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English Translation of a Report Originally Issued in Chinese

Independent Accountants’ Report

April 21, 2003
The Board of Directors and Stockholders

Fortune Electric Co., Ltd.

We have reviewed the accompanying balance sheets of Fortune Electric Co., Ltd. as of March 31, 2003 and 2002, and the related statements of income and cash flows for the three months then ended.  These financial statements are the responsibility of the Company’s management.  Our responsibility is to issue a report on these financial statements based on our reviews.

Except the third paragraph, we conducted our review in accordance with Statements of Auditing Standards No. 36 “Review of Financial Statements” issued by the Auditing Committee of the Accounting Research and Development Foundation of the Republic of China.  A review of interim financial statements consists primarily of applying analytical procedures to financial data and making inquiries of company personnel responsible for financial and accounting matters.  It is substantially less in scope than an audit in accordance with auditing standards generally accepted in the Republic of China, the objective of which is the expression of an opinion regarding the financial statements taken as a whole.  Accordingly, we do not express such an opinion.

The carrying values of the equity-accounted long-term equity investments as of March 31, 2003 and 2002 amounted to NT$216,079 thousand and NT$73,225 thousand, respectively, and the related equity in net loss for the three months then ended March 31, 2003 and 2002 amounted to NT$6,979 thousand and NT$13,932 thousand, respectively, are based on the investees’ unreviewed financial statements.

Based on our review, except for the effects of such adjustments, if any, as might have been disclosed had we reviewed the financial statements of the investee companies as explained in the preceding paragraph, we are not aware of any material modifications that should be made to the financial statements referred to in the first paragraph for them to be in conformity with Guidelines for Securities Issuers’ Financial Reporting and accounting principles generally accepted in the Republic of China.

The Company adopted Financial Accounting Standards No. 30 “Accounting for Treasury Stock” since 2002.  FAS No. 30 required that stocks of parent company held by subsidiary are regarded as treasury stock. 
T N Soong & Co
An Associate Member Firm of Deloitte Touche Tohmatsu
Taipei, Taiwan

The Republic of China

Notice to Readers

The accompanying financial statements are intended only to present the financial position, results of operations and cash flows in accordance with accounting principles and practices generally accepted in the Republic of China and not those of any other jurisdictions.  The standards, procedures and practices to audit such financial statements are those generally accepted and applied in the Republic of China.
FORTUNE ELECTRIC CO., LTD.

BALANCE SHEETS

March 31, 2003 and 2002
(Expressed in Thousands of New Taiwan Dollars, Except Par Value)

	
	

     2003

	

     2002

	
	
	

     2003

	

     2002


	A S S E T S
	

 Amount

	

 %

	

 Amount

	

 %

	
	LIABILITIES AND STOCKHOLDERS’ EQUITY
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	
	
	
	
	
	
	

	CURRENT ASSETS
	
	
	
	
	
	CURRENT LIABILITIES
	
	
	
	

	Cash
	

$
20,737
	


-
	

$
18,115
	


-
	
	Short-term debts
	

$
1,102,159
	


25
	

$
731,732
	


17

	Short-term investments – net
	


1,286
	


-
	


1,996
	


-
	
	Short-term negotiable instruments payable
	


330,614
	


7
	


395,666
	


9

	Notes receivable
	


26,856
	


1
	


113,864
	


3
	
	Notes payable
	


94
	


-
	


1,532
	


-

	Accounts receivable - net of allowance of $39,191 in 2003 and $17,192 in 2002
	


1,501,804
	


34
	


1,752,666
	


41
	
	Accounts payable
	


579,077
	


13
	


629,114
	


14

	Other financial assets - current
	


8,960
	


-
	


18,444
	


-
	
	Income tax payable
	


4,366
	


-
	


32,283
	


1

	Inventories - net
	


823,371
	


19
	


417,419
	


10
	
	Accrued expenses
	


81,195
	


2
	


71,006
	


2

	Construction in process
	


3,627
	


-
	


-
	


-
	
	Customers’ advances
	


22,089
	


1
	


24,661
	


1

	Prepayments
	


18,422
	


-
	


13,948
	


-
	
	Other
	


34,248
	


1
	


49,543
	


1

	Other
	


89,211
	


2
	


22,329
	


1
	
	Total Current Liabilities
	


2,153,842
	


49
	


1,935,537
	


45

	Total Current Assets
	


2,494,274
	


56
	


2,358,781
	


55
	
	
	
	
	
	

	
	
	
	
	
	
	RESERVE FOR LAND VALUE INCREMENT TAX
	


56,414
	


1
	


56,414
	


1

	LONG-TERM INVESTMENTS
	
	
	
	
	
	
	
	
	
	

	Equity method
	


220,972
	


5
	


189,962
	


4
	
	OTHER LIABILITIES
	
	
	
	

	Cost method
	


122,000
	


3
	


152,000
	


4
	
	Accrued pension liability
	


46,966
	


1
	


28,252
	




	Total Long-term Investment
	


342,972
	


8
	


341,962
	


8
	
	Other
	


7,365
	


-
	


-
	


-

	
	
	
	
	
	
	Total Other Liabilities
	


54,331
	


1
	


28,252
	


1

	PROPERTIES
	
	
	
	
	
	
	
	
	
	

	Cost
	
	
	
	
	
	Total Liabilities
	


2,264,587
	


51
	


2,020,203
	


47

	
Land
	


549,613
	


13
	


549,613
	


13
	
	
	
	
	
	

	
Buildings and equipment
	


585,725
	


13
	


585,725
	


13
	
	STOCKHOLDERS’ EQUITY
	
	
	
	

	
Machinery and equipment
	


682,676
	


15
	


674,743
	


16
	
	Capital stock - $10 par value
	
	
	
	

	
Other equipment
	


79,123
	


2
	


79,173
	


2
	
	
Authorized - 275,000 thousand shares in 2003 and 2002
	
	
	
	

	
Total cost
	


1,897,137
	


43
	


1,889,254
	


44
	
	
Issued - 220,119 thousand shares in 2003 and 219,560 thousand shares 
	
	
	
	

	Appreciation
	


104,362
	


2
	


104,362
	


2
	
	
  in 2002
	


2,201,194
	


50
	


2,195,604
	


51

	Total cost and appreciation
	


2,001,499
	


45
	


1,993,616
	


46
	
	Capital surplus
	
	
	
	

	Accumulated depreciation
	
(

508,881
)
	
(

11
)
	
(

458,716
)
	
(

11
)
	
	
Paid-in capital in excess of par value
	


3,769
	


-
	


3,769
	


-

	
	


1,492,618
	


34
	


1,534,900
	


35
	
	
Treasury stock transaction
	


7,896
	


-
	


-
	


-

	Prepayments for equipment
	


7,200
	


-
	


-
	


-
	
	
Revaluation increment on properties
	


17,754
	


1
	


17,754
	


-

	Net Properties
	


1,499,818
	


34
	


1,534,900
	


35
	
	
Gain on disposal of properties
	


-
	


-
	


369
	


-

	
	
	
	
	
	
	
Total capital surplus
	


29,419
	


1
	


21,892
	


-

	DEFERRED PENSION COST 
	


16,606
	


-
	


18,682
	


-
	
	Retained earnings
	
	
	
	

	
	
	
	
	
	
	
Legal reserve
	


181,140
	


4
	


162,319
	


4

	OTHER ASSETS
	


81,737
	


2
	


71,701
	


2
	
	
Special reserve
	


40,509
	


1
	


27,355
	


1

	
	
	
	
	
	
	
Unappropriated earnings
	


49,068
	


1
	


224,752
	


5

	
	
	
	
	
	
	
Total retained earnings
	


270,717
	


6
	


414,426
	


10

	
	
	
	
	
	
	Others
	
	
	
	

	
	
	
	
	
	
	
Unrealized valuation losses on long-term investment
	
(

23,004
)
	


-
	
(

17,480
)
	
(

1
)

	
	
	
	
	
	
	
Cumulative transaction adjustments
	


204
	


-
	


-
	


-

	
	
	
	
	
	
	
Unrecognized pension cost, contra equity account, charge to stockholders’
	
	
	
	

	
	
	
	
	
	
	
  equity
	
(

23,103
)
	
(

1
)
	
(

5,675
)
	


-

	
	
	
	
	
	
	
Total others
	
(

45,903
)
	
(

1
)
	
(

23,155
)
	
(

1
)

	
	
	
	
	
	
	Treasury stock - 17,063 thousand shares in 2003 and 18,383 thousand shares 
	
	
	
	

	
	
	
	
	
	
	  in 2002
	
(

284,607
)
	
(

7
)
	
(

302,944
)
	
(

7
)

	
	
	
	
	
	
	Total Stockholders’ Equity
	


2,170,820
	


49
	


2,305,823
	


53

	
	
	
	
	
	
	
	
	
	
	

	TOTAL ASSETS
	

$
4,435,407
	


100
	

$
4,326,026
	


100
	
	TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY
	

$
4,435,407
	


100
	

$
4,326,026
	


100


(Refer to independent accountants’ report)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF INCOME

For the Three Months Ended March 31, 2003 and 2002
(Expressed in Thousands of New Taiwan Dollars,

Except Net Income Per Share)

	
	

      2003

	

      2002


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	SALES
	

$
237,685
	


100
	

$
519,230
	


101

	
	
	
	
	

	SALES RETURNS AND ALLOWANCES
	


1,094
	


-
	


6,505
	


1

	
	
	
	
	

	NET SALES
	


236,591
	


100
	


512,725
	


100

	
	
	
	
	

	CONSTRUCTION 
	


904
	


-
	


-
	


-

	
	
	
	
	

	TOTAL OPERATING REVENUES 
	


237,495
	


200
	


512,725
	


100

	
	
	
	
	

	OPERATING COST
	
	
	
	

	Cost of sales
	


227,085
	


96
	


392,045
	


77

	Cost of construction
	


873
	


-
	


-
	


-

	Total Operating Costs
	


227,958
	


96
	


392,045
	


77

	
	
	
	
	

	GROSS PROFIT
	


9,537
	


4
	


120,680
	


23

	
	
	
	
	

	OPERATING EXPENSES
	
	
	
	

	Selling 
	


42,369
	


18
	


35,727
	


7

	General and administrative
	


18,531
	


8
	


16,452
	


3

	Research and development
	


19,342
	


8
	


11,545
	


2

	Total Operating Expenses
	


80,242
	


34
	


63,724
	


12

	
	
	
	
	

	INCOME (LOSS) FROM OPERATIONS
	
(

70,705
)
	
(

30
)
	


56,956
	


11

	
	
	
	
	

	NON-OPERATING INCOME AND PROFIT
	
	
	
	

	Rental
	


166
	


-
	


248
	


-

	Other
	


2,900
	


2
	


4,794
	


1

	Total Non-operating Income and Profit
	


3,066
	


2
	


5,042
	


1

	
	
	
	
	

	NON-OPERATING EXPENSES AND LOSSES
	
	
	
	

	Loss on exchange
	


8,949
	


4
	


8,094
	


1

	Investment loss recognized under equity 

  method
	


6,979
	


3
	


13,932
	


3

	Interest
	


4,273
	


2
	


6,805
	


1

	Other
	


889
	


-
	


189
	


-

	Total Non-operating Expenses and Losses
	


21,090
	


9
	


29,020
	


5

	
	
	
	
	

	(Forward)
	
	
	
	


	
	

      2003

	

      2002


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	INCOME (LOSS) BEFORE INCOME TAX
	
(
$
88,729
)
	
(

37
)
	

$
32,978
	


7

	
	
	
	
	

	INCOME TAX EXPENSE (BENEFIT)
	
(

25,834
)
	
(

11
)
	


9,685
	


2

	
	
	
	
	

	NET INCOME (LOSS)
	
(
$
62,895
)
	
(

26
)
	

$
23,293
	


5


	
	
       2003

	
      2002


	
	
 Pretax

	After-tax
	
 Pretax

	After-tax

	
	
	
	
	

	EARNINGS PER SHARE 
	
	
	
	

	Basic earnings per share 
	
(
$
0.44
)
	
(
$
0.31
)
	

$
0.16
	

$
0.12


Pro-forma (as if) information, assuming stocks of parent company traded and held by subsidiary regarded as investments rather than treasury stock:

	
	

       2003

	

       2002


	
	

 Pretax

	
After-tax
	

 Pretax

	
After-tax

	
	
	
	
	

	NET INCOME (LOSS)
	
(
$
83,753
)
	
(
$
57,919
)
	

$
42,740
	

$
33,055

	
	
	
	
	

	BASIC EARNINGS PER SHARE
	
(
$
0.41
)
	
(
$
0.28
)
	

$
0.21
	

$
0.16


(Refer to independent accountants’ report)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF CASH FLOWS

For the Three Months Ended March 31, 2003 and 2002
(Expressed in Thousands of New Taiwan Dollars)

	
	

  2003

	

  2002


	
	
	

	CASH FLOWS FROM OPERATING ACTIVITIES
	
	

	Net income (loss)
	
(
$
62,895
)
	

$
23,293

	Depreciation and amortization
	


20,439
	


21,345

	Investment loss recognized under equity method
	


6,979
	


13,932

	Net loss on sale of properties
	


99
	


186

	Provision for (reversal of) pension liabilities
	


933
	
(

1,261
)

	Deferred income tax 
	
(

25,835
)
	
(

1,071
)

	Changes in operating assets and liabilities
	
	

	
Short-term investments 
	


125
	
(

83
)

	
Notes receivable 
	


3,718
	


52,271

	
Accounts receivable
	


244,981
	
(

66,231
)

	
Other financial assets - current
	


17,230
	
(

3,246
)

	
Inventories 
	
(

233,624
)
	
(

37,053
)

	
Construction in process
	
(

904
)
	


-

	
Prepayments
	


1,557
	
(

200
)

	
Other current assets
	


4,694
	
(

7,590
)

	
Notes payable
	
(

406
)
	


1,067

	
Accounts payable
	
(

269,633
)
	
(

104,662
)

	
Income tax payable
	


-
	


8,947

	
Accrued expenses
	
(

7,252
)
	
(

31,949
)

	
Customers’ advances
	


8,851
	


22,783

	
Other current liabilities 
	
(

17,831
)
	
(

11,077
)

	Net Cash Used in Operating Activities
	
(

308,774
)
	
(

120,599
)

	
	
	

	CASH FLOWS FROM INVESTING ACTIVITIES
	
	

	Increase in long-term investments
	
(

42,428
)
	


-

	Proceeds from sale of properties 
	


-
	


35

	Acquisition of properties
	
(

8,976
)
	
(

6,659
)

	Increase (decrease) in other assets
	


2,694
	
(

3,100
)

	Net Cash Used in Investing Activities
	
(

48,710
)
	
(

9,724
)

	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES
	
	

	Increase in short-term debts
	


175,426
	


108,583


	Increase (decrease) in short-term negotiable instruments payable
	


184,224
	
(

39,462
)

	Net Cash Provided by Financing Activities
	


359,650
	


69,121

	
	
	

	(Forward)
	
	


	
	

  2003

	

  2002


	
	
	

	NET INCREASE (DECREASE) IN CASH
	

$
2,166
	
(
$
61,202
)

	
	
	

	CASH, BEGINNING OF PERIOD
	


18,571
	


79,317

	
	
	

	CASH, END OF PERIOD
	

$
20,737
	

$
18,115

	
	
	

	SUPPLEMENTARY INFORMATION
	
	

	Interest paid
	

$
4,230
	

$
6,898

	Income tax paid
	

$
14
	

$
1,809

	
	
	

	NON-CASH INVESTING AND FINANCING ACTIVITIES
	
	

	Stocks held by subsidiary reclassified from long-term
  investments to treasury stock 
	

$
-
	

$
57,863


(Refer to independent accountants’ report)

5

