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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 March 31, 2005 and 2004, 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” 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 March 31, 2005 and 2004 amounted to NT$174,594 thousand (including a credit balance NT$24,133 thousand) and NT$208,589 thousand (including a credit balance NT$23,961 thousand), respectively, and the related equity in net loss for the three months then ended March 31, 2005 and 2004 amounted to NT$6,820 thousand and NT$13,464 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.

April 26, 2005

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.

For the convenience of readers, the auditors’ report and the accompanying financial statements have been translated into English from the original Chinese version prepared and used in the Republic of China.  If there is any conflict between the English version and the original Chinese version or any difference in the interpretation of the two versions, the Chinese-language auditors’ report and financial statements shall prevail.
FORTUNE ELECTRIC CO., LTD.

BALANCE SHEETS

MARCH 31, 2005 AND 2004
(Expressed in Thousands of New Taiwan Dollars, Except Par Value)
(Reviewed, Not Audited)

	
	

     2005

	

     2004

	
	
	

     2005

	

     2004


	ASSETS
	

 Amount

	

 %

	

 Amount

	

 %

	
	LIABILITIES AND STOCKHOLDERS’ EQUITY
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	
	
	
	
	
	
	

	CURRENT ASSETS
	
	
	
	
	
	CURRENT LIABILITIES
	
	
	
	

	Cash
	
$

73,452
	


1
	
$

59,715
	


2
	
	Short-term debts
	
$

413,368
	


8
	
$

173,919
	


5

	Short-term investments, net
	


1,653
	


-
	


1,782
	


-
	
	Short-term negotiable instruments payable
	


674,427
	


14
	


134,956
	


3

	Notes receivable
	


85,188
	


2
	


85,151
	


2
	
	Notes payable
	


13,585
	


-
	


-
	


-

	Accounts receivable, net of allowance of $61,616 in 2005 and $2,499 in 2004
	


1,036,071
	


21
	


828,260
	


22
	
	Accounts payable
	


1,001,452
	


20
	


571,624
	


15

	Other financial assets - current
	


13,507
	


-
	


11,612
	


-
	
	Income tax payable
	


2,134
	


-
	


17,670
	


-

	Inventories, net
	


1,299,733
	


27
	


611,158
	


17
	
	Accrued expenses
	


76,510
	


2
	


67,034
	


2

	Construction in process, net of advances
	


224,200
	


5
	


-
	


-
	
	Customers’ advances
	


92,533
	


2
	


112,639
	


3

	Prepayments
	


41,834
	


1
	


28,011
	


1
	
	Construction advances, net of in process
	


173,188
	


4
	


138,098
	


4

	Other
	


81,296
	


2
	


113,509
	


3
	
	Long-term debts matures inside a year
	


80,000
	


2
	


-
	


-

	
	
	
	
	
	
	Other
	


2,656
	


-
	


27,528
	


1

	Total current assets
	


2,856,934
	


59
	


1,739,198
	


47
	
	
	
	
	
	

	
	
	
	
	
	
	Total current liabilities
	


2,529,853
	


52
	


1,243,468
	


33

	LONG-TERM INVESTMENTS
	
	
	
	
	
	
	
	
	
	

	Equity-accounted long-term investment
	


174,594
	


4
	


208,589
	


6
	
	LONG-TERM DEBTS
	


120,000
	


2
	


200,000
	


5

	Cost-accounted long-term investment
	


122,000
	


2
	


122,000
	


3
	
	
	
	
	
	

	
	
	
	
	
	
	RESERVE FOR LAND VALUE INCREMENT TAX
	


34,528
	


1
	


56,414
	


2

	Total long-term investment
	


296,594
	


6
	


330,589
	


9
	
	
	
	
	
	

	
	



	



	



	



	
	OTHER LIABILITIES
	
	
	
	

	PROPERTIES
	
	
	
	
	
	Accrued pension liability
	


56,792
	


1
	


56,774
	


1

	Cost
	
	
	
	
	
	Other
	


24,133
	


1
	


23,961
	


1

	Land
	


573,113
	


12
	


573,113
	


15
	
	
	
	
	
	

	Buildings and equipment
	


600,374
	


12
	


600,374
	


16
	
	Total other liabilities
	


80,925
	


2
	


80,735
	


2

	Machinery and equipment
	


850,488
	


17
	


776,157
	


21
	
	
	
	
	
	

	Other equipment
	


80,267
	


2
	


80,569
	


2
	
	Total liabilities
	


2,765,306
	


57
	


1,580,617
	


42

	Total cost
	


2,104,242
	


43
	


2,030,213
	


54
	
	
	
	
	
	

	Appreciation
	


130,748
	


3
	


104,362
	


3
	
	STOCKHOLDERS’ EQUITY
	
	
	
	

	Total cost and appreciation
	


2,234,990
	


46
	


2,134,575
	


57
	
	Capital stock - $10 par value
	
	
	
	

	Accumulated depreciation
	


(635,095
)
	


(13
)
	


(566,147
)
	


(15
)
	
	Authorized - 275,000 thousand shares in 2005 and 2004
	
	
	
	

	
	
	
	
	
	
	Issued - 205,902 thousand shares in 2005 and 215,119 thousand shares in 2004
	


2,059,024
	


42
	


2,151,194
	


58

	Net properties
	


1,599,895
	


33
	


1,568,428
	


42
	
	Capital surplus
	
	
	
	

	
	
	
	
	
	
	Paid-in capital in excess of par value
	


3,525
	


-
	


3,684
	


-

	DEFERRED PENSION COST 
	


12,454
	


-
	


14,530
	


-
	
	Revaluation increment on properties
	


66,026
	


1
	


17,754
	


-

	
	
	
	
	
	
	Total capital surplus
	


69,551
	


1
	


21,438
	


-

	OTHER ASSETS
	


112,624
	


2
	


79,667
	


2
	
	Retained earnings
	
	
	
	

	
	
	
	
	
	
	Legal reserve
	


195,903
	


4
	


190,523
	


5

	
	
	
	
	
	
	Special reserve
	


55,266
	


1
	


51,644
	


1

	
	
	
	
	
	
	Unappropriated deficit
	


(177,596
)
	


(3
)
	


(16,868
)
	


-

	
	
	
	
	
	
	Total retained earnings
	


73,573
	


2
	


225,299
	


6

	
	
	
	
	
	
	Others
	
	
	
	

	
	
	
	
	
	
	Unrealized valuation losses on long-term investment
	


(12,139
)
	


-
	


(11,457
)
	


-

	
	
	
	
	
	
	Cumulative transaction adjustments
	


(9,571
)
	


-
	


(5,695
)
	


-

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


(27,718
)
	


(1
)
	


(30,570
)
	


(1
)

	
	
	
	
	
	
	Total others
	


(49,428
)
	


(1
)
	


(47,722
)
	


(1
)

	
	
	
	
	
	
	Treasury stock - 2,846 thousand shares in 2005 and 12,063 thousand shares 
	
	
	
	

	
	
	
	
	
	
	  in 2004
	


(39,525
)
	


(1
)
	


(198,414
)
	


(5
)

	
	
	
	
	
	
	
	
	
	
	

	
	
	
	
	
	
	Total stockholders’ equity
	


2,113,195
	


43
	


2,151,795
	


58

	
	
	
	
	
	
	
	
	
	
	

	TOTAL 
	
$

4,878,501
	


100
	
$

3,732,412
	


100
	
	TOTAL 
	
$

4,878,501
	


100
	
$

3,732,412
	


100


(With Deloitte & Touche review report dated April 26, 2005)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF INCOME

FOR THE THREE MONTHS ENDED MARCH 31, 2005 AND 2004

(Expressed in Thousands of New Taiwan Dollars, Except Net Income Per Share)
(Reviewed, Not Audited)

	
	

      2005

	

      2004


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	SALES
	
$

615,115
	


85
	
$

184,134
	


97

	
	
	
	
	

	SALES RETURNS AND ALLOWANCES
	


1,614
	


-
	


340
	


-

	
	
	
	
	

	NET SALES
	


613,501
	


85
	


183,794
	


97

	
	
	
	
	

	CONSTRUCTION 
	


107,584
	


15
	


6,148
	


3

	
	
	
	
	

	TOTAL OPERATING REVENUES 
	


721,085
	


100
	


189,942
	


100

	
	
	
	
	

	OPERATING COST
	
	
	
	

	Cost of sales
	


531,975
	


74
	


186,657
	


98

	Cost of construction
	


91,480
	


13
	


7,765
	


4

	
	
	
	
	

	Total operating costs
	


623,455
	


87
	


194,422
	


102

	
	
	
	
	

	UNREALIZED LOSS
	


5,316
	


1
	


-
	


-

	
	
	
	
	

	GROSS PROFIT (LOSS)
	


102,946
	


14
	


(4,480
)
	


(2
)

	
	
	
	
	

	OPERATING EXPENSES
	
	
	
	

	Selling 
	


39,631
	


6
	


38,061
	


20

	General and administrative
	


17,834
	


2
	


18,747
	


10

	Research and development
	


17,925
	


2
	


24,176
	


13

	
	
	
	
	

	Total operating expenses
	


75,390
	


10
	


80,984
	


43

	
	
	
	
	

	INCOME (LOSS) FROM OPERATIONS
	


27,556
	


4
	


(85,464
)
	


(45
)

	
	
	
	
	

	NON-OPERATING INCOME AND PROFIT
	
	
	
	

	Net gain on exchange
	


6,123
	


1
	


6,107
	


3

	Service revenue
	


1,589
	


-
	


4,409
	


2

	Rental
	


322
	


-
	


118
	


-

	Other
	


2,885
	


-
	


3,156
	


2

	
	
	
	
	

	Total non-operating income and profit
	


10,919
	


1
	


13,790
	


7

	
	
	
	
	

	NON-OPERATING EXPENSES AND LOSSES
	
	
	
	

	Investment loss recognized under equity method
	


6,820
	


1
	


13,464
	


7

	Interest
	


4,786
	


1
	


2,623
	


1

	Other
	


681
	


-
	


68
	


-

	
	
	
	
	

	Total non-operating expenses and losses
	


12,287
	


2
	


16,155
	


8

	
	
	
	
	


(Continued)

	
	

      2005

	

      2004


	
	

 Amount

	

 %

	

 Amount

	

 %


	
	
	
	
	

	INCOME (LOSS) BEFORE INCOME TAX
	
$

26,188
	


3
	
$

(87,829
)
	


(46
)

	
	
	
	
	

	INCOME TAX EXPENSE (BENEFIT)
	


1,987
	


-
	


(17,161
)
	


(9
)

	
	
	
	
	

	NET INCOME (LOSS)
	
$

24,201
	


3
	
$

(70,668
)
	


(37
)


	
	
       2005

	
      2004


	
	
 Pretax

	After-tax
	
 Pretax

	After-tax

	
	
	
	
	

	EARNINGS PER SHARE 
	
	
	
	

	Basic earnings per share 
	
$

0.13
	
$

0.12
	
$

(0.43
)
	
$

(0.35
)


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

	
	

       2005

	

       2004


	
	

 Pretax

	
After-tax
	

 Pretax

	
After-tax

	
	
	
	
	

	NET INCOME (LOSS)
	
$

27,013
	
$

25,026
	
$

(86,184
)
	
$

(69,023
)

	
	
	
	
	

	BASIC EARNINGS PER SHARE
	
$

0.13
	
$

0.12
	
$

(0.42
)
	
$

(0.34
)


(With Deloitte & Touche review report dated April 26, 2005)
(Concluded)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF CASH FLOWS

FOR THE THREE MONTHS ENDED MARCH 31, 2005 AND 2004

(Expressed in Thousands of New Taiwan Dollars)
(Reviewed, Not Audited)

	
	

  2005

	

  2004


	
	
	

	CASH FLOWS FROM OPERATING ACTIVITIES
	
	

	Net income (loss)
	
$

24,201
	
$

(70,668
)

	Depreciation and amortization
	


24,095
	


20,901

	Reversal of allowance for loss on short-term investment
	


(56
)
	


(128
)

	Provision for bad debt
	


1,799
	


-

	Investment loss recognized under equity method
	


6,820
	


13,464

	Net loss on sale of properties
	


165
	


73

	Provision for pension liabilities
	


1,683
	


1,414

	Deferred income tax 
	


1,987
	


(17,161
)

	Changes in operating assets and liabilities
	
	

	Notes receivable 
	


(1,923
)
	


(47,137
)

	Accounts receivable
	


(119,212
)
	


638,899

	Other financial assets - current
	


11,960
	


5,564

	Inventories 
	


(392,898
)
	


(205,663
)

	Construction in process
	


(98,368
)
	


-

	Prepayments
	


(13,472
)
	


(8,445
)

	Other current assets
	


1,703
	


6,067

	Notes payable
	


13,585
	


(4
)

	Accounts payable
	


171,428
	


(158,294
)

	Accrued expenses
	


4,071
	


(31,394
)

	Customers’ advances
	


(502
)
	


43,072

	Construction advances
	


(9,215
)
	


(5,411
)

	Other current liabilities 
	


(19,323
)
	


(24,892
)

	
	
	

	Net cash provided by (used in) operating activities
	


(391,472
)
	


160,257

	
	
	

	CASH FLOWS FROM INVESTING ACTIVITIES
	
	

	Acquisition of properties
	


(7,713
)
	


(424
)

	Increase in other assets
	


(2,028
)
	


(2,059
)

	
	
	

	Net cash used in investing activities
	


(9,741
)
	


(2,483
)

	
	
	

	CASH FLOWS FROM FINANCING ACTIVITIES
	
	

	Increase (decrease) in short-term debts
	


191,232
	


(224,857
)

	Increase in short-term negotiable instruments payable
	


200,657
	


81,975

	
	
	

	Net cash provided by (used in) financing activities
	


391,889
	


(142,882
)

	
	



	

	NET INCREASE (DECREASE) IN CASH
	


(9,324
)
	


14,892

	
	



	

	CASH, BEGINNING OF PERIOD
	


82,776
	


44,823

	
	



	

	CASH, END OF PERIOD
	
$

73,452
	
$

59,715

	
	
	


(Continued)

	
	

  2005

	

  2004


	
	
	

	SUPPLEMENTARY INFORMATION
	
	

	Interest paid
	
$

3,447
	
$

1,562

	Income tax paid
	
$

-
	
$

-

	
	
	

	NON-CASH INVESTING AND FINANCING ACTIVITIES
	
	

	Transfer inventories to properties 
	
$

45
	
$

47,152

	Reclassification of negative value of long-term investment as other

  liabilities 
	
$

1,288
	
$

6,807

	Long-term debt matures inside a year
	
$

80,000
	
$

-


(With Deloitte & Touche review report dated April 26, 2005)
(Concluded)
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2

