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Despite sluggish global semiconductor environment, the continual
improving operations of the Group’s Semiconductor Business
during the year, with positive turnover and profit contribution
enhancement, provided concrete reasons for optimism in the long
term development of the Group’s Semiconductor Business. The
continual growth of the Chinese residential air-conditioner market
and overseas market bodes well for the Group’s Compressor
Business which contributed significantly to the Group’s turnover
and profitability.

The Group’s audited consolidated turnover for the year amounted
to HK$3,064 million, representing an increase of 15% over that
of last year. The Group’s gross profit margin for the year was
27% (2004: 28%). The Group’s profit from operations for the
year has increased by 10% from HK$391 million of the previous
year to HK$429 million, representing an operating margin of 14%
(2004: 15%). The Group’s profit attributable to equity holders
and basic earnings per share for the year were HK$317 million
and 11.90 HK cents respectively (2004: HK$310 million and 11.75
HK cents respectively). The magnitude of increase in operating
profit is much higher than that for profit attributable to equity
holders, this is because last year’s profit attributable to equity
holders included:

(a) negative goodwill write-back of HK$57 million. Under the
new accounting standards adopted by the Group, with effect
from 1st January, 2005, such negative goodwill write-back
has discontinued; and

(b) share of profit of associated company of HK$21 million. The
associated company registered a loss for the current year,
resulting in an attributable loss of HK$13 million to the Group.

Hence on an operating level, the Group performed extremely
well with its operating cash flow increased by 26% from HK$413
million during the last year to HK$522 million in 2005.
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With effect from 1st January, 2005, the Group has adopted a
number of new accounting standards issued by Hong Kong
Institute of Certified Public Accountants. The details of these
and their financial impact are set out in Note 2 to the financial
statements.

The Directors have resolved to recommend the payment of a
final dividend of 2.0 HK cents per share for the year ended 31st
December, 2005 (2004: 2.5 HK cents per share), payable on
12th June, 2006 to shareholders on the register of members of
the Company on 22nd May, 2006.

The Register of members will be closed from 16th May, 2006 to
22nd May, 2006, 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 26th Floor, Tesbury Centre, 28 Queen’s Road East, Wanchai,
Hong Kong, not later than 4:30 p.m. on 15th May, 2006.
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The Group’s Semiconductor Business has continued to improve
its performance inspite of the slower growth Chinese market
environment during 2005, providing the Group with a solid
platform to tap into the huge and expanding semiconductor market
in the PRC.

The Group’s Compressor Business continues to perform very
satisfactorily. With further production capacity expansion being
carried out, 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.

At present, the domestic semiconductor industry satisfies only a
small portion of the total demand for IC’s and discrete devices 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 and discrete devices
produced by Group’s Semiconductor Business have relatively
longer product life cycles and belong to the mature technology
consumer IC and discrete device market segment targeting the
PRC market, they are relatively immune to volatile price
fluctuations found in high end market segments meant for global
computer and communication markets and thus contribute to the
Semiconductor Business’s stable gross profit margin. The Group
will continuously enhance its technical expertise to produce higher
value-added products within this stable-price yet high-growth
consumer IC and discrete device 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
and discrete device market.

The turnover of the Semiconductor Business increased to
HK$1,430 million for the year ended 31st December, 2005 from
HK$1,295 million recorded in previous year, an increase of 10%.
The gross profit margin for the year was 22% compared to 26%
of previous year. The reduction in gross profit margin was mainly
due to the normal initial low capacity utilisation rates of the newly
operated 6 inch wafer fabrication and IC packaging facilities in
2005. Gross margin is expected to improve when these operations
are ramped up in 2006. The Semiconductor Business achieved
an operating profit of HK$153 million for the year ended 31st
December, 2005 (2004: HK$167 million).
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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)

(c)

(d)

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
Wafers & Chips Ltd. and China Resources Semiconductor
Company Limited;

a leading testing and packaging production facilities of
consumer IC’s with annual capacity of 110 million units.
This business is carried out by Wuxi CR Micro-Assemb Tech.
Ltd and Semicon Microelectronics (Shen Zhen) Co., 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 Semico, Wuxi INTECH Technology Co., Ltd.
and Shenzhen China Resources Semico Co., Ltd.; and

a Hong Kong Main Board 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 the PRC’s largest
6-inch 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 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 further
improved with the continuing increase in demand for air-
conditioners in the PRC which saw a price increase of 16% by
the Group during 2005 when compared to the annual average
price level of 2004. 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 the
PRC customers seeking energy saving variable speed
compressors as well as overseas market demand for more
advanced compressors using new environment friendly refrigerant.

During 2005, turnover amounted to HK$1,433 million, which
represents an increase of 20% over the HK$1,192 million turnover
in 2004. The Compressor Business has continued to make a
significant contribution to the Group’s operating profit. Its gross
and operating margins were 30% and 19% respectively (2004:
28% and 19% respectively). The increase in gross margin was
because of the sale of new technology and higher value added
products which are energy saving and environmental friendly,
continual successful material localisation program and tight cost
controls. An operating profit of HK$277 million was achieved
during the year, an increase of 20% over the HK$230 million for
2004.

The annual production capacity of the Compressor Business has
reached 5 million units as a result of Phase V expansion of
compressor production capacity during 2005. The Group is well
poised to capture the huge demand for the residential air-
conditioners in both the 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.
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In 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. 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. With further production
capacity expansion being planned and additional equity invested
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.

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 enterprises. The
Office Furniture Business has over 20 regional distribution
channels across the PRC including 10 branches in major cities.
Turnover for the year ended 31st December, 2005 amounted to
HK$201 million with an operating profit of HK$20 million (2004:
HK$186 million and HK$22 million respectively). The Office
Furniture Business was disposed of in December, 2005.

The Group has disposed of its Office Furniture Business in
December, 2005 to focus its resources on its Semiconductor and
Compressor Businesses. The Group will continue to expand 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.
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For the Semiconductor Business, the Group will continue to
benefit from the rapidly increasing demand in the PRC for mature
technology consumer IC’s and discrete devices. The acquisition
of a leading PRC semiconductor enterprise in 2002 and its
subsequent successful restructuring and integration, 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$334 million of capital expenditure in 2005 to purchase
additional production equipment. 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 as well as enhancing their design
capabilities, introducing 0.35um 16 bits MCU and embarking on
designing 0.18um MP3 SoC. The Group has recruited high caliber
semiconductor design experts from the United States in recent
years and will continue to recruit overseas trained semiconductor
experts to enhance the continuous development of its IC and
discrete device manufacturing and design capabilities.

The Group has become the market leader in the mature
technology consumer IC and discrete device 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 of up to 0.35um CMOS
technology. The restructuring, funding and the invitation of
strategic partners carried out by the Group’s open foundry
associated company, CSMC-Tech and its subsequent listing on
the HK Stock Exchange in 2004, paved the way for the rapid
expansion of the Group’s foundry business. The Group’s
Semiconductor Business has become one of the key growth
drivers of the Group, providing the Group with a solid 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 2006 and
thereafter. The Group will strive to continually enhance its
technical capability within the consumer IC and discrete device
market segment via infusion of talents and forging strategic and
technical alliances with foreign partners.
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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 the PRC. The Group’s
Compressor Business will strive to enlarge its market share in
the PRC to further capture the huge potential demand for
residential air-conditioners.

In 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
compressor products for residential and commercial air-
conditioners. The arrangement will increase the Group’s annual
production capacity of compressors from the 3.5 million units in
2004 to 6 million units by 2006. The first and second production
lines for manufacturing leading edge technology direct current
and new environment friendly refrigerant compressors have been
successfully installed and put into operation during 2005. The
total annual production capacity of the Compressor Business
have reached 5 million units by the end of 2005.

The arrangement with Sanyo Electric 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 from Sanyo Electric
while Sanyo Electric can further leverage on the production and
cost efficiency of the joint venture to enhance its own residential
air-conditioner business.

With its capacity increased to 6 million units by 2006 and
production technology further enhanced, the Compressor
Business of the Group is making a definite 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 both the Semiconductor Business and the
Compressor Business will continue to contribute positively to the
Group’s turnover and profitability in 2006 and thereafter.
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The net cash inflow from operations during the year amounted to
HK$522 million which was 26% higher than that of last year. The
increase was brought about by the improved operating results
albeit increase in working capital requirement that is in line with
the increase in activity of the Group.

The Group has spent HK$629 million in capital expenditure during
the year, 53% of which was used to fund the expansion and
upgrading of existing production and packaging facilities of the
Semiconductor Business. The balance of the 47% of the spending
was deployed on phase V expansion plan of the Compressor
Business. 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$470
million representing a decrease of HK$86 million or 15% against
that at last year end. Among the cash balance 46% and 47%
were denominated in Renminbi and Hong Kong dollar respectively
and the remaining in Japanese Yen and US dollar.

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$1,367
million which was about the same as that of last year end. The
net borrowings of the Group was HK$897 million as at the year
end. The gearing ratio of the Group at the end of the year,
calculated as net borrowings over total equity, was 30%,
compared to 33% as of last year end. The current ratio (ratio of
current assets to current liabilities) was maintained at the healthy
level of 1.41. The financial position and liquidity of the Group is
healthy and stable.

The Group’s total borrowings of HK$1,367 million came from two
sources namely interest bearing bank loans and other borrowings
which are all unsecured. 38% 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 14% of the interest
bearing bank loans with the rest denominated in HK dollar. All
Renminbi interest bearing bank loans are on floating 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, 77% 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 1% of the Group’s total borrowings
as at the year end date were all denominated in Renminbi and
interest bearing. They are repayable on demand. HK$113 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.

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 dollar 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.

As at the end of the year the shareholders’ fund of the Group
was HK$2,397 million, representing an increase of HK$449 million
or 23% compared to that of last year. During the year HK$93
million was paid to shareholders of the Company as final dividend
for the year 2004 and interim dividend for 2005.
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The Group disposed of its Office Furniture Business in December,
2005 to its holding company, CRH. The disposal consideration
was HK$183 million which represents approximately 12 times
the average after tax net profit of the Office Furniture Business
for the years 2003 and 2004 as well as approximately 1.8 times
its net tangible asset value as at 31st December 2004.

Other than the above, the Group has not entered into significant
investments, acquisitions and disposals agreements during the
year, except for the following contract entered into in 2004 and
continues during the year.

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 (“Phase V
expansion plan”) for a consideration of JPY4,414,860,000 (about
HK$319,635,864). HK$140 million and HK$155 million were paid
in the year 2004 and the current year respectively. The
outstanding commitment is HK$25 million and is payable in full
till mid 2006.

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.

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 HK 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.
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A summary showing the Old Share Option Scheme and the New
Share Option Scheme and their respective movements are
detailed in the Directors’ Report and in Note 31 to the financial
statements.

As at 31st December, 2005, the Group employs approximately
7,000 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.

On behalf of the Board, | would like to take this opportunity to
express our utmost gratitude to the past Chairman, Mr. Song
Lin, for his past stewardship and guidance provided to the Group,
our most sincere appreciation to our business partners, customers
and shareholders for their unfailing support as well as 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
ZHU JINKUN
Chairman

CHINA RESOURCES LOGIC LIMITED

Hong Kong, 11th April, 2006
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