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When we refer to "Singapore dollars" and "S$" iis thnnual Report, we are referring to Singaporeads) the legal currency of Singapore.
When we refer to "U.S. dollars," "dollars," "$" atidS$" in this Annual Report, we are referring toitéd States dollars, the legal currency of
the United States. For your convenience, the naymb rate in the City of New York on December 3299 for cable transfers in Singapore
dollars as certified for customs purposes by trieFa Reserve Bank of New York was S$1.67 per $1.00

No representation is made that the Singapore doflarS. dollar amounts shown in this Annual Repontld have been or could be convel
at such rate or at any other rate.



PART |

Certain of the statements in this Annual ReporForm 20-F are forward-looking statements that ime@ number of risks and uncertainties
which could cause actual results to differ matriddactors that could cause actual results tediffclude: general business and economic
conditions and the state of the semiconductor imgudemand for end-use applications products stscbommunications equipment and
personal computers; decisions by customers to diseee outsourcing of test and assembly servidesnges in customer order patterns;
rescheduling or cancellation of customer orderanges in product mix; capacity utilization; levélcompetition; pricing pressures; contint
success in technological innovation; delays in @oggior installing new equipment; litigation anther risks described in "ltem 9.
Management's Discussion and Analysis of Finanataldition and Results of Operations -- Risk Factors.

Item 1. Description of Business
Overview
We are a leading independent provider of a fulgeaf semiconductor test and assembly servicelsidimg:

o testing, including final testing and wafer probe,a diverse selection of test platforms, as aglhdditional test related services such as
burn-in process support, reliability testing, thalmand electrical characterization, dry pack aipe @and reel;

0 assembly of leaded and laminate packages, aswaliditional assembly related services such@sge design and leadframe and
substrate design;

o pre-production services, such as package developrsupply chain management and test softwareedatbd hardware development; and
o drop shipment services.

We provide these test and assembly services tacsadtictor companies which do not have their ownufearturing facilities (fabless
companies), vertically integrated semiconductolickemanufacturers (IDMs), and independent semicctodwafer foundries (foundries).
While we provide our customers with a broad ranfgiest and assembly services for most types of @mductors, including high
performance digital semiconductors, we have dewslapparticular expertise in testing mixed-sigeahigonductors.

We provide test and assembly services at our fia@iliSingapore, where we operate 189 testers @ndv@e bonders as of March 15, 2000.
Singapore is a politically and economically staid¢ion with laws that protect our customers' pregary technology. We also have an
assembly design center in Milpitas, California &ade recently established a test development ceng&an Jose, California. Our U.S.
facilities enable us to work more closely with marfyour customers.

We were incorporated in Singapore on October 334 hd began operations in January 1995.
Industry Background
General

Semiconductors are critical components used imareasingly wide variety of applications, such asputer systems, communications
equipment and systems, automobiles, consumer pidnd industrial automation and control systensspérformance has increased and
and cost have decreased, the use of semicondirctihiesse applications has grown significantly. Acting to the Semiconductor Industry
Association, or SIA, worldwide semiconductor dewvigarket revenue increased from $77.3 billion in3.99
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to $125.6 billion in 1998, a compound annual grovete, or CAGR, of 10.2%.

The SIA forecasts that one of the principal drivargrowth in the semiconductor industry during tiext several years will be increased sales
of communications semiconductors used in applioatEuch as computer modems, networks, cellulargghand internet and electronic
commerce hardware and appliances. The proliferatiatigital technology, particularly in communiaatis applications, has increased den

for analog functionality, which helps the digité¢etronics interact with the real world of souright, heat and motion. Increasing cost
pressures and size constraints are prompting sificoviders to integrate high performance analafdigital functionality into mixed-signal
semiconductors. This functional integration of agadnd digital components onto single chips makesd mixedsignal semiconductors mc
difficult to design and test than most other typEsemiconductors.

Manufacturing Process

The production of a semiconductor is a complex @sedhat requires increasingly sophisticated eegimg and manufacturing expertise. The
production process can be broadly divided intoghmémary stages:

o wafer fabrication, including wafer probe;
0 assembly of bare semiconductors, or die, infisHied semiconductors (referred to as "assembl{packaging"); and
o final testing of assembled semiconductors.

Wafer Fabrication. The wafer fabrication procesgifewith the generation of a mask that definesctimuit patterns for the transistors and
interconnect layers that will be formed on the silicon wafer. The transistors and other circuineénts are formed by repeating a series of
process steps where photosensitive material issitepdoonto the wafer; the material is exposeddbtlthrough the mask in a photolithograj
process; and finally the unwanted material is readothrough an etching process, leaving only th&ekksircuit pattern on the wafer.

Wafer Probe. Wafer probe is a process whereby iedolidual die on the wafer is electrically tesiadrder to identify the operable
semiconductors for assembly.

Assembly. Assembly protects the semiconductorlifaigs its integration into electronic systems andbles the dissipation of heat. In the
assembly process, the wafer is diced into indiVidimthat are then attached to a substrate witbparxy adhesive. Leads on the substrate
typically are then connected by extremely fine gaices to the input/output, or I/O, terminals oe tfie through the use of automated
equipment known as "wire bonders." Each die is #mapsulated in a molding compound, thus formegpackage.

Final Testing. Final testing is the last step ims®nductor production. It is a highly complex pess that uses sophisticated testing equip
and customized software programs to electrically Zenumber of attributes of assembled semicondadtecluding functionality; speed;
predicted endurance; power consumption; and etetitharacteristics. After final testing, the semmiductors are shipped as directed by the
customer for integration into the end-products.

Trends Toward Outsourcing

Historically, IDMs conducted the majority of thensieonductor manufacturing process in their ownlifiéges, outsourcing only the lower-
technology aspects of the process and keepingwémaat the time regarded as advanced or propritgaiyology in-house. Fabless
companies, which concentrated their efforts anduees on the design, marketing and sale of semimiars, emerged in the mid-1980s.
Fabless companies outsource virtually every stepetemiconductor production process, allowingthe utilize the latest test and assembly
technology without committing significant amounfscapital and



other resources to manufacturing their products.

In response to competition from fabless compani2igls began utilizing outsourcing as a means of-effgctive access to state-of-the-art
technology, faster time to market and lower ungtsolncreasingly, IDMs have overcome their relncéato the outsourcing of advanced or
proprietary technology and have come to increagidgpend on independent test and assembly proviolensanufacturing support and
advances in such technology. Given the IDMs' sigaiift market share in the semiconductor markey, inesent a significant opportunity for
independent test and assembly providers.

There are several benefits that can be derived fhenuse of outsourced test and assembly servicehare driving the continued growth of
the industry:

Technological sophistication and complexity. Ther@asing technological complexity of semicondugtorsluding systems-level
semiconductors which integrate multiple functionsooa single semiconductor, has driven the neethfweasingly complex test and assen
services able to support these devices. More stigdtisd semiconductors require an increasing nurobEOs, higher operating speed, higher
thermal dissipation and smaller form-factors. Assult of these requirements, semiconductor testimtjassembly is increasingly being seen
as an enabling technology critical to the advancgroésemiconductor designs.

Independent providers of test and assembly serhi@es developed sophisticated expertise in semigtindtesting and assembly and have
dedicated substantial resources toward furthentgolyical innovation. Because independent provideesable to spread the cost of these
development efforts over a broader range of custemed products, they are able to offer accessatdimg technologies at price points below
the internal costs of IDMs. Because it is diffictdtkeep pace with technological developmentsshdad assembly technology while
maintaining a leading position in the developmdrihoreasingly sophisticated semiconductors, IDMsiacreasingly relying on independent
test and assembly service providers for technotdgievelopment and innovation in, and as a stratsgirce of, test and assembly services.

Time to market. As the semiconductor market becam@easingly competitive and product life cyclestinue to decrease, semiconductor
companies are seeking to shorten their time to etddx new products. In particular, these compaséek to shorten the test and assembly
stages of the production process to gain a conyeetidvantage in bringing products to market quicRis testing and assembly needs are
identified for a specific product, semiconductomganies frequently do not have the time to deveélemecessary capabilities to meet these
needs nor the expertise to implement these sokitiothe necessary volumes for rapid product redloAs a result, semiconductor companies
are increasingly leveraging the resources and déjesbof independent test and assembly servioeigers to quickly deliver new products
the market. In addition, in order to further accate their time to market, semiconductor compaaiesncreasingly requiring the test and
assembly functions to be performed at the samditoca

Asset utilization. The testing and assembly of semiluctors is a complex process that requires aotist capital investment in specialized
equipment and facilities. Semiconductor compariigs)g to maximize allocation of limited resourcesduce capital expenditures and cor
research and development costs, are increasinglintuto the outsourcing of test and assembly sesvi

In addition, semiconductor companies are facingteh@roduct life cycles and more frequent new pridntroductions that cause greater
fluctuations in product volumes, lower productioms and increased volatility in capacity requiretaeAs a result, it is becoming more
difficult for these companies to sustain high levef capacity utilization of their test and assemrdgiuipment. Independent test and assembly
services companies can allocate their fixed caststments across a wider portfolio of customers@pnducts to maximize capacity

utilization and extend the useful life of equipmehdditionally, independent providers are abledaah improved price points through the
realization of economies of scale in their purchgsictivities.



Services

We offer a comprehensive array of technologicatlyamced test, assembly and pre-production serticaddress the needs of our customers
and their end customers. We also provide drop shiprservices. In 1999, 46.1% of our net revenuas Wem test services and 53.9% of our
net revenues were from assembly services.

Test Services

We offer final testing and wafer probe on a divesskection of test platforms, as well as additidrat related services such as burn-in proces:
support, reliability testing, thermal and electticharacterization, dry pack and tape and reel.

Testing

Testing includes both final testing and wafer prdiaal testing is the last stage in semicondugtoduction which involves using
sophisticated test equipment and customized saftyargrams to electronically test a number oflaites of packaged semiconductors. W
probe is the step immediately prior to the asserabgemiconductors and involves inspection of ttecessed wafer for defects. Wafer probe
services require similar expertise and testingpgent to that used in final testing, and severaluftesters (with the substitution of different
handlers or probers) are used for wafer probe eesviTo date, substantially all wafer probe has Ipegformed for customers whose wafers
are then assembled by us. In 1998 and 1999, 71n8P8@& 2%, respectively, of wafer probe revenuesviram sales to our affiliate,
Chartered Semiconductor Manufacturing Ltd.

We have invested in state-of-the-art testing eqeipinthat allows us to test a broad variety of semdeictors, including mixed-signal, digital
and memory.

Mixed-signal Testing. We test a variety of mixedrsl semiconductors, including those used in comeoations applications such as network
routers, switches and interface cards; broadbaodugts such as cable gep boxes; and mobile telecommunications produats sis cellula
phones and base stations. In addition to commuaisemiconductors, we test mixed-signal semicotwds for personal computer
components, such as graphics, CD-ROM and harddilig& controllers. Mixed-signal semiconductors riegja large number of functions to
be tested which can only be done using speciatestthg equipment.

Digital Testing. We test a variety of digital semmductors, including high performance semicondwsctsied in PCs, disk drives, modems and
networking systems. Specific digital semiconductested include digital signal processors, or D&kl programmable gate arrays, or
FPGAs, microcontrollers, central processing utits interfaces, and digital application specifiegrated circuits, or ASICs, and application
specific standard products, or ASSPs.

Memory Testing. We provide wafer probe servicessfoariety of memory semiconductors, including Rlegeemory, SRAMs and ROMs.

The following table sets forth, for the periodsigaded, the percentage of our net revenues frotim¢eservices by type of semiconductor.

Year Ended
December 31,

1997 1998 1 999
Mixed-signal..... 56.8% 67.1% 72.4%
Digital.......... 39.6 30.6 26.8
Memory........... 3.6 2.3 0.8

100.0% 100.0% 10 0.0%
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Additional Test-Related Services
We offer a variety of additional test-related sees, including:

0 "Burn-in process support". Burn-in is the procefkslectrically stressing semiconductors, usuatlfzigh temperature and voltage, for a
period of time long enough to cause the failurenafginal semiconductors. During burn-in procesgseupwe perform an analysis of burn-in
rejects in order to determine the cause of failure.

o0 "Reliability testing”. Reliability testing is therocess of testing a semiconductor to evaluatddtspan. It is performed on a sample of
devices that have passed final testing.

0 "Thermal and electrical characterization". Thdraxa electrical characterization is the procesesting a semiconductor for performance
consistency under thermal and electrical stress.

0 "Dry pack". Dry pack is the process of heating $emiconductors in order to remove moisture bgfacking and shipment to customers.

0 "Tape and reel". Tape and reel is the procetmo$ferring semiconductors from tray or tube mtape-like carrier for shipment to
customers.

Assembly Services

Our assembly services include assembly of a braager of leaded and laminate packages. Packagimgssier protect the die and facilitate
electrical connections and heat dissipation. As gacustomer support on assembly services, weadfeo package design and design of
leadframes and substrates.

Packaging

We offer a broad range of advanced package fordestigined to provide customers with a full rangpaifkaging solutions. We have focused
our packaging development primarily on high-pinmiosurface mount technology, or SMT, packages. $idkages typically incorporate
leads or interconnects which are soldered to thface of the printed circuit board rather than it into holes, as is the case in older pin-
through-hole, or PTH, technology packages. SMT pgek accommodate a substantially higher numbeadsithan PTH packages, enabling
a reduction in the number of semiconductors usedsareduction in the dimensions of the printedutrboard. Because SMT can enable
higher pin counts on a semiconductor device, SMyp&ally the preferred technology for most adwehsemiconductors. Our SMT package
formats include a range of formats for leaded pgekancluding quad flat packages, or QFPs, and fiigdltount plastic leaded chip carriers,
or PLCCs, and for laminate packages including dpédl array, or BGA, packages.

Our SMT packages are divided into three famili¢gsndard leadframe, enhanced leadframe and lamiflagedifferentiating characteristics of
our packages include the size of the package,uh®ar of electrical connections or interconnecésgackage can support, the means of
connection to the printed circuit board and thertted and electrical characteristics of the package.

Standard Leadframe Packages. Standard leadfrarkages; which are the most widely recognized packgugs, are characterized by a
semiconductor die encapsulated in a plastic motdpmund with metal leads surrounding the perimeténe package. The semiconductor die
is connected to the metal leads by extremely fivld wires in a process know as wire bonding.

We focus on higher pin count standard leadframé&amges, including QFPs and PLCCs. Our standardr@adf packages are used in a val
of applications, including mobile phones, notebookiputers and networking systems.
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The following table summarizes our standard leadé@ackages.

Number of

Package Format

Leads

Metric Quad Flat
Package -- MQFP.........

64-240 Traditi

for ASI

Low Quad Flat

32-208 Advance

Package -- LQFP......... thickne
use in
constra
Thin Quad Flat 32-100 Advance
Package -- TQFP......... thickne
use in
constra

Plastic Leaded Chip
Carrier -- PLCC.........

44-84 Traditi
package

applica

have sp

do not

number

Thin Shrink Small Outline
Package -- TSSOP........

32 Traditi
package
and ana
memory
Flash,
and DRA

Description

Applicati

onal QFP designed

Cs, FPGAs and DSPs

Networking systems (AD
multimedia application

disk drives

d QFP with

ss of 1.4 mm for
low profile, space
ined applications

Mobile phones, noteboo
and hard disk drives

d QFP with

ss of 1.0 mm for
low profile, space
ined applications

Mobile phones, noteboo
and hard disk drives

onal leadframe
designed for

tions that do not
ace constraints and
require a high

of interconnects

Personal computers and
electronics

onal leadframe
designed for logic
log devices and
devices, such as

Telecommunications pro
disk drives, recordabl
disks, audio and video
and consumer electroni

SRAM, EPROM, EEPROM

M

SL),

consumer

ducts, hard
e optical
products
cs

Enhanced Leadframe Packages. Our enhanced leadficckages are similar in design to our standawdfiaame packages but are generally
thinner and smaller, have more leads and have addahermal and electrical characteristics whiehrecessary for many of the leading-
edge semiconductors designed for communicationkcafipns.

The following table summarizes our enhanced leadfrpackages.

Number of

Package Format

Leads

Drop-in Heat Sink Quad

Flat Package -- DQFP....

64-208 Thermal

with 30
dissipa

Exposed Drop-in Heat
Sink Quad Flat

Package -- EDQFO........

44-208 Thermal

with 60
dissipa

Die Pad Heat Sink Quad

Flat Package -- DPHQFP..

100-208 Thermal
with 60

dissipa

Heat Sink Quad Flat
Package -- HQFP.........

44-84 Thermal

with 80
dissipa

Description

Applicati

ly enhanced QFP
% greater thermal
tion than MQFP

High speed networking

ly enhanced QFP
% greater thermal
tion than MQFP

Networking systems, no
computers and multimed

ly enhanced QFP
% greater thermal
tion than MQFP

Hard disk drives

ly enhanced QFP
% greater thermal
tion than MQFP

Graphic chipsets

tebook
ia systems

Laminate Packages. Our laminate packages includk [gekages which employ leads, also known as iatarects, on the bottom of the
package in the form of small bumps, or balls, matrix or array pattern and utilize a plastic ggetdaminate substrate rather than a leadframe
substrate. The BGA format enables a higher deps$ityterconnects within a smaller surface area.

BGA packaging was designed to address the neddgber lead counts and smaller package size rafjbiyeadvanced semiconductors used
in applications such as portable computers andegisgelecommunications. As the required numbégaafs surrounding the package
increased, packagers decreased the pitch, or déstetween leads, in order to minimize the sizh@fpackage. The nearness of one lead to
another resulted in electrical shorting problems meguired the development of increasingly soptaséid and expensive techniques for
producing circuit boards to accommodate the highlyer of leads.



The BGA format solved this problem by employingde®@n the bottom of the package in the form of simahps or balls. These balls can be
evenly distributed across the entire bottom surtddbe package, allowing greater distance betvileerndividual leads. For the highest lead
count devices, the BGA format can be manufactuged éxpensively and requires less delicate handling

Our BGA packages are typically used in semicondsdtmat require enhanced performance, includingd)8fcroprocessors and
microcontrollers, ASICs, FPGAs, memory and PC d&ifs. Our BGA packages typically have between 186680 balls. Our BGA packag

are described below:

Number of
Package Format Balls
Enhanced 256-432 Highpinc
BGA -- EBGA............. BGA packag
applicatio
attach for

Flexible Enhanced Plastic  256-600 BGA charac
BGA -- FEBGA............ substrate
substrate

6-176 Smaller an
applicatio
constraine

Small Thin Plastic
BGA -- STPBGA...........

Packages Under Development

Description Applicati

ount, thermally enhanced  Telecommunications, ne
e suitable for high power and set-top boxes

ns which require heat sink

thermal dissipation

terized by a flex-taped  Telecommunications, ne

replacing the laminate

set-top boxes and digi

d thinner BGA designed for Mobile phones, noteboo

ns which are space

d

personal digital assis
Positioning systems an

tworking systems,
tal cameras

k computers,
tants, global
d digital cameras

We are currently developing packages and relateckegses based on flip-chip interconnect techndiogyse in various market sectors. Flip-
chip packages employ advanced interconnect techpanod deliver improved thermal and frequency ottarsstics to high performance
semiconductors that require a large number of égotamects in a small package.

Flip-chip interconnect packaging allows even higihensity for a given die area than standard BGAaging. Like BGA, flip-chip packages
use balls to connect to the printed circuit bo&lvithin the flip-chip package, however, the die is connected teethals by the use of an ar
of solder bumps on the bottom of the die as opptséok traditional method used in BGA of wire bomgthe die to the balls. The use of
solder bump interconnects to the balls enableglaehidensity of interconnects resulting in the ptiéd for smaller packages and improved

thermal and frequency characteristics.

Flip-chip packages are designed to be used in staedtapplications, high performance networking graphics and processor applications.
We anticipate our flip-chip packages typically wikve between 6 and 1500 I/Os.

Number of
Package Format I/Os

Flip Chip BGA........... 200-800 Developed
that requi
through re
eliminatio
bond proce

High Performance Flip

Chip BGA (Flip Chip applicatio
FEBGA)......c.cc.... electrical
performanc

Flip Chip Chip Size
Package (CSP).........

6-200 Developed
require sm
thickness

Direct Chip Attach (DCA) 6-50 Semiconduc
Flip Chip............. directly t
without a
radio freq

800-1500 BGA packag

Description Applicatio

for mid-range applications ASICs and high perform
re lower package cost networking and process
duced die size and

n of lower yielding wire

sses

es developed for high-end WAN/LAN servers, high-
ns that require high and high-speed Interne

and high thermal communications applica

e requirements

for low 1/O applications  Portable and hand-held
all footprint, reduced
and reduced cost

tor die that attaches Proximity sensors, mob
o theprinted circuit board personal digital assis
package. Developed for pagers

uency applications

ance

ile phones,
tants and

We are also developing new materials and proceésssgpport our customers' future flip-chip requiestts. See "-- Research and

Development -- Assembly Services."

In addition, we continue to increase our suppantfions for thermal, electrical, stress and packagkboard level reliability characterization.
We offer a full range of thermal simulation anduatttesting for all of our existing packages andkaaes under development. We have a full
service reliability laboratory thi






can stress test assembled semiconductors. In atigorwith local institutes and laboratories, wa edso perform board level reliability
testing of surface mount assembled packages.

We have begun working with customers to developewbéckgrinding and die saw of wafers for galliursenide (GaAs) devices. This is an
important development in support of our commitnendevelop packages and services in response &p#walized needs of our customers.
In conjunction with a specific customer, we havalm@vestments in capital, technology and persoim&lipport of this project.

Pre-production Services

We have developed pre-production services to addihesgrowing needs of our customers. Our pre-ptamiu services for assembly include
package development and supply chain managemehfpatesting include software and hardware devalemt. We offer these services in
both Singapore and our facilities in California.

Package Development. Our package development gntenacts with customers early in the design prete®ptimize package design and
manufacturability. For each project, our enginezesate a design strategy in consultation with ast@mer to address the customer's
requirements, package attributes, design guidetindsprevious experience with similar productseA# design is finished, we provide quick-
turn prototype services. By offering package desiga prototype development, we can reduce our eweste development costs, accelerate
time-to-volume production and ensure that new des@an be properly packaged at a reasonable cost.

Supply Chain Management. We provide a full rangmaferials procurement and management servicewarkdin partnership with key raw
material and equipment suppliers to ensure relipfdduction readiness at reasonable cost. We managietory with automated materials
handling processes using integrated Oracle softasstms.

Test Software and Hardware Development. We workedfowith our customers to provide sophisticatdtivsoe engineering services,
including test program development, conversion@ptimization. Generally, testing requires custordizeftware to be developed for each
particular semiconductor. Software is typically yided by the customer and may be converted by usse on one or more of our tester
platforms. Once a conversion test program has deealoped, we perform trial tests to correlatetéfst software. Customer feedback on the
test results enables us to adjust the converssiptegrams prior to actual production testing. &¥sist our customers in collecting and
analyzing the test results and develop engineedhgtions to improve their design and productioncpss. We also provide customers with
test development services where we will developéesoftware program based on test specificappomgded by the customer.

Drop Shipment Services

We provide drop shipment services including théveey of final tested semiconductors to our custshend-customers in any part of the
world. We directly bill our customers for the ca$tdrop shipment. We believe that our ability téeofdrop shipment services is an important
factor in maintaining existing customers as welatigacting new customers.

Research and Development

Our research and development efforts are focusetkweeloping test and assembly services requiraslibgxisting customers and that are
necessary to attract new customers. We spent appately $2.2 million, $3.5 million and $7.3 millian 1997, 1998 and 1999 on research
and development. As of March 15, 2000, we empld/&dngineers dedicated to our research and develapawtivities. In addition, our
management and other operational personnel arémasislyed in research and development activities. &pect to continue to invest
significant resources in research and development.



Test Services

We focus on developing new equipment, softwarepandesses to enhance efficiency and reliability targhorten test times. Our current
projects include creating multi-site testing, t@sigram optimization and hardware improvementsgihesi to permit improved utilization of
existing test equipment. When necessary we aldgrdasd build specialized equipment that is noflatsée from outside vendors.

In addition to the research and development wonkdodone at our facilities in Singapore, we havaladshed a new test development center
located in San Jose, California. Our new test agraknt center is designed to help our existingpotdntial U.S. customers reduce the time
to market. Specifically, the new test developmemtter is expected to:

o develop and debug test software prior to prodacti

0 complete test software conversions for custonzars;

o offer our U.S. and offshore customers, in conjiomcwith our Singapore facility, continuous accassur development capabilities.
Assembly Services

We have established a dedicated group of engingwyse primary focus is the development of new, aded packages. Because we typic
offer our assembly services to our existing testamers, we are in a position to better understiagid packaging needs. As a result, we focus
our assembly research and development effortsriropadeveloping packages tailored to their indiitineeds. In addition, we are a member
of the Singapore Institute of Microelectronics)MiE, that is dedicated to developing emerging tetbgies. Working with IME gives us
access to technical libraries, high technologywiwl laboratories and equipment, and design nessuwithout extensive capital investment
by us. IME is a non-profit government sponsoredettgment center with the main goal of increasirgttithnical expertise, knowledge base
and capability of Singapore. Many multinationalmanations, local companies, and electronics ingiugippliers are members, including
companies such as Hewlett-Packard, Lucent Techied@nd National Semiconductor.

Marketing and Sales

Our marketing strategy is to target potential comts who are industry leaders in technology devetq; require mixed-signal or high
performance digital testing capabilities or requiigh-end assembly packages; and present significdmme growth opportunities. In
addition, we target new fabless start-up compamégscipating in fast-growing market segments.

We believe our customers place great value on dlingness to offer them the test and assemblyisesvthey request without the obligation
of purchasing other services we offer. Our custenecan also take advantage of our services on &-#raa turnkey" basis which includes
wafer probe, assembly, final test and drop shipreentices. In addition to the services we provideaustomers directly, in conjunction with
Chartered Semiconductor Manufacturing Ltd or ofbendries, we can offer our customers services Hualbturnkey" basis which includes
wafer fabrication.

We believe that we have benefited significantlynirour relationship with Chartered Semiconductor Maaturing Ltd and that our proximi
to and close working relationship with Charterech®®nductor Manufacturing Ltd has enabled us tajgi®value added services to our
customers. From time to time we engage in jointkeiang efforts with Chartered Semiconductor Mantifeiag Ltd. We intend to establish
strategic relationships with other third party pdmrs of complementary semiconductor services, agdioundry services, if these
relationships benefit our business.

We market our services through a direct sales fstregegically located in offices in Singapore; thated Kingdom; Japan; Milpitas and
Irvine, California; Boston, Massachusetts; Ralejirham, North



Carolina; Dallas, Texas and Phoenix, Arizona. Qagibsales unit is the account team which consfsissales manager, account managers
and customer service representatives. Qualifidahieal product managers support each account team.

We price our test services principally on the basithe amount of time, measured in CPU secon#élently the testing equipment, including
testers and handlers, to execute the test progtanhare specific to the customer's semiconductdrs.price per CPU second for each
particular semiconductor is determined based amabxer of factors including the complexity of thendeonductor; number of functions
tested; time required to test the semiconductosymant to the customer's specifications; labor @istity of the equipment to parallel test (t
multiple semiconductors simultaneously); and céshe equipment to perform the test services. kanle, testing complex, high-
performance semiconductors is priced significahifiher per CPU second than testing less compléovaer performance semiconductors.
Wafer probe pricing is determined based on sinfdators, including the cost of the equipment usepdrform the testing services; labor cost;
time required to test the semiconductor pursuatiieacustomer's specifications and the numbereofetited per wafer. Assembly services are
priced competitively against the market and vanyeeling on such factors as material cost and digpi@t expense. Design costs are not
material but when incurred are charged to a custeeygarately or built into the unit price.

Customers

We provide test and assembly services to a gromimgber of customers worldwide consisting primaoiyabless companies, IDMs and
foundries.

Our ten largest customers accounted for almostf allr net revenues in 1997, 1998 and 1999. In 18@8four largest customers, Analog
Devices, Inc., Broadcom Corporation, Chartered $enductor Manufacturing Ltd (our affiliate) and @is Logic, Inc. each represented in
excess of 10% of net revenues and in the aggregatesented 63.9% of our net revenues. In 199%oomiargest customers, Analog
Devices, Broadcom, Chartered Semiconductor Manuifimgt Ltd and Level One each represented in exak8% of our net revenues and in
the aggregate represented 66.8% of our net reve@hestered Semiconductor Manufacturing Ltd accedirior 20.9% and 16.4% of our net
revenues in 1998 and 1999, respectively. We autieifhat our ten largest customers will continuadcount for a high percentage of our net
revenues for the foreseable future. In 1997, 198B1899, 24.3%, 24.5% and 16.4% of our net revemges derived from sales of test or
assembly services to our affiliates, principallya@bred Semiconductor Manufacturing Ltd.

The following table sets forth some of our custasner

Actel Corporation Dallas Semicondu ctor Corporation PMC-Sierra, Inc.

Advanced System Products, Inc.  Ericsson Compone nts AB Philips Electronics Asia

Alcatel Microelectronics N.V. Fairchild Semico nductor Pacific Pte Ltd.

Analog Devices, Inc. International, | nc. Sigmatel, Inc.

Broadcom Corporation Infineon Technol ogies Asia ST Microelectronics Pte Lt d.

Centillium Technology Pacific Pte Ltd. Standard Microsystems
Corporation Level One Commun ications, Inc. Corporation

Chip Express Corporation Marvell Technolo gy Group Ltd. Synaptics, Inc.

Cirrus Logic, Inc. Motorola Inc. TDK Corporation

Conexant Systems, Inc. National Semicon ductor Corporation Teralogic, Incorporated

Chartered Semiconductor Nortel Networks Corporation Texas Instruments Incorpor ated
Manufacturing Ltd. Oak Technology, Inc. Wolfson Microelectronics L td.
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The following table sets forth for the periods ated the percentage of our net revenues derived tiesting and assembly of semiconduc
used in communications, personal computers and affigications.

Year Ende d
December 3 1,

1997 1998 1999
Communications....... 19.6% 38.6% 60.9%
Personal Computers... 67.6 49.7 32.1
Other................ 12.8 11.7 7.0

Total.............. 100.0% 100.0% 100.0%

We characterize a sale geographically based ocaietry in which the customer is headquartered.fdlewing table sets forth the
geographical distribution, by percentage, of ourraeenues for the periods indicated.

Year Ende d
December 3 1,
Geographical Area 1997 1998 1999
United States........ 67.8% 64.1% 70.2%
Europe............... 0.0 0.0 3.8
Singapore............ 24.4 24.6 21.2
Rest of Asia......... 7.8 11.3 4.8
Total.............. 100.0% 100.0% 100.0%

Our customers generally do not place their purcbaders far in advance. As a result, we do nottglpi operate with any significant backl
Customer Service

We place a strong emphasis on quality customeicgewhich we believe is a significant factor in @ustomer's selection of us for their test
and assembly services. Our broad service offeroedicated customer account teams and commitmdimding solutions to our customers'
needs and problems have enabled us to develop tampaelationships with many of our customers. Veehreceived numerous awards in
area of customer service from our customers, imetuBroadcom, Cirrus Logic, Hewlett-Packard, Le@gle and TDK Corporation.

Our objective is to work very closely with our coisters so that they consider us an integral, stiapagtner in their business. For example,
we work closely with our customers during the preduction period by providing technical input anddfance to assist in the development of
test programs and packages. Our computer softwatdes customers to obtain information regardingviro process via the Internet. We
have located our assembly design center in Milpadifornia and have recently established a tegebpment center in San Jose, California
to enable us to work more closely with a large nemdf our customers who are located in the U.S.

Quality Control

Customers require that our facilities and procesluiredergo a stringent vendor qualification proce&bs. qualification process typically takes
from two to six weeks but can take longer dependimghe requirements of the customer. For testifigatlon, a process known as correlat
is first undertaken. During this correlation prageshich typically takes from two days to two wegetke customer provides us with sample
semiconductors to be tested and either providegithghe test program or requests that we developr&ersion program.

We maintain a quality control staff comprised ofjerers, technicians and other employees whosems#jlity is to monitor our test and
assembly processes to ensure they meet our gstitgards. Our in-house laboratory is equipped adtranced analytical tools and provides
the necessary equipment and
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resources for our research and development andesring staff to continuously enhance product ¢palid process improvement.

Our test and assembly operations are undertakeleam rooms where air purity, temperature and hityn&e controlled. To ensure stability
and integrity of our operations, we maintain cleaoms at our facilities that meet U.S. federal 2@8Ss 10,000 and 100,000 standards. We
may in the future experience production interrupgidue to technical problems in the clean roomrenwient. Any interruption in our
operations could have a material adverse effectunmesults of operations.

Our test and assembly operations in SingaporeSfPe9001, 9002 and 14001 certified. All three stadslare issued and certified by the
International Standards Organization. ISO 140Ginigternational standard on environmental managésystem, to support environmental
protection and prevention of pollution in balandéhwsocio-economic needs. ISO 9002 standards gétidhat is required to ensure
production of quality products and services. ISOB6tandards set forth a quality management syatehaddress design, development,
production, installation and servicing. The ISCtifieation process involves periodically subjectipgpduction processes and quality
management systems to stringent third party rewiedverification. ISO certification is required failes of products to certain customers
look to an ISO certification as a threshold indimatof our quality control standards. In additiare attained Level 1 Semiconductor Assen
Council, or SAC, certification in November 1999. GAertification is one of the most prestigious ifiegtions in the semiconductors
manufacturing industry.

Competition

The independent semiconductor test and assemhlicaeéndustry is very competitive and diverse. tder to compete, we must offer state-of-
the-art testing services and bring the most technosilyi@advanced packages to market as quickly asaupetitors and at comparable prir
Test and assembly services are provided by bogle laulti-national companies and small niche macketpetitors. We face substantial
competition from a number of competitors that atemlarger in size. These competitors' facilities grimarily located in Asia and include
Advanced Semiconductor Engineering, Inc. (Taiwamkor Technology, Inc. (Korea and Philippines), AB&st Limited (Taiwan and
Malaysia), ASAT, Ltd. (Hong Kong), ChipPAC Incorpoed (Korea), Siliconware Precision Industries Ctd, (Taiwan), and Shinko Electi
Industries Co. Ltd. (Japan).

Each of these companies has significant manufaciwépacity, financial resources, research andldewent, operations, marketing and
other capabilities and has been in operation forestime. Such companies have also establishedoretaips with many of our current or
potential customers.

We also face competition from the internal captibgiand capacity of many of our current and paéfdM customers. Many IDMs have
greater financial and other resources than we davaay rely on internal sources for test and assgsdivices due to:

o their desire to realize higher utilization ofithexisting test or assembly capacity;
o their unwillingness to disclose proprietary tealogy;

o their possession of more advanced testing ondsgdechnologies; and

o the guaranteed availability of their own tesassembly capacity.

The principal elements of competition in the indeghent semiconductor assembly industry include tyanépackages offered, price, locatit
available capacity, cycle time, engineering cajigbilechnical competence, customer service andbillgy. If our competitors are able to
bring their new packages to market faster or atlopvices than we can, our net revenues may betedffeln the area of test services, we
compete on the basis of quality, cycle time, pdciocation, available capacity, software developtnengineering capability, technical
competence, customer service and flexibility. Campetitors in the
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independent testing market are both those listedtehs well as smaller niche companies, offerimitéid services, which compete principz
on the basis of engineering capability, locatiod awailable capacity.

While we believe that we compete favorably with principal competitors, we cannot assure you thatwill be able to compete successfully
in the future against our existing or potential petitors or that our operating results will notdatversely affected by increased price
competition. See "ltem 9. Management's DiscussimhAnalysis of Financial Condition and Results @fe@ations -- Risk Factors -- We may
not be able to compete successfully in our industry

Intellectual Property

Our operational success will depend in part orethity to develop and protect our intellectual peaty. We currently have one issued patent
and we have applied for 15 additional patents énhited States related to various aspects of @miconductor test and assembly. We have
also applied for patents in certain other countibsre appropriate. If the patents are grantednas seek to cross-license or share our
intellectual property portfolio at a future timeitiis advantageous for us to do so. We expedte@étent applications primarily in the United
States, Singapore, Taiwan and the European UnigmmAby also file in other countries to protect puwprietary technologies, where
appropriate.

We have licensed patent rights from Motorola, tbaise technology in manufacturing BGA packagesuad agreement which will expire
2002 and is subject to renewal. Under this agre&énaanare required to pay Motorola a royalty baspdn the number of pads on each BGA
package.

When we are aware of intellectual property of adhttbat may pertain to or affect our business, weattempt to either avoid processes
protected by existing patents, cross-license agratise obtain certain process or package techregotn addition, we execute confidentiality
and non-disclosure agreements with our custometgamnsultants and limit access to and distributibaur proprietary information.

Our continued success will rely in part on the testbgical skills and innovation of our personneti aur ability to develop and maintain
proprietary technologies. The departure of anywfroanagement or technical personnel and the biaatieir confidentiality and non-
disclosure obligations or our failure to achieve iotellectual property objectives could have aenat adverse effect on our business,
financial condition and results of operations.

Our ability to compete successfully and achievarigrowth will depend, in part, on our abilitygmotect our proprietary technology and the
proprietary technology of our customers entrustedstby our customers during the testing procedd@avoid infringement of existing and
future intellectual property of others. We canrggwae you that patents will be issued for pendinfyitoire applications or that, if patents are
issued, they will not be challenged, invalidatecweoided, or that rights granted thereunder witviite adequate protection or other
commercial value to us. The laws of certain coestin which our services are or may be sold mayraitct our packages and our
intellectual property rights to the same extenthaslaws of the United States or other countriesr@tour intellectual property may be filed or
registered. In addition, certain countries in whithr services are or may be sold could have rightaws governing intellectual property
about which we are unaware.

In the event that any valid claim is made agaisstite would be required to:
0 stop using certain processes;

0 cease manufacturing, using, importing or seliifgnging packages;

0 pay substantial damages;

o develop non-infringing technologies; or

o0 attempt to acquire licenses to use the infrirtgetinology.
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As the number of patents, copyrights and othefl@dial property rights in our industry increasasd as the coverage of these rights and the
functionality of the packages in the market furtbeerlap, we believe that companies in our industay face more frequent patent
infringement claims. Although there are no pendinghreatened intellectual property lawsuits agaiss we may face litigation or patent
infringement claims in the future. We may also heoveommence lawsuits against companies who indrimgr intellectual property rights.
Such claims could result in substantial costs awersion of our resources.

A third party claiming infringement may also obtain injunction or other equitable relief, which twbaffectively block the distribution or
sale of allegedly infringing packages. Althoughmay seek licenses from third parties covering thelliectual property that we are allegedly
infringing, we cannot guarantee that any such Besrcould be obtained on acceptable terms, if.at al

Environmental Matters and Compliance

Our test and assembly operations do not genegtéisant pollutants. Our operations are subjegegulatory requirements and potential
liabilities arising under Singapore laws and retiafes governing among other things, air, emissioraste water discharge, waste storage,
treatment and disposal, and remediation of releafskazardous materials. We have implemented aim@maental monitoring system. We
send samples of our air emissions, treated watesklge to third party accredited laboratoriestésting to ensure our compliance with the
environmental laws and regulations that apply to\s believe that we are in compliance with alllaggble environmental laws and
regulations. Expenditures on environmental compkacurrently represent an insignificant portioroof operating expenses. We are certified
ISO 14001 by the Productivity and Standards Bo&rdgapore) and the Japan Audit Compliance Orgdaizat

Item 2. Description of Property

We presently operate from a 560,000 square foditfain Singapore which opened in November 199vatdition to our test and assembly
operations, this facility houses our corporate akige, administrative, sales and marketing andrfigaoffices. We constructed this facility on
land leased from the Housing Development Boarthtt®ry board of the Government of Singapore afterm expiring March 2026 with an
option for renewal. The facility is designed to @eenodate:

0 300,000 square feet of test space;

0 120,000 square feet of assembly space;
0 500 testers;

0 720 wire bonders; and

0 72 mold systems.

In addition to our headquarters in Singapore, 8e hhve an assembly design center in Milpitasf@ala and a test development center in
San Jose, California.

Equipment

Our operations and expansion plans depend on ng beie to obtain an adequate supply of test asehalsly equipment on a timely basis.
We work closely with our major equipment suppliergnsure that equipment is delivered on time acti quipment meets our stringent
performance specifications.

Equipment commodity teams comprising employees feach of engineering, maintenance and purchasweg lbeen formed to manage and
procure equipment that meet our customers' cuanethfuture needs. The teams conduct a regularwenfiéuture technology roadmaps, cost
performance targets, which
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include cost of spares, uptime and speed, as welpgradability and flexibility. The teams' actigg also include regular benchmarking,
setting expectations and design requirements tardugenerations of equipment and beta-site tesfimgiuipment. These activities provide a
basis for us to determine our ongoing equipmentsiee

With the exception of a few key suppliers that pdeweserved equipment delivery slots and priceadist structures, we have no binding
supply agreements with any of our suppliers. Amese equipment delivery slot is one which allowsasbtain an accelerated delivery of
equipment over and above the delivery scheduldqusly committed by the supplier. Typically, pridiscounts are offered for volume
purchases. We acquire our test and assembly eqgoipmea purchase order basis, which exposes uggiantial risks. The unavailability of
new test or assembly equipment; the failure of aihipment or other equipment acquired by us t@aipen accordance with our
specifications or requirements; or delays in thiesdey of such equipment, could delay implementatid our expansion plans and could
materially and adversely affect our results of agiens or financial condition. See "ltem 9. Manageits Discussion and Analysis of
Financial Condition and Results of Operations skRtactors -- We may be unable to obtain testinbaasembly equipment when we require
it."

Testing Equipment

Testing equipment is one of the most critical comgads of the testing process. We generally seekaiatain testers from different vendors
with similar functionality and the ability to teatvariety of different semiconductors. In gengpakticular semiconductors can be tested on
only a limited number of specially configured testé\s part of the qualification process, custonvahsspecify the equipment on which their
semiconductors may be tested, and we then devesvptogram conversion software that enable usstathese semiconductors on multiple
equipment platforms. This portability between testnables us to allocate semiconductors testedsour available test capability and
thereby improve capacity utilization rates. We fase testing equipment from major international ufacturers, including Advantest
Singapore Pte Ltd, Credence Systems Corporatioiletdrechnologies, LTX Corporation, Schlumbergezddurement & Systems Pte Ltd
and Teradyne Inc.

We operate approximately 189 testers, including fb88nixed-signal testing, 40 for digital testingdal4 for memory testing and in certain
cases where a customer has specified testing equipimat is not widely applicable to other produbtgt we test, we have required the
customer to provide the equipment on a consigniasis. Presently 24 of the aggregate 189 testenpemate are on consignment and 22 of
the 24 are used for mixed-signal testing.

In addition to testing equipment, we maintain aetgrof other types of equipment, such as autombagedilers and probers (with special
handlers for wafer probing), scanners, reformetsR@ workstations for use in software development.

Assembly Equipment

The primary equipment used in assembly includes tmimders and mold systems. We own and operatexpyately 377 wire bonders and
approximately 38 mold systems. Certain of our Wioaders allow for interchangeability between le@aife and laminate packages. We
purchase wire bonders from major international nfiacturers, including Kulicke & Soffa Industriesclrand ESEC Asia Pacific Pte Ltd. We
purchase mold systems from major international rfaaturers, including Apic Yamada Corporation and-hi Seiko Co Ltd. We have
recently purchased gallium arsenide wafer saw actdrind equipment.

Raw Materials

Our assembly operations depend on obtaining anuatiegupply of raw materials on a timely basis. ptiecipal raw materials used in
assembly are leadframe or laminate substrates vgoddand molding compound. We generally purchasematerials based on the non-
binding forecasts provided to us by our custontdmvever, our customers are generally not respaméilslany unused raw materials that
result from a forecast exceeding actual orderswid closely with our primary suppliers, providittgem with
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a six-month rolling forecast and weekly requirensgttiedules. Accordingly, our suppliers are betbde 0 supply us with raw materials. We
are not dependent on any one supplier for a sutistaortion of our raw material requirements. Threvailability of an adequate supply of
raw materials could materially and adversely affeatbusiness, financial condition and resultspdrations. See " Item 9. Management's
Discussion and Analysis of Financial Condition &®bults of Operations -- Risk Factors -- We areeddpnt on raw material suppliers and
do not have any long-term supply contracts withntte

Item 3. Legal Proceedings.

We believe that we are not a party to any legat@edings which would, individually or in the aggatsy have a material adverse effect on
financial condition or results of operations.

Item 4. Control of Registrant.

As of March 15, 2000, Singapore Technologies Ptiebeneficially owns approximately 72.5% of our oty shares. Singapore
Technologies Pte Ltd is wholly-owned by Temasekdifajs (Private) Limited, the principal holding coamy of the Government of
Singapore. As a result, Singapore Technologie4 féltés able to exercise direct or indirect conweer matters requiring shareholder
approval, including the election of directors apgval of significant corporate transactions. Megtthat typically require shareholder
approval include, among other things:

o the election of directors;

0 our merger or consolidation with any other entity
o any sale of all or substantially all of our assand
o the timing and payment of dividends.

The following table sets forth certain informatigarding the ownership of our ordinary sharesfégawch 15, 2000 (i) by each person
known to us to own beneficially more than 10% of outstanding ordinary shares and (ii) by all dioeg and executive officers as a group.

Beneficial ownership is determined in accordandd wiles of the U.S. Securities and Exchange Cosionisand includes shares over which
the indicated beneficial owner exercises voting/@nhvestment power. Ordinary shares subject top currently exercisable or exercist
within 60 days are deemed outstanding for computiegpercentage ownership of the person holdingtiens but are not deemed
outstanding for computing the percentage ownershgmy other person.

Number of
Shares  Percentage
Beneficially Beneficially

Name of Beneficial Owner Owned Owned
Singapore Technologies Pte Ltd(1).................. . 511,632,398 52.1%
Singapore Technologies Semiconductors Pte Ltd(1)... . 200,695,652  20.4%
EDB Investments Pte Ltd(2)..........cccveeeennee . 48,021,950 4.9%
All directors and executive officers as a group(3). . 13,676,500 1.4%

(1) Temasek Holdings (Private) Limited, the priradipolding company of the Government of Singapoveis 78.3% of Singapore
Technologies Pte Ltd and owns 100% of Singapor&éi@ogies Holdings Ltd which owns the remaining724.of Singapore Technologies
Pte Ltd which, in turn, owns 100% of Singapore Texthgies Semiconductors Pte Ltd. Temasek HoldiRgivéte) Limited may therefore be
deemed to beneficially own the shares directly aime Singapore Technologies Pte Ltd and Singapeohiologies Semiconductors Pte
Ltd.

(2) EDB Investments Pte Ltd is a wholly owned irtwasnt holding arm of the Economic Development Bpar8ingapore government
agency. The Economic Development Board may thezdferdeemed to beneficially own the shares direstiyed by EDB Investments Pte
Ltd.

(3) In addition, all directors and executive offieas a group own 10,383,500 options under theeSBption Plan.
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Item 5. Nature of Trading Market.

Our ordinary shares have been traded on the Sing&pa@hange Securities Trading Limited or SGX-SksiJanuary 31, 2000 and our
American Depositary Receipts or ADRs have beerettazh the NASDAQ National Market or NASDAQ sincadary 28, 2000.

As of March 15, 2000, there were approximately 8,88areholders on record of the ordinary shareshath 7,987 holders were registere(
Singapore and 40 were registered in the UnitedeStaind 134 ADR-holders on record of the ADRs, loictv approximately 129 were
registered in the United States. Because manymobmainary shares and ADRs were held by brokersadiner institutions on behalf of
shareholders in street name, we believe that theeu of beneficial holders of our ordinary shaned ADRs is substantially higher.

On March 27, 2000, the closing price of our ordyrstiares on the SGX was S$9.30 and on NASDAQ wa9#s.
Item 6. Exchange Controls and Other Limitations Afecting Security Holders.
Currently, there are no exchange control restmatio Singapore.

A shareholder is entitled to attend, speak and ab#ay general meeting, in person or by proxyréxp need not be a shareholder. A person
who holds ordinary shares through the CDP bookyerigrarance system will only be entitled to vot@ aeneral meeting as a shareholder if
his name appears on the depository register magdady CDP 48 hours before the general meetingefiixas otherwise provided in our
Articles of Association, two or more shareholdes&ling at least 33 1/3% of our issued and outstendidinary shares must be present in
person or by proxy to constitute a quorum at amega meeting. Under our Articles of Association,aoshow of hands, every shareholder
present in person and each proxy shall have oreg &t on a poll, every shareholder present iropess by proxy shall have one vote for
each ordinary share held. A poll may be demandegiitain circumstances, including by the chairmithe meeting or by any shareholder
present in person or by proxy.

The Companies Act and the Singapore Code on TalkesGand Mergers regulate the acquisition of orgiishares of public companies and
contain certain provisions that may delay, detgsrervent a future takeover or change in contrawfcompany. Any person acquiring an
interest, either on his own or together with parieting in concert with him, in 25% or more of @oting shares must extend a takeover offer
for the remaining voting shares in accordance hithprovisions of the Singapore Code on Take-OamdsMergers. "Parties acting in
concert" include a company and its related andciatsal companies, a company and its directorsu@tiey their relatives), a company and its
pension funds, a person and any investment compauitytrust or other fund whose investment sucls@emanages on a discretionary basis,
and a financial advisor and its client in respdcttares held by the financial advisor and sharele client held by funds managed by the
financial advisor on a discretionary basis. An pffe consideration other than cash must be accamgay a cash alternative at not less than
the highest price paid by the offeror or partietingcin concert with the offeror within the precedil2 months. A mandatory takeover offer is
also required to be made if a person holding, eibinehis own or together with parties acting in @ent with him, between 25% and 50% of
voting shares acquires additional voting sharesessmting more than 3% of the voting shares inlahgnonth period.

Except as described above, there are no limitatropssed by Singapore law or by our Articles of ddation on the rights of non-resident
shareholders to hold or vote ordinary shares.
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Item 7. Taxation
Singapore Tax Considerations

In this section we discuss the material Singapaecerne tax, stamp duty and estate duty consequehties purchase, ownership and disposal
of the ordinary shares or ADSs, collectively, teecurities", to a holder of the securities thatdsresident in Singapore. This discussion does
not purport to be a comprehensive description Idhaltax considerations that may be relevantdedsion to purchase, own or dispose of the
securities and does not purport to deal with tkectansequences applicable to all categories ofstiave. You should consult your own tax
advisers as to the Singapore tax consequences plitichase, ownership and dispositions of the Risur

This discussion is based on tax laws in effectiiig&pore and on administrative and judicial intetations of these tax laws, as of the date of
this Annual Report, all of which are subject to mpe, possibly on a retroactive basis.

Income Tax
General

Non-resident corporate taxpayers are subject to indamen income that is accrued in or derived frang&pore and on foreign income
received in Singapore. A non-resident individuausject to income tax on the income accrued iteoived from Singapore.

Subject to the provisions of any applicable doublation treaty and subject as discussed belowresident taxpayers who derive certain
types of income from Singapore are subject to ahailding tax on that income at a rate of 25.5%geanmerally 15% in the case of interest,
royalty and rental of movable equipment.

A corporation will be regarded as being resider8imgapore if the control and management of iténmss is exercised there (for example, if
the corporation's board of directors meets and ectsdhe business of the corporation in Singap@me)ndividual will be regarded as being
resident in Singapore in a year of assessmemt iha preceding year, he or she was physicallyeptea Singapore or exercised an
employment in Singapore (other than as a diredtarammpany) for 183 days or more, or if he or #gdes in Singapore.

Taxation of Dividends

If we pay dividends on the ordinary shares or AR&of the tax exempt income received because opiomeer status or out of our income
subject to a concessionary tax rate, if any, sindehds will be free of Singapore tax in the hantithe holders of the ordinary shares and
ADSs. See "ltem 9. Management's Discussion andyAisabf Financial Condition and Results of OpematioOverview" for a discussion of

our pioneer status.

Where the dividend is declared out of the abovest@@mpt income or income subject to tax at a cariorary rate, we would have to obtain
agreement from the Inland Revenue Authority of Spwe confirming the amount of income availabledistribution of tax exempt
dividends. Before this agreement has been obtaithedZomptroller of Income Tax in Singapore mayésa provisional assessment of our
exempt income, and we will be able to distributegaaempt dividends based on this provisional assest Exempt dividends paid by us in
excess of our finalised tax exempt income will Berded distributed out of our ordinary income anldilve subject to the treatment outlined
below.

We pay tax on our non-tax exempt income at thegilieg corporate tax rate, which is currently 25.58his tax paid by us is in effect
imputed to, and deemed paid on behalf of, our $fwdders. Thus, if we pay dividends on our ordinsimgres out of our non-tax exempt
income, our shareholders receive the dividendefiite tax paid by us. Dividends received by eitheesident or non-resident of Singapore
are
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not subject to withholding tax. Shareholders axedan Singapore on the gross amount of dividewtii;h is the cash amount of the dividend
plus an amount normally equivalent to the corporateme tax rate paid by us on the dividend. Thleptd by us effectively becomes
available to shareholders as a tax credit to offseSingapore income tax liability on their ovematome, including the gross amount of
dividends.

A non-resident shareholder is effectively taxedhon-tax exempt dividends at the corporate incomeate. Thus, because tax deducted from
the dividend and paid by us at the corporate inctareate is in effect imputed to, and deemed paitbehalf of, our shareholders (as
discussed in the preceding paragraph), no furtirgrapore income tax will be imposed on the netd#ind received by a non-resident holder
of ordinary shares or ADSs. Further, the non-regigdbareholder will normally not receive any tafurel from the Inland Revenue Authority
of Singapore.

No comprehensive tax treaty currently exists betw@i@gapore and the United Stal
Gains on Disposal of the Ordinary Shares or ADSs

Singapore does not impose tax on capital gains.ddew gains or profits may be construed to be dheome nature and subject to tax,
especially if they arise from activities which tmand Revenue Authority of Singapore regards ascHrrying on of a trade in Singapore, ¢
they are short-term gains from the sale of regbery or shares in unlisted companies with subistiargal property or real property-related
assets in Singapore. Thus, any gains or profita fiftte disposal of the ordinary shares or ADSs atdéaxable in Singapore unless the seller is
regarded as carrying on a trade in securitiesnig&iore, in which case the disposal profits woedaxable as trading profits rather than
capital gains.

Stamp Duty

There is no stamp duty payable in respect of thaaisce and holding of new ordinary shares or AB8®re existing ordinary shares or
ADSs evidenced in certificated form are acquire&iimgapore, stamp duty is payable on the instruroetmansfer of the ordinary shares or
ADSs at the rate of S$2.00 for every S$1,000 otcthresideration for, or market value of, the ordynsinares or ADSs, whichever is higher.
The stamp duty is borne by the purchaser unlese th@n agreement to the contrary. Where an im&nt of transfer is executed outside
Singapore or no instrument of transfer is executedstamp duty is payable on the acquisition o$taxg ordinary shares or ADSs. Stamp ¢
may be payable if the instrument of transfer i€ihesd in Singapore.

Estate Duty

In the case of an individual who is not domiciledSingapore, Singapore estate duty is imposed@ualue of most movable and immovable
properties situated in Singapore. Thus, an ind&fdwlder of the ordinary shares who is not doraitih Singapore at the time of his or her
death will be subject to Singapore estate dutyhervalue of any ordinary shares held by the indiaidipon the individual's death. Such a
shareholder will be required to pay Singapore estaty to the extent that the value of the ordirgigres, and any other assets subject to
Singapore estate duty, exceeds S$600,000. Unless etemptions apply to the other assets, for el@rtipe separate exemption limit for
residential properties, any excess will be taxeal r@te equal to 5% on the first S$12,000,000 efitdividual's Singapore chargeable assets
and thereafter at a rate equal to 10%. Howeveindinidual who holds ADSs and is not domiciled im@pore at the time of his or her death
should not be subject to Singapore estate tax@utguch ADSs because such ADSs are registeredlel@sigapore and hence should not be
considered as movable properties in Singapore.

Prospective purchasers of ordinary shares or AD®save individuals, whether or not domiciled in@ipore, should consult their own tax
advisors regarding the Singapore estate duty coresegs of their investment.
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Item 8. Selected Financial Data.

You should read the following selected consoliddileancial data in conjunction with our consolidafenancial statements and the related
notes and "ltem 9. Management's Discussion andyAisabf Financial Condition and Results of Operagloincluded elsewhere in this
Annual Report. The selected consolidated finardadh are derived from our consolidated financialeshents. The selected consolidated
financial data as of December 31, 1995, 1996 a®d H9d for the fiscal years ended December 31, 48651996 are derived from our
audited consolidated financial statements. Howewnverhave not included our audited consolidatedniiie statements for these periods in
Annual Report.

Our consolidated financial statements are preparadcordance with U.S.

GAAP.

Year Ended December 31,

19 95 1996 1997 1998(1) 1999
(int housands, except per ordinary share and per ADS dat a)
Income Statement Data:
Net revVeNnUes. ........oocvveeeiniiieeeenns 8,058 $32,185 $88,373 $113,920 $201,098
Cost of revenues 7,912 34,061 67,848 87,066 132,889
Gross profit (loss) 146 (1,876) 20,525 26,854 68,209
Operating expenses:
Selling, general and administrative......... 3,473 6,062 13,858 16,772 28,437
Research and development - - 2,157 3,482 7,283
Stock-based compensation.................... - - -- 384 25,327
Other general expenses (income), net........ - (139) 17 (582) 37
Total operating expenses.................. 3,473 5,923 16,032 20,056 61,084
Operating income (I0SS)..........cceevuveen.. ( 3,327) (7,799) 4,493 6,798 7,125
Other income (expense):
Interest expense, Net.......cccceeeeeeennne 19 (401) (3,307) (8,244) (5,534 )
Foreign currency exchange gain (loss)....... (35) 604  (1,258) 857 1,385
Other non-operating income (expense), net... - 41 62 2,103 2,379
Total other income (expense).............. (16) 244 (4,503) (5,284) (1,770 )
Income (loss) before income taxes............. 3,343) (7,555) (10) 1,514 5,355
Income tax eXpense........ccceeeeveueeeeennne - - (159) (390) (500 )
Net income (10SS)......cccccvveevveeennnn. $( 3,343) $(7,555) $ (169) $ 1,124 4,855
Net income (loss) per ordinary share(2):
BaSiC.vvevvieeviiiieciiesee e (0.15) $ (002) $ - $ - $ 001
Diluted........coovviieeiiiieee e, $ (0.15) $ (0.02) $ - $ - $ 0.01
Net income (loss) per ADS(2):
BasSiC......ovveeiiiiiee e (1.49) $ (0.21) $ - $ 0.02 $ 0.06
Diluted.......coooviiiiiiiiiiiieen, $ (1.49) $ (0.21) $ - $ 0.02 $ 0.06
Ordinary shares (in thousands) used in per
ordinary share calculation(2):
BasSiC......veieeiiiiiee e 2 2,500 352,032 368,000 669,671 770,259
Diluted.......coooviiieiiiiiiiie, 2 2,500 352,032 368,000 670,976 786,725
ADSs (in thousands) used in per ADS
calculation(2):
BasSiC......veeeeiiiiie e 2,250 35,203 36,800 66,967 77,026
Diluted.......coooviiieiiiiiiiie, 2,250 35,203 36,800 67,098 78,672

(1) Effective July 1, 1998, we changed our funaticzurrency from the Singapore dollar to the U @&lad. See Note 2(d) to our consolidated

financial statements.

Year Ended December 31,

19 95 1996 1997 1998(1) 1999
(in thousands)
Balance Sheet Data:
Cash and cash equivalents.................... $ 9,008 $ 2,422 $ 1,051 $12,692 $16,568

Working capital (deficit)
Total assets.......ccoeevevvviiiciiivinennns

4,709) (43,726) (140,474) (24,606) (74,030
0,634 114,372 225477 236,720 351,965



Short-term debt and current
installments of

long-term debt..........cccvvveveeennennn. - 37,071 130,165 50,000 67,420
Long-term debt..........cccoviiiiininnnn. - - - 54,282 46,360
Shareholders' equity..........ccccceeennen. 2 8,417 54,714 45,706 108,038 141,184

We have never declared or paid any cash dividendsioordinary shares.

20



Item 9. Management's Discussion and Analysis of Famcial Condition and Results of Operations.

The following discussion of our business, financiahdition and results of operations should be reanjunction with our consolidated
financial statements and the related notes incledelvhere in this Annual Report. This discussiomains forward-looking statements that
reflect our current views with respect to futureets and financial performance. Our actual resn#tg differ materially from those
anticipated in these forward-looking statementa essult of certain factors, such as those set fanter "-Risk Factors" and elsewhere in
Annual Report. Our consolidated financial statermemé reported in U.S. dollars and have been pedparaccordance with U.S. GAAP.

Overview

We derive revenues from test services and assesfhtyaded and laminate packages. Net revenue eethe invoiced value of services
rendered, excluding goods and services tax, nettofns, trade discounts and allowances. We rezegeivenue upon shipment of
semiconductors for which we have provided servi€as. net revenues from assembly services have gabwarfaster rate than our net
revenues from testing services and we expectrésltto continue as we provide more turnkey sesvioeur customers. When we provide
full turnkey services, we perform both test anceadsly services on the same device. For that detheaynit price charged for assembly is
generally twice that of the unit price chargedtésting. Therefore revenues per unit from assersdryices increase in absolute dollars more
than for testing services. While test servicesdglty command lower unit prices than assembly sesjitest services generate higher gross
margins than assembly services.

The semiconductor industry is characterized byepeimsion which can impact our revenue and grosgimainless we improve our capacity
utilization and reduce costs. Prices of our proglotta given level of technology decline over theduct life cycle, commanding a premium
in the earlier stages and declining towards theddride cycle. We have to continue to develop dffigl increasingly complex test and
assembly services that meet the requirements afumiomers.

From 1996 to 1999, our net revenues grew from $82llin to $201.1 million. From 1996 to 1998, alst@ll of our net revenues were
derived from test services and assembly of leadeklgges. We derived revenues from assembly of Emimackages for the first time in
October 1998. We provide a full range of test smwiand have developed substantial expertisetingenixed-signal and high performance
digital semiconductors. We have been successfitiacting new customers with these testing cajpiaisiland then expanding our relation:
with such customers to include assembly servidksed to their needs. We intend to continue toagxpour test and assembly operations in
order to position ourselves to meet increased ddrf@outsourced test and assembly services.

Our results of operations are generally affectethlycapital-intensive nature of our business. Mbsiur costs are fixed as our variable costs
are limited to the costs of materials, payroll aogplies. Our primary fixed costs are for test assembly equipment. Testers typically cost
between $2.0 million and $4.0 million each, compaséth wire bonders which typically cost $100,0G& k. Increases or decreases in
capacity utilization rates can have a significéfea on gross profit margins since the unit cddest and assembly services generally
decreases as fixed charges, such as depreciapiensxfor the equipment, are allocated over afdamgmber of units. Depreciation expense
as a percentage of revenues was 27.3%, 34.4% aB¥h28r 1997, 1998 and 1999. Our results of openatare also affected by declines ¢
time in the average selling prices for packagegimés in the past, we have been able to offsétast in part, the effect of such declines on
our gross profit margins by successfully develogind marketing new higher margin packages, suellesnced leadframe and laminate
packages, and by taking advantage of economiesaté and higher productivity resulting from higlvefumes. However, we cannot assure
you that we will be successful at offsetting angtsdeclines in the futur

Our operating expenses consist principally of sglligeneral and administrative expenses which diechayroll-related expenses for
administrative staff, facilities-related expengesnagement fees to our parent Singapore Technel&ggelLtd, marketing expenses and
provisions for bad debts on accounts receivable.dparating expenses also include research andagerent expenditures which have been
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focused in two areas:

o the development of new test equipment, softwadepsocesses to enhance efficiency and reliakility to shorten test time of
semiconductors; and

o the development of new, advanced packages tothreetistomized needs of our existing customers.

We are a part of the Singapore Technologies Grchiphwprovides us with certain direct and indireehéfits. We have benefited from our
close working relationship with Chartered SemicartduManufacturing Ltd, which is also majority-owhby Singapore Technologies Pte
Ltd and one of our major customers. In additioanfrtime to time, Singapore Technologies Pte Ltdigdffiliates have provided us with
debt and equity financing. Also, Singapore Techgigls Pte Ltd provides us with certain managemanwicas, including corporate secretar
internal audit, training, executive resources agaddury services. We pay Singapore TechnologiektBten annual management fee for these
services. Prior to December 1999, this fee waschaseertain percentages of capital employed, salaspower and payroll. The new sen
agreement into which we entered in December 198%a@smula and service based fee arrangement.i@geaeral and administrative
expenses of Singapore Technologies Assembly andSEesgices, Inc., our subsidiary, are borne anbamged to us by Chartered
Semiconductor Manufacturing Inc., a United Statesiporated affiliate of Singapore TechnologieslRte These expenses amounted to !
million, $1.0 million and $1.3 million for 1997, 88 and 1999, respectively. We expect that this amwill decrease significantly in the
future.

Prior to December 6, 1999, we had an EmployeeseSbanership Scheme which was accounted for inrdeoee with variable plan
accounting. As a consequence, we recognized stmddocompensation expense for options and sharetedrto employees under this
scheme of $0.4 million and $25.3 million during rears ended December 31, 1998 and 1999, respgciivee stock based compensation
expense for the year ended December 31, 1999 iedlach15.7 million charge recognised as a restftedfermination of this scheme on
December 6, 1999. See Note 20 to our consolidataddial statements.

We have recognized stock-based compensation exf@nsptions granted under the Share Option Plaacgordance with fixed plan
accounting. Reported stock-based compensation egpepresents the difference between the exenizeqf employee share option grants
and the deemed fair value of our ordinary shardiseatlate of the grant, amortized over the vegigripd of the applicable options. The fair
market value of our ordinary shares prior to ottidhpublic offering was computed based on caltiotathe fair market value of our total
invested capital less interest-bearing debt, agsyithie exercise of the outstanding options at @atihation date and adding the expected cast
proceeds from the exercise of those options. Tinerfarket value of our total invested capital wasreated using the income approach and
the market approach, on a closely-held minoritgnest basis.

We have been granted pioneer enterprise status threl8ingapore Economic Expansion Incentives @Ré&ibm Income Tax) Act, Chapter
("Relief from Income Tax Act"), for approved subt@tt assembly and testing of integrated circuiiduding wafer probe services, in
Singapore for a five-year period from January B&lDuring the pioneer enterprise status periodrime from subcontract assembly and
testing of integrated circuits, including wafer pecsservices, is exempt from Singapore income taest to compliance with the conditions
stated in the pioneer certificate and the Reliefifincome Tax Act. Income from any other sourcdasgd at prevailing Singapore corporate
tax rates. Our pioneer status is renewable fodditianal three years subject to compliance wittiaie conditions. We expect that we will be
in compliance with such renewal conditions at theetof determining renewal eligibility.

Until June 30, 1998, our functional currency wasgapore dollars. Effective July 1, 1998, we chang@dfunctional currency to the U.S.
dollar.

Historically, the Singapore dollar was our functibaurrency because the Singapore dollar was threroey of the primary economic
environment in which our operations were condudtmvever, significant changes in economic factessitated a change in our functional
currency from the Singapore
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dollar to the U.S. dollar. Our business has chamgéliat a more significant portion of our net reves is derived from companies based
outside of Singapore, principally in the Unitedt8a The interdependencies among us and our pamdrather Singapore government
controlled entities continue to diminish. There angoing changes in sources of financing from Sdoga dollars to U.S. dollars. With more
of our transactions and cash flows denominated.$ Wollars, we changed our functional currencgaf¥e July 1, 1998 from the Singapore
dollar to the U.S. dollar. Please see Note 2(dutoconsolidated financial statements.

The change in functional currency was recognizeauth the translation of Singapore dollar amouftsup assets and liabilities at June 30,
1998 to U.S. dollars on July 1, 1998. In the cdsauo non-monetary assets such as property, plaheguipment, those U.S. dollar amounts
became the accounting basis for those assetsyat JL®98 and for subsequent periods. The $9.7omilumulative translation adjustment at
July 1, 1998 in shareholders' equity prior to thargge remains as a separate component of accuthatatgrehensive income (loss).

Assets and liabilities denominated in other curiemare converted into tlienctional currency at the rates prevailing atlih&ance sheet da
Income and expenses in other currencies are cauvigto the functional currency at the rates ohexwge at the transaction date.

We experience foreign currency exchange gains@ssk$ arising from transactions in currencies dtfger our functional currency. Prior to
the change in our functional currency, exchangasgand losses arose from transactions denominatdiiencies other than Singapore
dollars, principally in U.S. dollars. Following tlthange in our functional currency, exchange gantslosses arose from transactions
denominated in currencies other than U.S. dolfaiagcipally in Singapore dollars.

Risk Factors
In addition to the other information and risks désed elsewhere in this Annual Report, our busingssibject to the following risks:
Our results fluctuate from quarter to quarter.

Our operating results have fluctuated and may naaetto fluctuate substantially from quarter to ¢eradue to a wide variety of factors,
including:

o general economic conditions in the semiconduatdustry;

o0 a shift by IDMs between internal and outsoureesd and assembly services;
0 general economic conditions in the markets adéeby end-users of semiconductors;
o the seasonality of the semiconductor industry;

o the short-term nature of our customers' commitsen

o the rescheduling or cancellation of large orders;

o the timing and volume of orders relative to capacity;

o changes in capacity utilization;

o the rapid erosion of the selling prices of pageg

o changes in our product mix;

o the timing of expenditures in anticipation ofifte orders;
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o possible disruptions caused by the installatiomesv equipment;
o the inability to obtain adequate equipment oimaly basis; and
0 any exposure to currency and interest rate faizins that may not be adequately covered undehedging policy.

As a result of all of these factors, we believé fiexiod-to-period comparisons of our operatingiltssare not meaningful, and you should not
rely on such comparisons to predict our futureqranince. Unfavorable changes in any of the abasterfamay adversely affect our
business, financial condition and results of openat In addition, such unfavorable changes coaigse volatility in the price of our ordinary
shares and ADSs.

For example, during the second quarter of 1998atleeage selling prices of many of our test andrabdy services decreased because of an
excess of worldwide capacity relative to demandcihiesulted in intense competition among indepentgsih and assembly service provid
We expect intense competitive conditions to corinfiwe cannot offset declines in selling pricgséducing our costs of delivering those
services, increasing the number of units testeassembled, or shifting our focus to higher margst and assembly services, our business,
financial condition and results of operations cduddadversely affected. See "-- Results of Operatio Quarterly Results."

Downturns in the semiconductor industry will adwdysaffect our operating results.

Our profits are affected significantly by condit®im the semiconductor industry. The market forisenductors is categorized by:
o rapid technological change;

o evolving industry standards;

0 intense competition; and

o fluctuations in end-user demand.

In addition, the semiconductor industry is cycliaad, at various times, has experienced signifidantnturns because of production
overcapacity and reduced unit demand. Any futurerdorn in the semiconductor industry is likely wvarsely affect our business, financial
condition and results of operations. Our finanoésults for the second and third quarters of 196Bvadversely affected by such a downturn.

Decisions by our IDM customers to curtail outsongcmay adversely affect our company.

Historically, we have been dependent on the trar@tsourcing of test and assembly services by IDDs IDM customers continually
evaluate our services against their own in-housteated assembly services. As a result, at any tibids may decide to shift some or all of
their outsourced test and assembly services tonialtg sourced capacity. Any such shift or a slowdan this trend is likely to adversely
affect our business, financial condition and ressaftoperations.

Our profitability is affected by capacity utilizati rates.

As a result of the capital intensive nature of lbbusiness, our operations are characterized byfbigth costs. Consequently, insufficient
utilization of installed capacity can have a matieadverse effect on our profitability. Therefooey ability to maintain or increase our
profitability will continue to be dependent, indgr part, upon our ability to maintain high capacitiization rates. Capacity utilization rates
may be affected by a number of factors and circantss, including:
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o installation of new equipment in anticipationfatfure business;

o overall industry conditions;

o the level of customer orders;

o0 operating efficiencies;

o0 mechanical failure;

o disruption of operations due to expansion of aflens, introduction of new packages or relocatibaquipment;
o disruption in supply of raw materials; or

o fire or other natural disasters.

For example, in 1998, our capacity utilization sateere negatively affected by a decrease in derfaaralir test and assembly services
resulting from a downturn in the overall semicortduéndustry. We cannot assure you that our capaditization rates will not be materially
adversely affected by future declines in the semdaator industry, declines in industries that pasghsemiconductors or other factors. Any
inability on our part to maintain or increase cafyautilization rates could have a material advesfect on our business, financial condition
and results of operations.

We depend on a small number of customers for afgignt portion of our revenues.

We are dependent on a small group of customerlfioost all of our net revenues. Our ten largestoensrs accounted for almost all of our
net revenues in 1997, 1998 and 1999. In 1998, amurlargest customers, Analog Devices, Inc., Broad€orporation, Chartered
Semiconductor Manufacturing Ltd (our affiliate) a@drus Logic, Inc. each represented in exceséf df net revenues and in the aggregate
represented 63.9% of our net revenues. In theeredad December 31, 1999, our four largest custqrieedog Devices, Broadcom,
Chartered Semiconductor Manufacturing Ltd and Lévaé Communications, Inc. each represented in exafe®% of our net revenues anc
the aggregate represented 66.8% of our net reve@hestered Semiconductor Manufacturing Ltd accedifior 20.9% and 16.4% of our net
revenues in 1998 and 1999, respectively. Also9®i7] 1998 and 1999, 67.8%, 64.1% and 70.2% of euravenues came from customers
based in the United States. We anticipate thahiforseeable future our ten largest custometsaitinue to account for most of our net
revenues and that we will continue to be signifiyadependent on net revenues from customers lingbe United States. Our ability to
retain these customers, as well as other custommedsto add new customers is important to the angpgsiiccess of our company. The loss of
one or more of our key customers, or reduced offdens any of our key customers, could have a malteddverse effect on our business,
financial condition and results of operations. St@m 1. Description of Business -- Customers."

A decrease in demand for communications equipmmhiparsonal computers may significantly decreaselémand for our services.

A significant percentage of our net revenues isvédrfrom customers who use our test or assemiplycas for semiconductors used in
communications equipment and personal computeng sfgnificant decrease in the demand for commuitinatequipment or personal
computers may decrease the demand for our semmaksould seriously harm our company. In addittha,declining average selling price of
communications equipment and personal computecggplsignificant pressure on the prices of the corapts that are used in this equipm

If the average selling prices of communicationsigeent and personal computers continue to decréas@yicing pressure on services
provided by us may reduce our net revenues andftrersignificantly reduce our gross profit margin.
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Our customers are not contractually obligated tp dwr services or products. We do not have anyifsignt backlog.

None of our customers is obligated, pursuant tocamgractual commitment or otherwise, to purchaserainimum amount of our test
assembly services or to provide us with bindingdéassts for any period. As a result, we have nafsignt backlog. The lack of significant
backlog makes it difficult for us to forecast owt mevenues for any future period. We expect th#hé future, net revenues in any quarter
continue to be substantially dependent on ordersagl within that quarter. Moreover, all of our cusérs operate in the cyclical
semiconductor industry and have varied and mayirmaato vary order levels significantly from peritmperiod. However, our customers are
generally not responsible for any unused raw meltethat result from a forecast exceeding actudgrs: Accordingly, we cannot assure you
that any of our customers will continue to placgess with us in the future at the same levels eg biad in prior periods.

We may be unable to obtain testing or assemblypagemt when we require it.

The semiconductor test and assembly business iigkciapensive and requires investment in expensajgital equipment manufactured by a
limited number of suppliers, which are located gipally in the United States, Europe and Japan.riiket for capital equipment used in
semiconductor testing is characterized, from timtnhe, by intense demand, limited supply and Idakivery cycles. Our operations and
expansion plans are highly dependent upon ourtykbdliobtain a significant amount of such capigiipment from a limited number of
suppliers. If we are unable to obtain certain eougipt, including testers and wire bonders, in aliimenner, we may be unable to fulfill our
customers' orders which would negatively impacthusiness, financial condition and results of opena.

Generally, we have no binding supply agreements arity of our suppliers and we acquire our equiproard purchase order basis, which
exposes us to substantial risks. For example, aset levels of demand for the type of capital egeipt required in our business may cause
an increase in the price of such equipment andlerathen delivery cycles, which could have a matexilverse effect on our business,
financial condition and results of operations. didiéion, adverse fluctuations in foreign currengglgange rates, particularly the Japanese
could result in increased prices for certain eq@ptpurchased by us, which could have a materigdrad effect on our business, financial
condition and results of operations.

Our profitability is affected by average sellinggess which tend to decline.

Decreases in the average selling prices of ouatestissembly services can have a material adetfest on our profitability. The average
selling prices of test and assembly services haeérid historically, with assembly services intjgatiar experiencing severe pricing
pressure. This pricing pressure for test and aslyesbvices is likely to continue. Our ability tcamtain or increase our profitability will
continue to be dependent, in large part, upon bilityato offset decreases in average selling pilog improving production efficiency,
increasing unit volumes tested or assembled, @hifiing to higher margin test and assembly sesvitfeve are unable to do so, our business,
financial condition and results of operations cduddmaterially and adversely affected.

The testing process is complex and therefore mameepto "bugs" and operator error.

Semiconductor testing is a complex process invglgiophisticated testing equipment and computewsoét. We develop computer software
which is used to test our customers' semiconductesalso develop conversion software programs hwvbiable us to test semiconductors
different types of testers. Similar to most softeprograms, these software programs are complexnaccontain programming errors or
"bugs." In addition, the testing process is subjeatperator error by our employees who operatdasiing equipment and related software.
Any significant defect in our testing or conversgwoftware, malfunction in our testing equipmenbperator error could reduce our produc
yields, damage our customer relationships and mdieharm our busines:
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We may not be able to develop or access leaditmtdagy which may affect our ability to competeeetively.

The semiconductor test and assembly market is ctesized by rapid technological change. We musitide to offer our customers test and
assembly services based upon the most advancetbteghi. This requirement could result in significaapital expenditures in the future.
Advances in technology typically lead to rapid aighificant price declines and decreased marginslfter package types and may also
affect demand for test services. Technology adwanoald also cause our test or assembly capabititibe less competitive with new
technologies and, in certain cases, to be obsolete.

If we fail to develop advanced test and assemblyices or to access those developed by othersimedy manner, we could lose existing
customers or miss potential customers demandirgpthdvanced services. Also, we would miss the dppity to benefit from the higher
average selling prices which are derived from neamel emerging test and assembly services. In additie choice of test equipment is
important to us because obtaining the wrong tesipegent or failing to understand market requireraevitl make us less competitive and \
lower our asset utilization. In order to remain @atitive, we must be able to upgrade or migratetesirequipment to respond to changing
technological requirements.

The assembly process is complex and our produgtadds may suffer from defective packages and tt@duction of new packages.
The assembly process is complex and involves a auwnftprecise steps. Defective packages primagiylt from:

0 contaminants in the manufacturing environment;

o human error;

0 equipment malfunction;

o defective raw materials; or

o defective plating services.

These and other factors have, from time to timatrdauted to lower production yields. They may dairs the future, particularly as we
expand our capacity or change our processing dtepsldition, to be competitive, we must continaexpand our offering of packages. Our
production yields on new packages typically arai§icantly lower than our production yields on auore established packages.

Ouir failure to maintain high standards or accejgtgibbduction yields, if significant and prolongeduld result in lost customers, increased
costs of production, delays, substantial amountstofned goods and claims by customers relatiegeth. Any of these problems could have
a material adverse effect on our business, findnordition and results of operations.

We need a clean room environment for our operations

Our testing and assembly operations take placesgsavhere air purity, temperature and humiditycargrolled. If we are unable to control
our testing or assembly environment, our test sembly equipment may become nonfunctional or theigmductors we test and assemble
may be defective. See "ltem 1. Description of Besi-- Quality Control." If we experience prolongetérruption in our operations due to
problems in the clean room environment, this cdwside a material adverse effect on our businessdial condition and results of
operations.

We expect to incur significant capital expenditurethe future and therefore may require additidimagncing in the future.
To grow our business, we intend to increase ourated assembly capacity. This will require
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substantial capital expenditures for additionaliponent. We will also be required to recruit andrtnaew employees. These expenditures will
likely be made in advance of increased sales. Wiaataassure you that our net revenues will incredétee these expenditures. Our failure to
increase our net revenues after these expenditorgdd have a material adverse effect on our busjri#gmncial condition and results of
operations.

In addition, we may need to obtain additional dabdquity financing to fund our capital expenditirddditional equity financing may result
in dilution to the holders of ADSs and ordinary i#ga Additional debt financing may be required \ihic obtained, may:

o limit our ability to pay dividends or require tesseek consents for the payment of dividends;
o increase our vulnerability to general adversenenac and industry conditions;
o limit our ability to pursue our growth plan;

0 require us to dedicate a substantial portionuofoash flow from operations to payments on out,dékreby reducing the availability of our
cash flow to fund capital expenditures, workingitamnd other general corporate purposes; and

o limit our flexibility in planning for, or reactmto, changes in our business and our industry.
We cannot assure you that we will be able to oliteénadditional financing on terms that are acdaptto us or at all.
We have limited operating history upon which yowrasaluate us and have had a history of losses.

We have limited operating history upon which yowraaaluate us. We began operations in January 189895, our net revenues were
derived primarily from wafer probe services perfedfor Chartered Semiconductor Manufacturing Ltd, affiliate. We experienced net
losses in our first three years of operations. éulth we have grown rapidly and now provide a faige of test and assembly services to a
number of unaffiliated customers, we continue tefaubstantial risks, expenses and difficultiedeseribed elsewhere in this Annual Report.
If we are unable to successfully address these eskl uncertainties, our business, financial cardéand results of operations could suffer.

We are dependent on raw material suppliers andtbave any long-term supply contracts with them.

We obtain the materials we need for our assemlvisices from outside suppliers. We purchase allwfroaterials on a purchase order basis.
We have no longerm contracts with any of our suppliers. If we mainobtain sufficient quantities of materials agenable prices or if we &
not able to pass on higher materials costs to astomers, this could have a material adverse effectur business, financial condition and
results of operations.

We may not be able to compete successfully in madmstry.

The independent semiconductor test and assemblicaéndustry is very competitive and diverse agguires us to be capable of testing
increasingly complex semiconductors as well asgimgthe most technologically advanced packagesaxket as quickly as our competitors.
The industry is comprised of both large multi-natibcompanies and small niche market competitors fade substantial competition from a
number of competitors that are much larger in 8iz@ us. These competitors include Advanced Serdigdor Engineering, Inc. (Taiwan),
Amkor Technology, Inc. (Korea and the PhilippineS$E Test Limited (Taiwan and Malaysia), ASAT L{#long Kong), ChipPAC
Incorporated (Korea), Siliconware Precision IndestCo., Ltd. (Taiwan) and Shinko Electric IndustrCo. Ltd. (Japan) and their facilities
are primarily located in Asia.

Each of these companies has significant manufagiwapacity, financial resources, research and
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development operations, marketing and other capiabiand has been in operation for some time. $oadhpanies have also established
relationships with many of our current or potentiastomers. Some of our competitors have establisdsting facilities in North America and
may commence independent testing operations in Akiese activities would compete directly with us.

We also face competition from the internal captibgiand capacity of many of our current and paé&fdM customers. Many IDMs have
greater financial and other resources than we davaay rely on internal sources for test and assgsdivices due to:

o their desire to realise higher utilization ofitrexisting test and assembly capacity;
o their unwillingness to disclose proprietary tealogy;

o their possession of more advanced testing ondsdgdechnologies; and

o the guaranteed availability of their own test andembly capacity.

We cannot assure you that we will be able to competcessfully in the future against our existingatential competitors or that our
business, financial condition and results of openatwill not be adversely affected by increasechgetition.

Our intellectual property is important to our afyilio succeed in our business but may be diffitufirotect.

Our ability to compete successfully and achievarigrowth in net revenues will depend, in partpanability to protect our proprietary
technology and the proprietary technology of owstomers entrusted to us by our customers duringetteng process. We seek to protect
proprietary information and know-how through the 0$ confidentiality and non-disclosure agreemeamis limited access to and distribution
of proprietary information. We also use trade sict@ protect our proprietary information. We cutig have one issued patent and we have
applied for 15 additional patents in the Unitedt@&taand certain other countries. We cannot assurgéhat any of our filed applications for
patents will be granted, or, if granted, will nat thallenged, invalidated or circumvented or wilebus any meaningful protection. Further,
we cannot assure you that the Asian countries islwive market our products, such as Taiwan and& il protect our intellectual
property rights to the same extent as the UnitateSt Additionally, we cannot assure you that amgetitors will not develop, patent or gain
access to similar know-how and technology, or re¥@ngineer our assembly services, or that anydsanfality and non-disclosure
agreements upon which we rely to protect our tssteets and other proprietary information will lde@uate to protect our proprietary
technology. The occurrence of any such events doaNg a material adverse effect on our businasasndial condition and results of
operations.

We may be subject to intellectual property righispdtes.

Our ability to compete successfully will dependpart, on our ability to operate without infringittge proprietary rights of others. We have
established procedures designed to help prevenbmsinfringing the patented technology of our catifors or other parties. When we are
aware of intellectual property of others that mayt@in to or affect our business, we will attengpeither avoid processes protected by
existing patents, cross-license, or otherwise nltartain process or package technologies thateeleafe required. However, we have no
means of ascertaining what patent applications baea filed in the United States until they arentgd. In addition, we may not be aware of
the intellectual property rights of others or faarilwith the laws governing such rights in certeduntries in which our products are or ma
sold. As the number of patents, copyrights andrdtitellectual property rights in our industry ieases, and as the coverage of these rights
increases, we believe that companies in our ingugtt face more frequent patent infringement claimlthough there are no pending or
threatened intellectual property lawsuits agaisstwe may face litigation or patent infringemerdiris in the future. In the event that any
valid claim is made against us, we could be reguioe
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0 stop using certain processes;

0 cease manufacturing, using, importing or seliifgnging packages;
0 pay substantial damages;

o develop non-infringing technologies; or

o0 attempt to acquire licenses to use the infrirtgetinology.

Although we may seek licenses from or enter int@agents with third parties covering the intelletforoperty that we are allegedly
infringing, we cannot guarantee that any such Besrcould be obtained on acceptable terms, if.at al

We may also have to commence lawsuits against coepavho infringe our intellectual property righ®&ich claims could result in
substantial costs and diversion of our resources.

Should any of the disputes described above occuhusiness, financial condition and results ofrapens could be materially and adversely
affected.

Singapore Technologies Pte Ltd controls us and:tbyemay delay, deter or prevent acts that wouldlré@sa change of control.

As of March 15, 2000, Singapore Technologies Ptebeneficially owned approximately 72.5% of ourinedy shares. Singapore
Technologies Pte Ltd, is wholly-owned by Temaseldiihgs (Private) Limited, the principal holding cpany of the Government of
Singapore. As a result, Singapore Technologie4 ftés able to exercise direct or indirect conwekr matters requiring shareholder
approval, including the election of directors apgmval of significant corporate transactions. Megtthat typically require shareholder
approval include, among other things:

o the election of directors;

0 our merger or consolidation with any other entity
o any sale of all or substantially all of our assand
o the timing and payment of dividends.

This concentration of ownership may delay, detgorerent acts that would result in a change ofrobnivhich may be against the interests of
holders of our ADSs and ordinary shares.

We may have conflicts of interest with our affiéat

In the past, a substantial portion of our financig well as our net revenues, have come fromffiliates, and we have paid a management
fee to Singapore Technologies Pte Ltd for certaimises. We will continue to have certain contratand other business relationships and
engage in material transactions with the GovernroéBingapore, Singapore Technologies Pte Ltd, E&il Chartered Semiconductor
Manufacturing Ltd, which is controlled by Singapdrechnologies Pte Ltd and is one of our key custemfthough any new material relai
party transaction requires the approval of a mgjaf our Board of Directors and separate apprbyahe Audit Committee, circumstances
may arise in which the interests of our affiliabeay conflict with the interests of our other shaiders. In addition, both EDBI and Singap
Technologies Pte Ltd make investments in variousganies. They have invested in the past, and mepsinn the future, in entities that
compete with us. Currently, Vertex Asia Ltd and tégrinvestment (1) Ltd, affiliates of Singaporechmologies Pte Ltd, have investments in
United Test Assembly Center (S) Pte Ltd, a Singay@sed provider of semiconductor assembly anihgeservices for semiconductor
logic/ASIC and memory products. In the context efotiating commercial
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arrangements with affiliates, conflicts of interbave arisen in the past and may arise, in thigher contexts, in the future. We cannot assure
you that conflicts of interest will be resolvedaar favor. See "ltem 13. Interest of Managemer@éntain Transactions

Sales to affiliates, principally to Chartered Sewmniductor Manufacturing Ltd, in 1997, 1998 and 1989e approximately 24.3%, 24.5% and
16.4%, respectively, of our net revenues. We exipecproportion of our net revenues that is depenhde Chartered Semiconductor
Manufacturing Ltd will decrease as we continueitersify our customer base, although we expect@airtered Semiconductor
Manufacturing Ltd will continue to be an importanistomer.

We depend on certain key employees. Loss of ceofdimem could adversely affect our business.

Our future performance will largely depend on obifity to attract and retain key technical, custorsepport, sales and management
personnel. The loss of certain of such personsddoave a material adverse effect on our busingemdial condition and results of
operations. We do not maintain "key man" life irswoe.

A fire or other calamity at one of our facilitiesuld adversely affect our company.

We conduct our testing and assembly operationdimtited number of facilities. A fire or other catdty resulting in significant damage at ¢
of these facilities would have a material advef§&ceon our business, financial conditions andiltssof operations. While we maintain
insurance policies covering losses, including Isshee to fire, which we consider to be adequatesammot assure you that it would be
sufficient to cover all of our potential losses.rinsurance policies cover our buildings, machiremg equipment.

Results of Operations
The following table sets forth certain operatingedas a percentage of net revenues for the penditsated:

Year Ended December 31,

1997 1998 1999
Net revVenues..........ccocveeveiieeeennnns 100.0% 100.0% 100.0%
Cost of revenues.........ccceeeveeeeennes 76.7 76.4 66.1
Gross profit (I10SS)....ccevveeeeeeeiniinnnns 23.1 236 33.9
Operating expenses:
Selling, general and administrative........ 15.7 147 141
Research and development................... 2.4 3.1 3.6
Stock-based compensation................... - 04 126
Other general expenses (income), net....... (0.5)

Total operating expenses................. 18.1 17.7  30.3
Operating income (I0SS).........cccoveuveee.. 5.0 5.9 3.6
Other income (expense):

Interest expense, nNet.........cccvee...... (7.2)

Foreign currency exchange gain (loss)

Other non-operating income (expense), net.. 0.1 1.9 1.2
Total other income (expense)....... (50) (46) (09)
Income (loss) before income taxes....... (OO) 13 27
Income tax expense..........ccceeeeeunnes (0.2) (0.3) (0.2)
Netincome (108S). o (02)% ————— 1 0% 2.5%

Year Ended December 31, 1998 Compared to Year Endé&ecember 31, 1999

Net revenues. Net revenues increased 76.5% fror®.$hiillion in 1998 to $201.1 million in 1999. Thiwrease was primarily due to t
increase in unit volumes for test and assemblyisesyNet revenues from test services increase¥68om $56.8 million in 1998 to $92.7
million in 1999. The increase in test servicesragenues was attributable primarily to growth ist teolumes reflecting
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increased demand and expanded capacity. Revermmesfisembly increased 89.8% from $57.1 milliond@8.to $108.4 million in 1999.
This increase was primarily due to greater demantetidframe packages and to a lesser extent ttoalirction of laminate packages in
October 1998.

Cost of revenues and Gross profit margin. Coseweénues increased 52.6% from $87.1 million in 1@98132.9 million in 1999, primarily
due to higher depreciation expense as a resultoirng into service additional test and assemblyigggent and costs associated with
increased test and assembly unit volumes. Depiegiakpense increased from $39.5 million in 199846.7 million in 1999. Gross profit
margin increased from 23.6% in 1998 to 33.9% in9l9%e increase in gross profit margin was atteblé primarily to improved utilization
of test and assembly equipment.

Selling, general and administrative expenses.rigglieneral and administrative expenses increa&@d6from $16.8 million, or 14.7% of r
revenues, in 1998 to $28.4 million, or 14.1% of metenues, in 1999. The increase was mainly dtieetaddition of personnel, particularly in
the United States, including the addition of 12 Eppes in sales and marketing positions to Singafpechnologies Assembly and Test
Services, Inc.

Research and development expenses. Research aldpieent expenses increased 108.6% from $3.5 milin3.1% of net revenues, in
1998 to $7.5 million, or 3.6% of net revenues, #99. The increase was attributable to higher harel@ad software depreciation ($1.5
million), supplies ($2.3 million) and salaries dmehefits ($3.5 million), in part relating to theasishment of the test development center in
San Jose, California.

Other income (expense). Other expense decreas@®6m $5.3 million in 1998 to $1.8 million in 19%rimarily due to a decrease in
interest expense. Interest expense, net for 198%&%& million compared to $8.2 million in 1998 kasrowings were reduced by $62.5
million from the proceeds of the issuance of nearsh to Singapore Technologies Pte Ltd and EDB®lanch 1998 and the replacement of
borrowings with a lower interest rate loan of S$9@illion.

Income tax expense. Income tax expense remaing #imsame at $0.4 million in 1998 and $0.5 milliori999. The current income tax
expense for both periods is due to Singapore taveotal and interest income and U.S. tax on incgereerated by Singapore Technologies
Assembly and Test Services, Inc in the United State

Year Ended December 31, 1997 Compared to Year Endé&ecember 31, 1998

Net revenues. Net revenues increased 28.8% frond $8iflion in 1997 to $113.9 million in 1998. Thiscrease was primarily due to t
increase in unit volumes for test and assemblyisesyNet revenues from test services increas&¥d. &om $47.4 million in 1997 to $56.8
million in 1998. The increase in test servicesregenues was attributable primarily to growth ist teolumes reflecting expanded capacity.
Revenues from assembly increased 39.3% from $4illi6rmmin 1997 to $57.1 million in 1998. This in@se was primarily due to greater
demand for leadframe packages and, to a lessentettie introduction of laminate packages in Octd$98.

Cost of revenues and Gross profit margin. Coseweénues increased 28.5% from $67.8 million in 1@9%87.1 million in 1998, primarily
due to higher depreciation as a result of plaamg service additional test and assembly equiprmedtcosts associated with increased tes
assembly unit volumes. Depreciation expense inecetem $24.1 million, or 27.3% of net revenuesl®97 to $39.2 million, or 34.4% of
net revenues, in 1998. Gross profit margin incrédisam 23.1% in 1997 to 23.6% in 1998. The incraasgross profit margin was attributa
primarily to improved utilization of test and asdgynequipment.
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Selling, general and administrative expenses.riglieneral and administrative expenses increas8d®from $13.9 million, or 15.7% of r
revenues, in 1997 to $16.8 million, or 14.7% of metenues, in 1998. The increase was mainly da@ iacrease in payroll-related expenses
($1.1 million), management fees to Singapore Teldyies Pte Ltd ($0.1 million) and other overheagenses ($1.8 million), the major
components of which are facility related costs salés and marketing expenses.

Research and development expenses. Research aldpgieent expenses increased 59.1% from $2.2 miltin2.4% of net revenues, in 1¢
to $3.5 million, or 3.1% of net revenues, in 199Be increase was due mainly to higher salariesbendfits ($0.6 million), depreciation of
hardware and software ($0.5 million) and suppl&&Z million).

Other income (expense). Other expense increas8&olffom $4.5 million in 1997 to $5.3 million in 18%rimarily as a result of increased
borrowings to fund our capacity expansion progranterest expense, net for 1998 was $8.2 milliongarad to $3.3 million in 1997. These
expenses were offset in part by a foreign currenchange gain of $0.9 million compared to a foragmency exchange loss of $1.3 million
in 1997. This loss was mainly attributable to tirersgthening of the U.S. dollar in 1997, which fe=diin transaction losses relating to our
U.S. dollar denominated loan. Other non-operatimgine (expense), net consist of government graohie, rental income and a provision
for relocation costs. In 1997, government granbime was $0.2 million compared to $1.2 million ird8%nd rental income in 1997 was $0.3
million compared to $0.8 million in 1998. We madpravision of $0.6 million in 1997 for relocationsts associated with our move to our
present facility.

Income tax expense. Income tax expense increaged%4rom $0.2 million in 1997 to $0.4 million ir®28. This was primarily due to the
increase in rental income from the lease of a pomif our facilities to TriTech Microelectronicsd,tour affiliate, and an increase in U.S. tax
on income generated by Singapore Technologies Adgeand Test Services, Inc. in the United States.
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Quarterly Results

The following table sets forth our unaudited resolt operations for the quarterly periods indicatéau should read the following table in
conjunction with our consolidated financial statemseand related notes included elsewhere in thisuAhReport. The results of operations in
any quarter are not necessarily indicative of #wults of any future period. We expect that ouriguly revenues may fluctuate significantly.

Quarter ended

Mar. 3 1, Jun. 30, Sep. 30, Dec. 31, Mar. 31, Jun. 30, Sep. 30, Dec. 31,
1998 1998 1998 1998 1999 199 9 1999 1999
(in thousands)
Net revenues........ccccvveevveeneene $34,89 5 $22,322 $22,016 $34,687 $36,677 $45,6 16 $53,688 $65,117
Cost of revenues.. 22,75 6 19,338 18,745 26,227 28,435 304 55 34,692 39,307
Gross profit (10SS).......cccevverneene 12,13 9 2984 3271 8,460 8,242 15,1 61 18,996 25,810
Operating expenses:
Selling, general and administrative.... 4,40 1 3,790 3,760 4,821 5,456 6,5 15 7,223 9,243
Research and development............... 1,03 3 981 652 816 1,230 1,5 36 2,359 2,158
Stock-based compensation............... - - 17 162 205 899 8 58 6,699 16,871
Other general expenses (income), net... (51 5) - - 67) 2) - 25 14
Total operating expenses............. 4,91 9 4,788 4,574 5775 7,583 8,9 09 16,306 28,286
Operating income (I0SS).................. 7,22 0 (1,804) (1,303) 2,685 659 6,2 52 2,690 (2,476)
Other income (expense):
Interest expense, net.................. (2,93 5) (2,068) (1,853) (1,388) (1,398) (1,4 58) (1,262) (1,416)
Foreign currency exchange gain (loss).. (1,39 7) 1,204 2,998 (1,948) 2,157 2 22 (506) (488)
Other non-operating income (expense),
NEt...ooiiiieieeiee e 26 7 319 42 1,475 193 9 41 656 589
Total other income (expense)......... (4,06 5) (545) 1,187 (1,861) 952 2 95) (1,112) (1,315)
Income (loss) before income taxes........ 3,15 5 (2,349) (116) 824 1611 59 57 1,578 (3,791)
Income tax (expense) benefit............. (8 5) (107) (101) 97) (239 (2 73) (148) 160
Net income (l0SS)......c.cccovvvvrenee. $ 3,07 0 $(2,456) $ (217) $ 727 $1,372 $56 84 $1,430 $(3,631)

As a percentage of net revenues

Mar. 3 1, Jun. 30, Sep. 30, Dec. 31, Mar. 31, Jun. 30, Sep. 30, Dec. 31,
1998 1998 1998 1998 1999 199 9 1999 1999
Net revenues.... . 100.0% 100.0% 100.0%  100.0% 100.0%  100. 0% 100.0% 100.0%
Cost of revenues............... .. 652 86.6 851 756 775 66. 8 64.6 60.4
Gross profit (I0SS)........ccvvvvernins 34.8 134 149 244 225 33. 2 354 39.6
Operating expenses:
Selling, general and administrative.... 12.6 17.0 171 139 149 14. 3 135 14.2
Research and development............... 3.0 4.4 3.0 2.4 3.4 3. 4 4.4 3.3
Stock-based compensation............... - - 0.7 0.6 25 1. 9 125 259
Other general expenses (income), net...  (1.5) - - (0.2) - - - - -

Total operating expenses............. 14.1 214 208 16.7 20.8 19. 6 304 43.4
Operating income (I0SS).................. 20.7 (8.0) (5.9 7.7 1.7 13. 6 5.0 (3.8)
Other income (expense):

Interest expense, net.................. (8.4) 9.3) (8.4) (4.00 (3.8 (3. 2) (24 (2.2
Foreign currency exchange gain (loss).. (4.0) 54 13.6 (5.6) 5.9 0. 5 (09 (0.7)
Other non-operating income (expense),

Net .o 0.7 14 0.2 4.2 0.5 2. 1 12 0.9

Total other income (expense)......... (11.7) (25) 5.4 54) 26 © 6) (2.1) (2.0
Income (loss) before income taxes........ 9.0 (10.5) (0.5) 2.3 4.3 13. 0 2.9 (5.8)
Income tax (expense) benefit............. (0.2) (0.5) (0.4) (0.3) (0.6) (0. 6) (0.3) 0.2
Net income (loss) (11.0)% (0.9)% 20% 3.7% 12. 4% 2.6% (5.6)%

Beginning in the second quarter of 1998, our netmees decreased as we experienced reduced deroandur major customers for our test
and assembly services. This was due, in partgenaral decline in demand in the semiconductorstrgiuGross profit was also negatively
impacted by the market environment. The reducedadeinfrom our customers resulted in lower utilizatrates of our capital equipment as
new wire bonders and testers were placed intoceand not fully utilized. Also, our customers wargler significant price pressure from
their customers and as a result put pressure tmlaser prices for both test services and tradaideadframe packages. These price
decreases were partially offset by increases #sgafl advanced leadframe and laminate packageshwhiry higher prices and gross profit
margins. Starting in the fourth quarter of 199&ditons in the semiconductor industry bey
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to improve. Gross profit as a percentage of nezmaes increased from a low of 13.4% in the secodter of 1998 to 39.6% in the fourth
quarter of 1999. As a result, we experienced irsgedalemand from our major customers, thus improwingitilization rates and financial
performance.

A significant component of our cost of revenueddpreciation expense, which is largely relateduiotest and assembly equipment. We b
depreciating our equipment when it is placed imiwise. Often, there is a gap between when oumpegent is placed into service and when it
achieves high levels of utilization. As a resulaging into service new equipment can cause owsgpoofit margins to vary significantly fra
quarter to quarter.

Selling, general and administrative expenses isea&very quarter since the second quarter of ¥#B8arily due to increased staffing lev

due to our planned expansion of our business aarhtipns. Research and development expenses wezeatg between 3.0% and 4.4% of
net revenues from the first quarter of 1998 toftheth quarter of 1999 and were expended primaoilgupport the development of our BGA
package technology.

Our quarterly operating results may vary signifibarinfavorable changes may adversely affect augiress, financial condition and results
of operations. In addition, we intend to incredselevel of operating expenses and investmentsimufacturing capacity in anticipation of
future growth in net revenues. To the extent odireeenues do not grow as anticipated, our findrcadition and operating results may be
materially and adversely affected due to the firatlre of most of these expenses.

Liquidity and Capital Resources

We have financed our operations primarily throughissuance of new shares to our shareholdersand from our shareholders, related
parties and third-party financial institutions. &n1997, Singapore Technologies Pte Ltd has prdvin@s $109.9 million in debt financing
and $42.0 million in equity financing. Since 1987 Economic Development Board has provided to5ds3million in debt financing and
EDBI has provided to us $20.3 million in equitydircing. As of December 31, 1999, we had loans and&tg from our shareholders and
related parties of $53.8 million, and cash and esghivalents of $16.6 million. We completed outialipublic offering on February 8, 2000.
Our net proceeds from the initial public offeringne approximately $388.0 million.

Liquidity

Net cash generated by operating activities wasddiflion and $73.2 million in 1998 and 1999, resipeely. The $47.9 million of cas
generated in 1998 was primarily attributable toomsrating cash generated, before changes in apgraorking capital, of $42.3 million and
a decrease in accounts receivable of $8.5 millltre $73.2 million of cash generated in 1999 wasarily attributable to net operating cash
generated, before changes in operating workingalapf $76.2 million, an increase in accounts neaigle of $16.6 million, and an increase
$17.0 million in accrued operating expenses andrgthyables, excluding liabilities for the purchagéixed assets. The increase in accrued
operating expenses and other payables includdtbiogerating working capital largely arises fromirarease in payroll-related provisions of
approximately $9.5 million and an increase in aedrpurchase of inventory of approximately $3.1 ionill

Our net cash used in investing activities primardgresents amounts paid for property, plant andbetent and other capital expenditures.
Over the past three years, a significant amouptioCapital expenditures has been spent on tesassainbly equipment. We have budgeted
capital expenditures and investments of approxiln&200.0 million for 2000. We expect to incur teesapital expenditures primarily for the
acquisition of test and assembly equipment. Frome tio time we may acquire or make investments ditiadal businesses, products and
technologies or establish joint ventures or stiatpgrtnerships that we believe will complement cunrent and future business. Some of t
acquisitions or investments could be material. Hmvewe have no specific agreements or understgadiith respect to any material
acquisition or investment at this time.
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Net cash provided by financing activities was $IRilion in 1999. In 1999, our net cash providedfimancing activities was primarily due
borrowings of $10.0 million under a short-term laamered into in December 1999 and proceeds of@8libn from the issuance of new
shares and from the full payment on previouslylpgoaid shares.

Capital Resources

In 1997, our borrowings came primarily from Singaepdollar-denominated short-term loans from Singefd@chnologies Pte Ltd. The
aggregate amount of short term loans provided hga&iore Technologies Pte Ltd for 1997 was $10918omi with no loans provided in
1998 and 1999. The average weighted interest oathése loans was 5.1%, and 7.8% in 1997 and 188Bectively. These loans were ref
or refinanced in full in 1998.

In 1997, we obtained a grant of S$23.2 milliontfee funding of certain research and developmerjept®from the Singapore National
Science & Technology Board under its Research linoeiScheme for Companies. The grant is being désulito us over a maximum of five
years ending December 31, 2001, in the form of beirsement of a specified percentage of amountsictpent by us on manpow:
research and development equipment, materialgjrigaand technology licensing fees. The grant dmgésequire repayment. Recognition of
this grant income is included in our statementmdrations under "Other non-operating expense (iegpnet.” The grant is disbursed based
on the amount of expenditures incurred. There areomditions attached to the grant other than cetimg the project to which the grant
relates and the certification of the costs incurred

In 1998, we entered into an unsecured $25.0 miliemand loan agreement with ST Treasury Serviadsalwholly-owned subsidiary of
Singapore Technologies Pte Ltd, denominated in dofars. Subsequent to December 31, 1999, thisuass repaid in full out of the
proceeds from our initial public offering.

On June 5, 1998, we entered into a S$90.0 millk&4 (3 million) long-term loan agreement with theoBamic Development Board. The long-
term loan is denominated in Singapore dollars aatdinterest at 1% over the prevailing rate pauendeclared by the Central Provident
Fund Board, a statutory board of the Singapore @wwent. The prevailing rate at December 31, 1999 2v8%. Interest is payable semi-
annually commencing September 1, 1998. Princippai@ble in seven semi-annual, equal installmesrtsneencing September 1, 2000. The
loan agreement specifies that the proceeds are tizdd solely for the financing of fixed productassets in the semiconductor business. This
loan matures on September 1, 2003 and is guarahyeSthgapore Technologies Pte Ltd. The loan agee¢mestricts us from paying
dividends, from incurring further indebtedness &mdh undertaking any form of reconstruction, indhglamalgamation with another
company, which would result in a change in the mmf the Company, in each case without prior Emgbnsent. To reduce our Singapore
dollar exposure on this loan, in the first quadkt999 we hedged the principal amount due undeh faan and incurred an additional annual
financing charge of 1.7% of the principal amounsoth loan with respect to such hedging transacBabsequent to our initial public
offering, we terminated this arrangement and culiyérold Singapore dollar cash balances, proceexs bur initial public offering, as a
hedge of the principal amount due under the loan.

On July 13, 1998 we obtained an unsecured $25l®mghort-term loan from Den Danske Bank which \waesominated in U.S. dollars.
Subsequent to December 31, 1999, this loan wasdraptull out of the proceeds of our initial publoffering.

On December 16, 1999 we obtained an unsecured #iilliédn short-term loan from Den Danske Bank whighs denominated in U.S.
dollars. Subsequent to December 31, 1999, thiswasrepaid in full out of the proceeds of ouriaipublic offering.

We have entered into an agreement with CitibanR, far a working capital facility of $20.0 milliowhich we have drawn down and repaid
in full in February 2000 out of the proceeds of mitial public offering. Interest on borrowingsder this facility will be charged at the ban
prevailing rate.
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Foreign Currency Exchange Exposure

We have adopted a hedging policy that we belieegjaadtely covers any material exposure to our n@-tollar assets and liabilities. To
minimize foreign currency exchange risk, we seledyi hedge our foreign currency exposure througivdod foreign currency swap contra
and options. We entered into a forward foreigneuncy swap contract with respect to the principabamt of the Singapore dollar-
denominated long-term loan entered into with therteenic Development Board. To date, our hedging/diets have been immaterial.
However we cannot assure you that sudden or rapicement in exchange or interest rates will not heaweaterial adverse effect on our
business, financial condition or results of operadi

Recent Accounting Pronouncements

In June 1998, the Financial Accounting Standardsr@@ssued Statement of Financial Accounting Stadsldlo. 133, "Accounting for
Derivative Instruments and Hedging Activities" (SFA33). SFAS 133, as recently amended, is effefiviiscal years beginning after June
15, 2000. This statement establishes accountingegratting standards requiring that every derivatistrument be recorded in the balance
sheet as either an asset or liability measurets &ir value. We believe the adoption of SFAS ©@Bnot have a material effect on our
financial position or results of operations.

ltem 9A. Quantitative and Qualitative Disclosures Aout Market Risk

We may employ off-balance sheet derivative instmisisuch as interest rate swaps and currency svaapsrd foreign currency contracts
and foreign currency option contracts to managedrdarest rate and foreign exchange exposure. Tihesaments are used solely to reduce
or eliminate the financial risks associated with assets and liabilities and not for trading orcsgp&tion purposes.

Our exposure to market risk associated with chaimgederest rates relates primarily to our deltgattions. Our policy is to manage interest
rate risk by borrowing a combination of fixed atahbting rate obligations depending upon market d@r.

We have established a foreign currency hedgingrarogand may utilize foreign currency swaps as agfloreign exchange forward contre
and options. The goal of the hedging program effiectively manage risk associated with fluctuasiamthe value of the foreign currency,
thereby making financial results more stable ardijgtable.

Our currency, maturity and interest rate informatielative to our short-term and long-term debt dedvative financial instruments are
disclosed in Notes 9, 13 and 23 to the consolidfitedhcial statements, respectively.

The tables below provide information about our e financial instruments and other financiatioments that are sensitive to changes in
interest rates and foreign currencies as of thesdstiown. Weighted average variable rates werellmasaverage interest rates applicable to
the loans. The information is presented in U.Slad@quivalents, which is our reporting currencgtual cash flows are denominated in
various currencies including U.S. dollars and Spuga dollars.

Decemb er 31, 1998 December 31, 1999
Total Total
Recorded Fair Recorded Fair
Amount Value Amount Value
( U.S.$ equivalent in thousands)

Debt:
Fixed rate short-term debt: (US$)... $ 25,000 $ 25,000 $ 35,000 $35,000
Average interest rate............... 6.1% 6.6%
Variable rate short-term debt: (US$) $ 25,000 $ 25,000 $ 25,000 $25,000
Average interest rate............... 5.8% 6.8%
Variable rate long-term debt (S$)... $ 54,282 $ 54,282 $53,780 $54,265
Average interest rate............... 5.3% 3.5%

Foreign Currency Contract:
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Notional amount of $53,780 (S$)... - - $ 1,835 $ 2,320
Settlement rate (vs US$).......... 1.73

The variable rate long-term debt is repayable weseequal semi-annual installments commencing Sdm@e 1, 2000. The payment terms of
the foreign currency contract match the princigglayments of the variable rate long-term debt.

Limitations

Fair value estimates are made at a specific poititrie and are based on relevant market informatimut the financial instrument. These
estimates are subjective in nature and involve aicgies and matters of significant judgment amef¢fore cannot be determined with
precision. Changes in assumptions could signiflgaffect the estimates.
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Item 10. Directors and Officers of Registrant.
Our directors and executive officers are as foltows

Name Position

Board of Directors and Certain
Executive Officers

Tan Bock Seng(1)......cccceeeennnn. Chairman of the Board of Directors
& Chief E xecutive Officer

Lim Ming Seong(2)(3)......ccceenn. Deputy Ch airman of the Board of
Directors

Lee Joon Chung............co... Director and President

Sum Soon Lim(1).........cccevneneee Director

Steven Hugh Hamblin(2)............. Director

Koh Beng Seng(1)......cccceeeennnee Director

Liow Voon Kheong................... Director

Premod Paul Thomas(2).............. Director

Charles Richard Wofford(1)(3)...... Director

June Chia Lihan.................... Alternate Director to Mr. Lee(4)
Executive Vice President, Sales and
Marketing

Gan Chee Yen........ccccceeeeene Alternate Director to Mr. Thomas(4)

Lai Yeow Hin.......cccccevnneeen. Alternate Director to Mr. Liow(4)

Other Executive Officers

Wong Kok Kit..........cceeveeen... Chief Fin ancial Officer

Byung Joon Han..................... Chief Tec hnology Officer

Lee Hoong Leong.............c...... Vice Pres ident, Leaded Business

Tan Chee Keong..........ccccvveeee Vice Pres ident, Test Business

John Briar......ccccceeeevennnne Vice Pres ident, Packages Technology
Developme nt

Steve LieW......ccceeeviiieeenn. Vice Pres ident, Array Business

Choong Chan Yong..........c........ Vice Pres ident, Sales and Marketing

John McCarvel.........cccccee..... President , Singapore Technologies
Assembly and Test Services, Inc.

(1) Member of the Audit Committee.
(2) Member of the Budget Committee.

(3) Member of the Executive Resource and Compeans&tommittee.

(4) Under Singapore companies law, a director agpdiby a company may, if permitted by the Artiddé#ssociation of such company,
appoint an alternate director to act in place chstirector should the director be unable to penfais or her duties as director of such
company for a period of time.

None of our Directors, Executive Officers or subsi shareholders is related to anott
Tan Bock Seng

Tan Bock Seng has served as a director since Jah886 and has been our Chairman and Chief Execfficer since May 1998. He
became a member of our Audit Committee in April999Ir. Tan has 29 years of experience in the semdigctor industry and has held key
positions in several multinational corporationgliing Fairchild Singapore Pte Ltd and Texas Lmants Singapore Pte Ltd. He was
President of Chartered Semiconductor Manufacturidgrom 1993 to 1998 and Managing Director of atl Semiconductor, Singapore,
from 1988 to 1993. Mr. Tan received his BacheloBoience in Mathematics from the University of Sipgre.

Lim Ming Seong

Lim Ming Seong became our Deputy Chairman in Ju#8land was appointed Chairman of the Budget Cotaenith April 1999. He was
also a member of the Employees' Share OwnershipnselCommittee, which has subsequently been replactte Executive Resource and
Compensation Committee of which he is a member.Lin.is the Group Director of Singapore Technolsgite Ltd, Deputy Chairman of
the Board of Directors of Chartered Semiconductanifacturing Ltd and Chairman of CSE Systems & Begiing Ltd. After joining
Singapore Technologies Pte Ltd in December 1986 M has held various senior positions in the Spaye Technologies Group. Prior to
joining Singapore Technologies Pte L
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Mr. Lim was with the Ministry of Defence of SingapoMr. Lim received his Bachelor of Applied Scien¢ionors) in Mechanical
Engineering from the University of Toronto and Biploma in Business Administration from the Univigrof Singapore. Mr. Lim also
participated in the Advanced Management ProgrartiSSEAD and Harvard University.

Lee Joon Chung

Lee Joon Chung has been our President since Fghi®8r and was appointed to our board of diredto3ctober 1998. Prior to serving as
President, Mr. Lee was our General Manager fronndanl995 to February 1997. From 1990 to 1994,lMe was with Microchip
Technology and served as its Vice President oHaat Operations from July 1993 until February 1994.Lee received his Bachelor of
Science in Mechanical Engineering from the Uniugrsf Alberta, Canada.

Sum Soon Lim

Sum Soon Lim was appointed to our Board of DirextorJanuary 1998 and became Chairman of the Agafitmittee in April 1999. Mr.

Sum is currently a part-time corporate advisorit@&pore Technologies Pte Ltd and is on the Boabirectors of Chartered Semiconductor
Manufacturing Ltd. Prior to accepting his positwith Singapore Technologies Pte Ltd, Mr. Sum worf@dhe Singapore Economic
Development Board, DBS Bank, J.P. Morgan Inc., ®¥as Union Bank and Nuri Holdings (S) Pte Ltd,iagbe investment holding
company. Mr. Sum is also a member of the Secuiitigsstry Council. Mr. Sum received his BacheloSefence (Honors) in Production
Engineering from the University of Nottingham, Ezugdl.

Steven Hugh Hamblin

Steven Hugh Hamblin was appointed to our Boardioféddors in June 1998 and became a member of tdgdWCommittee in April 1999.
Mr. Hamblin was with Compag Computer Corporatiamir1984 to 1996 and held various positions inclgdWManaging Director of Compagq
Asia Manufacturing, Vice President Asia/Pacific Bien, Vice President and Financial Controller @orporate Operations, and Vice
President of Systems Division Operations. He wdk Wéxas Instruments for ten years before leavingsaDivision Controller,
Semiconductor Group, to join General Instrumengieklectronics Division, New York in 1983 as itso@p Financial Executive. Mr.
Hamblin received his Bachelor of Science in Civilgiheering from the University of Missouri, Coluratand his Master of Science in
Industrial Administration from Carnegie-Mellon Ueirsity.

Koh Beng Seng

Koh Beng Seng was appointed to our Board of Dimsato February 1999 and became a member of thet Rahmittee in April 1999. He is
currently Senior Advisor to Asia Pulp & Paper Ctd land an advisor to the International Monetaryd-ite is on the Board of Directors of
Chartered Semiconductor Manufacturing Ltd. Mr. Kelactive in the financial services sector and wil the Monetary Authority of
Singapore from 1973 to 1998, where he served astipdpanaging Director from 1988 to 1998. Mr. Kolteesed his Bachelor of Commerce
(First Class Honors) from Nanyang University ansl MBA from Columbia University. Mr. Koh was awardad Overseas Postgraduate
Scholarship by the Monetary Authority of Singapiord978. In 1987, the President of the RepubliSiolgapore awarded him a Meritorious
Service Medal.

Liow Voon Kheong

Liow Voon Kheong was appointed to our Board of Bioes in October 1997. Mr. Liow is presently AsaigtManaging Director (Operatior
of the Economic Development Board, General Mana§&DB Investments Pte Ltd, Director/General ManmagfeEDB Ventures Pte Ltd and
EDB Ventures 2 Pte Ltd and General Manager of Riyedtments Pte Ltd. Mr. Liow started his careehvwlie Economic Development Bo:i
in 1976. He received his Bachelor of Engineering¢ical & Electronics) and his Diploma in Busisesdministration from the University
Singapore.
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Premod Paul Thomas

Premod Paul Thomas was appointed to our BoardrefcRirs in March 1998 and became a member of tlig&uCommittee in April 1999.
Mr. Thomas is Director (Finance) of Singapore Taxtbgies Pte Ltd and is an Alternate Director onBloard of Directors of Chartered
Semiconductor Manufacturing Ltd. Before joining @pore Technologies Pte Ltd in February 1998 hewitdisTirtamas Group, Jakarta, as
Group Executive Advisor from 1995 to 1998 and vBdmk of America from 1983 to 1995. Mr. Thomas reedihis Bachelor of Commerce
(First Class Honors) from Loyola College, Indiali®77. He is a Certified Associate of the Indiartitnge of Bankers, Bombay, and has an
MBA from the Indian Institute of Management, Ahmbédd.

Charles Richard Wofford

Charles Richard Wofford was appointed to our BadrBirectors in February 1998 and became a memibaecAudit Committee and the
Executive Resource and Compensation Committee il &pd August 1999, respectively. Mr. Wofford ieepently the Vice-Chairman of FSI
International. Mr. Wofford was with Texas Instruntefor 33 years before leaving as Senior Vice-Eetito join Farr Company in 1991. He
was the Chairman, CEO and President of Farr Comfrany 1992 to 1995. He received his Bachelor osAntMathematics and Psychology
from Texas Western College.

June Chia Lihan

June Chia Lihan was appointed Alternate Directdrde Joon Chung in October 1998. Ms Chia joinethid®994 and became our Executive
Vice-President, Worldwide Sales & Marketing in A@r998. From 1991 to 1994, Ms. Chia was with NoAuastralis and served as its
Director of Manufacturing Operations from early 338 July 1994. Ms. Chia received her Bachelor mgiBeering (First Class Honors) from
the University of Singapore and her MBA from thetiNiaal University of Singapore.

Gan Chee Yen

Gan Chee Yen was appointed alternate DirectorémBd Paul Thomas in July 1999. Mr. Gan has beémeifinance accounting field for
more than 15 years and is currently the Group Eia&ontroller of Singapore Technologies Pte [Hé.was the Senior Manager of
Singapore Technologies Marine Ltd before joininggaipore Technologies Pte Ltd in September 1996ea&toup Financial Controller. Mr.
Gan received his Bachelor of Accountancy from tlaidhal University of Singapore.

Lai Yeow Hin

Lai Yeow Hin was appointed Alternate Director t@wi Voon Kheong in October 1997. Mr. Lai started¢aseer with the Singapore
Economic Development Board in the electronics itgus 1990. He is presently holding concurrentifposs as Chief Information Officer
and Deputy Director, Electronics (Industry Devel@mnDivision), Economic Development Board. From &maber 1992 to January 1996,
Lai was the Director of the Economic Developmenails office in Los Angeles. He was a Founding &oeof the Singapore American
Business Association of Southern California from@4.80 1996. Currently, Mr. Lai is a member of tharragement board of the Centre for
Wireless Communications at the National Universitingapore and a member of the management bdane €entre for Signal Processing
at the Nanyang Technological University. Mr. Late®&ved his Master of Science (Electrical Enginegrinom the University of Illinois
(Urbana-Champaign).

Wong Kok Kit

Wong Kok Kit joined us in February 1998 and becameChief Financial Officer in May 1999. Mr. Wong$imore than 14 years of
professional experience in finance and accouniingm 1990 to 1998, he worked for Seagate Techndloggrious financial capacities,
serving as its Finance Director for seven years.Wng received his Bachelor of Business Adminigirafrom the National University of
Singapore in 1985.
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Byung Joon Han

Byung Joon Han joined us and became our Chief Taobg Officer in December 1999. Prior to joining @s. Han was Director of Product
Development at Anam Semiconductor, Inc. and, befoag held various engineering positions with IBKd AT&T Bell Labs in Murray Hill
New Jersey. Dr. Han is credited with the inventibseveral wafer and chip scale semiconductor ggingaechnologies patented today.
Han received his Doctorate in Chemical Engineefiiagn Columbia University in 1998.

Lee Hoong Leong

Lee Hoong Leong joined us in April 1996 and becameVice President of Leaded Business in May 1888 ee has held a number of
management positions at Texas Instruments and iNdt®emiconductor Singapore in operations managgtogistics, quality assurance and
equipment engineering. Mr. Lee received his Baagh&i&ngineering (Mechanical) from the UniversifiySingapore in 1980.

Tan Chee Keong

Tan Chee Keong joined us in June 1996 and becaméioa President of Test Business in April 19980Pto joining us, Mr. Tan was
Operations Manager with Cyrix Asia Pacific from 33® 1996 and Supervising Engineer with AdvancedrdDevices Singapore Pte Ltd
from 1987 to 1993. Mr. Tan received his BacheloBofence from University of London in 1984.

John Briar

John Briar joined us in September 1997 and becam¥ioe President of Packages Technology Developinefpril 1999. Prior to joining
us, Mr. Briar had more than ten years of packageldpment and managerial experience with Northeledom, Compaq, Amkor and
Alphatec Electronics. Mr. Briar received his Baamneaif Science from the University of Central Flarioh 1989.

Steve Liew

Steve Liew joined us in September 1998 and becam¥ioe President of Array Business in May 1999ofPto joining us, he was Director,
CABGA Operations with Amkor/Anam Advanced Packagingin the Philippines. Mr. Liew held various mgeaial positions in
Amkor/Anam from 1994 to 1998. Before joining Amkbe had over 16 years of experience working in sentductor assembly and
packaging with Advanced Micro Devices, Western faigiSilicon System and General Electric. Mr. Limeeived his Bachelor of Science
from California State University in 1984 and his MBom University of La Verne, CA in 1991.

Choong Chan Yong

Choong Chan Yong has been our Vice President es%ald Marketing since February 1999. From 199089, Mr. Choong worked for
Chartered Semiconductor Manufacturing Ltd in vasiomanagement capacities, most recently as Presidagsta/Japan. Mr. Choong began
his career as an engineer for Texas Instrumentsaéedmoved to National Semiconductor where hekettas Manufacturing

Section Manager and then as Planning Manager. Myofg received his Bachelor of Science from OhaeStUniversity in 1983.

John McCarvel

John McCarvel joined us in January 1999 and bedamesident of Singapore Technologies Assembly arstl Services, Inc. in July 1999.
From 1996 to 1998, Mr. McCarvel served as Vice iderg of Strategic Business Development at Micraist6m Manufacturing Services,
Inc. He was with Dovatron
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International from 1990 to 1996, in various keyiposs including President of Western OperationS{); Vice President of Worldwide
Sales (based in France); and Vice President ofiP&im Operations (based in Singapore). From 11885990, he served as Corporate
Controller (San Jose) and Director of Operatiorasél in Singapore) for Adaptec. Mr. McCarvel reeditis Bachelor of Science from
Carroll College in 1985 and his MBA from the Unisity of California in 1990.

Item 11. Compensation of Directors and Officers.

In 1999, the aggregate amount of compensationtpaigs to all our directors and executive officésteld above was approximately $2.6
million. In 1999, our directors received remuneyatbroken down as follows.

Executive Non-Exe cutive

Directors  Direc tors Total
US$250,000 and above........ 1 - 1
US$150,000 to 249,999....... 2 - 2
US$0 to US$149,999.......... - 9 9

The Company does not have any pension, retiremasther similar post-retirement benefits.

Non-executive directors receive annual directors' teeept that directors' fees for those employe8ibngapore Technologies Pte Ltd are
paid to Singapore Technologies Pte Ltd and foragleaployed by EDBI are paid to EDBI. Those whoraseemployed by Singapore
Technologies Pte Ltd or EDBI also receive compeosdor attending meetings of the board of direst@irectors are reimbursed for
reasonable expenses they incur in attending meetihthe board and its committees. They may alseive compensation for performing
additional or special duties at the request oBbard. Alternate Directors do not receive any conspdion for serving or attending meetings
of the Board. Mr. Tan Bock Seng and Mr. Lee Joonr@h who are executive directors of the Companyataeceive directors' fees.

Item 12. Options to Purchase Securities From Regisint or Subsidiaries
Employees' Share Ownership Scheme

Prior to December 6, 1999, we had an EmployeeseSbanership Scheme for employees and directo&I&TS and its subsidiary, and of
related companies within the Singapore Technolo@iesip. Under the scheme, options were granteddbaseank, performance, years of
service, contributions and potential for future elepment of the individual. The subscription pricas payable in installments, with a first
installment of 5% payable upon exercise of thearpind the remaining amount due over a periodroyéars following exercise. The
exercise period was 30 days. Because shares veftecibind share certificates registered in theenafithe holder following exercise (but
prior to full payment), the scheme provided for theation of partly paid shares. When we termin#tedscheme, we replaced the unpaid
portion of some partly paid shares with stock amiander our Share Option Plan as described below.

In May 1998, options to subscribe for 12,916,008reb at a purchase price of S$0.42 per share wanéed under the scheme, of which
12,174,000 were exercised. In November 1998, optiorsubscribe for an additional 8,961,000 sharasparchase price of S$0.25 per share
were granted, of which 8,600,000 were exercisetag 1999, options to subscribe for 8,397,200 shate purchase price of S$0.25 per
share were granted, of which 7,371,600 were exadciEhe shares were partly paid and issued undentbrcised options. All unexercised
options have lapsed.

We recognized share compensation expense for apgi@nted to employees under the scheme. For epolting period, compensation cost
for shares granted under the scheme to employegsawarded over the requisite vesting period basetthe current market value of our
ordinary shares at the end of the relevant period.

In connection with the global offering, we termieadthe scheme effective December 6, 1999. Of the
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28,125,600 partly paid shares then outstanding 07695 became fully paid shares upon paymenteo$éicond installment of the
subscription price, 1,112,400 partly paid shardd bg a subsidiary of Singapore Technologies Ptevi¢re cancelled without replacement
and the remaining 9,605,505 partly paid shares waneelled and replaced with share options undeShare Option Plan. These new
options have the same exercise price as the ofigandy paid shares.

Share Option Plan

Effective as of May 28, 1999, we adopted our Skgpton Plan. The purpose of the plan is to offéected individuals an opportunity to
acquire or increase a proprietary interest in ampgany by purchasing our ordinary shares. Optioastgd under the Share Option Plan may
be nonstatutory options or incentive stock optiomsnded to qualify under Section 422 of the UniBdtes Internal Revenue Code.

The aggregate number of shares that may be issult the Share Option Plan and under all of ougraghare incentive and options schemes
or agreements may not exceed 85 million shareggsiuto anti-dilution adjustment pursuant to the®hOption Plan). If an outstanding

option expires for any reason or is cancelled bentise terminated, the shares allocable to th&amesed portion of such option will again

be available for the purposes of the Share Optlan &nd all other share incentive and option sclsemp@roved by our Board of Directors.

The Share Option Plan is administered by the Exezi®Resource and Compensation Committee. Our erapfyoutside directors and
consultants are eligible to receive option grantept as follows:

o employees of our affiliates and our outside daecand consultants are not eligible for the gednncentive stock options; and
o employees, outside directors and consultantsioaffiliates who are residents of the United Statee not eligible for the grant of options.

An individual who owns more than 10% of the totaibined voting power of all classes of our outsiagdhares or of the shares of our
parent or subsidiary is not eligible for the grahbptions unless:

o the exercise price of the option is at least 110%he fair market value of a share on the datgraft; and
0 in the case of an incentive stock option, sudioofy its terms is not exercisable after the eawn of five years from the date of grant.

The exercise price of an incentive stock optiorlista be less than 100% of the fair market valfia share on the date of grant. The exercise
price of a nonstatutory option shall not be lesstB5% of the fair market value of a share on #te df grant. In no event will the exercise
price for a share be below the par value of thatesh

Options granted to persons other than officerssidatdirectors and consultants shall become exdaigist least as rapidly as 20% per year
over the five-year period commencing on the datgranft.

The exercisability of options outstanding under $trare Option Plan may be fully or partially accaed under certain circumstances such as
a change in control of our company, as definethnShare Option Plan. In addition, pursuant ta¢hms of the Share Option Plan, after our
initial public offering, outstanding options werecalerated by 12 months if the optionee's servaakriot been terminated and if his or her
option agreement did not provide otherwise.

Each grant under the Share Option Plan is evidebgedshare option agreement and the term of aptioanted may not exceed ten years
from the date of grant. If the optionee's serviddws is terminated, the optionee's outstandirtgop, to the extent then exercisable, remain
exercisable for a

44



specified period (which is based on the reasothietermination) following the date of terminati@l options which are not exercisable at
the date of termination lapse when the optiones\dce terminates.

The Executive Resource and Compensation Committgemodify, extend or assume outstanding optiomaay accept the cancellation of
outstanding options in return for the grant of retions for the same or a different number of shared at the same or a different exercise
price. No modification of an option shall, withadhe consent of the optionee, impair the optionégfds or increase the optionee's obligations
under such option.

Options are generally not transferable under tha.pl

In the event of certain changes in our capitalaratthe Executive Resource and Compensation Coeenittll make appropriate adjustments
in one or more of the number of shares availabiéuimre grants under the Share Option Plan, thebar of shares covered by each
outstanding option or the exercise price of eadbtanding option. If we are a party to a mergecarsolidation, outstanding options will be
subject to the agreement of merger or consolidation

The Share Option Plan will terminate automaticatllyMay 28, 2009. The Executive Resource and CongpensCommittee may amend,
suspend or terminate the Share Option Plan atiar@yand for any reason, provided that any amendmbith increases the number of she
available for issuance under the Share Option Rlawhich materially changes the class of persoms are eligible for the grant of incentive
stock options, will be subject to the approval of shareholders.

As of June 12, 1999, options to purchase an agtgedd 570,400 shares at S$0.25 per share wengegréo eligible holders under the Share
Option Plan. At the close of the option offer pdrion July 11, 1999, 1,563,400 options were acdepts of November 22, 1999, options to
purchase an aggregate of 7,663,800 shares atgherhof S$2.00 or the initial public offering priagre granted to eligible holders under the
Share Option Plan of which 140,000 and 4,150,00@ weanted to noexecutive directors and executive officers, respelst. At the close @
the option offer period on December 7, 1999, 7,800 0ptions were accepted. The options vest overyiears and expire ten years from the
date of grant which is June 12, 2009 and NovemBg2@09, respectively (except in the case of ogtloeld by non-executive directors which
expire five years from the date of grant). A tathll7,396,365 options are outstanding, including,360 and 10,022,500 options held by non-
executive directors and executive officers, redpelst.

Total compensation cost is measured based on ffieeettice between the fair value of the shares agbtice at which the shares are offered
under the plan at the time the shares are gra@tmupensation expense is provided generally ovevékng period on a systematic basis.
See Note 20 to our consolidated financial statement

Item 13. Interest of Management in Certain Transadbns

We are part of the Singapore Technologies Group.Sihgapore Technologies Group is a leading tedgyebased multi-national
conglomerate based in Singapore. The Singaporenbémlies Group provides a full array of multi-digary capabilities, ranging from
research and development, design and engineeragjsipn and high value-added manufacturing, majoastructure development and
management in the following five core business gsoEngineering, Technology, Infrastructure, FinahServices and Property. Other
companies in the Singapore Technologies Group diecthartered Semiconductor Manufacturing Ltd.

The Singapore Technologies Group is 100%-owneddigdsek Holdings (Private) Limited, the principaldiiag company through which the
corporate investments of the Government of Singapoe held. As of March 15, 2000, Temasek Hold{Rgwate) Limited owns 78.3% of
Singapore Technologies Pte Ltd. The remaining 21is7éwned by Singapore Technologies Holdings Ltdicv is in turn 100%-owned by
Temasek Holdings (Private) Limited.
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We engage in transactions with companies in thg&giare Technologies Group in the normal coursaipbasiness. Such transactions are
generally entered into on normal commercial tetie.recently entered into a turnkey contract witta@éred Semiconductor Manufacturing
Ltd for our wafer sort, assembly and test servidbss agreement governs the conduct of businesgleet the parties relating, among other
things, to the sort, assembly and test servicestwiiere previously solely governed by purchasersrdrecuted by Chartered Semiconductor
Manufacturing Ltd. This agreement does not cordaiy firm commitment from Chartered Semiconductonkfacturing Ltd to purchase or
STATS to supply services covered thereunder. Theesgent is for a period of three years and wilab®matically renewed thereafter unless
certain events occur. In 1996, we hired ST Archt#& Engineers Pte Ltd, a Singapore Technologiesicompany, to provide us with
professional services in relation to the constarctf our Singapore facility. We paid ST Architeatsaggregate of approximately $2.1
million under the contract. In addition, the constion contract of $38.0 million was awarded toirg&pore Technologies Group company,
Singapore Technologies Construction Pte Ltd (noed&embcorp Construction Pte Ltd). The constactif our facility was completed in
August 1998.

We lease the land on which our Singapore facifitgiiuated pursuant to a long-term operating l&éase the Housing Development Board, a
statutory board of the Government of Singapore. [€hse is for a 30-year period commencing Marct996, and is renewable for a further
30 years subject to the fulfilment of certain citiwhs. The rent is S$84,333 ($49,500) per montjestt to revision to market rate in March
of each year, with the increase capped at 4% parnan

On April 14, 1998, we entered into an agreemertt WiiTech, an entity in the Singapore Technolo@esup, to sublease the 5th floor of our
Singapore facility for a term of 36 months. Thisemgnent terminated on October 15, 1999. The momémital is S$81,000 ($49,000) per
month subject to revision in March of each yeathwainy increases capped at the percentage by whictent for the entire facility increases.
TriTech has been in liquidation since October BRI Although the judicial manager has paid ugéme from May 1999 until now, TriTech
still owes us half a months' rental for the periqatil 1999.

In the year ended December 31, 1999, we paid ageament fee of $1.9 million to Singapore Technolsdie Ltd for various management
and corporate services provided pursuant to thgapiore Technologies Management and Support Serigpesment dated March 3, 1997.
This fee was $0.5 million, $0.9 million and $1.1llah in 1996, 1997 and 1998. The services rendése8ingapore Technologies Pte Ltd
include internal auditing, training, executive restes, treasury, and corporate secretarial servidese services are provided by Singapore
Technologies Pte Ltd to all members of the Singadachnologies Group, including us. We currently agapore Technologies Pte Ltd an
annual management fee which prior to December ¥889based on certain percentages of capital enghleades, manpower and payroll.
The new service agreement into which we enterd&kitember 1999 is a formula and service based faagagment. In addition, we reimbu
Singapore Technologies Pte Ltd for the third-padgts and expenses it incurs on our behalf. Thécgeagreement expires in the event we
cease to be a subsidiary of Singapore Technol®di&td. It can be terminated by Singapore Techgie®Pte Ltd upon our prolonged faill
to pay the management fees due to Singapore TeaxfiaslPte Ltd (but cannot be terminated by us).

Our insurance coverage is held under various imgeraolicies which are negotiated and maintaine8ingapore Technologies Pte Ltd but
billed directly to us. This enables us to benebti the group rates negotiated by Singapore Teolgied Pte Ltd.

Singapore Technologies Pte Ltd provided us withrtstesm financing (generally on a 3 to 6 month regable basis) which loans were repaid
in full in 1998. The aggregate amount of short téwans provided by Singapore Technologies Pte atd 897 was $109.9 million. The
average weighted interest rate for these loans5wléé and 7.8% in 1997 and 1998, respectively. \We participated with certain affiliated
companies in a Singapore Technologies Group caslageanent program in which daily cash surpluse$ortfalls are lent to or borrowed
among affiliated companies at a rate determinedroarms-length basis. We no longer participat@iggrogram.

In 1998, we obtained a demand loan from ST TreaSeryices Ltd, a wholly-owned subsidiary of
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Singapore Technologies Pte Ltd, and a long-term \ith the Economic Development Board. The loareagrent restricts us from paying
dividends, from incurring further indebtedness &modh undertaking any form of reconstruction, indhglamalgamation with another
company, which would result in a change in the mmf the Company, in each case without prior Emebnsent. The loan is unsecured, but
is supported by a corporate guarantee given byapmg Technologies Pte Ltd. See "ltem 9. ManagemBigcussion and Analysis of
Financial Condition and Results of Operations gulidlity and Capital Resources."

In 1997, we established Singapore TechnologiesrAlseand Test Services, Inc., a wholly-owned subsydincorporated in the State of
Delaware which provides our United States salesnaaudketing, research and development, design gopbsuservices. Singapore
Technologies Assembly and Test Services, Inc. obtiaiiman resources, finance and information tecigyatervices from Chartered
Semiconductor Manufacturing Inc., the U.S. subsydad Chartered Semiconductor Manufacturing Ltde3é general and administrative
expenses are borne and recharged to us by Cha8emitonductor Manufacturing Inc. These expensesiated to $2.2 million, $1.0
million and $1.3 million for 1997, 1998 and 1998spectively. The service fee is determined at titkod each year for the upcoming year.
We expect the amount of such expenses to decregscsintly in the future as we hire our own emyses.

All new material related party transactions amongampany and its officers, directors, princigausholders and their affiliates require
approval of a majority of the board of directorslanust be on terms such directors believe are swfévorable to our company than could be
obtained from unaffiliated parties. In additiome our initial public offering all material relat@arty transactions must be separately
approved by the Audit Committee of our Board ofdaiors.

PART II
Item 14. Description of Securities to be Registered
Not applicable for Annual Reports on Forn-F.
PART IlI
Item 15. Defaults Upon Senior Securities.
Not applicable
Item 16. Changes in Securities, Changes in SecuriBor Registered Securities and Use of Proceeds.

We completed our initial public offering of 153,0000 ordinary shares, directly or in the form of éican Depositary Shares or ADSs, at
S$3.554 per ordinary share or US$21.00 per ADSetary 8, 2000, after our ordinary shares and AmaerDepositary Receipts were
registered under the Securities Act. The aggregate of the offering amount registered and sold $821,300,000. We also completed a
separate offering of 17,000,000 ordinary shar&$8t554 per ordinary share in Singapore on the statee The effective date of our
registration statement on Form F-1 (File number:

333-93661) was January 27, 2000. Salomon Smitheégdrmc. was the global coordinator and sole boaiing manager for the global
offering of our ordinary shares and ADSs.

Of the net proceeds from our initial public offegjrapproximately $25.0 million was used to repalemand loan from ST Treasury Services
Ltd, approximately $35.0 million was used to repag short-term loans from Den Danske Bank and apprately $20.0 million was used to
repay a working capital facility from Citibank, N.A&Ve also used approximately $31.0 million to fuagbital expenditures, including the
purchase of test and assembly equipment, and $1iBi@n as working capital. The remaining proceeds invested in various time deposits
with various financial institutions. None of theopeeds were paid, directly or indirectly to ouediors, officers or their associates or to any
person owning ten percent or more of our ordinlres or to our affiliates.
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Item 18. Financial Statements
See "Item 19. Financial Statements and Exhibits‘aflist of financial statements filed under thtesm.
Item 19. Financial Statements and Exhibits.
(a) Financial Statements.
The following financial statements are filed astdithis Annual Report, together with the repdrttee independent auditors:
Report of Independent Auditors
Consolidated Balance Sheets as at December 31, 1998 1999
Consolidated Statements of Operations and Compsaleemcome (Loss) for the years ended Decembet @7, 1998 and 1999
Consolidated Statements of Shareholders' Equitthfoyears ended December 31, 1997, 1998 and 1999
Consolidated Statements of Cash Flows for the yaaded December 31, 1997, 1998 and 1999
Notes to the Consolidated Financial Statements
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SIGNATURES

Pursuant to the requirements of Section 12 of #mufties Exchange Act of 1934, the registrantiftestthat it meets all of the requirements
for filing on Form 20-F and has duly caused thiswal report to be signed on its behalf by the usideed, thereunto duly authorized.

ST ASSEMBLY TEST SERVICES LTD

By : /s/ TAN BOCK SENG

Name: Tan Bock Seng

Title: Chairman and Chi ef Executive Oficer
Date: March 30, 2000



INDEPENDENT AUDITORS' REPORT

The Board of Directors and Shareholders
ST Assembly Test Services Ltd:

We have audited the accompanying consolidated balsineets of ST Assembly Test Services Ltd andidiabgas of December 31, 1998
and 1999, and the related consolidated stateménfseoations and comprehensive income (loss), bboéders' equity and cash flows for the
years ended December 31, 1997, 1998 and 1999. thaselidated financial statements are the respiitgiof the Company's manageme
Our responsibility is to express an opinion on ¢hesnsolidated financial statements based on alitsau

We conducted our audits in accordance with Singaftandards on Auditing issued by the Institut€eitified Public Accountants of
Singapore, which set forth standards which aretankially similar to generally accepted auditingratards in the United States of America.
Those standards require that we plan and perfoenatidit to obtain reasonable assurance about whe#hénancial statements are free of
material misstatement. An audit includes examingrga test basis, evidence supporting the amouttsliaclosures in the financial
statements. An audit also includes assessing twating principles used and significant estimatasle by the management, as well as
evaluating the overall financial statement presd@raWe believe that our audits provide a reastmbhsis for our opinion.

In our opinion, the consolidated financial statetegrferred to above present fairly, in all matenéspects, the consolidated financial posi
of ST Assembly Test Services Ltd and Subsidiargfd3ecember 31, 1998 and 1999, and the consolidatdts of their operations and their
cash flows for the years ended December 31, 1998 and 1999, in conformity with generally accemedounting principles in the United
States of America.

KPMG
Singapore

February 29, 2000



ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
CONSOLIDATED BALANCE SHEETS
As of December 31, 1998 and 1999
In thousands of US Dollars

December 31,

Note 1998 1999
ASSETS
CUrrent @ssetS:.cooovvvvvveiiiiiiie e
Cash and cash equivalents..........coccceee.. L 3 $ 12,692 $ 16,56
Accounts receivable, net............ L 4 20,653 37,40
Amounts due from ST affiliates............... . ... 21 6,293 6,53
Other receivables ..........cccccvvvvveeeeee. L 5 2,312 9,57
INVENLONIES..ccvvvvieeeieiee e 6 6,594 11,31
Prepaid expenses.....ccccccceevvvvvvevccceeeee L 7 119 7,07
Total current assets.......cccceeeeeeeeeeeee L 48,663 88,46
Property, plant and equipment, net.........cccc.... . ... 8 188,057 251,29
Other receivables.......cccocvveveeveveenee. L - 1,83
Prepaid eXpenses.......cccocovveiiiiienenneeeee L 7 - 10,36

Total Assets.......cccvvvveeeens

.................. $ 236,720 $ 351,96

LIABILITIES AND SHAREHOLDERS' EQUITY

Short-term debt...................

.................... 9 $ 50,000 $ 60,00

Current installments of long-term debt......... ... 13 - 7,42
Accounts payable.........ccoccevviiinne. L 8,824 13,07
Amounts due to ST and ST affiliates........... ... 21 4,311 5,53
Accrued operating eXpenses......ccccceeeeeeeee. L 10 5,093 20,55
Other payables.................... .- 11 4,720 55,23
Income taxes payable........ccccceevvveeeeeee. L 321 67
Total current liabilities.......cc..ccco..... .. 73,269 162,49
Deferred grant........cccoovveveveveneeennnnnns L 12 1,131 1,92
Long-term debt, excluding current installments..... ... 13 54,282 46,36
Total Liabilities.......ccccoovvevvvcenee. L 128,682 210,78
Shareholders' Equity
Share capital:
Ordinary shares - par value S$0.25
Authorized ordinary shares- 1,200,000,000
Issued ordinary shares -
780,174,000 as of December 31, 1998
and 785,427,695 as of December 31,1999 .... ... 14 129,042 129,82
Additional paid-in capital..........cccoceeeeeeeeee L 15 5,389 26,30
Unearned compensation........ccccccevveveeeeeennes L (3,756)
Subscriptions receivable.... L (2,931)
Accumulated other comprehensive income (loss)...... ... (9,731) 9,73
Retained defiCit.......ccooeveveviciieiiiceeee. 16 (9,975) (5,21
Total Shareholders' Equity............cceeeeee. L 108,038 141,18
Total Liabilities and Shareholders' Equity..... ... $ 236,720 $ 351,96

See accompanying notes to consolidated financsistents.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHEN SIVE INCOME (LOSS)

For the Years Ended December 31, 1997, 1998 an@ Ih9®ousands of US Dollars (except share andlipare data)

For the year ended December 31,

Note 1997 1998 1999
Net revenues........ $ 88,373 $113,920 $ 201,098
Cost of revenues (67,848) (87,066) (132,889)
Gross profit.......eceeeeeeeneiiiinens 20,525 26,854 68,209
Operating expenses:
Selling, general and administrative........ 13,858 16,772 28,437
Research and development................... 2,157 3,482 7,283
Stock-based compensation................... - 384 25,327
Other general expenses (net)............... 17 (582) 37
Total operating expenses................ 16,032 20,056 61,084
Operating inCome..........ccccoeeeeeriiineeenn. 4,493 6,798 7,125

Other income (expense):

Interest income.........ccooovveeerninns 5 147 524
Interest expense..........ccccvvvveveeenns (3,312) (8,391) (6,058)
Foreign currency exchange gain (l0ss) ..... (1,258) 857 1,385
Other non-operating income (expense) net... 17 62 2,103 2,379
Total other income (expense)............ (4,503) (5,284) (1,770)
Income (loss) before income taxes.............. (10) 1,514 5,355
Income tax eXpense.........ccceeeeviveeeeene 18 (159) (390) (500)
Net income (I0SS)......c..ccoveevireeineenns $ (169) $ 1,124 $ 4,855

Other comprehensive income (l0ss)..............
- foreign currency translation............. $ (8,839) $ (1,636) -

Comprehensive income (l0SS).................... $ (9,008) $ (512) $ 4,855

Basic and diluted net income (loss) per
ordinary share............ccccecvevveene.. $ - 3 - $ 001

Basic and diluted net income (loss) per ADS.... $ - $ 002 $ 0.06

Ordinary shares (in thousands) used in per
ordinary share calculation:

- basic . 368,000 669,671 770,259
- effect of dilutive options................. - 1,305 16,466
- diluted....oeei 368,000 670,976 786,725

ADS (in thousands) used in per ADS calculation:
- basic . 36,800 66,967 77,026
- effect of dilutive options - 131 1,646

- diluted... 36,800 67,098 78,672

See accompanying notes to consolidated financ#tsients.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY

For the Years Ended December 31, 1997, 1998 an@ Ih9®ousands of US Dollars (except share data)

Accumulated

other
compre- Total
Additional Unearned Subscrip- hensive share-
Ordinary shares paid-in  compen- tions income Retained  holders’
No. capital sation receivable (loss) deficit  equity
Balances at
January 1, 1997 92,000,000 $ 64,900 $ -3 -3 -3 744 $(10,930) $ 54,714
Foreign currency
translation - - - - - (8,839 - (8,839)
Net loss - - - - - - (169) (169)
Balances at
December 31, 1997 92,000,000 64,900 - - - (8,095) (11,099) 45,706
Foreign currency
translation - - - - - (1,636) - (1,636)
Share issuance 100,000,000 62,305 - - - -- - 62,305
Effect of
stock split 576,000,000 - - - - - - -
Share issuance 12,174,000 1,837 1,979 (730) (2,931) - - 155
Other changes in
unearned
compensation -- - 3,410 (3,410) - - - -
Amortization of
stock compensation - - - 384 - - - 384
Net income -- - - - - -- 1,124 1,124
Balances at
December 31, 1998 780,174,000 129,042 5389 (3,756) (2,931) (9,731) (9,975) 108,038
Share issuance 15,971,600 2,381 - - (2,262) - - 119
Other changes in
unearned
compensation -- - 21,339 (21,339) - - - -
Amortization of
stock compensation - -- 61 9,352 -- - - 9,413
Termination of
Ownership
Scheme (10,717,905) (1,596 (655) 15,743 5,193 - (97) 18,588
Amortization of
stock compensation - - 171 - - - - 171
Net income -- - - - - -- 4,855 4,855
Balances at
December 31, 1999 785,427,695 $ 129,827 $26305 $ - $ - $ (9731 $ (5,217) $141,184

See accompanying notes to consolidated financsistents.




ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Years Ended December 31, 1997, 1998 an@ [id®ousands of US Dollars

For the year ended December 31,

1997 1998 1999
Cash Flows From Operating Activities
Netincome (I0SS) ..cccocvevvveviiiiiieeieeeee L $ (169) $ 1,124 $ 4,855
Adjustments to reconcile net income (loss)
to net cash provided by operating activities:

Depreciation and amortization ................. . 25,477 42,156 74,166
Loss (gain) on sale of property, plant and equi pment 17 (582) 37
Loss on write-off of property, plant and equipm ent. - 248 101
Provision for doubtful accounts receivable .... ... 383 (241) (119)
Provision for stock obsolescence ............. . 441 Q) (520)
Exchange loss (gain) arising on loans ......... ... 2,905 (423) (2,337)
Changes in operating working capital:
Accounts receivable ..........ccoevvvvcceeeee. L (28,604) 8,485 (16,632)
Amounts due from ST affiliates ................. .. 178 (1,970) (239)
INVENONES . (2,518) (2,536) (4,199)
Other receivables and prepaid expenses ....... ... (444) 554 (4,337)
Accounts payable .........cccooveeee. L 4,354 1,961 4,246
Amounts due to ST and ST affiliates .......... ... 497 826 1,222
Accrued operating expenses and other payables. ... 7,216 (1,671) 16,998
Net cash provided by operating activities ......... . ... 9,733 47,930 73,242

Cash Flows From Investing Activities

Purchases of property, plant and equipment ........ ... (120,595) (68,727) (84,301)
Sale of property, plant and equipment ........... . ... 91 1,254 1,971
Net cash used by investing activities ............ ... (120,504) (67,473) (82,330)

Cash Flows From Financing Activities

Bank overdrafts ....cccococvevveiiiiiiiiiiee L (197) (3,012) --
Proceeds from issuance of long-term debt .......... . ... - 54,299 --
Proceeds from issuance of short-term debt ......... ... 109,855 25,000 10,000
Repayment of short-term debt ...........ccccocee... L. - (107,550) -
Proceeds from issuance of shares and full

payment on previously partly paid shares ....... ... - 62,460 3,080
Purchase consideration for share buy-back .......... ... - - (116)
Net cash provided by financing activities ......... . ... 109,658 31,197 12,964

Net increase (decrease) in cash and

cash equivalents for the year ......ccoooee.... . . (1,113) 11,654 3,876
Effect of exchange rate changesoncash ........... . ... (258) (13) --
Cash and cash equivalents at beginning of theyear ... 2,422 1,051 12,692
Cash and cash equivalents at end of the year ...... ... $ 1,051 $ 12,692 $ 16,568

Supplementary Cash Flow Information

Interest paid (net of amount capitalized) ......... . ... $ 3467 $ 7,126 $ 6,001
Income taxes paid ......ccccoevveviiiiniieneee. $ 54 $ 162 $ 143
Non-cash item
Share issue (cancellation) subscriptions receiv able $ - $ 2931 $ (1,000)
Sale-leaseback transactions ..........ccceee.. L $ - $ - $ 20246

See accompanying notes to consolidated financ#tsients.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
1. Business and Organization
Background

ST Assembly Test Services Ltd (the "Company") lisaaling independent provider of a full range of memductor test and assembly servii
The Company has operations in Singapore and ibJttited States of America, its principal market.gfDecember 31, 1999, the Company
was 90.6%-owned by Singapore Technologies Pte"Sd"]. (See Note 25)

Significant Customers and Concentration of Credit Rsks

The Company has a number of major customers inhNamerica and Asia. During the years ended Dece®bet997, 1998 and 1999, the
Company's largest customer accounted for 34%, 20h25% of revenues, respectively. The Companyesldirgest customers collectively
accounted for approximately 80%, 70% and 73% oémeres for the years ended December 31, 1997, 18D8399, respectively (see Note
19). The Company anticipates that significant cmgtioconcentration will continue for the foreseedbtere, although the companies which
constitute the Company's largest customers maygehdrhe Company believes that the concentratiots afedit risk in trade receivables is
mitigated substantially by its credit evaluationgess, credit policies and credit control and ctibe procedures.

In addition, certain of the Company's treasury ngan@ent activities are undertaken by ST or itsiaféis. The Company participates in a
pooled cash management program and places shoriathrances with other companies in the ST group.

Risks and Uncertainties

The Company's future results of operations includember of risks and uncertainties. Factors thaldcaffect the Company's future
operating results and cause actual results tomaigrially from expectations include, but are mwoited to, dependence on the highly cyclical
nature of both the semiconductor and the commupitatind personal computer industries, competgieng and declines in average sel
prices, dependence on the Company's relationsSilitand the government of Singapore, reliance anal group of principal customers,
timing and volume of orders relative to the Compsupyoduction capacity, availability of manufachgricapacity and fluctuations in
manufacturing yields, availability of financing,opetition, dependence on raw material and equipsgmpliers, exchange rate fluctuations,
dependence on key personnel, enforcement of intedéproperty rights, environmental regulationd #nctuations in quarterly operating
results.

2. Summary of Significant Accounting Policies
(a) Accounting Principles

The consolidated financial statements of the Comave been prepared in conformity with generatigepted accounting principles in the
United States ("US GAAP").
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
(b) Basis of Accounting

The consolidated financial statements have bequaped on the historical cost basis. The consolitfitancial statements included the
financial statements of ST Assembly Test Servidesaind its subsidiary. All significant intercompagiances and transactions have been
eliminated in consolidation.

(c) Use of Estimates in the Financial Statements

The preparation of the consolidated financial steets in accordance with US GAAP requires managetoanake estimates and
assumptions that affect the reported amounts etassd liabilities and disclosure of contingersieds and liabilities at the date of the
financial statements and the reported revenueggpenses during the reporting period. Actual restduld differ from these estimates.

(d) Functional Currency

Through June 30, 1998, the Company's functionakagy was the Singapore dollar. Effective July998, the Company changed its
functional currency to the US dollar.

The Singapore dollar was the functional currencthefCompany because, historically, the Singapoliardwas the currency of primary
economic environment in which the operations ofGleenpany were conducted. However, significant ckang economic facts necessitate
change in the Company's functional currency from3mgapore dollar to the US dollar. The Compaby&ness has changed in that a more
significant portion of its revenues is derived fraompanies based outside of Singapore, principladiyUnited States. Interdependencies
amongst the Company and its parent and other Simgamvernment controlled entities continue to disfi. There are ongoing changes in
sources of financing from Singapore dollars to W8ads. With more of the Company's transactions eagh flows denominated in US doll:
the functional currency changed effective July29& from the Singapore dollar to the US dollar.

The change in functional currency was recognizeauth the translation of Singapore dollar amoufith® Company's non-monetary assets,
principally property, plant and equipment at JuBeI®98, to US dollars on July 1, 1998 with thosddllar amounts becoming the
accounting basis for those assets at July 1, 1888 subsequent periods. The $9,731 cumulatamstation adjustment at July 1, 1998 in
shareholders' equity prior to the change remairssseparate component of accumulated other compseeincome (loss).

(e) Foreign Currency Transactions

Assets and liabilities which are denominated iriign currencies are converted into the functionalency at the rates of exchange prevai
at the balance sheet date. Income and expensesrarerted at the rates of exchange at transactitesgrevailing during the year. Foreign
currency transaction gains or losses are includedsults of operations, except as described belidvrespect to forward foreign exchange
contracts utilized as a hedge against debt obtigati
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
(f) Derivatives

Gains and losses on hedges of existing assetshdlities are included in the carrying amountshafse assets or liabilities and are ultimately
recognized in income as part of those carrying art®wains and losses related to qualifying hed§&ésm commitments or anticipated
transactions are also deferred and are recogniziedome or as adjustments of carrying amounts vilhemedged transaction occurs.

(g) Cash and Cash Equivalents

Cash and cash equivalents are represented by Highig investments that are readily convertibl&tmwn amounts of cash and have orig
maturities of three months or less.

(h) Inventories

Inventories are valued at the lower of cost andegtizable value. Cost is determined principatlyaostandard cost basis which approximates
the actual cost on the weighted average basis.

(i) Property, Plant and Equipment

Property, plant and equipment are stated at cestdecumulated depreciation. Depreciation is caledlon the straight-line method over the
following periods:

Building, mechanical and electrical installation... .... - 31020 years
Plant and machinery..........ccccocoeeiniinneen. .... - byears
TOOlNGS...cee oo .... - byears
Office furniture and equipment..................... .... - byears
Computer equipmMeNnt..........cceeeeeeiiieeeennnnns ... - 2to 3 years

No depreciation is provided on property, plant agdipment under installation or construction. Respand replacements of a routine na
are expensed, while those that extend the lifenasset are capitalized.

(j) Impairment of Long-Lived Assets and Long-Livadsets to be Disposed of

The Company accounts for long-lived assets in alarare with the provisions of SFAS No. 121, "Accéngfor the Impairment of Long-
Lived Assets and for Long-Lived Assets to Be Digabsf". This Statement requires that long-livecetsand certain identifiable intangibles
be reviewed for impairment whenever events or chamg circumstances indicate that the carrying athofian asset may not be recovera
Recoverability of assets to be held and used isured by a comparison of the carrying amount aisset to future net cash flows expected
to be generated by the asset. If such assets as@éeced to be impaired, the impairment to be reagl is measured by the amount by which
the carrying amount of the assets exceeds thedhie of the assets. Assets to be disposed okpreted at the lower of the carrying amount
or fair value less costs to sell.

(k) Operating Leases
Rental payments under operating leases are expensgdtraight-line basis over the periods of depective leases.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
() Grants

Asset-related government grants consist of gramtthe purchase of equipment used for researclilenelopment activities. Asset-related
grants are presented in the consolidated balares sk deferred grants and are credited to othemia on the straight-line basis over the
estimated useful lives of the relevant assets.

Income-related government grants are subsidiemifing and research and development expensesnbwaated grants are credited to ot
income concurrent with the related qualifying exgitures.

(m) Revenue Recognition

Net revenue represents the invoiced value of seswiendered, excluding goods and services taxafmeturns, trade discounts a
allowances. Revenue is recognized upon shipmegoads on which services have been rendered.

(n) Research and Development

Research and development expenses are expensenigasd. Research and development expenses amdarg2dl 57, $3,482 and $7,283
during the years ended December 31, 1997, 1998 @9@l, respectively.

(o) Stock-Based Employee Compensation

The Company measures stock-based employee comjpensast for financial statement purposes in acancé with Accounting Principles
Board Opinion No. 25, "Accounting for Stock IssuedEmployees" ("APB 25"), and its related interpt&ins and includes pro forma
information in Note 20 in accordance with Statenwrftinancial Accounting Standards ("SFAS") No. 128ccounting for Stock-Based
Compensation”. Compensation cost for stock optgpasted to employees in connection with the Comisdiiged option plan is measured as
the excess of fair market value of the stock sulijethe option at the grant date over the exenqmige of the option and is recorded over the
requisite vesting periods. Compensation cost féioop granted to employees under the Company'alMarbption plan is recorded over the
requisite vesting periods based upon the currenkehaalue of the Company's stock at the end off g&ciod.

(p) Income Taxes

Income taxes are accounted for under the assdiadnility method. Deferred tax assets and lial@htiare recognized for the future tax
consequences attributable to differences betweenatrying amounts of existing assets and liabdith the financial statements and their
respective tax bases, and operating loss and ¢alk carryforwards. Deferred tax assets and litibiliare measured using enacted tax rates
expected to apply to taxable income in the yeawshith those temporary differences are expectdxtiecovered or settled. The effect on
deferred tax assets and liabilities of a changevirrates is recognized in income in the period ithdludes the enactment date. A valuation
allowance is recorded for loss carryforwards ameioteferred tax assets where it is more likely that that such loss carryforwards and
deferred tax assets will not be realized.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
(q) Net Income (Loss) Per Share

The computation of basic net income (loss) peresisacalculated as the net income or loss for #& divided by the weighted number of
shares outstanding during the year, as adjustedretroactive basis for stock splits. Diluted metome (loss) per share includes the effect of
all dilutive potential ordinary shares.

(r) Comprehensive Income

On January 1, 1998, the Company applied SFAS Na."Reporting Comprehensive Income" with respecefmrting and presentation of
comprehensive income and its components in adtlb&financial statements. Comprehensive incomssjlconsists of net income (loss) and
foreign currency translation adjustments and is@méed in the consolidated statements of operainodsomprehensive income (loss).

(s) Segment Disclosures

SFAS No. 131, "Disclosures About Segments of atpnise and Related Information” ("SFAS 131"), lieggithat a public company report
descriptive information about its reportable op@gsegments. Operating segments, as definedparpanents of an enterprise about which
separate financial information is available thagvaluated regularly by the chief operating decisiwker in deciding how to allocate
resources and in assessing performance. The Conmaanyne operating segment.

3. Cash and Cash Equivalents
Cash and cash equivalents at December 31, 1998%8&dconsist of:

December 31,

1998 1999
Cash at banks and in hand............cccccccenae $ 1,453 $ 5,142
Cash equivalents - ST pooled cash management....... 11,239 11,426

$12,692 $16,568

Certain of the Company's treasury management tiefivare undertaken by ST or its affiliates. Thenpany participates in a pooled cash
management program which requires the Companyatme@urplus cash with ST as short-term advancles®than three months.

F-10



ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)

4. Accounts Receivable

Accounts receivable at December 31, 1998 and 1888ist of:

December 31,

1998 1999

Accounts receivable - third parties........... $ 20,864  $ 37,496
(211) (92)

Allowance for doubtful accounts...............
$ 20,653  $ 37,404

Movements in the allowance for doubtful accounesas follows:
1997 1998 1999

77 $ 448 $211

Beginning ........cccoceeeviiineiinennnen. $
Charge (credit) for the year .... 383 (241) (119)
Translation adjustment ..................... (12) 4 --

448 $211 $ 92

5. Other Receivables

Other receivables at December 31, 1998 and 199€istaof:

December 31,

1998 1999
Deposits and staff advances ............... $ 182 $ 225
Grant receivable (Note 12) ................ 1,797 4,202
333 5,145

Other receivables ..........ccccceeeeen...

$ 2312 $ 9,572

6. Inventories

Inventories at December 31, 1998 and 1999 confist o

December 31,

1998 1999
Raw materials ........c.ccocvvevvinenennn $ 5,047 $ 8,440
Factory supplies .......cccccevviiiieinnnnns 1,079 1,268
WOrk-in-progress ........ccceeevveeeeenunnen. 1,003 2,360
48 348

Finished goods ...........cccccvvvviveeeennn.

Allowance for inventory obsolescence .........

$ 6,594 $11,313
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)

6. Inventories (Cont'd)

Movements in the allowance for inventory obsoleseesre as follows:

1 997 1998 1999
Beginning ........cccceevieennnn. $ 166 $ 580 $ 583
Utilized inyear .................. ( 225) (208) (893)
Charge for the year ............... 666 207 1,413
Translation adjustment ............ (27) 4 -
Ending .....cooooveiii $ 580 $ 583 $1,103

7. Prepaid Expenses

Prepaid expenses at December 31, 1998 and 1998tcohs

December 31,

1998 1999
Leasing prepayments $ - $16,044
119 1,399

Other prepayments ..........ccccceeeuveen. ,

$ 119 $17,443

Current assets ........ccccceveevveeennnn. $ 119 $ 7,079
Non-current assets .......ccccccveeeeennnn. -- 10,364

Leasing prepayments represent prepayments of teatad obligations for certain plant and machinlegsed under sale and lease-back
arrangements.

8. Property, Plant and Equipment

Property, plant and equipment at December 31, 49881999 consist of:

December 31,

1998 1999
Cost:
Building, mechanical and electrical installatio n $ 47,569 $ 47,549
Plant and machinery...........ccccoeceeenne 187,874 216,621
Lo Lo ] o S 13,360 16,168
Office furniture and equipment 1,570 3,255
3,305 7,563

Computer equipment............cccveeeereveeen.
Assets under installation and construction

iN ProgresS.....ceeeeeeeececiiiieieeeeeen 6,890 73,252

Total CoSt.....ccovvveviiiiiiieeeee.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
8. Property, Plant and Equipment (Cont'd)

December 31,

1998 1999

Accumulated depreciation:

Building, mechanical and electrical installatio n $ 4809 $ 8,317

Plant and machinery...........ccccccvvvveeens 59,293 92,121

TOOlNGS..ccveveeeeeeeieieeeeee 5,530 8,243

Office furniture and equipment................. 708 1,213

Computer equipment............ccceeeerevneen. 2,171 3,216

Total accumulated depreciation............ 72,511 113,110

Property, plant and equipment (net)................ $ 188,057 $ 251,298

Depreciation charged to results of operations ansulito $25,477, $41,772 and $48,839 for the yaatte@d December 31, 1997, 1998 and
1999.

The building is built on land held on a 30-year m@piag lease, renewable for a further 30-year pksiabject to the fulfillment of certain
conditions.

9. Short-term Debt
Loans at December 31, 1998 and 1999 consist of:

December 31,

1 998 1999

Loans from ST affiliate
- USDollar ....cccoceevevvveeeeienn $ 2 5,000 $ 25,000
Bank loans
- uUSDollar .....ccccccoeuveeeeennen. 2 5,000 35,000

$5 0,000 $ 60,000
Weighted average interest rate:
Loans from ST affiliate
- uUSDollar .....cccccceeuveeeeennee. 6.1% 6.6%
Bank loans

-usDollar ......oooveeviieeeeieiinnn, 5.86.8

The US Dollar loans payable to an ST affiliate acBmber 31, 1998 and 1999 bore interest at ratgted|by specified banks to the lender of
6.1% per annum and 6.6% per annum, respectivelylddns were unsecured.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)

9. Short-term Debt (Cont'd)

The US Dollar bank loans comprised two loans of, 828 and $10,000 respectively. The $25,000 loalplayat December 31, 1998 and
1999 bore interest at a rate of 0.5% above Londter{Bank Rate for US dollars. The loan agreemespires ST to maintain at least 51.0%
equity in the Company and the Company to maintalela-to-equity ratio of less than 1.5 to 1. Th6,800 loan payable at December 31,
1999 bore interest at 6.8% per annum. The loareaggat requires ST to maintain at least 51.0% edquitge Company; the Company to
maintain a debt-to-equity ratio of less than 2;tarid minimum net assets of S$125,000 are mairdahany one time. The loans are
unsecured and repayable on August 26, 2000 andi&ght6, 2000, respectively.

10. Accrued Operating Expenses

Accrued operating expenses at December 31, 19988l consist of:

December 31,

1998 1999
Staff COStS ...ooviiiiiiiiiiieiiee . $1812 $11,341
Maintenance fees, license fees and royalties . 669 1,068
Interest exXpense ........cccccvveeveeennn. . 1,061 1,118
Others ..o, . 1,551 7,032

$5,093  $20,559

11. Other Payables

Other payables at December 31, 1998 and 1999 tarfisis

December 31,

1998 1999
Liabilities for purchase of fixed assets.... . $4,273  $54,408
Provision for vacation liability ........... . 447 830

$4,720  $55,238

12. Deferred Grant

In 1997, the Company obtained a 5-year grant of@8for funding of certain research and developgrpesjects from the National Science
& Technology Board ("NSTB"). The grant, which isambursement of specified costs, has no requiréfoemepayment.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
13. Long-term Debt
Long-term debt at December 31, 1998 and 1999 dsnsiis

December 31,

1998 1999
Singapore dollar loan............c............ $54,282 $53,780
Less current installments..................... - (7,420)

$54,282 $ 46,360

The term loan bears interest at 1% over the priegaibte declared by the Central Provident FundPEQ Board, a statutory board of
Singapore, for contributions made to the CPF utttelCPF Act. Interest is payable semi-annuallynédpial is denominated in Singapore
dollars and is repayable in 7 equal semi-annu#hlinsents commencing September 1, 2000. The loegeagent restricts the Company from
paying dividends, from incurring further indebteds@nd from undertaking any form of reconstructioaluding amalgamation with another
company, which would result in a change in the dmdf the Company. The loan is unsecured, butippsrted by a corporate guarantee
given by ST. The term loan at December 31, 19981899 bore interest at 5.3% and 3.5% per annurpectisely (See Note 21).

The Company has an undrawn line of credit of US$#0on with a bank.
14. Share Capital

December 31,

1998 1999

Ordinary shares - par value................... S$ 0.25 S$0.25

The Company's authorized share capital at DeceBher999 was comprised of 1,200,000,000 ordinaayeshof Singapore dollars S$0.25
par value each.

Under Singapore law, all increases in share cafiiteluding rights issues) require prior sharehodtlapproval. Singapore law does not
provide for the issue of shares of no par value@ndibits the issue of shares at a discount to/plare.

The Company was incorporated with an initial paidshare capital of 2 ordinary shares with a panevalf Singapore dollars S$1 each. In
1995, the paid-in capital was increased to Singapotlars S$45,000 (US$31,802) through the issuk4 99,998 ordinary shares at
Singapore dollars S$1 per share. In 1996, the ipadapital was further raised by Singapore dol&$47,000 (US$33,098) to Singapore
dollars S$92,000 with the issue of 47,000,000 @angirshares at Singapore dollars S$1 per shareahetML998, the paid-in capital was
further increased by Singapore dollars S$100,00&%82,305) to Singapore dollars S$192,000 withskae of 100,000,000 ordinary share
Singapore dollars S$1 per share.

At an extraordinary general meeting held on Ap@il 3998, the shareholders of the Company apprdwedubdivision of the authorized shz
capital of 300,000,000 ordinary shares of Singapotiars S$1 each into 1,200,000,000 ordinary shaf&ingapore dollars S$0.25 each.
192,000,000 ordinary shares of Singapore dolladsez®h in issue at that time were sub-divided 7®®,000,000 ordinary shares of
Singapore dollars S$0.25 each.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)
14. Share Capital (Cont'd)

In June 1998, the paid-in capital, net of subsioist receivable, was increased by Singapore ddi$256 (US$155) to Singapore dollars
S$192,256 with the issue of 12,174,000 ordinaryeshaf Singapore dollars S$0.25 each, partly paBingapore dollars S$0.0125, at a
subscription price of Singapore dollars S$0.42npleyees of the Company, its subsidiary, ST aratedl corporations of ST under the
Ownership Scheme. (See Note 20)

In January 1999, the paid-in capital, net of supsions receivable, was increased by SingaporedoB$108 (US$65) to Singapore dollars
S$192,363 with the issue of 8,600,000 ordinaryeshaf Singapore dollars S$0.25 each at par, paaily to Singapore dollars S$0.0125 to
employees of the Company, its subsidiary, ST alade@ corporations of ST under the Ownership Sché8ee Note 20)

In July 1999, the paid-in capital, net of subsaéoips receivable, was increased by Singapore ddige® (US$54) to Singapore dollars
S$192,455 with the issue of 7,371,600 ordinaryeshaf Singapore dollars S$0.25 each at par, paaily to Singapore dollars S$0.0125 to
employees of the Company, its subsidiary, ST alade@ corporations of ST under the Ownership Sch¢é8ee Note 20)

In November 1999, the Company terminated the SEwbdy Test Services Ltd Employees' Share OwneiSbigme (" the Ownership
Scheme"). Under the terms of the termination, tben@any received proceeds from participants amogntirapproximately $2,961 to fully
pay up the remaining second installment of 95%hefdubscription price for 17,407,695 ordinary sb@ssued under the Ownership Scheme.
The remaining 9,605,505 partly paid ordinary shaméssue under the Ownership Scheme were boughtfbam the employees by the
Company at a total cash consideration of approxdm&104. Also, as part of the consideration fer lthuy back, under the terms of the
termination, such employees were granted new optiosubscribe for 6,385,450 ordinary shares, @&xancise price of Singapore dollars
S3$0.42 each, and 3,220,055 ordinary shares, ateanige price of Singapore dollars S$0.25 eacheutitt ST Assembly Test Services Ltd
Share Option Plan 1999 (See Note 20). All the shpvechased by the Company were cancelled on digopis

Also at this time, the Company purchased 1,112pH¥fly paid shares held by a subsidiary of ST foash consideration of $12. All the
shares purchased by the Company were cancelledquisdion.

15. Additional Paid-in Capital

Additional paid-in capital includes the excess afgeeds received from issues of share capitalofriéie costs of issue) over the par value of
shares issued, which under Singapore law mustdatited to the share premium account. The shareipnemay only be applied in paying
unissued shares to be issued to shareholders,goagiim whole or in part the balance unpaid oneshar issue, in payment of dividends, if
such dividends are satisfied by the issue of shareembers of the Company, in writing off prelimip expenses and share and debenture
issue expenses and by provision for premiums payatkhe redemption of redeemable preferred sheihesCompany has not utilized any
amounts in the share premium account for the abmmioned purposes. As of December 31, 1999, tlep@ay's share premium account
amounted to $497. During the year, as part ofélmination of the Ownership Scheme, the Companghased 10,717,905 of its own
ordinary shares of S$0.25 each, partly paid ugb@®.25 per share. All the shares purchased bgdnepany were cancelled on acquisition.
Upon cancellation, an amount of $97, representiegamount by which the Company's issued shareatayds diminished on cancellation,
was transferred to the capital redemption reseittamadditional paid-in capital, as required byp@apore law (See Note 20).
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)

16. Retained Deficit

Singapore law allows dividends to be paid only @futetained earnings of the Company, determinext@ordance with Singapore GAAP.
Shareholders of ordinary shares are not liabl&fiagapore income tax on dividends paid by the Campait of its tax exempt profits from
pioneer activities.

17. Other Non-operating Income (Expense)

Fo r the year ended December 31,

1997 1998 1999

Government grant income................. $ 190 $ 1,151 $ 1,612
Provision for relocation costs.......... (554) -
Other income.............cccoeveinee 426 952 767

$ 62 $ 2,103 $ 2,379

18. Income Taxes

The Company has been granted pioneer status umel&irigapore Economic Expansion Incentives (Réfeh Income Tax) Act, Chapter 86
(the "Act"), for subcontract assembly and testihghtegrated circuits including wafer probing sees for a five-year period from January 1,
1996, renewable for a further three years subgecbompliance with certain conditions.

During the pioneer status period, Singapore-resit@ome from pioneer trade is exempt from income subject to compliance with the
conditions stated in the pioneer certificate aredAlt. Income derived from non-pioneer activitiesidg the pioneer period, however, is
subject to income tax at the prevailing enacteel chtax.

The tax-exempt profits arising from the pioneed&raan be distributed as taxempt dividends that are not subject to Singajpm@me tax ir
the hands of the shareholders. Losses and undititigital allowances arising in the pioneer statrod are available for carryforward to be
offset against profits arising in subsequent peyjaacluding profits arising after the pioneer gsaperiod. Profits arising during the pioneer
status period offset any accumulated pioneer Indsuautilized capital allowance carryforward bakesidPioneer loss and unutilized capital
allowance carryforwards are available indefinitalybject to more than 50% of the shareholdersrggayie same from the incurrence of the
tax loss or allowance to its utilization. As of Reaber 31, 1999, the Company had unutilized cagitalvance carryforwards of $25,756.

The income tax expense for the years ended Decedibd097, 1998 and 1999 represents income taxofgaga non-pioneer trade income,
principally rental and interest income.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)

18. Income Taxes (Cont'd)

A reconciliation of the expected tax expense (bignatf the statutory rate of tax to the tax expenses follows:

For they ear ended December 31,
1997 1998 1999
Income tax expense (benefit) computed at
Singapore statutory rate of 26%..... $ (3) $ 394 $ 1,392
Non-deductible expenses................. 81 174 6,635
Pioneer status relief.................. - (476) (7,862)

All other items, net............ 81 298 335

Income tax expense.........c.ccoee.ne. $ 159 $ 390 $ 500

Income tax payable at December 31, 1998 and 198%@21 and $678, respectively.

The pioneer status relief has the effect of indrepset income per share by $0, $0 and $0.01 ahthoeme per ADS by $0, $0.01 and $0.10
for the years ended December 31, 1997, 1998 an@l, 188pectively.

Due to the uncertainty surrounding the timing axiget of the realization of its deferred tax ass&tbstantially unutilized capital allowances,
the Company has provided a valuation allowancecserit to reduce their carrying amounts to zero.
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ST ASSEMBLY TEST SERVICES LTD AND SUBSIDIARY
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
December 31, 1997, 1998 and 1999

In thousands of US Dollars (except per share data)

19. Business Segment Data and Major Customers

The Company is a leading independent providerfafl@aange of semiconductor test and assembly sesvi

Revenue by major service line and by geographieasa(identified by location of customer) were:

For the y ear ended December 31,

1998 1999

$ 45,120 $ 93,255
27,943 47,921

SiNgapore........coeeevvvvivenennns
- assembly........ooociiiiiiinns 10,709 10,219 11,230

1,778 611
10,980 18,000
6,928 12,758 18,611
Europe........ccccovvvviiiiiinnn,
- assembly........oooeiiiiininns 2 9 3,392
- teSti - 42 4,142
2 51 7,534
Total...cceeeeeeiieeeeeee $ 88,373 $ 113,920 $ 201,098

Revenue from major customers, as a percentage ofvenues, were as follows:

* . ST affiliate

For the yea r ended December 31,
1997 1998 1999
% % %

Customer A.......ovceiiiiieeeeeeeees . 115 16.8
Customer B... 12.1 25.2
Customer C...... 194 6.4
Customer D *.... . 20.9 16.4
Customer E...... . 5.9 1.2
Customer F*.. . 3.6 0.4
Others.....cccccvvveveeeeeiiieeins . 26.6 33.6

100.0 100.0 100.0
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20. Share Options and Incentive Plans
(a) Employees' Share Ownership Scheme

Effective April 1998, the Company adopted the SEexably Test Services Employees' Share Ownershipr&ehThe Ownership Scheme is
administered by a committee nominated by the direcind provides for the grant of options to emeésyand directors of the Company and
certain of its affiliates. The exercise periodlod bptions was 30 days and the subscription poicedch share which may be purchased upon
exercise of the options was determined by the cdteenbut could not be less than the par value.stibscription price was payable in
installments, the first installment of 5% of thésaription price being payable upon exercise ofop#on, the second installment of 95% of
the subscription price being payable over a pebiettveen the second and fifth years following thie diae option was granted, however, such
cumulative second installment due could be defearetipayable at each successive anniversary davealstnot due until ten years after the
date of grant of the option.

Where employees failed to pay the second instaliméhin ten years of the date of grant of the optithe employees were required to sell
their shares to an ST affiliate at the greaterd6fd the market value of the shares, as deterntiggie committee, or 5% of the net asset
value of the shares. Employees leaving the emplaywmfiethe Company were entitled to retain thoseeshavhich had been fully paid for,
while shares not fully paid for were either reqdite be sold to the ST affiliate or, in certainccimstances, were allowed to be fully paid.

In May 1998, options to subscribe for 12,196,00dirmary shares of Singapore dollars S$0.25 eaclsabscription price of Singapore dollars
S$0.42 were granted to employees of the Compangulisidiary, ST and related corporations of STeuttte Ownership Scheme. The fair
value of each option at the date of grant was edéichto be $0.31. Options in respect of 12,174d@@hary shares were exercised. The st
were issued in June 1998.

In November 1998, options to subscribe for 8,960 ®@linary shares of Singapore dollars S$0.25 aaahsubscription price of Singapore
dollars S$0.25 were granted to employees of thepgaomy its subsidiary, ST and related corporatidri§Tounder the Ownership Scheme. "
fair value of each option at the date of grant estimated to be $0.41. Options in respect of 8@@ordinary shares were exercised. The
shares were issued in January 1999.

In May 1999, options to subscribe for 8,397,200rad; shares of Singapore dollars S$0.25 eactsabscription price of Singapore dollars
S$0.25 each were granted to employees of the Comparsubsidiary, ST and related corporations Dugder the Ownership Scheme. The
fair value of each option at the date of grant estimated to be $0.51. Options in respect of 7&Xlwere exercised. The shares were issuec
in July 1999.

In November 1999, the Company terminated the OvimiigiScheme. Under the terms of the terminationCbmpany received proceeds from
participants amounting to approximately $2,961uityfpay up the remaining second installment of 9&%he subscription price for
17,407,695 ordinary shares issued under the OwipeBsineme. The remaining 9,605,505 partly paidrangi shares in issue under the
Ownership Scheme were bought back from the emptolggehe Company at a total cash consideratioppfaximately $104. Also, as part
the consideration for the buy back, under the tesfiihe termination, such employees were grantedomions to subscribe for 6,385,450
ordinary shares, at an exercise price of Singagoltars S$0.42 each, and 3,220,055 ordinary shates) exercise price of Singapore dollars
S$0.25 each, under the Option Plan.
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20. Share Options and Incentive Plans (Cont'd)
(a) Employees' Share Ownership Scheme

The Ownership Scheme was accounted for in accoedaith variable plan accounting under Accountingélples Board Opinion ("APB")

No. 25. Compensation cost for shares granted uhdedwnership Scheme was recorded as compensapense over the requisite vest
period, with the unvested shares reflected as nedartompensation in a separate component of sHdezbcequity based on the current
market price of the shares at the end of the ralgwariod. The Company determined the fair markdtes of ordinary shares underlying each
option grant based on the income approach and #nkatapproach. The income approach indicatesaihenfarket value of the common st

of a business based on the value of the cash leaighe business can be expected to generate fttire. The market approach indicates
fair market value of the ordinary shares based conaparison of the Company to comparable publiglged companies, comparable
transactions in its industry, and prior transaction

Total compensation expense recognized for stockebesmpensation under the Ownership Scheme forethies ended December 31, 1998
and 1999 were $384 and $25,095, respectively.

Information for the year ended December 31, 19981899 is as follows:-

December 31,

1998 1999
Shares outstanding at beginning of year
(in thousands).........ccccevvvieeeeiiinnenn. - 20,774
Shares granted during the year (in thousands)...... 20,774 7,372

20,774 28,146

Termination of Ownership Scheme:
- shares converted into fully paid shares........

(in thousands)...........cccevvvrevnnnnnns - (17,408)
- shares repurchased and cancelled ..............
(in thousands).........cccceeeivieeennnnns - (10,718)
Other shares converted into fully paid shares......
(in thousands)........cccccvvvveeeeneeneennn. - (20)
Shares outstanding at year end (in thousands)...... 20,774
Weighted average grant date fair value of options.. $0.30 $0.51
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20. Share Options and Incentive Plans (Cont'd)
(b) Share Option Plan

Effective May 1999, the Company adopted the ST A Test Services Ltd Share Option Plan 1999 (@tion Plan") which provides for
a maximum of 85 million shares (subject to adjustmader the plan) to be reserved for option pl@yions granted under the plan may
include non-statutory options as well as incensitoek options intended to qualify under Section d2the United States Internal Revenue
Code.

The plan is administered by a committee appoiniethé directors. Employees, outside directors amtsaltants are eligible for the grant of
options except for (i) employees of affiliates, andside directors and consultants, who are ngilédi for the grant of incentive stock optio
and (ii) employees, outside directors and constdtahaffiliates resident in the United States, velne not eligible for the grant of options.

The exercise price of an incentive stock optiothésfair market value of the shares at the dateefjrant. The exercise price of non-statutory
options cannot be less than 85% of the fair maréikte of the shares at the date of the grant. fimicecircumstances, the exercise price may
be higher than the fair market value but in no ¢veh the exercise price be below the par valu¢hef share.

Option periods may not exceed 10 years from the digrant. Upon leaving the employment of the Canyp outstanding options remain
exercisable for a specified period.

In June 1999, the Company granted options to sildesfor 1,570,400 shares at an exercise pricerajagiore dollars S$0.25. The options
over five years and expire on dates ranging fromeJi2, 1999 to June 11, 2009. The fair value ofi @gtion at the date of grant was
estimated to be $0.49.

In November 1999, the Company granted options bsaibe for 7,663,800 shares at an exercise pasedon the higher of Singapore
dollars S$2.00 or the offer price per share undeprospective initial public offering. The optiovsst over five years and expire on dates up
to November 22, 2009. The fair value of each optibthe date of grant was estimated to be $0.81.

In December 1999, as part of the consideratiomefionination of the Ownership Scheme, the Compaawtgd options to subscribe for
6,385,450 ordinary shares, at an exercise priG&nafapore dollars S$0.42 each, and 3,220,055 axdsteares, at an exercise price of
Singapore dollars S$0.25 each. Of such option4473P5 vested at the grant date, with the remaij8§1,200 options vesting over a period
of two years. The options expire on dates up toeDdxer 10, 2009.
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20. Share Options and Incentive Plans (Cont'd)
(b) Share Option Plan

The following table summarizes information abowetl stock options outstanding at December 31, 1999:

Options Outstanding Options Exercisable
Weighted

Number average Weig hted Weighted
Range of outstanding remaining ave rage Number average
exercise at contractual  exer cise  exercisable  exercise
prices 2/31/1999 life pr ice 12/31/1999 price

(in thousands) (in thousands)

S$0.25 to 11,112 9.9 years S$0 .35 283 S$0.30
S$0.42
S$2.00 7,601 9.9 years S$2 .00

18,713 283

Total compensation expense recognized for stockebasmpensation under the Option Plan for the grded December 31, 1999 was $232.
(c) Impact of Applying Fair Value Based Method

The fair value of option grants under the OwnersStheme was estimated on the date of the grang thenBlack-Scholes option-pricing
model with the following assumptions used: dividgmeld; 0.0% for all years; risk-free interest rafes.71% for May 1998 option grant,
4.84% for November 1998 option grant and 5.57%\ay 1999 option grant; expected volatility of 61.186 May 1998 option grant, 92.3%
for November 1998 option grant and 78.6% for Ma998ption grant; and an expected life of ten yeaspectively.

The fair value of option grants under the OptioanFk estimated on the date of grant using thekB&aholes option-pricing model with the
following assumptions: dividend yield of 0.0% fdkyears; risk-free interest rate of 5.9% for JA®O9 option grant, 6.4% for November
1999 option grant and 6.3% for December 1999 omiamt; expected volatility of 77.3% for June optgrant, 61.5% for November 1999
option grant and 59.4% for December 1999 optiomigynd an expected life of ten years respectively.

Had the Company determined compensation for thedstiip Scheme and the Option Plan under Statenfiéimancial Accounting
Standards No. 123, the Company's net income (fessld have been reduced to the pro forma amoudtsated below:
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20. Share Options and Incentive Plans (Cont'd)
(c) Impact of Applying Fair Value Based Method

For the year ended
December 31,

1998 1999

Net income (loss):

As reported..........cccoeeeriiiiennns . $ 1124 $ 4,855

Pro forma.......cccccocvvveinninenenn. . 999 18,952
Basic netincome.........cccoccveeeeninnns

(loss) per share:

As reported..........cooveiiiiiennnns . - 0.01

Pro forma.......ccccoocvvveenninenenn. . - 0.02
Diluted net income (I0SS).........cccevuuee

(loss) per share:

As reported... . - 0.01

Pro forma.......ccccoeevieeiniiinnenn. . - 0.02

21. Related Party Transactions

ST is a multi-national conglomerate headquartemegimgapore which has five principal business gsoepgineering, technology,
infrastructure, property and financial services.iSih turn 100%-owned by Temasek Holdings (Privatmited ("Temasek"). Temasek is a
holding company through which the corporate investts of the government of Singapore are held. Tdragany is in the semiconductor
division of the ST Group which specializes in desiganufacture, assembly and testing of semicondsic8T Companies, including
Chartered Semiconductor Manufacturing Ltd engageaimsactions with the Company in the normal coofgbeir respective businesses.

The building of the Company is built on land hefdablong-term operating lease from a statutory éhothe government of Singapore. The
lease is for a 30-year period commencing Marct9®6land renewable for a further 30 years subjeittedulfillment of certain conditions.
The rent is subject to annual revision, with theréase capped at 4% per annum.

In 1997, the Company subleased office premisesiiee&h Microelectronics Ltd ("TriTech"), an ST diffite and a fabless designer of
semiconductor products, at a monthly receivabl®4® subject to annual revision. On July 2, 1999Tdch was placed under judicial
management. Rental income for the years ended Dmre®d, 1997, 1998 and 1999 was $332, $810 and, $d§2ectively. The Company
repossessed the office premises in October 1999.

TriTech was previously a major customer of the Camyp The sales to TriTech were made on substantlal same terms as those available
to third parties for similar products and volumesnmitted. The Company has not made sales to Trisexte it was placed under judicial
management.

The building contract of $38,000 was awarded t&araffiliate. The construction of the building wasmpleted in August 1997.
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21. Related Party Transactions (Cont'd)

ST provides management and corporate servicegtGampany. Under a new service agreement datedhibece27, 1999, effective January
1, 2000, annual management fees are payable f@rovésion of specified services on mutually agre=dns which the Company believes
approximates the cost of providing those servites. fees are subject to review by the parties etrepe years. Prior to this agreement these
services were subject to a management fee compatat on certain percentages of capital emplogednue, manpower and payroll.

ST provides short-term financing for the Compargn@rally on a 3 to 6 months renewable basis) utnmpst competitive corporate banking
advantage in the banking community.

Advances to and from ST bear interest at rates aoaye to rates offered by commercial banks in &woge. The Company also participates
with ST in a cash management program managed hypla binder the program, cash balances are poobtkdaily cash surpluses or shortf:
may, on a short-term basis, be lent to or borrofseth other ST affiliates participating in the argement at prevailing inter-bank rates.

Certain general and administrative expenses ofdpioige Technologies Assembly and Test Services,dnc.subsidiary, are borne and
recharged to the Company by Chartered SemicondMaaufacturing Inc., a United States incorporatififiae of ST. These expenses
amounted to $2,229, $1,020 and $1,252 for 19973 2@ 1999 respectively.

The Company had the following significant transaesi with ST and ST affiliates:

For the year ended December 31,

1997 1998 1999

ST -
Management fees expense...................... $ 897 $ 1,066 $ 1,223
Interest expense.........cccccvvvveveeeennn. 4,254 4,747 -

ST affiliates -
Net revenues........ccccceeeevveiiiiiinnne 21,535 28,048 33,777
Property, plant and equipment sold........... - 190
Purchase of property, plant and equipment.... 38,438 1,207 160
Interest income........cccoovveveenninnen. 5 - -
Interest expense.........cccccvveveveeeeenn. 5 1,867 1,458
Rental income............ccccovevennnnnnn. 332 810 482
General and administrative expenses.......... 2,229 1,020 1,252

As of December 31, 1998 and 1999, there were timxfimg amounts owing

by (to) affiliates:-

December 31,

1998 1999
Amounts due from ST affiliates
Accounts receivable, net of .................
allowance for doubtful accounts........... $5957 $6,271
Others......uuviieieiieieeeeeeeeeeciiiee 336 261

$6,293 $6,532
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21. Related Party Transactions (Cont'd)

December 31,

1998 1999
Amounts due to ST
Other payables........ccccovvveeeeee. L $ 2,625 $ 3,994
Amounts due to ST affiliates
Accounts payable..........cocccceeveeee.. L 33 260
Other payables.........ccccooeeeveeeeee L 1,653 1,279

$ 4,311 $ 5,533

Loans from ST affiliate
Short-term debt.......c.cccoeeveveeeee. L $ 25,000 $ 25,000

22. Commitments and Contingencies

(@) Leases

The Company has leased land for a 30-year perindremncing March 1, 1996 and renewable for a furBfieyears subject to the fulfillment
of certain conditions. The annual rent is currefilgd at $594. The rent is subject to annual liewisvith the increase capped at 4% per
annum. Operating lease rental expense for the yealsd December 31, 1997, 1998 and 1999 was $962,8hd $594, respectively.

The Company has leased certain plant and equipomel®r operating leases. These leases expire in ZijiErating lease rental expenses in
respect of these leases for the year ended Dece3h@098 and 1999 were $270 and $1,673, respéctive

Future minimum lease payments under non-cancetgdgeating leases of factory land and plant andmqgent as of December 31, 1998 and
1999 were:

December 31,

1998 1999
Payable in year ending December 31,

1999, $ 2159 $ -
2000.......ccieiieeee e 2,159 3,151
2001 1,614 2,489
2002......ciiiiiiieee e 610 605
2003...eiiiieeeeee e 610 605
2004 610 605
Thereafter..........cccccoceviienen. 12,962 12,705

20,724 $ 20,160

©®» !
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22. Commitments and Contingencies (Cont'd)
(b) Technology Arrangements

As is typical of the semiconductor industry, then@any may in the future receive notices from tipiagties asserting patent rights, copyric
or other rights covering the Company's designsacgsses.

On October 18, 1996, the Company acquired patghtsifrom Motorola Inc. ("Motorola™) to use techagy in making ball grid array
packages ("BGA"). Under the agreement, the Comjmmgqguired to pay Motorola a royalty based onrthmber of pads used on each BGA
package. The agreement expires on December 31,&@Dthe Company has the option to renew the agneesnbject to possible amendmr
of the provisions thereof. Total expense recordetkbuthe agreement for the years ended DecemhE9®8L.and 1999, was $134 and $596,
respectively. No expense was recorded under treeamant for the year ended December 31, 1997.

The Company may obtain other suitable patent rightise future relating to current or future teclugies. There can be no assurance that the
Company will always be able to obtain such futumiepts on favorable commercial terms.

(c) Capital Commitments
As of December 31, 1998 and 1999, there were tfmarfimg capital

commitments:-

December 31,

1998 1999
Building, mechanical and electrical installa tion... $ 1,293 $ 3,543
Purchase of plant and machinery............ .~ ... $12,964 $ 35,282

(d) Foreign Currency Contracts

The Company had the following notional amountsoofviard foreign currency contracts as of Decemberl 988 and 1999:

December 31,

1998 1999

Forward foreign currency contracts................. $ - $ 53,780

The Company has only limited involvement with dative financial instruments and does not use thamtrédding. The Company has used a
forward foreign currency swap contract to hedgéng&pore dollar dominated long-term debt to USatsll The payment terms of the foreign
currency swap contract match the principal repaymehthe long-term debt, as described in NoteTh& Company incurs an annual
financing charge of 1.7% of the principal amountta loan outstanding under this hedging transaclibe Company has not used any other
derivative financial instrument. The Company is@sgd to credit loss in the event of non-performdncthe forward foreign currency swap
contract counterparty. The Company anticipates,dvew that the counterparty will be able to fullitisfy its obligations under the contract.
The Company has not obtained collateral or otheursty to support the financial instrument but ntors the credit standing of the
counterparty.
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23. Fair Value of Financial Instruments

The estimated fair value of financial instrumerds been determined by the Company using availahtkenhinformation and appropriate
methodologies; however, considerable judgmentgsired in interpreting market data to develop tbéineates for fair value. Accordingly,
these estimates are not necessarily indicativeeoimounts that the Company could realize in seatimarket exchange. Certain of these
financial instruments are with major financial ingions and expose the Company to market and tcrislls and may at times be concentrated
with certain counterparties or groups of countdiesr The creditworthiness of counterparties istioorally reviewed, and full performance is
anticipated.

The methods and assumptions used to estimateithabae of significant classes of financial instrents is set forth below:
Cash and cash equivalents

Cash and cash equivalents are due on demand grecaraturity date of less than three months whenhased. The carrying amount of these
financial instruments is a reasonable estimataiofvlue.

Bank overdrafts

Bank overdrafts are due on demand and have intextest that reflect currently available terms amditions for similar borrowings. The
carrying amount of this debt is a reasonable estiroBfair value.

Short-term debt

Short-term debt has variable rates that refleatetuily available terms and conditions for similarfowings. The carrying amount of this debt
is a reasonable estimate of fair value.

Long-term debt
The fair value is based on current interest ratedable to the Company for issuance of debtsmflar terms and remaining maturities.
Foreign Currency Contracts

The fair value is estimated by reference to magketations for foreign currency contracts with $&nterms adjusted where necessary for
maturity differences.

Limitations

Fair value estimates are made at a specific poititrie, and are based on relevant market informatitd information about the financial
instrument. These estimates are subjective in ea@nd involve uncertainties and matters of sigaiftgudgement and therefore cannot be
determined with precision. Changes in assumptiontdcsignificantly affect the estimates.
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23. Fair Value of Financial Instruments (Cont'd)

As of As of
December 3 1, December 31,
1998 1999
Es timated Estimated
Carrying Fair Carrying  Fair
Amount Value Amount Value

Financial Assets:
Cash and cash
equivalents $ 12,692 $ 12,692 $ 16,568 $ 16,568
Financial Liabilities:
Bank overdrafts - - - -
Short-term debt 50,000 50,000 60,000 60,000

Long-term debt 54,282 54,282 53,780 54,265
Derivatives:
Gain on foreign
currency contracts - - 1,835 2,320

24. Recent Changes in US GAAP

In June 1998, the Financial Accounting Standardsr@@ssued SFAS No. 133, "Accounting for Derivatinstruments and Hedging
Activities". SFAS No. 133 established accounting agporting standards requiring that every denaainstrument be recorded in the balance
sheet as either an asset or liability measureid &ir value. SFAS No. 133, as recently amendedffective for fiscal years beginning after
June 15, 2000. Management believes the adopti&FAS No. 133 will not have a material effect on @@mpany's financial position or
results of operations.

25. Subsequent Events

Subsequent to the end of the financial year the gamy issued 175,950,000 ordinary shares at $2.A6haee and 19,550,000 ordinary shares
at S$3.554 ($2.10) per share in the initial pubffering of the Company's shares on the NasdapNaltiMarket and Singapore Exchange.
Offering proceeds, net of expenses, amounted tmajppately $388 million.

26. Comparative Figures
Certain items in the comparative figures have breelassified to conform with the current year'sspraation.
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