Notes to the Financial Statements &t # 3 & Kf F

CSMC Technologies Corporation (the “Company”) was
incorporated in Cayman Islands on 28 January 2003. It is principally
engaged in investment holding. Pursuant to a restructuring
completed on 5 August 2003, the Company became the holding
company of the subsidiaries now comprising the Group. The
principal activities of the Company’s subsidiaries (together with
the Company hereinafter collectively referred to as the “Group”)

are set out in Note 22.

The Company’s shares have been listed on The Stock Exchange

of Hong Kong Limited since 13 August 2004.

The principal accounting policies adopted in the preparation of

these accounts are set out below:

The accounts have been prepared in accordance with
accounting principles generally accepted in Hong Kong and
comply with accounting standards issued by the Hong Kong
Institute of Certified Public Accountants (“HKICPA”). They

have been prepared under the historical cost convention.

The HKICPA has issued a number of new and revised Hong
Kong Financial Reporting Standards and Hong Kong
Accounting Standards (“new HKFRSs”) which are effective

for accounting periods beginning on or after 1 January 2005.
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The Group has not early adopted these new HKFRSs in the

accounts for the year ended 31 December 2004. The Group

has already commenced an assessment of the impact of

these new HKFRSs but is not yet in a position to state whether

these new HKFRSs would have a significant impact on its

results of operations and financial position.

(i)

Consolidation

The consolidated accounts include the accounts of the
Company and its subsidiaries made up to 31st

December.

Subsidiaries are those entities in which the Company,
directly or indirectly, controls more than one half of the
voting power; has the power to govern the financial
and operating policies; to appoint or remove the majority
of the members of the board of directors; or to cast
majority of votes at the meetings of the board of

directors.

The results of subsidiaries acquired or disposed of
during the year are included in the consolidated profit
and loss account from the effective date of acquisition

or up to the effective date of disposal, as appropriate.
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Notes to the Financial Statements

(i)

Consolidation (Cont'd)

All significant intercompany transactions and balances

within the Group are eliminated on consolidation.

The gain or loss on the disposal of a subsidiary
represents the difference between the proceeds of the
sale and the Group’s share of its net assets together
with any unamortised goodwill or negative goodwill or
goodwill/negative goodwill taken to reserves and which
was not previously charged or recognised in the
consolidated profit and loss account and any related

accumulated foreign currency translation reserve.

In the Company’s balance sheet the investments in
subsidiaries are stated at cost less provision for
impairment losses. The results of subsidiaries are
accounted for by the Company on the basis of

dividends received and receivable.
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(i)

Translation of foreign currencies

A substantial portion of the Group’s sales and
purchases are in United States dollar. The directors
believe that using the United States dollar as the Group’s
reporting currency will enable financial results and
relationships to be measured with more relevance and

reliability.

In the accounts of the individual companies,
transactions in currencies other than the reporting
currency of the respective company are translated into
the respective reporting currencies at exchange rates
ruling at the transaction dates. Monetary assets and
liabilities expressed in currencies other than the
reporting currency of the respective company at the
balance sheet date are translated into the respective
reporting currencies at exchange rates ruling at the
balance sheet date. All exchange differences arising
in these cases are dealt with in the respective

companies’ profit and loss accounts.

The Group prepares consolidated accounts in United
States dollar. For consolidation purposes, the balance
sheet of subsidiaries with reporting currencies other
than United States dollar are translated into United
States dollar at the exchange rates ruling at the balance
sheet date whilst the profit and loss account is translated
at an average rate. Exchange differences arising from
such translation are dealt with as movements in

reserves.
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Notes to the Financial Statements &t # 3 & Kf F

(i)  Gooadwill

Goodwill represents the excess of the cost of an
acquisition over the fair value of the Group’s share of
the net assets of the acquired subsidiary at the date of

acquisition.

Goodwill on acquisitions is included in intangible assets
and is amortised using the straight-line method over

its estimated useful life of 10 years.

(i)  Computer software

Expenditure on acquired computer software is
capitalised and amortised using the straight-line

method over their economic useful life of 5 years.

CSMC TECHNOLOGIES CORPORATION # 8 F# &l AR 2 7

(ii)
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(iii)

(iv)

Research and development costs

Research costs are expensed as incurred. Costs
incurred on development projects relating to the design
and testing of new or improved products are recognised
as an intangible asset where the technical feasibility
and intention of completing the product under
development has been demonstrated and the
resources are available to do so, costs are identifiable
and there is an ability to sell or use the asset that will
generate probable future economic benefits. Such
development costs are recognised as an asset and
amortised on a straight-line basis over a period of not
more than 5 years to reflect the pattern in which the
related economic benefits are recognised.
Development costs that do not meet the above criteria
are expensed as incurred. Development costs
previously recognised as an expense are not

recognised as an asset in a subsequent period.

Impairment of intangible assets

Where an indication of impairment exists, the carrying
amount of any intangible asset is assessed and written

down immediately to its recoverable amount.

(iii)

(iv)
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Notes to the Financial Statements

Fixed assets are stated at cost less accumulated depreciation
and accumulated impairment losses. The cost of an asset
comprises its purchase price and any directly attributable
costs of bringing the asset to its working condition and

location for its intended use.

Expenditure incurred after the fixed asset has been put into
operation, such as repairs and maintenance and overhaul
costs, is normally charged to the profit and loss account in
the year in which it is incurred. In situations where it can be
clearly demonstrated that the expenditure has resulted in an
increase in the future economic benefits expected to be
obtained from the use of the asset beyond its originally
assessed standard of performance, the expenditure is

capitalised as an additional cost of the asset.

Depreciation is calculated on a straight-line basis at annual
rates estimated to write off the cost of each asset, after taking
into account the estimated residual value, over its expected
useful life. The expected useful lives and estimated residual

values are as follows:

Land use right Tt {E R

Machinery and equipment  #22 & &%

Motors vehicles b

Furniture, fixtures and FRE -RKER
office equipment WAERME
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The useful lives of assets and depreciation method are
reviewed periodically to ensure that the method and period
of depreciation are consistent with the expected pattern of

economic benefit from items of fixed assets.

Construction-in-progress represents buildings, plant and
machinery under construction and pending installation and
is stated at cost. Cost includes the costs of construction of
buildings, the costs of plant and machinery and other direct
costs. No provision for depreciation is made on construction
in progress until such time as the relevant assets are

completed and ready for their intended use.

At each balance sheet date, both internal and external
sources of information are considered to assess whether there
is any indication that fixed assets are impaired. If any such
indication exists, the recoverable amount of the asset is
estimated and where relevant, an impairment loss is
recognised to reduce the asset to its recoverable amount.
Such impairment losses are recognised in the profit and loss

account.

The gain or loss on disposal of a fixed asset is the difference
between the net sales proceeds and the carrying amount of
the relevant asset, and is recognised in the profit and loss

account.
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Notes to the Financial Statements

A government grant is recognised, when there is a reasonable
assurance that the Group will comply with the conditions

attaching with it and that the grant will be received.

Grants relating to income are deferred and recognised in
the profit and loss account over the period necessary to match

them with the costs they are intended to compensate.

Government grants relating to the purchase of fixed assets
are included in non-current liabilities as deferred income and
are credited to the profit and loss account on a straight-line

basis over the expected lives of the related assets.

Leases where substantially all the risks and rewards of
ownership of assets remain with the lessor are accounted for
as operating leases. Payments made under operating leases
net of any incentives received from the lessor are charged to
the profit and loss account on a straight-line basis over the

lease periods.
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Inventories are stated at the lower of cost and net realisable
value. Cost, calculated on a weighted average basis,
comprises materials, direct labour and an appropriate
proportion of all production overhead expenditure. Net
realisable value is determined on the basis of anticipated

sales proceeds less estimated selling expenses.

The Group carries out an inventory review at each year-end
and makes 100% provision for spare parts aged over 3 years
and 100% provision for raw materials aged over the related

quality assurance period.

Provision is made against trade receivables to the extent they
are considered to be doubtful. Trade receivables in the

balance sheet are stated net of such provision.

Cash and cash equivalents are carried in the balance sheet
at cost. For the purposes of the cash flow statement, cash
and cash equivalents comprise cash on hand and deposits

held at call with banks.
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Notes to the Financial Statements &t # 3 & Kf F

Provisions are recognised when the Group has a present
legal or constructive obligation as a result of past events, it is
probable that an outflow of resources will be required to settle
the obligation, and a reliable estimate of the amount can be
made. Where the Group expects a provision to be
reimbursed, for example under an insurance contract, the
reimbursement is recognised as a separate asset but only

when the reimbursement is virtually certain.

(i)  Employee leaves entitlement

Employee entitlements to annual leave and long service
leave are recognised when they accrue to employees.
A provision is made for the estimated liability for annual
leave and long-service leave as a result of services

rendered by employees up to the balance sheet date.

Employee entitlements to sick leave and maternity or

paternity leave are not recognised until the time of leave.
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(i) Employee retirement benefits

The Group operates defined contribution plans in the
PRC and Hong Kong. The pension plans are generally
funded by payments from employees and by the
relevant group companies. Details of the Group’s

employee retirement benefits are set out in Note 29.

The Group’s contribution to defined contribution
pension plans are charged to the profit and loss account

in the period to which the contributions relate.

Deferred taxation 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
accounts. Taxation rates enacted or substantively enacted
by the balance sheet date are used to determine deferred

taxation.

Deferred tax assets are recognised to the extent that it is
probable that future taxable profit will be available against

which the temporary differences can be utilised.

Deferred taxation is provided on temporary differences arising
on investments in subsidiaries, associates and joint ventures,
except where the timing of the reversal of the temporary
difference can be controlled and it is probable that the

temporary difference will not reverse in the foreseeable future.
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Notes to the Financial Statements

A contingent liability is a possible obligation that arises from
past events and whose existence will only be confirmed by
the occurrence or non-occurrence of one or more uncertain
future events not wholly within the control of the Group. It
can also be a present obligation arising from past events
that is not recognised because it is not probable that outflow
of economic resources will be required or the amount of

obligation cannot be measured reliably.

A contingent liability is not recognised but is disclosed in the
notes to the accounts. When a change in the probability of
an outflow occurs so that the outflow is probable, it will then

be recognised as a provision.

A contingent asset is a possible asset that arises from past
events and whose existence will be confirmed only by the
occurrence or non-occurrence of one or more uncertain

events not wholly within the control of the Group.

Contingent assets are not recognised but are disclosed in
the notes to the accounts when an inflow of economic benefits
is probable. When inflow is virtually certain, an asset is

recognised.

Revenue from the sale of goods is recognised on the transfer
of risks and rewards of ownership, which generally coincides
with the time when the goods are delivered to customers

and title has passed.

Interest income is recognised on a time proportion basis,
taking into account the principal amounts outstanding and

the interest rates applicable.
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Borrowing costs that are directly attributable to the acquisition,
construction or production of an asset that necessarily takes
a substantial period of time to get ready for its intended use

or sale are capitalised as part of the cost of that asset.

All other borrowing costs are charged to the profit and loss

account in the year in which they are incurred.

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 Financial Statements &t # 3 & Kf F

The Group is principally engaged in the manufacturing of integrated AEEBFERBHEEKNS K
circuits (“IC”) and related products. Revenues recognised during (MCl) RAEFEE R - RFRERR
the year are as follows: WasmT
2004 2003
US$’000 US$'000
x5 F=Ex
Turnover R
6-inch wafer 6 S S [E] 76,520 40,629
Mask making FERE 3,340 1,448
79,860 42,077
Other revenue H At Yoam
Interest income FLEMA 187 108
Subsidy income EELTON
- Financial subsidy (a) — B 748k (a) — 198
- Refund of value-added —EETRD (3 6(b))
tax (Note 6(b)) 3,751 1,068
Others HAh 82 74
4,020 1,448
Total revenue W ek 48RE 83,880 43,525
(a) According to relevant regulation promulgated by the Finance (a) BEEHFEEEZESHK
Bureau of Wuxi New Area Management Committee (the B(MBBE]) BB @R
“Finance Bureau”), the Group is eligible for a subsidy from E o ASEEERAMEE P
the Finance Bureau for encouraging research and EA ARG - DASEN I 5T K B
development of new processing techniques involved in the BRES BT RAF NI
manufacturing of wafers. The subsidy ceased in the current Mg o ZFBEARFEFERIE -
year.
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Primary reporting format — geographical segments

An analysis by geographical segments, as determined by

location of ultimate customers, is as follows:

The PRC
Asia, other than the PRC
United States

Europe

The PRC
Asia, other than the PRC
United States

R
M (FREIASH)
e
BUM

R
M (FRBIASH)
xB

FE2INREA—HESE

BREREPMEMETE MR
DEAFMT
2004

Turnover Cost of sales Gross profit

=31 8 E AR EF
US$’000 US$’000 US$’000
FEx FEx FEx
46,854 (31,973) 14,881
20,900 (16,029) 4,871
5,571 (4,360) 1,211
6,535 (4,068) 2,467
79,860 (56,430) 23,430
2003

Turnover Cost of sales  Gross profit

] HERAK EH

US$'000 US$'000 US$'000
FTET T FTET

32,289 (24,865) 7,424
7,596 (5,927) 1,669
2,192 (1,688) 504

42,077 (32,480) 9,697
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Notes to the Financial Statements

Operating profit is stated after crediting and charging the following:

B35 HROR MR

REREMEFARIMKRATIERE

103 CSMC TECHNOLOGIES CORPORATION

IR

2004 2003
SPESo FEx
US$’000 US$'000
Crediting FET N
Gain on disposal of fixed assets & ElE B E R e 7 —
Reversal of write down of inventories 1 EMURE
to net realisable value AR FENEDEE 17 —
Charging FCETNES
Cost of inventories FEKRA 35,053 20,108
Staff costs BTRA
(excluding directors’ emoluments) (TRIEEEMS)
- Wages and salaries —IEKES 9,199 4,287
- Pension cost — defined contribution —RIRE A — A EHR 1,295 555
Provision for employees’ welfare B B 773 499
Directors’ emoluments (Note 10) EEME (H3E10) 1,131 415
Depreciation of fixed assets EEBETE 14,827 9,076
Amortisation of intangible assets A ERH 85 40
Loss on disposal of fixed assets & BT B ERE — 13
Impairment of fixed assets BEEBERE 1,630 —
Write down of inventories to net HFEHRE
realisable value AR RE — 81
Write down of receivables to 1 FE W R TB R 2=
net realisable value A E3R)5E 182 71
Net exchange losses TN ESEFEE 163 33
Operating lease expenses on BF R
buildings and machinery BT AIR 1,327 1,207
Auditors’ remuneration ZEREM B < 96 76
Research and development M RHZEER
expenses (including staff (B4E 8 T4 624,000 7T
cost of approximately —ETET =4 :321,000%7T))
US$624,000 (2003: US$321,000)) 3,140 1,080

EFHLENRBER2F




Finance costs represent interest on bank loans wholly repayable MEKRAEERAFABREED

within five years. |ITEFKFE o
The Company is incorporated under the Companies Law RARIREBEREHS QA
(2003 Revision) of Cayman Islands and is not subject to (ZE2EZ=FEBFTAX) MK
taxation in Cayman Islands. N U ARHESHERIER
R o
No Hong Kong profits tax has been provided as there was B PN A A 4 70 A R R AN BK
no assessable profit earned in or derived from Hong Kong. EEEBBNERBEN - 8

WER BB S HREME
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Notes to the Financial Statements

The Company’s subsidiaries registered in the PRC are subject
to Enterprise Income Tax (“EIT”) on the taxation income as
reported in their PRC statutory accounts adjusted in
accordance with relevant PRC income tax laws. The general
applicable EIT rate is 33%. However, being located in the
“Old Urban Area of Costal Open Economic Zone” (/4 /8457
FEEAETIE), CSMC Technologies Fab 1 Co., Ltd. (“Fab
1”), the only operating subsidiary of the Group in the PRC, is
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 Fab1 was 1999.
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The amount of taxation charged to the consolidated profit

and loss accounts represents:

Current taxation BNHEATIE
- PRC taxation — R EIRIE
Deferred taxation relating EHESAERER
to origination of temporary ORI TR
differences (Note 6(c)) (MFZEB(c))

Taxation charges RIBZH

BiR A EERMRARIBRER
15

2004 2003
US$'000 US$'000
FEx FETT
1,673 551
(278) —
1,395 551
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Notes to the Financial Statements &t # 3 & Kf F

The taxation on the Group's profit before taxation differs from
the theoretical amount that would arise using the taxation

rate of the home country of the Company as follows:

Profit before taxation Fr A Aa Al
Calculated at a taxation K 0%

rate of 0% (2003: 0%) (ZZZT=F : 0%) ;1
Effect of different taxation HibFIZR TR

rates in other countries HE &

Income not subject to taxation HELFIIEHULA
Expenses not deductible AT HFL A 2

for taxation purposes

Taxation charge i
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A7 5% 1B B A5 A ) 0 7 R B
150 PR AR 2 B4R & P 3 B 5 3K
AAEHNERSEZRNAT

2004 2003
US$'000 US$'000
FEx FET
12,737 4,566
1,966 749
(571) (2086)

— 8
1,395 551




The Company’s subsidiaries registered in the PRC are subject
to VAT, which is charged on top of the selling price at a general
rate of 17%. An input credit is available whereby input VAT
previously paid on purchases of raw materials or semi-
finished products can be used to offset the output VAT on

sales to determine the net VAT payable.

According to relevant PRC rules and regulations, CSMC
Technologies Fab 1 Co., Ltd. (“Fab 1”), the Company’s only
operating subsidiary in the PRC, being a qualified
manufacturer of micro-electronics products, is entitled to
refund of VAT from 1 July 2000 to 31 March 2005. Since 1
January 2002, the net VAT payables related to domestic sales
were firstly paid to the tax bureau and any portion in excess
of 3% of domestic sales would be refunded. The Group’s
VAT refund for the year ended 31 December 2004 amounted
to approximately US$3,751,000 (2003: approximately
US$1,068,000). Such VAT refund has been recorded on cash

basis.

AR B R B A B A A
ARIBER  WEER R
MENT% R - KRTARBEE
JRA #4350 BURK am P ST AN B
TRIEBEN A SE1TRERR » YAl
HIHEER AN HEEE
B AHEE RSN IR ERF
B e

REBEABRBEGI RER - A
RARFEE—NEERER
AImGER FELBRARRD
Al ([—&]) REBBMMETF
EmBER TR_ZTTTF
tA—HBRBE_ZZTRF=HA
=+—HILERBIEER - 5
“EE-F—A—BE  —&K
BEMBRBRINEBAANERE
RIS ETFRE - BERER
[l A 45 %8 3 % A 51 B9 1T f] £
BM-HE-_TTMF+-A=
T—HILFE XEEHILE
TR F493:E3,751,000% 7T (=
T =4 : 41,068,0003%
) o ZELEBRREIERR
SEETHER -
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Notes to the Financial Statements &t # 3 & Kf F

Deferred taxation is calculated in full on temporary differences BERIAIREEFH K 12%IRIE
under the liability method using a principal taxation rate of BEENEREZEBHGE -
12%.
The movement on the deferred tax assets account is as EEFIREERNEBOT
follows:
2004 2003
US$’000 US$'000
FEx FEx
As at 1 January n—H—H — —
Deferred taxation credited T ABRARM
to profit and loss account FEREF IR 278 —
As at 31 December R+=—A=+—H 278 —

The movement in deferred tax assets (prior to offsetting of

FAREEHBEE EEMA
[Fl R A AR A [ A ) 45 BR A1)

balances within the same taxation jurisdiction) during the year

is as follows:
MR BIMT :
Provisions Impairment of assets
BE EERE
2004 2003 2004 2003
US$°000 US$'000 US$’000 US$'000
FTER FE7x FTER FE7
As at 1 January Rn—H—H — — — —
Credited to profit and T AR
loss account 123 — 155 —
As at 31 December R+=—A=+—H 123 — 155 —
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The amount shown in the balance sheet include the following

Deferred tax assets to BRBB A%
be recovered after U [B] )
more than 12 months HIEEE

The profit attributable to shareholders is dealt with in the accounts
of the Company to the extent of approximately US$5,067,000 (2003:
loss of approximately US$501,000).

The laws and regulations of the PRC require CSMC
Technologies Fab 1 Co., Ltd. (“Fab 1”), the Company’s only
operating subsidiary in the PRC, 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.

Fab 1 was established as an equity joint venture until 22 July
2003 when the Company acquired all of the remaining equity
interest in Fab 1 from its Chinese joint venture partner. From

then on, it is a wholly-owned foreign enterprise (“WOFE”).

BEABKMEINESHER
ATNIEHE

2004 2003
Us$’000 US$'000
TR FTXT
278 —

H&?Jﬁfﬂﬁiﬁﬁu 495,067,000E 7T (=&

=% : £9501,000E€TTEE) R

NAEHERE AR -

FEVERIERAEARRR
M — R P B A A RS
ERLEFERBERAF ([—
BREETEEES %%
ETBFAEMBREMNEFE
AR 2 K& M 2
B (REBEZERRA) -

EBER N RHE
QlitL\Mé' —B A —RINEE
eR(MI\EABERE]) °
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Notes to the Financial Statements

According to relevant laws and regulations of the PRC, Fab
1, being a WOFE, 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'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'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.

CSMC TECHNOLOGIES CORPORATION # 8 F# &l AR 2 7

B35 HROR MR

REFBEBBEGRBG - —
BIERIINEEE B - AR
[FEEES RG)BRIEER
BRESIBE WAKHR
MEmFAOZEL10% D EE
[(REESIAN  BEZESE
ERIEH T E AH50% & 1E
oA E BT 5EE &aEFE
INBHAB-—HBHEEE
BIERE o

ZEES /BB EMRTE
REESENERSERER
ML ETR - AR R EE
FIENE AN o BT 52E) AR A
ESEARERMNBRRESR
MHFRRF - AEESHAEN
BETREFE—"BNEE °

A B T 52 R A R B P EEY
DEE - ERBEE—RAORE
ARAGIRARAX - MESH
BRAIIRBARENEILE °



Pre-listing dividends (i)

AR A

Final, proposed, of HK$0.005 @aﬁiﬁ,ﬁ;ﬁﬂxm BT RR

per ordinary share (ii)

0.005 & 7tlii)

Dividends paid in 20083 represented dividends declared by
the companies now comprising the Group to their then
shareholders prior to a restructuring completed on 5 August
2003 in preparing for the Group’s listing.

In March 2004, the Company declared a dividend of
US$1,338,000 satisfied by a bonus issue pursuant to which a
total of 1,338,000 ordinary shares of US$0.0001 each of the
Company were allotted and issued, credited as fully paid, to
members of the Company whose names appeared on the
register of members of the Company as at 31 December 2003
in proportion to their respective shareholdings, by the
capitalisation of the sum of US$133.80 then standing to the
credit of the share premium account of the Company.

At a meeting held on 15 March 2005, the directors proposed
a final dividend of HK$0.005 (equivalent to approximately
US$0.00064) per ordinary share. This proposed dividend is
not reflected as a dividend payable in these accounts, but
will be reflected as an appropriation of retained earnings for
the year ending 31 December 2005.

2004 2003

Us$’000 US$'000
FXr T
1,338 13,000
1,677 —
3,015 13,000

(ii)

%*giiiiﬁﬁﬁgﬁ

RAKAEENSARE
7gi FNAREATKA
EHEASE LTMETHE
HAT - MEEERNRRE
IR ALS ©

RZZEEME=F » KAH
TIRA%E1,338,000%% 7T © MA
IF TR EN - B
AAREZILARAE RN
R 15 = EBR & I8133.80% T
B BEREITARR
FRRE{E0.0001 E T A KRS
TEZ R R & @A 1,338,000

R = | P /N e e
=F+-_A=+—HHBERE
HfE IR - B RE6L B R
TERZERRSENFERE
HAT o

R_TEZTAF=A+HAE
THEEE  EFEREN
REAIE B TR ERA%0.005
7T (FAE R #0.00064 3%
TT) > ZEREBRETER
ZERE R AE MR
8 MEeRBKAHZE=-Z
SRHE+-_A=+—HItE
EHRBEF DR
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Notes to the Financial Statements &t # 3 & Kf F

The calculations of basic and diluted earnings per share are based
on the Group’s profit attributable to shareholders of approximately
US$11,342,000 (2003: approximately US$4,015,000).

The basic earnings per share is calculated based on the weighted
average number of 2,023,855,494 (2003: 1,157,130,000) ordinary
shares in issue during the year. The diluted earnings per share for
the year ended 31 December 2004 is based on 2,169,854,297
ordinary shares which is the weighted average numbers of ordinary
shares in issue during the year plus the weighted average number
of 145,998,803 ordinary shares deemed to be issued at no
consideration if all outstanding shares granted under the equity

incentive plan (Note 28) had been exercised.

The weighted average number of share for the year ended 31
December 2003 has been restated to take into account of the
repurchase and currency re-denomination of the share capital
effected during the year 2004 (Note 19(i)).

Diluted earnings per share for the year ended 31 December 2003
is not presented because there has been no potentially dilutive

ordinary shares in existence during the year.
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B 2R K 858 2 Rl AR 1R AN 52 B A
% 3R 4 5 11 4911,342,000% 7T (—
TE=1 : 494,015,000 70) 5T & -

BRERBFHNRFANBHETL A
P& BN N4 S 5 £12,023,855,494 % (—
TT =4 :1,157,130,0008%) 5+ & -
BHE_ZENFT_A=+—H01
FENBRESBR NIRFANDE
TE B RO ME T H H
2,169,854,297/% + BN EEMER
B S Eh A &) (B sE28) B R HE
BROBEHBEITENBERLT - HR
RABRTREETHEBRAINE
F980145,998,803% 51 & o

BE-TT=F+-A=+-AL
EEOMETHRBELET - B
HAR-ZEMEMBRARER &
B 5 a5 8 (1 E190) ©

RENECHLBEEFTERN
B MYEENBE_TT=
FT+ZR=+—HLEFENTRE
SRR e



The aggregate amounts of emoluments payable to directors

of the Company during the year are as follow:

Fees e
Other emoluments: Hi e
Basic salaries and BERE & Rah
allowances
Discretionary bonuses BISTEAT
Consultancy fee ERE

Directors’ fee disclosed above include approximately
US$45,000 (2003: US$ Nil) paid to independent non-

executive directors.

During the year, none of the directors waived any emoluments

or has agreed to waive 2004 emoluments.

FARNARBESZTHNME &

BT
2004 2003
Us$’000 US$'000
FXr T
87 —
501 182
376 —
167 233
1,131 415

REXBENESHEBER
BYUFPTEFTINNN
45,000 7T (ZFT=F ' F
X7 °

FA - BMEECAESRELM

B 2k B B E — T T 10 F B
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Notes to the Financial Statements &t # 3 & Kf F

The emoluments of the directors fell within the following

bands:

Emolument bands Bl <p 6 ]

Nil to HK$1,000,000 Z'% 1,000,000 & TT
(equivalent to approximately (#9552 128,000 & 7T)
US$128,000)

HK$1,000,001 to 1,000,001 BT E
HK$1,500,000 1,500,000 77T
(equivalent to approximately (4955 192,000 FT)
US$192,000)

HK$1,500,001 to 1,500,001 BT E

HK$2,000,000 (equivalent to 2,000,000 77T
approximately US$256,410) (455 256,410 7T)
HK$2,000,001 to 2,000,001 BLE
HK$2,500,000 (equivalent to 2,500,000 7&7T
approximately US$320,513)  (#955 320,613 %7T)
HK$2,500,001 to 2,500,001 BLE
HK$3,000,000 (equivalent to 3,000,000 77T
approximately US$384,615) (#5752 384,615 %7T)
HK$3,000,001 to 3,000,001 BT E
HK$3,500,000 (equivalent to 3,500,000 7&7T
approximately US$448,718) (45 5 448,718 £7T)

CSMC TECHNOLOGIES CORPORATION # 8 F# &l AR 2 7

EEMENFUTEE :

Number of directors

EE=HH
2004 2003
6 7
— 2
2 —
1 —
9 9




During the year 2004, approximately 18,003,000 shares of

the Company were allocated to the directors under the “Equity

Incentive Plan” (Note 28). Among these shares allocated,

approximately 3,341,000 shares have been vested (but not

alloted and issued) as at 31 December 2004.

The five individuals whose emoluments were the highest in

the Group for the year include three (2003: three) directors

whose emoluments are reflected in the analysis presented

above. The emoluments payable to the remaining two (2003:

two) individuals during the year are as follows:

Basic salaries and allowances
Bonuses

Consultancy fee

AR & Kimah
14T
=ik =

RZTTNF - KAARE
(A% 1 22 @yt &l (KizE28) mE
£ HBL4918,003,000% A% 5 -
EZENBRORGOES - HAF
#493,341,000 REEB R =T ZF
mME+=-—A=+—HBERSE
B 1R (1B R R B AR B 1T) o

FR - AEENAERER T
ALTBRE=Z2(ZZT=F:
=R)EEZ EBMeR EXAT
2D REEE R - ENAEF
N TME(ZEZE=F: M
B)EEFMALTOHME
T

2004 2003
US$’000 US$'000
FXr FTET
343 102
217 —

97 165

657 267
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CSMC TECHNOLOGIES CORPORATION

Notes to the Financial Statements

The emoluments fell within the following bands:

Emolument bands
Nil to HK$1,000,000 (equivalent
to approximately US$128,000)
HK$1,000,001 to
HK$1,500,000 (equivalent
to approximately US$192,000)
HK$1,500,001 to
HK$2,000,000 (equivalent to
approximately US$256,410)
HK$2,000,001 to
HK$2,500,000 (equivalent
to approximately
US$320,513)
HK$2,500,001 to
HK$3,000,000 (equivalent
to approximately
US$384,615)
HK$3,000,001 to
HK$3,500,000 (equivalent
to approximately
US$448,718)

< &6 =
ZZ 1,000,000 7T
(#9571 128,000 % 7T)
1,000,001 L E
1,500,000 # 7T
(#9571 192,000 % 7T)
1,500,001 BT E
2,000,000 # 7T
(#9551 256,410 E7T)
2,000,001 BLE
2,500,000 #7T
(#9551 320,513 %7T)

2,500,001 &L E
3,000,000 77T
(#5171 384,615 %)

3,000,001 #TLE
3,500,000 & 7T
(K% 448,718 ET)

EFHLENRBER2F

B35 HROR MR

e FLATEE :

Number of individuals
A

2004 2003




Computer
Goodwill software Total
[EES B e B

US$'000 US$'000 US$'000
FT=Ex T2 TEx

Cost 2%

As at 1 January 2003 R-_ZEE=F—HF—H — 67 67
Additions nNE 264 130 394
As at 31 December 2003 RZZTZE=F+=-A=+—H 264 197 461
Additions NE — 527 527
As at 31 December 2004 RZEEWMF+ A =+—H 264 724 088
Accumulated amortisation E-GE £

As at 1 January 2003 R-_ZEE=F—H—H — 26 26
Charge for the year FAZH 26 14 40
At 31 December 2003 NZEE=F+=-FA=+—H 26 40 66
Charge for the year FAZH 27 58 85
At 31 December 2004 R-ZBEZENFE+—_F=+—H 53 98 151
Net book value REFE

At 31 December 2004 RZETME+—A=+—H 211 626 837
At 31 December 2003 R_EE=F+_A=+—H 238 157 395
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Notes to the Financial Statements

Cost

At 31 December 2003
Additions
Transfers

Disposals

As at 31 December 2004

Accumulated depreciation
and impairment

At 31 December 2003
Charge for the year
Impairment charge

Disposals

As at 31 December 2004

Net book value

At 31 December 2004

At 31 December 2003

119 CSMC TECHNOLOGIES CORPORATION

B35 HROR MR

Furniture,
fixtures
Machinery and office
and equipment Construction
Land use right  equipment Motor HE -in
it KRR vehicles #£EK  -progress Total
ERE B ARE BAZERE ERIR wE
US$'000 US$'000 US$'000 US$'000 US$'000 US$'000
T=n FET FET FET FET FET
BA
RZEE=F+-A=1—H 590 55,233 359 1,684 37,437 95,303
NE — 104 255 496 70,749 71,604
BNE = 61,020 — — (61,020) —
& — (650) (12) (147) = (809)
RZFZME+-—A=+—H 590 115,707 602 2,033 47,166 166,098
RItERAE
RZFL=F+=A=+—H 23 11,249 113 521 — 11,906
ENZH 13 14,413 74 327 — 14,827
HES — 1,630 - - — 1,630
HE — (694) (1) (89) = (784)
RZZEMF+=A=+—H 36 26,598 186 759 — 27,579
REFE
RZZZME+-A=+—H 554 89,109 416 1,274 47,166 138,519
RZZE=F+-A=+—H 567 43,984 246 1,163 37,437 83,397

EFHLENRBER2F



Land use right comprises land use fee paid for the right to use the

land where the Group’s factory buildings in Wuxi, the PRC, are

located. As at 31 December 2004, the remaining period of the

land use right was approximately 48 years.

Construction-in-progress mainly comprises building under

construction and machinery pending installation.

Cost

As at 31 December 2003
Additions

Disposals

As at 31 December 2004

Accumulated depreciation

and impairment

At 31 December 2003
Charge for the year

As at 31 December 2004

Net book value
At 31 December 2004

At 31 December 2003

B

R_EE=F+_HA=+—H
NE

k=
R-EZENF+—_A=+—H
2 ITERRE
R_EE=F+_HA=+—H
FRZH

R-FEME+-A=+—H
SREFE
R-FEME+-A=+—H

R_BE=F+=A=1—H

THEREERAAEERN P EE
5 B9 TR OA A8 AT AE £ 3t 19 8 P 4 R
ML HERE - R _TTQ
FH+-RA=+—0H  LHEAEDH
BT FHIH R48F o

ERITRETERREZTNETR
EESEE =0 2

Construction-in-progress

EEITRR
US$'000
F=7T

128
22,505
(14,200)

8,433

8,433

128
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Notes to the Financial Statements &t # 3 & Kf F

Construction-in-progress mainly comprises equipment imported FREIRETEVEARRN A S M
for the Company’s PRC subsidiaries pending installation. BRI RAFLEREDRME -
2004 2003
US$’000 US$'000
TEx F=x
Raw materials IUuREs 5,699 1,683
Work-in-progress ERm 4,453 903
Finished goods RUFK i 1,353 418
Spare parts THE 5,048 1,992
16,553 4,996
As at 31 December 2004, the aging analysis of trade and notes RZZEZNFE+—A=1—0 - [EE
receivables were as follows: ZERREREERNRES AT
2004 2003
US$°000 US$'000
SPESo FEx
0 to 30 days 0% 30H 5,872 4,144
30 to 90 days 30290 H 4,352 1,045
90 to 180 days 90 £ 180 H 789 —
180 to 360 days 180 2 360 H — 11
11,013 5,200
The Group would generally grant a credit term from 0 to 90 days to REE-—R4ETEFOZEIOREE
its customers. In addition, a predetermined maximum credit term B o b4 REBEERSREFE
has been set for each customer. FITHRREEH -
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BRFIBITERSFERRETNE
BERER  FRZSERITRRAE
BB ETERRE (ME2s) ke

Restricted bank deposits represent pledged deposits placed with
banks as security for certain letters of credit issued by those banks

on behalf of the Group (Note 25) and employee mortgage loans

(Note 30). BB E R (H30) MIKHFE S -
2004 2003
US$°’000 US$'000
FTEx F=ET
Group NEE
Cash and bank deposits BT & EHER
denominated in: BE RIRITIFR
Renminbi AR 6,936 3,402
USs$ ETT 16,417 35,518
Others Hib B 1,110 218
24,463 39,138
Company NE
Cash and bank deposits BT EBEHER
denominated in: BE RIRITIFR
Us$ ETT 1,540 22,710
Others Hfh 5k 435 47
1,975 22,757

Renminbi is not a freely convertible currency in the PRC and the

remittance of funds out of the PRC is subject to foreign exchange

restrictions imposed by the PRC government.

ARERTEAFEEHLBREHY
M B8 1A I R 78 52 B R AT e A

HINERBIFTRE -
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Notes to the Financial Statements &t # 3 & Kf F

R_EZENFEF+_—_A=+—H " &
NESERMEMNEZROREKR ST

As at 31 December 2004, the aging analysis of trade and notes

payables were as follows:

M

2004 2003
US$°000 US$'000
FEx T
0 to 30 days 0£30H 13,213 10,622
30 to 180 days 30 & 180 H 1,168 58
Over 180 days BiE 180 H 21 36
14,402 10,716
2004 2003
US$°000 US$'000
FEx T
Secured B — 4,229
Un-secured i 17,500 16,121
17,500 20,350

As at 31 December 2004, short-term bank loans bore interest at RIEE

ENE+—_A=+—H0" &
HSRITERME XN T3EE3.60E
(ZZ2Z=F : N F3.31EZE5.31

rates ranging from 3% to 3.60% (20083: 3.31% to 5.31%).
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Authorised
500,000,000 ordinary shares
of US$0.0001 each

500,000,000 redeemable
convertible preferred
shares of
US$0.0001 each

10,000,000,000 ordinary
shares of
HK$0.1 each

Issued and fully paid
118,829,109 ordinary
shares of
US$0.0001 each
52,200,000 redeemable
convertible preferred
shares of US$0.0001 each
2,616,146,090 ordinary
shares of HK$0.1 each

YETE
500,000,000 P& &A% (&
0.0001 S TH)E B

500,000,000 & &A% (&
0.0001 ZE TRy A E R
A IRR%AE S A%

10,000,000,000 A% =A% EE
0.1 BT TR

BEITRER
113,829,109 I EFRXEE
0.0001 FETTH) B

52,200,000 R AR EE
0.0001 ETHAIEE D
AR RE

2,616,146,090 fx ZAXEE

0.1 BT @R

By a shareholders’ resolution passed on 8 May 2004, the authorised

share capital of the Company was increased from US$100,000 to
US$100,000 and HK$1,000,000,000 by the creation of
10,000,000,000 ordinary shares of HK$0.1 each.

2004 2003

US$°000 US$000
FER FET
— 50

— 50
128,205 —
128,205 100
— 11

— 5
33,540 —
33,540 16

BERER_ZZTONFHAANAR
B HmRER F B E R
10,000,000,000/% & IR EE0.178 7T
MEBR - AQAAEERAH
100,000 L3 £ 100,000 7T &
1,000,000,000/%& 7T °
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Notes to the Financial Statements &t # 3 & Kf F

By the same shareholders’ resolution passed on 8 May 2004, the REBRERA-—ZZTOMFEFRAA/NBE
authorised share capital of the Company was reduced by BHR-—BAER  EBEHE
US$100,000 by cancelling 500,000,000 ordinary shares and 500,000,000/% &A% FI{E0.00013E 7T
500,000,000 redeemable convertible preferred share of US$0.0001 79 38 % 52 500,000,000 % & i% &
each. 0.0001 3T/ Al & [ AT #2 f 48 5E
B ZRR R EDAE BSR4 100,000
ETT o
Movement in share capital during the year was as follows: IR E AR EENAT -
US$ denominated US$ denominated HK$ denominated
ordinary share preferred shares ordinary share
A% TLHIE R MAE T HIER U TSI E R
LER BER EER
Number of Number of Number of
shares Amount shares Amount shares Amount
BRHBE 8  RHHA 8 RGYA 2
‘000 US$'000 ‘000 US$'000 ‘000 US$000
T FEx T FEx T FEx
As at 1 January 2004 RZTTME
—A—H 111,800 11 52,200 5 — —
Dividends satisfied by PARRE
shares (Note 8(b)(ii)) (B 8(o)ii)) 1,338 — — — — —
Issuance of shares ZIIRG 691 = - - - -

Effect of repurchase and FRAEER K
currency re-denomination S35

of share capital i) R E() (113,829) (1) (52,200) (5) 1,660,291 21,86
Exercise of warrants TR RRIERE

(Note 27) (FfisE 27) — — — — 271,440 3,480
Issuance of shares BETET

upon listing (ii) R&fA i) — — — — 684,415 8,774

As at 31 December 2004 ~ R-ZEME
+-A=1+—H — — — — 2,616,146 33,540
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(ii)

On 8 May 2004, 113,829,109 ordinary shares and 52,200,000
preferred shares of US$0.0001 each were repurchased and
1,660,291,090 ordinary shares of HK$0.1 (equivalent to
approximately US$0.064) each were allotted and issued,
credited as fully paid, to the former holders of such ordinary

and preferred shares in exchange therefore on a pro rata basis.

684,415,000 ordinary shares of HK$0.1 (equivalent to
approximately US$0.0128) each were issued upon the
Company’s initial public offering of shares at an issue price of
HK$0.5 (equivalent to approximately US$0.064) each on 13
August 2004, resulting in a share premium of approximately
US$35,098,000.

(ii)
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R_ZZZEWNFRANE - A2FECER
113,829,109/ B AXEI{50.0001E T H) &
38 % % 52,200,000/% & A% E {8.0.0001 3 7T
MELER  WEBRZAFEZSLBER
kB XEBROALTRZERFT
1,660,291,0900 R EEO. 15T (WE
0.0643 7T) MR L AR - LAIREL B
R M ERRG o

RRARHERRAABERMMN =TT
MENAT=ZHBREESEFR.ET
(#%700.064357T) 1T T 684,415,0008%
BREMEO0. 17T (K% 5700.0128% 7T) 1Y
TElKk - BRELEROGZELD
35,098,000 T °
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Notes to the Financial Statements &t # 3 & Kf F

Share Merger Warrant Accumulated
premium reserve reserve losses Total
RA%E APtRE BRGE 5y #it
US$000 US$'000 US$'000 US$'000 US$'000
TEx TE£x TE£x FEx FE£x
(Note 21)
(FitzE 21)
As at 1 January 2003 RZTT=45—-A—H
Issuance of shares Bk 54,695 — — — 54,695
Merger reserve arising REAMEEN

from the restructuring BOHERE — 34,518 — — 34,518
Share issuance expenses BRIVBTHRY (1,448) — — — (1,448)
Loss for the period HREE — — — (501) (501)
As at 31 December 2003 RZZE=F+-A=1—H 53,247 34,518 — (501) 87,264
Issuance of warrants (Note 27) TTRRER (HizE27) — — 17,400 — 17,400
Repurchase and currency BERAREERK

re-denomination of share capital ErEf (iF19)

(Note 19) (21,270) — — — (21,270)
Share issuance expenses BT (7,433) — — — (7,433)
Exercise of warrants (Note 27) IERRER (M3 27) 13,920 = (17,400) = (3,480)
Issuance of shares R B

upon listing (Note 19) HARA (HEE19) 35,08 - - - 35,008
Profit for the year FREA — — — 5,067 5,067
As at 31 December 2004 RIZEME+_A=+—H 73,562 34,518 — 4,566 112,646
Merger reserve of the Group and the Company represent the AEBEERARNTNE HREEEZRR
difference between the nominal value of the subsidiaries’ registered REBAEBELTMN _TE=F
capital acquired pursuant to a restructuring, completed on 5 August J\ A H B 5EK & E 4 Fr ik B8 59 B 8
2003 in preparing for the Group’s listing, and the nominal value of AREMEAREE - HEAEREZ
the share capital of the Company issued in exchange thereof. ZEMB AR MBITHARARKRANE

BEMEZE
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Investments in subsidiaries of the Company comprised:

Unlisted shares, at cost

FEERLD » AR

The directors are of the opinion that the underlying value of the

subsidiaries was not less than the carrying value.

Details of the Company’s subsidiaries are as follows:

2004 2003
US$000 US$'000
TER TR
34,527 34,527

EEZRR %ZEWBARNMEREE
BY MERREE -

RARHMBRBFEOT

Country/place of
incorporation/ Principal activities
Establishment and Issued and fully paid Attributable and place
kind of legal entity up share capital equity interest of operations
Name EMARYL/ RIER BT ik TEERR
8 wHREEERER BRBRA R & R 5
Directly Indirectly
held held
EERE HESRF
CSMC Manufacturing Company British Virgin Islands (“BVI") Us$2 100% —  Trading of integrated
Limited (“CSMC-BVI") Limited liability company 2% circuit and related
FEFEREEERAF KBRS products in Hong Kong
(TLE+gRRE]) EREERA NEEEEEK
BRREBEER
Advanced Microelectronics BVI Limited US$1 100% —  Investment holding in BVI
Limited (*AML") liability company 1% REBRZHS
EEWEFERAA RBRIHES REZR
(TE=EMET]) BEREEAT
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B35 HROR MR

Country/ place of
incorporation/ Principal activities
Establishment and Issued and fully paid Attributable and place
kind of legal entity up share capital equity interest of operations
Name BRI RIER, BRTH i35 TEEXKER
a8 WEHREEERER HBRBRE RAER LEE
Directly Indirectly
held held
EERE HEBF
Qualibest Enterprises Limited (‘QEL") ~ BVI Limited US$1 100% —  Investment holding in BVI
BRELERAR ((BREZ]) liability company (E REBRLES
RBRELREE REZR
BEREELNA
CSMC Technologies Fab 1 The PRC Wholly-owned US$57,974,286 — 100%  Manufacture of integrated
Co., Ltd. (“Fab 17) foreign enterprise 57,974,286 7T circuit and related products
mGERLE H in the PRC
FEEFRAR (&) SEBERE RPEREEKERR
HERER
CSMC Technologies Fab 2 The PRC Wholly-owned US$35,000,000 — 100%  Manufacture of integrated
Co., Ltd. (“Fab 2") foreign enterprise 35,000,000 7T circuit and related products

ESEH FENRARAA
(1))

129 CSMC TECHNOLOGIES CORPORATION

hE
NEBELE

EFHLENRBER2F

in the PRC (pre-operating
as at 31 December 2004)
(RZZTWE+-A
=T HEELE
BB R B BUEER
SR RIEEER



2004 2003

US$’000 US$'000
FTER FET
Profit before taxation BRI A 12,737 4,566
Adjustment for: YEHLATNIE B A% -
Provision for doubtful FEW R BB
receivables 1,113 71
(Reversal of provision) (B fERE)
provision for B ERE
inventories obsolescence (17) 81
Depreciation e 14,827 9,076
Amortisation of intangible B A Y
assets 85 40
(Gain) loss on disposal of HERBETEEE
fixed assets (M%) E1a (7) 13
Impairment of fixed assets ~ EE B ERE 1,630 —
Interest expenses FEF 992 709
Interest income from RITERE A EHA
bank deposits (187) (108)
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Notes to the Financial Statements &t # 3 & Kf F

Operating cash flows before  &E& & & B AT

working capital changes HEEHERE
Increase in inventories FEEN
Increase in trade and notes ~ [EWE SER KK
receivables FEM R IRIE AN
(Increase) decrease in U EEEA T R
amount due —BREFIA
from related parties and a (3ghn) m

shareholder

(Increase) decrease in TERIFRIE - Bt FEU
prepayments, other I K AR
receivables and RITIFRX
restricted bank deposits (3g0n) w

Increase (decrease) in HETEfFIE
advances from FEFTIE R R

customers, accruals and H At e 58
other payables #2hn CRid)

Increase (decrease) in FERTREA T
amount due FRIAIE N
to related parties CRid)

Increase (decrease) in trade ENE SERZ N
and notes payables JENE®E N Ofd)

Net cash inflow generated KR E PTEE A Y

from operations B RANFEE

CSMC TECHNOLOGIES CORPORATION # 8 F# &l AR 2 7

2004 2003
US$’000 US$000
FER FET
31,173 14,448
(11,540) (546)
(5,993) (1,870)
(3,320) 1,427
(1,309) 1,484
3,403 (1,643)
101 (1,330)
9,751 (1,676)
22,266 10,294




At 1 January 2003
Dividends
Net cash inflow (outflow)

from financing

At 31 December 2003
Net cash inflow (outflow)

from financing

At 31 December 2004

Share capital Accrued share
including share issuance expense
premium and (included in
warrant reserve other payable)
B PRt 47
(BERH Dividend BOMX
HEKRRR Bank loans payable (FEAHEAE Total
£ 10)) RITER ERRE EAHRER) BE
US$'000 US$'000 US$'000 US$'000 US$'000
TEx FTxn TET TET TEx
RZTE=F—H—H 9 11,336 = — 11,345
) = = 13,000 — 13,000
REBRERA
(i) F8 53,254 11,314 (6,454) = 58,114
RZZE=F+-A=1—H 53,263 22,650 6,546 — 82,459
BMERDRA
OfH) 58 53,839 (5,150) (6,546) 1,290 43433
RZZEME=A=+—H 107,102 17,500 - 1,290 125,892
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B35 HROR MR

In August 20083, the Group acquired 100% of the equity RZZFZ=FN\A x&£EBMNU
interest in Qualibest Enterprises Limited (“QEL”) and CSMC KRE1ZTWEQualibest
Technologies Fab 2 Co., Ltd. (“Fab 2”), QEL's wholly-owned Enterprises Limited ([QEL|) &
subsidiary for a consideration of US$1. The fair value of net HeEWB AR EGEHLE

assets acquired is as follows:

Net assets acquired
Fixed assets
Intangible assets
Other current assets
Cash and bank balances
Due to a related party

Other current liabilities

Goodwill (Note 11)

Cash consideration
Less: Cash and bank

balances acquired

Net cash inflow in respect
of the purchase of QEL
and Fab 2

Bl EEEFH
EE B E

BVEE
HARENEE

e RIRTTHER

FEfN — R RIEALRIA
HitREAE

e (FaE11)

R HE
o BEWRERE R
RITHERR

FIEBE QEL &
ZRRERE

MAHEE
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BMEER2R (/) 28
Bt - CRBEEFENAR

BEWT :
2004 2003
uss us$
E e

— 554,144
— 2,267
— 491,072
— 117,230
— (1,001,805)
— (427,167)

— (264,259)
— 264,260

— (117,230)

— (117,229)




In March 2003, fixed assets amounting to approximately
US$22,527,400 were contributed to the Group by Wuxi China
Resources Microelectronics Co., Ltd., the then joint venture
partner of CSMC Technologies Fab 1 Co., Ltd. (now a wholly-
owned subsidiary of the Company after a restructuring of

the Group completed on 5 August 2003).

R-ZTET=F=F  EHEH
WEFERAR (REHERN
FEYERAERARERNE
ERERY RASEE_Z
T-F)\ARBEKEME
BAAXRARHZENRBRA)
MAE E % A 43 22,527,400
ETHETEEE -
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Notes to the Financial Statements &t # 3 & Kf F

As at 31 December 2004, the Group had the following RZZEENE+ZRA =+ —
significant capital commitments which were not provided for A XEEE TIIRRAE
in the consolidated balance sheet of the Group: MEEEABERARENER
B
2004 2003
US$’000 US$'000
SPESo FE=x
Contracted but not EHEEES -
provided for:
- Acquisition of plant — BERE Rk
and machinery 25,549 15,000
Authorised but not BEHEERETL
contracted for:
- Acquisition of plant — BEWE Rk
and machinery 114,220 75,708
- Acquisition of information ~ — EEEEMEHE X4t
technology system 2,863 1,686
142,632 92,394
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As at 31 December 2004, the Group had future aggregate

minimum lease payments under non-cancellable operating

leases as follows:

Factory premises and
machinery
- Within 1 year
- After 1 year but
within 5 years

- Later than 5 years

R 28
— &R
— a4
BB
- BREE

RZBTEWNF+_A=1+—
A AKERETAHELE
MOBANTRRFERS @

L

2004 2003
US$’000 US$'000
FTXr TET
1,631 1,418
5,015 1,940

— 105

6,646 3,463
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As at 31 December 2004, the Group had aggregate banking

facilities as follows:

Loan facilities ERmE

Letters of credit ERE

Total facilities L& 4aEE

Less: amount utilized B BEENAERE
Loan facilities BEXmE
Letters of credit ERFE

Unused facilities AEHME

As at 31 December 2004, the amount of utilized letter of credit was
guaranteed by certain of the Group’s pledge deposit amounted to
approximately US$111,000 (2003: US$32,000) (Note 15).
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R-ZEmF+=A=+—H &
KENRTREBBNT

2004 2003
US$'000 US$'000
FERx FET
137,658 34,155
2,613 10,000
140,271 44,155
(17,500) (22,650)
(781) —
121,990 21,505

R-ZEZWNE+-_A=+—H8" B
HRAERAENSERRAEE ALY
111,000% 7T (ZEZ =4 : 32,000
EL)WE TEERERELER (M
#£15) °



Name
£

Relationship
ZREA

Faithway Resources Limited (“Faithway”)

Faithway Resources Limited ([Faithway])

Stockside Limited (“Stockside”)
Stockside Limited ([Stockside])

Central Semiconductor Manufacturing
Corporation (“CSMC Cayman”)

Central Semiconductor Manufacturing
Corporation ([ L# &8 )

China Resources Microelectronics
(Holdings) Limited (“CR Microelectronics”)

EEMET(EZER)BERAF
([EHEBEF]D

Central Semiconductor Manufacturing
Co., Ltd. ("CSMC-HK?”)
Central Semiconductor Manufacturing

Co., Ltd. ([EEFRE])

Wuxi China Resources Microelectronics
Co., Ltd (“Wuxi CR”)

BEHERBEFBRAA
(EHER])

Wuxi China Resources Semico
Co., Ltd. (“Wuxi CR Semico”)

BHERYRHINEFBERAQA
([mHEBYR)

A substantial shareholder of the Company

ARBHEZME

A substantial shareholder of the Company

ARFH)EZME

Parent company of Stockside
Stockside KA &

Parent company of Faithway
Faithway BY &2 A

Wholly-owned subsidiary of CSMC Cayman
FEFERNZEMBAR

Wholly-owned subsidiary of CR Microelectronics

ERMETHE2ENBAR

A subsidiary of CR Microelectronics
as 10 99.5% of its issued shares

ERMETHEAEESEITRG9.5%
Collip== NG|
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Name Relationship
=E ZREA
Wuxi Huajing Multi-Services Co., A subsidiary of Wuxi CR as to 95%
Ltd. (“Wuxi Services”) and Wuxi CR Semico as to 5%
BOERESREERDF i E BB % REHERYRFS
(M= R 5% ) Bt /&8 2 7]
IPCore Technologies Corporation (“IPCore”) Controlled by Directors and

shareholders of the Company
IPCore Technologies Corporation ([ /5&H]) BAAR A A E F AR 2

IPCore Technologies (Shanghai) Wholly-owned subsidiary of IPCore
Co., Ltd. (“IPCore SH”)
BERR () ARAR (TEERR(EEB)])  IPCoref) 2 BN E L A
Wiston Management Limited (“Wiston”) Controlled by Directors of the Company
Wiston Management Limited ([Wiston]) AN A A 8 = 12
Wuxi China Resources Huajing A subsidiary of Wuxi CR as to 75%
Microelectronics Co., Ltd. (“Wuxi Huajing”) and CR Microelectronics as to 25%

of its share capital

mERERNETERAR EISEREREBUEFHRIERHE 75%
(ME=HESR]) 5225 % & 78 & Bff B A &)
Shenzhen China Resources Semico A subsidiary of Wuxi CR Semico as to 75%
Co., Ltd. (“Shenzhen CR Semico”) and CR Microelectronics as to 25%
of its share capital
R R BHUE B R A A EEERYMRERMEFORIEEH
(DRIIE R 75% 5 25% IR AR B Y B8 2 7]
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During the year ended 31 December 2004, the Company

had the following significant transactions with related parties:

Sales of goods SHE M
- Wuxi CR Semico —EHERYE
- IPCore SH —BRE (B8)
- IPCore — B RHR

—RIIEE R
Utilities fee paid to Wuxi CR  [AIEHZEB SN ARAEX£ER
Operating lease paid E SR T
to Wuxi CR KEEAEE
Consulting fee paid to Wiston A Wiston 7~ EEfS &
Wafer milling services fee paid [A] £ 5 % B 12 ELFf & A 7
to Wuxi CR and its XA REFTEREE A
subsidiary
Storage and transportation fee A4 §5%E 8 & £ 85 AR 15
paid to Wuxi CR and SR ERERER

Wuxi Services

- Shenzhen CR Semico

FEHERBELS

Purchase of mask from
Wuxi CR

Wuxi CR and Wuxi Services S'ZHEITE'%?‘E&

Design and technical EEEIYEEEE N
service fees REt R kAT
paid to IPCore BR75%E

Purchase of fixed assets from [ FZEFEREEE
CSMC Cayman (i) EE&EE()

REBEZE=ZZT A=+
—BILEER  KAQREHEE
ATHEARRZUOT ¢

2004 2003
US$’000 US$'000
TEx TET
13,737 8,471
3,310 2175
1,296 901

642 —

8,940 5,131
1,102 1,050

465 688

360 329

130 51

21 14

20 26

1,363 —

— 19,510
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Notes to the Financial Statements B # 3 & Kf 5*

(i) CSMC Cayman acted as a “middleman” in the purchase of a
6" wafer production line from Agere System Inc., the machinery
supplier, on behalf of Fab 1. The machinery was sold to Fab 1
by CSMC Cayman at the purchase cost plus other purchase
related costs.

CSMC TECHNOLOGIES CORPORATION M t Z R &K B R 1 &

FEFEERER-BERN
4 221 i P Agere Systerm
Inc.iE B 62 & B 4 E &K
[REAL o EEEFEBIRE
BEMEEMEERBEER
MR E T — R o



As at 31 December 2004, the Company had the following

significant balances with related parties:

Group
Due from related parties:

- Wuxi CR Semico

- IPCore SH

- Shenzhen CR Semico
- CSMC Cayman

- CSMC-HK

- Grandmate

- IPCore

Due from a shareholder
- Stockside

Due to related parties:
- Wuxi CR
- IPCore
- Wuxi Services
- Wiston
- Wuxi Huajing
- CSMC-HK
- CSMC Cayman

%

e BB A £

*ﬁﬁﬁiﬁfﬂﬁyﬂ
—BEEER (B8)
—IRYIIEE R

—bEyEE
— LEES

— Grandmate

—BERHX

FEU— 2 IR R IE
— Stockside

FERTRAE A T 5/IE
— 53
— BRI
— w5 HRTE
— Wiston
— R
—LEEE
—bzymp

RZBTEWNF+_A=1+—
A ARRMERBEALL

BRI :

2004 2003
US$’000 US$'000
Fxx F=7T
3,041 1,532
1,816 923
433 —
193 —
188 —
2 _
— 150
5,673 2,605
6 6
570 3,164
320 —
43 —
16 60
2 _
— 3,856
= 316

951 7,396
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2004 2003
US$’000 US$'000
TER FET
Company NG
Due from related parties: FEUS B8 A T RUA ¢
- Subsidiaries of o NGO E=PNG]
the Company 103,453 30,271
Due from a shareholder: FEUR — B AR R FRIA -
- Stockside — Stockside 5 5
Due to related parties: FERT BB A T 3UE ¢
- IPCore SH — BRI (L&) 19 —
- Wiston — Wiston 16 —
- Subsidiaries of —ARRAINHEB AR
the Company — 81
- CSMC Cayman — bEEEpe — 268
- CSMC-HK —LEFE — 27
- Other subsidiaries of — bEEEm
CSMC Cayman HEMHB AR — 7
35 383
As at 31 December 2004, all balances with related parties R-_EBEENFE+ A =+—
were unsecured, non-interest bearing and without fixed H: FiEBEEALTESAELR
repayment terms. 2R REEEERE -
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On 27 February 2004, the Company issued 17,400,000 unlisted
warrants at US$1 each with total proceeds of US$17,400,000.

Subscription monies paid by a holder of the warrants upon exercise
of the relevant warrants will be applied in paying up any ordinary
shares issued pursuant to such exercise. Such warrants are
exercisable on the date of the Company’s listing on 13 August
2004 and shall lapse on the date immediately following the first

anniversary of such date.

Pursuant to a supplement agreement dated 28 June 2004, the
Company and the holders of the warrants agreed that the price
per share payable for the subscription of shares upon the exercise
of a warrant shall be HK$0.5 (equivalent to approximately
US$0.064) per share, being the final offer price upon the listing of
the Company'’s share, and a total of 271,440,000 shares would fall

to be issued should all the warrants be exercised.

Upon listing, all of the 17,400,000 warrants were exercised and
consequently 271,440,000 ordinary shares with a par value of
HK$0.1 (equivalent to approximately US$0.013) each were issued
at HK$0.5 (equivalent to approximately US$0.064) each according
to the terms of the warrants resulting in a share premium of
approximately US$13,920,000.

RZZEZENF_A=++H &AAQ
AR N RREF1ETHEEET
T17,400,00017 FF £ iR RUHERE - P
1S FIE4RRE 517,400,000% T ©

RIEETH ARITES @R E
B RBCE  BRESR
BT RAHERE M 1T R E A E B
B o ZERBAEERRAR A KD
E_TTMFENA+=H LMWK
- WHREREZ RS —BEF
BMBBER -

BIEBBHAE-_ZSENFSA=ZTN
BRBFERZ @ A28 RRBRESR
REARE  MREERTERRE
BFMETHROHESNERERE
#AER0.57 7T (1% 700.064%€7T)
HERARR ARG LR A &K%
BB - MERREEETBITR -
A& 3174 $£271,440,0000K A% 15 °

R _ET{& © 17,400,00017 3R A% HE 75

EEREITE - Bt - BREBERREE
MK - BEREROGET (HWER
0.06437T) #17271,440,0008% & I%
EE0.1%8 7T (FR0.013%7T) M &
R - BEEE4913,920,000% 7T HI

B (3 18 -
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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.

Under the Plan, the total number of shares which may fall to be
issued must not exceed 15% of the shares of the Company in issue
from time to time and, when aggregated with the number of shares
which may be issued under any other employee incentive schemes
(if any), must not exceed 30% 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 3% of the total number of shares in issue at the close of

business on the last business day of the preceding financial year.

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 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.
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ARARBRRR-_ZZMFRAANAR
BBEBRIR - HERM DR
BhEt a8l ([5131)) - RIEFTE - A2
AR AARBREME AR 2B
BEREZ (BRATES - JFATT
EENBIUNTES) ([2EE])
DEAATNKRE - 5B EER
SENTRABREEUMBRR SN
DEEEKR  AEBRENKE
RER - ERMBMEFT B
iEE e

RIEETE > ATRE TEITNKRER
15 iiﬂ$ ATREETRE
M156% » MR Et A B E b 2 22
Bhat 2 (ng) M Al se AT AR E &
B THBARQRDEETRE
BI30% © LEAN - PAMEfA] Bf B 4F JE B
STEIFTRE R ITHRZERS - TF
BE—EMBFEEARE—EEE
HEXKRBERKERTHRER
HH30% °

BIEME - RIEF S D ENKRER
Q%ﬁa%ﬁ%%mimﬁﬁﬁ@

m%m/ﬁ%%T°E Mm
BREKENZERZCEHEBEEAA
TETRENRAEEZ2EENIER
FRAERA® TLAET - 2HENIR
H R R R R B AR0.01E T T E
- ZECREERRELBRBNR
ERUNARAT AR T2EE -



Details of the shares under the Plan are as follows:

Total number of shares under
the Plan as at 1 January 2004

AREETHBREHBAT

Total number of shares under
the Plan as at 31 December 2004

Name R-BENME-A—-AEET RZBEME+-A=+-HGEET
24 R4 & HRHEH
Allocated Vested Issued  Allocated
Allocated but during during during but not
not vested the year  theyear  the year vested Vested Total
E7E Vested Total 5 ER 5 B4R
BAGE 258 gy ERSR  EAEE  ERRT BXEE E5E a3t
000 ‘000 000 ‘000 000 '000 000 ‘000 000
T Tk Tk Tk Tk Tk Tk T TR
Directors S
— Peter Chen —REF — - - 7817 1,402 — 6,415 1402 7817
— Robert Lee ~ZNE = — — 5,850 1,268 — 4,582 1,268 5,850
— Gene Tsai —5H — - - 4,336 671 — 3,665 671 4,336
Employees B8 — — — 126,482 15,980 — 110,502 15,980 126,482
— — — 144,485 19,321 — 125,164 19,321 144,485

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 make
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 avaliable to
reduce future contribution of the Group. There was no forfeited
contributions available at the year end to reduce future contributions
(2003: Nil).
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Pursuant to PRC laws and regulations, contributions to the basic
old age insurance for local staff of the Company’s subsidiaries
operating in the PRC are made monthly to a government agency
based on 29% of the standard salary set by the provincial
government, of which 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$69,000 (2003: US$69,000) were payable

to the funds at year end.

During the year, the Group has provided corporate guarantee to a
third party bank for the down payment mortgage loan, in addition
to the pledged bank deposit as set out in Note 15, of its employees
amounting to approximately US$62,000 (2003: Nil). Management
anticipate that no material liabilities will arise from the above

guarantees.

Certain comparative figures were reclassified to conform to the

current year presentation.

The accounts were approved by the board of directors on 15 March
2005.
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