GENERAL INFORMATION

CSMC Technologies Corporation (the “Company”) and its
subsidiaries (together, the “Group”) manufactures and sells
integrated circuits and related products. The Group’s production

facilities are located in the People’s Republic of China (the “PRC”).

The Company is a limited liability company incorporated in Cayman
Islands. The address of its registered office is Scotia Centre, P.O.
Box 2804, George Town, Grand Cayman, Cayman Islands, British

West Indies.

The Company has its primary listing on The Stock Exchange of

Hong Kong Limited.

These consolidated financial statements are presented in
thousands of units of United States dollars (US$’000), unless
otherwise stated. These consolidated financial statements have
been approved for issue by the Board of Directors on 28 March
2007.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

The principal accounting policies applied in the preparation of these
consolidated financial statements are set out below. These policies
have been consistently applied to all the years presented, unless

otherwise stated.

2.1 Basis of preparation

The consolidated financial statements of the Group have been
prepared in accordance with Hong Kong Financial Reporting
Standards (“HKFRS”). The consolidated financial statements
have been prepared under the historical cost convention, as

modified as stipulated in the accounting policies below.

The preparation of financial statements in conformity with
HKFRS requires the use of certain critical accounting

estimates. It also requires management to exercise its
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judgement in the process of applying the Group’s accounting
policies. The areas involving a higher degree of judgement
or complexity, or areas where assumptions and estimates
are significant to the consolidated financial statements, are

disclosed in Note 4 to the financial statements.

(a) Standards and amendments to standards effective
in 2006

° HKAS 39 and HKFRS 4 Amendment — Finance
guarantee contracts. The Group has assessed
the impact of this amendment on the corporate
guarantees to a third party bank given as security
for the loans of its employees and concluded that

the impact is not significant.
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Notes to the Consolidated Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Contd)

2.1 Basis of preparation (Cont'd)

(b) Standards, amendments and interpretations to
existing standards that are not yet effective and
have not been early adopted by the Group (Cont'd)

° HK(IFRIC)-Int 8, Scope of HKFRS 2 (effective for
annual periods beginning on or after 1 May 2006).
HK(IFRIC)-Int 8 requires consideration of
transactions involving the issuance of equity
instruments - where the identifiable consideration
received is less than the fair value of the equity
instruments issued - to establish whether or not
they fall within the scope of HKFRS 2. The Group
will apply HK(IFRIC)-Int 8 from 1 January 2007,
but it is not expected to have any impact on the

Group’s consolidated financial statements; and
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.1 Basis of preparation (Cont'd)

(b) Standards, amendments and interpretations to

existing standards that are not yet effective and

have not been early adopted by the Group (Cont'd)

HK(IFRIC)-Int 10, Interim Financial Reporting and
Impairment (effective for annual periods
beginning on or after 1 November 2006).
HK(IFRIC)-Int 10 prohibits the impairment losses
recognized in an interim period on goodwill,
investments in equity instruments and investments
in financial assets carried at cost to be reversed
at a subsequent balance sheet date. The Group
will apply HK(IFRIC)-Int 10 from 1 January 2007,
but it is not expected to have any impact on the

Group’s financial statements.
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Notes to the Consolidated Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Contd)

2.1 Basis of preparation (Cont'd)

(c) Interpretation to existing standards that are not yet
effective and not relevant for the Group’s
operations

The following interpretations to existing standards have
been published that are mandatory for the Group’s
accounting periods beginning on or after 1 May 2006
or later periods but are not relevant for the Group’s
operations:

° HK(IRFIC)-Int 7, Applying the Restatement
Approach under HKAS 29, Financial Reporting
in Hyperinflationary Economies (effective from 1
March 2006). HK(IFRIC)-Int 7 provides guidance
on how to apply requirements of HKAS 29 in a
reporting period in which an entity identifies the
existence of hyperinflation in the economy of its
functional currency, when the economy was not
hyperinflationary in the prior period. As none of
the group entities have a currency of a
hyperinflationary economy as its functional
currency, HK(IFRIC)-Int 7 is not relevant to the
Group’s operations; and
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.1

Basis of preparation (Cont'd)

(c) Interpretation to existing standards that are not yet

effective and not relevant for the Group’s

operations (Cont'd)

HK(IFRIC)-Int 9, Reassessment of embedded
derivatives (effective for annual periods beginning
on or after 1 June 2006). HK(IFRIC)-Int 9 requires
an entity to assess whether an embedded
derivative is required to be separated from the
host contract and accounted for as a derivative
when the entity first becomes a party to the
contract. Subsequent reassessment is prohibited
unless there is a change in the terms of the
contract that significantly modifies the cash flows
that otherwise would be required under the
contract, in which case reassessment is required.
As the Group does not have any embedded
derivatives, HK(IFRIC)-Int 9 is not relevant to the

Group’s operations.
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &
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2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 FESEHFE#M @

POLICIES (cont'd)
2.1 RHEE (5

2.1 Basis of preparation (Cont'd)

(d) Standards, amendments and interpretations (d) R=ZEZFXNFEYE
effective in 2006 but not relevant for the Group’s RN B A A
operations (Cont'd) EHER| ~ 155T R 7%

(&)

HKFRS 1 Amendment —
International Financial Reporting Standards and
HKFRS 6 Amendment —

Evaluation of Mineral Resources;

First-time Adoption of

Exploration for and

HK(IFRIC)-Int 4, Determining whether an

Arrangement contains a Lease;

HK(IFRIC)-Int 5, Rights to Interests arising from
Decommissioning, Restoration and Environmental

Rehabilitation Funds; and

HK(IFRIC)-Int 6, Liabilities arising from
Participating in a Specific Market - Waste

Electrical and Electronic Equipment.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Contd)

2.2 Consolidation

The consolidated financial statements include the financial
statements of the Company and all its subsidiaries made up

to 31 December.

Subsidiaries are all entities (including special purpose
entities) over which the Group has the power to govern the
financial and operating policies generally accompanying a
shareholding of more than one half of the voting rights. The
existence and effect of potential voting rights that are currently
exercisable or convertible are considered when assessing

whether the Group controls another entity.

Subsidiaries are fully consolidated from the date on which

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 % & M 5+

control is transferred to the Group. They are de-consolidated

from the date that control ceases.

The purchase method of accounting is used to account for
the acquisition of subsidiaries by the Group. The cost of an
acquisition is measured as the fair value of the assets given,
equity instruments issued and liabilities incurred or assumed
at the date of exchange, plus costs directly attributable to
the acquisition. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are
measured initially at their fair values at the acquisition date,
irrespective of the extent of any minority interest. The excess
of the cost of acquisition over the fair value of the Group’s
share of the identifiable net assets acquired is recorded as
goodwill. If the cost of acquisition is less than the fair value of
the net assets of the subsidiary acquired, the difference is

recognized directly in the income statement.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.2

2.3

Consolidation (Cont'd)

Inter-company transactions, balances and unrealized gains
on transactions between group companies are eliminated.
Unrealized losses are also eliminated unless the transaction
provides evidence of an impairment of the asset transferred.
Accounting policies of subsidiaries have been changed
where necessary to ensure consistency with the policies

adopted by the Group.

In the Company’s balance sheet the investments in
subsidiaries are stated at cost less provision for impairment
losses (Note 2.8). The results of subsidiaries are accounted
by the Company on the basis of dividend received and

receivable.

Segment reporting

A business segment is a group of assets and operations
engaged in providing products or services that are subject
to risks and returns that are different from those of other
business segments. A geographical segment is engaged in
providing products or services within a particular economic
environment that are subject to risks and returns that are
different from those of segments operating in other economic

environments.

In accordance with the Group’s internal financial reporting,
the Group has determined that geographical segment by
locations of its ultimate customers be presented as the
primary and the only reporting format as the Group has only

one business segment.

No segment assets and liabilities are presented as over 90%

of the Group’s assets are located in the PRC.
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Notes to the Consolidated Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Contd)

2.4 Foreign currency translation

(i)

(1)

Functional and presentation currency

Items included in the financial statements of each of
the Group’s entities are measured using the currency
of the primary economic environment in which the entity
operates (“the functional currency”). The consolidated
financial statements are presented in United States

dollars, which is the Company’s presentation currency.

Transactions and balances

Foreign currency transactions are translated into the
functional currency using the exchange rates prevailing
at the dates of the transactions. Foreign exchange gains
and losses resulting from the settlement of such
transactions and from the translation at year-end
exchange rates of monetary assets and liabilities
denominated in foreign currencies are recognized in

the income statement.

Translation differences on non-monetary items, are

reported as part of the fair value gain or loss.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.4 Foreign currency translation (Cont'd)

(iii) Group companies
The results and financial position of all the group entities
(none of which has the currency of a hyperinflationary
economy) that have a functional currency different from
the presentation currency are translated into the

presentation currency as follows:

— assets and liabilities for each balance sheet
presented are translated at the closing rate at the

date of that balance sheet;

— income and expenses for each income statement
are translated at average exchange rates (unless
this average is not a reasonable approximation
of the cumulative effect of the rates prevailing on
the transaction dates, in which case income and
expenses are translated at the dates of the

transactions); and

— allresulting exchange differences are recognized

as a separate component of equity.

On consolidation, exchange differences arising from
the translation of the net investment in foreign entities
and of borrowings are taken to shareholders’ equity.
When a foreign operation is sold, such exchange
differences are recognized in the income statement as

part of the gain or loss on sale.
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Notes to the Consolidated Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Contd)

2.4 Foreign currency translation (Cont'd)

(iii)  Group companies (Cont'd)
Goodwill and fair value adjustments arising on the
acquisition of a foreign entity are treated as assets and
liabilities of the foreign entity and translated at the

closing rate.

2.5 Property, plant and equipment

Property, plant and equipment are stated at historical cost
less depreciation and impairment losses. Historical cost
includes expenditure that is directly attributable to the

acquisition of the items.

Subsequent costs are included in the asset’s carrying amount
or recognized as a separate asset, as appropriate, only when
it is probable that future economic benefits associated with
the item will flow to the Group and the cost of the item can be
measured reliably. All other repairs and maintenance are
expensed in the income statement during the financial period

in which they are incurred.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 -

POLICIES (cont'd) IS

B

N =

2.5 Property, plant and equipment (Cont'd) 25 Y¥ - - BERRE® -

q

Depreciation of property, plant and equipment is calculated Mz HERZEBEHTENE %

using the straight-line method to allocate cost to their residual OEREEET A BE BN S B 2
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values over their estimated useful lives, as follows: HRXAREFEREE - FTERASF <
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Machinery HEES 5 to 8 years 10% 3
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SEZESF )

(&)

Facility equipment By 5to 10 years 10% w

5EZE 104 :c:)

Motors vehicles B 6 years 10% ||_|_"_|)

6 4F 2

Furniture, fixtures and RE - EERPBAERE 5 years 0to 10%
office equipment 54
Leasehold improvement HEBEERRETE Remaining period 0%

of the lease
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The assets’ residual values and useful lives are reviewed,
and adjusted if appropriate, at each balance sheet date.
During the year, there was a change of estimated useful lives
for certain machinery as a result of a review carried out by
the Company, a detailed description of the change of
estimated useful lives and its financial impact are set out in

Note 4.3 to the financial statements.
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Notes to the Consolidated Financial Statements

2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Contd)

2.5

2.6

2.7

CSMC TECHNOLOGIES CORPORATION

Property, plant and equipment (Cont'd)

An asset’s carrying amount is written down immediately to
its recoverable amount if the asset’'s carrying amount is

greater than its estimated recoverable amount (Note 2.8).

Gains and losses on disposals are determined by comparing
the proceeds with the carrying amount and are recognised

within other (losses)/gains — net, in the income statements.

Land use rights

Prepaid lease payments on land use rights are stated at cost
less subsequent accumulated amortization and any
accumulated impairment loss. The cost of prepaid lease
payments on land use rights are amortised on a straight-line

basis over the contractual period of the land use rights.

Intangible assets

(i)  Computer software

Acquired computer software licences are capitalized
on the basis of the costs incurred to acquire and bring
to use the specific software. These costs are amortized

over their estimated useful lives of five to eight years.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.7

(i)

(i)

Intangible assets (Cont'd)

Computer software (Cont'd)

Costs associated with developing or maintaining
computer software programmes are recognized as an
expense as incurred. Costs that are directly associated
with the production of identifiable and unique software
products controlled by the Group, and that will probably
generate economic benefits exceeding costs beyond
one year, are recognized as intangible assets. Costs
include the employee costs incurred as a result of
developing software and an appropriate portion of

relevant overheads.

Technology knowhow

Acquired technology knowhow is initially recognised
at cost. Where payment is deferred beyond normal
credit terms, its cost is the cash price equivalent.
Technology knowhow has a finite useful life and is
carried at cost less accumulated amortization.
Amortization is calculated using the straight-line method
to allocate the cost of technology knowhow over their

estimated useful lives of twelve years.
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 IFES:HHEMM @
POLICIES (Contd)

A

2.7 BREE (@)
(iii)  Goodwill (iii) PEE

2.7 Intangible assets (Cont'd)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

Goodwill represents the excess of the cost of an
acquisition over the fair value of the Group’s share of
the net identifiable assets of the acquired subsidiary at
the date of acquisition. Goodwill on acquisitions of
subsidiaries is included in intangible assets. Goodwill
is tested annually for impairment and carried at cost
less accumulated impairment losses. Impairment
losses on goodwill are not reversed. Gains and losses
on the disposal of an entity include the carrying amount

of goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the
purpose of impairment testing. The allocation is made
to those cash-generating units or group of cash-
generating units that are expected to benefit from the

business combination in which the goodwill arose.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.8

2.9

Impairment of investments in subsidiaries and non-

financial assets

Assets that have an indefinite useful life are not subject to
amortization, but are at least tested annually for impairment.
Assets that are subject to amortization are reviewed for
impairment whenever events or changes in circumstances
indicate that the carrying amount may not be recoverable.
An impairment loss is recognized for the amount by which
the asset’s carrying amount exceeds its recoverable amount.
The recoverable amount is the higher of an asset’s fair value
less costs to sell and value in use. For the purposes of
assessing impairment, assets are grouped at the lowest levels
for which there are separately identifiable cash flows (cash-
generating units). Assets other than goodwill that suffered
an impairment are reviewed for possible reversal of the

impairment at each reporting date.

Financial assets — loans and receivables

Loans and receivables are non-derivative financial assets
with fixed or determinable payments that are not quoted in
an active market. They arise when the Group provides money,
goods or services directly to a debtor with no intention of
trading the receivable. They are included in current assets,
except for maturities greater than 12 months after the balance
sheet date. These are classified as non-current assets. Loans
and receivables are included in trade and other receivables

in the balance sheet.
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 IFES:HHEMM @
POLICIES (Contd)

A

29 EREE—ERREYRK

2.9 Financial assets — loans and receivables (Cont'd)

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

Trade and other receivables are recognized initially at fair
value and subsequently measured at amortized cost using
the effective interest method, less provision for impairment.
A provision for impairment of trade and other receivables is
established when there is objective evidence that the Group
will not be able to collect all amounts due according to the
original terms of the receivables. Significant financial
difficulties of the debtor, probability that the debtor will enter
bankruptcy or financial reorganisation, and default or
delinquency in payments are considered indicators that the
trade receivable is impaired. The amount of the provision is
the difference between the asset’s carrying amount and the
present value of estimated future cash flows, discounted at
the original effective interest rate. The carrying amount of
the assets is reduced through the use of an allowance
account, and the amount of the loss is recognized in the
income statement within administrative costs. When a trade
receivable is uncollectible, it is written off against the
allowance account for trade receivables. Subsequent
recoveries of amounts previously written off are credited

against administrative costs in the income statement.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.10 Inventories

2.11

Inventories are stated at the lower of cost and net realizable
value. Cost is determined using the weighted average
method. The cost of finished goods and work in progress
comprises raw materials, direct labour, other direct costs and
related production overheads (based on normal operating
capacity). It excludes borrowing costs. Net realizable value
is the estimated selling price in the ordinary course of

business, less applicable variable selling expenses.

Cash and cash equivalents

Cash and cash equivalents include cash in hand and deposits

held at call with banks.

2.12 Share capital and share premium

Ordinary shares are classified as equity.

Incremental costs directly attributable to the issue of new
shares or options are shown in equity as a deduction, net of

tax, from the proceeds from the issuance of the shares.
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 IFES:HHEMM @

A

i POLICIES (Cont'd)
&
Zﬁi 2.12 Share capital and share premium (Cont'd) 212 AR BRG%E (&)
iE Where any Group company purchases the Company’s equity ke GNP NN/NE |-
» share capital, the consideration paid, including any directly BHRA - IR E (BF
é attributable incremental costs (net of income taxes,) is {0 B % 548 K AN 0 B T 15
E deducted from equity attributable to the Company’s equity T AARREREE AR
; holders until the shares are cancelled or reissued. Where AR - BEZERDEUEE
3 such shares are subsequently reissued, any consideration EET c MRERNDEERE
% received (net of any directly attributable incremental Frae T AWBERHKRE (1
E transaction costs and the related income tax effects) is B (E R B 5 (L FTIE X S A A
= included in equity attributable to the Company’s equity LREBEMAEHEE) a8
2 holders. G ONCE RN L £
: 2k
T
© Share premium mainly represents the difference between the B aEFTESERMDEITH
(é) subscription value and par value of the Company’s ordinary REEHAARETBREEEN
2 shares at the date of issuance of the shares. The difference EE o KRAAIRTHBEARS
between the acquisition price and par value when the MR DEE  BAEHEZEAED
Company acquires its own shares from the market and the ZEREBRMDEETERE
effect of implementation of Equity Incentive Plan and Share RSN 2T RIERE
Options Scheme is also charged or credited to this account ZEB PR E AKERE
as appropriate. B oo
2.13 Trade payables 2. 13ERE ZBER
Trade payables are recognized initially at fair value and BB SRRV PIER T ERE
subsequently measured at amortized cost using the effective R Bz AE B IR R i
interest method. BAGHHE ©
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2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 FESEHFE#M @

POLICIES (cont'd)

2.14 Borrowings 2.14EX

Borrowings are recognized initially at fair value, net of
transaction costs incurred. Borrowings are subsequently
stated at amortized cost; any difference between the
proceeds (net of transaction costs) and the redemption value
is recognized in the income statement over the period of the

borrowings using the effective interest method.

Borrowings are classified as current liabilities unless the
Group has an unconditional right to defer settlement of the

liability for at least 12 months after the balance sheet date.

Borrowing costs are generally expensed as incurred.

2.15 Deferred income tax

Deferred income tax is provided in full, using the liability
method, on temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in
the consolidated financial statements. However, if the
deferred income tax arises from initial recognition of an asset
or liability in a transaction other than a business combination
that at the time of the transaction affects neither accounting
nor taxable profit or loss, it is not accounted for. Deferred
income tax is determined using tax rates (and laws) that have
been enacted or substantially enacted by the balance sheet
date and are expected to apply when the related deferred
income tax asset is realized or the deferred income tax liability

is settled.
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 IFES:HHEMM @

A

i POLICIES (Contd)

&

Zﬁi 2.15 Deferred income tax (Cont'd) 2.15EEFTBH (@)

iE Deferred income tax assets are recognized to the extent that BREEFTS M EES N A BT 8

» it is probable that future taxable profit will be available against N 2R JE BR A5t v ) B2 AT B A A Y

E which the temporary differences can be utilized. Ry Z R SH I T DARERR o

L

2

7S Deferred income tax is provided on temporary differences BTSSR B QR

% arising on investments in subsidiaries, except where the REEENE R EBEIEHE

g timing of the reversal of the temporary difference is controlled & EEARE B AR R E

E by the Group and it is probable that the temporary difference R O A R E R ERE AT

< will not reverse in the foreseeable future. K A] BE R AT T8 R R SR B Bl 1915

5 pANCEI

5

e 2.16 Employee benefits 2.16FEER®F

E (i) Pension obligations (i) RBRUIKEEMF

Cli; The Group operates defined contribution plans in the AEEBEPREEAERER
PRC and Hong Kong. A defined contribution plan is a EEHEMNRETE - EF
pension plan under which the Group pays fixed HAREFTEEREE [ —
contributions into a separate entity. The Group has no B3 E B S E E R
legal or constructive obligations to pay further BRK S 5T & - RIE %
contributions if the fund does not hold sufficient assets EeRENEERAH
to pay all employees the benefits relating to employee Mk FRBEETRENAXZ
service in the current and prior periods. NIrBEREERHBIEER

BHREHN  AEEYE
AEHMEEEEEA

BEIMILFK ©
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.16 Employee benefits (Cont'd)

(i)

Pension obligations (Cont'd)

The Group pays contributions to publicly or privately
administered pension insurance plans on a mandatory
basis. The contributions are recognized as employee
benefit expense when they are due and are not reduced
by contributions forfeited by those employees who leave
the scheme prior to vesting fully in the contributions.
Prepaid contributions are recognized as an asset to
the extent that a cash refund or a reduction in the future

payments is available.

Details of the Group's employee retirement benefit plans

are set out in Note 33.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 IFES:HHEMM @

POLICIES (Contd)
2.16 Employee benefits (Cont'd) 2.16FRER/H (&)
(i) Share-based compensation (i) UG BEEENT

The Group operates two equity-settled, share-based
compensation plans, namely Equity Incentive Plan and
Share Options Scheme. The fair value of the employee
services received in exchange for the grant of the
shares/options is recognized as an expense and
credited to equity compensation reserve. The total
amount to be expensed over the vesting period is
determined by reference to the fair value of the shares/
options granted, excluding the impact of any non-
market vesting conditions (for example, profitability and
sales growth targets). Non-market vesting conditions

are included in assumptions about the number of

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 % & M 5+

shares/options that are expected to become
exercisable/vest. At each balance sheet date, the entity
revises its estimates of the number of shares/options
that are expected to become exercisable/vest. It
recognizes the impact of the revision of original
estimates, if any, in the income statement, and a
corresponding adjustment to equity over the remaining

vesting period.

The proceeds received net of any directly attributable
transaction costs are credited to share capital (hnominal
value) and share premium when the shares are issued/

options are exercised under the plans.

Details of the Group’s share-based compensation plans

are set out in Note 32.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 FESEHFE#M @

POLICIES (cont'd)
217848

2.17 Provisions

Provisions are recognized when the Group has a present
legal or constructive obligation as a result of past events; it is
more likely than not that an outflow of resources will be
required to settle the obligation; and the amount has been
reliably estimated. Restructuring provisions comprise lease
termination penalties and employee termination payments.

Provisions are not recognized for future operating losses.

Where there are a number of similar obligations, the likelihood
that an outflow will be required in settlement is determined
by considering the class of obligations as a whole. A provision
is recognized even if the likelihood of an outflow with respect
to any one item included in the same class of obligations

may be small.

Provisions are measured at the present value of the
expenditure expected to be required to settle the obligation
using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risk specific
to the obligation. The increase in the provision due to passage

of time is recognized as interest expense.
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Notes to the Consolidated Financial Statements

ot

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2
POLICIES (Contd)

2.18 Revenue recognition

Revenue comprises the fair value of the consideration
received or receivable for the sale of goods and services in
the ordinary course of the Group’s activities. Revenue is
shown net of value-added tax, returns and discounts and

after eliminating revenue within the Group.

The Group recognises revenue when the amount of revenue
can be reliably measured, it is probable that future economic
benefits will flow to the entity and specific criteria have been
met for each of the Group’s activities as described below.
The amount of revenue is not considered to be reliably
measurable until all contingencies relating to the sale have
been resolved. The Group bases its estimates on historical

results, taking into consideration the type of customer, the

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

type of transaction and the specifics of each arrangement.

(i)  Sales of goods

Sales of goods are recognized when a Group entity
has delivered products to the customer; the customer
has accepted the products and collectibility of the

related receivables is reasonably assured.

The Group’s products are often sold with a right of return
with a specified period of time as stated in the
agreements. Accumulated experience is used to
estimate and provide for such returns at the time of

sale.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (cont'd)

2.18 Revenue recognition (Cont’d)

(i)

(iii)

(iv)

Rendering of services

Revenues from the rendering of services are recognized
in the accounting period in which the services are
rendered, by reference to completion of the specific
transaction assessed on the basis of the actual service
provided as a proportion of the total services to be

provided.

Interest income

Interest income is recognized on a time-proportion basis
using the effective interest method. When a receivable
is impaired, the Group reduces the carrying amount to
its recoverable amount, being the estimated future cash
flow discounted at original effective interest rate of the
instrument, and continues unwinding the discount as
interest income. Interest income on impaired loans is

recognized using the original effective interest rate.

Dividend income

Dividend income is recognized when the right to receive

payment is established.
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

A

2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 IFES:HHEMM @
POLICIES (Contd)

2. 198 ¥ # BY

2.19 Government grants

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

Grants from the government are recognized at their fair value
where there is a reasonable assurance that the grant will be
received and the Group will comply with all attached

conditions.

Government grants relating to costs are deferred and
recognized in the income statement over the period
necessary to match them with the costs that they are intended

to compensate.

Government grants relating to the purchase of property, plant
and equipment are included in non-current liabilities as
deferred government grants and are recognized in the
income statement on a straight line basis over the expected

lives of the related assets.

2.20 Leases (as the lessee for operating leases)

Leases in which a significant portion of the risks and rewards
of ownership are retained by the lessor are classified as
operating leases. Payments made under operating leases
(net of any incentives received from the lessor) are expensed
in the income statement on a straight-line basis over the

period of the lease.
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2 SUMMARY OF SIGNIFICANT ACCOUNTING 2 FESEHFE#M @

POLICIES (cont'd)

2.21%1 S ERFA B

2.21 Research and development

Research expenditure is recognized as an expense as
incurred. Costs incurred on development projects (relating
to the design and testing of new or improved products) are

recognized as intangible assets when the following criteria

MAFAS IR ELRH i
e ToEE - M%ER (B
KRBT RAAFERSMRE
) FTEA KA 8RS E

are fulfilled: WEE :
(a) itis technically feasible to complete the intangible asset (a) 7E R iT £ AE % 5T Bk
so that it will be available for use or sale; & E I BE At A sk i
€®
(b) management intends to complete the intangible asset by EEEITETKERE
and use or sell it; EE N0 AN A (58 AR =k i 2
€
(c) thereis an ability to use or sell the intangible asset; (c) BHENFERAIHEZE
FWEE
(d) it can be demonstrated how the intangible asset will (d) BEABREREENAE
generate probable future economic benefits; ERRER AR RSB E 5
(e) adequate technical, financial and other resources to (e) BRHAMEM - BH K

complete the development and to use or sell the
intangible asset are available; and the expenditure
attributable to the intangible asset during its

development can be reliably measured.

Other development expenditures that do not meet these
criteria are recognized as an expense as incurred.
Development costs previously recognized as an expense are
not recognized as an asset in a subsequent period.
Capitalized development costs are recorded as intangible
assets and amortized from the point at which the asset is
ready for use on a straight-line basis over its useful life, not

exceeding five years.
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Notes to the Consolidated Financial Statements

- 2 SUMMARY OF SIGNIFICANT ACCOUNTING 2
i POLICIES (Cont'd)

5

Zﬁi 2.22 Dividend distribution

iE Dividend distribution to the Company’s shareholders is

‘é’ recognized as a liability in the Group’s financial statements

% in the period in which the dividends are approved by the

E Company’s shareholders.

w

<

:ZE’ 3 FINANCIAL RISK MANAGEMENT 3
=z

E 3.1 Financial risk factors

% The Group’s activities expose it to a variety of financial risks:

§ market risk (including currency risk, fair value interest risk

3 and price risk), credit risk, liquidity risk and cash flow interest-

E rate risk. The Group’s overall risk management programme

g focuses on the unpredictability of financial markets and seeks

L

(';) to minimise potential adverse effects on the Group's financial

performance.

Risk management is carried out by the Group’s Finance
Department under policies approved by the Board of
Directors. The Group’s Finance Department identifies and
evaluates financial risks in close co-operation with the Group’s
operating units. The Board provides principles for overall risk
management, as well as policies covering specific areas,
such as foreign exchange risk, interest-rate risk, credit risk

and investing excess liquidity.
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3

FINANCIAL RISK MANAGEMENT (Contd)

3.1 Financial risk factors (Cont'd)

(i)

Market risk

(1)

2

Foreign exchange risk

The Group principally operates in the PRC and is
exposed to foreign exchange risk arising mainly
from commercial transactions, recognised assets
and liabilities primarily denominated in the United

States dollars.

Currency exposure arising from the net assets of
the Group’s operations in the PRC is managed
primarily through borrowings denominated in the

relevant foreign currencies.

Price risk

The Group is not exposed to equity securities
price risk or commodity price risk as it does not
hold investments classified as available-for-sale
financial assets or as financial assets at fair value

through profit or loss.
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Notes to the Consolidated Financial Statements

FINANCIAL RISK MANAGEMENT (Contd)

3.1 Financial risk factors (Cont'd)

(ii)

(iii)

CSMC TECHNOLOGIES CORPORATION

Credit risk

The Group has no significant concentrations of credit
risk. It has policies in place to ensure that sales of
products are made to customers with an appropriate
credit history. In addition, a predetermined maximum

credit limit and term have been set for each customer.

Since the Company trades only with recognized and
creditworthy third parties, there is no requirement for

collateral.

Liquidity risk

Prudent liquidity risk management implies maintaining
sufficient cash and the availability of funding through
an adequate amount of committed credit facilities and
the ability to close out market positions. Due to the
dynamic nature of the underlying businesses and future
development, the Group’s Finance Department aims
to maintain flexibility in funding from internally generated
cash inflow from operations, bank loans and credit lines

available, etc.

The analysis of available banking credit facilities is set

out in Note 30 to the financial statements.

EHRLrENRBERA A

3

B R R KA

BRRRER @
3.1 XRBREZX ®)

(ii)

(iii)

=& @B
FEEEERANEAR
R AKBE—EMRTE
KR - WERE @i E R
AEEEGRLENTE
F ot @EERE
EMERBORETE
5o

HRARBRREER
REFENE =R
% AL IE 0 7

[}
g °

MREBE LR
AEERAEENOR
B E R E IR BRI
FREANRE - BBM
BRAMNABEERM
ERES KRBTSR
BEES] c AMNERET
T E B R o R 2R Y B
R®EFR  #AKETB
BEHAARNBREEE
EWMBEESRA - RITE
ERBRHE A AR
EERSSEURFESD
HIRE B M

AHERAMRITERER
J 75 4 B B 5 & MY
30 -



3

FINANCIAL RISK MANAGEMENT (Contd)

3.1 Financial risk factors (Cont'd)

(iv) Cash flow and fair value interest rate risk

As the Group has no significant interest-bearing assets,
the Group’s income and operating cash flows are
substantially independent of changes in market interest

rates.

The Group’s interest-rate risk arises from bank
borrowings. Borrowings issued at variable rates expose
the Group to cash flow interest-rate risk. Borrowings
issued at fixed rates expose the Group to fair value
interest-rate risk. The majority of the borrowings are
issued at variable rates and re-priced on an interval
basis. During 2006 and 2005, the Group’s borrowings
at variable rates were denominated in Chinese

Renminbi and United States dollars.
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3

CSMC TECHNOLOGIES CORPORATION

Notes to the Consolidated Financial Statements

FINANCIAL RISK MANAGEMENT (Contd)

3.2 Fair value estimation

The carrying value less impairment provision of trade
receivables and payables are a reasonable approximation
of their fair values. The fair value of financial liabilities for
disclosure purposes is estimated by discounting the future
contractual cash flows at the current market interest rate that

is available to the Group for similar financial instruments.

CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS

Estimates and assumptions are continually evaluated and are
based on historical experience and other factors, including
expectations of future events that are believed to be reasonable

under the circumstances.

The Group makes estimates and assumptions concerning the
future. The resulting accounting estimate will, by definition, seldom
equal the related actual results. The estimate and assumptions
that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial

year are discussed below.
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4 CRITICAL ACCOUNTING ESTIMATES AND
JUDGEMENTS (Contd)

4.1

4.2

Income tax

The Group is subject to income taxes in Hong Kong and the
PRC. Significant judgement is required in determining the
provision for income taxes. The Group undertakes certain
transactions and calculations during the ordinary course of
business for which the ultimate tax determination is uncertain.
The Group recognises liabilities for anticipated tax audit
issues based on management’s interpretation of the local tax
regulations. Where the final tax outcome of these matters is
different from the amounts that were initially recorded, such
differences will impact the income tax and deferred tax

provisions in the period in which such determination is made.

Estimated impairment of goodwill

The Group tests annually whether goodwill has suffered any
impairment, in accordance with the accounting policy stated
in Note 2.7(iii). The recoverable amounts of cash-generating
units have been determined based on value-in-use
calculations which involve the use of discounted cash flows.

These calculations require the use of estimates.

Had the pre-tax discount rate applied to arrive at the
discounted cash flows used in the value-in-use calculations
been different from management’s estimate, the Group’s

estimation of goodwill impairment may be different.
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4 CRITICAL ACCOUNTING ESTIMATES AND 4 EES€i{4itR¥E @
JUDGEMENTS (Contd)

4.3 B R HE=s 89 m A 1

4.3 Useful lives of plant and machinery

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

The Group’s management determines the estimated useful
lives for its production plant and machinery. The estimate is
based on the expected lifespan of those plant and machinery.
It could change significantly as a result of technical innovation
in response to industry cycles. Management will increase/
decrease the depreciation expense where useful lives are
less/more than previously estimated useful lives, or it will write-
off or write-down technically obsolete or non-strategic assets

that have been abandoned or sold.

In previous years, mechanical based semiconductor
equipment was depreciated over their estimated useful lives
of 5 years. The Group conducted a review of the estimated
useful lives of this type of equipment and as a result, with
effect from 1 July 2006, mechanical based semiconductor
equipment is to be depreciated over estimated useful lives
of 8 years. The changes reflect the current best estimates
based on the Group’s previous experience of these
semiconductor equipment after taking account of commercial
and technological obsolescence as well as normal wear and
tear. The changed depreciation lives better reflect the
estimated period during which such assets will remain in
service. The changes have been applied prospectively. As a
result of these changes in accounting estimates, the
depreciation expenses for the year decreased by

approximately US$5.3 million.
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4 CRITICAL ACCOUNTING ESTIMATES AND 4 EEEi{4itR¥E @
JUDGEMENTS (Contd)

44 EBREZIRIX

4.4 Trade receivables

Trade receivables are measured at initial recognition at fair
value and are subsequently measured at amortized cost
using the effective interest rate method. Appropriate
allowances for estimated irrecoverable amounts are
recognized in the income statement when there is objective

evidence that the asset is impaired.

In determining whether allowance for bad and doubtful debts
is required, the Group takes into consideration the ageing
status and the likelihood of collection. Allowance is only made

for trade receivables that are unlikely to be collected.

Estimation of fair value of shares and share options
granted

The measurement of the fair value of shares and share options
granted to employees is determined using the binomial model
(“model”). The key inputs to the pricing model include share
price at grant date, exercise price, volatility rate, expected
dividend pay-out rate, annual risk-free rate and the vesting

period.

The model uses actual or market observable data where
practicable, however areas such as volatility rate, and
expected dividend pay-out rate require management to make
estimates. Changes in assumptions about these factors could

affect the fair value of these shares and share options.
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Notes to the Consolidated Financial Statements

ae 5 REVENUE AND SEGMENT INFORMATION 5
Revenue WA
6-inch wafer 6 N &a[E
Others =)

Primary reporting format — geographical segments

The Group’s primary format for reporting segment information is

geographical segment as determined by location of its ultimate

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

customers. The Group is mainly operating in the PRC and significant
assets, liabilities and capital expenditures are located in the PRC.
Accounting policies for segmental reporting of the Group are set

out in Note 2.3 to the financial statements.

The analysis by geographical segments by location of ultimate

customers is as follows:

B R R KA

WA RD EE R

Year ended 31 December
BE+=-A=1-8

2006 2005
US$’000 US$000
FTERr FTET
107,524 73,720
6,778 4,379
114,302 78,099

FEEHFX HESE
AEENDEERTZERTAR
BREETEPHMMHEHESE - K
SEX2ETEEE  BE2EE -
BEREARXHETE - AL
KESBERNSTBRRINER Y
BmKRME2.3

REREFHMEMETE 2R DB
DT

Revenue WA
The PRC Fh
Asia, other than the PRC M (REERIN)
United States ESE1
Europe B
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2006 2005
Us$’000 US$000
Fxn TET
77,413 52,982
21,989 15,194
10,852 5,637
4,048 4,286
114,302 78,099




T

LAND USE RIGHTS - GROUP 6 TiFERAE-£E

e
2006 2005 i
gég
US$'000 US$000 .
TEx F=x &
(9]
=
Beginning of year F4 554 554 m
Amortization of prepaid operating &= EEMNASE#E (FiE21) "'|<—(J
'_
lease payment (Note 21) (12) (13) e
<
Translation adjustments PE R 19 13 o
=
End of year FR 561 554 E
<
a
o}
The Group’s interests in land use rights represent prepaid operating AEBN T FERAEESSLER 2
lease payments and their net book value is analysed as follows: EEfMNKE EEREFEI MW 3
Ll
T =
o
n
2006 2005 g
pze
US$°000 US$'000
TEx F=x
Outside Hong Kong: BB
With remaining lease period of 45  FIgFAEIR 45 F
(2005: 46) years —ETERF : 46) 561 554
Certain bank borrowings are secured on land use rights with a net ETHERTEREUANEDFES
carrying value of US$561,000 (2005: US$554,000) (Note 17). 561,0003 jT - b { FAREE B IE R -
ZZTTHF : 554,000%7) (Mi&E
17) °
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7 PROPERTY, PLANT AND EQUIPMENT 7 YE - HERRHE
GROUP £H
Furniture,
fixtures and
office

equipment Leasehold

Facility Motor #%{E+  Improvement Construction-in-
Machinery ~ equipment vehicles RER HEEE progress Total
e RiERE AE BAERE BRIB ERIE &g
US$000 US$/000 US$000 US$000 US$:000 US$:000 US$:000

TER TER TER TER TER TER TEL

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

At 1 January 2005 R-EERE-A—-H
Cost KA 101,854 13,853 602 2,033 — 47,166 165,508
Accumulated depreciation  ZFHERHE

and impairment (24,787) (1,811 (186) (759) = - (07,543)
Net book amount REHE 77,067 12,042 416 1274 — 47,166 137,965
Year ended Bz-3%1f%

31 December 2005 TZA=+-BLEE
Opening net book amount ~ FAIREFE 77,067 12,042 416 1,274 = 47,166 137,965
Exchange differences EREZ 1,656 302 9 19 (1) 1,160 3,145
Additions hE 4,494 353 = 2,238 = 33,49 40,580
Transfers g3 31,681 = = = 1951 (35,138) (1,506)
Disposals HE 3) — (13) (35) — — (51)
Depreciation (Note 21) & (M321) (20,150) (1,668) (89) (505) (147) = (22,559)
Impairment charge (Note 21) JEifESH (FitzE 21) (48) = - — = = (48)
Closing net book amount ~ FREEEFE 94,697 11,029 323 2,991 1,803 46,683 157,526

At 31 December 2005 R-EERE

t=A=1-H
Cost AR 140,495 14,553 598 4,371 1,951 46,683 208,651
Accumulated depreciation  ZEHERAE
and impairment (45,798) (3524) (275) (1,380) (148) . (51,125)
Net book amount FE¥E 94,697 11,029 323 2,991 1,803 46,683 157,526
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7 PROPERTY, PLANT AND EQUIPMENT (Cont'd) 7 YE -BERRE®

GROUP &
Furniture,
fixtures and
office
equipment Leasehold

I

o<

gég

=

X

(%]

'_

&

Facility Motor #E+  Improvement Construction-in- s

L

Machinery ~ equipment vehicles RER Hg&E progress Total E

Mz VR RE  BAERE BRI ERIR &g e

<

US$'000 US$:000 US$:000 US$:000 US$:000 US$:000 US$:000 LZ)

<

TE£n TE£n TEn TEn TEn TEn TEn Z

Year ended BZ-BERE o

31 December 2006 TZA=+-RLEE '<DT:

Opening net book amount ~ FAIEREFE 94,697 11,029 323 2,991 1,803 46,633 157,526 6'

n

Exchange differences EXZZR 2,897 37 9 93 51 2,460 5,881 %

Additions "E 841 54 173 884 — 34,558 36,510 8

T

Transfers #3 8836 4876 84 123 273 (14,192) - 5

Disposals e (16) = (20) (118) = = (154) o

L

Depreciation (Note 21) & (M 21) (19,696 (1,731) (98) (660) (448) — (22,633) 5

Impairment charge (Note 21) JRESH (MizE21) (1,820) = = = = = (1,820) =
Closing net book amount FREEFE 85,739 14,599 471 3,313 1,679 69,509 175,310

At 31 December 2006 RZBEXRE

t=A=t+-8

Cost AR 155,009 19,975 822 5,112 2,310 69,509 252,737
Accumulated depreciation 2 HTERAE

and impairment (69.271) (5,376) (351) (1,798) (631) = (77,427)
Net book amount REFE 85,738 14,599 a7 3,314 1,679 69,509 175,310
Depreciation expense of US$21,644,000 (2005: US$22,025,000) MEXHEHER KNP X H
has been expensed in cost of goods sold, US$26,000 (2005: 21,644,000 L (ZEZTRHF :
US$19,000) in selling and marketing costs, US$711,000 (2005: 22,025,000k 7T) * fEHE R TiGH
US$455,000) in administrative expenses and US$252,000 (2005: ER X 26,000 (ZEFH
US$60,000) in research and development expenses. % :19,000%7m) * EITHEA+ X

#H711, 0002 T (ZEEERF -
455,000%7T) - EHERERER
¥ $5252,000 £ (ZETRF -
60,000%7T) ©
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7 PROPERTY, PLANT AND EQUIPMENT (Contd) 7

Lease rentals amounting to US$1,828,000 (2005: US$1,474,000)

relating to the lease of machinery and property under operating

lease are included in the income statement.

Certain bank borrowings are secured on machineries with a net
book value of approximately US$25,644,000 (2005:

US$11,436,000) (Note 17).

Construction-in-progress mainly comprises building under

construction and machinery and equipment pending installation.

COMPANY

At 1 January 2005

Cost and net book value

Year ended 31 December 2005

Opening net book amount
Additions

Disposals

Closing net book amount

At 31 December 2005

Cost and net book amount

At 1 January 2006
and 31 December 2006

Cost and net book amount

CSMC TECHNOLOGIES CORPORATION

R-ZEERF—H—H
AR R BRTE R E

FEEFE
55
e

FRREFE

R-EZRFE+=-A=+—H
A X BR T FE

R=ZBEBXRFE—-HA—H

E-EBAF+ZA=1+-—H
RS B SR FE

EHLENRERAA

M- BERRKRE®

BRKETHEHAKERENTES
=1,828,000% 7 (T HF :
1,474,000 7T) - B 25| EKEE
n:p °

HETHROTEFRRUAEEBFENA
25,644,0003 T A # B (E R R o
—ZTTAHEF : 11,436,000 7T) (K
H17) o

EREIREITEERIEERENET
RBHRENEENERRE -

al

A

Construction
in-progess
EEIR

US$'000
TEx

8,433

BZ—ZZRF+-A=1+—HLEE

8,433
245
(8,678)
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8 INTANGIBLE ASSETS 8 EBIEEE

®
Technology Computer b
N
Goodwill knowhow software Total =
kS Hl AR ERE M k) fE
US$'000 US$'000 US$'000 US$'000 2
_ _ _ _ =z
TET TET TET TET Z
=
At 1 January 2005 R-ZZRE5-A-A 0
-
Cost RA 211 - 724 935 s
=
Accumulated amortization St — (98) (98) Z
5
Net book amount REFE 211 — 626 873 LD—E
o
o}
n
Year ended 31 December 2005 HZ—ZFTHE =
+=A=t+-ALEE ;
Opening net book amount MEREFE 211 — 626 837 s
'_
Exchange differences kxR — 14 14 @
'_
Additions R — — 2,028 2,028 g
Amortization (Note 21) B (M 21) — = (277) (277)
Impairment charge (Note 21) WEZL (HEE21) (211) — (211)
Closing net book amount FREMTE — — 2,391 2,391
At 31 December 2005 R-EZRF+-A=1+-H
Cost AR 211 — 2,770 2,981
Accumulated amortization S EERRE
and impairment (211) — (379) (590)
Net book amount REFE — — 2,391 2,391
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8 INTANGIBLE ASSETS (Contd)

8 EIEEE®

B R R KA

Technology Computer
Goodwill knowhow software Total
5L S AT A - E okl
US$'000 US$'000 US$'000 US$'000
TEn TEn TEn TEn
Year ended 31 December 2006 R=ZEEAE
+=A=+-8
Opening net book amount ENERmFE — - 2,391 2,391
Exchange differences ExzR — 105 82 187
Additions AR — 4,468 560 5,028
Amortization (Note 21) By (PesE21) — (187) (443) (630)
Closing net book amount FREEFE — 4,386 2,590 6,976
At 31 December 2006 RIBERE
+=A=+-8
Cost R 211 4577 3,436 8,013
Accumulated amortization ST A RRE
and impairment (211) (191) (846) (1,037)
Net book amount REFE == 4,386 2,590 6,976

Technology knowhow comprises the acquired rights to use certain
technologies for the manufacture of wafer products. The
amortization period adopted for licensed technology knowhow is

12 years.

Amortization of US$630,000 (2005: US$277,000) is included in

administrative expenses in the income statement.

CSMC TECHNOLOGIES CORPORATION ZE B EEZREFR L A

M R0 8B 4 B A RO R L R A A
BE an BT (E AR A o 5 F i A0 38t

REMN#EHEHR+ —_F -

B H 630,000 T (ZZEEH
F 1 277,000%7T) EEBIEEW
KNITREBRAT -



DEFERRED INCOME TAX ASSETS - GROUP

The gross movement on the deferred income tax assets account

is as follows:

As at 1 January
Additions (Note 24)

Translation adjustments

As at 31 December

m—A—H
AN (KIFE 24)
PE R

R+—A=+—H

The movement in deferred tax assets during the year is as follows:

As at 1 January
Additions (reversals)
(Note 24)

Translation adjustments

As at 31 December

®—R—R

BN (BE)
(PizE 24)

ERFE

®+=A=1+-8

9 EELEFEHEE-KH

EIEFSBAERE WEE DN

T
2006 2005
US$°000 US$'000
TER FET
379 278
338 87
— 14
717 379

EREEREEAENEPNT :

Provisions on assets Tax losses Total
EERE BBEER “E
2006 2005 2006 2005 2006 2005
US$'000 US$'000 US$°000 US$'000 US$°000 US$'000
TER TEr TER FTxrn TEn FTxn
291 278 88 — 379 278
426 (1) (88) 88 338 87
— 14 — — — 14
717 291 — 88 717 379
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Notes to the Consolidated Financial Statements

A

9 DEFERRED INCOME TAX ASSETS - GROUP 9
(Cont'd)

The amount shown in the balance sheet includes the following:

Deferred tax assets to be recovered after  #5R:E+ — & A& U@
more than 12 months REER IR E =

Deferred income tax assets are recognized for tax loss carry-
forwards to the extent that the realization of the related tax benefit
through the future taxable profits is probable. The Group did not
recognize deferred income tax assets of US$1,315,000 (2005:
US$513,000) in respect of losses amounting to US$5,378,000
(2005: US$3,621,000) that can be carried forward against future

taxable income. Within the total amount of tax losses that can be

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

carried forward against future taxable income, losses amounting
to US$5,105,000 (2005: US$2,354,000) will be expired in 2011
(2005: 2010).

153 CSMC TECHNOLOGIES CORPORATION B EZRKE AR 2 A

B R R KA

EEFESHEE-—SB®

BEERBRMAEINBBELTBAT
IHH :

2006 2005
US$’000 US$'000
FTER FTET
717 379

RS HREED RN IBEEBNE
ERER - ENAARERBENE
AR NEREARIEN SRR
ANER B S & 58 55,378,000 T
(ZZZ R4 3,621,000 7T) 7] A
MBI B 12 8 ER T A B B 18 T
R 51,315,000C (ZEZTHF -
513,000 7T) RS IHE 2 -
FTIBLAAEREERBTBAD
HIBEEIEBREMS - £%5,105,000
ET(ZZEZTRE : 2,354,00057T)
WEEER_Z——F(ZZZR
F:ZT-—TF)DHo



10

INVENTORIES - GROUP

Raw materials ERH
Work-in-progress yank- IR
Finished goods B o
Spare parts it

The cost of inventories recognized as expense and included in
cost of goods sold and in research and development expenses
amounted to US$88,042,000 (2005: US$71,323,000) and
US$549,000 (2005: US$344,000) respectively.

During the year, the Group has written down the value of inventories
to net realizable value by US$2,002,000 (2005: US$525,000). The
amount has been included in administrative expenses in the income

statement (Note 21).

10 BEE-KHE

'
A
]
S

2006 2005
US$000 US$'000
SR FET
6,966 4,167
10,372 7,376
3,808 1,843
6,084 4,486
27,230 17,872

T aR 73 B 2 0 B 4E 1 88 B K A L 4
RERBEREANGFEEXES A=
88,042,000%( L (ZEZ A F :
71,323,000% 7T) £ 549,000% 7T (=
TZT R ¢ 344,00057T) °

FR - AEBESBESERCAIZHE
SH{E512,002,000 =T (ZZTZTH
% : 525,000 7T) - ZBEE LR
REWR=RNTHREAA (M
21) °
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

i 11 TRADE AND OTHER RECEIVABLES 11 EWRESERFREMEL
ESN
Group Company
AEE AT
2006 2005 2006 2005

Us$’000 US$'000 US$’000 US$'000
FEx TET FEx TEx

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 % & M &

Trade receivables FEWE 8RR
— third parties —%=F 12,213 10,091 — —
— related parties (Note 31) —BEAT
(M¥EE31) 2,448 3,806 — ==
Notes receivables FEU =% 1,276 1,368 —
15,937 15,265 — —
Less: provision for B EMGR
impairment of WERE
receivables (436) (446) — _
Trade receivables — net JEWE BERFFRR 15,501 14,819 = —
Prepayment and other A RIE R
receivables H A UK 4,901 2,967 572 748
Receivables from related FEUS & A T 50E
parties (Note 31) (Mg3E 31) 1 217 111,939 113,416
20,403 18,003 112,511 114,164
The fair values of trade and other receivables approximate their FEWE 5 R R R R B
carrying value as they are short-term in nature. REBHEE  WEAFERART
BEE -
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11 TRADE AND OTHER RECEIVABLES (Contd) 1

The Group would generally grant credit terms from 0 to 90 days to
its customers. A certain portion of the Group’s revenue are on letter
of credit terms. As at 31 December 2006 and 2005, the ageing
analysis of the trade receivables (including amounts due from

related parties of trading in nature) were as follows:

0 to 30 days 0Z30H
3110 90 days 31290 H
91 to 180 days 91 2180 H
181 to 360 days 181 2 360 H

The carrying amounts of trade and other receivables are

denominated in the following currencies:

1

wt

WE 5 R R AW

=h =
FK (&)

AEE-—RETEFZTEATRN
FEH - AEEXLBEEUNEHE
ARET R-ZBERFR_ZT
EFE+ZA=+—H EBREZK
R (BREREEALTHNESHER
R) KRBT

2006 2005
US$'000 US$'000
FErx FETT
8,477 7,349
6,809 6,889
217 753
434 274
15,937 15,265

& W B 5 B 3R e E At JE WK ) BR
BT EHEE

Group Company
REE AT
2006 2005 2006 2005
US$’000 US$'000 US$’000 US$'000
SR FET SR FET
Renminbi AREE 12,556 9,854 — —
US Dollars e 8,283 8,595 112,511 114,164
20,839 18,449 112,511 114,164
—EZEAFFEHRSE  ANNUAL REPORT 2006
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

i 11 TRADE AND OTHER RECEIVABLES (Contd) 11 EREZERRRHEMER
™M (®
Movements on the provision for impairment of trade receivables FEWE 5K SR B & &S0
are as follows: T ¢
Group Company
AEH AT
2006 2005 2006 2005

Us$’000 US$'000 UsS$’000 US$'000
FEx TET FEx TEx

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 % & M &

At 1 January —H—H 446 663 — —
Provision for receivable FEWCE S ER K

impairment DERIEEEL] — 1,185
Receivables written off FRER/TAIU

during the year as SRIET A

uncollectible T 55 &9 FE KR — (1,400) — —
Amount reversed e dEE e (10) — — —
Translation adjustments b R — (2) — —
At 31 December +=—A=+-—A8 436 446 — —
The creation and release of provision for impaired receivables have FEUE 5 BR BB B B Y ET 1R R i
been included in administrative expense in the income statement EEEEEREROITHERA (B
(Note 21). Amounts charged to the allowance account are generally F121) - R ABHRIRENEEETELD
written off when there is no expectation of recovering additional AR EEIINRE  —RE T
cash. 8 ©

12 RESTRICTED BANK DEPOSITS 12 ZRFIBITER

Restricted bank deposits represent pledged deposits placed with ZRERITERBEHRAREITNE
banks as security for certain letters of credit issued by those banks BRER  ERZFRITIARLE
on behalf of the Group (Note 30) and employee mortgage loans BHMETEAE (30 kE
(Note 34). BIRBER (M 34) (EMR S -
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T

13 CASH AND CASH EQUIVALENTS 13 RERRESEEY

e
Group Company 5
(S
rEE ¥ YN =
2006 2005 2006 2005 b
US$’000 US$'000 US$’000 US$'000 g
FER FET FER FET =
<
Cash and bank deposits B3 E%EHE @
<
denominated in: HIEE R o
BATER - =
Renminbi AR 12,298 11,545 — — a
'—
US Dollars ETT 7,337 12,371 2,263 2,758 S
=
Others HAth 1,466 862 793 264 &
5
(&)
21,101 24,778 3,056 3,022 =
'—
o
'—
i
Renminbi is not a freely convertible currency in the PRC and the ARERDPETIIFEHLBREE 5
_ " z
remittance of funds out of the PRC is subject to foreign exchange i AR B ) S0 BE SR 2B AR B B B O
restrictions imposed by the PRC government. K SNEBR B FTHR B o
The effective interest rate on short-term bank deposits was 0.72% EHRITEFRANERMNER0.72%
(2005: 0.72%). ZZTERF 1 0.72%) °
—ZTANEFEHRSE  ANNUAL REPORT 2006 158



- 14 SHARE CAPITAL 14 BRZ&
b Number Ordinary Share
j; of shares shares premium Total
f‘E P& E ZiER BRA R E 4%
2 ‘000 US$'000 US$'000 US$'000
i iR FER FER FER
L
2
’uj At 1 January 2005 R-EZRE-F-H 2,616,146 33,540 73,562 107,102
<<
:ZZ Effect of implementation of Equity  ZHef%(? 2=t 2l
= Incentive Plan - exercising i) S 66,812 857 1,087 2,144
E Repurchase of shares RinEfE (5,424) (70) (215) (285)
()
S
2 At 31 December 2005 R-Z2RLF
§ +=A=+-AH 2,677,534 34,327 74,634 108,961
T
=
o Effect of implementation of Equity  E ef%(7 2@zt 2l
% Incentive Plan - exercising )7 oL 51,965 667 2,395 3,062
= Repurchase of shares B EfE (3,655) (47) (137) (184)

At 31 December 2006 RZBERE

+ZA=+-H 2,725,844 34,947 76,892 111,839

The total authorised number of ordinary shares is 10 billion shares
(2005 : 10 billion shares) with a par value of HK$0.1 per share
(2005 : HK$0.1 per share). The issued and fully paid ordinary shares
are 2,725,843,629 (2005: 2,677,533,729).

159 CSMC TECHNOLOGIES CORPORATION ZBH EZRKE AR 2 A

LiBReEEEREZ100ER (=
TTARF : 10018 SREE.1E
T(ZEZRF - §RO1ET) K
- BEBTRREHANTARE
2,725,843,629 |k (ZEZTRHF -
2,677,5633,729f%) °



14 SHARE CAPITAL (Contd)

The Company acquired 3,655,000 (2005: 5,424,430) of its own
shares through purchases on the Hong Kong Exchanges and
Clearing Limited during the year. The total amount paid to acquire
the shares for cancellation was US$184,000 (2005: US$285,000)
and has been deducted from share capital for the par value and
share premium for the difference between the acquisition cost and

par value of the shares acquired.

Details of the Group’s Equity Incentive Plan and Share Options

Scheme are set out in Note 32.

14 IR (@)

'
A
]
S

FRN - KRABBEBESBERIM
B2 EEE3,655000 (2T H
F : 5,424,4300%) A H &I IR1D o AT
TEBRMETHODARER
184,000 £ 7T (ZZFZ R 4 : 285,000
o) EEMEEMEARMK AR
MWEREKEZEERRKRMD % EF
k& -

REE R M 2R A 8 R B AR
ZINBRFIE RN ES2
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Notes to the Consolidated Financial Statements

15 OTHER RESERVES

Group

Balance as at
1 January 2005
- As previously reported
- Opening adjustment on
adoption of
HKFRS 2

Balance as at 1 January
2005, restated

Effect of implementation of
Equity Incentive
Plan - vesting

Effect of implementation of
Equity Incentive
Plan - exercising

Translation adjustments

Balance as at
31 December 2005
Effect of implementation of
Equity Incentive
Plan - vesting
Effect of implementation of
Equity Incentive
Plan - exercising
Effect of implementation of
Share Options
Scheme - vesting

Translation adjustments

Balance as at
31 December 2006

CSMC TECHNOLOGIES CORPORATION

Hibf#

B R R KA

-3
Reserve Enterprise
Merger Equity  Contributed fund expansion
reserve  compensation surplus ¥ fund Translation Total
AftREE REAWE HXB% [FEEE RBREES EX#ER wE
US$/000 US$'000 US$'000 US$'000 US$'000 US$'000 US$'000
7 7 7 7 7 7 T£7
RZBEBREF
—A-BiEER
—MERIFZR 34,518 — 2,035 2,536 2,536 15 41,640
—RRBENKRS
ERIE 25
LIREVEIRE - 1,171 — — — — 1,171
R-ZEEEF-A-H
Wees (E5) 34,518 1,171 2,035 2,536 2,536 15 42,811
BV GERE
HyE-REE
= 1,453 = = = = 1,453
EU e RE]
M 8111
= (1,453) = = = = (1,453)
ERRE — — — — — 3,279 3,279
R-EBEE+ZA
=t-AEe 34,518 1,171 2,035 2,536 2,536 3,294 46,090
R RE
MEE-HEiE
— 2,463 — — — — 2,463
Bl in KTl
8- 111
= (25507) = = = = (2,507)
EbMRE 3
nYE-BER
— 25 — — — — 25
ExEe — - - - - 4,906 4,906
RZZBRETZA
=t-AEs 34,518 1,152 2,035 2,536 2,536 8,200 50,977

EHRLrENRBERA A
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15 OTHER RESERVES (Contd) 15 Hib#E @

Company NG
Merger Equity
reserve compensation Total
AOHRE RAWHE wE
US$'000 US$'000 US$'000
FET FET FET

Balance as at 1 January 2005 R-ZEZHF-—A—ANER

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS #: & Bf 78 % & M &

— As previously reported — LRI ER 34,518 — 34518
- Opening adjustment on —RRBR BN B R
adoption of HKFRS 2 EW A I 1,171 1,171

Balance as at 1 January 2005, “TTRE-A—HMER

restated (@IJ) 34,518 1,171 35,689
Effect of implementation of Equity BRI REIINTE - FBR

Incentive Plan - vesting — 1,453 1,453
Effect of implementation of Equity Eri i BB BN 2 110k

Incentive Plan — exercising — (1,453) (1,453)
Balance as at 31 December 2005 R=ZFTRF+=A=1+-BN&LR 34,518 1,171 35,689
Effect of implementation of Equity B R BN E - BERE

Incentive Plan - vesting — 2,463 2,463
Effect of implementation of Equity Bk REF BRI E — 170

Incentive Plan - exercising — (2,507) (2,507)

Effect of implementation of Share EinEREENTE - BERE

Options Scheme - vesting 25 25

Balance as at 31 December 2006 RZEEANFT_A=t—BN&EH 34,518 1,152 35,670

'
A
A
S
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C 16 LONG-TERM PAYABLE 16 REENKE
e
i 2006 2005
- US$'000 US$000
- FER FEx
»
é Gross long-term payable — REAENREHE - SRS :
EEJ minimum payments:
'_
@ No later than 1 year —F2ZA 967 —
<<
3] Later than 1 year and —FUEERF
2 no later than 5 years 4,777 —
L
a Later than 5 years RFENRE 6,434 —
2
=)
5 12,178 »
§ Future finance charges on R BB SR A AR SR EA TS A AR
E long-term payable (3,046) —
o
‘é Present value of long-term payable REFENFERE 9,132 —
2
The present value of long-term REENRHREDT :
payable is as follows:
No later than 1 year (disclosed as —FLAA (18 N
current liabilities in Note 18) BEREAERBEE) 644 —
Later than 1 year and —FNEERF
no later than 5 years 3,015 =
Later than 5 years HFEE 5,473 —
9,132 —
The present values are based on cash flows discounted using a RERRIEHER &M EUIRIEKS.85%
rate based on the borrowings rate of 5.85%. BEEMEX AW RERRG
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T

17 BORROWINGS 17 B8 -
Group Company b
£%E PN .
2006 2005 2006 2005 b
US$’000 US$'000 US$’000 US$'000 E
FER FE£T FER FE£T =
<
Non-current B @
Secured bank borrowings BHEARITEE 7,000 9,230 — — §
<C
=z
Current RE Luo:
Secured bank borrowings HIERRITIEE 8,306 3,000 — — <
Unsecured bank borrowings EIRIRITEE 27,479 29,922 5,000 5,000 §
=z
3
35,785 32,922 5,000 5,000 L
o
Total borrowings BERE 42,785 42 152 5,000 5,000 o
I
2
As at 31 December 2006, the Group’s long-term and short-term R-ZEEXRF+_HA=+—H &
bank loans bore interest at rates ranging from 5.58% to 6.07% SENRAREHRTERNEF
(2005: 5.58% t0 5.62%) per annum and 5.85% to 6.40% (2005: EHRINF5.568%F6.07% (ZEZE
4.41% t0 6.32%) per annum, respectively. AF :558%%F5.62%) X5.85% %
6.4%(ZZFTZTHF: 4.41%%
6.32%) :
As at 31 December 2006, the Company’s short-term bank loans E’Q-E@/\E* A=+—H &&
bore interest at 5.57% (2005: 5.54%) per annum. B R SRITE R A B FF =

E5.57%(:§<:£¢  5.54%) o

'
A
]
S
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= 17 BORROWINGS (Contd) 17 FE®w
e
b The exposure of the Group’s and the Company’s borrowings to REBRAQRGNEERGEEBR
LS L £ e
= interest rate changes and the contractual repricing dates at the HMNEXEHRENEFHEE B P
f‘E balance sheet date are as follows: N

Group Company

A% eI

2006 2005 2006 2005

Us$’000 US$'000 UsS$’000 US$'000
FEx TET FEx T

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4

6 months or less ANEASKIAT 17,050 20,983 5,000 5,000
6 to 12 months NEAZE+Z=@EA 18,735 11,939 — —
1to 5 years —FERF 7,000 9,230 — —
Wholly repayable REFA
within 5 years THEE 42,785 42,152 5,000 5,000
Over 5 years AFAE — — — —
Total borrowings BERE 42,785 42,152 5,000 5,000
The maturity of borrowings is as follows: EENIHANT :
Group Company
E AATH
2006 2005 2006 2005

Us$’000 US$'000 Us$’000 US$'000

SFEI FET SFEI FETT
Within 1 year —F AR 35,785 32,922 5,000 5,000
Between 1 to 2 years —FEEWEF 7,000 2,230 — —
Between 2 to 5 years MEERF — 7,000 — —
Total borrowings BERTH 42,785 42,152 5,000 5,000
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17 BORROWINGS (Contd)

The carrying amounts and fair value of the Group’s non-current

borrowings are as follows:

Long-term bank loans

17

BEw®

AEENERBEENREERA
FEMOT :

Carrying amount Fair values
BREE A¥E
2006 2005 2006 2005
US$’000 US$'000 US$’000 US$'000
TER FET TER FET
RERITE R 7,000 9,230 6,977 9,225

The fair values of current borrowings equal their carrying amount,

as the impact of discounting is not significant. The fair values are

based on cash flows discounted using a rate based on the
borrowings rate of 5.83% (2005: 5.60%).

The carrying amounts of the borrowings are denominated in the

following currencies:

US Dollars

Renminbi

Total borrowings

RBEENATEESERARE
B ARAMENTELIKN - AFE
B EMEUEES83% (ZEF
BF : 5.60%) HIEEFESERR
Lb EAEBLIRETE ©

EENREENA T EME :

Group Company
KEE ¥ NN

2006 2005 2006 2005
US$°000 US$'000 US$°000 US$'000
FEx FET FEx FET
ETT 31,000 31,000 5,000 5,000
AR 11,785 11,152 = =
BB 42,785 42,152 5,000 5,000

Certain bank borrowings are secured by machineries with a net
book value of approximately US$25,644,000 (2005:

US$11,436,000) (Note 7).

ETROTEERNEEFENA
25,644,000 7T M B (E R I HF -
(ZZT R4 : 11,436,000%7T) (M
7)o
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

i 18 TRADE AND OTHER PAYABLES 18 ERNEZRAREMEN
ESN
Group Company
AEE AT
2006 2005 2006 2005

US$’000 US$'000 US$’000 US$'000
FEx TET FEx TEx

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 % & M &

Trade payables FEIT B SR
— third parties —F=5 19,408 15,447 — —
— related parties (Note 31) —BEAT
(BaE 31) 1,143 1,183 — —
Notes payables EREE — 1,859 — =
20,551 18,489 —
Advance from customers REIENFIE 2,816 1,721 =
Accruals and other payables  EstE &%
HAb R R 6,065 3,664 745 1,019
Current portion of long term REAERIRE RS
payable (Note 16) & (s 16) 644 — — —
Due to related parties FETEEA T FIE
(Note 31) (Mg=E31) 153 958 133 589
30,229 24,832 878 1,608

167 CSMCTECHNOLOGIES CORPORATION B EZRKE AR L A



18

19

TRADE AND OTHER PAYABLES (Contd)

As at 31 December 2006 and 2005, the ageing analysis of the
Group’s trade payables (including amounts due to related parties

of trading in nature) were as follows:

0 to 30 days 0Z30H
31 to 180 days 312180 H
Over 180 days 180 HEA E

INVESTMENTS IN SUBSIDIARIES - COMPANY

Investments in subsidiaries of the Company comprised:

FEETRAD - AR

Unlisted shares, at cost

18 BENEZERAREMEN

=h
FK (&)

BE_ZEEFR_ZETRF+—
A=+—8 AEEEMESHEXK
(BREEMBEEALINE S HEE X
TH) WERE DT ¢

2006 2005

US$’000 US$'000

FTxx FET

17,149 14,351

2,245 3,103

1,157 1,035

20,551 18,489

19 RINBRARAINKRE - F

= E NEFEEIRE  ANNUAL REPORT 2006

ARBARMBARNKRERE

2006 2005
US$000 US$'000
TER T
34,527 34,527
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B R R KA

19 INVESTMENTS IN SUBSIDIARIES - COMPANY 19 RKEARNERE — A F
(Cont'd) ()
Details of the Company’s subsidiaries at 31 December 2006 are BE_ZTZERFT+_HA=+—HXK
as follows: ANAINMBARFBNOT
Country/ place of
incorporation/
kind of legal entity
TR, Issued share Attributable Principal activities and
Name RYER HEK capital equity interest place of operations
i ERERER ERITRA R AR TEXBRQE L
Directly Indirectly
held held
ERRE HERA
CSMC Manufacturing British Virgin Islands US$2 100% —  Trading of integrated circuit
Company Limited ("BVI") / Limited liability 2ETT and related products
("“CSMC BVI") company in Hong Kong
TELERIERRA RERTES REBEERERREHER
Uti#%&%@D BREARA
Advanced Microelectronics ~ BVI/ Limited liability US$1 100% — Investment holding in BVI
Limited (“AML") company (3 REBRLHSRERR
FENETERDA EBRIES
(TEENET]) BREEAH
Qualibest Enterprises BVI/ Limited liability US$1 100% —  Investment holding in BVI
Limited (“QEL”) company 1%7T RRBRLHEREER
BRERERAR RREAES
U@mﬁ%) BREERR
Rightbest Limited BVI/ Limited liability US$1 100% —  Investment holding in BVI
(“Rightbest’) company (E3 RRBEZEHSREER
BHERERATA RERNES
(MEHEX]) BREFAT

CSMC TECHNOLOGIES CORPORATION

EHRLrENRBERA A
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19 INVESTMENTS IN SUBSIDIARIES - COMPANY 19 RKMIBATWNIKRE — AT
(Cont'd) ()

Country/ place of
incorporation/

kind of legal entity

TR, Issued share Attributable Principal activities and
Name BRYER HEK capital equity interest place of operations
£ ERERER BRITRA FEAE R AR 2 TEEBRCE

Directly Indirectly
held held
ERRE HERA

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4R & 81 7% ¥ & M &

CSMC Technologies Fab 1 The PRC / Wholly-owned  US$76,668,580 — 100%  Manufacture of
Co., Ltd (“Fab 1") foreign enterprise 76,668,580 T integrated circuit and
mIE e REISNERE RS related products in the PRC
BRRE (T—&J) RABRSEERER R
HERER
CSMC Technologies Fab 2 The PRC / Wholly-owned  US$50,000,000 — 100%  Manufacture of
Co., Ltd (“Fab 2”) foreign enterprise 50,000,000 7T integrated circuit and
EGER FENE HRESNSEE R related products in the PRC
BRAR (=& R BERE SRR TR
HRER
CSMC Technologies Fab 3 The PRC / Wholly-owned US$9,500,000 — 100%  Manufacture of
Co., Ltd (“Fab 3") foreign enterprise 9,500,000 7T integrated circuit and
TRER L ELERER] RESNEEE R related products
=) in the PRC (pre-operating
as at 31 December 2006)
(RZZTRF+ZA
=+-BEREEERR)
RABRREERERR
HEEEM
—ZEANEFEERS  ANNUALREPORT 2006 170
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Notes to the Consolidated Financial Statements #: & Bt & ) & Mf &

20 OTHER GAINS - NET

Subsidy income (Note (a))

Gain (loss) on disposal of property,

plant and equipment
Net foreign exchange gain
Others, net

Note:

R (HMiEE(a))
HEWE - BER
Riaeda (BR)
EE g e )RR
Hith - H5R

a) The subsidy income for 2006 mainly represents a government

incentive for re-investment in a subsidiary in the PRC and a subsidy

granted for an environmental protection project amounting to
US$2,145,000 and US$82,000 respectively. The subsidy income of
US$749,000 in the prior year represented refund of Value-Added

Tax for Fab 1 for being a qualified manufacturer of micro-electronics

products.

CSMC TECHNOLOGIES CORPORATION % B LR F H R 2 A

20 Hfth Uy 25 F HE

2006 2005
US$°000 US$'000
FTEx FET
2,227 749
529 (22)
1,011 762
348 (303)
4,115 1,186

GEX

(a) ZEEXRNFHRHBEKRAEZRBN
$95 [B 70 R B DA R B R B A BT
AEIMEE R A —EIREREEE
EEH#EHE  2EH A
2,145,0003 7T % 82,0003 7T ° Al
—F R AL A 749,000 T
R—BIERAEBMETERRERS
FriS IS EBIRT -



21 EXPENSES BY NATURE

Expenses included in cost of goods sold, selling and marketing

costs and administrative expenses and research and development

expenses are analyzed as follows:

Changes in inventories of finished
goods and work in progress

Raw materials and consumables used

Employee benefit expense (Note 22)

Depreciation of property, plant and
equipment (Note 7)

Amortization of intangible assets (Note 8)

Utilities expenses

Impairment charges for property, plant
and equipment (Note 7)

Impairment charges for goodwill (Note 8)

Transportation expenses

Amortisation of prepaid operating
lease payment (Note 6)

Operating lease expenses on buildings
and machinery

Provision on inventories to net realizable
value (Note 10)

(Reversal of provision) provision or
doubtful receivables (Note 11)

Auditors’ remuneration

Sk m R ER M)

FEREME R ZFEMD

RERAAL (M 22)

M - BB REETE
(H=E7)

EREESE (HEs)

JHEH %

S E W YN

A (P 7)

EEREZE (FEs)

EHAX

KEHERENES

e (Mizxe)

BFREcEEEy

FEREBZERAIZER
FE (MiEE10)
(BEBE) EURRER
B (MsE11)

ZEEB &

A

21 BHE

7 X

HERA HERTIGERKA
THREREMAREREATES

MBI AITIT

2006 2005

US$°000 US$'000

T35 Tt

4,961 3,400

33,849 19,188

15,024 10,858

22,633 22,559

630 277

13,240 11,498

1,820 48

— 211

1,150 679

12 13

1,828 1,474

2,002 525

(10) 1,185

220 157
FEREFEEHRE ANNUAL REPORT 2006
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Notes to the Consolidated Financial Statements

22 EMPLOYEE BENEFIT EXPENSE

Wages and salaries

Shares and options granted to
directors and
employees (Note 32)

Pension costs — defined contribution
plans (Note 33)

Number of employees

22 EERABAX

B R R KA

2006 2005
US$°000 US$000
FTxx F=ET
IERHE 11,226 8,277
BYTESENE TG R
Bk (fIsE32)
2,488 1,453
BIREEA—FE
HEErEl (FsE 33) 1,310 1,128
15,024 10,858
2006 2005
BB A 1,820 1,436

EHRLrENRBERA A



22 EMPLOYEE BENEFIT EXPENSE (Cont'd) 22 BREBABAX @ -

(a) Directors’ emoluments (a) EEM £ §

J,Zé’é

The remuneration of every director for the year ended 31 HE_ZZE G+ _A=1— i

December 2006 is set out below: AEtFEESESTMM S0 %

T e %

Employer's Compensation E

contribution  for loss of %

to pension office as §'

Discretionary  Inducement Other scheme director :Z:)

Fees Salary bonuses fees  benefits) EEHNERS £ Total =

ik Fe o MERL  NEME  BfEAC  HEHR  BEAR 3t @

US§000 US$000 US§1000 US§000 US§1000 US§000 US§000 US§000 é

R TR TR TR TR TR R T 2

3

Executive: HTES: T

Dr Chen Cheng Yu, Peter ~ BESfE+ 100 & - % 163 - - % 5

M. Lee Na,Rober ) e 13 - 3 122 - - &3 @

Mr. Tsai Nein Nan © ERmLAeY 6 113 — 24 138 - — 281 'g

Non-executive: FufEs:

Mr. ZHU Jinkun @ KemgrED 1 = = - — - — 1
Mr. Wang Guoping® TETEEY 1 - - - - - = 1
Mr. Ong Thiam Kin THRREE 9 - - - - - = 9
M. Yu Yu ATEE 8 - - - - - - 8
Dr. Chen Nan Xiang e 8 - - - - - = 8
M Paul P. Wang® B i 6 - - - - - = 6
Mrs. Oon Kum Loon REERT 28 - - - - - = %
M. Hsue Chi Nan, Mark TEERE % - - - - - - %
Mr. Ralph Sytze Ybema Ralph Sytze Ybema %4 3 = = = = = = 3

=
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22 EMPLOYEE BENEFIT EXPENSE (Contd) 22 EERABEZ @)
(a) Directors’ emoluments (Cont'd) (a) EEM < ®
The remuneration of every director for the year ended 31 HE_ZZEAGF+_A="1—
December 2005 is set out below: AIEFESEENMESEH 0
T

Employer's Compensation

contribution  for loss of

to pension office as

Discretionary  Inducement Other scheme director
Fees Salary  bonuses fees  benefits? EBARAKS EES Total
ik e Bisra mEME AR RIS BEME 5t

US§000 US§000 US$000 US§000 US§000 US§000 US§000 US§000
e T3 e T3 e T3 e i

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS #x & B 7% #it & i

Executive: YrEs:

Dr. Chen Cheng-Yu, Peter ~ BIEFEL 64 90 - - 108 - - 22

Mr. Lee Naii, Robert IhErE 67 134 16 - 85 - — 302

M. Tsai Nein-Nan ERmLE 8 138 3 - 8 = = 247

Non-executive: FufEs:

Mr. Ong Thiam Kin TMREE 12 - - - - - = 12

Mr. Yu'Yu AFRE 10 — - - - - - 10

Mr. Chen Nan Xiang REmEL 8 = = = = = — 8

W Paul P. Wang® B il 4 - - - - - = 4

Mrs. Oon Kum Loon BEERT 2% = = = = = = 2%

M. Hsue Chi Nan, Mark AT 2 = = = = = = 2

M. Ralph Sytze Ybema Ralph Sytze Ybema 74 % - - - - - - %

Notes: B aE

(1) Other benefits include share-based payment, housing and (1) EEAeEERBROONR - E
other allowances. B R E 2R o

(2)  The directors were appointed on 1 September 2006. (2) EBEFR-ZEZENFNLA—HEZ

£
(3)  The directors resigned on 1 September 2006. (3) EFER-ZTZFHLA—HEE-
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22 EMPLOYEE BENEFIT EXPENSE (Cont'd)

(a)

Directors’ emoluments (Cont'd)

During the year ended 31 December 2006, none of the
directors waived any emoluments or has agreed to waive

any emoluments (2005: None).

Up to 31 December 2006, approximately 18,003,000 shares
of the Company were allocated to the directors under the
“Equity Incentive Plan”. Among these shares allocated,
approximately 5,337,000 (2005: 7,341,000) shares have
vested and were issued during the year (Note 32(a)). As of
31 December 2006, 12,678,000 shares were vested and

issued.

22 BEERABEX @

= E NEFEEIRE  ANNUAL REPORT 2006

(a) EEM= (1)

RBE_ZTERFT-_A=1T—H
EFE - BEEAE ] E F R AT B
TRABEREEANE (ZFTFR
FE) o

HE_TTZXRF+=-A=+—8"
RARRBERHZEAEMESTS
fid #918,003,0008% f% 17 » FEZE D H
R &+ - #5,337,0000% (ZZ2Z
FE : 7,341,0000%) iR B R EEA
EREBKRMGYE BT (W=
32@) cBE_ZTERFT+_A=+
—H » #%£%512,678,0000% I 10 B & 5
B KB T

T
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= 22 EMPLOYEE BENEFIT EXPENSE (Contd) 22 BREBAIBX @

% —

- (b) Five highest paid individuals (b) EEESFMAL

Jyf@

?2? The five individuals whose emoluments were the highest in FRN - AEENRAERSTMHAL

(s

® the Group for the year include three (2005: three) directors BE=Z2(CETRF =R)8=F

» (including the executive director who ceased to be an (BERFEANFERTESTNNTE

=z

o executive director during the year) whose emoluments are £)  EeR EXF27M TR

=

2 reflected in the analysis presented above. The emoluments B - FABRTME (ZEE A

é) payable to the remaining two (2005: two) individuals during F:WB) EZaFMATHESHE

3 the year are as follows: R

=

L

[m]

L

g

S 2006 2005

-

o)

% Us$°000 US$'000

o FTEx FE

T

= Basic salaries and allowances HEAFH ¢ LHaL 251 289

wn

("»'—; Bonuses TE4T 49 24

= Consultancy fee B 96 59
396 372
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22 EMPLOYEE BENEFIT EXPENSE (Cont'd)

(b) Five highest paid individuals (Cont'd)

The emoluments fell within the following bands:

Emolument bands
HK$1,000,001 to HK$1,500,000
(equivalent to approximately
US$128,200 to US$192,300)
HK$1,500,001 to HK$2,000,000
(equivalent to approximately
US$192,300 to US$256,410)

23 FINANCE INCOME AND COSTS

Interest expense:
Interest expense on bank borrowings
repayable within 5 years

Interest expense on long term payable

Finance costs
Finance income — Interest income on

short-term bank deposits

Net finance costs

HEEE

22 EEENBEX @
(b) EEEREFMAL @
BeN TN TaHE :

Number of individuals

1,000,001 #7TZ 1,500,000 A 7T

(#Z5 7 128,200 =T
% 192,300 E7T)

1,500,001 7T £ 2,000,000 A 7T

(#Z7 192,300 =T
Z 256,410 E7T)

MERX
RAFAREERT
EEMBRAX
RHAEMAZRON SR

BB R
Bt U s — R HARTT
T# R B A

RO E RN

A"
2006 2005
Us$’000 US$'000
FXr FTET
1 1
1 1
2 2

23 MW R BERAK

2006 2005
US$’000 US$'000
FTER FET
(3,002) (1,616)
(529) —
(3,531) (1,616)
339 172
(3,192) (1,444)
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24

INCOME TAX (EXPENSE) RECOVERY

The Company is incorporated under the Companies Law (2003
Revision) of Cayman Islands and is not subject to taxation in

Cayman Islands.

No Hong Kong profits tax has been provided as there was no

assessable profit earned in or derived from Hong Kong.

The Company'’s subsidiaries registered in the PRC are subject to
Enterprise Income Tax (“EIT”) on the taxable income as reported
in their PRC statutory accounts adjusted in accordance with the
relevant PRC income tax laws. The general applicable EIT rate for
Fab 1, Fab 2 and Fab 3 is 33%. However, being located in the
“Coastal Open Economic Zone”, Fab 1 and Fab 2 are entitled to a
preferential EIT rate of 24%. Furthermore, in accordance with the
PRC “Law of Enterprise Income Tax for Enterprise with Foreign
Investment”, Fab 1 is also entitled to full exemption from EIT for the
first two years and a 50% reduction in EIT for the next three years,
commencing from the first profitable year after offsetting all tax
losses carried forward from previous five years. Moreover, since
Fab 1 also qualifies as an “advanced-technology enterprise”, it is
further entitled to a 50% reduction in EIT for an additional three

years. The first profitable year of Fab 1 was 1999.

CSMC TECHNOLOGIES CORPORATION ZE B EEZREFR L A

24 FREH (X EE

ARFARBHASHEAFE(ZFT
=FSEA) BT - LmARR
GESLTE

AR B & PR E A R AR T
i LI I i R IR R A (S 4
e

RAARRFEFMOMBLR - &
HMEOPBEERBMEROE
AW A RIBZE AT BEMEHEE
AR B EMEH ([REME
Bil) o —M& - ZBR =6 —ARE
ATEMBHEARIZI% - AM + B
P — W e = R B [0 08 48 7 3%
Bl WHEEMEHEB24%HE
BRE o A BEBRPBEGINIIRE
PEMBHE) - —HIF A {EEEH
BERFHEENMEHEBENS
EEMNFEENENE  AREE=S
PHREBNOEMEH » RO
B=FREL0NEMEBH It
SN R — N A [ = T BT
¥]1EE  AMAIBZE=F50%0%
FTSBRE - —REEERNFER
—NANE -



24

INCOME TAX (EXPENSE) RECOVERY (Cont'd)

In April 2005, Fab 1 received approval from the PRC National
Administration of Taxation to be classified as an encouraged
technology intensive foreign investment enterprise with foreign
investment in excess of US$30,000,000. As a result, from 1 January
2004 onwards, Fab 1 enjoys a preferential EIT rate of 15%. However,
according to PRC “Law of Enterprise Income Tax for Enterprise
with Foreign Investment”, the minimum EIT rate applicable to a
foreign investment enterprise is 10%, and therefore although Fab
1 can enjoy 50% reduction in EIT for the years ended 31 December
2004 to 2006, Fab 1 is still subject to 10% EIT rate.

No EIT has been provided for Fab 2 and Fab 3 as there was no
taxable income as reported in their PRC statutory accounts adjusted

in accordance with relevant PRC income tax laws.

The amount of taxation (credited) charged to the consolidated

income statement represents:

Current income tax RITRAEH
—PRCEIT — RIS
— Reversal of over-accrued EIT — RO ZE S

Deferred income tax (Note 9) BEEATSH (FisE 9)

A
]
S

24 FREH (X)) EE @)

RZZETHFEWNA - — R EH
BXMEBRBOIE  BAOEARRE
& HIR3,0008 E T X BB E
SEIFRECE R - 8%
TNFE—-—A—BR —BREMR
BHEZBI5%NEERE - A -
BEFBEIIERECEMEH
E] ANERECENBEMSHRE
EHEB10%  FTLA - 3EA— Rt
BHE-_ZTZNFE-_TT F+=
A=+—BILEFENLEMEHE
50% B+ —RRINEK10%M %
FTST R R BNBIE -

BN A =LA B SR
EABIRE P BUATE MR B I & ER
O NS 4 7 BN 7o
SHEeE -

BiRalaER Gt A HENHES
B

2006 2005
US$’000 US$'000
SEE FET

1,459 —

— (279)

(338) (87)

1,121 (366)
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24

CSMC TECHNOLOGIES CORPORATION

Notes to the Consolidated Financial Statements

INCOME TAX (EXPENSE) RECOVERY (Cont'd)

The tax on the Group’s profit before tax differs from the theoretical

amount that would arise using the weighted average tax rate

applicable to profits (loss) of the consolidated companies as

follows:

Profit (loss) before tax

Tax calculated at domestic tax rates

applicable to profit (loss) in the

respective jurisdictions in which

the Group operates

Effect of tax losses for which no
deferred income tax asset
was recognized

Income not subject to taxation

Expenses not deductible for
taxation purposes

Effect on deferred taxes arising
from change in tax rate

Utilisation of tax losses

Reversal of over-accrued EIT

Tax charge (recovery)

BrBipTs A (E518)

R R B B
A (&) @R
BERETH AR

BHEREEHAEE
MREBETE

BARBABA
P A HNBR AR S

BRI A5 = B ) i B A
BRERIERE
TIEE R
I =T ST

HIEFRX (GRME)

EHRLrENRBERA A

24 P88 (BAXX) &

B R R KA

R[] ()

7R 5% [ B A A s A B0 AR TR B IR A R
AREE & B RAFEN (B1R)
B INHE IR R EF E A iR B

EZm|N
2006 2005
US$°000 US$'000
FEx FET
7,487 (7,208)
586 (554)
1,225 513
(340) (77)
196 31
(187) —
(269) —
— (279)
1,121 (366)
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26

LOSS ATTRIBUTABLE TO EQUITY HOLDERS OF
THE COMPANY

The loss attributable to equity holders of the Company is dealt with
in the financial statements of the Company to the extent of
US$3,748,000 (2005: US$1,235,000).

EARNINGS PER SHARE

(a) Basic

Basic earnings (loss) per share is calculated by dividing the
profit (loss) attributable to equity holders of the Company by
the weighted average number of ordinary shares in issue

during the year.

Profit (loss) attributable to equity A= FEE ARG

holders of the Company w=wA (EE) (F%=mT)
(US$'000)

Weighted average number of BT T Ry I
ordinary shares in issue ('000) FEHE (FR)

Basic earnings (loss) per share BREARZT (EHE)
(US cent per share) (TR

25 AR FERFAEARMLEES
|

AARNERFA ABGARARES
43,748,000k (ZEZTAHF :
1,235,000 7T) & B EHRE
B3 -

26 ERER

(a) EX

BRELRRN (BB) HIRAR
RS FA AREEN (B18)
FRIAF B BT E B INAE
FHHEE -

2006 2005
6,366 (6,842)
2,701,158 2,646,935
0.24 (0.26)

—EENEFEEHRE  ANNUAL REPORT 2006
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< 26 EARNINGS PER SHARE (Contd) 26 BRERN @

R =

# (b) Diluted (b) #&

::? Diluted earnings per share is calculated by adjusting the BREERF HERZED EIR
Qi

i weighted average number of ordinary shares outstanding to FBEEEESTRRNER

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS #r

assume conversion of all dilutive potential ordinary shares.
The Company has only two categories of dilutive potential
ordinary shares: shares to be issued under the Equity
Incentive Plan (“EIP”) and Share Options Scheme (“SOS”)
(Note 32). The calculation is done to determine the number
of shares that could have been acquired at fair value
(determined as the average annual market share price of
the Company’s shares) based on the monetary value of the
subscription rights attached to outstanding shares/share
options under EIP and SOS. The number of shares calculated
as above is compared with the number of shares that would
have been issued assuming the exercise of the right of

subscription of shares/share options.

T WHBERTE BRI
BYHHBHE - AARAMIE
BRNEE#HEE AR : RIE
e {7 B2 B 5t 8 & FE A HE &t &
(F45E32) # T EITHOBD - KX
0 8B THAR A1) B2 R &t 81 It
BT EERITRDAN S
RBENEEEER BRAFE
(BEERARABMO M FHF
EBROME) A FEEMNRD
HEBEE - A LFEOHBRH

B TSR RITER D /AAERE
RMmETHORMEE LE -

2006

Profit attributable to equity holders of the ~ AR RIIREEMLEA (FE7T)

Company (US$'000) 6,366
Weighted average number of ordinary BT RRkaINETEE (TR)

shares in issue ('000) 2,701,158
Adjustments for Equity A& (D SEEET EIFAR (FRR)

Incentive Plan ('000) 36,454
Adjustments for Share Option AR EIRE (TR)

Scheme ('000) 1,099
Weighted average number of ordinary BRESERFIR T AR

shares for diluted earnings IEFEHEE (FR)

per share ('000) 2,738,711
Diluted earnings per share BREERF (FREW)

(US cent per share) 0.23

183 CSMC TECHNOLOGIES CORPORATION ZBH EZRKE AR L A



26 EARNINGS PER SHARE (Cont'd)

(b)

Diluted (Cont'd)

No diluted loss per share for 2005 has been presented as
the potential ordinary shares resulting from the Equity

Incentive Plan were anti-dilutive.

27 PROFIT APPROPRIATIONS

(a)

(b)

Dividends

The directors do not recommend the payment of a dividend
for the year ended 31 December 2006 and 2005.

Final, paid ERERHE

Statutory reserve funds

The laws and regulations of the PRC require CSMC
Technologies Fab 1 Co., Ltd. (“Fab 1”) and CSMC
Technologies Fab 2 Co., Ltd. (“Fab 2”), to provide for certain
statutory funds which are appropriated from profit for the year
(based on its statutory accounts) after offsetting any prior

years’ losses but before dividend distribution.

26

27

BREN @
(b) 8 &)

MR A R R ) Rt 8 0B
EEBERARBEZE B
B2 _TTAFNEFRES
18 o

& F 7 B
(a) BRE

=

=

ESTEBZRNEZEZZZA
FR-_ZETERFF+_A=+—
HIEFEMRE °

/

N\

2006 2005

US$'000 US$'000

FXR FTXT

— 1,705
EEREE

TEERRERRERIGER
FEFERARAF ([—m])
FEGER EEMKERAF
(I=m)) ARHEE T EEER
% REFELEFREHKRE
A EFEERERMBRERE DK
BoE A o R (REEEER
B) e

FF E#HRE  ANNUAL REPORT 2006
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27 PROFIT APPROPRIATIONS (Cont'd)

(b)

Statutory reserve funds (Cont'd)

According to the relevant laws and regulations of the PRC,
Fab 1 and Fab 2, being a wholly-owned foreign enterprise, is
required to provide for (i) “reserve fund” and (ii)“staff and
workers, bonus and welfare fund”. It is required to allocate at
least 10% of its net profit after tax to the “reserve fund” until
the balance of such fund has reached 50% of its registered
capital while the appropriation to the “staff and workers’ bonus
and welfare fund” is at the discretion of Fab 1 and Fab 2’s

board of directors.

These funds are created for specific purposes. The reserve
fund can only be used, upon approval by the relevant
authority, to offset accumulated losses or increase capital.
The staff and workers’ bonus and welfare fund can only be
used for collective welfare of the subsidiaries’ employees and
assets acquired through this fund shall not be taken as Fab

1 and Fab 2's assets.

Under generally accepted accounting principles in Hong
Kong, appropriations to the staff and workers’ bonus and
welfare fund have been included as expenses and the
balance of the fund has been accounted for as a liability of

the Group.

As of 31 December 2006, the Board of Directors has not
approved any appropriation of “reserve fund” and “staff and
workers’ bonus and welfare fund” for Fab 1 for year 2006. No
appropriation has been made for Fab 2 for year 2006 as Fab
2 has incurred a loss during the year. No appropriation had
been made for the year ended 31 December 2005 as Fab 1

had incurred a loss during the year.

EHRLrENRBERA A

27 @M 7' @

EEAERE (B

BIEFEBBEGNRAG - —
R —BAIERINEEE R
At [EEES] &) [T
BREFNESIBE WA
HBRBEMLFHZED10%DE
ZIFBESIAN BEZES
RHBREHAMERN0% A
I MoBEE B IR RE
FMESIOBHAB KR =
BHEEEIIFERE -

ZEESRBHBEMRE
REESENERSERER
AL ER - BRI R EE
SHIBINEA o B T 2B R 48
HEeENRERMNBARESR
MHFRER - AEESHEA
BETEREE—BER-BHNE
ZE o

A B T 228 M A B & P IEEY
D ERBEE—MRORE
ARAGIRARY - MESH
RRADIRSAEENERE -

;%7¢m1ﬁﬁﬁéuﬂﬁ
ITHBRENES]IEBE - B
RIBMEZFABE  E=%
NEIVER ZME L B o
REBEE_TTRFTA=T
—BIENFEIREA—RE
HE#E BA—BREZFHEE

&
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28 CASH GENERATED FROM OPERATIONS 28 HMERERE

(a)

Cash generated from operations

Profit (loss) before income tax
Adjustments for:
(Reversal of provision) provision for
doubtful receivables
Write down inventories to net
realizable value
Depreciation of property, plant and
equipment (Note 7)
Amortization of intangible assets (Note 8)
(Profit) loss on disposal of property, plant
and equipment
Impairment of property, plant and
equipment (Note 7)
Interest expenses (Note 23)
Interest income from bank
deposits (Note 23)
Impairment of goodwill (Note 8)
Amortization of prepaid operating
lease payment (Note 6)
Costs of equity incentive plan and

share option scheme (Note 22)

Change in working capital changes
Decrease (increase) in prepaid expenses
Increase in inventories
Decrease (increase) in restricted

bank deposits
Increase in trade and other receivables

Increase in trade and other payables

Cash generated from operations

= M o
(a) MEXBELNRSRE

2006 2005
US$°000 US$'000
SFEETR FE=x
BRiADES () 7,487 (7,208)
FHELARIE ¢
FEMCHRRER (BEEE)

TR (10) 1,185

BEERLAERFE
2,002 525
M - BB &

HEE (7)) 22,633 22,559
R EERS (M) 630 277
HEMZE - BE R

=Em Csfl) Esia (529) 22
L/ ES =

HERE (ME7) 1,820 48
MEFRZ (fFFE23) 3,531 1,616
RITIFREF B

WA (5 23) (339) (172)
ERE (MisEs) — 211
KETETANTES B

(MfzE6) 12 13
i1 SEEh =T 8 I B ek

FHEIRR A (FfFE 22) 2,488 1,453
LEESE 39,725 20,529
BARAZARLD (8n) 215 (11)
FEE N (11,360) (1,844)
FIRHRITIER

A () 328 (981)
FEUE BRI

oAb FE KA N (789) (535)
N E SRR R

E At FET FRAEYIE N 3,874 3,763
MEEBELENRSRE 31,993 20,921
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n

28 CASH GENERATED FROM OPERATIONS (Contd) 28 HZEWREREBRMET @)

W . ,
b (b) Property, plant and equipment and intangible assets (b) M¥E - BERRXKERER
J§<;§ -

= BE

<

% During the year, the Group acquired property, plant and FAR - AEEBEENYE K
» equipment and intangible assets with an aggregated cost of EREBEHEREREESKAE
=z

T US$36,510,000 (Note 7) and US$5,028,000 (Note 8) 2 Bl &236,510,000 =7t (s
w

= respectively and of which the payments of US$4,664,000 for 7) }5,028,000% 7t (KizE8) -
é) property, plant and equipment and US$4,468,000 for HARWmE BERERBXM
3 intangible assets were satisfied by means of long-term #14,664,000E T Rk BER A E
<

= payable over a period of 10 to 12 years. Cash payments of % {1 #94,468,0007c = E + 2+
@ US$31,846,000 and US$560,000 were made to purchase “FRIMHNRHAEZE 3
= _
= property, plant and equipment and intangible assets SN Bl LA3R £ 31,846,000 7T
o) _ ‘

2 respectively. 560,000 THE WX - K
o) N .

© EREBREREE -

T

'_

o

wn

[1N)

'_

o

=z
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29 COMMITMENTS - GROUP

(@) Capital commitments

29 AE-KHE

As at 31 December 2006, the Group had the following

significant capital commitments which were not provided for

in the consolidated balance sheet of the Group:

Contracted but not provided for:
— Acquisition of property,
plant and equipment
— Acquisition of information

technology system

Authorized but not contracted for:

— Acquisition of property,
plant and equipment
— Acquisition of information

technology system

ERTAMERES -
—-BEDE BENIZE

—BEAMBRERSR

BB TA
~BEYE - BE R

—BEAMBRERER

(a)

=

=

BREE

R-FBAE+T-A=+—
B - AKEETIRRAKE
GAAERERARBOER
CE R

2006 2005
US$’000 US$'000
FTXRr TET
49,216 4,588
498 929
50,463 211,697
1,372 3,235
101,549 220,349

/

N\
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- 29 COMMITMENTS - GROUP (Cont'd) 29 AE-&£E @
h¢ 2 (I _
= (b) Operating lease commitments (Cont'd) (b) WeEHOEE B
Jyf@
zﬂ? The Group leases various offices, factory premises and REE AT HEHM L LR E
(s
1% machinery under non-cancellable operating lease BEEAEZENAE  BEK
» agreements. The leases have varying terms and renewal H2s  ZERONBIRELD
Z
Z rights. EETHER o
=
o As at 31 December 2006, the Group had future aggregate RZEBEERFT+_A=1+—
=
z minimum lease payments under non-cancellable operating H AEEREDABEEK S
=,
s leases as follows: A E AT R RE&RE S
o @
L
g
=]
g 2006 2005
P
3 US$°000 US$'000
= FER TER
o
o Office and factory premises and MAE - B RHes
'—
(z) machinery
— No later than 1 year ——FR 1,997 1,519
— Later than 1 year but no — BB —FETBBAF
later than 5 years 7,359 4,732
— Later than 5 years —HBBAF 1,323 —

10,679 6,251

189 CSMC TECHNOLOGIES CORPORATION ZBH EZRKE AR L A



T

30 RITMERE

30 BANKING FACILITIES -
e
As at year end, the Group had aggregate banking facilities as REE  AEEMRITHERZ N &
N
follows: T *:?
qu
2006 2005
»
US$’000 US$'000 é
TEx F=Ex ”|<—(J
7
Loan facilities ERREEE 163,329 147,848 §
Letters of credit ERFE 11,291 5,642 g
T
. [m]
Total facilities BB AR 174,620 153,490 =
Less: amount utilised B EBAeRE %
Loan facilities BEHRE (42,785) (42,152) %
Letters of credit ERE (2,254) (2,172) <
=
o)
Unutilised facilities RE)HABEREE 129,581 109,166 o
5
pze
As at 31 December 2006, the utilized letters of credit facilities were RZEERF+-_A=+—H B
secured by certain of the Group’s pledged deposits amounting to PRERAENSERANEE 8D
approximately US$194,000 (2005: approximately US$503,000) 194,000 L (Z2EZTRHF : &
(Note 12). 503,000% 7T) K& T B R EFRIE

R (BHEE 12) -

'
A
]
S
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31 BEALRS

A

31 RELATED PARTY TRANSACTIONS

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K
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(@ Name and relationship (a) BHEKREHE
Name Relationship
=L BA%

CSMC TECHNOLOGIES CORPORATION

China Resources Logic Limited* (“CR Logic”)
EHBBERAT * ([FEEBE)
China Resources Microelectronics

(Holdings) Limited
EHRMEFERBERAR (EEMETF])
Wuxi China Resources Microelectronics

Co., Ltd (“Wuxi CR”)

BHERMEFARAR ([EBEH])
Wuxi China Resources Semico Co., Ltd.

(“Wuxi CR Semico”)
BHERYRMEFARAR ([EBEEYR])
Wuxi Huajing Multi-Services Co., Ltd.

(“Wuxi Services”)

BEHERGARBARAT ((EHRE D

CR Powtech (Shanghai) Limited (“CR Powtech”)

EEYERR (L&) ARAR ([FEWEL)

China Resources Semiconductor Company
Limited (“HK Semico”)

EHFEBAERLR ([EH¥E8])

Wuxi China Resources Huajing Microelectronics

Co., Ltd. (“Wuxi Huajing”)
BHERERMETARAR ([EHER])
Wuxi CR Semiconductor Wafers &

Chips Ltd. (“CSWC”)

EHEHRSERAA ([EHERE])
Shenzhen China Resources Semico Co., Ltd.

(“Shenzhen CR Semico”)

RYEBEYRIRETBR AR ([EHEBYR])

EHRLrENRBERA A

Holding company
R

Subsidiary of CR Logic
EHERHHE AR

Subsidiary of CR Logic
EHBHHE R

Subsidiary of CR Logic
el Gl PN

Subsidiary of CR Logic
EHERHHE QR

Subsidiary of CR Logic
el Gl PNG
Subsidiary of CR Logic
EHEBHHB AR

Subsidiary of CR Logic
EHEBHHB AR

Subsidiary of CR Logic
el Gl YN

Subsidiary of CR Logic
EHBHMB AR



T

31 RELATED PARTY TRANSACTIONS (Contd) 31 BEALTXRS @)

(@ Name and relationship (Cont'd) (a) BBREBER®
Name Relationship
=L e
Central Semiconductor Manufacturing Under significant influence of
Corporation (“CSMC Cayman”) certain directors of the Company
FELBRARANGF ([ LEFZE]) RRRmRELEENE
Central Semiconductor Manufacturing Subsidiary of CSMC Cayman
Co., Ltd. (“CSMC-HK”) FEFEROB AR

FELERIEFRAF ([LEFE]

Wiston Management Limited (“Wiston”) Controlled by certain directors of the Company

AR R L E ST

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4R & 81 7% ¥ & M &

IPCore Technologies Coporation (“IPCore”)** Under significant influence of a

|[PCore Technologies Coporation director and shareholder of the Company
(TEERRL) = RARA—BEEFHRRRNEATE

IPCore Technologies (Shanghai) Co., Ltd. Subsidiary of IPCore
(“IPCore SH") ** BRI B A A

Bk (BB ARAR ([EERx (H8))) **

* Became the holding company with 72.9% equity interest of 2 BT AFLAT-HERER
the Company since 12 July 2006. (23.65% as of 31 December NA72.9% Em=K AERAT (B
2005). —ETERFE+ZA=+—8#5F

23.65%HE%5)

“*  Ceased to be related parties since February 2006. **  HITTERFAREIEKABE
AL
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(b)
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(c)

(e)

193 CSMC TECHNOLOGIES CORPORATION

Related party transactions

31 RELATED PARTY TRANSACTIONS (Contd)

31

During the year ended 31 December 2006, the Group had

the following significant transactions with related parties.

Sales, purchases and other transactions with the respective

related parties are negotiated in the normal course of

business with margin with reference to the transactions

entered with non-related parties.

Sales of goods to:

— Subsidiaries of CR Logic
— IPCore SH

— IPCore

Rental, utilities and other services
fees paid to the subsidiaries
of CR Logic

Purchase from the subsidiaries
of CR Logic

Consultancy fee paid to Wiston

Design and technical service fees

paid to IPCore

ERLENBEERA

HERMMT
—ERBEHNERR
—BERE (B8)
— IR

RESEIESGHE NG
XAHEE  2AEXER
R E AR H B

REFEIIE G FN]
REE

[ Wiston XM EER & A

QEF S S AN
RAR AR &

=

B R R KA

BEALTRS @

(b) BEALTRS
REBE-—TT E+-_A=+
—BAIEER  AEEERE
A+HEAR ST m%@
ATETNEEREMZS
RIER KBRS ﬁ‘ﬂﬂ
KMETLREEMEALH
25

2006 2005
US$’000 US$'000
FEx FET
15,412 12,443
—_ 3,221

— 3,136
15,412 18,800
14,771 13,295
34 24

385 234

— 666




31 RELATED PARTY TRANSACTIONS (Contd)

(b)

(c)

Related party transactions (Cont'd)

Key management compensation

FehEMmEREERN

Salary and other short term
employee benefits

Share-based payments LARR th BEFE R (BT

Related party balances

As at 31 December 2006, the Group and the Company had

the following significant balances with related parties:

Group
Receivables from related FEWEEAL
parties (Note 11): ;IE (MEE11):
(i) Trade 0 B5
— Subsidiaries of CR Logic =l EEGol PN
— IPCore SH —EERE (28)
—IPCore — B RHE

(c)

=

31 BEALRS @
(b)

BEALTRS ©®)
* BE IR E R

2006 2005
US$’000 US$'000
FER FET
671 599
321 212
992 811

BBE AT &8

R=BEXFT=A=+—

B AEBERAAFINEKNHSH
BALTHESBOT
%8
2006 2005
US$000 US$'000
T3 FET
2,448 2,799
— 737
— 270
2,448 3,806
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- 31 RELATED PARTY TRANSACTIONS (Cont'd) 31 BEALRZ @
‘H.% »
& (c) Related party balances (Cont'd) (c) BEALTHS®
J,f@
& Group £H
<
%) 2006 2005
=
% US$°000 US$000
< FER TEx
-
o (i)  Non-trade (i) FEES
s — CSMC Cayman — bEag — 203
L
g ~ CSMC HK — LEES — 5
'_
5 — IPCore SH — BB (H§) — 4
—]
2 — IPCore — BB EHR — 4
=
S — Subsidiary of CR Logic - IES GOl ANG] 1 1
T
'_
F_) 1 217
i
= Payables to related ENBREAL
= parties (Note 18): M (&£ 18):
(i) Trade i =5
— Subsidiary of CR Logic —ZE BB BRAKIE A A 1,143 1,183
(i) Non-trade (i) EEH
- CSMC Cayman — bEEg = 476
— Subsidiary of CR Logic —EHRBE B A 122 111
—IPCore — RN — 36
— Wiston — Wiston 24 23
—IPCore SH —BERHE (B8) — 294
- CSMC HK — FEFRE 7 18
153 958
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31 RELATED PARTY TRANSACTIONS (Contd)

(c)

Related party balances (Cont'd)

Company

Due from related parties (Note 11)

— Subsidiaries of the Company

Due to related parties (Note 18)
— CSMC Cayman
— Subsidiaries of the Company
— IPCore SH

— Wiston

FEWEEA L ROR (B 11)

e VNS0l NGl

FENEEALRIR (FEE 18)

===
—RRAERIKE A T
—BER® (B8)
— Wiston

As at 31 December 2006, all balances with related parties

were unsecured, non-interest bearing and without fixed

repayment terms.

28

=

=

(c)

BEAXLRS @
B A+ 458 ()
AT

2006 2005
USsS$’000 US$'000
FEx FE£7
111,939 113,416
— 474
109 73
— 19
24 23
133 589

/

N\

R=BERE+=A=+—
A HABRALESRARE
- SEREETERS -
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32 BARRAD T4 B 3 B
AR 40 58 B =t &

ARFBERR _-_ZZTWFHA
NBEEBEBRZESR @ HAER
TR 22 B a1 ([5H&1)) -
RiEHE - AR BRI AAR A
REWBARNEZREERNE
Z(BRHMTES  FHRTE
ERBIFNTES) (24
EF]) D RARBOBAD o 5t E
FEEEAEENTRARRE
BUBERGFNDOZFEEKR -
Y EHRBENRRLER - 5t
FERMBEMESA R TF -

32 SHARE-BASED COMPENSATION

(a) Equity Incentive Plan (a)

The Company, as approved by its shareholders by way of
ordinary resolution, adopted an “Equity Incentive Plan” (the
“Plan”) on 8 May 2004. Under the Plan the Company may
allocate the Company'’s shares to full time employees of the
Company and its subsidiaries, and the directors (including
executive directors, non-executive directors and independent
non-executive directors) (the “participants”). The objective
of the Plan is to share the pride of ownership among the
executives and employees of the Group and to reward their
performance and contribution. The term of the Plan is 10

years from the date of adoption.

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 4: & Bf 78 3% & K

Under the Plan, the total number of shares which may fall to RIBEETE - ATREA TEITHR
be issued must not exceed 15% of the shares of the Company MBHNSEBARRRTEE
in issue from time to time and, when aggregated with the BIRMB15% @ MRET AR

EAE AR & 2R+t 8 (W A)
Al BER TR BB 18 - &

number of shares which may be issued under any other

employee incentive schemes (if any), must not exceed 30%

197 CSMC TECHNOLOGIES CORPORATION

of the shares of the Company in issue from time to time.
Further, the total number of shares which may be issued
pursuant to the Plan in any financial year must not exceed
1% of the total number of shares in issue at the close of
business on the last business day of the preceding financial

year.

EHRLrENRBERA A

BHEERNAFBEHITHRMNK
30% ° IeAHN - R B EE
FLat 8T REEITHIR D A 8K
TEEE L —EMRFENR
B—EZEXBEXEHERE
BEETHRD BB 1% o



32 SHARE-BASED COMPENSATION (Contd)

(a)

Equity Incentive Plan (Cont'd)

In general, the shares allocated under the Plan will vest in
equal portions over a period of four years commencing from
the date of the grant or in such other proportions as the
Remuneration Committee may otherwise specify at the time
of the allocation of shares at intervals of every twelve calendar
months to the participants. Shares allocated will only be
issued once they vest and formal applications from the
respective participants are received. An administration fee
of US$0.01 per share is payable by the participant upon
application. Such vested and applied for shares will be issued

to the participants as bonus shares.

The fair value of the shares granted under the Plan during
the year determined using the binomial model were HK$0.30
(third grant) and HK$0.33 (fourth grant). The significant inputs
into the model were share price at the grant date of HK$0.38
(third grant) and HK$0.41 (fourth grant) (2005: HK$0.41 (first
grant) and HK$0.36 (second grant)), exercise price of
HK$0.078, expected dividend pay out rate of 0% (2005: 0%),
annual risk-free interest rate of within the range of 1.08% to
1.99% (2005: 1.08% to 1.99%) and volatility rate of 27.7%
(2005: 27.7%). The volatility is measured based on the

volatility return on Hang Seng Index for the past ten years.

32 DA AT B9 3R (o)

'
A
]

(a)

N
s

B4 REE & ()

BEMS @ REBFE SRR
HiEEEL BRI ER
ZERMEXFMNEESER
1 2 Be P 1 TE 80 L 51 8 1 — 1@
ABB2EELT - BEHEEN
BRIDBERZERECEEE
BATEZ TREWRERHEL2E
EMERBRFETAITUE
17 - 2EFE IR A FREN
BRO.0OIZETWMITHRER - Z
FEHERRELRBNRND
ERAAR T AR TLREE -

FR - FAAZEARXETR
SEIEREROMOATER
0.30% 7t (BB =k H) 0.33
BT (BHREE) - ZEAF
AMNEZHEARL BHAR
B0.38 8 L (B=RKH)
0418 (FHAKEL) (=ZF
TRHE:0.41B7xT (BRE
H)) K0.36%m (B ki
) - {TEE0.078% T - TEH
EENKRERIR (ZTTH
F:0%) RERBRENENTF

1.08% Z£1.99% (ZZEZH
F1.08%E1.99%) ~ KiBER
E27.7% — T HE

27.7%)  BIRETIRIEBET
FE A B YR IE X B Rt

=

= °
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32 SHARE-BASED COMPENSATION (Contd) 32 R HIREN

=
g (a) Equity Incentive Plan (Cont'd) (a) REEBE @)
Jyg(é
= Details of the shares under the Plan are as follows: SFEETHREFBOT
" Qutstanding Qutstanding at
% at 31 December Allocated Exercised Cancelled 31 December Exercise
= 2005 during during during 2006 price
E H-25EE the year the year theyear  H-FEAE (in HKS) Exercisable Exercisable
:; tZR=1-A BHER BRER BHER  TZA=1-R fiRE  Grantcate from unf
g HAER i fif i HAGE (B7) RUA THRRRR TAFRLA
% 000 000 000 000 000
m o :ch T i T
2
o Directors i
% - Peter Chen -Ri 4660 = 23% = 2330 0078 10Qctober2003  10Qctober2004 1 Qctober 2007
o -f5= I
= B tBE 1A
; - Robert Lee -3 33% = 1667 = 1665 0078 10Qctober2003  10Qctober2004 1 Qctober 2007
5 = SN - L
= -8 18- 18-
- Gene Tsal ] 266 = 13% = 1330 0078 10Qctober2003 ~ 10Qctober2004 1 Qctober 2007
S “RERE Bk
tA-A tA-A tA-A
Managementsand ~ EBASRES
employees 52633 - 20998 5486 26,149 0078 1 0Qctober 2003 1 Qctober 2004 1 Qctober 2007
oREcE ZTIRE TR
tA-H tA-A tA-B
19,124 = 8,066 431 6,737 0078 26Januay2005 26 January 2006 26 January 2009
it I v ERE
-f=tAR -f=tAA -f=trA
= 12300 6,668 = 5632 0078 2January 2006 2 January 2007 2 January 2010
IRE TR 5z
s i i
= 15599 1089 2,663 2040 0078 16 May 2006 16 May 2007 16 May 2010
IRE TR 33
IAtHH IAtAH IAtAH
Total By 82419 2189 51965 12410 45,883
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32 SHARE-BASED COMPENSATION (Contd)

(b)

Share Options Scheme

The Company, as approved by its shareholders by way of
ordinary resolution, adopted a “Share Option Scheme” (the
“Scheme”) on 27 May 2005. Under the Scheme, the Company
may issue options to the directors (including executive
directors, non-executive directors and independent non-
executive directors) and employees of the Company and its
subsidiaries and any advisors, consultants, distributors,
contractors, contract manufacturers, suppliers, agents,
customers, business partners, joint venture business
partners, service providers of the Company and its
subsidiaries (the “Scheme participants”). The objective of
the Scheme is to provide the Scheme participants with the
opportunity to acquire proprietary interests in the Company
and to encourage the Scheme participants to work towards
enhancing the value of the Company and its shares for the
benefit of the Company and its shareholders as a whole. The

term of the Scheme is 10 years from the date of adoption.

The exercise price is determined by the Remuneration
Committee, a committee of the Board comprising two
independent non-executive Directors and a non-executive
Director as established by the Board, from time to time, at its
absolute discretion and notified to the participant in the offer

and shall not be less than the higher of:

the closing price of the shares as stated in the daily
quotations sheet issued by the Stock Exchange of Hong

Kong Limited on the date of grant;

32 DA AT B9 3R (o)

'
A
]

(b)

N
s

BT E

RADNAEIA L BIRZE R
N RRRIRZZEZTRF
FAZ+EAREK—BIER
REETE - RIEBBRERTE
AABHAARAREHRBA
ANEE (BEATES - 3¥F
HITEZRBIIFNTES)
FMEER @ MREMAAR RE
HMEARIMZEERER « BERH -
DHE - ABE - EABRAEE
- EHERRE BFE B
BH - EERERMH([5HE2
BE ) REEARRE - BAREST
ZMBERERETEEE K
BUWEANRMMAEER
WEBTEL2EEBRNAREAA
AR EBRREAEERZREAR
RARERNDOEE - BkE
PRI BREM B LR
B4 -

TEREZAOAEZSE T M
ZEe (AMBBIUFNTE
ERGEMTESAR) TREB
BAEYHEREBHNSE
- TEETHERATEE
PHRSE

- RELHBEEHAX
SEBRAGELHMA
& P YA R D U
1B
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32 SHARE-BASED COMPENSATION (Contd)

(b)

Share Options Scheme (Cont'd)

— the average closing price of the Shares as stated in
the daily quotations sheets issued by the Stock
Exchange of Hong Kong Limited for the five business

days immediately preceding the date of grant; and

— the nominal value of a Share on the date of grant.

Based on the approval of Remuneration Committee, the share
options allocated under the Scheme during the year will vest
in equal portions over a period of four years commencing
from the commencement of the “Vesting Date” as approved

by the Remuneration Committee.

The fair value of the options granted during the year
determined using the binomial model were HK$0.0414 (first
grant). The significant inputs into the model were share price
at the grant date of HK$0.36 (first grant), expected dividend
paid out rate of 0%, annual risk-free interest rate of within the
range of 1.08% to 1.99% and volatility rate of 27.7%. The
volatility is measured based on the volatility return on Hang

Seng Index for the past ten years.

No option was granted under the Scheme during the year
ended 31 December 2005.

CSMC TECHNOLOGIES CORPORATION ZE B EEZREFR L A

B R R KA

32 AR 2 AT AV RN ()

(b) FEARHERTE (@)

- EERBRGLBEHmAEE
LEXEBERZIMAR
RNAFEHE B RK A
MR FHRHE &

- —REORKEEBHN
EfE

REFHEZE S AE - FARE
ELEMEESEFMEE S
AR [ 558 B 8 ET &Y 0 F IR A
RILL DI -

FARLHRENATFTERAZE
XNEXNEBEEH0.0414%8 L (BRR
) - ZEARANEZEHRERE L
HEM AR E0.36/8 T (BRI H) -
FBHIRE R IR EE0% &R FF
ENTF1.08% £1.99% © RKIER
27.7% o BREDRIBBAETFEE
FBEH K 18 E B Rt = o

BE-STRET-A=+-AL
- WRRE B AR
i -



32 SHARE-BASED COMPENSATION (Contd) 32 UM HIEREN

(b) Share Options Scheme (Cont'd) (b) HBERESTE (®)
Movement in the number of share options outstanding and m R FEBRRESE RAEET
related exercise price are as follows: EENEBMT

Forfeited/ At
At1 January Granted Exercised  lapsedduring 31 December Exercise
2006 during during the year 2006 price Exercisable Exercisable
TEENE the year the year HER  ROEEAE (inHKS)  Grant date from until

-A- RERRE  REREAE a4 ToR=t-R GFE (B7)  RAA fikERA fiRALA
000 000 000 000
T iz i iz

Menegementsand ~ EEAER
employees 8 = 21,21 = = 21,91 03  8Sepiember2006 8 September 2007 8 September 2011
I%E Z5RKE i

AANR NANA MANA

Hag
|

Total 4 21,91 = = 1.1

A
A
S
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33

34

PENSIONS - DEFINED CONTRIBUTION PLANS

The Group has arranged for its Hong Kong employees to join the
Mandatory Provident Fund Scheme (“the MPF Scheme”), a defined
contribution scheme managed by an independent trustee. Under
the MPF Scheme, the Group and its Hong Kong employees makes
monthly contributions to the scheme at 5% of the employees’
earnings as defined under the Mandatory Provident Fund
legislation, subject to a cap of Hong Kong dollar 1,000 (equivalent
to approximately US$128) per person per month and thereafter
contributions are voluntary. When employees leave before the funds
vest, contributions from the Group are forfeited and available to
reduce future contributions of the Group. There were no forfeited
contributions available at the year end to reduce future contributions
(2005: Nil).

Pursuant to PRC laws and regulations, contributions to the basic
pension insurance for local staff of the Company’s subsidiaries
operating in the PRC are made monthly to a government agency
based on 29% (2005: 29%) of the standard salary set by the
provincial government, of which 20% (2005: 22%) is borne by the
subsidiaries and the remainder is borne by the staff. The
government agency is responsible for the pension liabilities relating
to such staff on their retirement.

Contribution totalling US$65,000 (2005: US$52,000) were payable
to the funds at year end.

CONTINGENT LIABILITIES

During the year, the Group has provided corporate guarantees to
a third party bank for the down payment of loans, in addition to the
pledged bank deposit as set out in Note 12, of its employees
amounting to approximately US$515,000 (2005: US$340,000).
Management anticipate that no material liabilities will arise from
the above guarantees.
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