Kwang Sung Electronics H.K. Co. Limited « X EEF&BER AT

Notes on the Unaudited Interim AREZ 2P REMEE

Financial Report

(Expressed in Hong Kong dollars) (BT BE)
1 Basis of preparation 1 MBEXE

This interim financial report has been prepared in
accordance with the applicable disclosure provisions
of the Rules Governing the Listing of Securities on
The Stock Exchange of Hong Kong Limited, including
compliance with Hong Kong Accounting Standard
("HKAS") 34, Interim financial reporting, issued by the
Hong Kong Institute of Certified Public Accountants
("HKICPA"). It was authorised for issuance on
15 September 2006.

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

differ from these estimates.

The interim financial report has been prepared in
accordance with the same accounting policies
adopted in the 2005 annual financial statements. The
HKICPA has issued a number of new and revised
Hong Kong Financial Reporting Standards (*HKFRSs”,
which term collectively includes HKASs and
Interpretations) that are effective or available for
early adoption for accounting periods beginning on
or after 1 January 2006. The Board of Directors has
determined the accounting policies to be adopted
in the preparation of the Group’s annual financial
statements for the year ending 31 December 2006,
on the basis of HKFRSs currently in issue and effective
for the current accounting period. The Group so far
has concluded that the adoption of these new and
revised HKFRSs which are expected to be reflected
in the 2006 annual financial statements would not
have a significant impact on the Group’s results of
operations and financial position.
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Basis of preparation (continued)

The HKFRSs that will be effective or are available for
voluntary early adoption in the annual financial
statements for the year ending 31 December 2006 may
be affected by the issue of additional interpretation(s)
or other changes announced by the HKICPA
subsequent to the date of issuance of this interim
financial report . Therefore the accounting policies that
will be applied in the Group’s financial statements for
that period cannot be determined with certainty at
the date of issuance of this interim financial report.

The interim financial report contains condensed
consolidated financial statements and selected
explanatory notes. The notes include an explanation
of events and fransactions that are significant to an
understanding of the changes in financial position
and performance of the Group since the 2005 annual
financial statements. The condensed consolidated
interim financial statements and notes thereon do
not include all of the information required for full set
of financial statements prepared in accordance with
HKFRSs.

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

The financial information relating to the financial year
ended 31 December 2005 that is included in the
interim financial report as being previously reported
information does not constitute the Company’s
statutory financial statements for that financial year
but is derived from those financial statements.
Statutory financial statements for the year ended 31
December 2005 are available from the Company’s
registered office. The auditors have expressed an
unqualified opinion on those financial statements in
their report dated 11 April 2006.

Segment reporting

The Group’s primary format for reporting segment
information is business segments. Turnover represents
the sales value of goods supplied to customers less
goods returned and after tfrade discounts.

Business segments

The Group comprises fwo main business segments:

— manufacture and sale of composite

components; and

- manufacture and sale of unit electronic
components.
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2 Segment reporting (continued)
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2 IBEHE

Composite Unit electronic
components components Consolidated
Six months ended 30 June  Six months ended 30 June  Six months ended 30 June
BaTH BENEfaks e
BEAA=THLAMEA BEAA=THLAEA HEAA=THLAMEA
2006 2005 2006 2005 2006 2005
ZBEXRE | ZZTRE |ZBBARE | ZZTHF |ZEERX ZZTRE
$°000 $°000 $°000 $'000 $°000 $'000
Fr F Fr F Fr F
Turnover EEE 204,554 231,332 65,820 51,241 270,374 282,573
Segment results DHEE 2,202 4,663 1,609 1,731 3,811 6,394
Unallocated ReEPELE
operating income WA RREX
and expenses 3,968 1,282
Profit from LEEF
operations 7,179 7,676

Traditionally, the Group experiences higher sales in

the second half of each year due to the increased

demand for electronic products during this period.

As a result, the first half year typically reports lower

revenues and segment results than the second half.
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Segment reporting (continued)
Geographical segments

An analysis of the Group’s turnover by geographical
location determined on the basis of the destination

of the products is as follows:

Mainland China s
Hong Kong B
Korea [
Others Hith

Profit from operations and before taxation

Profit from operations and before taxation is arrived
at after charging/(crediting):

Cost of sales # $HE B A #
Depreciation # wEH
Interest income FLE WA

# Cost of sales included depreciation of
$6,968,000 (2005: $6,474,000) which amount is
also included in depreciation disclosed
separately above.

2 HE R (F)

B2 5 35
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DO :

Turnover
Six months ended 30 June

EEHR

BERA=1+THLEAREAR
2006 2005
—EERE —TTHEF
$°000 $°000
T T
132,307 150,660
93,235 87,925
42,347 37,682
2,485 6,306
270,374 282,573

BERBRBADEF

ABE R BB TSRS (FFA) T2

EHEmE -

Six months ended 30 June
BEAA=tTRHLEAEA

2006
—gEAE
$'000

T

226,387
10,162
(2,348)

2005
—EERE
$'000

F T

249,912
8,894
973)

#  HENKAK B E 6,968,000
(ZZ2Z R F : 6,474,0007T) © 1
LRI £ OB EE 2

& o



4

Income tax

A HB R
BENE

Current tax
Provision for Hong Kong TEE
Profits Tax

Taxation outside Hong Kong & i LA &) b [& ¢ 18

IEE B IR
TRMEEZERCZELARED

Deferred tax
Origination and reversal of
temporary differences

Provision for Hong Kong Profits Tax is calculated at
17.5% (2005: 17.5%) of the Group’s estimated
assessable profits arising in Hong Kong for the six
months ended 30 June 2006.

The Group carries out manufacturing activities in
Mainland China under the terms of various
assembling and processing agreements with local
entities and has substantial involvement in these
manufacturing activities undertaken in Mainland
China. The profits earned are thus considered to be
partly arising and derived from the manufacturing
activities carried out in Mainland China 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 Mainland China is calculated at 15% (2005: 15%)
of its estimated assessable profits for the six months
ended 30 June 2006.

4
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e st
Six months ended 30 June
BEAA=tTRHLAEA

2006 2005
—EAF “EEEF
$'000 $000
T3 Fi

156 214

524 483

680 697

188 309

868 1,006
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Dividends

(a)

(b)

Dividend payable to equity shareholders of the
Company attributable to the interim period

Interim dividend declared A H& &k 2 F H &
after the interim period AR 3B AR 0. 7L
of 0.7 cents (ZZEZTRSF : 1.31)

(2005: 1.3 cents)
per ordinary share

The interim dividend has not been recognised
as a liability at the balance sheet date. The
calculation of the 2006 interim dividend is based
on the number of ordinary shares outstanding
at the date of this report.

Dividend payable to equity shareholders of the
Company attributable to the previous financial
year, approved and paid during the interim
period

BREBE-_ZTRE+_-A
=+ —HIEHRFELR
BE 1% R HA N BEE ROR 1 2

Final dividend in
respect of the
financial year ended

31 December 2005, REARR S T AR E @ AR 1.910
approved and paid (BE-_TTWmF+=A
during the following =+—HIEFE : 1.40)

interim period of 1.9
cents (year ended
31 December 2004:
1.4 cents) per
ordinary share

KEBEFEBAERAF

[:3=\
(o) ENELFHRIEHERAKRE
HEA

Six months ended 30 June
BEAXA=tHLAEA

2006 2005
—®EX —2ETF
$'000 $'000

T T

2,193 4,073

;i

FHEREREERFERAHRERSA
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(b) HFRAH#ERKNZBRE E
BRFEZENEAGDREFE
AZRE

Six months ended 30 June
BERAA=1+THLEAEA

2006 2005
—EAE —2ETF
$'000 $000
T3 Fi
5,953 4,386




6 Earnings per share

(o)

(b)

Basic earnings per share

The calculation of basic earnings per share is
based on the profit attributable to equity
shareholders of the Company of $6,911,000
(2005: $6,670,000) and the weighted average
number of ordinary shares of 313,300,000 (2005:
313,300,000) in issue during the six months
ended 30 June 2006.

Diluted earnings per share

Diluted earnings per share are same as the basic
earnings per share for the six months ended 30
June 2005 and 2006 as the inclusion of the effect
of deemed issue of ordinary shares under the
share options scheme would have an anti-
dilutive effect on the basic earnings per share.

7 Property, plant and equipment

(a)

(b)

Acquisitions

During the six months ended 30 June 2006, the
Group acquired
$7,139,000 (2005: $695,000) and machinery and
equipment of $12,503,000 (2005: $9,902,000).

land and buildings of

Valuation

The Group’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 had 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 fransactions as available in
the relevant market. As a result of the update,
revaluation surplus of $3,902,000, net of deferred
tax, was transferred to land and buildings
revaluation reserve of the Group (see note 13)
and a net gain of $987,000 and the deferred
tax thereon of $43,000 were included in the
consolidated income statement for the six
months ended 30 June 2005.

6

7
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BREF

(a)

(b)

FREXEF
BERERBIZBERARFRRK
A A G A 6,911,000
(ZZEZRF : 6,670,0007T) &
BE_ZTEZXF~A=+AHL
NEAABERETEBER Z NE
F92,313,300,0000% (ZZEZT R
£ : 313,300,0000%) st &

SREFTEF

B H A AR R IR R R
SEERTZEBRZEERY
BREABNBRREEER
BEBEE_ZZRFR_ZTTRF
NA=TRILENERZEK#ES
AMEEREAKRBFER -

ME - BERRE

(a)

(b)

Wik

BE-_ZEZTXFA=ZTAHL
~NEAR - NEEWEE®E
7,139,000t (Z &= T A &
695,0007T) 2 L M F REE
12,503,000 (=TT F &
9,920,0007T) Z &% °

1 18

RZZEERFA=ZTH
BHERTERAAKRAEELR
o WRERB BTG A LR
ZHER IR AEEFHEIEER
ZITHMERBFZARMTEET
B BERTERAFTR/E L
EEMERM  HBHEIAED
BMEMBEKE - AREMK
781 - 3,902,000t & {4 & £ (30
MRIEERIE) D WEREAEEZ
iiﬂ&@?éﬁﬁgﬁ(ﬁﬂﬁﬁ
13) - il AJFEE987, 0007_1&5dé
bt 2 35 RE 74 15 43,0007T E 1 #)
BE-_ZTZTRAF A= ‘f‘EUt
NERAZHEEBREK °
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Property, plant and equipment (continued)
(b) Valuation (continued)

The Directors of the Company, who are not
qualified valuers, have reviewed the carrying
value of the land and buildings as at 30 June
2006 with reference to the relevant market
indices. In their opinion, there have been no
significant changes in the value of land and
buildings since 30 June 2005.

Other equity securities

Ofther equity securities represented equity investments
in an unlisted corporate entity with a cost of
$1,500,000 (at 31 December 2005: $1,500,000), against
which a full provision for impairment loss had been
made in prior years and maintained at 30 June 2006.

Inventories

During the six months ended 30 June 2006, $758,000
has been recognised as a reduction in the amount
of inventories recognised as an expense during the
period, being the amount of reversal of write-down
of inventories to their estimated net realisable value
(2005: write-down of inventories of $556,000). This
reversal arose due to an increase in the estimated
net realisable value of certain electronic goods as a
result of a change in the estimated consumption.

Trade and other receivables

ﬁ%?%%ﬁ
TN RIE - R R HE A R

Trade receivables
Prepayments, deposits
and other receivables

KEBEFEBAERAF

7

10

W BERRE ()

(b) 1418 (&)
RARES (LIAERMEERD)
E2ZRWHSEREN LR
BFR-_ZEZRNFNA=ZF+HZ
BREE - RERR - THRETF
ZEEABEBE-ZETERFA=T
HEElmERET -

Hth R A H S5
HEMRAFEFE M LETRARKRKR
1,600,000t (ZZEZETRF + = A
=+—H :1,500,00070) 2 BEAEKE
M@ EFEEMZRE EL 2 ERMEE
BEE YRZ-ZZZFA=+H
HEFTE -

FE

BHE-TTAEXA=1+RHILAMEA -
HABRAARAZ 2 FE®ARD
758,0007T + Bl [ #UR 17 & = H A &t

ARBRFE(ZCTETRF  MREE
556,0007T) ° &% T3 B fih 51 B o &
%ﬁ%? FEGRZGFAI SR EE
& &

FWE SR EMEMR

At At
30 June 31 December
2006 2005
R-BEXREF RZZTZTH $

AA=+H +TZA=+—
$°000 $'000
o Ft
118,941 134,901
11,756 3.894
130,697 138,795




Trade and other receivables (continued) 10

The ageing analysis of trade receivables (net of
impairment losses for bad and doubftful debts) as of

the balance sheet date is as follows:

RiE
BHIR—1EAR
BHRER—EABLIKR=EA

Current

Less than 1 month overdue

Over 1 month but less than
3 months overdue

Over 3 months but less than BHEZR=EARLIR+=EA

12 months overdue

New customers are normally required to trade on a
cash basis. Credit is offered to existing customers
following an established payment records. The credit
terms granted by the Group fo its customers
(including a shareholder (note 15(a))) generally
range from one to two months.
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FEWE 5 & H iR ()

REERBERRE  BRE SRR (K
RERBMEER) ZREDTOT

At At

30 June 31 December
2006 2005
R-ZZBEXRE RZZTTREF
~A=1+H +=A=+—8H
$°000 $'000

FoE T
69,445 83,119
22,742 30,324
26,368 18,910
386 2,548
118,941 134,901

HEF—REURSFTRETRS
EFENRTHZBERT 8L TRE
EFEEE - AREHTEF (BE— 4

BRR (a2 15(a))) 2 &

—Zm@EA -

R RN T
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Cash and cash equivalents

Deposits with banks and
other financial institutions
Cash at bank and in hand

Cash and cash equivalents
in the consolidated
balance sheet

Less: deposits with banks

and other financial
institutions with more
than three months of

maturity when placed

Cash and cash equivalents
in the condensed
consolidated cash
flow statement

RITREMBESBBEE TR

RITERERE

HEEAERBERAZES

EBREEED

B EREIHEEZR=MEA
ZRITREMEBEE
ZTER

HRGARERERAZES

EBREEED

11

REeRBAELEEY

At At

30 June 31 December
2006 2005
R-ZZBEXRE R=ZZTZTREF
~A=+H +=ZA=+—H
$°000 $'000

Fr T

64,289 92,339
76,988 80,895
141,277 173,234
(9,689) (15,859)
131,588 157,375




12 Trade and other payables

e B 5 &K
e & B A R E At A SR

Trade payables
Accrued expenses and
other payables

The ageing analysis of trade payables as of the
balance sheet date is as follows:

Due within 1 month — 18 A 7 3k 5 3 4N B B HR
or on demand
Due after 1 month —EA%BE=/ARNELH

but within 3 months

12
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EREZERM
At At
30 June 31 December
2006 2005
R-ZZBERE RZZTTAREF
~A=+H +=ZA=+—H
$°000 $'000
Fr T
68,529 76,453
19,363 12,541
87,892 88,994

REEBERA  BNEZRAZER

DT :
At At
30 June 31 December
2006 2005
R-ZBEXRE RZZETREF
AA=tH +=A=+—H
$°000 $'000
Fr T
60,008 47,701
8,521 28,752
68,529 76,453
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Capital and reserves

At 1 January 2005

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

Transfer between reserves

Revaluation surplus, net of
deferred tax (nofe 7)

Equity seftled share-based
fransactions

Profit for the period

At 30 June 2005

Transfer between reserves
Equity seftled share-based
fransactions

Profit for the period

Dividend declared in respect of the

current year (note 5(a))

At 31 December 2005

At 1 January 2006

Final dividend approved in respect

of the previous year (note 5(b))
Equity settled share-based
fransactions

Profit for the period

At 30 June 2006

KEBEFEBAERAF

13 RAERRE
Land and
buildings General
Share Share Capital  revaluation reserve Retained
capital premium reserve reserve fund profits Total
IHREF -R&
R&x  RHEE EXRE  Efiff e REEA &zt
$'000 $'000 $'000 $'000 $'000 $'000 $'000
i i i i i i i
RZEERF-A-F 31330 52,900 3,676 - 802 239,228 327,936
RAEFEHE
ZRERE (Witab)
- - - - - (4.386) (4,386)
FEEzER - - (247) - - 27 -
EfiRH(ENR
BB (Hit7) = - - 3,902 - - 3902
NRHRERZ
RARHR S = = 1,211 = = - 121
BRI = = = = = 6,670 6,670
KZZTR%E
~A=TH 31,330 52,900 4,640 3,902 802 241,759 335,333
Rz B% = = - - 684 (684) -
DR RERZ
RAMFHR - - 587 - - - 587
BRE = = = = - 18,891 18,891
BERZAER
ke (Hi#5() = - - - - (4.073) (4.073)
KZZZR%E
TZR=1-H 31,330 52,900 5221 3,902 1,486 255,893 350,738
ZE2ERE-A-B 0 31330 52,900 5221 3,902 1,486 255,893 350,738
EW&EE} /&
ZRERE (Watab) = = = = = (5.95) (5,.953)
NRHAERZ
RARFZS = = 571 - - - 571
iyl = = = - - 6911 6911
— 7 “ /\E
~A=TH 31,330 52,900 5,798 3,902 1,486 256,851 362,267




Capital and reserves (continued)
Equity settled share-based transactions

The Company has a share options 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. Each option gives the holder the right to
subscribe for one ordinary share of $0.1 each of the
Company.

During the six months ended 30 June 2006, no options
have been granted, exercised, lapsed or cancelled
(2005: 1,500,000 options were lapsed and cancelled).
At 30 June 2006, the outstanding share options were:

Date granted
B del=F- ]

Exercise period
7712 5

7 July 2003
—EE=%+H+H

1 July 2004 to 30 June 2008
—EEMELA—RE
—ZEENFRA=TH

6 May 2004
—EEMNMFERANH

1 May 2005 to 30 April 2009
“ETRFAA-RHAZE
“EEAFWA=TH

Interim Report 2006

HEIERE 2006

R R % (&)
BRAZMNZROXE
7NN FRNA
+/TE?WZWZE§H§TE;+§U - 31 A
ARAEFERENBRFLAESEESR
(E?ﬁﬂK%.Tifﬂ@ﬂZﬁ%) - BB R
BRAANERNARBARARG 2
MR - SMERELE TERFEAR
REARA—REREEON T LB
Rz R o

—EHR-EE=

HE—_ZZAEXA=1THIENEAR -
WEBREERL - 76 - KA
S (ZZTZRE : 1,500,00017 5 B
BERBRFEH) - RZTERFAA=
+H - RITEERER

Number

of options

outstanding

at 30 June

2006
RZFENFNA=1TH
ZARITEERIEE A

Exercise
price
T1EE

$1.294 19,400,000

$1.666 1,000,000
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14 Capital commitments outstanding not provided for 14 REMAMIXRERPHHBERERNRE
in the interim financial report EHE 2 EREE
At At
30 June 31 December
2006 2005
R-BEXREF RZZTTAREF
R~A=+H +—A=+—8
$°000 $'000
Fx F T
Conftracted for: BET4 :
- Purchase of property, — BEWE BELEXE
plant and equipment 668 1,629
15 Material related party transactions 15 EABEALRS
(a) Transactions with shareholder () HEFERFREGTZXS
During the six months ended 30 June 2006, the RBEZZTTENFAA=+AHL
Group entered into the following transactions ANERARAN - REBEEKXKRARZ
with Kwang Sung Electronics Co., Ltd. (*Kwang FEREMKAGHLHALEE T
Sung Korea”), a major shareholder of the ([BEKXE])FTZUATRS ¢
Company:

Six months ended 30 June
BEAA=tHLAEA

2006 2005
—BEX —ZTELF
$°000 $'000
Fr T
Sales of finished goods & RIAK an 21,399 31,628
Purchases of raw 05 8 R R
materials 6,723 22,362
Referral commission B/ EAEN A
paid/payable 3,048 4,504
Purchase of property. BEME  BELLH
plant and equipment - 969
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15 Material related party transactions (continued)

(o)

(b)

Transactions with shareholder (continued)

At 30 June 2006, included in the following
balance sheet captions are the amounts due
from/(to) Kwang Sung Korea:

e W B 5 Bk R
e B 5 &K
et B A K A b e A BUR

Trade receivables

Trade payables

Accrued expenses
and other payables

The Directors of the Company are of the opinion
that the above transactions were conducted
in the ordinary course of business on normal
commercial ferms.

Transactions with other related parties
O] Key management personnel remuneration

Remuneration for key management
personnel, including amounts paid fo the
Company’s Directors, is as follows:

EHREERER
BEBLR AR A
s 7S 85 & 48 7

Short-term employee benefits
Post-employment benefits
Equity compensation benefits
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EXBEALTRE (8)

(@) REBRFEFTZZE (M)
R-FEAEXA=1E - T3
AEBFERZEETOEEY
() BRE L 2 2 308 -

At

30 June
2006
R=ZZBEXRF
~A=+H
$°000

Fr

14,963
(3,935)

(2,656)

At

31 December
2005
R=ZZTTHF
+=—BA=+—8
$000

T

9,754
(2.416)

(1,549)

ARABZEERR > LR BHE
BE Rk —REBRBEPRETEHEERRK
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(b) HEMBEEZANLETZXE
i FEEBABZME

TEEEAEME (B
XNFARBNEEZLR)

#;olmT

Six months ended 30 June
BESNA=+tBHLEREA

2006 2005
—REAE “ETEF
$'000 $'000
T3 Fi
5,284 4,951

89 87

269 568

5,642 5,606
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Material related party transactions (continued)

(b) Transactions with other related parties (continued)

@i

During the six months ended 30 June 2006,
the Group paid a consultancy fee to a
close family member of a major
shareholder (also a Director of the
Company) amounting to $324,000 (2005:
SNil).

15 EABEALXRS ()
(b) BHEMEEANLETZXE (H)

()

RBE-FTEAEAXA
=+BIAEAR  AEEE
—ZEERR (NAKAF
BE) - RERNNENE
324,000t (ZETHE
BIT) -



