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INDEPENDENT ACCOUNTANTS’ REPORT
October 16, 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 September 30, 2003 and 2002, and the related statements of income and cash flows for the nine 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” in 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 September 30, 2003 and 2002 amounted to NT$226,037 thousand and NT$187,143 thousand, respectively, and the related equity in net loss for the nine months then ended September 30, 2003 and 2002 amounted to NT$27,168 thousand and NT$27,235 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 regulations governing the preparation of financial reports of public companies and generally accepted accounting principles 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. 

Deloitte & Touche

(T N Soong & Co and Deloitte & Touche (Taiwan)

  Established Deloitte & Touche Effective June 1, 2003)

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

SEPTEMBER 30, 2003 AND 2002
(Expressed in Thousands of New Taiwan Dollars, Except Par Value)

	
	

      2003

	

     2002

	
	
	

      2003

	

     2002


	ASSETS
	

 Amount

	

 %

	

 Amount

	

 %

	
	LIABILITIES AND STOCKHOLDERS' EQUITY
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	
	
	
	
	
	
	

	CURRENT ASSETS
	
	
	
	
	
	CURRENT LIABILITIES
	
	
	
	

	Cash
	

$
11,766
	


-
	

$
291,102
	


7
	
	Short-term debts
	

$
579,535
	


14
	

$
852,826
	


20

	Short-term investments—net
	


1,598
	


-
	


1,439
	


-
	
	Short-term negotiable instruments payable
	


273,710
	


6
	


44,979
	


1

	Notes receivable
	


179,347
	


4
	


43,293
	


1
	
	Notes payable
	


560
	


-
	


3,803
	


-

	Accounts receivable—net of allowance of $15,687 in 2003 and $27,775 in 2002
	


1,260,167
	


29
	


1,413,516
	


33
	
	Accounts payable
	


730,425
	


17
	


814,108
	


19

	Other financial assets—current
	


13,010
	


-
	


14,543
	


-
	
	Income tax payable
	


18,089
	


-
	


15,099
	


1

	Inventories—net
	


781,946
	


18
	


445,283
	


11
	
	Accrued expenses
	


83,987
	


2
	


78,389
	


2

	Construction in process—net of advances 
	


-
	


-
	


20,482
	


1
	
	Customers' advances
	


35,765
	


1
	


11,280
	


-

	Prepayments
	


22,397
	


1
	


8,297
	


-
	
	Construction advances
	


186,376
	


4
	


-
	


-

	Other
	


71,376
	


2
	


27,922
	


1
	
	Other
	


50,168
	


1
	


52,591
	


1

	
	
	
	
	
	
	
	
	
	
	

	
Total current assets
	


2,341,607
	


54
	


2,265,877
	


54
	
	
Total current liabilities
	


1,958,615
	


45
	


1,873,075
	


44

	
	
	
	
	
	
	
	
	
	
	

	LONG-TERM INVESTMENTS
	
	
	
	
	
	RESERVE FOR LAND VALUE INCREMENT TAX
	


56,414
	


1
	


56,414
	


1

	Equity-accounted long-term investment
	


226,037
	


5
	


187,143
	


4
	
	
	
	
	
	

	Cost-accounted long-term investment
	


122,000
	


3
	


152,000
	


4
	
	OTHER LIABILITIES
	
	
	
	

	
	
	
	
	
	
	Accrued pension liability
	


48,949
	


1
	


29,884
	


1

	
Total long-term investment
	


348,037
	


8
	


339,143
	


8
	
	Other
	


15,057
	


1
	


448
	


-

	
	
	
	
	
	
	
	
	
	
	

	PROPERTIES
	
	
	
	
	
	
Total other liabilities
	


64,006
	


2
	


30,332
	


1

	Cost
	
	
	
	
	
	
	
	
	
	

	Land
	


573,113
	


13
	


549,613
	


13
	
	
Total liabilities
	


2,079,035
	


48
	


1,959,821
	


46

	Buildings and equipment
	


600,374
	


14
	


585,725
	


14
	
	
	
	
	
	

	Machinery and equipment
	


704,659
	


16
	


695,465
	


16
	
	STOCKHOLDERS' EQUITY
	
	
	
	

	Other equipment
	


79,815
	


2
	


79,462
	


2
	
	Capital stock—$10 par value
	
	
	
	

	
	
	
	
	
	
	Authorized—275,000 thousand shares
	
	
	
	

	
Total cost
	


1,957,961
	


45
	


1,910,265
	


45
	
	Issued—220,119 thousand shares 
	


2,201,194
	


51
	


2,201,194
	


52

	
	
	
	
	
	
	Capital surplus
	
	
	
	

	Appreciation
	


104,362
	


3
	


104,362
	


3
	
	Paid-in capital in excess of par value
	


3,769
	


-
	


3,769
	


-

	
	
	
	
	
	
	Treasury stock transaction
	


7,896
	


-
	


7,884
	


-

	
Total cost and appreciation
	


2,062,323
	


48
	


2,014,627
	


48
	
	Revaluation increment on properties
	


17,754
	


1
	


17,754
	


1

	
	
	
	
	
	
	
	
	
	
	

	Accumulated depreciation
	
(

540,478
)
	
(

13
)
	
(

491,832
)
	
(

12
)
	
	
Total capital surplus
	


29,419
	


1
	


29,407
	


1

	
	
	
	
	
	
	
	
	
	
	

	
	


1,521,845
	


35
	


1,522,795
	


36
	
	Retained earnings
	
	
	
	

	
	
	
	
	
	
	Legal reserve
	


190,523
	


5
	


181,140
	


4

	Prepayments for equipment
	


1,145
	


-
	


-
	


-
	
	Special reserve
	


51,644
	


1
	


40,509
	


1

	
	
	
	
	
	
	Unappropriated earnings
	


94,591
	


2
	


127,080
	


3

	
Net properties
	


1,522,990
	


35
	


1,522,795
	


36
	
	
	
	
	
	

	
	
	
	
	
	
	
Total retained earnings
	


336,758
	


8
	


348,729
	


8

	DEFERRED PENSION COST
	


16,606
	


1
	


18,682
	


-
	
	
	
	
	
	

	
	
	
	
	
	
	Other
	
	
	
	

	OTHER ASSETS
	


85,569
	


2
	


80,747
	


2
	
	Unrealized valuation losses on long-term equity investment
	
(

20,230
)
	


-
	
(

22,090
)
	


-


	
	
	
	
	
	
	Cumulative translation adjustments
	
(

3,657
)
	


-
	


753

	


-

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

23,103
)
	
(

1
)
	
(

5,675
)
	


-

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
Total other
	
(

46,990
)
	
(

1
)
	
(

27,012
)
	


-

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	Treasury stock—17,063 thousand shares in 2003 and 17,084 thousand shares in 2002
	
(

284,607
)
	
(

7
)
	
(

284,895
)
	
(

7
)

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
Total stockholders' equity
	


2,235,774
	


52
	


2,267,423
	


54

	
	
	
	
	
	
	
	
	
	
	

	TOTAL ASSETS
	

$
4,314,809
	


100
	

$
4,227,244
	


100
	
	TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY
	

$
4,314,809
	


100
	

$
4,227,244
	


100


(With Deloitte & Touche report dated October 16, 2003)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF INCOME

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2003 AND 2002

(Expressed in Thousands of New Taiwan Dollars, Except Earnings Per Share)

	
	

      2003

	

      2002


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	OPERATING REVENUES
	
	
	
	

	Sales
	

$
1,950,968
	


100
	

$
2,049,931
	


100

	Sales returns and allowances
	


3,205
	


-
	


11,870
	


1

	Net sales
	


1,947,763
	


100
	


2,038,061
	


99

	Construction revenues
	


1,937
	


-
	


20,482
	


1

	
	
	
	
	

	
Net operating revenues
	


1,949,700
	


100
	


2,058,543
	


100

	
	
	
	
	

	OPERATING COST
	
	
	
	

	Cost of sales
	


1,548,614
	


79
	


1,603,896
	


78

	Cost of construction
	


1,873
	


-
	


19,805
	


1

	
	
	
	
	

	
Total operating costs
	


1,550,487
	


79
	


1,623,701
	


79

	
	
	
	
	

	UNREALIZED PROFIT
	
(

2,603
)
	


-
	


-
	


-

	
	
	
	
	

	GROSS PROFIT
	


396,610
	


21
	


434,842
	


21

	
	
	
	
	

	OPERATING EXPENSES
	
	
	
	

	Selling
	


152,307
	


8
	


153,253
	


7

	General and administrative
	


59,167
	


3
	


56,559
	


3

	Research and development
	


57,092
	


3
	


42,304
	


2

	
	
	
	
	

	
Total operating expenses
	


268,566
	


14
	


252,116
	


12

	
	
	
	
	

	INCOME FROM OPERATIONS
	


128,044
	


7
	


182,726
	


9

	
	
	
	
	

	NON-OPERATING INCOME AND PROFITS
	
	
	
	

	Net gain on exchange
	


2,213
	


-
	


-
	


-

	Rental 
	


433
	


-
	


1,775
	


-

	Other
	


26,216
	


1
	


16,705
	


1

	
	
	
	
	

	
Total non-operating income and profits
	


28,862
	


1
	


18,480
	


1

	
	
	
	
	

	NON-OPERATING EXPENSES AND LOSSES
	
	
	
	

	Investment loss recognized under equity method
	


27,168
	


1
	


27,235
	


1

	Interest
	


11,955
	


1
	


15,820
	


1

	Net loss on exchange
	


-
	


-
	


29,648
	


2

	Other
	


2,430
	


-
	


4,733
	


-

	
	
	
	
	

	
Total non-operating expenses and losses
	


41,553
	


2
	


77,436
	


4

	
	
	
	
	


(Continued)

	
	

      2003

	

      2002


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	INCOME BEFORE INCOME TAX
	

$
115,353
	


6
	

$
123,770
	


6

	
	
	
	
	

	INCOME TAX EXPENSE 
	


25,270

	


1
	


14,817

	


1

	
	
	
	
	

	NET INCOME
	

$
90,083
	


5
	

$
108,953
	


5


	
	

      2003

	

      2002


	
	

Pre-tax

	After-tax
	

Pre-tax

	After-tax

	
	
	
	
	

	EARNINGS PER SHARE
	
	
	
	

	Basic earnings per share
	

$
0.57
	

$
0.44
	

$
0.61
	

$
0.54


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

	
	

       2003

	

       2002


	
	

 Pre-tax

	

After-tax

	

 Pre-tax

	

After-tax


	
	
	
	
	

	NET INCOME 
	

$
117,909
	

$
92,639
	

$
134,508
	

$
119,691

	
	
	
	
	

	BASIC EARNINGS PER SHARE
	

$
0.57
	

$
0.45
	

$
0.65
	

$
0.58


(With Deloitte & Touche report dated October 16, 2003)
(Concluded)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF CASH FLOWS

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2003 AND 2002

(Expressed in Thousands of New Taiwan Dollars)

	
	

  2003

	

  2002


	CASH FLOWS FROM OPERATING ACTIVITIES
	
	

	Net income
	

$
90,083
	

$
108,953

	Depreciation and amortization
	


60,809
	


64,853

	Provision for losses on decline in value of inventories
	


1,496
	


3,197

	Investment loss recognized under equity method
	


27,168
	


27,235

	Net gain on disposal of long-term investments
	


-
	
(

284
)

	Net loss on disposal of properties
	


114
	


435

	Provision for pension liabilities
	


2,916
	


371


	Deferred income tax
	


9,738
	
(

4,045
)

	Changes in operating assets and liabilities
	
	

	Short-term investments
	
(

187
)
	


474

	Notes receivable 
	
(

148,773
)
	


122,858

	Accounts receivable
	


486,618
	


273,140

	Other financial asset—current
	


13,180
	


11,646

	Inventories
	
(

211,147
)
	
(

68,114
)

	Construction in process
	


2,723
	
(

20,482
)

	Prepayments
	
(

2,418
)
	


5,451

	Other current assets
	
(

17,624
)
	
(

19,926
)

	Notes payable
	


60
	


3,338

	Accounts payable
	
(

118,285
)
	


80,332

	Income tax payable
	


13,723
	
(

8,237
)

	Accrued expenses
	
(

4,460
)
	
(

24,566
)

	Customers' advances
	


22,527
	


9,402

	Construction advances
	


186,376
	


-

	Other current liabilities
	
(

1,911
)
	
(

8,029
)

	
	
	

	
Net cash provided by operating activities
	


412,726
	


558,002

	
	
	

	CASH FLOWS FROM INVESTING ACTIVITIES
	
	

	Increase in long-term investments
	
(

61,028
)
	
(

92,544
)

	Proceeds from sale of investments
	


-
	


284

	Proceeds from refund of long-term investments
	


-
	


105,420

	Proceeds from sale of properties
	


22
	


43

	Acquisition of properties
	
(

46,952
)
	
(

29,490
)

	Increase in other assets
	
(

4,758
)
	
(

23,322
)

	
	
	

	
Net cash used in investing activities
	
(

112,716
)
	
(

39,609
)

	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES
	
	

	Increase (decrease) in short-term debts
	
(

347,198
)
	


229,677


	Increase (decrease) in short-term negotiable instrument payable
	


127,320
	
(

390,149
)

	Cash dividends paid
	
(

82,361
)
	
(

143,740
)

	Bonus to employees
	
(

3,203
)
	


-

	Bonus to directors and supervisors
	
(

1,373
)
	
(

2,396
)

	
	
	

	
Net cash used in financing activities
	
(

306,815
)
	
(

306,608
)

	
	
	


(Continued)

	
	

  2003

	

  2002


	
	
	

	NET INCREASE (DECREASE) IN CASH
	
(
$
6,805
)
	

$
211,785

	
	
	

	CASH, BEGINNING OF PERIOD
	


18,571
	


79,317

	
	
	

	CASH, END OF PERIOD
	

$
11,766
	

$
291,102

	
	
	

	SUPPLEMENTARY INFORMATION
	
	

	Interest paid
	

$
12,522
	

$
15,268

	Income tax paid
	

$
4,387
	

$
27,099

	
	
	

	NON-CASH INVESTING ACTIVITIES
	
	

	Reclassified from inventories to properties
	

$
17,452
	

$
-

	Stocks held by subsidiary reclassified from long-term investments

  to treasury stock
	

$
-
	

$
39,814

	Credit balance of long-term investment classified as other liabilities
	

$
15,057
	

$
448


Additional disclosures in respect to an acquisition of a subsidiary:

The Corporation acquired 100% equity interest in Timing Technology Co., Ltd.  The fair values of the assets and liabilities of Timing Technology Co., Ltd. are as follows:

	Cash
	
	

$
5,331

	Accounts receivable
	
	


8,762

	Inventories
	
	


18

	Other current assets
	
	


515

	Properties
	
	


3,774

	Other assets
	
	


840

	Accounts payable
	
	
(

489
)

	Other current liabilities
	
	
(

141
)

	Other liabilities
	
	
(

10
)

	Total purchase price of Timing Technology Co., Ltd.
	
	


18,600

	Less—equity in cash balances
	
	


5,331

	
	
	

	Cash paid for common stock of Timing Technology Co., Ltd.
	
	

$
13,269


(With Deloitte & Touche report dated October 16, 2003)
(Concluded)

6

