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RESULTS

The Group’s audited consolidated turnover for the year amounted to
HK$2,673 million, representing an increase of 31% over that of last
year. The Group’s gross profit margin for the year was 28%, a
significant increase when compared to 24% for that of last year. The
Group’s profit from operations for the year has increased from
HK$231 million of the previous year to HK$399 million, representing
an operating margin of 15% (2003: 11%). The Group’s profit
attributable to shareholders increased 69% to HK$318 million and
basic earnings per share for the year increased 68% to 12.07 HK
cents respectively (2003: HK$188 million and 7.17 HK cents
respectively.) The exceptional good results of the Group compared to
that of the last year was mainly due to the contributions from excellent
performances of both the Semiconductor and Compressor Businesses

during the year.

FINAL DIVIDEND

The Directors have resolved to recommend the payment of a first and
final dividend of 2.50 HK cents per share for the year ended 31st
December, 2004 (2003: 1.50 HK cents per share), payable on 8th
June, 2005 to shareholders on the register of members of the Company
on 25th April, 2005.

CLOSURE OF REGISTER OF MEMBERS

The Register of members will be closed from 18th April, 2005 to
25th April, 2005, both days inclusive. In order to qualify for the
proposed dividend payment, completed transfer forms accompanied
by the relevant share certificates must be lodged with the Branch
Registrar of the Company, Secretaries Limited, at G/F., BEA Harbour
View Centre, 56 Gloucester Road, Wanchai, Hong Kong, not later
than 4:30 p.m. on 15th April, 2005.

BUSINESS REVIEW

The good performance of the Group’s Semiconductor Business during
the year against the backdrop of a strong double digit growth of the
PRC semiconductor industry provided the Group with positive
turnover and profit contribution enhancement. The continual growth
of the Chinese residential air-conditioner market and overseas market
also enabled the Group’s Compressor Business to contribute

significantly to the Group’s turnover and profitability.
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The Group is one of the largest players in the PRC semiconductor

industry and the Group’s Semiconductor Business includes:

(a)

(b)

(©

the production facilities, with an annual capacity of some 1.5
million 4-inch to 6-inch wafers, for design, fabrication,
packaging and testing of bipolar IC’s and discrete devices used
in consumers electronic products such as home appliances,
telecommunication devices, precision instruments, energy saving
lights, liquid crystal displays, etc. This business is carried out
by the PRC’s largest bipolar IC and discrete device manufacturer,
Wuxi China Resources Huajing Microelectronics Co. Ltd., Wuxi
CR Semiconductor Wafer & Chips Ltd., China Resources
Semiconductor Company Limited, Semicon Microelectronics
(Shen Zhen) Co., Ltd. and Wuxi CR Micro-Assemb Tech. Ltd.

one of the leading fabless design houses in the PRC, using
digital and mixed-signal technology to design mid to high end
MOS and SOC systems applied in consumer electronics such as
television, hi-fi, DVD and MP3 players, home appliances,
telecommunication devices, calculators, electronic toys, voice
synthesisers, etc. This business is carried out by Wuxi China
Resources Semico Co., Ltd. (“Semico”), Wuxi INTECH
Technology Co., Ltd. and Shenzhen China Resources Semico
Co., Ltd.

a Hong Kong mainboard listed leading joint-venture open
foundry operator in the PRC with 0.45um CMOS technology
and production capacity of some 60,000 6-inch wafers per month.
This business is carried out by PRC’s first open foundry operator,
CSMC Technologies Corporation, a joint-venture between
Central Semiconductor Manufacturing Corporation, China
Resources Microelectronics (Holdings) Limited, Chartered
Semiconductor Manufacturing Ltd. and other international

investors.
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The turnover of the Semiconductor Business increased to HK$1,295
million for the year ended 31st December, 2004 from the HK$1,046
million recorded in previous year, an increase of 24%. The gross
profit margin for the year of 26% achieved by the Semiconductor
Business was higher than the 25% of 2003. The Semiconductor
Business achieved an operating profit of HK$167 million for the
year ended 31st December, 2004 (2003: HK$147 million).

At present, the domestic semiconductor industry satisfies only a small
portion of the total demand for IC’s in the PRC, which has been
growing rapidly in recent years and is expected to do so for the
foreseeable future. This represents an excellent market environment
for the expansion of the Group’s Semiconductor Business. Since the
IC’s produced by Group’s Semiconductor Business has relatively
longer product life cycle and belong to the mature technology
consumer IC market segment targeting the PRC market, they are
relatively immune to volatile price fluctuations found in high end IC
market segments meant for global computer and communication
markets and thus contribute to the Semiconductor Business’s stable
gross profit margin. The Group will also continuously enhance its
technical expertise to produce higher value-added products within
this stable-price yet high-growth consumer IC market segment in the
PRC. The Group will continue to apply its successful business model

of using mature technology and hence relatively low capital

expenditure in tapping profitably into the PRC’s consumer IC market.
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The Group’s Compressor Business, with Sanyo Electric of Japan as a
joint-venture partner, is one of the leading suppliers of residential

air-conditioner compressors in the PRC.

The PRC residential air-conditioner compressor market has completely
turned around in 2004 from the excess industry capacity situation
experienced in 2002. The situation has further improved with the
continuing increase in demand for air-conditioners in China which
saw a price increase of 19% during 2004 when compared to the
annual average price level of 2003. This increase is more than
adequate to offset the increase in cost of raw materials during the
year. The increase was also due to the significant increase in demand
from overseas market for more advanced compressors using new

environment friendly refrigerant.

In 2004, sales volume of compressors increased by 17% to 3.5 million
units compared to 3 million units in 2003, turnover amounted to
HK$1,192 million. This represents an increase of 40% over the
HK$854 million turnover in 2003. The Compressor Business has
continued to make a significant contribution to the Group’s operating
profit. When compared to last year, both gross and operating margins
of 28% and 19% respectively have increased significantly (2003:
20% and 11% respectively) because of improving market, continual
successful material localization program and tight cost controls. An

operating profit of HK$230 million was achieved during the year, an

increase of 1.5 times over the HK$91 million in 2003.
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The annual production capacity of the Compressor Business has
reached 3.5 million units as a result of Phase IV expansion of C-R20F
series rotary compressor production capacity during 2002 and the
line 2 of the phase IV expansion production of the higher capacity
C-R25F & C-R33F series rotary compressors during 2003. The Group
is well poised to capture the huge demand for the residential air-
conditioners in both PRC and overseas markets, which will continue
to be brought about by (i) growing affluence among the Chinese
population, (ii) low penetration rate of residential air-conditioners in
the PRC, and (iii) global climate warming leading to higher export

demand of air-conditioners.

In May 2004, Sanyo Electric, the Japanese joint-venture partner of
the Group’s Compressor Business, increased its equity shareholding
in the joint-venture from 13% to 34.25%. This signifies Sanyo
Electric’s confidence in the joint-venture’s past performance and its
future business prospect, thus enhances the Compressor Business’s
co-operation with its Japanese partner. The Group views the continual
enhancement of relationship and co-operation with Sanyo Electric as
a key business strategy which will bring long term benefits to the
Compressor Business for both its local and overseas markets. With
further production capacity expansion being planned and additional
equity investment by Sanyo Electric of Japan, the Compressor
Business is poised to transform from a leading PRC air-conditioner

compressor supplier to become a major global supplier in the near

future.
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OFFICE FURNITURE BUSINESS

The Group’s Office Furniture Business is one of the leading premium
office furniture manufacturers and suppliers in the PRC. Its brand
name is widely known in the office furniture industry and well
received in the PRC with its clientele base including multinational
corporations and leading PRC entities. At present, the Office Furniture
Business has over 20 regional distribution channels across PRC
including 9 branches in major cities. Turnover for the year ended
31st December, 2004 amounted to HK$186 million with an operating
profit of HK$22 million (For 2003, they were HK$144 million and
HKS$11 million respectively) which is a significant improvement over

that of 2003. The Office Furniture Business is expected to continue

to perform well, leveraging on the continual economic growth of the
PRC.
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The Group will continue to expand in particular, its Semiconductor
Business and Compressor Business, by organic growth, external
acquisitions and by exploring the forming of strategic partnerships

with both overseas and Chinese enterprises.

For the Semiconductor Business, the Group will continue to benefit
from the rapidly increasing demand in the PRC for mature technology
consumer IC’s. The acquisition in 2002 provided the Group with the
Chinese manufacturing platform and catapulted the Group into one
of the largest semiconductor manufacturers in the PRC. To further
strengthen its semiconductor manufacturing platform and enhance its
future competitiveness, the Group spent some HK$534 million of
capital expenditure during 2004 to expand its Semiconductor Business.
This amount included the purchase and construction of a 6 inch wafer
fabrication production line and related facilities as well as additional
production equipment and facilities for its IC packaging operation.
The Group’s fabless design houses, Semico and its subsidiaries, are
leading IC design houses in the PRC and have significantly increased
its consumer IC’s product portfolio during the year including MP3
SoC with 0.25um technology platform. The Group has recruited high
caliber doctorate experts from the United States in recent years and
will continue to recruit overseas trained semiconductor experts to

assist the continuous development of its IC manufacturing and design

capabilities.
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The Group has become the market leader in the mature technology
consumer IC market segment of the PRC with dominant positions in
manufacturing and packaging bipolar IC’s and discrete devices;
operating fabless design house as well as providing open foundry
service up to 0.45um CMOS technology. The 2003 restructuring,
funding and the invitation of strategic partner exercise carried out by
the Group’s open foundry associated company, CSMC-Tech and its
subsequent listing on the Hong Kong Stock Exchange in 2004, paved
the way for the rapid expansion of the Group’s foundry business. The
Semiconductor Business has become one of the key growth drivers
of the Group, providing the Group with a high growth platform to
tap into the huge and expanding semiconductor market in the PRC.
The Group foresees the revenue contribution from its Semiconductor
Business will continue to account for a very significant share of the
Group’s total revenue in 2005 and thereafter. The Group will strive
to continually enhance its technical capability within the consumer
IC market segment via infusion of talents and forging strategic and

technical alliances with foreign partners.

For the Compressor Business, the Group is confident of its long term
potential as evidenced by the double digit growth of air-conditioner
market in the PRC in recent years and the present low penetration
rate of air-conditioners in China. Having sold 3.5 million units of
compressors during 2004 compared to 3 million units in the previous
year, an increase of 17%, the Group’s Compressor Business will
strive to enlarge its market share in PRC to further capture the huge

potential demand for residential air-conditioners.

On 6th July, 2004 the Group’s Compressor Business entered into an
Equipment Purchase Contract and Technology License Agreements
with Sanyo Electric for the purchase of three production lines for the
manufacture of 15F and 20F series rotary compressors products for
residential and commercial air-conditioners. The purchase will

increase the Group’s annual production capacity of compressors from

the present 3.5 million units to some 6 million units by 2006.
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The arrangement is for the mutual benefit of both the Group’s
Compressor Business and Sanyo Electric. The increased capacity will
enable the Group to capture the business opportunities arising from
the growing demand in the PRC. The Group’s Compressor Business
will also acquire new international market, production capacity and
technology while Sanyo Electric can further leverage on the production
and cost efficiency of the joint venture to enhance its own air-

conditioner business.

With its capacity doubled by 2006 and production technology further
enhanced, the Compressor Business of the Group is making a big
step towards becoming one of the leading global suppliers of
residential air-conditioner compressors. Moreover, Sanyo Electric’s
increased shareholding in the Group’s Compressor Business signifies
an important gesture of confidence, which reflects Sanyo Electric’s
long term commitment as a key strategic business partner for the
expansion of the Group’s Compressor Business in both local and

global markets.

It is expected that the contribution of both the Semiconductor Business
and the Compressor Business to the Group’s turnover and profitability

will continue to increase in 2005 and thereafter.

FINANCIAL REVIEW

Cash Flow

The net cash inflow from operations during the year amounted to
HK$413 million which was 12% less than that of last year. The
decrease was brought about by the increase in working capital

requirement resulting from the continuous and healthy growth of

both the Semiconductor and Compressor Businesses.
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The Group has spent HK$798 million in capital expenditure during
the year, 67% of which was used to fund the expansion and upgrading
of existing production and packaging facilities of the Semiconductor
Business including HK$262 million used for the purchase and
construction of 6 inch wafer fabrication equipment and facilities.
The balance of the 33% of the spending was deployed on phase V
expansion plan of the Compressor Business. The Group also made a
cash investment of an additional HK$19 million into its open foundry
associate as capital injection. The above required funding was financed
by the operating cash flow, bank borrowings and cash on hand of the
Group. As at year end the Group’s free cash on hand was HK$556
million representing an increase of HK$106 million or 24% over that
at last year end. Among the cash balance 68% and 23% were
denominated in Renminbi and Hong Kong dollar respectively and the

remaining in US dollar and Japanese Yen.

Liquidity and Financial Resources

It is the Group’s policy to use the cash flow generated from operations
and appropriate level of borrowings as the principal source of fund
to finance major expansion and acquisition. As at the end of the year,
the Group has total borrowings of HK$1,371 million which represents
an increase of 43% over that of last year end. The net borrowings of
the Group was HK$816 million as at the year end. The gearing ratio
of the Group at the end of the year, calculated as net borrowings
over net assets, was 33%, compared to 25% as of last year end. The
current ratio (ratio of current assets to current liabilities) was
maintained at the healthy level of 1.5. On the whole, the financial

position and liquidity of the Group is healthy and stable.

The Group’s total borrowings of HK$1,371 million came from two
sources namely interest bearing bank loans and other borrowings
which are all unsecured. 37% of the borrowings are considered as
current liabilities and repayable within one year, the remaining are
repayable in two to three years. Renminbi denominated interest
bearing bank loans accounted for 15% of the interest bearing bank
loans with the rest denominated in HK dollar. All Renminbi interest

bearing bank loans are on fixed interest rate terms.
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The Group has been granted HK$1,300 million revolving credit and
term loan facilities with maturity in 2007. The facilities are unsecured
and with floating HK dollar interest rates. As at the end of the year,
74% of the facility has been drawn down. The facility together with
healthy operating cash flow will provide sufficient funding for

foreseeable expansion.

Other loans which accounts for 9% of the Group’s total borrowings
as at the year end date were all denominated in Renminbi and interest
free. They are repayable in full by 2006. HK$140 million was repaid

during the year.

Other than the above mentioned committed facilities, the Group has
no other committed borrowing facilities. For day-to-day liquidity
management and maintaining flexibility in funding, the Group has
managed to obtain sufficient uncommitted short-term facilities from
banks.

Financial Management and Treasury Policy

The financial risk management of the Group is the responsibility of
the Group’s treasury function at the head office in Hong Kong. One
of the major objectives of the Group’s treasury policies is to manage
its exposure to fluctuation in interest rates and foreign currency
exchange rates. It is the Group’s policy not to engage in speculative

activities.

Most of the Group’s assets and liabilities are denominated in Hong
Kong dollars and Renminbi with some payables denominated in
Japanese Yen and US dollar. The Group does not expect significant

exposure to foreign exchange fluctuations in this regard.

Capital Structure

As at the end of the year the shareholders’ fund of the Group was
HK$1,948 million, representing an increase of HK$293 million or
18% compared to that of last year. During the year HK$40 million
was paid to shareholders of the Company as final dividend for the
year 2003.
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SIGNIFICANT INVESTMENTS,

ACQUISITIONS AND DISPOSALS

On 18th March, 2004, the Group entered into an agreement to
purchase a used 6 inch wafer fabrication line for a consideration of
US$19 million (about HK$148,200,000). The purchase is part of the

expansion plan of the Group’s Semiconductor Business in China.

On 6th July, 2004, the Company, through its 63.75% owned
subsidiary, China Resources (Shenyang) Sanyo Compressor Co., Ltd.
(“CR Shenyang Sanyo”) entered into an Equipment Purchase Contract
with Sanyo Electric and Toyota Tsusho Corporation, for the purchase
of 3 compressor production lines for a consideration of
JPY4,414,860,000 (about HK$319,635,864). CR Shenyang Sanyo will
satisfy the consideration by its internal resources, internally generated
cash flows from operation and existing banking facilities. On the
same day, another 63.75% owned subsidiary of the Company,
Shenyang Shengrun Sanyo Compressor Co. Ltd. (“CR Shengrun
Sanyo”), together with CR Shenyang Sanyo, have entered into separate
Technology Licence Agreement and a joint Trademark Licence
Agreement with Sanyo Electric. CR Shenyang Sanyo and CR
Shengrun Sanyo will license the technology from Sanyo Electric for
the manufacture of various types of rotary compressors used for both
residential and commercial air-conditioners. Royalties are payable to
Sanyo Electric under the Trademark Licence Agreement for the use

of “Sanyo” brand on certain permitted products.

On 13th August, 2004, the Group’s shareholding in CSMC-Tech, an
associate of the Group, has been reduced to 23.81% as at 13th August,
2004 as a result of an initial public offering and listing of the shares
in CSMC-Tech on the Stock Exchange on 13th August, 2004. The

profit arose from this deemed disposal was HK$25.8 million.
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GOING CONCERN

On the basis of current financial projections and facilities available,
the Group has adequate financial resources to continue its operation
for the foreseeable future. For this reason, the going concern basis

continues to be adopted in preparing the financial statements.

SHARE OPTION SCHEME

On 26th November, 2001, the Company has terminated the share
option scheme of the Company adopted on 15th October, 1994 (the
“Old Share Option Scheme”) and adopted a new share option scheme
(the “New Share Option Scheme”) as a result of changes in Rules
Governing the Listing of Securities (the “Listing Rules”) on the Stock
Exchange of Hong Kong Limited (the “Stock Exchange”) in relation
to share option scheme. On 21st February, 2002, upon approval of its
shareholders, the Company amended the New Share Option Scheme
to widen the scope of participants that are eligible to participate in

the New Share Option Scheme.

A summary showing the Old Share Option Scheme and the New
Share Option Scheme and their respective movements are detailed in

the Report of Directors and in Note 25 to the financial statements.

REWARD FOR EMPLOYEES

As at 31st December, 2004, the Group employs approximately 6,300
employees in Hong Kong and the PRC. The Group values human
resources and recognizes the importance of attracting and retaining
quality staff for its continual success. Staff bonus and share options
are granted to certain employees basing on individual performance.
The Group believes this will assist the Group to attract and retain

quality staff and at the same time encourage the employees to give

their best performance.
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On behalf of the Board, I would like to express my appreciation and
gratitude to our shareholders for their support and all the Group’s
employees for their hard work and dedication in carrying out their

duties and in achieving the Group’s business goal.

On behalf of the Board
SONG LIN
CHAIRMAN

Hong Kong, 15th March, 2005




