Fortune Electric Co., Ltd.

Financial Statements as of September 30, 2004 and 2003
Together with Independent Accountants’ Review Report
Readers are advised that the original version of these financial statements is in Chinese.  This English translation is solely for the readers’ convenience.  Also, these financial statements do not include additional disclosures that are required for Chinese-language reports under the Guidelines for Securities Issuers’ Financial Reporting promulgated by the Securities and Futures Commission of the Republic of China.  If there is any conflict between these financial statements and the Chinese version or any difference in the interpretation of the two versions, the Chinese-language financial statements shall prevail.

English Translation of a Report Originally Issued in Chinese
INDEPENDENT ACCOUNTANTS’ REVIEW REPORT 
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, 2004 and 2003, 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, 2004 and 2003 amounted to NT$194,510 thousand (including a credit balance NT$25,070 thousand) and NT$226,037 thousand (including a credit balance NT$15,057 thousand), respectively, and the related equity in net loss for the nine months then ended September 30, 2004 and 2003 amounted to NT$32,478 thousand and NT$27,168 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.

October 22, 2004
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, 2004 AND 2003
(Expressed in Thousands of New Taiwan Dollars, Except Par Value)
(Reviewed, Not Audited)

	
	

      2004

	

     2003

	
	
	

      2004

	

     2003


	ASSETS
	

 Amount

	

 %

	

 Amount

	

 %

	
	LIABILITIES AND STOCKHOLDERS’ EQUITY
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	
	
	
	
	
	
	

	CURRENT ASSETS
	
	
	
	
	
	CURRENT LIABILITIES
	
	
	
	

	Cash
	

$
25,996
	


1
	

$
11,766
	


-
	
	Short-term debts
	

$
393,775
	


10
	

$
579,535
	


14

	Short-term investments—net
	


1,576
	


-
	


1,598
	


-
	
	Short-term negotiable instruments payable
	


147,774
	


4
	


273,710
	


6

	Notes receivable
	


143,418
	


3
	


179,347
	


4
	
	Notes and accounts payable
	


792,904
	


20
	


730,985
	


17

	Accounts receivable—net of allowance of $24,677 in 2004 and $15,687 in 2003 
	


963,131
	


24
	


1,260,167
	


29
	
	Income tax payable
	


2,135
	


-
	


18,089
	


-

	Other financial assets—current
	


24,306
	


1
	


13,010
	


-
	
	Accrued expenses
	


56,938
	


1
	


83,987
	


2

	Inventories—net
	


798,842
	


20
	


781,946
	


18
	
	Customers’ advances
	


108,304
	


3
	


35,765
	


1

	Construction in process—net of advances 
	


17,499
	


-
	


-
	


-
	
	Construction advances—net of in process
	


97,717
	


2
	


186,376
	


4

	Prepayments
	


18,048
	


-
	


22,397
	


1
	
	Long-term debts matures inside a year 
	


40,000
	


1
	


-
	


-

	Other
	


75,952
	


2
	


71,376
	


2
	
	Other
	


16,181
	


-
	


50,168
	


1

	
	
	
	
	
	
	
	
	
	
	

	
Total current assets
	


2,068,768
	


51
	


2,341,607
	


54
	
	
Total current liabilities
	


1,655,728
	


41
	


1,958,615
	


45

	
	
	
	
	
	
	
	
	
	
	

	LONG-TERM INVESTMENTS
	
	
	
	
	
	LONG-TERM DEBTS
	


160,000
	


4
	


-
	


-

	Equity-accounted long-term investment
	


194,510
	


5
	


226,037
	


5
	
	
	
	
	
	

	Cost-accounted long-term investment
	


122,000
	


3
	


122,000
	


3
	
	RESERVE FOR LAND VALUE INCREMENT TAX
	


56,414
	


1
	


56,414
	


1

	
	
	
	
	
	
	
	
	
	
	

	
Total long-term investment
	


316,510
	


8
	


348,037
	


8
	
	OTHER LIABILITIES
	
	
	
	

	
	
	
	
	
	
	Accrued pension liability
	


59,898
	


1
	


48,949
	


1

	PROPERTIES
	
	
	
	
	
	Other
	


25,070
	


1
	


15,057
	


1

	Cost
	
	
	
	
	
	
	
	
	
	

	Land
	


573,113
	


14
	


573,113
	


13
	
	
Total other liabilities
	


84,968
	


2
	


64,006
	


2

	Buildings and equipment
	


600,374
	


15
	


600,374
	


14
	
	
	
	
	
	

	Machinery and equipment
	


791,350
	


19
	


704,659
	


16
	
	
Total liabilities
	


1,957,110
	


48
	


2,079,035
	


48

	Other equipment
	


79,839
	


2
	


79,815
	


2
	
	
	
	
	
	

	Total cost
	


2,044,676
	


50
	


1,957,961
	


45
	
	STOCKHOLDERS’ EQUITY
	
	
	
	

	Appreciation
	


104,362
	


3
	


104,362
	


3
	
	Capital stock—$10 par value
	
	
	
	

	Total cost and appreciation
	


2,149,038
	


53
	


2,062,323
	


48
	
	Authorized—275,000 thousand shares
	
	
	
	

	Accumulated depreciation
	


598,793
	


15
	


540,478
	


13
	
	Issued—215,119 thousand shares in 2004 and 220,119 thousand shares in 2003
	


2,151,194
	


53
	


2,201,194
	


51

	
	


1,550,245
	


38
	


1,521,845
	


35
	
	Capital surplus
	
	
	
	

	Prepayments for equipment
	


165
	


-
	


1,145
	


-
	
	Paid-in capital in excess of par value
	


3,684
	


-
	


3,769
	


-

	
	
	
	
	
	
	Treasury stock transaction
	


426
	


-
	


7,896
	


-

	
Net properties
	


1,550,410
	


38
	


1,522,990
	


35
	
	Revaluation increment on properties
	


17,754
	


1
	


17,754
	


1

	
	
	
	
	
	
	Total capital surplus
	


21,864
	


1
	


29,419
	


1

	DEFERRED PENSION COST
	


14,530
	


-
	


16,606
	


1
	
	Retained earnings
	
	
	
	

	
	
	
	
	
	
	Legal reserve
	


195,903
	


5
	


190,523
	


5

	OTHER ASSETS
	


105,012
	


3
	


85,569
	


2
	
	Special reserve
	


55,266
	


1
	


51,644
	


1

	
	
	
	
	
	
	Unappropriated earnings (deficit)
	
(

83,311
)
	
(

2
)
	


94,591
	


2

	
	
	
	
	
	
	Total retained earnings
	


167,858
	


4
	


336,758
	


8

	
	
	
	
	
	
	Other
	
	
	
	

	
	
	
	
	
	
	Unrealized valuation losses on long-term investment
	
(

11,114
)
	


-
	
(

20,230
)
	


-

	
	
	
	
	
	
	Cumulative translation adjustments
	
(

2,698
)
	


-
	
(

3,657
)
	


-

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

30,570
)
	
(

1
)
	
(

23,103
)
	
(

1
)

	
	
	
	
	
	
	Total other
	
(

44,382
)
	
(

1
)
	
(

46,990
)
	
(

1
)

	
	
	
	
	
	
	Treasury stock—12,063 thousand shares in 2004 and 17,063 thousand shares in 2003
	
(

198,414
)
	
(

5
)
	
(

284,607
)
	
(

7
)

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	
Total stockholders’ equity
	


2,098,120
	


52
	


2,235,774
	


52

	
	
	
	
	
	
	
	
	
	
	

	TOTAL ASSETS
	

$
4,055,230
	


100
	

$
4,314,809
	


100
	
	TOTAL LIABILITIES AND STOCKHOLDERS’ EQUITY
	

$
4,055,230
	


100
	

$
4,314,809
	


100


(See Deloitte & Touche review report dated October 22, 2004) 
FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF INCOME

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2004 AND 2003
(Expressed in Thousands of New Taiwan Dollars, Except Earnings Per Share)
(Reviewed, Not Audited)

	
	

      2004

	

      2003


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	OPERATING REVENUES
	
	
	
	

	Sales
	

$
1,276,063
	


88
	

$
1,950,968
	


100

	Sales returns and allowances
	


1,993
	


-
	


3,205
	


-

	Net sales
	


1,274,070
	


88
	


1,947,763
	


100

	Construction revenues
	


165,769
	


12
	


1,937
	


-

	
	
	
	
	

	
Net operating revenues
	


1,439,839
	


100
	


1,949,700
	


100

	
	
	
	
	

	OPERATING COST
	
	
	
	

	Cost of sales
	


1,165,068
	


81
	


1,548,614
	


79

	Cost of construction
	


148,562
	


10
	


1,873
	


-

	
	
	
	
	

	
Total operating costs
	


1,313,630
	


91
	


1,550,487
	


79

	
	
	
	
	

	UNREALIZED (PROFIT) LOSS
	


1,265
	


-
	
(

2,603
)
	


-

	
	
	
	
	

	GROSS PROFIT
	


127,474
	


9
	


396,610
	


21

	
	
	
	
	

	OPERATING EXPENSES
	
	
	
	

	Selling
	


138,976
	


9
	


152,307
	


8

	General and administrative
	


53,681
	


4
	


59,167
	


3

	Research and development
	


40,463
	


3
	


57,092
	


3

	
	
	
	
	

	
Total operating expenses
	


233,120
	


16
	


268,566
	


14

	
	
	
	
	

	INCOME (LOSS) FROM OPERATIONS
	
(

105,646
)
	
(

7
)
	


128,044
	


7

	
	
	
	
	

	NON-OPERATING INCOME AND PROFITS
	
	
	
	

	Service revenue
	


9,629
	


1
	


9,818
	


-

	Net gain on exchange
	


7,636
	


-
	


2,213
	


-

	Rental 
	


507
	


-
	


433
	


-

	Other
	


19,640
	


1
	


16,398
	


1

	
	
	
	
	

	
Total non-operating income and profits
	


37,412
	


2
	


28,862
	


1

	
	
	
	
	

	NON-OPERATING EXPENSES AND LOSSES
	
	
	
	

	Investment loss recognized under equity method
	


32,478
	


2
	


27,168
	


1

	Interest
	


7,514
	


1
	


11,955
	


1

	Loss on decline in value of inventories 
	


2,422
	


-
	


1,496
	


-

	Other
	


2,506
	


-
	


934
	


-

	
	
	
	
	

	
Total non-operating expenses and losses
	


44,920
	


3
	


41,553
	


2

	
	
	
	
	


(Continued)

	
	

      2004

	

      2003


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	INCOME (LOSS) BEFORE INCOME TAX
	
(
$
113,154
)
	
(

8
)
	

$
115,353
	


6

	
	
	
	
	

	INCOME TAX EXPENSE (BENEFIT) 
	
(

17,556
)
	
(

1
)
	


25,270
	


1

	
	
	
	
	

	NET INCOME (LOSS) 
	
(
$
95,598
)
	
(

7
)
	

$
90,083
	


5


	
	

      2004

	

      2003


	
	

Pre-tax

	After-tax
	

Pre-tax

	After-tax

	
	
	
	
	

	EARNINGS PER SHARE
	
	
	
	

	Basic earnings per share
	
(
$
0.56
)
	
(
$
0.47
)
	

$
0.57
	

$
0.44


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

	
	

       2004

	

       2003


	
	

 Pre-tax

	

After-tax

	

 Pre-tax

	

After-tax


	
	
	
	
	

	NET INCOME (LOSS)
	
(
$
105,846
)
	
(
$
88,290
)
	

$
117,909
	

$
92,639

	
	
	
	
	

	BASIC EARNINGS PER SHARE
	
(
$
0.51
)
	
(
$
0.43
)
	

$
0.57
	

$
0.45


(See Deloitte & Touche review report dated October 22, 2004) 
(Concluded)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF CASH FLOWS

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2004 AND 2003
(Expressed in Thousands of New Taiwan Dollars)
(Reviewed, Not Audited)

	
	

  2004

	

  2003


	CASH FLOWS FROM OPERATING ACTIVITIES
	
	

	Net income (loss)
	
(
$
95,598
)
	

$
90,083

	Depreciation and amortization
	


63,730
	


60,809

	Provision for losses on decline in value of inventories
	


2,422
	


1,496

	Investment loss recognized under equity method
	


32,478
	


27,168

	Net loss (income) on disposal of properties
	
(

47
)
	


114

	Provision for pension liabilities
	


4,538
	


2,916

	Deferred income tax
	
(

20,732
)
	


9,738

	Changes in operating assets and liabilities
	
	

	Short-term investments
	


78
	
(

187
)

	Notes receivable 
	
(

105,404
)
	
(

148,773
)

	Accounts receivable
	


504,028
	


486,618

	Other financial asset—current
	
(

7,130
)
	


13,180

	Inventories
	
(

405,544
)
	
(

211,147
)

	Construction in process
	
(

17,499
)
	


2,723

	Prepayments
	


1,518
	
(

2,418
)

	Other current assets
	


21,520
	
(

17,624
)

	Notes and accounts payable
	


62,982
	
(

118,225
)

	Income tax payable
	
(

15,535
)
	


13,723

	Accrued expenses
	
(

41,490
)
	
(

4,460
)

	Customers’ advances
	


38,737
	


22,527

	Construction advances
	
(

45,792
)
	


186,376

	Other current liabilities
	
(

36,239
)
	
(

1,911
)

	
	
	

	
Net cash provided (used) by operating activities
	
(

58,979
)
	


412,726

	
	
	

	CASH FLOWS FROM INVESTING ACTIVITIES
	
	

	Increase in long-term investments
	


-
	
(

61,028
)

	Proceeds from sale of properties
	


244
	


22

	Acquisition of properties
	
(

7,169
)
	
(

46,952
)

	Increase in other assets
	
(

10,204
)
	
(

4,758
)

	
	
	

	
Net cash used in investing activities
	
(

17,129
)
	
(

112,716
)

	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES
	
	

	Decrease in short-term debts
	
(

5,001
)
	
(

347,198
)

	Increase in short-term negotiable instrument payable
	


94,793
	


127,320

	Cash dividends paid
	
(

30,885
)
	
(

82,361
)

	Bonus to employees
	
(

1,138
)
	
(

3,203
)

	Bonus to directors and supervisors
	
(

488
)
	
(

1,373
)

	
	
	

	
Net cash provided (used) in financing activities
	


57,281
	
(

306,815
)

	
	
	


(Continued)

	
	

  2004

	

  2003


	
	
	

	NET DECREASE IN CASH
	
(
$
18,827
)
	
(
$
6,805
)

	
	
	

	CASH, BEGINNING OF PERIOD
	


44,823
	


18,571

	
	
	

	CASH, END OF PERIOD
	

$
25,996
	

$
11,766

	
	
	

	SUPPLEMENTARY INFORMATION
	
	

	Interest paid
	

$
5,842
	

$
12,522

	Income tax paid
	

$
17,266
	

$
4,387

	
	
	

	NON-CASH INVESTING ACTIVITIES
	
	

	Reclassified from inventories to properties
	

$
56,927
	

$
17,452

	Credit balance of long-term investment classified as other liabilities
	

$
7,916
	

$
15,057

	Long-term debts matures inside a year 
	

$
40,000
	

$
-


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


(See Deloitte & Touche review report dated October 22, 2004) 
(Concluded)

6

