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Part I. FINANCIAL INFORMATION
Item 1. Financial Statements
0//2//MICRO INTERNATIONAL LIMITED AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(In Thousand U.S. Dollars, Except Share Amounts)

June 30, December 31,
2004 2003
(Unaudited)

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 72,141 $ 66,489
Restricted cash 1,894 1,892
Short-term investments 50,286 53,923
Accounts receivable - net 12,361 9,794
Inventories 7,476 9,613
Prepaid expenses and other current assets 3,595 3,365
Total Current Assets 147,753 145,076
LONG-TERM INVESTMENTS 7,498 7,865

LAND, PROPERTY AND EQUIPMENT - NET 9,406 4,880



Edgar Filing: O2MICRO INTERNATIONAL LTD - Form 6-K

OTHER ASSETS
Restricted assets - net

Other Assets

TOTAL ASSETS

LIABILITIES AND SHAREHOLDERS' EQUITY

CURRENT LIABILITIES

Notes and accounts payable

Income taxes payable

Accrued expenses and other current liabilities

Total Current Liabilities

COMMITMENTS AND CONTINGENCIES

SHAREHOLDERS' EQUITY
Preference shares at $0.001 par value per share
Authorized - 5,000,000 shares
Ordinary shares at $0.001 par value per share
Authorized - 95,000,000 shares
Issued - 39,213,180 and 39,032,616 shares as of
June 30, 2004 and December 31, 2003,
respectively
Additional paid-in capital
Accumulated other comprehensive loss
Retained earnings

Total Shareholders' Equity

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY

12,215 10,044
1,324 1,428
$178,196 $169,293
$ 4,720 $ 6,334
3,334 2,852
5,648 5,380
13,702 14,566
39 39
138,645 137,076
(527) (521)
26,337 18,133
164,494 154,727
$178,196 $169,293

The accompanying notes are an integral part of the financial statements.

3

0//2//MICRO INTERNATIONAL LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS AND COMPREHENSIVE INCOME

(Unaudited)

(In Thousand U.S. Dollars, Except Per Share Amounts)

NET SALES

COST OF SALES

Three Months Ended
June 30,

$24,065 $20,895

9,724 9,222

Six Months Ended

June 30,
2004 2003
$46,261 $40,236
19,124 17,607
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GROSS PROFIT 14,341 11,673 27,137 22,629
OPERATING EXPENSES

Research and development 4,681 4,843 9,242 9,755
Selling, general and administrative 4,983 4,319 9,242 8,638
Total Operating Expenses 9,664 9,162 18,484 18,393
INCOME FROM OPERATIONS 4,677 2,511 8,653 4,236
NON-OPERATING INCOME (EXPENSES)

Interest income 254 294 485 573
Impairment loss on long-term investments - (6) - (17
Gain on sale of long-term investments - - 340 —=
Foreign exchange loss (253) - (31) —=
Other - net 7 41 10 5
Total Non-operating Income 8 329 804 561
INCOME BEFORE INCOME TAX 4,685 2,840 9,457 4,797
INCOME TAX EXPENSE 537 401 1,103 671
NET INCOME 4,148 2,439 8,354 4,126
OTHER COMPREHENSIVE INCOME (LOSS)

Translation adjustments on subsidiaries (109) 112 61 (144
Unrealized gain (loss) on available-for-sale securities 19 75 (67) 159
Total Other Comprehensive Income (Loss) (90) 187 (6) 15
COMPREHENSIVE INCOME $ 4,058 $ 2,626 $ 8,348 $ 4,141
EARNINGS PER SHARE:

Basic $ 0.11 $ 0.06 $ 0.21 $ 0.11
Diluted $ 0.10 $ 0.06 $ 0.21 $ 0.11
SHARES USED IN EARNINGS PER SHARE CALCULATION:

Basic (in thousands) 39,205 38,216 39,161 38,155
Diluted (in thousands) 40,272 39,466 40,467 39,161

The accompanying notes are an integral part of the financial statements.
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0//2//MICRO INTERNATIONAL LIMITED AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)

(In Thousand U.S. Dollars)

OPERATING ACTIVITIES:
Net income

Six Months Ended
June 30,

$ 8,354 $ 4,126

Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 1,286 1,324
Amortization of stock options granted for services 78 170
Gain on sale of long-term investments (340) -
Deferred income tax assets 134 126
Impairment of long-term investments - 17
Loss on sale of fixed assets 1 66
Changes in operating assets and liabilities:
Accounts receivable - net (2,567) (274)
Inventories 2,137 (6,095)
Prepaid expenses and other current assets (418) (556)
Notes and accounts payable (1,614) 5,266
Income taxes payable 482 159
Accrued expenses and other current liabilities 252 1,574
Net Cash Provided by Operating Activities 7,785 5,903
INVESTING ACTIVITIES
Receivables from employee cash advance 44 (121)
Acquisitions of:
Land, property and equipment (5,724) (1,267)
Short-term investments (65,816) (69, 751)
Long-term investments (313) ——
(Increase) decrease in:
Restricted assets (2,171) (7,021)
Restricted cash (2) 135
Other assets (21) (13)
Proceeds from:
Sale of short-term investments 69,386 61,817
Sale of long-term investments 1,020 -
Sale of equipment - 1
Net Cash Used in Investing Activities (3,597) (16,220)
5
FINANCING ACTIVITIES:
Acquisitions of treasury stock (188) (647)
Proceeds from exercise of stock options 1,086 974
Issuance of ordinary shares under ESPP plan 513 468
Payment of principal on capital leases (1) (5)

Net Cash Provided by Financing Activities 1,410 790
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EFFECTS OF CHANGES IN FOREIGN EXCHANGE RATE 54 47
NET INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS 5,652 (9,480)
CASH AND CASH EQUIVALENTS AT BEGINNING OF PERIOD 66,489 69,334
CASH AND CASH EQUIVALENTS AT END OF PERIOD S 72,141 $ 59,854

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
Cash paid for interest S - $ 1
Cash paid for income taxes S 506 $ 393

NON-CASH INVESTING AND FINANCING ACTIVITIES
Convertible loans converted to long-term investments S - $ 1,750
Unrealized gain (loss) on short-term investments ($67) S 159

The accompanying notes are an integral part of the financial statements.

0//2//MICRO INTERNATIONAL LIMITED AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
1. BASIS OF PRESENTATION

The accompanying consolidated financial statements have been prepared by
the Company, without audit, pursuant to the rules and regulations of the
Securities and Exchange Commission and, in management's opinion, include all
adjustments, consisting only of normal recurring accruals necessary to fairly
present the resulting operations for the indicated periods. Certain information
and footnote disclosures normally included in financial statements prepared in
accordance with generally accepted accounting principles have been condensed or
omitted pursuant to such rules and regulations. Although the Company believes
that the disclosures are adequate to make the information presented not
misleading, it is suggested that these consolidated financial statements be read
in conjunction with the consolidated financial statements and the notes thereto
included in the Company's Form 20-F registration statement for the year ended
December 31, 2003.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
a. Use of estimates

The preparation of financial statements in conformity with accounting
principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect certain reported
amounts and disclosures. Accordingly, actual results could differ from those
estimates.

b. Recent accounting pronouncements
In January 2003, the Financial Accounting Standards Board ("FASB") released

Interpretation No. 46, "Consolidation of Variable Interest Entities" ("FIN 46")
which requires that all primary beneficiaries of Variable Interest Entities
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("VIE") consolidate that entity. FIN 46 is effective immediately for VIEs
created after January 31, 2003 and to VIEs in which an enterprise obtains an
interest after that date. It applies in the first fiscal year or interim period
beginning after June 15, 2003 to VIEs in which an enterprise holds a variable
interest it acquired before February 1, 2003. In December 2003, the FASB
published a revision to FIN 46 ("FIN 46R") to clarify some of the provisions of
the interpretation and to defer the effective date of implementation for certain
entities. Under the guidance of FIN 46R, entities that do not have interests in
structures that are commonly referred to as special purpose entities (SPE's) are
required to apply the provisions of the interpretation in financial statements
for periods ending after March 14, 2004. The Company does not have interests in
special purpose entities and the adoption of FIN 46R did not impact the
Company's financial statements.

3. ACCOUNTS RECEIVABLE —-- NET
June 30, December 31,
2004 2003
(Unaudited)
(In Thousands)
Accounts receivable $12,762 $10,195
Allowances for:
Doubtful receivable (86) (86)
Sales returns and discounts (315) (315)
$12,361 $ 9,794
7
4. INVENTORIES
June 30, December 31,
2004 2003
(Unaudited)
(In Thousands)
Finished goods $2,037 $2,042
Work—-in-process 3,892 3,608
Raw materials 1,547 3,963

5. SHORT-TERM INVESTMENTS

The following is a summary of available-for-sale securities:

June 30, December 31,
2004 2003
(Unaudited)

(In Thousands)

US treasury bills $32,731 $33,958
Time deposit 10,666 10,611
Foreign government bonds 2,169 1,144



Edgar Filing: O2MICRO INTERNATIONAL LTD - Form 6-K

Corporate bonds 4,696 8,185
Others 24 25
$50,286 $53,923

Available-for-sale securities by contractual maturity are as follows:

June 30, December 31,
2004 2003
(Unaudited)

(In Thousands)

Due within one year $49,264 $52,752
Due after two years 1,022 1,171
$50,286 $53,923

The Company's gross unrealized gains and losses at June 30, 2004 were
$161,000 and $79,000, respectively, and at December 31, 2003 were $196,000 and
$47,000, respectively.

8
6. LONG-TERM INVESTMENTS
June 30, December 31,
2004 2003
(Unaudited)
(In Thousands)
Cost method
X-FAB Semiconductor Foundries AG 54,968 54,968
360 Degree Web Ltd. (360 Degree Web) 1,070 1,750
Etrend Hightech Corporation (Etrend) 960 647
GEM Services, Inc. 500 500

Silicon Genesis Corporation - -

On January 3, 2003, the Company exercised its option to convert its
convertible loans of $1,750,000 in 360 Degree Web to 2,083,333 Series B
preference shares of capital stock at $0.36 per share and 1,000,000 Series B2
preference shares of capital stock at $1.00 per share. 360 Degree Web designs,
develops and markets intelligent security software solutions that provide secure
computing environment for personal computer mobile devices and the internet.
After the conversion, the Company had a 35.2% ownership in 360 Degree Web. The
Company did not participate in 360 Degree Web's financing during 2003 and the
ownership was diluted to 29.3% as of December 31, 2003. At December 31, 2003,
one of the Company's directors serves as a director of 360 Degree Web. In
addition, the Company does not actively participate in the decision-making
process at 360 Degree Web. Management of 360 Degree Web owns more than 50% of
the outstanding voting shares and 100% of the Series A voting preferred shares
which has more characteristics of common stock than the other preferred shares.
Therefore, the Company accounts for the investment under the cost method of
accounting.
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In March 2004, the Company sold 1,000,000 shares of its stock in 360 Degree
Web and recognized a gain of $340,000. Upon completion of the transaction, the
Company's ownership was reduced to 19.8%.

The Company invested in Etrend's ordinary shares in December 2002 and July
2003. Etrend is a wafer probing, packing and testing company. As of December 31,
2003, the Company acquired 2,189,288 shares for $647,000, which represents
approximately 12.5% ownership of Etrend. The Company tendered an additional
$320,000 for Etrend's financing in March 2004 of which $6,634 was subsequently
returned to the Company due to a change in exchange rates in the period prior to
closing, resulting in a net investment of $313,000. The Company's ownership was
reduced to 11.2% as of March 31, 2004.

7. INCOME TAX
The effective income tax rate for the three and six months ended June 30

was 11.5% in 2004 and 14.1% in 2003, and 11.7% in 2004 and 14.0 % in 2003,
respectively.

8. EARNINGS PER SHARE

The following table shows the calculation of basic and diluted earnings per
share:

All numbers in thousands except earnings per share

Three Months Ended Six Months Ended

June 30, June 30,
2004 2003 2004 2003
(Unaudited) (Unaudited)
Basic earnings per share:
Net income $ 4,148 $ 2,439 $ 8,354 $ 4,126
Weighted average shares outstanding - basic 39,205 38,216 39,161 38,155
Earnings per share - basic $ 0.11 $ 0.06 $ 0.21 $ 0.11
Diluted earnings per share:
Net income $ 4,148 $ 2,439 $ 8,354 $ 4,126
Weighted average shares outstanding - basic 39,205 38,216 39,161 38,155
Effect of dilutive securities:
Options 1,067 1,250 1,306 1,006

Weighted average shares outstanding - diluted 40,272 39,466 40,467 39,161
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Earnings per share - diluted $ 0.10 $ 0.06 $ 0.21 $

9. RELATED PARTY TRANSACTIONS

In 2001, James Keim, one of the Company's directors, accepted the
assignment of Head of Marketing and Sales in the Cayman Islands, and moved to
the Cayman Islands in December 2001. In connection with the move and to assist
Mr. Keim to purchase a residence in the Cayman Islands, the Company entered into
a term loan agreement with Mr. Keim in February 2002, under which the Company
made an interest free, unsecured loan in the amount of $400,000 to Mr. Keim. The
loan is repayable in February 2007. As of June 30, 2004, $18,000 had been
repaid.

10. CONTINGENCIES

Monolithic Power Systems, Inc. ("MPS"), a privately held company in Los
Gatos, California, USA has alleged our 0Z960, 0Z961, 0Z969 and 0Z970 products
infringe on one of their patents and a continuation of that patent. Litigation
on such claim is pending in the United States District Court in the Northern
District of California. We have answered MPS' claims, denying all of their
substantive allegations. In addition, given the results of the claims
constructions adopted by the Court on November 26, 2001 and December 27, 2002,
we believe that we have meritorious defenses against MPS' allegations. On May
28, 2004, the Court granted our motion for summary judgment that MPS lacked
evidence of damages. As the judgment currently stands, MPS will not be able to
recover damages at trial but may only attempt to seek injunctive relief and
attorneys' fees. Trial is currently scheduled for February 2005.

While the Company cannot make any assurance regarding the eventual
resolution of this matter, the Company does not believe the final outcome will
have a material adverse effect on its consolidated results of operations or
financial condition.

10

The Company, as a normal course of business, is a party to various
litigation matters, legal proceedings and claims. These actions may be in
various jurisdictions, and may involve patent protection and/or patent
infringement. While the results of such litigations and claims cannot be
predicted with certainty, the final outcome of such matters is not expected to
have a material adverse effect on its consolidated financial position or results
of operations. No assurance can be given, however, that these matters will be
resolved without the Company becoming obligated to make payments or to pay other
costs to the opposing parties, with the potential for having an adverse effect
on the Company's financial position or its results of operations.

11. SEGMENT INFORMATION

The Company designs, develops and markets innovative power management and
security components for mobile communication, computer, information appliance
and LCD products. The Company's integrated circuit products are produced with
digital, analog, and mixed signal integrated circuit manufacturing processes.
The Company's Chief Operating Decision Maker ("CODM"), the Chief Executive
Officer, reviews information on an enterprise-wide basis to assess performance
and allocate resources so the Company has one reporting segment.

10



Edgar Filing: O2MICRO INTERNATIONAL LTD - Form 6-K

Net revenues from unaffiliated customers by geographic region are based on
the customer's bill-to location and are as follows:

Three Months Ended Six Months Ended
June 30, June 30,
2004 2003 2004 2003
(In Thousands) (In Thousands)
(Unaudited) (Unaudited)
Asia $24,056 $20,884 $46,247 $40,224
United States 9 11 14 12

Long-lived assets consist of fixed assets and are based on the physical
location of the assets at the end of each period.

June 30, December 31,
2004 2003
(Unaudited)

(In Thousands)

United States $5,636 $1,251
Taiwan 2,539 2,354
People's Republic of China 521 415
Singapore 473 633
Others 237 227

$9,406 $4,880

During the quarter ended June, 2004, two customers accounted for 10% or
more of net revenues (16.6% and 10.9%). During the six month period ended June
30, 2004, one customer accounted for 10% or more of net revenues (11.2%). During
the quarter ended June 30, 2003, two customers accounted for 10% or more of net
revenues (21.1% and 10.4%). During the six month period ended June 30, 2003, two
customers accounted for 10% or more of net revenues (20.7% and 10.6%) .

11

Item 2. Management's Discussion and Analysis of Financial Condition and Results
of Operations

The following information should be read in conjunction with the interim
financial statements and the notes thereto in Part I, Item 1 of this quarterly
report and with Operating and Financial Review and Prospects contained in the
Company's Annual Report on Form 20-F (the "Annual Report").

Overview

We design, develop and market high performance mixed signal integrated
circuits for power management, power saving applications and computer security
applications. Our net sales have been derived primarily from the sale of
integrated circuit products to customers in the computer, consumer electronics,
industrial and communications markets. Products in these markets include
notebook computers, liquid crystal displays, mobile phones, portable intelligent
devices, global positioning systems and portable DVD players. Our system-level

11
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expertise, proprietary design methodologies and extensive experience with power
management systems allow us to develop products quickly so that our customers
can achieve rapid time to market with new devices. Our products are used in
electronic devices currently sold by large computer and consumer electronics
companies.

We utilize a "fabless" semiconductor business model, which means we focus
on designing, developing and marketing products, while having these products
manufactured by large independent semiconductor foundries. Because we are a
fabless semiconductor company, we do not need to invest significant capital to
manufacture semiconductor devices, and can take advantage of some of the
cost-efficiencies of third-party foundries. We place purchase orders with third
parties for specific quantities of packaged semiconductor devices or wafers at
set prices. We also use third parties to test and assemble our products, which
reduces the capital we need to invest in these activities.

Results of Operations

Net Sales. Net sales for the three months ended June 30, 2004 were $24.1
million, an increase of $3.2 million or 15.2% from $20.9 million for the three
months ended June 30, 2003. The increase in net sales reflects increased unit
shipments of our existing products as well as shipments of new products.

Gross Profit. Gross profit for the three months ended June 30, 2004 was
$14.3 million, an increase of $2.7 million or 22.9% from $11.7 million for the
three months ended June 30, 2003. This increase in dollar amount was due to
increased sales of products. We expect that our gross profit as a percentage of
net sales will fluctuate in the future as a result of the stages of our products
in their life cycles, variations in our product mix, the timing of our product
introductions and specific product manufacturing costs.

Research and Development Expenses. Research and development expenses for
the three months ended June 30, 2004 were $4.7 million, a decrease of $162,000
or 3.3% from $4.8 million for the three months ended June 30, 2003. This
decrease was primarily due to re-arrangement of several shuttle runs or shared
engineering test wafers.

Selling, General and Administrative Expenses. Selling, general and
administrative expenses for the three months ended June 30, 2004 were $5.0
million, an increase of $664,000 or 15.4% from $4.3 million for the three months
ended June 30, 2003. This increase in absolute dollar amount was primarily due
to increased expenses relating to intellectual property protection activities,
hiring of additional personnel, traveling, and other expenses associated with
the hiring of additional personnel.

Non-operating Income-net. Non-operating income-net for the three months
ended June 30, 2004 was $8,000, a decrease of $321,000 from $329,000 for the
three months ended June 30, 2003, primarily reflecting a foreign exchange loss
recognized due to the foreign currency fluctuation and decrease in interest
income.

Income Taxes. Income tax expenses for the three months ended June 30, 2004
was $537,000, an increase of $136,000 from $401,000 for the three months ended
June 30, 2003. The effective income tax rate for three months ended June 30,
2004 was 11.5% and 14.1% for the three months ended June 30, 2003.

12

The effective rate was lower for the three months ended June 30, 2004 primarily
due to the sales mix in different countries.
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Our quarterly results of operations have fluctuated significantly in the
past and may continue to fluctuate in the future based on a number of factors,
not all of which are in our control. In particular, our results of operations
have fluctuated in the past due to, among other things, to changes in demand for
devices that use our products; market conditions in the semiconductor industry
and the economy as a whole; changes in the volume of product sales and in the
mix of sales of higher margin products and lower margin products; competitive
pressures on selling prices; the timing and cancellation of customer orders;
lengthy sales cycles; pricing concessions on volume sales; product pricing from
foundries; our ability to develop, introduce and market new products and
technologies on a timely basis; introduction of products and technologies by our
competitors; and market acceptance of our and our customers' products. Our
results of operations may also fluctuate in the future based on a number of
factors, including but not limited to, those listed above, general business
conditions in the semiconductor industry; general economic conditions; currency
fluctuations; the availability of foundry capacity and raw materials, and our
ability to expand and implement our sales and marketing programs. As a result of
the foregoing factors, we believe period to period comparisons are not
necessarily meaningful and should not be relied upon as indicative of future
results.

Liquidity and Capital Resources

On June 30, 2004, we had $147.8 million in total current assets, including
$72.1 million in cash and cash equivalents and $50.3 million in short-term
investments. Our operating activities provided $7.8 million cash during the six
months ended June 30, 2004. Additionally, our investing activities used cash of
$3.6 million in the six months ended June 30, 2004 and our financing activities
provided cash of $1.4 million in the six months ended June 30, 2004. As of June
30, 2004, we have deposited $12.2 million with the Taiwan courts for court bonds
in connection with preliminary injunction actions and related provisional
attachment actions that we are pursuing against various parties in Taiwan. The
court bonds provide security for the enjoined party to claim damages against us
in the event we do not ultimately prevail in the underlying infringement action
associated with the particular preliminary injunction action or provisional
attachment action. While the results of such litigation cannot be predicted with
certainty, the final outcome of such matters is not expected to have a material
adverse effect on the consolidated financial position or results of operations.
No assurance can be given, however, that these matters will be resolved without
the Company becoming obligated to make payments or to pay other costs to the
opposing parties, with the potential for having an adverse effect on the
Company's financial position or its results of operations.

We expect our operating activities will continue to generate additional
cash but we expect to continue to deposit more cash in the Taiwan courts for
preliminary injunctions and provisional attachment actions. In May 2004, we
purchased a 37,180 square foot building in Santa Clara, California which houses
our California operations. The purchase cost including expenses was
approximately $4.7 million which we paid in cash.

13

Disclosure Regarding Forward-Looking Statements

This Form 6-K contains statements of a forward-looking nature. These
statements are made under the "safe harbor" provisions of the U.S. Private
Securities Litigation Reform Act of 1995. You can identify these forward-looking
statements by terminology such as "may," "will," "expects," "should," "could,"
"plans," "intends," "anticipates," "believes," "estimates," "predicts,"

13
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"potential" or "continue" or the negative of these terms and other comparable
terminology. These forward-looking statements include statements relating to our
future gross profits, research and development expenses and selling, general and
administrative expenses. The forward-looking statements contained in this Form
6-K involve known and unknown risks, uncertainties and other factors that may
cause our or the industry's actual results, levels of activity, performance or
achievements to be materially different from the future results, levels of
activity, performance or achievements expressed or implied by these statements.
Such risks and uncertainties include: changes in demand for devices that use our
products; market conditions in the semiconductor industry and the economy as a
whole; the stages of our products in their life cycles, variations in our
product mix, the timing of our product introductions, specific product
manufacturing costs, increased competition, introduction of new competing
technologies and the increase of unexpected expenses. These factors also
include, among other things, those risks outlined in our filings with the
Securities and Exchange Commission, including our Annual Report, that could
cause actual results to differ materially from the results contemplated by the
forward-looking statements. We assume no obligation to update or revise any
forward-looking information, whether as a result of new information, future
events or otherwise.

Item 3. Quantitative and Qualitative Disclosure about Market Risk

Market risk is the risk of loss related to adverse changes in market
prices, including interest rates and foreign exchange rates, of financial
instruments. In the normal course of business, our financial position is
routinely subject to a variety of risks, including market risk associated with
interest rate movements and currency rate movements on non-U.S. dollar
denominated assets and liabilities, as well as collectibility of accounts
receivable.

We regularly assess these financial instruments and their ability to
address market risk and have established policies and business practices to
protect against the adverse effects of these and other potential exposures.

Interest Rate Risk

Our major market risk exposure is changing interest rates. Our exposure to
market risk for changes in interest rates relates primarily to our investments
in US treasury bills, time deposits, government and corporate bonds.

We maintain an investment portfolio consisting mainly of fixed income
securities. These securities are subject to interest rate risk and will fall in
value if market interest rates increase. If market rates were to increase
immediately and uniformly by 10.0% from the levels at June 30, 2004, the fair
value of the portfolio would decline by an immaterial amount. We presently
intend to treat our fixed income investments as available for sale, and
therefore we do not expect our operating results or cash flows to be affected to
any significant degree by the effect of a sudden short-term change in market
interest rate exposures. We did not purchase or hold any derivative financial
instruments for trading purposes.

The table below provides information about our financial instruments whose
maturity dates are greater than three months as of June 30, 2004.
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Total
2008 and Carrying
2004 2005 2006 2007 thereafter Value
(in thousands)
US Treasury Bills
Fixed rate (USS)... 30,708 2,023 - - - 32,731
Government Bonds:
Fixed rate (USS)... 1,172 - 2,309 6,597 1,576 11,654
Time Deposits:
Fixed rate (USS)... 10,751 875 —— —— - 11,626
Corporate Bonds
Fixed rate (USS)... 2,671 2,025 - - - 4,696

Foreign currency risk

Fluctuations in exchange rates may adversely affect our financial results.
The functional currencies for our foreign subsidiaries are the local currency.
As a result, certain of our assets and liabilities, including certain bank
accounts, accounts receivable, restricted assets and accounts payable, exist in
non-U.S. dollar denominated currencies such as New Taiwan Dollar, which are
sensitive to foreign currency exchange rate fluctuations. As of June 30, 2004,
we held approximately $14.0 million in government bonds, certificates of
deposits, time deposits and demand accounts denominated in New Taiwan Dollars.

We have not engaged in hedging techniques designed to mitigate foreign
currency exposures and we may experience economic loss as a result of foreign
currency exchange fluctuations. In the three month period ended June 30, 2004,
we experienced losses of $253,000 due to foreign currency exchange fluctuations,
which are reflected in the results of operations.

PART II. OTHER INFORMATION
Item 1. Exhibits

(a) Exhibits:

The Exhibit Index attached hereto is hereby incorporated by reference to
this Item.

(b)
EXHIBIT INDEX
Exhibit
Number Exhibit Title

99 Press Release
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
Registrant has duly caused this Report to be signed on its behalf by the
undersigned, thereunto duly authorized.

32,731

11, 654

11,626

4,696
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02 MICRO INTERNATIONAL LIMITED

/s/ STERLING DU

Name: Sterling Du
Title: Chief Executive Officer
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