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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Stockholders
Phihong Technology Co., Ltd.

We have audited the accompanying balance shed®hibbng Technology Co., Ltd. (the “Company”) as of
December 31, 2014 and 2013, and the related stateroecomprehensive income, changes in equitycast
flows for the years ended December 31, 2014 an@.20These financial statements are the resporigiloii
the Company’s management. Our responsibility isxpress an opinion on these financial statemeags
on our audits.

We conducted our audits in accordance with the R@leverning the Audit of Financial Statements bytified
Public Accountants and auditing standards genewmstlyepted in the Republic of China. Those rule$ an
standards require that we plan and perform thet amidibtain reasonable assurance about whethdindmecial
statements are free of material misstatement. udit encludes examining, on a test basis, evideuggporting
the amounts and disclosures in the financial statesn An audit also includes assessing the adoount
principles used and significant estimates made lbyagement, as well as evaluating the overall filahnc
statement presentation. We believe that our apditeide a reasonable basis for our opinion.

In our opinion, the financial statements referrecabove present fairly, in all material respedtg, financial
position of the Company as of December 31, 20142818, and its financial performance and its céss

for the years ended December 31, 2014 and 20X®nformity with the Regulations Governing the Pragian
of Financial Reports by Securities Issuers.

March 13, 2015

Notice to Readers

The accompanying financial statements are intendety to present the financial position, financial
performance and cash flows in accordance with anting principles and practices generally acceptadtie
Republic of China and not those of any other juasons. The standards, procedures and practiceaudit
such financial statements are those generally agdgh the Republic of China.

For the convenience of readers, the independenit@streport and the accompanying financial statets
have been translated into English from the origiGainese version prepared and used in the Repuablhina.
If there is any conflict between the English versamd the original Chinese version or any diffemc the
interpretation of the two versions, the Chineseglaage independent auditors’ report and financiatsments
shall prevail.



PHIHONG TECHNOLOGY CO., LTD.

BALANCE SHEETS
DECEMBER 31, 2014 AND 2013
(In Thousands of New Taiwan Dollars)

ASSETS

CURRENT ASSETS
Cash and cash equivalents (Notes 4 and 6)
Trade receivables (Notes 4 and 8)
Trade receivables from related parties (Notes 4, 8 and 25)
Other receivables
Other receivables from related parties (Note 25)
Inventories (Notes 4 and 9)
Other current assets

Total current assets

NON-CURRENT ASSETS
Financial assets measured at cost - non-current (Notes 4 and 7)
Investments accounted for using equity method (Notes 4 and 10)
Property, plant and equipment (Notes 4 and 11)
Intangible assets (Notes 4 and 12)
Deferred tax assets (Notes 4 and 20)
Other non-current assets

Total non-current assets

TOTAL

LIABILITIES AND EQUITY

CURRENT LIABILITIES
Short-term debt (Note 13)
Trade payables
Trade payables to related parties (Note 25)
Other payables (Notes 15 and 25)
Current tax liabilities (Notes 4 and 20)
Current portion of long-term borrowings (Note 13)
Other current liabilities (Note 16)

Total current liabilities

NON-CURRENT LIABILITIES
Bonds payable (Note 14)
Long-term borrowings (Note 13)
Deferred tax liabilities (Notes 4 and 20)
Accrued pension liabilities (Notes 4 and 17)

Total non-current liabilities
Total liabilities

EQUITY (Notes 4 and 18)
Common stock
Capital surplus
Retained earnings
Legal reserve
Special reserve
Unappropriated earnings
Total retained earnings
Other equity
Exchange differences on translating foreign operations
Unrealized (loss) gain on available-for-sale financial assets
Total other equity

Total equity

TOTAL

2014 201¢
Amount % Amount %
$ 1,467,220 14 $ 953,564 10
1,270,558 12 1,148,515 12
167,368 2 378,727 4
51,282 1 22,455 -
253,900 2 515,802 5
361,787 3 243,601 3
16,799 - 10,876 -
3,588,914 34 3,273,540 34

66,568 1 79,703 1
6,029,122 58 5,710,710 59
691,630 7 566,503 6
27,878 - 28,511 -
43,611 - 47,423 -
11,042 - 13,704 -
6,869,851 66 6,446,554 66
$ 10,458,765 100 $ 9,720,094 100
$ - - $ 100,00( 1
15,52 - 11,89¢ -
324,89¢ 3 335,45( 3
2,124,89! 20 2,266,19 23
47,824 1 44 ,50¢ 1

- - 8,33: -

79,73 1 81,54 1
2,592,87, 25 2,84792¢ 29
1,429,18! 13 - -
- - 791,66 8

79,83: 1 79,83: 1
76,03¢ 1 65,18t¢ 1
1,585,05! 15 936,68! 10
4,177,93 4C 3,784614 39
2,776,88 26 2,771,63 29
1,026,45 1C 949.,61! 10
1,098,40. 11 1,083,14 11
230,85¢ 2 230,85!¢ 2
839,46. 8 853,36¢ 9
2,168,722 21 2,167,37 22
345,971 3 73,28( 1
(37,199 - (26,429 (1)
308,77 3 46,85: -
6,280,83 60 5,935,48 61
$ 10,458,76 10C $ 9.720,09 _10C

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



PHIHONG TECHNOLOGY CO., LTD.

STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013
(In Thousands of New Taiwan Dollars, Except Earning Per Share)

2014 2013
Amount % Amount %

NET SALES AND REVENUES (Notes 4 and 25) $ 11,556,917 100 $ 11,132,298 100

COST OF GOODS SOLD (Notes 4, 9 and 25) 10,698,372 93 10,191,618 91

GROSS PROFIT 858,545 7 940,680 9

(UNREALIZED) REALIZED GAIN ON
TRANSACTIONS WITH SUBSIDIARIES AND

ASSOCIATES (Note 4) (13,645) - 40,038 -
GROSS PROFIT AND REALIZED GAIN FROM
SUBSIDIARIES AND ASSOCIATES 844,900 7 980,718 9
OPERATING EXPENSES
Sales and marketing 212,850 2 191,787 2
General and administration 221,123 2 154,961 1
Research and development 398,000 3 447,371 4
Total operating expenses 831,973 7 794,119 7
INCOME FROM OPERATIONS 12,927 - 186,599 2
NONOPERATING INCOME (EXPENSES)
Other income 109,957 1 122,418 1
Other gains and losses (Notes 7 and 19) 57,677 - (1,322)
Finance costs (24,288) - (7,703) -
Share of the profit of subsidiaries and associates
(Note 4) 30,326 - (100,565) (1)
Total nonoperating income (expenses), net 173,672 1 12,828 -
INCOME BEFORE INCOME TAX 186,599 1 199,427 2
INCOME TAX EXPENSE (Notes 4 and 20) (38,752) - (46,893) (1)
NET INCOME 147,847 1 152,534 1
OTHER COMPREHENSIVE INCOME (LOSS)
Exchange differences on translating foreign
operations (Note 18) 272,690 2 221,641 2
Unrealized gain on available-for-sale financialedss
(Note 18) (20,771) - (10,825) -

(Continued)



PHIHONG TECHNOLOGY CO., LTD.

STATEMENTS OF COMPREHENSIVE INCOME
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013
(In Thousands of New Taiwan Dollars, Except Earning Per Share)

2014 2013
Amount % Amount %
Actuarial gain arising from defined benefit plans
(Note 17) $ (11,105) - $ 1,447 -
Income tax relating to components of other
comprehensive income (Note 20) 1,888 - (246) -
Total other comprehensive income (loss), net 252,702 2 212,017 2
TOTAL COMPREHENSIVE INCOME $ 400,549 3 3 364,551 3
EARNINGS PER SHARE (Note 21)
Basic $ 0.53 $ 0.55
Diluted $ 049 $ 055
(Concluded)

The accompanying notes are an integral part ofitla@cial statements.



PHIHONG TECHNOLOGY CO., LTD.

STATEMENTS OF CHANGES IN EQUITY
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013
(In Thousands of New Taiwan Dollars)

Common Stock
BALANCE, JANUARY 1, 2013 $ 2,771,639
Appropriation of the 2012 net income (Note 18)
Legal reserve -
Cash dividend -
Special reserve at first-time adoption of IFRSs (Note 18) -
Net income for the year ended December 31, 2013 -

Other comprehensive income (loss) for the year ended December 31, 2013, net
of income tax -

Other Equity

Total comprehensive income (loss) for the year ended December 31, 2013 -

BALANCE, DECEMBER 31, 2013 2,771,639

Appropriation of the 2013 net income (Note 18)
Legal reserve -
Cash dividend -

Equity component of convertible bonds issued by the Company (Note 14) -

Convertible bond converted to ordinary shares (Note 14)

Net income for the year ended December 31, 2014 -

Other comprehensive income (loss) for the year ended December 31, 2014, net
of income tax -

Total comprehensive income (loss) for the year ended December 31, 2014 -

BALANCE, DECEMBER 31, 2014 $ 2,776,884

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

Exchange
Differences on

Retained Earnings Translating

Unappropriated Foreign

Capital Surplus Legal Reserve Special Reserve Earnings Operations
$ 949,615 $ 1,052,192 $ - $ 1,238,611 $ (148,361)
- 30,955 - (30,955) -

- - - (277,164) -

- - 230,859 (230,859) -

- - - 152,534 -

- - - 1,201 221,641

- - - 153,735 221,641

949,615 1,083,147 230,859 853,368 73,280

- 15,254 - (15,254) -

- - - (137,281) -

71,878 - - - -
4,963 - - - -

- - - 147,847 -

- - - (9,217) 272,690

- - - 138,630 272,690

$ 1,026,456 $ 1,098,401 $ 230,859 $ 839,463 $ 345,970

Unrealized
Gain (Loss) on
Available-for-
sale Financial

Assets Total Equity

$ (15,603) $ 5,848,093

- (277,164)

- 152,534

(10,825) 212,017

(10,825) 364,551

(26,428) 5,935,480

- (137,281)

- 71,878

- 10,208

- 147,847

(10,771) 252,702

(10,771) 400,549

$ (37,199) $ 6,280,834



PHIHONG TECHNOLOGY CO., LTD.

STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013

(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Income before income tax
Adjustments for:

Impairment loss recognized (reversal of impairment loss) on trade

receivables
Depreciation expense
Amortization expense
Interest expense
Interest income
Dividend revenue
Share of profit of subsidiaries and associates

Loss (gain) on disposal of property, plant and equipment

Gain on disposal of financial assets

Impairment loss recognized on held-to-maturity financial assets
Realized (unrealized) gain on transaction with subsidiaries

Net changes in operating assets and liabilities
Trade receivables
Trade receivables from related parties
Other receivables
Other receivables from related parties
Inventories
Other current assets
Other non-current assets
Trade payables
Trade payables to related parties
Other payables
Other current liabilities
Reserve for retirement plan
Cash generated from operating activities
Interest paid
Interest received
Income tax paid

Net cash generated from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Proceeds on sale of available-for-sale financial assets
Purchase of financial assets measured at cost
Net cash outflow on acquisition of subsidiaries
Payments for property, plant and equipment

Proceeds from disposal of property, plant and equipment

Payments for intangible assets
Decrease in refundable deposits

201¢
$ 186,599

150
52,849
9,528
24,288
(10,548)
(4,373)
(30,326)
53

4,600
13,645

(122,193)
211,359
(27,636)
261,902

(118,186)

(5,923)
(678)
3,623
(10,551)
(140,627)
(1,809)
(253)
295,493
(11,020)
9,357
(29,736)

264,094

(60,76-0)
(178,029)

(8,895)
3,340

201c
$ 199,427

(10,000)
51,279
11,656

7,703
(5,635)
(234)
100,565
(422)
(2,347)

(40,03-8)

271,146

(187,019)
19,512

(26,524)
75,895
330

(18,242)
(53,236)
(177,505)
12,051
(159)
228,203
(7,065)
5,641
(77.039)

149,740

31,092
(49,996)
(461,363)
(117,356)

1,761
(6,478)

210

(Continued)



PHIHONG TECHNOLOGY CO., LTD.

STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013
(In Thousands of New Taiwan Dollars)

201¢
Dividend received $ 4,373
Decrease and return of capital from investments accounted for using
equity method 20,948
Decrease and return of capital from investees of financial assets
measured at cost 8,535
Net cash used in investing activities (210,488)
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from short-term debt -
Repayments of short-term debt (100,000)
Cash dividends paid (137,281)
Proceeds from issue of convertible bonds 1,497,331
Proceeds from long-term borrowings -
Repayments of long-term borrowings (800,000)
Net cash generated from financing activities 460,050
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS 513,656
CASH AND CASH EQUIVALENTS AT THE BEGINNING OF THE
YEAR 953,564

CASH AND CASH EQUIVALENTS AT THE END OF THE YEAR $ 1,467,220

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

201c
$ 234
3,285
16,796

(581,815)

100,000
(277,164)
600,000
422,836

(9,239)
962,803

$ 953,564

(Concluded)



PHIHONG TECHNOLOGY CO., LTD.

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2014 AND 2013
(In Thousands of New Taiwan Dollars, Except Unless Stated Otheise)

1. GENERAL INFORMATION

Phihong Technology Co., Ltd. (the “Company”), which was formerly knowRhilsong Enterprise Co.,
Ltd. was incorporated on December 12, 1972 under the laws of the RepluBhina (“ROC”). Under a
resolution approved in the stockholders’ meeting in June 2008piRhichanged its name to Phihong
Technology Co., Ltd. Phihong primarily manufactures and sells AQI®&er adapters, charger bases,
power supply modules, UPS (uninterruptible power supply) for computers, ballests, et

In February 2000, Phihong was authorized to have its stocks tradeélde oover-the-counter (OTC)
securities exchange in Taiwan. In September 2001, Phihong's steeked to be OTC traded and
Phihong later obtained authorization to have its stocks listed on thaT &twck Exchange.

The functional currency of Phihong is New Taiwan dollars.

2. APPROVAL OF FINANCIAL STATEMENTS

The financial statements were approved by the Company’s board of directoesan13, 2015.

3. APPLICATION OF NEW, AMENDED AND REVISED STANDARDS AND IN TERPRETATIONS

a. The amendments to the Regulations Governing the Preparatinaoicial Reports by Securities
Issuers and the 2013 version of the International Financial Rep@&tandards (IFRS), International
Accounting Standards (IAS), Interpretations of IFRS (IFRIC), amgrpretations of IAS (SIC)
endorsed by the FSC not yet effective

Rule No. 1030029342 and Rule No. 1030010325 issued by the FSC on April 3, Bd4test that the
Company should apply the 2013 version of IFRS, IAS, IFRIC and Sie¢tvely, the “IFRSS”)
endorsed by the FSC and the related amendments to the Regulatim@si® the Preparation of
Financial Reports by Securities Issuers starting January 1, 2015.

New, Amended and Revised Effective Date
Standards and Interpretations (the “New IFRSs”) Announced by IASB (Note)

Improvements to IFRSs (2009) - amendment to IAS 39 January 1, 2009 and January 1,
2010, as appropriate

Amendment to IAS 39 “Embedded Derivatives” Effective for anmal periods endin
on or after June 30, 2009

Improvements to IFRSs (2010) July 1, 2010 and January 1, 2011,
as appropriate

Annual Improvements to IFRSs 2009-2011 Cycle January 1, 2013

Amendment to IFRS 1 “Limited Exemption from Comparative July 1, 2010
IFRS 7 Disclosures for First-time Adopters”
Amendment to IFRS 1 “Severe Hyperinflation and Removal of July 1, 2011

Fixed Dates for First-time Adopters”
(Continued)



New, Amended and Revised Effective Date
Standards and Interpretations (the “New IFRSs”) Announced by IASB (Note)

Amendment to IFRS 1 “Government Loans” January 1, 2013

Amendment to IFRS 7 “Disclosure - Offsetting Financial Assetdanuary 1, 2013
and Financial Liabilities”

Amendment to IFRS 7 “Disclosure - Transfer of Financial Assedsily 1, 2011

IFRS 11 “Joint Arrangements” January 1, 2013

IFRS 12 “Disclosure of Interests in Other Entities” January 1, 2013

Amendments to IFRS 10, IFRS 11 and IFRS 12 “ConsolidatedJanuary 1, 2013
Financial Statements, Joint Arrangements and Disclosure of
Interests in Other Entities: Transition Guidance”

Amendments to IFRS 10 and IFRS 12 and IAS 27 “InvestmentJanuary 1, 2014
Entities”

IFRS 13 “Fair Value Measurement” January 1, 2013

Amendment to IAS 1 “Presentation of Other Comprehensive July 1, 2012
Income”

Amendment to IAS 12 “Deferred Tax: Recovery of Underlyinganuary 1, 2012
Assets”

IAS 19 (Revised 2011) “Employee Benefits” January 1, 2013

IAS 27 (Revised 2011) “Separate Financial Statements” January 1, 2013

IAS 28 (Revised 2011) “Investments in Associates and Joint January 1, 2013
Ventures”

Amendment to IAS 32 “Offsetting Financial Assets and Financidnuary 1, 2014
Liabilities”

IFRIC 20 “Stripping Costs in Production Phase of a Surface January 1, 2013
Mine”

(Concluded)

Note: Unless stated otherwise, the above New IFRSs actie$féor annual periods beginning on or
after the respective effective dates.

Except for the following, whenever applied, the initial apploaiof the above 2013 IFRSs version and
the related amendments to the Regulations Governing the Preparation ofdFiRaports by Securities
Issuers would not have any material impact on the Company’s accountiriggolic

1) IFRS 12 “Disclosure of Interests in Other Entities”

IFRS 12 is a new disclosure standard and is applicable teenhat have interests in subsidiaries,
joint arrangements, associates and/or unconsolidated structiittgse In general, the disclosure
requirements in IFRS 12 are more extensive than in the current standards.

2) Revision to IAS 28 “Investments in Associates and Joint Ventures”

Revised IAS 28 requires when a portion of an investment in aciats meets the criteria to be
classified as held for sale, that portion is classified &k foe sale. Any retained portion that has
not been classified as held for sale is accounted for tisengquity method. Under current IAS
28, when a portion of an investment in associates meets theactd be classified as held for sale,
the entire investment is classified as held for sale and ceaggdytdhae equity method.



3)

4)

5)

6)

7

IFRS 13 “Fair Value Measurement”

IFRS 13 establishes a single source of guidance for fair vadasurements. It defines fair value,
establishes a framework for measuring fair value, and nejulisclosures about fair value
measurements. The disclosure requirements in IFRS 13 are nhemsiex than those required in
the current standards. For example, quantitative and qualitatsedogiires based on the
three-level fair value hierarchy currently required foaficial instruments only will be extended by
IFRS 13 to cover all assets and liabilities within its scope.

The fair value measurements under IFRS 13 will be applied prospectively&mmary 1, 2015.
Amendments to IAS 1 “Presentation of ltems of Other Comprehensive Income”

The amendments to IAS 1 requires items of other comprehensomeénto be grouped into those
items that (1) will not be reclassified subsequently to pafitoss; and (2) may be reclassified
subsequently to profit or loss. Income taxes on related iterathef comprehensive income are
grouped on the same basis. Under current IAS 1, there were no such regsirement

The Company will retrospectively apply the above amendmeatsng from 2015. Items not
expected to be reclassified to profit or loss are remeasnteré the defined benefit plans and
share of the actuarial gains (losses) arising from detiesefit plans of associates accounted for
using the equity method. Items expected to be reclassifiedoftt pr loss are the exchange
differences on translating foreign operations, unrealized gaiss)(bn available-for-sale financial
assets and share of the other comprehensive income (excepatkeof the remeasurements of the
defined benefit plans) of associates accounted for using the emeityod. However, the
application of the above amendments will not result in any impadhe net profit for the year,
other comprehensive income for the year, and total comprehensive incaime year.

IAS 19 “Employee Benefits”

The interest cost and expected return on plan assets used it ABd 9 are replaced with a “net
interest” amount, which is calculated by applying the discaatd to the net defined benefit
liability or asset. In addition, the revised IAS 19 introducetagechanges in the presentation of
the defined benefit plan, and also includes more extensive disclosures.

For the adoption of the revised IAS 19 in 2015, there is not amygeban equity but changes in
cumulative employee benefit costs as of December 31, 2013, whidtirrg from the retrospective
adoption. The adoption of the revised IAS 19 will result in $57 thousand decrease in hengrofi
$57 thousand increase in other comprehensive income for the year Badember 31, 2014.
However, there is no effect on total comprehensive income for theryded ®ecember 31, 2014.

Amendments to IFRS 7 “Disclosure - Offsetting Financial Assetd@mancial Liabilities”

The amendments to IFRS 7 require disclosure of information alghis of offset and related
arrangements (such as collateral posting requirementfipéarcial instruments under enforceable
master netting arrangements and similar arrangements.

Amendments to IAS 32 “Offsetting Financial Assets and Financial Liasil

The amendments to IAS 32 clarify the requirements relatinheooffset of financial assets and

financial liabilities. Specifically, the amendments chatiie meaning of “currently has a legally
enforceable right of set-off” and “simultaneous realization and setiléme

-10 -



8) Annual Improvements to IFRSs: 2009-2011 Cycle

Several standards including IFRS 1 “First-time Adoption otrmational Financial Reporting
Standards”, IAS 1 “Presentation of Financial Statements3, 18 “Property, Plant and Equipment”,
IAS 32 “Financial Instruments: Presentation” and IAS 34 timteFinancial Reporting” were

amended in this annual improvement.

The amendments to IAS 16 clarify that spare parts, stand-by egpiiand servicing equipment
should be recognized in accordance with IAS 16 when they meet thdiaefof property, plant
and equipment and otherwise as inventory.
b. New IFRSs in issue but not yet endorsed by the FSC
The Company has not applied the following New IFRSs issued bA8® but not yet endorsed by the
FSC. As of the date the financial statements were authofizeissue, the FSC has not announced
their effective dates.

Effective Date

New IFRSs Announced by IASB (Note 1)
Annual Improvements to IFRSs 2010-2012 Cycle July 1, 2014 (Note 2)
Annual Improvements to IFRSs 2011-2013 Cycle July 1, 2014
Annual Improvements to IFRSs 2012-2014 Cycle January 1, 2016 (Note 4)
IFRS 9 “Financial Instruments” January 1, 2018

Amendments to IFRS 9 and IFRS 7 “Mandatory Effective Date of January 1, 2018
IFRS 9 and Transition Disclosures”

Amendments to IFRS 10 and IAS 28 “Sale or Contribution of Assedanuary 1, 2016 (Note 3)
between an Investor and its Associate or Joint Venture”

Amendments to IFRS 10, IFRS 12 and IAS 28 “Investment Entitieganuary 1, 2016
Applying the Consolidation Exception”

Amendment to IFRS 11 “Accounting for Acquisitions of Interests indanuary 1, 2016
Joint Operations”

IFRS 14 “Regulatory Deferral Accounts” January 1, 2016
IFRS 15 “Revenue from Contracts with Customers” January 1, 2017
Amendment to IAS 1 “Disclosure Initiative” January 1, 2016

Amendments to IAS 16 and IAS 38 “Clarification of Acceptable January 1, 2016
Methods of Depreciation and Amortization”
Amendments to IAS 16 and IAS 41 “Agriculture: Bearer Plants” January 1, 2016

Amendment to IAS 19 “Defined Benefit Plans: Employee July 1, 2014
Contributions”

Amendment to IAS 27 “Equity Method in Separate Financial January 1, 2016
Statements”

Amendment to IAS 36 “Impairment of Assets: Recoverable Amodanhuary 1, 2014
Disclosures for Non-financial Assets”

Amendment to IAS 39 “Novation of Derivatives and Continuation qfanuary 1, 2014
Hedge Accounting”

IFRIC 21 “Levies” January 1, 2014

Note 1: Unless stated otherwise, the above New IFRSdfantivee for annual periods beginning on
or after their respective effective dates.

Note 2: The amendment to IFRS 2 applies to share-based paynmsactians with grant date on or
after July 1, 2014; the amendment to IFRS 3 applies to business combinationgjuigtian
date on or after July 1, 2014; the amendment to IFRS 13 is effantivediately; the
remaining amendments are effective for annual periods beginning on ahuytér 2014.

-11 -



Note 3: Prospectively applicable to transactions occurring in arpasgods beginning on or after
January 1, 2016.

Note 4: The amendment to IFRS 5 is applied prospectively to change method of disposal that
occur in annual periods beginning on or after January 1, 2016;ntt@éniag amendments are
effective for annual periods beginning on or after January 1, 2016.

The initial application of the above New IFRSs, whenever agplivould not have any material impact
on the Company’s accounting policies, except for the following:

1) IFRS 9 “Financial Instruments”

Recognition and measurement of financial assets

With regards to financial assets, all recognized finansis¢ta that are within the scope of IAS 39
“Financial Instruments: Recognition and Measurement” are subsbgueeasured at amortized
cost or fair value. Under IFRS 9, the requirement for thsstfication of financial assets is stated
below.

For the Company’s debt instruments that have contractual aagh that are solely payments of
principal and interest on the principal amount outstanding, ¢tessification and measurement are
as follows:

a) For debt instruments, if they are held within a business mddede objective is to collect the
contractual cash flows, the financial assets are measusagdoatized cost and are assessed for
impairment continuously with impairment loss recognized in pafitoss, if any. Interest
revenue is recognized in profit or loss by using the effective interest method

b) For debt instruments, if they are held within a businesdeinwhose objective is achieved by
both the collecting of contractual cash flows and the sellingnainGial assets, the financial
assets are measured at fair value through other comprehensoraei (FVTOCI) and are
assessed for impairment. Interest revenue is recognizedfingorloss by using the effective
interest method, and other gain or loss shall be recognized in atimgarehensive income,
except for impairment gains or losses and foreign exchange gyainlosses. When the debt
instruments are derecognized or reclassified, the cumulaineog loss previously recognized
in other comprehensive income is reclassified from equity to profit or loss.

Except for above, all other financial assets are measurddiratalue through profit or loss.
However, the Company may make an irrevocable election to prigesequent changes in the fair
value of an equity investment (that is not held for trading) irerotomprehensive income, with
only dividend income generally recognized in profit or loss. $&ldsequent impairment
assessment is required, and the cumulative gain or loss pigvicesognized in other
comprehensive income cannot be reclassified from equity to profit or loss

The impairment of financial assets

IFRS 9 requires that impairment loss on financial assets is recognizsihigythe “Expected Credit
Losses Model”. The credit loss allowance is required faniwml assets measured at amortized
cost, financial assets mandatorily measured at FVTOCI, legsdvables, contract assets arising
from IFRS 15 “Revenue from Contracts with Customers”, cemaitien loan commitments and
financial guarantee contracts. A loss allowance for the di2mexpected credit losses is required
for a financial asset if its credit risk has not increagguificantly since initial recognition. A loss
allowance for full lifetime expected credit losses is regglifor a financial asset if its credit risk has
increased significantly since initial recognition and is oet.| However, a loss allowance for full
lifetime expected credit losses is required for trade vabés that do not constitute a financing
transaction.

-12 -



2)

3)

4)

For purchased or originated credit-impaired financial ast#esCompany takes into account the
expected credit losses on initial recognition in calculatmegdredit-adjusted effective interest rate.
Subsequently, any changes in expected losses are recognized oas allbwance with a
corresponding gain or loss recognized in profit or loss.

Amendment to IAS 36 “Recoverable Amount Disclosures for Non-financiat#&ss

In issuing IFRS 13 “Fair Value Measurement”, the IASB madesequential amendment to the
disclosure requirements in IAS 36 “Impairment of Assets”, introdpa requirement to disclose in
every reporting period the recoverable amount of an asset orceaabkgenerating unit. The
amendment clarifies that such disclosure of recoverableuats is required only when an
impairment loss has been recognized or reversed during the peFiodhermore, the Company is
required to disclose the discount rate used in measuremehts r@fcoverable amount based on fair
value less costs of disposal measured using a present value technique.

IFRIC 21 “Levies”

IFRIC 21 provides guidance on when to recognize a liability forgil@posed by a government.
It addresses the accounting for a liability whose timing and amgwettiain and the accounting for
a provision whose timing or amount is not certain. The Companyexcelated liability when
the transaction or activity that triggers the payment ofeing occurs. Therefore, if the obligating
event occurs over a period of time (such as generation of revenue oveidaopérw), the liability

IS recognized progressively. If an obligation to pay a lewiggered upon reaching a minimum
threshold (such as a minimum amount of revenue or sales gehethee liability is recognized
when that minimum threshold is reached.

Annual Improvements to IFRSs: 2010-2012 Cycle

Several standards including IFRS 2 “Share-based Payment”,3FB8siness Combinations” and
IFRS 8 “Operating Segments” were amended in this annual improvement.

The amended IFRS 2 changes the definitions of “vesting condition*raatket condition” and
adds definitions for “performance condition” and “service conditionThe amendment clarifies
that a performance target can be based on the operations (i.enark@-condition) of the Group
or another entity in the same group or the market price oédbéy instruments of the Group or
another entity in the same group (i.e. a market condition); that@pance target can relate either
to the performance of the Group as a whole or to some part of i (@ixgjsion); and that the period
for achieving a performance condition must not extend beyond the emel reflated service period.
In addition, a share market index target is not a performasditon because it not only reflects
the performance of the Group, but also of other entities outside the Group.

IFRS 13 was amended to clarify that the issuance of IER@d not remove the ability to measure
short-term receivables and payables with no stated intetesatraheir invoice amounts without
discounting, if the effect of not discounting is immaterial.

IAS 24 was amended to clarify that a management entity providiggmanagement personnel
services to the Company is a related party of the Company. eQoagly, the Company is
required to disclose as related party transactions the amowntsed for the service paid or
payable to the management entity for the provision of key geament personnel services.
However, disclosure of the components of such compensation is not required.
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5)

6)

7

8)

Annual Improvements to IFRSs: 2011-2013 Cycle

The scope in IFRS 13 of the portfolio exception for measuring thedhie of a group of financial

assets and financial liabilities on a net basis was ameod#alrify that it includes all contracts that
are within the scope of, and accounted for in accordance Wig3P or IFRS 9, even if those
contracts do not meet the definitions of financial assets or firldiadigities within IAS 32.

Amendments to IAS 16 and IAS 38 “Clarification of AcceptableHdds of Depreciation and
Amortization”

The entity should use appropriate depreciation and amortizatitmodhéo reflect the pattern in
which the future economic benefits of the property, plant and eqotpamel intangible asset are
expected to be consumed by the entity.

The amended IAS 16 “Property, Plant and Equipment” requiresittapreciation method that is
based on revenue that is generated by an activity that inchelese of an asset is not appropriate.
The amended standard does not provide any exception from this requirement.

The amended IAS 38 “Intangible Assets” requires that thererébuattable presumption that an
amortization method that is based on revenue that is generated by an detivitgltides the use of
an intangible asset is not appropriate. This presumption can b@meeonly in the following
limited circumstances:

a) In which the intangible asset is expressed as a meastaeeoile (for example, the contract
that specifies the entity’s use of the intangible asdeexpire upon achievement of a revenue
threshold); or

b) When it can be demonstrated that revenue and the consumptioreobttmmic benefits of the
intangible asset are highly correlated.

An entity should apply the aforementioned amendments prospedivedpnual periods beginning
on or after the effective date.

IFRS 15 “Revenue from Contracts with Customers”

IFRS 15 establishes principles for recognizing revenue that apg@li} contracts with customers,
and will supersedes IAS 18 “Revenue”, IAS 11 “Construction Contraamtsl a number of
revenue-related interpretations from January 1, 2017.

When applying IFRS 15, an entity shall recognize revenue by applying the fajleteps:

Identify the contract with the customer;

Identify the performance obligations in the contract;

Determine the transaction price;

Allocate the transaction price to the performance obligations in titeacts; and
Recognize revenue when the entity satisfies a performance obligation.

When IFRS 15 is effective, an entity may elect to apply Stesdard either retrospectively to each
prior reporting period presented or retrospectively with thauwative effect of initially applying
this Standard recognized at the date of initial application.

Annual Improvements to IFRSs: 2012-2014 Cycle

The amendments to IFRS 7 provide additional guidance to clarifyheshatservicing contract is
continuing involvement in a transferred asset.
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9) Amendment to IAS 1 “Disclosure Initiative”

The amendment clarifies that the financial statements shalgrépared for the purpose of
disclosing material information. To improve the understandgplwfi its financial statements, the
Company should disaggregate the disclosure of materiak ifeto their different natures or
functions, and disaggregate material information from immateriafrition.

The amendment further clarifies that the Company should consideuntiherstandability and
comparability of its financial statements to determine a systeoralir in presenting its footnotes.

Except for the above impact, as of the date the financianséaits were authorized for issue, the
Company is continuously assessing the possible impact thatpgieation of other standards and
interpretations will have on the Company’s financial positiod &inancial performance, and will
disclose the relevant impact when the assessment is completed.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

a. Statement of compliance

The financial statements have been prepared in accordanicetheit Regulations Governing the
Preparation of Financial Reports by Securities Issuers (the “Riemsigt

b. Basis of preparation
The parent company only financial statements have been prepared astdtieahicost basis except for
financial instruments that are measured at fair valuesstotital cost is generally based on the fair
value of the consideration given in exchange for assets.
When preparing its parent company only financial statementsCahgpany used equity method to
account for its investment in subsidiaries and associaterdém for the amounts of the net profit for
the year, other comprehensive income for the year and total eqtiity parent company only financial
statements to be the same with the amounts attributable to theawineiCompany in its consolidated
financial statements, adjustments arising from the diftasgnin accounting treatment between parent
company only basis and consolidated basis were made to investmaniatad for by equity method,
share of profit or loss of subsidiaries and associates, sifamther comprehensive income of
subsidiaries and associates and related equity items, as agigropmi the parent company only
financial statements.

c. Classification of current and non-current assets and liadilitie
Current assets include:
1) Assets held primarily for the purpose of trading;
2) Assets expected to be realized within twelve months after theirgpperiod; and

3) Cash and cash equivalents unless the asset is restramedéding exchanged or used to settle a
liability for at least twelve months after the reporting period.

Current liabilities include:

1) Liabilities held primarily for the purpose of trading;
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2) Liabilities due to be settled within twelve months affter reporting period, even if an agreement to
refinance, or to reschedule payments, on a long-term basis isetechglter the reporting period
and before the financial statements are authorized for issue; and

3) Liabilities for which the Company does not have an unconditional tigtefer settlement for at
least twelve months after the reporting period. Terms i@hdlity that could, at the option of the
counterparty, result in its settlement by the issue of tegquistruments do not affect its
classification.

Assets and liabilities that are not classified as current assifidal as non-current.
Foreign currencies

In preparing the financial statements of each individual compatity, transactions in currencies other
than the entity’s functional currency (foreign currencie®) acognized at the rates of exchange
prevailing at the dates of the transactions.

At the end of each reporting period, monetary items denominated igrfanerrencies are retranslated
at the rates prevailing at that date. Exchange diffesemigenonetary items arising from settlement or
translation are recognized in profit or loss in the period in which thss. ar

Non-monetary items measured at fair value that are denadiiraforeign currencies are retranslated
at the rates prevailing at the date when the fair valuedetesmined. Exchange differences arising on
the retranslation of non-monetary items are included in profdssrfor the period except for exchange
differences arising from the retranslation of non-monetary items ieeespwhich gains and losses are
recognized directly in other comprehensive income, in which thsegxchange differences are also
recognized directly in other comprehensive income.

Non-monetary items that are measured at historical cost in arfan@igency are not retranslated.

For the purposes of presenting financial statements, the asskelbsbilities of the Company’s foreign
operations (including of the subsidiaries and associates in othartries or currencies used are
different from the functional currency of the Company) aaadiated into New Taiwan dollars using
exchange rates prevailing at the end of each reporting period. Income and exgrenised translated
at the average exchange rates for the period. Exchange miitfsrarising are recognized in other
comprehensive income.

Inventories

Inventories consist of raw materials, supplies, finished goodsvark-in-process and are stated at the
lower of cost or net realizable value. Inventory write-dowesnaade by item, except where it may be
appropriate to group similar or related items. Net rable value is the estimated selling price of
inventories less all estimated costs of completion and costs rgcessake the sale. Inventories are
recorded at weighted-average cost on the balance sheet date.

Investments accounted for using equity method

Investments in subsidiaries and associates are accounted for byitiiereghod.

1) Investment in subsidiaries

Subsidiaries (including special purpose entities) are the emtitigsolled by the Company.
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2)

Under the equity method, the investment is initially recognizembsit and the carrying amount is
increased or decreased to recognize the Company’'s share girdfie or loss and other
comprehensive income of the subsidiary after the date of aomuisi Besides, the Company also
recognizes the Company’s share of the change in other equity of the sybsidiar

Changes in the Company’s ownership interests in subsidiagesldhnot result in the Company’s
loss of control over the subsidiaries are accounted for agy dgansactions. Any difference
between the carrying amounts of the investment and the faie o the consideration paid or
received is recognized directly in equity.

When the Company’s share of losses of a subsidiary equalsemdsxits interest in that subsidiary
(which includes any carrying amount of the investment in subsidecgunted for by the equity
method and long-term interests that, in substance, form ptr¢ @ompany’s net investment in the
subsidiary), the Company continues recognizing its share of further losses.

When testing for impairment, the cash-generating unit is detedmbased on the financial
statements as a whole by comparing its recoverable amoumtit&vitarrying amount. If the
recoverable amount of the asset subsequently increases, theakefethe impairment loss is
recognized as a gain, but the increased carrying amount ofedraties a reversal of an impairment
loss shall not exceed the carrying amount that would have beemihetér(net of amortization or
depreciation) had no impairment loss been recognized on the asset iyeprs. An impairment
loss recognized for goodwill shall not be reversed in a subsequent period.

Profits and losses from downstream transactions with a sulysatareliminated in full. Profits
and losses from upstream with a subsidiary and side streasagtions between subsidiaries are
recognized in the Company’s financial statements only to threnegf interests in the subsidiary
that are not related to the Company.

Investment in associates

An associate is an entity over which the Company hasfisigmi influence and that is neither a
subsidiary nor an interest in a joint venture.

The results and assets and liabilities of associatesheoeporated in these financial statements
using the equity method of accounting. Under the equity method, astriverg in an associate is
initially recognized at cost and adjusted thereafter togmize the Company’s share of the profit or
loss and other comprehensive income of the associate. The Goalpa recognizes the changes
in the Company’s share of equity of associates.

When the Company subscribes for additional new shares ofsoeiate, at a percentage different
from its existing ownership percentage, the resulting cagrgmount of the investment differs from
the amount of the Company’s proportionate interest in the associbie Company records such a
difference as an adjustment to investments with the correspoadiagnt charged or credited to
capital surplus. If the Company’s ownership interestdsiced due to the additional subscription
of the new shares of associate, the proportionate amount of the gailosses previously
recognized in other comprehensive income in relation to thatiatsdég reclassified to profit or
loss on the same basis as would be required if the investee had directlgdiisbthe related assets
or liabilities. When the adjustment should be debited to dapitplus, but the capital surplus
recognized from investments accounted for by the equity methoduffiéient, the shortage is
debited to retained earnings.
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When the Company’s share of losses of an associate equals edeksanterest in that associate,
(which includes any carrying amount of the investment accounteldyféihe equity method and
long-term interests that, in substance, form part of the Compaey’investment in the associate),
the Company discontinues recognizing its share of further losgeklitional losses and liabilities
are recognized only to the extent that the Company has incugaldoleligations, or constructive
obligations, or made payments on behalf of that associate.

Any excess of the cost of acquisition over the Company’'s sbfatbe net fair value of the
identifiable assets and liabilities of an associate recedraz the date of acquisition is recognized
as goodwill, which is included within the carrying amount ofithe@stment and is not amortized.
Any excess of the Company’s share of the net fair value of thtfidele assets and liabilities over
the cost of acquisition, after reassessment, is recognized immedigbebyit or loss.

The entire carrying amount of the investment (including goodigillested for impairment as a
single asset by comparing its recoverable amount with iitgieg amount. Any impairment loss
recognized forms part of the carrying amount of the investmeity reversal of that impairment
loss is recognized to the extent that the recoverable amount dhubstment subsequently
increases.

When a company entity transacts with its associate, prafits losses resulting from the
transactions with the associate are recognized in the Consplnghcial statements only to the
extent of interests in the associate that are not related to thea@pm

g. Property, plant and equipment

Property, plant and equipment are stated at cost, less sublsempoeimulated depreciation and
subsequent accumulated impairment loss.

Properties in the course of construction for production, supply oin&lrative purposes are carried at
cost, less any recognized impairment loss. Cost includes gmiaek fees and borrowing costs
eligible for capitalization. Such properties are deptediand classified to the appropriate categories
of property, plant and equipment when completed and ready for intended use.

Depreciation is recognized using the straight-line method. Empilificant part is depreciated
separately. The estimated useful lives, residual valugsapreciation method are reviewed at the
end of each reporting period, with the effect of any changesimaggstaccounted for on a prospective
basis.

Any gain or loss arising on the disposal or retirementnoitem of property, plant and equipment is
determined as the difference between the sales proceeds aratrifieg amount of the asset and is
recognized in profit or loss.

h. Intangible assets

Intangible assets with finite useful lives that are aegliseparately are initially measured at cost and
subsequently measured at cost less accumulated amortizattbraccumulated impairment loss.
Amortization is recognized on a straight-line basis. Thamestid useful life, residual value, and
amortization method are reviewed at the end of each reportiiggl peith the effect of any changes in
estimate accounted for on a prospective basis.

Gains or losses from derecognition of an intangible assethvanicmeasured as the difference between

the net disposal proceeds and the carrying amount of the aesei¢c@gnized in profit or loss when the
asset is derecognized.
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Impairment of tangible and intangible assets other than goodwiill

At the end of each reporting period, the Company reviews their@araynounts of its tangible and
intangible assets, excluding goodwill, to determine whether tiseamy indication that those assets
have suffered an impairment loss. If any such indicationsgxtst recoverable amount of the asset is
estimated in order to determine the extent of the impairmest Id&/hen it is not possible to estimate
the recoverable amount of an individual asset, the Company esgith&t recoverable amount of the
cash-generating unit to which the asset belongs.

Recoverable amount is the higher of fair value less costsllt@rsvalue in use. If the recoverable
amount of an asset or cash-generating unit is estimatedeassbthan its carrying amount, the carrying
amount of the asset or cash-generating unit is reduced to its recoeraipiet.

When an impairment loss is subsequently reversed, the caatyiognt of the asset or cash-generating
unit is increased to the revised estimate of its recoveeabtrint, but only to the extent of the carrying
amount that would have been determined had no impairment loss been zedogmithe asset or
cash-generating unit in prior years. A reversal of an impairroeati$ recognized in profit or loss.

Financial instruments

Financial assets and financial liabilities are recognizednwthe Company becomes a party to the
contractual provisions of the instruments.

Financial assets and financial liabilities are inijiatleasured at fair value. Transaction costs that are
directly attributable to the acquisition or issue of finahassets and financial liabilities are added to or
deducted from the fair value of the financial assets or finhtiabilities, as appropriate, on initial
recognition. Transaction costs directly attributable to the aitqui of financial assets or financial
liabilities at fair value through profit or loss are recognized idiately in profit or loss.

1) Financial assets

All regular way purchases or sales of financial assetseamgnized and derecognized on a trade
date basis.

a) Measurement category

Financial assets are classified into the following categori Available-for-sale financial
assets, and loans and receivables.

Available-for-sale financial assets are non-derivativémt tare either designated as
available-for-sale or are not classified as loans andveddles, held-to-maturity investments or
financial assets at fair value through profit or loss.

Available-for-sale financial assets are measured avédire. Changes in the carrying amount
of available-for-sale monetary financial assets relatinghanges in foreign currency exchange
rates, interest income calculated using the effectiverastemethod and dividends on
available-for-sale equity investments are recognized ifitpo loss. Other changes in the
carrying amount of available-for-sale financial assetsrecegnized in other comprehensive
income and will be reclassified to profit or loss when the imest is disposed of or is
determined to be impaired.

Dividends on available-for-sale equity instruments are recogjriizgorofit or loss when the
Company’s right to receive the dividends is established.
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b)

Available-for-sale equity investments that do not have a quotgtlet price in an active market
and whose fair value cannot be reliably measured and deeivdbhat are linked to and must be
settled by delivery of such unquoted equity investments are neglagucost less any identified
impairment loss at the end of each reporting period and arenpeesin a separate line item as
financial assets carried at cost. If, in a subsequent periothithalue of the financial assets
can be reliably measured, the financial assets are rareelaat fair value. The difference
between carrying amount and fair value is recognized in othepretynsive income on

financial assets. Any impairment losses are recognized in prafitoss.

Loans and receivables (including trade receivables, cash anéaaishlent) are measured at
amortized cost using the effective interest method, less aogirment, except for short-term
receivables when the effect of discounting is immaterial.

Cash equivalent includes Repurchase agreements collaterddizeblonds with original
maturities within three months from the date of acquisition, hitipliid, readily convertible to
a known amount of cash and be subject to an insignificant risk of changes in vEh&se cash
equivalents are held for the purpose of meeting short-term cash commitments.

Impairment of financial assets

Financial assets are assessed for indicators of impairrhéme @nd of each reporting period.
Financial assets are considered to be impaired when therediabjevidence that, as a result
of one or more events that occurred after the initial recognitf the financial asset, the
estimated future cash flows of the investment have been affected.

For financial assets carried at amortized cost, suchads teceivables, assets are assessed for
impairment on a collective basis even if they were assesstetb be impaired individually.
Objective evidence of impairment for a portfolio of recelealcould include the Company’s
past experience of collecting payments and the delayed paymettte iportfolio past the
average credit period.

For financial assets carried at amortized cost, the amouht dmpairment loss recognized is
the difference between the asset’s carrying amount andréisernt value of estimated future
cash flows, discounted at the financial asset’s original efteatierest rate.

For financial assets measured at amortized cost, if, wbseguent period, the amount of the
impairment loss decreases and the decrease can be related dpjectvnesvent occurring after
the impairment was recognized, the previously recognized imeairtoss is reversed through
profit or loss to the extent that the carrying amount of the imas#t at the date the impairment
is reversed does not exceed what the amortized cost would hetvéhde the impairment not
been recognized.

For financial assets that are carried at cost, the amotm @hpairment loss is measured as the
difference between the asset’'s carrying amount and the pnredastof the estimated future
cash flows discounted at the current market rate of rétura similar financial asset. Such
impairment loss will not be reversed in subsequent periods.

The carrying amount of the financial asset is reduced bynipaiiment loss directly for all
financial assets with the exception of trade receivables and otleévakles, where the carrying
amount is reduced through the use of an allowance account. Whadearéceivable is
considered uncollectible, it is written off against the a#loee account. Subsequent
recoveries of amounts previously written off are credited natjaihe allowance account.
Changes in the carrying amount of the allowance account are recognizefitiarposs.
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2)

3)

4)

c) Derecognition of financial assets

The Company derecognizes a financial asset only when the coatraghts to the cash flows
from the asset expire, or when it transfers the financsdtaend substantially all the risks and
rewards of ownership of the asset to another party.

On derecognition of a financial asset in its entirety, thiemifhce between the asset's carrying
amount and the sum of the consideration received and receamdblthe cumulative gain or
loss that had been recognized in other comprehensive income is recognizei or [wes.

Equity instruments

Debt and equity instruments issued by the Company is classifigithas financial liabilities or as
equity in accordance with the substance of the contracttedgements and the definitions of a
financial liability and an equity instrument.

Equity instruments issued by the Company is recognized at theepsoceceived, net of direct
issue costs.

Repurchase of the Company’s own equity instruments is recognized ideducted directly from
equity. No gain or loss is recognized in profit or loss on the purctaseissue or cancellation of
the Company’s own equity instruments.

Financial liabilities

All financial liabilities are measured at amortized cosing the effective interest method. The
Company derecognizes financial liabilities when, and only whenCtmpany’'s obligations are
discharged, cancelled or they expire. The difference betweeratrying amount of the financial
liability derecognized and the consideration paid and payable is recognjpeditior loss.

Convertible bonds

The component parts of compound instruments (convertible bonds) issuig Ii§ompany is
classified separately as financial liabilities and equityaccordance with the substance of the
contractual arrangements and the definitions of a financial ligbiitl an equity instrument.

On initial recognition, the fair value of the liability componéntestimated using the prevailing
market interest rate for similar non-convertible instratee This amount is recorded as a liability
on an amortized cost basis using the effective interest methodxiimgieshed upon conversion or
the instrument’s maturity date. Any embedded derivative liabilitydasuared at fair value.

The conversion option classified as equity is determined by dedubgngmount of the liability
component from the fair value of the compound instrument as a whbtés is recognized and
included in equity, net of income tax effects, and is not sulesdly remeasured. In addition, the
conversion option classified as equity will remain in equity uh&lconversion option is exercised,
in which case, the balance recognized in equity will be tramsfeto capital surplus - share
premium. When the conversion option remains unexercised at matweityalance recognized in
equity will be transferred to capital surplus - share premium.

Transaction costs that relate to the issue of the conwertitites are allocated to the liability and
equity components in proportion to the allocation of the gross proceedmsacttion costs relating
to the equity component are recognized directly in equity. Traosacbsts relating to the
liability component are included in the carrying amount of the liability comptone
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k. Financial provision
Provision is measured at the best estimate of the consmterauired to settle the present obligation
at the end of the reporting period, taking into account thes r@sid uncertainties surrounding the
obligation. The Company has accrued provision for product guaranteecertain percentage of
current sales.

I.  Revenue recognition

Revenue is measured at the fair value of the consideratianaéa® receivable. Revenue is reduced
by the amount of estimated customer returns, rebates and other similanaksw

1) Sale of goods

Revenue from the sale of goods is recognized when the goods aeredehnd titles have passed,
at which time all the following conditions are satisfied:

a) The Company has transferred to the buyer the significastaisk rewards of ownership of the
goods;

b) The Company retains neither continuing managerial involvementhe degree usually
associated with ownership nor effective control over the goods sold;

c) The amount of revenue can be measured reliably;

d) It is probable that the economic benefits associated withtrdémsaction will flow to the
Company; and

e) The costs incurred or to be incurred in respect of the transaction cerabered reliably.

2) Dividend and interest income
Dividend income from investments is recognized when the sharelsoligt to receive payment
has been established provided that it is probable that deomic benefits will flow to the

Company and the amount of income can be measured reliably.

Interest income from a financial asset is recognized whisrpitobable that the economic benefits
will flow to the Company and the amount of income can be measured reliably.

m. Borrowing costs
Borrowing costs directly attributable to the acquisition, coesibn or production of qualifying assets
are added to the cost of those assets, until such time asthts are substantially ready for their

intended use or sale.

Other than as stated above, all other borrowing costs esgniged in profit or loss in the period in
which they are incurred.

n. Retirement benefit costs

Payments to defined contribution retirement benefit plans ecegnized as an expense when
employees have rendered service entitling them to the contributions.
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For defined benefit retirement benefit plans, the cost ofigiray benefits is determined using the
Projected Unit Credit Method. All actuarial gains and Issse the defined benefit obligation are
recognized immediately in other comprehensive income. Pagteseost is recognized immediately
to the extent that the benefits are already vested, and otherwisertzadon a straight-line basis over
the average period until the benefits become vested.

The retirement benefit obligation recognized in the balancedshegresents the present value of the
defined benefit obligation as adjusted for unrecognized actuanied gad losses and unrecognized past
service cost, and as reduced by the fair value of plan asgetg.asset resulting from this calculation
is limited to the unrecognized actuarial losses and pastsetwst, plus the present value of available
refunds and reductions in future contributions to the plan.

Curtailment or settlement gains or losses on the defined belefit are recognized when the
curtailment or settlement occurs.

Employee share options

The fair value determined at the grant date of the employee sptons is expensed on a straight-line
basis over the vesting period, based on the Company’s estimateplofyeenshare options that will
eventually vest, with a corresponding increase in capital i sipémployee share options. The fair
value determined at the grant date of the employee share oisti@mognized as an expense in full at
the grant date when the share options granted vest immediately.

At the end of each reporting period, the Company revises itsa¢stof the number of employee share
options expected to vest. The impact of the revision of thenafigstimate is recognized in profit or
loss such that the cumulative expense reflects the revigethstwith a corresponding adjustment to
the capital surplus - employee share options.

Taxation
Income tax expense represents the sum of the tax currently payable aretidafe
1) Current tax

According to the Income Tax Law, an additional tax at 10% oppiregoriated earnings is provided
for as income tax in the year the shareholders approve to tie¢a@arnings. Adjustments of prior
years'’ tax liabilities are added to or deducted from the current yaarfgovision.

2) Deferred tax

Deferred tax is recognized on temporary differences betweeoatiging amounts of assets and
liabilities in the financial statements and the corresjprg tax bases used in the computation of
taxable profit. Deferred tax liabilities are generaligcognized for all taxable temporary
differences. Deferred tax assets are generally recogftizedl deductible temporary differences,
unused loss carryforward, research and development expendituhes dgtent that it is probable
that taxable profits will be available against which thdeductible temporary differences can be
utilized.

Deferred tax liabilities are recognized for taxable tempor#fgrdnces associated with investments
in subsidiaries and associates, and interests in joint esntexcept where the Company is able to
control the reversal of the temporary difference and it is jplelthat the temporary difference will
not reverse in the foreseeable future. Deferred tax asssisgafrom deductible temporary
differences associated with such investments and interestslar@oognized to the extent that it is
probable that there will be sufficient taxable profits agawhich to utilize the benefits of the
temporary differences and they are expected to reverse in the foledetare.
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3)

The carrying amount of deferred tax assets is reviewebeaend of each reporting period and
reduced to the extent that it is no longer probable that suffi@&able profits will be available to
allow all or part of the asset to be recovered. A previouslyaagnized deferred tax asset is also
reviewed at the end of each reporting period and recognized to the extent that it has become
probable that future taxable profit will allow the deferred tax aedet recovered.

Deferred tax liabilities and assets are measured diatheates that are expected to apply in the
period in which the liability is settled or the asset realibaded on tax rates (and tax laws) that
have been enacted or substantively enacted by the end of thiéengeperiod. The measurement
of deferred tax liabilities and assets reflects the tax emprences that would follow from the
manner in which the Company expects, at the end of the reporting periedpter or settle the
carrying amount of its assets and liabilities.

Current and deferred tax for the year

Current and deferred tax are recognized in profit or loss pexdeen they relate to items that are
recognized in other comprehensive income or directly in equityyhich case, the current and
deferred tax are also recognized in other comprehensive incodieecity in equity respectively.
Where current tax or deferred tax arises from the initiebating for a business combination, the
tax effect is included in the accounting for the business combination.

5. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMA TION
UNCERTAINTY

In the application of the Company’s accounting policies, manageimengtquired to make judgments,
estimates and assumptions about the carrying amounts of assktkabilities. The estimates and
associated assumptions are based on historical experience andaotbes that are considered to be
relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an obgsisg Revisions to accounting
estimates are recognized in the period in which the estimate is reiseddvision affects only that period
or in the period of the revision and future periods if the revision affietkscurrent and future periods.

a.

Income tax

Due to the unpredictability of future profitability, the reliability of heferred tax asset mainly depends
on whether sufficient future profits or taxable temporary diffiees will be available in the future. In
cases where the actual future profits generated aréhsexpected, a material reversal of deferred tax
assets may arise, which would be recognized in profit or logkdgreriod in which such reversal takes
place.

Estimated impairment of trade receivable

When there is objective evidence of impairment loss, the Compd®s tinto consideration the
estimation of future cash flows. The amount of the impairnasg is measured as the difference
between the asset’s carrying amount and the present valstiroated future cash flows (excluding
future credit losses that have not been incurred) discowttdue financial asset’'s original effective
interest rate. Where the actual future cash flows a&® tlean expected, a material impairment loss
may arise.
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c. The fair value of financial instruments

The Company applies valuation techniques commonly used by markieipgats. For derivative
financial instruments, assumptions were based on quoted margetadjusted for specific features of
the instruments. The estimated fair value of unlisted eqstyuments is based on the analysis of the
financial position and operation result of investee. The Compamveslthat the chosen valuation
techniques and assumptions used are appropriate in determining tladuiofvfinancial instruments.

d. The impairment and useful lives of property, plant and equipment

The Company reviews the estimated useful lives of propertyt ptah equipment at the end of each
reporting period. Equipment impairment amount is based on the rab/amount of the equipment
(i.e., the higher of the fair value less the costs tocfethe asset or its value in use). Changes in
market prices and future cash flows will affect the recahility of these assets and may result in
recognition of additional impairment loss or reversal of impairmest los

e. Write-down of inventory

Net realizable value of inventory is the estimated selling prideeimidinary course of business less the
estimated costs of completion and the estimated costs agcésgnake the sale. The estimation of
net realizable value was based on current market conditimhgha historical experience of selling
products of a similar nature. Changes in market conditions megy &amaterial impact on the
estimation of net realizable value.

f. Recognition of defined benefit plans
The pension expenses and pension liability recognized in defined aesitare determined using the
Projected Unit Credit Method. The actuarial assumptions useldeivaluation of defined benefit
plans include discount rate, employee turnover rates and emalgg increase rate. Changes in
the market and economic condition may have a material impact @mihent of pension expense and
pension liability.

6. CASH AND CASH EQUIVALENTS

December 31

2014 2013
Cash on hand $ 72¢ $ 61¢€
Checking accounts and demand deposits 1,059,48; 952,94t
Time deposits with original maturities less than three months 367,03 -
Cash equivalent (repurchase agreements collateralized by bonds with
original maturities less than three months) 39,975 -

$ 1,467,22 $ 953,56

The ranges of market rates of demand deposits, time depositspanchese agreements collateralized by
bonds at the end of the reporting period were as follows:

December 31
2014 2013

Demand deposits and time deposits 0.01%-3.25%  0.01%-0.60%
Repurchase agreements collateralized by bonds 0.58% -
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7. FINANCIAL ASSETS MEASURED AT COST, NON-CURRENT

December 31

2014 2013
Unlisted stocks
Bao-Dian Venture Capital Co., Ltd. $ 6,12« $ 9,01¢
Yuan-Jing Venture Capital Co., Ltd. 11,36¢ 20,01(
Han-Tong Venture Capital Co., Ltd. 48,39¢ 49,99¢
Asiatech Taiwan Venture Fund 682 682
$ 66,56¢ $ 79,70:

Management believed that the fair value of the above unlistety eéquestments held by the Company
cannot be reliably measured due to the very wide range ainaale fair value estimates; therefore they
were measured at cost less impairment at the end of reporting period.

The Company recognized an impairment loss of $1,600 thousand, $1,400 thems&id600 thousand on
the investment of Yuan-Jing Venture Capital Co., Ltd., Bao-Dianture Capital Co., Ltd. and Han-Tong
Venture Capital Co., Ltd. in 2014, respectively, which were presented uhéeigains and losses.

8. TRADE RECEIVABLE

December 31

2014 2013
Trade receivable $ 1,275,19 $ 1,152,99
Less: Allowance for doubtful accounts (4,637 (4,487)

1,270,55 1,148,51!
Trade receivable from related parties (Note 25) 167,36t 378,72

Less: Allowance for doubtful accounts - - - -
167,36¢ 378,72

$ 1,43792¢ $ 1,527,24.

The average credit period for sales of goods was 30-70 days. teimieng the recoverability of trade
receivable, the Company considered any change in the credit cpfality trade receivable since the date
credit was initially granted to the end of the reporting periofllowance for doubtful accounts was
recognized against trade receivable based on estimatedvirable amounts determined by reference to
credit risk level of the counterparties and an analysis of theerduinancial position.

For the trade receivables balances that were past dbhe anhd of the reporting period, the Company did
not recognize an allowance for impairment loss, because thereava significant change in credit quality
and the amounts were still considered recoverable. The Compamothold any collateral or other
credit enhancements for these balances.
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The aging of receivables was as follows:

December 31, 2014

Overdue
Total Overdue under 61 Days
Receivables  Not Overdue under 60 Days and Longer
Not overdue and not impaired $ 1,429,42 $ 1,429,42 $ - $ -
Not overdue but impaired - - - -
Overdue and not impaired 8,50¢ - 7,82¢ 681
Overdue but impaired 4,63: - - 4,63-
$ 1,442 55 $ 1,429.42 $ 7,82¢ $ 5,31t
December 31, 2013
Overdue
Total Overdue under 61 Days
Receivables  Not Overdue under 60 Days and Longer
Not overdue and not impaired $ 1,521,51 $ 1,521,510 $ - $ -
Not overdue but impaired - - - -
Overdue and not impaired 5,73 - 3,82¢ 1,90¢
Overdue but impaired 4,48 - - 4,48
1,531,72. 1,521,511 $ 3,82¢ $ 6,38¢

Movements in the allowance for doubtful accounts recognized on trade reeeirablas follows:

Balance at January 1

Reversed impairment loss on receivables
Increase in allowance for doubtful accounts
Amounts written off as uncollectible

Balance at December 31

. INVENTORIES

Raw materials

Work-in-proces
Merchandis

As of December 31, 2014 and 2013, allowance
thousand.
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For the Year Ended December 31

2014 2013
$ 4,482 $ 22,067
(10,000)
150 -
- _(7,585)
$ 4632 $ 4482

December 3.

201¢ 201z
$ 2,17¢ $ 3,59¢
107 47¢
359,50« 239,62
$ 361,78 243.,60:

of inventory devaluationallétee same at $53,327



For the years ended December 31, 2014 and 2013, the cost of inveremogsized as cost of goods sold
was $10,698,372 thousand and $10,191,618 thousand, respectively.

10. INVESTMENTS ACCOUNTED FOR USING EQUITY METHOD

December 3.
201¢ 201<
Investments in subsidiar $ 5,870,98 $ 5,532,86!
Investments in associa 158,14( 177,85(

$ 6,029,12. $ 5,710,71

a. Investments in subsidiaries:

December 31

201¢ 201¢

Unlisted stocks

Phihong International Corp. $ 3,727,136 $ 3,509,203
Phitek International Co., Ltd. 507,376 474,055
Ascent Alliance Ltd. 426,154 432,051
Phihong USA Corp. 864,927 769,953
American Ballast Corp. 16,743 15,756
Phihong Technology Japan Co., Ltd. 81,069 77,256
Guan-Lai Investment Co., Ltd. 247,577 254,586

$ 5,870,982 $ 5,532,860

At the end of the reporting period, the percentages of ownershiposind rights in subsidiaries held
by the Company were as follows:

December 31

201¢ 201z
Phihong International Corp. 100% 100%
Phitek International Co., Ltd. 100% 100%
Ascent Alliance Ltd. 100% 100%
Phihong USA Corp. 100% 100%
American Ballast Corp. 100% 100%
Phihong Technology Japan Co., Ltd. 100% 100%
Guan-Lai Investment Co., Ltd. 100% 100%

The investments accounted for by the equity method and the shgeofif or loss and other
comprehensive income of those investments for the years endedhBerc3l, 2014 and 2013 were
based on the subsidiaries’ financial statements audited by auditthe fsame years.

The Company had made additional investments of $60,760 thousand and $295,391 tinocessiméhi
Phihong International Corp. in 2014 and 2013, respectively.

The Company had made additional investment of $106,488 thousand in éesteim Alliance Ltd. in
2013.
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b.

Investments in associates:

December 3.
201¢ 201z
Unlisted stocks
Hao-Xuan Venture Capital Co., Ltd. $ 28,77: $ 40,20¢
H&P Venture Capital Co., Ltd. 129,36° 137.,64:

$ 158,14( $ 177,85

At the end of the reporting period, the percentages of ownersthipodimg rights in associates held by
the Company were as follows:

December 3.
201¢ 201:
Hao-Xuan Venture Capital Co., Ltd. 24.67Y% 24.67Y
H&P Venture Capital Co., Ltd. 32.26Y% 32.26Y
Phihong PWM Brasil Ltda. 60.00% 60.00%
First International Computer Do Brasil Ltda. 33.85Y% 33.85Y%

In 2014, Hao-Xuan Venture Capital Co., Ltd.'s board of directorsoapp to decrease and return its
capital in the amount of $84,926 thousand. The Company receivedtuhgedecapital of $20,948
thousand.

Phihong's investments in Brazil include 60% ownership intere®hithong PWM Brasil Ltda. and
33.85% ownership interest of First International Computer Do Btadd. Additionally, Phihong

PWM Brasil Ltda. also holds 21.15% ownership interest of Firrihational Computer Do Brasil
Ltda. The other 40% ownership interest of Phihong PWM Bragih. is held by the local

management team. According to cooperation mode between the Complatine docal management
team and under Brazilian local laws, the Company has no camgrpiiwer over Phihong PWM Brasil
Ltda. Because the recoverability of the investments ithdPly PWM Brasil Ltda. and First
International Computer Do Brasil Ltda. is considered remote, thep@uwyrreduced the carrying value
of both investments to zero.

The summarized financial information in respect of the Company’s assoeiat set out below:

December 3.

201¢ 2013
Total assets $ 523,03 $ 594,65
Total liabilities $ 5,34¢ $ 4,95¢

For the Year Ended December 31

2014 2013
Revenue for the period $ 114.55: $ 5,86
Profit (loss) for the period $ 1245; $  (9,90)
Other comprehensive income for the period $ 387 $ (85,68()

The investments accounted for by the equity method and the shgmofidbf or loss and other
comprehensive income of those investments for the years endedhBerc3l, 2014 and 2013 were
based on the associates’ financial statements audited by audlittre §ame years.
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11. PROPERTY, PLANT AND EQUIPMENT

Machinery
Freehold and Other Property in
Land Buildings Equipment Equipment  Construction Total

Cost
Balance at January 1, 2013 $ 207,436 $ 295212 $ 138485 $ 188,707 $ 1,265 $ 831,105
Additions - - 5,748 39,859 71,875 117,482
Disposals - (101) (3,803) (7,216) - (11,120)
Others - - 657 - (1,008) (351)
Balance at December 31,

2013 $ 207436 $ 295111 $ 141,087 $ 221350 $ 72,132 $ 937,116
Accumulated depreciation

and impairment
Balance at January 1, 2013 $ - $ 121,187 $ 86,542 $ 121,386 $ - $ 329,115
Disposals - (15) (2,550) (7,216) - (9,781)
Depreciation expense - 10,750 12,746 27,783 - 51,279
Balance at December 31,

2013 $ - 0$ 131922 $ 96,738 $ 141953 $ - $ 370,613
Carrying amounts at

December 31, 2013 $ 207436 $ 163,189 $ 44349 $ 79397 $ 72,132 $ 566,503
Cost
Balance at January 1, 2014 $ 207,436 $ 295111 $ 141,087 $ 221,350 $ 72,132 $ 937,116
Additions - 738 5,957 43,932 127,402 178,029
Disposals - - (3.784) (16,039) - (19,823)
Balance at December 31,

2014 $ 207436 $ 295849 $ 143260 $ 249243 $ 199,534 $ 1,095,322
Accumulated depreciation

and impairment
Balance at January 1, 2014 $ - $ 131,922 $ 96,738 $ 141953 $ - $ 370,613
Disposals - - (3,742) (16,028) - (19,770)
Depreciation expense - 8,829 12,794 31,226 - 52,849
Balance at December 31,

2014 $ - $ 140,751 $ 105790 $ 157,151 $ - $ 403,692
Carrying amounts at

December 31, 2014 $ 207436 $ 155,098 $ 37470 $ 92,092 $ 199534 $ 691,630

The above items of property, plant and equipment were

following estimated useful life:

Buildings
Main building
Engineering system
Machinery and equipment
Other equipment

depreciatedswaight-line basis over the

50 years
10 years
3-10 years
3-5 years

Refer to Note 26 for the carrying amount of property, plant andeguit that had been pledged by the

Company to secure long-term loans.
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12.

13.

OTHER INTANGIBLE ASSETS

Cost

Balance at January 1, 2013
Additions

Disposals

Balance at December 31, 2013

Accumulated amortization and impairment

Balance at January 1, 2013

Depreciation expense

Disposals

Balance at December 31, 2013

Carrying amounts at December 31, 2013
Cost

Balance at January 1, 2014

Additions

Disposals

Balance at December 31, 2014

Accumulated amortization and impairment

Balance at January 1, 2014
Depreciation expense
Disposals

Balance at December 31, 2014

Carrying amounts at December 31, 2014

The above items of intangible assets were depreciated onghstiae basis over estimated useful life of 2

to 5 years.

BORROWINGS

Short-term Debt

Unsecured loan

Bank borrowings
Interest rate

-31-

Computer
Software

$ 58,994
6,478

(158)
$ 65,314

$ 25,305
11,656

(158)
$ 36,803

$ 28,511

$ 65,31«
8,89¢

(5.445)
$ 68,76

$ 36,80:
9,52¢
(5.445)

$ 40,88¢

$ 27,87¢

December 3.
201z
$ 0 - $ 100,000

1.32%



Long-term Debt

December 3.
201/ 201z
Unsecured loan
Medium-term loan
Repayable from March 13, 2013 to March 13, 2015; interest rate

was 1.42% on December 31, 2013. Interest is paid monthly

and principal is due on March 13, 2015. Principal was fully

repaid in June 2014. $ - $ 100,000

Medium-term loan
Repayable from August 13, 2013 to August 13, 2015; interest rate
was 1.42% on December 31, 2013. Interest is paid monthly
and principal is due on August 13, 2015. Principal was fully
repaid in June 2014. - 100,000
Medium-term secured loan
Repayable from December 11, 2013 to December 11, 2015;
interest rate was 1.39% on December 31, 2013. Interest is
paid monthly and principal is due on December 11, 2015.
Principal was fully repaid in June 2014. - 250,000

Secured loan

Medium-term secured loan
Repayable from December 11, 2013 to December 11, 2015;
interest rate was 1.39% on December 31, 2013. Interestis
paid monthly and principal is due on December 11, 2015.
Principal was fully repaid in June 2014. - 250,000
Medium-term secured loan
Repayable from August 13, 2013 to November 19, 2015; interest
rate was 1.48% on December 31, 2012. Interestis due
monthly and principal is repaid monthly from December 19,

2014. Principal was fully repaid in June 2014. - 100,000
- 800,00
Less: Long-term loans payable - current portion - (8,339

$ - $ 791,66°

For pledged properties and endorsements/guarantees, pleaseotese2B and 26 to the financial
statements.

. BONDS PAYABLE

December 3.
201¢ 201z
Unsecured domestic convertible bc $ 142918 s 0 -

On June 4, 2014, the Company issued 15 thousand units of $100 thousand 0% MNiedrsmo/ertible
bonds in Taiwan, with an aggregate principal of $1,500,000 thousand, proceedssfrerwas $1,503,000
thousand.
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15.

16.

Each bond entitles the holder to convert into ordinary shares of the Company atraicorprice of $20.4.

If the Company changes its capital or pays cash dividends, thersav price will be adjusted by the
formula set up in the prospectus. After August 9, 2014, the coomgusice has been adjusted to $19.9.
Conversion may occur at any time between July 5, 2014 and May 25, 20lthe kfonds are not
converted, they will be redeemed on June 4, 2017 at $100 thousand each.

The convertible bonds contain both liability and equity componentse efuity component was presented
in equity under the heading of capital surplus. The effedtiterest rate of the liability component was
1.7% per annum on initial recognition.

Proceeds from issi(less transaction costs $5,669 thous $ 1,497,33
Equity componen(less transaction costs allocate the equity component of $2°

thousand) (71,878)
Liability component at the date of is: 1,425,45:
Interest charged at an effective interest rate of 1 13,94«
Conversion to common sha (10,209
Liability component at Decemr 31, 201. 1,429,18!

OTHER PAYABLES

December 3.
201¢ 201:
Payable for salaries and bonus $ 167,19 $ 148,18
Compensation payable to employees and directors and supervisors 26,61: 27,45¢
Payable for annual leave 13,47 11,77¢
Materials payable and procurement 1,380,34 1,377,44
Other payable to related parties (Note 25) 202,62- 274,98
Others 334,64 426,35.

$ 2,124,89 $ 2,266,19:

PROVISION (RECORDED AS OTHER CURRENT LIABILITIES)

December 3.
201¢ 201z
Warranties $ 6,01¢ $ 5,94
Export losses 49,05: 49,05:
55,06¢ 54,99¢

The provision for warranty claims represents the present vlonagement’s best estimate of the future
outflow of economic benefits that will be required under the Conipashligations for warranties under
local regulations on sale of goods.

The provision of export loss represents the possible product retudnsebates; the amount was estimated
based on historical experience, management’s judgments and other known reasons.
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17. RETIREMENT BENEFIT PLANS
a. Defined contribution plans

The Company adopted a pension plan under the Labor Pension Act (kRigl), is a state-managed
defined contribution plan. Under the LPA, an entity makes monthhtributions to employees’
individual pension accounts at 6% of monthly salaries and wages.

b. Defined benefit plans

The Company adopted the defined benefit plan under the Labor Stahdardender which pension
benefits are calculated on the basis of the length of seavideaverage monthly salaries of the six
months before retirement. The Company contributes amounts equal &b %l monthly salaries
and wages to a pension fund administered by the pension fund monitoring ttemmmPension
contributions are deposited in the Bank of Taiwan in the committeeien

The plan assets are invested in domestic and foreign equity andeatririties, bank deposits, etc.
The investments are conducted at the discretion of Bureaabair IFunds, Ministry of Labor or under
the mandated management. However, in accordance with RegulaiioRevenues, Expenditure,
Safeguard and Utilization of the Labor Retirement Fund, the retureragfed by employees’ pension
contributions should not be below the interest rate for a 2-year timsitdeyith local banks.

The actuarial valuations of plan assets and the present oflie defined benefit obligation were
carried out by qualified actuaries. The principal assumptiond fasethe purposes of the actuarial
valuations were as follows:

December 3.
201/ 201z
Discount rates 1.875% 1.875%
Expected return on plan assets 2.000% 2.000%
Expected rates of salary increase 3.500% 3.205%

The assessment of the overall expected rate of return waksdrabestorical return trends and analysts’
predictions of the market for the asset over the life ofréiated obligation, by reference to the
expected use of the plan assets and the impact of the related minimatm ret

Amounts recognized in profit or loss in respect of these defined beneftyéae as follows:

For the Year Ended December 31

2014 2013
Current service cost $ 855 $ 1,204
Interest cost 2,062 1,839
Expected return on plan assets (919) (894)

$ 1,998 $ 2,149

An analysis by function

Operating cost $ 197 $ 201
Marketing expenses 385 296
Administration expenses 282 280
Research and development expenses 1,134 1,372

$ 1,998 $ 2,149
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Actuarial losses and gains recognized in other comprehensive inoothe fears ended December 31,
2014 and 2013 was $9,217 thousand of losses and $1,201 thousand of gains, dgspedtiee
cumulative amount of actuarial losses and gains recognizeth@r oomprehensive income as of
December 31, 2014 and 2013 was $2,306 thousand of losses and $6,911 thousand, of gain
respectively.

The amounts included in the balance sheets in respect of the ©osnphligations on defined benefit
plans were as follows:

December 3.
201¢ 201z
Present value of funded defined benefit obligation $ 124,183 $ 109,995
Fair value of plan assets (48,145) (44,809)
Net liability arising from defined benefit obligation $ 76,038 $ 65,186

Movements in the present value of the defined benefit obligations werkoass:

For the Year Ended December 31

2014 2013
Opening defined benefit obligation $ 109,995 $ 113,180
Current service cost 855 1,204
Interest cost 2,062 1,839
Actuarial losses/(gains) 11,271 (1,728)
Benefits paid - (4,500)
Closing defined benefit obligation $ 124,183 $ 109,995

Movements in the fair value of the plan assets were as follows:

For the Year Ended December 31

2014 2013
Opening fair value of plan assets $ 44,809 $ 46,388
Expected return on plan assets 919 894
Actuarial gains/(losses) 166 (281)
Contributions from the employer 2,251 2,308
Benefits paid - (4,500)
Closing fair value of plan assets $ 48,145 $ 44,809

The actual return on plan assets for the years ended Dac8int#914 and 2013 was $1,085 thousand
and $613 thousand, respectively.
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The major categories and related percentage of the faie wdlplan assets at the balance sheet date
were as follows:

December 3.
201¢ 201z
Equity instruments 48.46% 43.64%
Debt instruments 11.53% 9.83%
Deposit in financial institutions 18.82% 22.17%
Others 21.19% 24.36%
100.00% 100.00%

The Group chose to disclose the history of experience adjustmethis amounts determined for each
accounting period prospectively from the date of transition to IFRSs (Jahu20$2):

December 31 January 1
201« 201: 2012 2012
Present value of defined benefit
obligation $ 124,183 $ 109,995 $ 113,180 $ 131,560
Fair value of plan assets $ 4814f $ 44,80¢ $ 46,38¢ $ 58,29(
Deficit $ 76,03¢ $ 65,18¢ $ 66,79: $ 73,27(
Experience adjustments on plan
liabilities $ (7,662) $ 4,068 $ 7536 $ -
Experience adjustments on plan
assets $ 166 $ (281) $ (656) $ -

The Company expects to make a contribution of $2,094 thousand and $1,998 thoubsandefined
benefit plans during the annual period beginning after 2014 and 2013.

18. EQUITY

Share Capital

December 3.
201¢ 201z
Number of shares authorized (in thousands) ___600,00( 600,000
Shares authorized $ 6,000,001 $ 6,000,000
Number of shares issued and fully paid (in thousands) 277,68t 277,164
Shares issued $ 2,776,88 $ 2,771,639

Fully paid ordinary shares, which have a par value of NT$10, cagwote per share and carry a right to
dividends.

On June 19, 2014, Phihong Technology Co., Ltd.'s board of stockholders resolgsdet 5,000 thousand
restricted stock shares, with a par value of NT$10 each, or $50,00@rdansal. Each share’s exercise
value is NT$0. Except for restrictions against the transfeshares, the rights and obligations of these
common stocks (including allotment, dividend, shareholders’ votidd, riqnd capital injection right, etc.)
before the employees fulfill the vesting conditions, are #meswith other outstanding common stocks.
As of the date December 31, 2014, the company has not actually issued restriktelastem
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Capital Surplus

December 3.
201¢ 201z
Issuance of common sha $ 226,55l $ 226,55l
Conversion of bon( 667,05¢ 661,58:
Treasury share transacti 48,23« 48,23«
Interest payable of bond convers 13,24 13,24
Convertible bonc 71,36: -

$ 1,026,45 $ 949,61!

The capital surplus arising from shares issued in excegardincluding share premium from issuance of
common shares, conversion of bonds and treasury share transactiotehainths may be used to offset a
deficit; in addition, when the Company has no deficit, such capitplusumay be distributed as cash
dividends or transferred to share capital (limited to a iceprcentage of the Company’s capital and once
a year).

The capital surplus from long-term investments, employee gmiens and share warrants may not be
used for any purpose.

Retained Earnings and Dividend Policy

Under the Company Law of the ROC and Phihong’s Articles of Incatipor, 10% of Phihong’s annual
earnings, net of tax and any deficit, should first be appropriatedalsreserve until such reserve equals to
the amount of Phihong’s capital, and then a special reserveds@w@ppropriated as required by laws or
local authorities.  Any remaining earnings plus unappropriatedngg accumulated in prior years, unless
to be retained partially by Phihong or resolved otherwise btitekholders, should be appropriated as
follows:

a. Not greater than 2% as remuneration to directors and supervisors;
b. Not less than 10% as bonuses to employees; and
c. The remaining as dividends, of which at least 10% should be cash dividends.

For the years ended December 31, 2014 and 2013, the bonus to employ&23,848% thousand and
$24,710 thousand, respectively, and the remuneration to directorsperglisors was $2,661 thousand and
$2,746 thousand, respectively. The bonus to employees and remuneraticectorgliand supervisors
were expensed based on estimated percentage of net income (fhet bbnus and remuneration).
Material differences between such estimated amounts and the arpoopbsed by the board of directors
in the following year are adjusted for in the current yedfrthe actual amounts subsequently resolved by
the stockholders differ from the proposed amounts, the differenreescarded in the year of stockholders’
resolution as a change in accounting estimate. If a share isoms®lved to be distributed to employees,
the number of shares is determined by dividing the amount of the kbaus by the closing price (after
considering the effect of cash and stock dividends) of the sharb® afay immediately preceding the
stockholders’ meeting.

Under Rule No. 1010012865 and Rule No. 1010047490 issued by the FSC and the ditlsttive
“Questions and Answers for Special Reserves Appropriatddwing Adoption of IFRSs”, a company
should appropriate to special reserve. Any special reserve appeapay be reversed to the extent that
the net debt balance reverses and thereafter distributed.

Appropriation of earnings to legal reserve shall be made uilldgal reserve equals the Company's
capital surplus. Legal reserve may be used to offset defitithe Company has no deficit and the legal
reserve has exceeded 25% of the Company’s paid-in capital, theseneg be transferred to capital or
distributed in cash.
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Except for non-ROC resident stockholders, all stockholdersvingehe dividends are allowed a tax credit
equal to their proportionate share of the income tax paid by the Company.

The appropriations of earnings for 2013 and 2012 had been approved in steckhwleetings held on
June 19, 2014 and June 14, 2013, respectively. The appropriations andiddiviie share were as
follows:

Appropriation of Earnings Dividends Per Share (NT$)
For Year 2013 For Year 2012 For Year 2013 For Year 2012
Legal reserve $ 15,25¢ $ 30,95 $ - $ -
Cash dividends 137,28: 277,16 0.t 1.C

The bonus to employees and the remuneration to directors and songefors2013 and 2012 had been
approved in the stockholders’ meetings held on June 19, 2014 and June 14, 20&8ByebspeRelated
amounts were as follows:

For the Year Ended 2013 For the Year Ended 2012
Cash Stock Cash Stock
Dividends Dividends Dividends Dividends
Bonus to employees $ 24,71 $ - $ 50,14¢ $ -
Remuneration of directors and
supervisors 2,746 - 5,572 -

The appropriations of earnings for 2012 were proposed according to the Compamgsfisimtements for
the year ended December 31, 2012, which were prepared in acevdémehe Guidelines Governing the
Preparation of Financial Reports by Securities Issuers and ®R&AP, and by reference to the balance
sheet as of December 31, 2012, which was prepared in accordahctheviGuidelines Governing the
Preparation of Financial Reports by Securities Issuers é@viand International Financial Reporting
Standards.

There was no difference between the amounts accrued and the amooraeed in the stockholders’
meetings with respect to bonus to employees and remuneration to diesxtanspervisors.

The appropriations of earnings for 2014 had been proposed by the Cosnpaard of directors on March
13, 2015. The appropriations and dividends per share were as follows:

Appropriation Dividends Per
of Earnings Share (NT$)

Legal reserve $ 14,78t $ -
Cash dividends 133,06: 0.47¢
Bonus to employees 23,95 -
Remuneration of directors and supervisors 2,661 -

The appropriations of earnings, the bonus to employees, and the reipanteralirectors and supervisors
for 2014 are subject to the resolution in the shareholders’ meeting ttdenhline 11, 2015.

Information on the bonus to employees, directors and supervisors pidppdske Company’s board of
directors is available on the Market Observation Post Systemtevebshe Taiwan Stock Exchange.
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Special Reserves Appropriated Following First-time Adoption bIFRSs

The Company transferred unrealized revaluation increment andlativea translation differences to
retained earnings at the amount of $10,968 thousand and $250,296 thousand, respectively. a$@énncre
retained earnings that resulted from all IFRSs adjustmeats smaller than the total revaluation and

translation differences; therefore, the Company appropriated &p#wal reserve an amount of $230,859
thousand, the increase in retained earnings that resulted from adl #flRStments on transitions to IFRSs.

Other Equity Items
a. Exchange differences on translation foreign operations

For the Year Ended December 31

2014 2013
Balance at January 1 $ 73,28( $ (148,361)
Exchange differences arising on translating foreign operations 272,69( 221,641
Balance at December 31 345,97( $ 73,280

Exchange differences relating to the translation of the seanll net assets of the Company’s foreign
operations from their functional currencies to the Company'ssptaton currency (i.e. New Taiwan
dollars) were recognized directly in other comprehensive iecamd accumulated in the foreign
currency translation reserve. Exchange differences previouslymmlated in the foreign currency
translation reserve were reclassified to profit or loss on #posdal of the foreign operation.

b. Unrealized gain (loss) on available for-sale financial assets

For the Year Ended December 31

2014 2013

Balance at January 1 $ (26,429 $ (15,603)
Unrealized gain (loss) arising on revaluation of available-for-sale

financial assets - (1,875)
Share of unrealized gain (loss) on revaluation of

available-for-sale financial assets of associates accouwnted f

using the equity method (10,771) (8,950)
Balance at December 31 37,199 $ (26,428)

The investments revaluation reserve represents the cumulgdivis and losses arising on the
revaluation of available-for-sale financial assets thathaeen recognized in other comprehensive
income, net of amounts reclassified to profit or loss when thesetsahave been disposed of or are
determined to be impaired.

19. NET PROFIT FROM CONTINUING OPERATIONS
a. Other gains and losses

For the Year Ended December 31

2014 2013
(Loss) gain on disposal of property, plant and equipment $ (53 $ 42z
Exchange gain (loss), net 68,26: (3,717
(Continued)
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Gain on disposal of investment
Impairment loss
Others

Depreciation and amortization

Property, plant and equipment
Computer software

An analysis of depreciation by function
Operating costs
Operating expenses

An analysis of amortization by function
Operating costs
Operating expenses

Employee benefits expense

Post-employment benefits (Note 17)
Defined contribution plans
Defined benefit plans

Short-term employee benefits

An analysis of employee benefits expense by function

Operating costs
Operating expenses

For the Year Ended December 31

2014
$ -
(4,600
(5,939

$ 57,67.

For the Year Ended December 31

2013
$ 2,347

(375
$ (1,329

(Concluded)

2014

$ 52,84¢
9,52¢

$ 62,37,

$ 1,75C
51,09¢

$ 52,84¢

$ -

9,52

$ 9,52¢

For the Year Ended December 31

2013

$ 51,27¢
11,65¢

$ 62,93¢

$ 1,709
49,570

$ 51,279

$ -
11,65

$ 11,656

2014

$ 17,96¢
1,99¢
19,96"
533,90:

$ 553,87:

$ 60,02«
493,84

553,87:

2013

$ 16,635
2,149
18,784
501,487

$ 520,271

$ 49,340
470,931

$ 520,271

The Company had 436 and 389 employees as of December 31, 2014 and 2013, respectively.
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20. INCOME TAXES RELATING TO CONTINUING OPERATIONS
a. Income tax recognized in profit or loss
The major components of tax expense were as follows:

For the Year Ended December 31
2014 2013

Current tax
In respect of the current period $ 33,05: $ 41,444

In respect of prior periods 4,556
Additional tax at 10% of unappropriated earnings - 143
33,05: 46,143

Deferred tax
In respect of the current period 5,70( 750
Total income tax expense recognized in the current period $ 38,75: $ 46,893

Accounting income and current income tax expense were reconciled as follows:

For the Year Ended December 31

2014 2013

Income tax expense at statutory rate $ 33,052 $ 41,444
Income tax on unappropriated earnings - 143
Current income tax expense 33,052 41,587
Deferred income tax assets (liabilities)

Temporary difference 5,700 750
Adjustments to prior year's income tax expense - 4,556
Total income tax expense recognized in the current period $ 38,752 $ 46,893

The applicable tax rate used above is the corporate tax rate of 17% paydigeCloynpany in ROC.

As the status of 2014 appropriations of earnings is uncertainptéstial income tax consequences of
2014 unappropriated earnings are not reliably determinable.

b. Income tax recognized in other comprehensive income

For the Year Ended December 3

2014 201z
Deferred ta
In respect of the current ye
Actuarial gains and losses on defined benefit $ 1.88¢ $ (246
Total income tax recognized in other comprehensive in $ 1,88¢ $ (246

c. Current tax liabilities

For the Year Ended December 3

201¢ 201z
Current tax liabilitie
Income tax payab $ 47,82 $ 44 ,50¢
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d. Deferred tax assets and liabilities

The Company has offset certain deferred tax assets with etbfierx liabilities which met the offset

criteria.

The movements of deferred tax assets and deferred tax liabilitiesas/ésllows:

For the year ended December 31, 2014

Deferred tax assets

Temporary differences

Allowance for inventory
devaluation losses

Allowance for doubtful
accounts

Unrealized gross profit

Deferred pension costs

Others

Deferred tax liabilities

Temporary differences

Unrealized gain on financial

instruments

Opening
Balance

$ 9,070

10,900
8,530
10,270
8,653

$ 47,423

$ 79,832

For the year ended December 31, 2013

Deferred tax assets

Temporary differences

Allowance for inventory
devaluation losses

Allowance for doubtful
accounts

Unrealized gross profit

Deferred pension costs

Others

Opening
Balance

$ 9,070

10,160
11,100
10,280

7,809

$ 48,419
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Recognized in

Other
Comprehen-
Recognized in sive
Profit or Loss Income
$ - $ -
(440) -
(1,920) -
(30) -
(3,310) 1,888
$ (5,700) $ 1,888
$ - $ -
Recognized in
Other
Comprehen-
Recognized in sive
Profit or Loss Income
$ - $ -
740 -
(2,570) -
(10) -
1,090 (246)
$  (750) $  (246)

Closing
Balance

$ 9,070

10,460
6,610
10,240
7,231

$ 43,611

$ 79,832

Closing
Balance

$ 9,070

10,900
8,530
10,270
8,653

$ 47,423

(Continued)



Recognized in

Other
Comprehen-
Opening Recognized in sive Closing
Balance Profit or Loss Income Balance

Deferred tax liabilities

Temporary differences
Unrealized gain on financial

instruments $ 79,832 $ - $ - $ 79,832

(Concluded)

e. Information on integrated income tax was as follows:

For the Year Ended December 3

201¢ 201:
Unappropriated earnings
Generated before January 1, 1998 $ - $ -
Generated on and after January 1, 1998 839,46: 853,36¢
$ 839,46: $ 853,36¢
Imputation credit accounts $ 205,53t $ 205,51

For the Year Ended December 3
2014 (Expectec 2013 (Actual

Creditable ratio for distribution of earning 28.05% 26.92%

f. Income tax assessments

The latest income tax returns through 2012 have been assessed by the taieauthori

21. EARNINGS PER SHARE

Number of
Income After Common
Tax (Attributed Shares
to Owners of Outstanding Earnings Per

the Company) (In Thousands) Share (NT$)
For the year ended December 31, 2014

Basic earnings per share
Net income $ 147,84 277,34« $ 053

Effect of dilutive potential common shares

Employee bonus - 1,85¢
Convertible bonds _ 11,57 _43,39(
Diluted earnings per share
Net income attributed to holders of common
shares plus the effect of dilutive potential
common shares $ 159,421 _ 322,593 $ 049

(Continued)
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Number of

Income After Common
Tax (Attributed Shares
to Owners of Outstanding Earnings Per

the Company) (In Thousands) Share (NT$)

For the year ended December 31, 2013

Basic earnings per share
Net income $ 152,53 277,16« $ 0.5¢
Effect of dilutive potential common shares
Employee share option - -
Employee bonus - - _1,31¢

Diluted earnings per share
Net income attributed to holders of common
shares plus the effect of dilutive potential

common shares $ 152,534 278,480 $ 0.55
(Concluded)

If the Company can settle the bonuses to employees by cash or, shar€o»mpany presumes that the
entire amount of the bonus would be settled in shares and théngegotential shares are included in the
weighted average number of shares outstanding used in the computatioieaf earnings per share, if the
shares have a dilutive effect. Such dilutive effect ofpibiential shares is included in the computation of
diluted earnings per share until the stockholders resolve the number ofteHzeatistributed to employees
at their meeting in the following year.

. SHARE-BASED PAYMENT ARRANGEMENTS
Employee Share Option Plan of the Company
No share options were guaranteed during the year ended December 31, 2013.

Information on employee share options was as follows:

For the Year Ended
December 31, 2013

Number of Weighted-
Options average
(In Thousand Exercisable
Shares) Price (NT$)
Balance at January 1 4515 $ 18.20
Options exercised -
Options expired (4,515)

Balance at December 31 - -
Options exercisable, end of period - -

As of December 31, 2013, all outstanding options were expired.
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23. CAPITAL MANAGEMENT

The capital structure of the Company consists of net debiflimgs offset by cash and cash equivalents)
and equity attributable to owners of the Company. Key managegmeestnnel of the Company review
the capital structure periodically. Based on recommendatiote dfety management personnel, in order
to balance the overall capital structure, the Company may tatjassamount of dividends paid to
stockholders, the number of new shares issued or repurchased, aaddaroimt of new debt issued or
existing debt redeemed.

24. FINANCIAL INSTRUMENTS

a. Fair value of financial instruments

1)

2)

3)

Fair value of financial instruments not carried at fair value

Except for the financial assets carried at cost, of which/édiies can not be reliably measured, the
management of the Company considers that the carrying amountsuatiéil assets and financial
liabilities recognized in the financial statements approxintedi fair values.

Fair value measurements recognized in the balance sheets

The following table provides an analysis of financial instmitmehat are measured subsequent to
initial recognition at fair value, grouped into Levels 1 to 3 daze the degree to which the fair
value is observable:

a) Level 1 fair value measurements are those derived fronedjyoices (unadjusted) in active
markets for identical assets or liabilities;

b) Level 2 fair value measurements are those derived from inputs other ttad prces included
within Level 1 that are observable for the asset orlitgbeither directly (i.e. as prices) or
indirectly (i.e. derived from prices); and

c) Level 3 fair value measurements are those derivedvabnation techniques that include inputs
for the asset or liability that are not based on observable matkefut@bservable inputs).

The following table provides an analysis of financial insinta that are measured at fair value,
grouped into Levels 1 to 2 based on the degree to which the fair value is bleserva

Valuation techniques and assumptions applied for the purpose of measunadutir

The fair values of financial assets and financial liabditigth standard terms and conditions and
traded in active liquid markets are determined with referéacjuoted market prices. When such
prices are not available, valuation techniques are applied. eSiimates and assumptions used by
the Company are consistent with those that market participanilsl use in setting a price for the
financial instrument.
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b. Categories of financial instruments

December 3.
201/ 201z
Financial assets
Loans and receivables
Cash and cash equivalents $ 1,467,22 $ 953,56
Trade receivables 1,270,55: 1,148,511
Trade receivables from related parties 167,36t 378,72
Other receivables 51,28: 22,45¢
Other receivables from related parties 253,90( 515,80:.
Refundable deposits (recorded as other non-current assets) 10,36« 13,70
Financial liabilities
Measured at amortized cost
Short-term debts - 100,000
Trade payable 15,52: 11,899
Trade payable to related parties 324,89 335,450
Other payables 2,124,89 2,266,198
Current portion of long-term debts - 8,333
Bonds payable 1,429,18 -
Long-term debts - 791,667

c. Financial risk management objectives and policies

The Company’s major financial instruments included cash and cashlegtsy&rade receivables, trade
receivables from related parties, other receivables, oduoeivables from related parties, refundable
deposits, trade payable, trade payable to related parties, pethables, short-term debts, long-term
debts and bonds payable. The Company's Corporate Treasury funatiddepr services to the
business, coordinates access to domestic and international fimraadi@its, monitors and manages the
financial risks relating to the operations of the Company throoggnal risk reports which analyze
exposures by degree and magnitude of risks. These risks imsarlet risk, credit risk and liquidity
risk.

1) Market risk

The Company’s activities expose it primarily to the finandslts of changes in foreign currency
exchange rates and interest rates.

a) Foreign currency risk
The Company had foreign currency sales and purchases, which exposed the Company to foreig
currency risk. Assessment of the Company's foreign curreneysaasd liabilities, it has no
significant exposure to foreign currency risk, the Company withoutiaddi hedge processing,
so no application of the relevant hedge accounting.

The carrying amounts of the Company’s foreign currency denominated anpmeisets and
monetary liabilities at the end of the reporting period are presenteder?Bot

Sensitivity analysis

The Company was mainly exposed to the currency USD.
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The following table details the Company’s sensitivity t@% increase and decrease in New
Taiwan dollars (the functional currency) against the mealevforeign currencies. The
sensitivity analysis included only outstanding foreign currederyominated monetary items at
the end of the reporting period for a 1% change in foreigresay rates. A positive number
below indicates an decrease in pre-tax profit when New draidollars strengthen by 1%
against the relevant currency. For a 1% weakening of Newahaiwllars against the relevant
currency, there would be an equal and opposite impact on pre-taxgmatihe balances below
would be negative.

Currency USD Impact
For the Year Ended December 31
2014 2013

Profit or loss $ 7,28¢ $ 3,97«
b) Interest rate risk

The Company was exposed to fair value risk and cash flow intatestisk from short-term
loans, long-term loans, at both fixed and floating interest rates.

The carrying amounts of the Company’s financial assets anacfatdiabilities with exposure
to interest rates at the end of the reporting period were as follows:

December 3.
201¢ 201:
Fair value interest rate risk
Financial liabilities $ - $ 600,000
Cash flow interest rate risk
Financial liabilities - 300,000

2) Credit risk

Credit risk refers to the risk that counterparty will defam its contractual obligations resulting in
financial loss to the Company. As at the end of the reporting péhed-ompany’s maximum

exposure to credit risk approximates the carrying amount ofegective recognized financial
assets as stated in the consolidated balance sheets.

The Company adopted a policy of only dealing with creditworthy copautées and obtaining
sufficient collateral, where appropriate, as a means afatiing the risk of financial loss from
defaults. The Company’s exposure and the credit ratings ebitsterparties are continuously
monitored and the aggregate value of transactions concludexpré&ad amongst approved
counterparties. Credit exposure is controlled by counterpartislithat are reviewed and
approved by the risk management committee annually.

Trade receivables consisted of a large number of customeradsgpreoss diverse industries and
geographical areas. Ongoing credit evaluation is performed orfirthecial condition of
customers in view of trade receivables and, where appropniath{ guarantee insurance cover is
purchased.
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3) Liquidity risk

a) Liquidity and interest risk tables

The following tables detail the Company’s remaining contrachalrity for its non-derivative
financial liabilities with agreed repayment periods:

December 31, 2014

On Demand
or Less Than
1 Year 1to 3 Years Over 3 Years Total
Non-derivative financial
liabilities
Non-interest bearing $ 2,465,311 $ 1,429,18 $ - $ 3,894,50
Variable interest rate
instrument - - - -
Fixed interest rate instrument - - - -
$ 246531 $ 142918 $ - $ 3,894,500
December 31, 2013
On Demand
or Less Than
1 Year 1to 3 Years Over 3 Years Total
Non-derivative financial
liabilities
Non-interest bearing $ 2,613,547 $ - % - $ 2,613,547
Variable interest rate
instrument 8,333 291,667 - 300,000
Fixed interest rate instrument 100,000 500,000 - 600,000
$ 2721880 $ 791,667 $ - $ 3513547
b) Financing facilities
December 3.
201¢ 201z
Unused bank financing facilities 2,519,76! 1,089,30!

25. RELATED-PARTY TRANSACTIONS
a. Names and relationships of the related parties

Related Party

Relationship with the Company

Phihong USA Corp.
Phihong International Corp.
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Subsidiary
Subsidiary
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Related Party Relationship with the Company

Phitek International Co., Ltd. Subsidiary

Ascent Alliance Ltd. Subsidiary

American Ballast Corp. Subsidiary

Phihong Technology Japan Co., Ltd. Subsidiary
Guang-Lai Investment Co., Ltd. Subsidiary

Phihong (Dongguan) Electronics Co., Ltd. Subsidiary
Dongguan Phitek Electronics Ltd. Subsidiary

Phihong Electronics (Suzhou) Co., Ltd. Subsidiary
Jin-Sheng Hong (Jiangxi) Electronics Co., Ltd. Subsidiary
Dongguan Shuang-Ying Electronics Co., Ltd. Subsidiary
Yanghong Trading (Shanghai) Co., Ltd. Subsidiary

Peter Lin The Company’s chairman
Xu Sheng Technology Co., Ltd. (“Xu Sheng”) Other related parties
Shine Tech Ltd. Other related parties
Red Sun Metal Industry Co., Ltd. Other related parties
Hua Jung Co., Ltd. Other related parties
Heng Hui Co., Ltd. Other related parties

(Concluded)
Trading transactions

For the Year Ended December 31
2014 2013

Sales

Subsidiaries $ 3,896,489 $ 3,937,704

The price of the finished goods sold by the Company is based onatiegstand consideration of the
product type, cost and market price, etc.

For the Year Ended December 31

2014 2013
Purchase of goods
Subsidiaries $ 10,683,958 $ 10,049,289

The price of the finished goods purchased by the Company id baseegotiations and consideration
of the product type, cost and market price, etc.

December 3.
201¢ 201z
Accounts receivables from related parties
Subsidiaries $ 167,368 $ 378,727
Accounts payable to related parties
Subsidiaries $ 323,048 $ 334,713
Other related parties 1,851 737

$ 324899 $ 335,450
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December 3.

201¢ 201z
Other receivables from related parties
Subsidiaries $ 253,900 $ 515,802
Other receivables were the Company’s temporary paymentsaferiads procured on behalf of related
parties.

December 3.

201/ 201z
Other payables
Subsidiaries $ 107,362 $ 169,769
Other related parties 95,262 105,215

$ 202,624 $ 274,984

Other payables were the temporary payments for materiataiq@ment made by related parties on
behalf of the Company.

c. Compensation of key management personnel

The types and amounts of the remuneration of directors and o#rebars of key management
personnel were as follows:

For the Year Ended December 31
2014 2013

Short-term benefits $ 59,01« $ 52,76"
Post-employment benefits 514 322

$ 59,52¢ $ 53,09(

The remuneration of directors and key executives was detefnbyehe remuneration committee
having regard to the performance of individuals and market trends.

d. Other transactions with related parties
The Company’s chairman has guaranteed the payments of theofodiesCompany as of December
31, 2013. The amounts of the guarantees was $900,000 thousand.
26. ASSETS PLEDGED AS COLLATERAL OR FOR SECURITY

The following assets were provided as collateral for bank borrowings:

December 3.
201¢ 201¢
Freehold land $ 197,56 $ 112,45(
Buildings 141,99: 149,40¢

$ 33957  $ 26185
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27.

28.

29.

CONTINGENT LIABILITIES AND UNRECOGNIZED COMMITMENTS

As of December 31, 2014, the Company had guaranteed US$5,000 thousand loan of Phihong USA Corp.
EXCHANGE RATE OF FINANCIAL ASSETS AND LIABILITIES DENOM INATED IN

FOREIGN CURRENCIES

The significant financial assets and liabilities denominated in for@igencies were as follows:

December 31

201« 2013
Foreign New Taiwan Foreign New Taiwan
Currencies Exchange Rate Dollars Currencies Exchange Rate Dollars
(In Thousands) (Note) (In Thousands) (In Thousands) (Note) (In Thousands)
Financial assets
Monetary items
usD $ 113,101 31.7100 $ 3,586,433 $ 122,181 29.9000 $ 3,653,212
JPY 183,866 0.2639 48,522 405,948 0.2836 115,127
HKD 2,764 4.0874 11,297 3,190 3.8557 12,300
RMB 1,275 5.1793 6,601 - - -
Investments accounted for by
the equity method
usD 174,782 31.7100 5,542,336 174,745 29.9000 5,224,891
JPY 307,198 0.2639 81,069 277,193 0.2836 78,612
Financial liabilities
Monetary items
usD 90,116 31.7100 2,857,581 108,889 29.9000 3,255,781
JPY 7,419 0.2639 1,958 4,179 0.2836 1,185
HKD 5,395 4.0874 22,050 4,808 3.8557 18,538

Note: Exchange rate represents the amount of New Taiwansdfafawhich one foreign currency could
be exchanged.

SEGMENT INFORMATION

The Company has provided the operating segments disclosure imgwidated financial statements for
the year ended December 31, 2014.
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