT@EHF ZBBRE _—TTNF ZBERF _—TTOHF
$°000 $°000 $°000 $°000 $°000 $000
FT Fir Fir FT F Fir
PRC (other than B (AN
Hong Kong) 358,034 327,046 160,749 168,804 14,468 18,275
Hong Kong BiE 202,800 155,093 52,588 44,734 187 3,343
Korea EE 74,150 106,371 48,844 49,165 6,092 28,917
Others Hit 13,575 25,097 924 518 - -
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

13. FIXED ASSETS
(a) The Group

Cost or valuation:
At 1 January 2004

Additions

Disposals

At 31 December 2004

Representing:

Cost
Valuation — 2003

Accumulated depreciation:
At 1 January 2004

Charge for the year
Written back on disposal

At 31 December 2004

Net book value:

At 31 December 2004

HE-FEAF+=A=+—ALFE
(W8 725 1)

13. B EEE

(a)
Land and
buildings

held for own

REH

Success Hinges on Technology

use carried Plant and Other fixed
at fair value machinery assets Total
BEBAXU
AREEIEZ HER Hit
T REF Big] BEEE&EE st
$°000 $°000 $°000 $°000
Fr For Fr For
RARMEE :
RZZEZTNF—A—H 1,200 66,100 14,301 81,601
1857 14,996 27,228 8,311 50,535
& - - (103) (103)
RZZEZTMF
+—-A=+—8” 16,196 93,328 22,509 132,033
K&
B AR 14,996 93,328 22,509 130,833
—ERT-FHE 1,200 - - 1,200
16,196 93,328 22,509 132,033
REIE -
RZZEZEZWMFE—H—H 25 28,638 8,298 36,961
FEREER 271 12,070 3,257 15,598
& - - (83) (83)
R-_ZEZTNF
+=-A=+—8” 296 40,708 11,472 52,476
REEE
R-ZEZTNMF
+—-A=+—8” 15,900 52,620 11,037 79,557

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

HE-FEAF+=A=+—ALFE
(W8 725 1)

13. FIXED ASSETS (Continued)
(a) The Group (Continued)

13. Bl EEE @)

(a) A&EE &)
Land and
buildings

held for own

use carried Plant and Other fixed
at fair value machinery assets Total
BEBAU
AREEIEZ BER Hity
T REF 1B BE&E et
$°000 $°000 $°000 $’000
Fr Fr Fr For
Cost or valuation: RARMEE :
At 1 January 2005 RZZEERF—H—H 16,196 93,328 22,509 132,033
Additions N 695 15,444 4,608 20,747
Disposals & - (557) - (557)
Surplus on revaluation ERps S 5,149 - - 5,149
Less: Elimination of o REFITEIRH
accumulated
depreciation (474) - — (474)
At 31 December 2005 RZTTRF
+—-A=+—H 21,566 108,215 27,117 156,898
Representing: Rk :
Cost N - 108,215 27,117 135,332
Valuation — 2005 —ZTTREMHE 21,566 - - 21,566
21,566 108,215 27,117 156,898
Accumulated depreciation: R E :
At 1 January 2005 RZZETRF—HA—H 296 40,708 11,472 52,476
Charge for the year FEFEER 454 13,772 4,464 18,690
Written back on disposal & i o] - (557) - (557)
Elimination on revaluation EHEH (474) - - (474)
At 31 December 2005 RZZTTRF
+=-A=+—8 276 53,923 15,936 70,135
Net book value: RERE
At 31 December 2005 RZZTTRF
+=—A=+—H 21,290 54,292 11,181 86,763
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For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
13. FIXED ASSETS (Continued) 13. BIEEE @
(b) The Company (b) AX2AF]
Land and
buildings

held for own

use carried Plant and Other fixed

at fair value machinery assets Total
BEBAXU
AREEIEZ BER Hity
T REF B3] EE&EE et
$°000 $°000 $°000 $°000
Fr FIr Fr FIr
Cost or valuation: RAREE :
At 1 January 2004 W_ZZWMF—HA—H 1,200 4,110 3,210 8,520
Additions IR 14,996 11,397 5,865 32,258
Disposals & - - (103) (103)
At 31 December 2004 RZTTWMF
+=-A=+—8” 16,196 15,507 8,972 40,675
Representing: Rk :
Cost PR 7R 14,996 15,507 8,972 39,475
Valuation — 2003 ZET=FHE 1,200 - - 1,200
16,196 15,507 8,972 40,675
Accumulated depreciation: REE
At 1 January 2004 RZTETEMF—A—H 25 727 1,554 2,306
Charge for the year FENEER 271 1,815 1,187 3,273
Written back on disposal & - - (83) (83)
At 31 December 2004 RZZZTWNF
+=-—A=+—8H 296 2,542 2,658 5,496
Net book value: REFE
At 31 December 2004 RZTTWMF
+=-A=+—8” 15,900 12,965 6,314 35,179
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(Expressed in Hong Kong dollars) (BT RE)
13. FIXED ASSETS (Continued) 13. B E&EE @
(b) The Company (Continued) (b) A A] (#)
Land and
buildings
held for own
use carried Plant and Other fixed
at fair value machinery assets Total
BEBAU
AREEIERZ BER Ht
THREF B4 EE&EE st
$°000 $°000 $°000 $°000
For For For For
Cost or valuation: RARMEE :
At 1 January 2005 RZZEERF—H—H 16,196 15,507 8,972 40,675
Additions BR 695 3,432 2,152 6,279
Surplus on revaluation Bh AR 5,149 - - 5,149
Less: Elimination of o REHITERHE
accumulated
depreciation (474) - - (474)
At 31 December 2005 RZZTRF
T=A=t—-R 21,566 - 18,939 .. 11,124 ! 51,629
Representing: Rk :
Cost B 7R - 18,939 11,124 30,063
Valuation — 2005 —TTREME 21,566 - - 21,566
21,566 18,939 11,124 51,629
Accumulated depreciation: REE
At 1 January 2005 RZZEZTRF—-HA—H 296 2,542 2,658 5,496
Charge for the year FEFEER 454 2,734 2,143 5,331
Elimination on revaluation E{HEHE (474) - - (474)
At 31 December 2005 RZZZTRF
T=A=t—H 2T 5276 .. 4,801 10,353
Net book value: REFE
At 31 December 2005 RZTEZTRF
+Z—A=+—H 21,290 13,663 6,323 41,276
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

13. FIXED ASSETS (Continued)

(c)

(d)

The analysis of net book value of land and buildings held

for own use carried at fair value is as follows:

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

13. B EEE @)

(c) HEEERUARAEBEIK T REF
ZEEFESTMAT

The Group and the Company

AEBERAERAT
2005 2004
—EREAF —TEMF
$°000 $°000
T T
Freehold outside Hong Kong EBEBRIMEKAEREREH 19,225 14,766
Medium-term leases in Hong Kong EEBRPHPENEE 2,065 1,134
21,290 15,900

The Group’s and the Company’s land and buildings held
for own use were revalued as 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, at their
open market value by direct comparison approach by
making reference to comparable sales transactions as
available in the relevant market. 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 of the Group and the
Company (see note 24) 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 year ended 31 December 2005.

(d) RZZFTAFAA=TH BHEZTER
RANREELEE - WRERBEMISAH
HEZHEX IR ARE RARAIFEE
BAZTHMBEEF ARMEETER -
HERTERARAB L BEMERM - 3P
METIABESAEMBERKE - BREMH
B81% © 3,902,000 CE(H A H (ZTTMNF -
) (HMBREEHIE EHERERER R
KRRzt REFERREE (RN
24) - MU AFEE987,00070 (ZZZTWF ¢
Tor) R 2RERE43,000T (Z 2 F

ME: ZT) BERPWABE_SZTAF+=
A=+—HIEFEZHEERR °
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

13. FIXED ASSETS (Continued)

Had the above land and buildings been carried at cost

less accumulated depreciation, the carrying amounts

would have been:

Freehold land and buildings
Leasehold land and buildings

14. INTEREST IN SUBSIDIARY

Investment, at cost

Amount due to subsidiary

Amount due to subsidiary is unsecured, interest-free and has

no fixed repayment terms.

BE - mRAE
ENMB AR

Bt % R &< M

ol

HE-FEAF+=A=+—ALFE
(W8 725 1)

13. Bl EEE @)

fid Lot 3 RBFOIRAARRFITE
FIE - EmESR

The Group and the Company

AEERARQT
2005 2004
—EEHEF —ETF
$°000 $°000
Fi Fir
KA EEFB 2 L REF 15,001 14,766
EHERAEZ T RIETF 3,335 3,378
18,336 18,144

14. R B QR 2 &
The Company

AATE

2005 2004
—ETHHF —ZTTNF
$°000 $°000

FT FT
56,719 56,719
(11,232) (12,341)
45,487 44,378

ENHBARAREAREER 28 RTEETEN
H -
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

14. INTEREST IN SUBSIDIARY (continued)

Details of the subsidiary are as follows:

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

14. RIB A B 2w @)
WEARZEENT :

Proportion of

15.

Country of Particulars

establishment of paid-up

Name of company and operation capital
NEERE RAIREEER EBRAEFE
Shenzhen Kwang Sung PRC US$7,271,780
Electronics Co., Ltd. T 7,271,780% 7T

RYKEBFHRAT

The subsidiary is a wholly-foreign owned enterprise
established in the PRC with an operating period of 30 years up
to 2024.

INTANGIBLE ASSETS

Club memberships, at cost

BRERE  WKAE

Less: Charge for the year VNG

Less: Impairment loss

OB EE R

In 2005, the Group assessed the recoverable amount based on
recent market price and resulted an impairment loss of
$148,000. The impairment loss and amortisation charge for the

year are included in “Other operating expenses”.

15.

ownership
interest held Principal
by the Company activity
rRAERE
FRERERERELL S TEER
100% Manufacture and sale

of electronic components

RERHEET LM

ZHB AR BRPBERY ZINEBERE - L&Y
BEE_Z_NFIF=1+F-

7 2=
BYEE
The Group and the Company
AEERADT
2005 2004
—EBHF —TEMF
$°000 $°000
T T
889 889
(44) -
845 889
(148) -
697 889

R-ZTZTRF  AEBEAHEMSERTGER
el & - A S LR EE 18 148,0007T © JFE
BIERANFEHBECTATEMEEMRE] -

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
HKEBETFTEEBERLL2A



For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

16.

17.

OTHER EQUITY SECURITIES

Unlisted equity securities, at cost
(2004: Investment securities)

B OB E S

Less: Impairment loss

In 2004, the Company acquired certain unlisted equity
securities in a corporate entity (the “entity”) for a cash
consideration of $1,500,000. These equity securities are stated
at cost less impairment losses as their fair value cannot be
measured reliably because the entity is unlisted and no
sufficient financial information is made available to the

Company to enable it to determine the fair value of the entity.

In view of the substantial losses incurred by the entity, during
the year ended 31 December 2004, the directors of the
Company assessed the recoverable amount of these equity
securities by reference to the net assets value of the entity,
where the directors considered the best estimate of the fair
value of the entity. Based on their assessment, a full provision

for impairment loss was made at 31 December 2004.

INVENTORIES

(a) Inventories in the balance sheets comprise:

Raw materials JR# ¥
Work in progress ERm
Finished goods K

— NOTES ON THE FINANCIAL STATEMENTS

Bt & &k M R

ol

HE-FEAF+=A=+—ALFE
(W8 725 1)

16.

17.

H At IR AN 7E 55

The Group and the Company

JEETRAES - HRAME
“EEME  REEH)

AEEBRAEAAT
2005 2004
—EERF —ZTTF
$°000 $°000
For Fr
1,500 1,500
(1,500) (1,500)

RZZZMNF - AQE B R {E 1,500,000
TEA—HCEER((E8]) 28Tk LMRA
FHE o HAREBAILTMMEAAR L &E
REFTHUVBENUBEARANETER AN
BE SREEF AR EBEKREAIETS
A It 52 5 WA 58 F Ty iR B A E R AR E B 18 5
E.E °

ERERUREAFE  REBEE-ZTWF+=
A=+—RILFE ARAEFZEEREE
FEMMAZERAES 2 T EEEE - MES
RRULDHERZ AABEER ZRERE < 12
BEE2iME ERZZEWFE+-_A=+—A%
MEBBELZ8ER -

FE
() RAEBBERFEBHE

The Group and the Company

AEERARAT
2005 2004
—ETHEF —ETF
$°000 $°000
Fir Fir
13,716 32,857
14,713 12,272
13,257 20,889
41,686 66,018
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For the year ended 31 December 2005

(Expressed in Hong Kong dollars)

17. INVENTORIES (Continued)

(b)

The analysis of the amount of inventories recognised as

an expense is as follows:

Success Hinges on Technology

HE-FEAF+=A=+—ALFE

(LB Efr)

17. 8 @)

(b) ERRAXZFEEZAIMMOT

The Group
TEE
2005 2004
—EZREF —EENF
$°000 $’000
FT Foir
Carrying amount of inventories sold FHEFEZREEAE 556,967 506,177
Write down of inventories MomFE 1,648 10,075
558,615 516,252
18. TRADE AND OTHER RECEIVABLES 18. B & Z BR A I H b FE U FR IR
The Group and the Company

AEBRAEAT
2005 2004
—EZTREF —TTNF
$°000 $°000
For For
Trade receivables FEUE SRR 134,901 116,209
Prepayments, deposits and other receivables FER A e R EMERTE 3,894 2,517
138,795 118,726

All of the trade and other receivables are expected to be

recovered within one year.

FB B E 5 8RS B R WA TR B A 0 — 5

mmE -

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
HKEBETFTEEBERLL2A



— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

18. TRADE AND OTHER RECEIVABLES

(Continued)

The ageing analysis of trade receivables (net of impairment
losses for bad and doubtful debts) as of the balance sheet date

is as follows:

RE A
B AR —EA

Current

Less than 1 month overdue

Over 1 month but less than 3 months overdue
Over 3 months but less than

12 months overdue

Included in trade receivables is an amount of $9,754,000

(2004: $12,820,000) due from a shareholder (note 27).

The Group’s credit policy is set out in note 25(a).

Included in trade and other receivables are the following

amounts denominated in a currency other than the functional

currency of the entity to which they relate:

United States Dollars e
Japanese Yen H
Korean Won RE

BHES— @A ETEB=EA
BEEBE=ERE EE+ @A

Bt & &k M R

ol

HE-FEAF+=A=+—ALFE
(W8 725 1)

18. BN B 5 BR 5k K H ft FE W Rk IR

(A&

REERBEXRA  RRESERRERER
WMERE) ZIREDMOT

The Group and the Company

AEMRAAT
2005 2004
—R¥HEE  —TITNF
$°000 $°000

FIT T
83,119 69,614
30,324 18,326
18,910 23,438
2,548 4,831
134,901 116,209

FUHESEFRBSRERK —ZREZFXE
9,754,0007T (—ZZ P04 : 12,820,0007T) (M 7E
27) °

AEEZ EEBREHMAH E25() °
BWESERREMERABBRE AR,
MeEEB U2 BB EZLE

The Group and the Company

FEMRAAT

2005 2004
SIS
000 000

7 F
USD15,634 USD12,030
JPY11,658 JPY2,135
KRW175,248 KRW66,972
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Success Hinges on Technology

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
19. CASH AND CASH EQUIVALENTS 19. RERBEZEEY
The Group and the Company
AEBRERQF
2005 2004
—EREAF —TEMF
$°000 $°000
T T
Deposits with banks and other ERAT M E A B S A A X
financial institutions 92,339 94,379
Cash at bank and in hand RITEREBRE 80,895 36,442
Cash and cash equivalents in BEABRZBEE R
the balance sheets HeEEY 173,234 130,821

Less: deposits with banks and other financial & : 77 ASRTT I E th B IS 11 B

institutions with more than three FEBMBASZR=Z@EAZFER
months of maturity when placed (15,859) (9,435)
Cash and cash equivalents in the mEREMERZ
consolidated cash flow statement BekBReEEY 157,375 121,386
Included in cash and cash equivalents are the following RELBeSBYBETINERBZYDEER
amounts denominated in a currency other than the functional NN BB 8

currency of the entity to which they relate:

The Group and the Company

AEBRART
2005 2004
—EBHF —TTMEF
000 ‘000
F F
United States Dollars EV USD17,126 USD12,840
Japanese Yen = JPY649 JPY5,051
Korean Won g E KRW?737,563 KRW43,287

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
HKEBETFTEEBERLL2A



— NOTES ON THE FINANCIAL STATEMENTS

Bt % W x W

ol

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
20. TRADE AND OTHER PAYABLES 20 BN E ZRA R HMENFKE
The Group and the Company
AEERADT
2005 2004
—EREAF —TEMF
$°000 $°000
T Fir
Trade payables JERTE HERR 76,453 56,709
Accrued expenses and other payables JEET & A K H A B 1 SRR 12,541 10,831
88,994 67,540
All of the trade and other payables are expected to be settled FIERINE SRR R E MR RIBREAI R —F
within one year. AEE -
The ageing analysis of trade payables as of the balance sheet REEABBRB  EBRNEZERZIERSN
date is as follows: W

The Group and the Company

AEERARQT
2005 2004
—EEHEF —ETF
$°000 $°000
For For

Due within 1 month or on demand R—EARE E sk AR
RHERFE I 47,701 35,987
Due after 1 month but within 3 months — @ RAZE=EA RN 28,752 20,722
76,453 56,709
Included in trade payables is an amount of $2,416,000 (2004: ENESERBEEN -—E2RREZHE
$3,722,000) due to a shareholder (note 27). 2,416,0007C (ZZ T W4 : 3,722,0007T) (M7
27) °
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

20. TRADE AND OTHER PAYABLES (continued)

Included in trade and other payables are the following

amounts denominated in a currency other than the functional

currency of the entity to which they relate:

United States Dollars eV
Japanese Yen S|
Korean Won BEE

21. EMPLOYEE RETIREMENT BENEFITS

(1)

(i)

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
retirement scheme

contribution 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.

Employees in Korea participate in a National Pension
Scheme which is a mandatory insurance scheme under
the National Pension Act (the “Scheme”). Under the
scheme, the employer and its employees are each
required to make contributions to the scheme at 4.5% of
the employees’ monthly income, subject to adjustments
stipulated in the scheme and a cap of monthly income of
KRW3.6 million (equivalent to approximately $27,000).

Contributions to the scheme vest immediately.

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

20 BN EZRAK

H Ath & Y R

(#)
ENEZERLEMENFERBE TINEREL
MEEEE NN EBFTEZSHE

The Group and the Company

EEERAERAT
2005 2004
—EEREF —EENF
'000 '000
F 7
USD4,389 USD2,952
JPY47,513 JPY32,050
KRW444,121 KRW124,826

21. EERKEF

(i)

(ii)

REBERBE(EERGIEAESTERA)D
RBBEEB(ERBEGRIDIEAZEERM
seHlENER B ([RESFTEL) - 8ES
SEIHBUERAER 2 REMHR MLW
E - REREeHE  BEXREEES
BAR Eam B8 2 5% 2t Bl 5t &+ &
EH R MEBAEBRAZLERR
20,0007T ° %ﬁ% SR8 Z HERAN RS B R BR
EREBRA -

TERCZEESHEHBERRREGE - HA
*IEHZ%LW%/% & 37 2 5& AR B
HEI([ETE]) - RIFE - BERERE
EEBELREETAWAZA5%Z LAl
SPEMER R (B ARAERETEI 2 R E A
# & FR A3,600,0008 B (44185 K
27,0007T) ) ° &t &) 2 gL 5BV B R BE E
EERF -

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
HKEBETFTEEBERLL2A



For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

21.

22.

EMPLOYEE RETIREMENT BENEFITS
(Continued)

(iii) 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 13% of the relevant PRC employees’

salaries to the scheme. Contributions to the scheme vest

immediately.

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

of the employees.

EQUITY SETTLED SHARE-BASED
TRANSACTIONS

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 options are exercisable
progressively between one to three years from the date of grant
and will expire at the end of 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 ordinary

share of the Company.

— NOTES ON THE FINANCIAL STATEMENTS

Ay

Bt % R &< M

HE-—ETRFE+=A=+—HILEE
(U4 585 715 B £i7)
21. EERIKER @

22.

(i) AFRE 2K E R R2E R B BUT S
ZEBBRETE - MBRARRZRBBPER
BEH S 213% 2 L Pl 5t 8 /E 4L -
SEZHRAEK R EREERT

B EXHEES - AEEMERERR
HAS Rz B A B R RHE o

BRI

URDBER ZBRANRRS

BIBEARAB—EBR_ZT=F A+ BEHZ
BAERT S ARFERERERERAEEE
S (BEAKSERNIMAARZES) - BRI EHHR
Akﬁ@@ﬁﬁﬂﬂ%&%zﬁy ANRIEARRARG °
BRETHREAPET —FE=ZFRAELT
- WHREBERLERER NS S EHERERS
BAZ RS AERER - EZAE T EBEBHEK
HHERATF - SNBREHRESEARE
—REARFEBER -

ANNUAL REPORT 2005 - = O O & & 4 #



For the year ended 31 December 2005

(Expressed in Hong Kong dollars)

22. EQUITY SETTLED SHARE-BASED

TRANSACTIONS (Continued)

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

22. LR AER CRANRR S
()

(a) The terms and conditions of the grants that existed (a) UTAFREIFEERRE ARG -

during the years are as follows, whereby all options are

settled by physical delivery of shares:

MmArAEREAEE EXNEMD 2T A
SRS

Number of Contractual

options Exercise period life of options
BREZ
BREHE TEH BREH
Options granted to directors: BrERZBEAE -
—on 7 July 2003 —RIZET=F 2,000,000 1 July 2004 5 years
+tHA+HR to 30 June 2008
—ZETMELA—H Bi:S
ZFTTN\FRA=TH
— on 6 May 2004 —-RZZTMF 1,000,000 1 May 2005 5 years
A ANHE to 30 April 2009
—ZEZERFHA—H R
E-TTAFOA=1H
Options granted to employees #ETFIEENMEMEER
and other eligible persons: ALz B HE
—on 7 July 2003 —R-BT=4 18,900,000 1 July 2004 5 years
+tALtH to 30 June 2008
—ETMELHA—H R
E_ZTN\FRA=TH
Total share options BB R sE 21,900,000
The maximum percentage of the share options which are RERMEEERMNzBRESRSBDLLIEAT
vested is determined in stages as follows: FEEREH

On or after the first year anniversary

On or after the second year anniversary

On or after the third year anniversary

RE—BFH AR 30%
RE ZBF AR another 30%
5 9M30%
RE=BFHIE another 40%
5 5M40%

KWANG SUNG ELECTRONICS H.K. CO. LIMITED

XEEFEBARALDT



— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

22. EQUITY SETTLED SHARE-BASED
TRANSACTIONS (Continued)

(b) The number and weighted average exercise prices of

share options are as follows:

Outstanding at 1 January m—A—H

Lapsed during the year FRKK

Granted during the year FRRH

Outstanding at 31 December W+ZRA=+—H

Exercisable at 31 December WR+ZRA=+—8H
Al FLATT(E

The options outstanding at 31 December 2005 and 2004
had an exercise price of $1.294 or $1.666 and a weighted
average remaining contractual life of 2.5 years (2004: 3.5

years).

(c) Fair value of share options and assumptions
The fair value of services rendered in return for share
options granted are measured by reference to the fair
value of share options granted. The estimate of the fair
value of the services received is measured based on a
binomial lattice model. The contractual life of the option
is used as an input into this model. Expectations of early

exercise are incorporated into the binomial lattice model.

Bt & &k M R

HE-FEAF+=A=+—ALFE
(W8 725 1)

22. U BERZRANRR S
()

(b) MEREZEE MMEFHITEENT

2005 2004
—EELF —TEMF

Weighted Weighted

average average
exercise Number exercise Number
price  of options price  of options
hnRESF 9 B ik Bk B
THEE #H THEE #E
$1.311 21,900,000 $1.294 20,900,000

$1.294 (1,500,000) - -
- - $1.666 1,000,000

$1.312 20,400,000 $1.311 21,900,000

$1.303 11,940,000 $1.294 6,270,000

R-ZZERFR-_ZFZNE+_A=+—H
MARITE 2 BREZITEEH1.2947T 30
1.6667T * MMNEFHFBRENFHAMF
F(ZETWF : ZFF) o

(c) BEREZAABERRR
NELERESREMRHRZREOHIA
BE D2REERHBREZAAEE
AR CRERBE M RAABEIRE
“HEAHEEASEEGE c BREZ
BRFRTDBRXAAZFEER - HiR
BUEzEHAEMA -BARHERN
A o
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

22. EQUITY SETTLED SHARE-BASED

TRANSACTIONS (Continued)

(c)

Fair value of share options and assumptions (Continued)

Fair value of share options and assumptions

Fair value at measurement date
Share price

Exercise price

Expected volatility

Option life

Expected dividends

Risk-free interest rate

REtERMZAR

BB
TEE

T8 HDR R
BREEH

BEHIRE
I L B R 2

The expected volatility is based on the historic volatility,

adjusted for any expected changes to future volatility due

to publicly available information. Expected dividends are

based on historical dividends. Changes in the subjective

input assumptions could materially affect the fair value

estimate.

Share options were granted under a service condition.

This condition has not been taken into account in the

grant date fair value measurement of the services

received. There were no market conditions associated

with the share option grants.

Success Hinges on Technology

HE-FEAF+=A=+—ALFE

(LB Efr)

22. MR BER CRATHRR S

(#)

(c) BEREZAABERRKRR (B)

BIRER R EERER

Date of grant

& HE
6 May 2004 7 July 2003
—TEMF —ET=F
A ARH +tA+H
(=l $ 0.6025 $ 0.3875
$ 1.66 $ 1.25
$ 1.666 $ 1.294
46% 41%
5 years 5 years
5% 5%
5% 4.25%
3.55% 2.7%

AHRERREBEE L KEMSE - WARE
NFERMIERE RRORIE AL E L2 (E
M T UAE - BERETDABERS
REE ATERMN 2 EEMNERRD

BERE TREAVELA

BEEZ AR -

BREERERBGEMRL o RS
EFEMBSRBHAABE(REHERE
BB AEZEE 2 - REBEEL EHAE

45 5 4 o

KWANG SUNG ELECTRONICS H.K. CO. LIMITED m
HKEBETFTEEBERLL2A



For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

23. INCOME TAX IN THE BALANCE SHEET

(a) Current taxation in
represents:

Provision for Hong Kong
Profits Tax for the year

Provisional Profits Tax paid

PRC taxation

Representing:
Current tax recoverable

Current tax payable

— NOTES ON THE FINANCIAL STATEMENTS

the

HE-FEAF+=A=+—ALFE

(LB Efr)

Bt % R &< M

0

2. EEREBRAMI 2R ER

balance sheets (a) EEBEXRAMIAHFTIES !

REFZ EBNEHER

ENEHASH

BB IR

Kk
A 81 7 U [ O
K 0 1 B

The Group and the Company

AEBRAAT
2005 2004
—EZREF —EENF
$°000 $°000
For Fr
2,388 3,149
(2,655) (3,709)
(267) (560)
375 240
108 (320)
(267) (560)
375 240
108 (320)

ANNUAL REPORT 2005 - = O O & 4 & %



For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

23. INCOME TAX IN THE BALANCE SHEET

(Continued)

(b) Deferred tax (assets)/liabilities recognised

The components of deferred tax (assets)/liabilities

recognised in the balance sheets and the movements

during the year are as follows:

Deferred tax arising from:

HUATHBEELEZELES R :

At 1 January 2004
Charged/(credited) to

profit or loss
At 31 December 2004
At 1 January 2005
Charged/(credited) to
profit or loss

Charged to reserves

At 31 December 2005

Net deferred tax liability

recognised in the balance sheets

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(BT ABENN)
23 EEEBBRAMIZAER @)
(b) ERRZELHRE(EE) B8F:
REEBBRANERZELEHE (BE) /
BEEAKBHENREAN2EEBNT
The Group and the Company
AEBRAEARAT
Depreciation
allowances
in excess Revaluation
of related of land and
depreciation buildings Provisions Total
HIBEETE Bk
WITERBE THRETF & mat
$°000 $°000 $°000 $°000
Fr Fr Fr Fr
W_ZZWMF—H—H 402 (106) (182) 114
REBz=EEINR S GEA)
743 4 (6) 741
R-ZTENF+_-_A=+—H 1,145 (102) (188) 855
R-ZZEZTRF—HA—H 1,145 (102) (188) 855
REZmEFRMER (GFA)
200 42 (22) 220
B - 260 - 260
RZETERF+=ZA=+—H 1,345 200 (210) 1,335

Eﬁ?ﬁﬁ%%ﬁ
EEHIBEEEFE

The Group and the Company

AEBRARAT
2005 2004
—EERF e SisS
$°000 $°000
For Fr
1,335 855

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
2
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—— NOTES ON THE FINANCIAL STATEMENTS | & # % & [ &
For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)

23. INCOME TAX IN THE BALANCE SHEET 2. EEEBBRAMIZIAEH @

(Continued)

(c) Deferred tax assets not recognised (c) RERELEREEE
In accordance with the accounting policy set out in note BB T 1)ME 2 FTBOR - RAEE K
1(n), the Group and the Company have not recognised AN A A) 0 T AR BL B 15 85 48 5,566,0007T
deferred tax assets of approximately $1,392,000 (2004: ZZZPUF ¢ 2,465,0007T) ZIRLEFIEE
$616,000) in respect of tax losses of $5,566,000 (2004: E 1,392,000 (ZZEZPUF : 616,000
$2,465,000) as it is not probable that future taxable L) RRAAEEBEREAEERRERET
profits against which the losses can be utilised will be RAREBRBGERBEANMm < %A
available in the relevant tax jurisdiction and entity. The BESGBUER - BB BEBRERNAFIR
tax losses will expire in five years. fE W -
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For the year ended 31 December 2005

(Expressed in Hong Kong dollars)

24. CAPITAL AND RESERVES

(a) The Group

At 1 January 2004
- as previously reported
- prior period adjustment
in respect of equity settled
share-based transactions (note 2)

- as restated
Final dividend approved in respect of
the previous year (note 10(b))
Transfer between reserves
Equity settled share-based
transactions
Profit for the year (as restated)
Dividend declared in respect of
the current year (note 10(a))

At 31 December 2004 (as restated)

At 1 January 2005
- as previously reported
- prior period adjustment in respect
of equity settled share-based
transactions (note 2)

- as restated
Final dividend approved in respect of
the previous year (note 10(b))
Transfer between reserves
Revaluation surplus, net of deferred
tax (note 13(d))
Equity settled share-based
transactions
Profit for the year
Dividend declared in respect of
the current year (note 10(a))

At 31 December 2005

RZZZN$-A—H
- 2%
—RARY AR

ZBARHZS
ZEHRE
(Firzt2)

-&j
SAEERHAEZ R
RS (W100)
RREzER
IR RERZ
BARHR S
ERERN (E5)
RAFEERZ
&8 (H10(a))

WZEZEF+ZA
=+-A(&j)

RZZZRE-A-A
L
—RARY AR

ZBARHZS
ZEIHRE
(Fitzt2)

- &j
SANEERRBEZ

REBE (Hiz10(b)
RhEzER
NREERER

EfBH (WE13(d)
N AERZ

BEARZS
ERER
REFEERL

B8 (BzE10(a))

24. BARKf#E

HE-FEAF+=A=+—ALFE
(W8 725 1)

Success Hinges on Technology

(a) A&
Land and
buildings General
Share Share Capital  revaluation reserve Retained
capital premium reserve reserve fund profits Total
IHRET -&
Bx  RGEE B EftRE REES REBA L
$°000 $'000 $°000 $°000 $°000 8000 $°000
T T T T i Fr T
31,330 52,900 - - 360 229,156 313,746
- - 1,147 - - (1,147) -
31,330 52,900 1,147 - 360 228,009 313,746
- - - - - (17,232) (17,232)
- - - - 442 (442) -
- - 2,529 - - - 2,529
- - - - - 36,412 36,412
- - - - - (7,519) (7,519)
31,330 52,900 3,676 - 802 239,228 327,936
31,330 52,900 - - 802 242,904 327,936
- - 3,676 - - (3,676) -
31,330 52,900 3,676 - 802 239,228 327,936
- - - - - (4,386) (4,386)
- - (247) - 684 (437) -
- - - 3,902 - - 3,902
- - 1,798 - - - 1,798
- - - - - 25,561 25,561
- - - - - (4,073) (4,073)
31,330 52,900 5,227 3,902 1,486 255,893 350,738

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
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HE-FEAF+=A=+—ALFE
(W8 725 1)

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

24. CAPITAL AND RESERVES (Continued) 2. B R 1B )

(b) The Company (b) Z<AH]
Land and
buildings General
Share Share Capital  revaluation reserve Retained
capital premium reserve reserve fund profits Total
THRET -#
[ R EE EXRE ERRE REES REBF L
$°000 $°000 $°000 $°000 $°000 $°000 $°000
Fr Fr Fr Fr Fr T Fr
At 1 January 2004 RZZZWE-A-R
- as previously reported RS 31,330 52,900 - - - 229,516 313,746
— prior period adjustment in respect  —FEAIRH AERE
of equity settled share-based LBRAERER S
transactions (note 2) LA
(Hiit2) - - 1,147 - - (1,147) -
- as restated -7l 31,330 52,900 1,147 - - 228,369 313,746
Final dividend approved in respect of 5L FE#E 2 KH
the previous year (note 10(b)) %8 (Ara10(b) - - - - - (17,232) (17,232)
Transfer between reserves FERcER - - - - 802 (802) -
Equity settled share-based DR BERZ
transactions BAERRZS - - 2,529 - - - 2,529
Profit for the year (as restated) FERH (E5) - - - - - 36,412 36,412
Dividend declared in respect of AAEEER
the current year (note 10(a)) 2B 8 (Kz10(a) - - - - - (7,519) (7,519)
At 31 December 2004 (as restated) R-ZEEMF+=A
=t+—H (&) 31,330 52,900 3,676 - 802 239,228 327,936
At 1 January 2005 RZZZR%-FA-H
- as previously reported -MAZR 31,330 52,900 - - 802 242,904 327,936
- prior period adjustment in respect  —FLA IR BERE
of equity settled share-based ZBRAERFR S
transactions (note 2) pa:LE
(Hiit2) - - 3,676 - - (3,676) -
- as restated -7 31,330 52,900 3,676 - 802 239,228 327,936
Final dividend approved in respect of  5ibA{EFEHE 2 KH
the previous year (note 10(b)) B8 (Ai10(b) - - - - - (4,386) (4,386)
Transfer between reserves FERcER - - (247) - 684 (437) -
Revaluation surplus, net of NRELEHER
deferred tax (note 13(d)) EfFR% (Hi13(d) - - - 3,902 - - 3,902
Equity settled share-based SARR AR AR 2
fransactions BAERRZS - - 1,798 - - - 1,798
Profit for the year EEER - - - - - 25,561 25,561
Dividend declared in respect of RAFEER
the current year (note 10(a)) 2R 8 (K#10(a) - - - - - (4,073) (4,073)
At 31 December 2005 R-ZZT0#%
+-R=+—H 31,330 52,900 5,227 3,902 1,486 255,893 350,738
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

24. CAPITAL AND RESERVES (continued)
(c) Share capital

Authorised: ERE
Ordinary shares of $0.1 each BREE0.1TZ
Rl
Ordinary shares, issued ERITRARZZ
and fully paid: LER:
At 1 January and 31 December R—A—Bx&
+ZA=+—H

The holders of ordinary shares are entitled to receive
dividends as declared from time to time and are entitled
to one vote per share at meetings of the Company. All
ordinary shares rank equally with regard to the

Company’s residual assets.

(d) Nature and purpose of reserves
(i)  Share premium
The application of the share premium account is
governed by section 48B of the Hong Kong

Companies Ordinance.

(ii) Capital reserve
The capital reserve comprises the fair value of the
actual or estimated number of unexercised share
options granted to employees of the Company and
other eligible persons recognised in accordance
with the accounting policy adopted for share-based

payments in note 1(m)(ii).

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

24 BN 1 @)

(c) BA&
2005 2004
—EEHF —ZTF
Number Number
of shares Amount of shares Amount
KRHBHE =8 KRHB&E =8
000 $°000 000 3’000
+ o + o
1,500,000 150,000 1,500,000 150,000
313,300 31,330 313,300 31,330

EBESEAGRBUBRIRE IR ZKE
TRAEARBARNEG LA ERENERS —R
BRERE - RARRZFBREERNS - 1B
BREBRFERSER -

(d) FEMHEEREN
i) REBEE
W17 IR 2 iR 2B B (A AHERD
F48BIFRE -

(ii) BAXGFE
B R AR R EU R FE 1 (m) (i1) BE A
W5 B EE 2 A R R & EF R R
FrEREETFAQAREEREMAR
N A 1 R B AR AR A B R SR A
SAHENAREE -

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

24. CAPITAL AND RESERVES (continued)

(d) Nature and purpose of reserves (Continued)
(iii) Land and buildings revaluation reserve
The land and buildings revaluation reserve has been
set up and is dealt with in accordance with the
accounting policies adopted for land and buildings

in note 1(e).

The revaluation reserve of the Company in respect
of land and buildings is distributable to the extent of
$33,000 (2004: not applicable).

(iv) General reserve fund
In accordance with the PRC laws applicable to
wholly-foreign owned investment enterprises, the
subsidiary of the Company is required to set up a
general reserve fund and appropriate 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.

(e) Distributability of reserves
At 31 December 2005, the aggregate amount of reserves
available for distribution to equity shareholders of the
Company was $255,926,000 (2004 (restated):
$239,228,000). After the balance sheet date, the directors
proposed a final dividend of 1.9 cents (2004: 1.4 cents)
per ordinary share, amounting to $5,953,000 (2004:
$4,386,000). This dividend has not been recognised as a
liability at the balance sheet date.

— NOTES ON THE FINANCIAL STATEMENTS

(e)

Bt % W x W

Ay

E-FFEFI AT ALEE
(W8 725 1)

BEARKGHE @
(d) HEEERE®N &)

(iii) tHRIEFE G FRE
T RBFEGHEE IR LM
HEMTHEEFZEABERRIRL
BRIR o

AARZ L REFEHFER A #
DIk Z & FE33,000L (ZEZ Y
F o NEA) o

(iv)] —mrEEES

BRBEERRINEBEECENPEE
7 ARARZHBRRAEERT —®K
FHEES WEKD10% 2 FEHE
WA RPEE R REOEE
BA—MEELES  BEEHBEHRE
EZM A R ER50% A1 o —
REFEESTAEBHEBRERAS
B A -

{\ﬁ K % 1
ZETAFETA=1+—8  AI#HIRT
NAE MR A A 2 [ 5255,926,0007T
(ZZ T4 (F5)) : 239,228,0007T) ° 1
i 2 EBEFERRLERBRES

1.9l (ZZTZTMF © 1.40l) - &
5,953,0007T (ZZ T4 : 4,386,0007T) °
REER  ZREMUAERABBE -

]

4}%

ESS

mg
Fa“ﬂﬂ Biie
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

25. FINANCIAL INSTRUMENTS

Exposure to credit, liquidity, interest rate and foreign currency

risks arises in the normal course of the Group’s business.

These risks are limited by the Group’s financial management

policies and practices described below.

(a)

Credit risk

The Group’s credit risk is primarily attributable to trade
receivables. Management has a credit policy in place and
the exposures to these credit risks are monitored on an

ongoing basis.

The credit terms granted by the Group to its customers
generally range from one to two months. New customers
are normally required to trade on a cash basis. Credit is
offered to existing customers following an established
payment record. Professional staff monitor trade
receivables and follow up collections. Normally, the

Group does not obtain collateral from customers.

At the balance sheet date, the Group has a certain
concentration of credit risk as 23% (2004: 19%) and 64%
(2004: 53%) of the total trade receivables was due from
the Group’s largest customer and the five largest

customers respectively.

The maximum exposure to credit risk is represented by
the carrying amount of each financial asset in the balance
sheet. The Group does not provide guarantees which

would expose the Group to credit risk.

Liquidity risk

The Group’s policy is to regularly monitor current and
expected liquidity requirements to ensure that it
maintains sufficient reserves of cash and adequate lines
of funding from financial institutions to meet its liquidity

requirements in the short and longer term.

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

25. 2 T B
AEEY BEEARTREEEY  RHE
% FIRRNERR - AEEYHEEERER
EFlERHNEERR - SnmT -

(a) FERR
AEEZEERREEMEKE D ERE
oaﬁﬁﬁfﬁﬁ%ﬁm’ﬂgﬁ%%
RZEERRIFHEESR -

K%l%%@}fzmﬁéﬁﬁ —BNF—=
MEA - FEP—MReARSFAMET
R 5 o AR aaﬁzz'\ AT BH
REEFPEE AEBEZAERERE
SERERBERFIET  —KBEAT K
SEWZ AR WERERY o

neEgne - Zi‘ifﬁ%wé,%fﬂﬁﬁ :
HEKESERPERN23% (ZETWEF .
19%) &64%(:€§3Efﬁ 1 53%) D RIRE
REBZHAEPRAEREP °

AR zEERBR LRABEERBERAS
CRMEEZREME - AEEIEL AEM
ERMmEREEAEERZEERR

(b) REEE R
AEEZHREREMERREBREHZR
HESHFR  UBREEARHRSHE
AP HEHERSENECENENE
RAZRDELAT -
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For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE
(Expressed in Hong Kong dollars) (BT RE)
25. FINANCIAL INSTRUMENTS (continued) 25. € T B
(c) Interest rate risk (c) ==k
The Group did not have significant borrowings during the FR - AEETEEAAMERNEE - LR
year. In respect of income-earning financial assets, the WAZEREEME » TRITEERE
following table indicates their effective interest rates at HHREHMEZHBEHHER CUART
the balance sheet date and the periods in which they ERE)ZEBRMEK o
reprice or the maturity dates, if earlier.
The Group and the Company
FEBERAKDT
2005 2004
—EBREF —ETMEF
Effective Total- Effective Total-
interest one year interest one year
rate or less rate or less
et — BET—
BEBRAER —Fh0UR ERME —FHAR
$°000 $°000
T T
Repricing dates for assets EECENERH
which reprice before maturity (EEHAEHTE
Cash at bank and in hand RITRFERE 0.23% 80,895 0.20% 36,442
Maturity dates for assets which EEZEHAE (LER
do not reprice before maturity E| B AT EH T E)
Deposits with banks and RITRE M
other financial institutions Wiz TR 3.78% 92,339 2.13% 94,379
(d) Foreign currency risk (d) HMEE = Bg
The Group is exposed to foreign currency risk primarily KEEMEAZZHERBREERNUETT
through sales and purchases that are denominated in (MTEXH) XBE(TEERDFEZESE - A
United States Dollars (“USD”) and Japanese Yen (“JPY”) LR ([68E ) TN EERY 28RS
and its foreign operation in Korea where the operating SNETEMELE -
expenses are paid in Korean Won (“KRW”).
As USD is pegged to Hong Kong dollars (“HKD”), the mRETEBIT (Ex]) B - KEEE
Group does not expect any significant movements in the HrgREErT / BrizEXgHREX
USD/HKD exchange rate. For other currencies like JPY 2F  ZREMEE (WHEKER) - K
and KRW, the Group ensures that the net exposure is kept SEENERTERERERRXTEEIINE
to an acceptable level by buying or selling foreign fRORFEER R G 2 B ARER PR AR 2 &L
currencies at spot rates where necessary to address short- BRER P AR R Z K e

term imbalances.
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For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

25. FINANCIAL INSTRUMENTS (continued)

(e) Sensitivity analysis

In managing interest rate and foreign currency risks the
Group aims to reduce the impact of short-term
fluctuations on the Group’s earnings. Over the longer
term, however, permanent changes in foreign exchange
and interest rates would have an impact on consolidated

earnings.

Fair values

All significant financial assets and liabilities are carried
at amounts not materially different from their fair values
as at 31 December 2005 and 2004 except other equity
securities as disclosed in note 16 and amount due to
subsidiary of $11,232,000 (2004: $12,341,000). Amount
due to subsidiary is unsecured, interest-free and has no
Given these terms, it is not

fixed repayment terms.

meaningful to disclose its fair value.

26. COMMITMENTS

(a)

Capital commitments outstanding at 31 December 2005
not provided for in the financial statements are as

follows:

BAT#
~BERTEE

Contracted for:

— Purchase of fixed assets

Success Hinges on Technology

HE-FEAF+=A=+—ALFE
(W8 725 1)

25@@1&@)
(e)

W*EEﬁ&QI\EHKﬁEﬁ CAEEERE

BRESASEANZEHTZE - AW &

Hﬂﬁﬁ:. BEE R K A R 2 oK A B B i B A
BNERTE -

() AREE
BROMET16FTHR B 2 M IRAZ S - ARE
KB AR 23 I811,232,00000 (=T Z Y
% 112,341,0007T) 9 - TBEEREE R
BEHRRBESEAERENR_ZZAFR
—ZEEMF+_A=+—HZRAAEEY
R BAMBARIZABAEER 28
RITEEFEHRDN ERZERR  BE

HRAABEITEEE -

26. HEIE

(a) RZFEZAF+-_A=+—HBREMHX
AREMBRRANRBELERBZ E R AEN

T

The Group The Company
REE KA T

2005 2004 2005 2004

—EBRHF —TTENF ZBFRF _—TTNHF

$°000 3’000 $°000 $°000

Fr T T T

1,529 48 - —

KWANG SUNG ELECTRONICS H.K. CO. LIMITED
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— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

26. COMMITMENTS (Continued)

(b) At 31 December 2005, the total future minimum lease
payments under non-cancellable operating leases in

respect of land and buildings are payable as follows:

Within 1 year
After 1 year but within 5 years
After 5 years

The Group and the Company lease a number of properties
under operating leases. The leases typically run for an
initial period of two to ten years, with an option to renew

the leases when all terms are renegotiated. None of the

leases includes contingent rentals.

—FREDFR

Bt % W x W

Ay

HE-FEAF+=A=+—ALFE
(W8 725 1)

26. A IE @)
b) R-BEEREF-A=+—8  BREFT
BRESRER T RIETE A BERY
SEAENRBAKNT :

The Group The Company
%M AR

2005 2004 2005 2004
“E2HE —TTENF ZBERFE _—TTNHF
$°000 3’000 $°000 3’000
T Frr T Frr
3,454 3,145 522 824
11,722 9,294 17 48
6,331 7,755 - -
21,507 20,194 539 872

AEBERARBARELEMOBAETT
WE - BO—RVLBMMEETF > I
ARBHEMMAGREEL - ZFHED
BArEaREL -
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Success Hinges on Technology

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE

(Expressed in Hong Kong dollars) (BT RE)

27. MATERIAL RELATED PARTY 27. ERBAEANER S
TRANSACTIONS
In addition to the transactions and balances disclosed BRAMBRREMMFARBEZZZIN  AER
elsewhere in these financial statements, the Group entered RIMATERBEALRS

into the following material related party transactions.

(a) Transactions with shareholder (a) EHERRZR S
During the year, the Group entered into the following REARN  AEEERAQRFDEERRKRA
transactions with Kwang Sung Electronics Co., Ltd. GHNEET ([BEKXETLATER
(“Kwang Sung Korea”), a major shareholder of the L
Company:
2005 2004
—2EREF —TEWF
$°000 $°000
Fr Fr
Sales of finished goods &S UK 61,495 90,333
Purchases of raw materials BERME 38,954 62,584
Referral commission paid/payable B/ EREN RS 8,868 10,471
Research and development and technical B,/ JEf# 8 kT & & A
support fee paid/payable - 5,148
At 31 December 2005, included in the following balance RIZZERFE+_A=+—H THEEAEEX
sheet captions are the amounts due from/(to) Kwang Sung BEFRREER (B BEYE ZHE :
Korea:
2005 2004
—2EREF —TEWF
$’000 $°000
Fr Fr
Trade receivables JEYE 5 8RR 9,754 12,820
Trade payables BB SRR (2,416) (3,722)
Accrued expenses and other payables JRE St B A e H A JE A5 R OR (1,549) (1,549)
The directors of the Company are of the opinion that the RRARIZEERE - L5 BER
above transactions were conducted in the ordinary course BR—MREBIBIEFIRIETEEGRGE
of business on normal commercial terms. (o
The above transactions constituted continuing connected B EMRA - FRRSEREARAZ
transactions for the Company under the Listing Rules. SEMEBERD - RERGZE—FFHE
Further details of these transactions are disclosed under EREFSREEANHERS] &+
the section “Connected transactions” in the directors’ B o
report.

KWANG SUNG ELECTRONICS H.K. CO. LIMITED |, 5
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— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

27. MATERIAL RELATED PARTY
TRANSACTIONS (Continued)

(b) Key management personnel remuneration
Remuneration for key management personnel, including
amounts paid to the Company’s directors as disclosed in
note 7 and certain of the highest paid employees as

disclosed in note 8, is as follows:

Short-term employee benefits EHEESREN
Post-employment benefits B B3 1 12 A
Equity compensation benefits % A fB (5 42

Total remuneration is included in “staff costs” (see note 5(b)).

28. POST BALANCE SHEET EVENT

After the balance sheet date, the directors proposed a final

dividend. Further details are disclosed in note 10.

29. COMPARATIVE FIGURES

(a) Certain comparative figures have been adjusted as a
result of the changes in accounting policies. Further

details are disclosed in note 2.

(b) Club memberships with aggregate carrying amount of
$697,000 (2004: $889,000) for the Group and the
Company have been reclassified from “Prepayments,
deposits and other receivables” to “Intangible assets”.
The directors consider that the revised presentation

reflects more appropriately the nature of these assets.

30. ULTIMATE CONTROLLING PARTY

At 31 December 2005, the directors consider the ultimate

controlling party of the Group to be Mr. Yang Jai Sung.

Ay

Bt % R &< M

HE-FEAF+=A=+—ALFE
(W8 725 1)

27. BERBAEATRG @)

w)igﬁﬁAEZMé
ERABME (RECRME7HA
&ﬁﬁﬁ%$Aﬂ§$2éﬁ&amwa3
FREINTFETREHELZSE BT

e

2005 2004

—EREF —EENEF

$°000 $°000

T TT

10,328 11,174

187 150

852 762

11,367 12,086

MeBmEEBRRERIE IAA] (RHFsb)) °

28. EE HEEHE

REER% EFEZIRERABRE - #E—F
HBERM 10 HE -

29. ttii%z?

(a) SR REEY  ETHREFCIELD
Eﬂ% CHBERM 2P RE -

(b) AEBERARQGEERMEMMEG697,0007T
(ZZZ U4 : 889,00070) Z G TG C M
[T HIE e REMEKRRIEISHD
HMEEBREE] - EERRAREBITZET
FREFRERMZESEEZINLE -

30.'1%2%% ZIR AL
—EERF+_A=1+—"H EE=ERELAEE
RREBALTEBRER LA -

N%
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Success Hinges on Technology

For the year ended 31 December 2005 BE_TERFF+_HA=+—HIFE

(Expressed in Hong Kong dollars) (BT RE)

31. ACCOUNTING ESTIMATES AND 31. 5T 5T & H

JUDGEMENTS

Notes 16, 22 and 25 contain information about the
assumptions and their risk factors relating to other equity
securities, fair value of share options granted and financial
instruments. The Group believes the following critical
accounting policies involve significant judgements and

estimates used in the preparation of the financial statements.

(a) Impairment of trade receivables
If circumstances indicate that the carrying amount of
trade receivables may not be recoverable, the assets may
be considered “impaired” and an impairment loss may be
recognised in accordance with HKAS 36 “Impairment of
Assets”. The carrying amounts of trade receivables are
reviewed periodically in order to assess whether the
recoverable amounts have declined below the carrying
amounts. The recoverable amount of trade receivables is
the estimated future cash flows discounted at the current
market rate of return of similar assets. The Group uses all
available information in determining an amount that is

reasonable approximation of recoverable amount.

(b) Write down of inventories
The Group performs regular review of the carrying
amounts of inventories with reference to aged inventories
analysis, expected future consumption and management
judgement. Based on this review, write down of
inventories will be made when the carrying amounts of
inventories decline below their estimated net realisable
value. Due to changes in technology, actual consumption
may be different from estimation and profit or loss could

be affected by differences in this estimation.

32. POSSIBLE IMPACT OF AMENDMENTS, NEW

STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE FOR THE
ANNUAL ACCOUNTING PERIOD ENDED 31
DECEMBER 2005

Up to the date of issue of these financial statements, the
HKICPA has issued a number of amendments, new standards
and interpretations which are not yet effective for the
accounting period ended 31 December 2005 and which have

not been adopted in these financial statements.

32.CEMEARREZE

MieE16 -~ 22R25E AN EMBRAES - B &%
PEREZAABERSRMIAZBRERERR
HAEZER - AEBEREUTETBRRESRR
g REMTE 2 EEHIE REE -

(a) B E 5 BRFRE
ﬁﬁﬂ%@mEW§%$ X 2 5 T M A e
iR - AEAWRAE DAE] - T
EEE@?%& sHERI36[ & R IE] &
BETURR - EHRHERESERZ K
EE - A ETREABARLTDREERN
BRI B - fE M2 5 AR AK 2 AT UK B 8RR B 3%
AEEEZRATTBEAREERRKAS
TEEHHE o REEEAMA B AER
EE-ERTREREARROZBE -

(b) MU FE
AEBEE2EEE ZRE DN - FAHIARK
EREREREBHEATE ZREEET
EH®mE - REZR - WEEZERE@EE
EREMGF 2T FEIELRORN - AR
Rl BEREMAEFAREAMKGTAR -
MmigEr e ARt 2 TAMITE -

—EEEE
TZHA=+—H BB &S &z
giE ﬁT&%ﬁﬁTﬁﬁU&ﬁ%%—f
B oS &

HEAMBHRERTNEER  BBGHMAGE
WG TSI RFE]  ERREBEZE_ZTZTAF
TZA=Z+—ALHRERZ ERRRE - R
BN ATBREANRNZSEERRE -
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— NOTES ON THE FINANCIAL STATEMENTS

For the year ended 31 December 2005
(Expressed in Hong Kong dollars)

32. POSSIBLE IMPACT OF AMENDMENTS, NEW

Bt % R &< M

Ay

HE-FEAF+=A=+—ALFE

(LB Efr)

2.CEMERRBE-_SZTRE

STANDARDS AND INTERPRETATIONS
ISSUED BUT NOT YET EFFECTIVE FOR THE
ANNUAL ACCOUNTING PERIOD ENDED 31
DECEMBER 2005 (Continued)

Of these developments, the following relate to matters that
may be relevant to the Group’s operations and financial

statements:

Amendments, as a consequence of the Hong Kong Companies
(Amendment) Ordinance 2005, to:
HE—ZZHFEERR (ER]) EHIEL KA -

- HKAS 1
FE G ERE 1R MBHRER 227
— HKAS 27
statements
FE G ERF 275 A MBI BRE

— HKFRS 3

&S S WA =R 35 EX e
HKFRS 7
BB B REERE 7R
Amendment to HKAS 1

TRTAR WE

capital disclosures

BEGHEMNE IR 2B

In addition, the Hong Kong Companies (Amendment)
Ordinance 2005 came into effect on 1 December 2005 and
would be first applicable to the Group’s financial statements

for the period beginning 1 January 2006.

The Group is in the process of making an assessment of what
the impact of these amendments, new standards and new
interpretations is expected to be in the period of initial
application. So far it has concluded that while the adoption of
them may result in new or amended disclosures, it is unlikely
to have a significant impact on the Group’s results of

operations and financial position.

Presentation of financial statements

Consolidated and separate financial

Business combinations

Financial instruments: disclosures

Presentation of financial statements:

MBRR220  BARE

+-B=+-—-AI-HPEER>
IS TSR FET B R R 2 A Y
HIRZ 2 @)

REFET RAFI2EN R ES - BAKEZ
EBRBBHRERAEEBEFTHIIOT

Effective for
accounting periods
beginning on or after
RTIER = &%
GE T RIE £ X

1 January 2006
“EERF-A—H
1 January 2006

“EEAF-A—H
1 January 2006
—Z2EXRF-A—H

1 January 2007
—EFEF-AH
1 January 2007

—ZETt+F¥—H—H

o —FFTAFEFERRA (BET) HEHR
“EERF+ A -RARAEN  UKEREAR
AEBR -ZTTRF-A-HRBZUB®RSE -

AEBBR LA EZELET R 2 ENRRE
RERERMEAREMGERZZE - BAIZE®
REMZFE R BB Y B ARERZ
BEEE EEFTEHAKEZSEXRARME
RABKREATE -
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