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INDEPENDENT ACCOUNTANTS’ REVIEW REPORT

The Board of Directors and Stockholders
HTC Corporation

We have reviewed the accompanying balance she&t$@fCorporation (the “Company”) as of September 30
2011 and 2012, and the related statements of incamdecash flows for the nine months then ended, all
expressed in New Taiwan dollars. These financiatements are the responsibility of the Company’'s
management. Our responsibility is to issue a tepothese financial statements based on our raview

We conducted our reviews in accordance with thdéeStant of Auditing Standards No. 36 - “Review of
Financial Statements” issued by the Auditing StadslaCommittee of the Accounting Research and
Development Foundation of the Republic of China. réiew consists principally of applying analytical
procedures to financial data and of making ingaioépersons responsible for financial and accogmmatters.

It is substantially less in scope than an audidooted in accordance with auditing standards géperecepted

in the Republic of China, the objective of whichtie expression of an opinion regarding the financi
statements taken as a whole. Accordingly, we d@xrpress such an opinion.

Based on our reviews, we are not aware of any mhteodifications that should be made to the finahc
statements referred to above for them to be inaranify with the Guidelines Governing the Prepanatad
Financial Reports by Securities Issuers, requirésai the Business Accounting Law and Guidelines
Governing Business Accounting relevant to finanaiaounting standards, and accounting principlesgdly
accepted in the Republic of China.

We have also reviewed the consolidated financakstents of HTC Corporation and subsidiaries asndffor
the nine months ended September 30, 2011 and 2@flRave issued unqualified review reports, respelgti

In addition, the translation of the 2012 New Taivelilars amounts into U.S. dollars has been reuviesrethe
basis stated in Note 3 to the financial statements.

October 26, 2012
Notice to Readers

The accompanying financial statements are interaigyg to present the financial position, resultoopgrations
and cash flows in accordance with accounting ppfes and practices generally accepted in the Republ
China and not those of any other jurisdictions. eTé$tandards, procedures and practices to reviewh suc
financial statements are those generally acceptetlapplied in the Republic of China.

For the convenience of readers, the independermatants’ review report and the accompanying firahc
statements have been translated into English frben driginal Chinese version prepared and used i th
Republic of China. If there is any conflict betwélge English version and the original Chinese i@r®r any
difference in the interpretation of the two versipthe Chinese-language independent accountantgéwe
report and financial statements shall prevail. &lss stated in Note 2 to the financial statemetits,
additional footnote disclosures that are not reqdirunder generally accepted accounting principleseanot
translated into English.



HTC CORPORATION

BALANCE SHEETS
SEPTEMBER 30, 2011 AND 2012
(In Thousands, Except Par Value)
(Reviewed, Not Audited)

ASSETS

CURRENT ASSETS
Cash and cash equivalents (Notes 2 and 5)
Financial assets at fair value through profit @sle current
(Notes 2, 6 and 25)
Available-for-sale financial assets - current (do2eand 7)
Accounts receivable, net (Notes 2 and 9)
Accounts receivable from related parties, net (Sl@and 26)
Other receivables - related parties (Note 26)
Other current financial assets (Note 10)
Inventories (Notes 2 and 11)
Prepayments (Notes 12 and 26)
Deferred income tax assets (Notes 2 and 23)
Restricted assets - current (Note 27)
Other current assets

Total current assets

INVESTMENTS
Available-for-sale financial assets - noncurrendt@$ 2 and 7)
Held-to-maturity financial assets - noncurrent @2 and 13)
Financial assets carried at cost - noncurrent @\dtand 14)
Investments accounted for by the equity methodgbl@tand 15)
Prepayments for long-term investments (Notes 21&)d

Total long-term investments

PROPERTIES (Notes 2, 16 and 26)
Cost

Land
Buildings and structures
Machinery and equipment
Molding equipment
Computer equipment
Transportation equipment
Furniture and fixtures
Leased assets
Leasehold improvements

Less: Accumulated depreciation
Prepayments for construction-in-progress and egelipim-transit

Properties, net

INTANGIBLE ASSETS
Patents (Note 2)

OTHER ASSETS
Refundable deposits
Deferred charges (Note 2)
Deferred income tax assets (Notes 2 and 23)
Restricted assets - noncurrent (Note 27)
Others (Notes 2, 12 and 19)

Total other assets

TOTAL

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

2011 2012
NTS$ NT$ US$ (Note 3)
$ 86,534,104 $ 36,817,473 $ 1,255,990
220,609 - -
734,698 - -
35,816,172 18,767,619 640,238
44,685,159 24,600,975 839,237
31,838 6,677,978 227,813
1,816,486 832,540 28,401
27,762,928 18,818,449 641,972
6,204,337 5,178,506 176,660
1,748,115 1,749,526 59,683
- 3,645,820 124,373
803,169 365,313 12,462
206,357,615 117,454,199 4,006,829
406 183 6
205,441 202,070 6,893
515,861 515,861 17,598
17,109,111 41,565,612 1,417,969
349,002 45,040 1,536
18,179,821 42,328,766 1,444,002
7,462,281 7,462,489 254,575
3,645,745 9,458,893 322,680
6,449,665 8,170,236 278,719
172,632 - -
362,979 424,361 14,477
6,570 6,570 224
198,346 239,291 8,163
4,712 4,712 161
206,579 213,506 7,284
18,509,509 25,980,058 886,283
(5,588,332) (6,596,836) (225,044)
1,740,308 290,939 9,925
14,661,485 19,674,161 671,164
2,135,822 1,749,242 59,674
77,625 85,009 2,900
9,421 98,124 3,347
4,046,725 4,223,861 144,093
63,900 - -
6,276,125 8,449,690 288,253
10,473,796 12,856,684 438,593
$ 251,808,539 $ 194,063,052 $ 6,620,262

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES

Financial liabilities at fair valtneough profit or loss - current
(Notes 2, 6 and 25)

Hedging derivative liabilities - current (Mast2, 8 and 25)

Notes and accounts payable

Accounts payable to related partiesd6)

Income tax payable (Notes 2 and 23)

Accrued expenses (Notes 17 and 26)

Payable for purchase of equipment

Other current liabilities (Notes 2,8l 26)

Total current liabilities

OTHER LIABILITIES
Guarantee deposits received

Total liabilities

STOCKHOLDERS’ EQUITY (Note 20)
Capital stock - NT$10.00 par value
Authorized: 1,000,000 thousand shares
Issued and outstanding: 862,052stmmdishares in 2011 and
852,052 thousand shares in 2012
Capital surplus
Additional paid-in capital - issuance of sharesxaess of par
Treasury stock transactions
Long-term equity investments
Merger
Expired stock options
Retained earnings
Legal reserve
Special reserve
Accumulated earnings
Other equity
Cumulative translation adjustments (N&)te
Net losses not recognized as pension cost
Unrealized gain (loss) on financial instrumentst@é 2, 8 and 25)
Treasury stock (Notes 2 and 21)

Total stockholders’ equity

TOTAL

2011 2012

NT$ NTS$ US$ (Note 3)

- 137,633 $ 4,695

- 82,213 2,805
79,636,438 61,896,602 2,111,539
3,512,603 3,969,880 135,428
8,949,877 1,445,138 49,300
49,917,483 31,965,913 1,090,484
352,887 1,384,995 47,248
18,625,791 14,041,148 478,999
160,995,079 114,923,522 3,920,498
628 598 20
160,995,707 114,924,120 3,920,518
8,620,521 8,520,521 290,669
14,983,419 14,809,608 505,215
1,750,767 1,730,458 59,033
18,411 18,037 615
24,710 24,423 833
37,503 37,068 1,266
10,273,674 16,471,254 561,900
580,856 - -
73,033,196 52,668,072 1,796,716
312,933 (1,008,358) (34,399)
(121) (293) (10)

1,733 (66,368) (2,264)
(18,824,770) (14,065,490) (479,830)
90,812,832 79,138,932 2,699,744
$ 251,808,539 $ 194,063,052 $ 6,620,262



HTC CORPORATION

STATEMENTS OF INCOME

NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012

(In Thousands, Except Earnings Per Share)
(Reviewed, Not Audited)

REVENUES (Notes 2 and 26)
Sales
Sales returns
Net sales
Other operating revenues
Total revenues
COST OF REVENUES (Notes 11, 22 and 26)
GROSS PROFIT
UNREALIZED INTERCOMPANY GAINS
REALIZED INTERCOMPANY GAINS
REALIZED GROSS PROFIT
OPERATING EXPENSES (Notes 22 and 26)
Selling and marketing
General and administrative
Research and development
Total operating expenses

OPERATING INCOME

NONOPERATING INCOME AND GAINS
Interest income (Note 26)

Gains on equity-method investments (Notes 2

and 15)
Gains on sale of investments, net
Exchange gains (Note 2)

2011

2012

Valuation gain on financial assets, net (Notes 2

and 6)
Others

Total nonoperating income and gains

NT$

NT$

US$ (Note 3)

$ 357,370,359 $ 215,839,636 $ 7,363,148

(1,705,051) (1,976,072) (67,412)
355,665,308 213,863,564 7,295,736
588,075 1,312,116 44,762
356,253,383 215,175,680 7,340,498
260,612,238 168,321,388 5,742,112
95,641,145 46,854,292 1,598,386
(1,003,790) (1,236,112) (42,169)
345,455 1,151,531 39,284
94,982,810 46,769,711 1,595,501
23,536,107 16,836,550 574,362
4,227,422 4,437,396 151,377
14,008,342 10,843,055 369,900
41,771,871 32,117,001 1,095,639
53,210,939 14,652,710 499,862
456,316 369,985 12,622
2,119,825 335,129 11,433
29 7,695 263
1,304,025 778,812 26,568

220,609 - -
173,285 333,667 11,382
4,274,089 1,825,288 62,268

(Continued)



HTC CORPORATION

STATEMENTS OF INCOME

NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012
(In Thousands, Except Earnings Per Share)

(Reviewed, Not Audited)

2011 2012
NT$ NT$ US$ (Note 3)
NONOPERATING EXPENSES AND LOSSES
Interest expenses $ 10,039 $ 320 % 10
Valuation loss on financial instruments, net (N&¢
6 and 8) - 131,325 4,480
Others 9,025 79,647 2,718
Total nonoperating expenses and losses 19,064 211,292 7,208
INCOME BEFORE INCOME TAX 57,465,964 16,266,706 554,922
INCOME TAX (Notes 2 and 23) (6,433,781) (495,140) (16,891)
NET INCOME $ 51,032,183 $ 15,771,566 $ 538,031
2011 2012
Before After Before After
Income Income Income Income
Tax Tax Tax Tax
NTS$ NTS$ NTS$ USss$ NTS$ Uss$
(Note 3) (Note 3)
BASIC EARNINGS PER SHARE
(Note 24) $ 6779 $ 6020 $ 1955 $ 067 $ 1895 $ 0.65
DILUTED EARNINGS PER
SHARE (Note 24) $ 6701 $5951 $1945 $ 066 $ 1886 $ 0.64
The accompanying notes are an integral part ofitla@cial statements. (Concluded)



HTC CORPORATION

STATEMENTS OF CASH FLOWS

NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012
(In Thousands)

(Reviewed, Not Audited)

2011 2012
NT$ NT$ US$ (Note 3)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 51,032,183 $ 15,771,566 538,031
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation 667,045 931,395 31,774
Amortization 265,396 394,175 13,447
Compensation cost recognized for the transfer of
treasury stock to employees 1,788,270 - -
Distribution of bonuses to employees of
subsidiaries (578,310) - -
Amortization of premium on financial assets 2,505 2,527 86
Prepaid pension cost (19,623) (16,615) (567)
Gains on equity-method investments (2,119,825) (335,129) (11,433)
Cash dividends received from equity-method
investees 1,786 1,744 59
Transfer of properties to expenses 59 17,002 580
Gains on sale of investments, net (29) (7,695) (263)
Unrealized gain on financial instruments - (6,308) (215)
Deferred income tax assets (2,449,830) (859,565) (29,323)
Net changes in operating assets and liabilities
Financial instruments at fair value through
profit or loss 229,667 394,501 13,458
Accounts receivable (637,134) 13,272,157 452,766
Accounts receivable from related parties (16,498,768) 8,376,294 285,749
Other current financial assets (1,135,035) 472,310 16,112
Other receivables-related parties 4,347 21,050 718
Inventories (5,842,436) 6,570,871 224,159
Prepayments (2,666,101) (637,743) (21,756)
Other current assets (346,115) 192,966 6,583
Other assets - other (3,580,361) (530,336) (18,092)
Notes and accounts payable 21,934,002 (8,203,428) (279,852)
Notes and accounts payable to related parties 2,165,622 330,649 11,280
Income tax payable 2,533,210 (8,207,952) (280,006)
Accrued expenses 22,499,705 (10,179,682) (347,269)
Other current liabilities 5,509,838 (3,781,853) (129,014)
Net cash provided by operating activities 72,760,068 13,982,901 477,012
(Continued)



HTC CORPORATION

STATEMENTS OF CASH FLOWS

NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012
(In Thousands)

(Reviewed, Not Audited)

2011 2012
NT$ NT$ US$ (Note 3)
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of available-for-sale financial assets $  (490,000) - -
Proceeds from disposal of available-fale financia
assets 200,029 739,095 25,214
Increase in investments accounted for by the equity
method (3,879,644) (5,236,770) (178,647)
Purchase of properties (4,302,231) (4,382,626) (149,509)
Decrease (increase) in refundable deposits 1,572 (6,115) (209)
Loan to related parties - (6,619,951) (225,833)
Increase in restricted assets - (3,581,920) (122,193)
Acquisition of intangible assets (2,174,400) - -
Net cash used in investing activities (10,644,674) (19,088,287) (651,177)
CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in guarantee deposits received - (30) Q)
Cash dividends (29,891,089) (33,249,085) (1,134,258)
Purchase of treasury stock (16,086,098) (3,700,346) (126,234)
Transfer treasury stock to employees 4,113,821 - -
Net cash used in financing activities (41,863,366) (36,949,461) (1,260,493)
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 20,252,028 (42,054,847) (1,434,658)
CASH AND CASH EQUIVALENTS, BEGINNING
OF PERIOD 66,282,076 78,872,320 2,690,648
CASH AND CASH EQUIVALENTS, END OF
PERIOD $ 86,534,104 $ 36,817,473 $ 1,255,990
SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid during the period
Interest (net of amounts capitalized) $ 10,039 320 10
Income tax $ 6,350,401 $ 9,562,657 $ 326,220
NONCASH INVESTING AND FINANCING
ACTIVITIES
Transfer of retained earnings to common stock $ 403,934 - -
Transfer of assets leased to others to properties  $ 50,828 - -
Transfer of accrued stock bonus to employees to
common stock and additional paid-in capital $ 4,245,851 - -
(Continued)



HTC CORPORATION

STATEMENTS OF CASH FLOWS

NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012
(In Thousands)

(Reviewed, Not Audited)

2011 2012
NT$ NT$ US$ (Note 3)
INCREASE IN LONG-TERM INVESTMENTS
Increase in investments accounted for by the equity
method $ 3,884,907 $ 5,236,770 $ 178,647
Increase in payable for purchase of investments (5,263)

Cash paid for increase in long-term investments $ 3,879,644

$ 5,236,770 $ 178,647

PURCHASE OF PROPERTIES

$ 5418849 $ 184,859
(1,036,223) (35,350)

Cost of properties purchased $ 4,336,531
Increase in payable for purchase of equipment (34,300)
Cash paid for purchase of properties $ 4,302,231

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

$ 4,382,626 $ 149,509

(Concluded)



HTC CORPORATION

NOTES TO FINANCIAL STATEMENTS

NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012
(In Thousands, Unless Stated Otherwise)

(Reviewed, Not Audited)

1. ORGANIZATION AND OPERATIONS

HTC Corporation (the “Company”) was incorporated May 15, 1997 under the Company Law of the
Republic of China to design, manufacture, assenecess, sell smart handheld devices and provide
after-sales service. In March 2002, the Compastgsk was listed on the Taiwan Stock Exchange. On
November 19, 2003, the Company listed some ohises of stock on the Luxembourg Stock Exchange in
the form of Global Depositary Receipts.

The Company had 14,150 and 13,736 employees asptéi@ber 30, 2011 and 2012, respectively.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The financial statements have been prepared iroowoitly with the Guidelines Governing the Prepamtio
of Financial Reports by Securities Issuers, Busingscounting Law, Guidelines Governing Business
Accounting, and accounting principles generallyepted in the Republic of China (“ROC”).

For readers’ convenience, the accompanying finaistéiements have been translated into English from
the original Chinese version prepared and usedarROC. If inconsistencies arise between the Elmgli
version and the Chinese version or if differenagésedn the interpretations between the two versiohe
Chinese version of the financial statements shelfgil. However, the accompanying financial statets

do not include the English translation of the addal footnote disclosures that are not requiredeniROC
generally accepted accounting principles but ageired by the Securities and Futures Bureau foir the
oversight purposes.

Significant accounting policies are summarizedodiews:
Foreign Currencies

The financial statements of foreign operations taaeslated into New Taiwan dollars at the following
exchange rates:

Assets and liabilities - at exchange rates jiiegaon the balance sheet date;
Stockholders’ equity - at historical exchangesa

Dividends - at the exchange rate prevailinghendividend declaration date; and
Income and expenses - at average exchangdoathe year.

coow

Exchange differences arising from the translatiérthe financial statements of foreign operations ar
recognized as a separate component of stockholeguty. Such exchange differences are recograzed
gain or loss in the year in which the foreign opierss are disposed of.

Non-derivative foreign-currency transactions amorded in New Taiwan dollars at the rates of exgkan
in effect when the transactions occur. Exchangferénces arising from the settlement of
foreign-currency assets and liabilities are recogphias gain or loss.

At the balance sheet date, foreign-currency moyedasets and liabilities are revalued using prangil
exchange rates and the exchange differences argnieed in profit or loss.



At the balance sheet date, foreign-currency nonmaoy@ssets (such as equity instruments) and itiekil
that are measured at fair value are revalued ysiegniling exchange rates, with the exchange diffees
treated as follows:

a. Recognized in stockholders’ equity if the chanigefair value are recognized in stockholders’iggu
and

b. Recognized in profit and loss if the change®invalue is recognized in profit or loss.

Foreign-currency nonmonetary assets and liabilities are carried at cost continue to be statesatange
rates at the trade dates.

If the functional currency of an equity-method istee is a foreign currency, translation adjustmaeriils
result from the translation of the investee’s ficiahstatements into the reporting currency of@oenpany.
These adjustments are accumulated and reportedegeate component of stockholders’ equity.

Accounting Estimates

Under above guidelines, law and principles, cerestimates and assumptions have been used for the
allowance for doubtful accounts, allowance for lossinventories, depreciation of properties, mankgt
expenses, income tax, royalty, pension cost, lagsemding litigations, product warranties, contimgess

on purchase order, bonuses to employees, etc. alAetsults may differ from these estimates.

Current/Noncurrent Assets and Liabilities

Current assets include cash, cash equivalentsthase assets held primarily for trading purposeto dre
realized, sold or consumed within one year fromidflance sheet date. All other assets such aspiep
and intangible assets are classified as noncurrédrrent liabilities are obligations incurred foading
purposes or to be settled within one year frombhlance sheet date. All other liabilities are siféed as
noncurrent.

Financial Assets/Liabilities at Fair Value throughProfit or Loss

Financial instruments classified as financial assetfinancial liabilities at fair value throughafit or loss
(FVTPL) include financial assets or financial liges held for trading and those designated asvatPL

on initial recognition. The Company recognizesiraricial asset or a financial liability on its bata
sheet when the Company becomes a party to theactuit provisions of the financial instrument. A
financial asset is derecognized when the Comparsy st control of its contractual rights over the
financial asset. A financial liability is derecdged when the obligation specified in the relevamtract

is discharged, cancelled or expired.

Financial instruments at FVTPL are initially measliat fair value plus transaction costs that arecty
attributable to the acquisition. At each balarfoeet date subsequent to initial recognition, fimaressets
or financial liabilities at FVTPL are remeasuredait value, with changes in fair value recogniziectly
in profit or loss in the year in which they ariseCash dividends received subsequently (includirogeh
received in the year of investment) are recognaethcome for the year. On derecognition of arfoa
asset or a financial liability, the difference beem its carrying amount and the sum of the conraiider
received and receivable or consideration paid ayalpe is recognized in profit or loss. All reguleay
purchases or sales of financial assets are re@maizd derecognized on a trade date basis.

A derivative that does not meet the criteria foddes accounting is classified as a financial assed o
financial liability held for trading. If the faivalue of the derivative is positive, the derivatiige
recognized as a financial asset; otherwise, theatare is recognized as a financial liability.



Fair values of financial assets and financial liabs at the balance sheet date are determinddllas/s:
Publicly traded stocks - at closing prices; oped-erutual funds - at net asset values; bonds -iaepr
quoted by the Taiwan GreTai Securities Market; fimahcial assets and financial liabilities withautoted
prices in an active market - at values determirstaguvaluation techniques.

Available-for-sale Financial Assets

Available-for-sale financial assets are initiallgasured at fair value plus transaction costs tteatliaectly
attributable to the acquisition. At each balandeees date subsequent to initial recognition,
available-for-sale financial assets are remeasatddir value, with changes in fair value recogdiie
equity until the financial assets are disposedabfywhich time, the cumulative gain or loss previpus
recognized in equity is included in profit or loks the year. All regular way purchases or sales o
financial assets are recognized and derecognizedii@ae date basis.

The recognition, derecognition and the fair valasds of available-for-sale financial assets ardasiro
those of financial assets at FVTPL.

Cash dividends are recognized upon the sharehbtesdutions, except for dividends distributednfréthe
pre-acquisition profit, which are treated as a otidn of investment cost. Stock dividends are not
recognized as investment income but are recordednaimcrease in the number of shares. The total
number of shares subsequent to the increase idarsestalculation of cost per share.

An impairment loss is recognized when there is ahje evidence that the financial asset is impaired
Any subsequent decrease in impairment loss forcaitye instrument classified as available-for-sade i
recognized directly in equity.

Revenue Recognition, Accounts Receivable and Allowee for Doubtful Accounts

Revenue from sales of goods is recognized wheCtmpany has transferred to the buyer the significan
risks and rewards of ownership of the goods, piilgnaipon shipment, because the earnings process has
been completed and the economic benefits associgitbdthe transaction have been realized or are
realizable. The Company does not recognize saesnue on materials delivered to subcontractors
because this delivery does not involve a trandfeisks and rewards of materials ownership.

Revenue is measured at the fair value of the cereiidn received or receivable and represents arsoun
agreed between the Company and the customers éatsgenld in the normal course of business, net of
sales discounts and volume rebates. For tradéevaddes due within one year from the balance stat,

as the nominal value of the consideration to beived approximates its fair value and transactiams
frequent, fair value of the consideration is notedmined by discounting all future receipts using a
imputed rate of interest.

An allowance for doubtful accounts is provided ba basis of a review of the collectability of acetsu
receivable. The Company assesses the probaHildgliections of accounts receivable by examining t
aging analysis of the outstanding receivables asgkssing the value of the collateral provided by
customers.

On January 1, 2011, the Company adopted the tiirel-tevised Statement of Financial Accounting
Standards (SFAS) No. 34, “Financial Instrumentsecd®nition and Measurement.” One of the main
revisions is that the impairment of receivablegiodted by the Company should be covered by SFAS No
34. Accounts receivable are assessed for impatraighe end of each reporting period and consitiere

be impaired when there is objective evidence #s& result of one or more events that occurrent tfe
initial recognition of the accounts receivable, #&timated future cash flows of the asset have been
affected. Objective evidence of impairment couldude:

e Significant financial difficulty of the debtor;
e Accounts receivable becoming overdue; or

-10 -



e |t becoming probable that the debtor will entenkyaptcy or financial re-organization.

Accounts receivable that are assessed not to barecpindividually are further assessed for impaintron

a collective basis. Objective evidence of impamtrfer a portfolio of accounts receivable couldluz

the Company’s past experience of collecting paymeant increase in the number of delayed paymesits, a
well as observable changes in national or localnesoc conditions that correlate with defaults on
receivables.

The amount of the impairment loss recognized igdifference between the asset carrying amount laad t
present value of estimated future cash flows, aftking into account the related collateral andrgntees,
discounted at the receivable’s original effectimeriest rate.

The carrying amount of the accounts receivableetuced through the use of an allowance account.
When accounts receivable are considered uncollectitey are written off against the allowance acto
Recoveries of amounts previously written off arediied to the allowance account. Changes in the
carrying amount of the allowance account are reieegras bad debt in profit or loss.

Inventories

Inventories consist of raw materials, suppliesisfied goods and work-in-process and are statedeat t
lower of cost or net realizable value. Inventonytevdowns are made item by item, except whereay m
be appropriate to group similar or related itemiet realizable value is the estimated selling pu€e
inventories less all estimated costs of completiod costs necessary to make the sale. Inventarges
recorded at weighted-average cost on the balaress dhate.

Held-to-maturity Financial Assets

Held-to-maturity financial assets are carried atodired cost using the effective interest method
Held-to-maturity financial assets are initially rsaeed at fair value plus transaction costs thatdaeztly
attributable to the acquisition. Profit or lossréxognized when the financial assets are dereredni
impaired, or amortized. All regular way purchasesales of financial assets are accounted forgusin
trade date basis.

An impairment loss is recognized when there is abje evidence that the investment is impaired. e Th
impairment loss is reversed if an increase in tivestment’s recoverable amount is due to an evardw
occurred after the impairment loss was recognizeolyever, the adjusted carrying amount of the
investment may not exceed the carrying amountwioaid have been determined had no impairment loss
been recognized for the investment in prior years.

Hedge Accounting
Derivatives that are designated and effective adgihg instruments are measured at fair value, with
subsequent changes in fair value recognized dithmofit or loss, or in shareholders’ equity, degieg on

the nature of the hedging relationship.

Hedge accounting recognizes the offsetting effectgrofit or loss of changes in the fair valuesttod
hedging instrument and the hedged item as follows:

a. Fair value hedge

The gain or loss from remeasuring the hedging unsént at fair value and the gain or loss on the
hedged item attributable to the hedged risk aregmized in profit or loss.

-11 -



b. Cash flow hedge

The portion of the gain or loss on the hedgingrimaent that is determined to be an effective hasige
recognized in shareholders’ equity. The amounbgezed in shareholders’ equity is recognized in
profit or loss in the same year or years duringcwhthe hedged forecast transaction or an asset or
liability arising from the hedged forecast trangattaffects profit or loss. However, if all or arion

of a loss recognized in shareholders’ equity isexgdected to be recovered in the future; the amount
that is not expected to be recovered is reclagsifie profit or loss.

c. Hedge of a net investment in a foreign operation

The portion of the gain or loss on the hedgingrimaent that is determined to be an effective hasige
recognized in shareholders’ equity. The amounbgrized in shareholders’ equity is recognized in
profit or loss on disposal of the foreign operation

Financial Assets Carried at Cost

Investments in equity instruments with no quotadgs in an active market and with fair values datnot
be reliably measured, such as non-publicly tradecks and stocks traded in the Emerging Stock Marke
are measured at their original cost. The accogrttigatment for dividends on financial assets edreit
cost is the same with that for dividends on avégldbr-sale financial assets. An impairment loss i
recognized when there is objective evidence ttasset is impaired. A reversal of this impairnmess

is disallowed.

Investments Accounted for by the Equity Method

Investments in which the Company holds 20 percemhare of the investees’ voting shares or exercises
significant influence over the investees’ operatamgl financial policy decisions are accounted fpitte
equity method.

The acquisition cost is allocated to the assetsiesd] and liabilities assumed on the basis of tfeair
values at the date of acquisition, and the acduisitost in excess of the fair value of the idéalille net
assets acquired is recognized as goodwill. Goddsvihot being amortized. The fair value of thd ne
identifiable assets acquired in excess of the a@gn cost is used to reduce the fair value oheafcthe
noncurrent assets acquired (except for financis¢tasother than investments accounted for by théyeq
method, noncurrent assets held for sale, defenmairie tax assets, prepaid pension or other postretit
benefit) in proportion to the respective fair value the noncurrent assets, with any excess rezegras
an extraordinary gain.

Profits from downstream transactions with an eguaigthod investee are eliminated in proportion ® th
Company’s percentage of ownership in the investemyever, if the Company has control over the
investee, all the profits are eliminated. Prdiitsn upstream transactions with an equity-methogstee
are eliminated in proportion to the Company’s petage of ownership in the investee.

When the Company subscribes for its investee’s yesdued shares at a percentage different from its
percentage of ownership in the investee, the Cognpeaords the change in its equity in the investeet
assets as an adjustment to investments, with aspwnding amount credited or charged to capitallssir
When the adjustment should be debited to capitgdlss; but the capital surplus arising from longyte
investments is insufficient, the shortage is debiteretained earnings.

Properties
Properties are stated at cost less accumulatecadapon. Borrowing costs directly attributable ttee
acquisition or construction of properties are cjzéd as part of the cost of those assets. Majditions

and improvements to properties are capitalizedlevbosts of repairs and maintenance are expensed
currently.
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Assets held under capital leases are initially gaczed as assets of the Company at the lower of fiie
value at the inception of the lease or the pregelue of the minimum lease payments; the correspgnd
liability is included in the balance sheet as ddtiigns under capital leases. The interest includdease
payments is expensed when paid.

Depreciation is provided on a straight-line basisraestimated useful lives in accordance with thelaw
and regulations in the Republic of China: buildirapnd structures (including auxiliary equipmen3) to

50 years; machinery, computer and equipment - 3 tgears; furniture and fixtures - 3 to 5 years;
transportation equipment - 5 years; and leaselngiddvements - 3 years.

Properties still in use beyond their original estied useful lives are further depreciated over theily
estimated useful lives.

The related cost (including revaluation incremem)l accumulated depreciation are derecognized thhem
balance sheet upon property disposal. Any gainloss on disposal of the asset is included in
nonoperating gains or losses in the year of didposa

If the properties are leased to others, the relatestis and accumulated depreciation would be teanmesf
from properties to other assets - assets leasetth¢os.

Intangible Assets

Intangible assets acquired are initially recordedost and are amortized on a straight-line bags their
estimated useful lives. Patents are amortized siragght-line basis over 5 to 10 years.

Deferred Charges

Deferred charges are deferred license fees. [Refditense fees are amortized on a straight-lirsisba
over 5 years.

Asset Impairment

If the recoverable amount of an asset is estimitdx® less than its carrying amount, the carryimgunt

of the asset is reduced to its recoverable amoufi. impairment loss is charged to earnings unlass t
asset is carried at a revalued amount, in which t#simpairment loss is first treated as a dedndb the
unrealized revaluation increment and any remaihisg is charged to earnings. If an impairment loss
subsequently reverses, the carrying amount ofgbketas increased accordingly, but the increasegicg
amount may not exceed the carrying amount thatadvibale been determined had no impairment loss been
recognized for the asset in prior years. A redestan impairment loss is recognized in earninggess

the asset is carried at a revalued amount, in whe$e the reversal of the impairment loss is first
recognized as gains to the extent that an impairtosa on the same revalued asset was previoualget

to earnings. Any excess amount is treated asaedgae in the unrealized revaluation increment.

For the purpose of impairment testing, goodwilhikcated to each of the relevant cash-generatiitg u
(“CGUs") that are expected to benefit from the sgies of the acquisition. A CGU to which goodwill
has been allocated is tested for impairment anpealivhenever there is an indication that the CGaym
be impaired. If the recoverable amount of the A§&domes less than its carrying amount, the impatme
is allocated to first reduce the carrying amounthaf goodwill allocated to the CGU and then to akteer
assets of the CGU pro rata on the basis of thgingramount of each asset in the CGU. A reverkaho
impairment loss on goodwill is disallowed.

For long term equity investments for which the Camphas significant influence but with no conttbk

carrying amount (including goodwill) of each invasint is compared with its own recoverable amount fo
the purpose of impairment testing.
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Accrued Marketing Expenses

The Company accrues marketing expenses on the tfaaigreements and any known factors that would
significantly affect the accruals. In addition,peading on the nature of relevant events, the adcru
marketing expenses are accounted for as an incireas@rketing expenses or as a decrease in revenues

Warranty Provisions

The Company provides warranty service for one yeawo years. The warranty liability is estimatad
the basis of management’'s evaluation of the preductder warranty, past warranty experience, and
pertinent factors.

Provisions for Contingent Loss on Purchase Orders

The provision for contingent loss on purchase arderestimated after taking into account the effext
changes in the product market, in inventory managémand in the Company’s purchases.

Product-related Costs

The cost of products consists of costs of goodd éwolaterial, labor and allocated manufacturing )¢ost
inventory write-downs (or reversal of these writeaths), warranty expenses and contingent loss on
purchase orders.

Pension Plan

Pension cost under a defined benefit plan is déteby actuarial valuations. Contributions maddar
a defined contribution plan are recognized as penspst during the year in which employees render
services.

Curtailment or settlement gains or losses on tH:elk benefit plan are recognized as part of the ne
pension cost for the year.

Income Tax

The Company applies the intra-year and inter-ydacaion methods to its income tax, whereby (1) a
portion of income tax expense is allocated to tinauwative effect of changes in accounting princpbe
charged or credited directly to shareholders’ ggund (2) deferred income tax assets and liadiliire
recognized for the tax effects of temporary differes, unused loss carryforward and unused taxtsredi
Valuation allowances are provided to the extersnif, that it is more likely than not that deferiedome
tax assets will not be realized. A deferred taset®r liability is classified as current or norremt in
accordance with the classification of its relateded or liability. However, if a deferred inconas tasset

or liability does not relate to an asset or liapiin the financial statements, then it is classifas either
current or noncurrent based on the expected lasfgtme before it is realized or settled.

If the Company can control the timing of the reaéxd a temporary difference arising from the diiece
between the book value and the tax basis of a femg-equity investment in a foreign subsidiary @nf
venture and if the temporary difference is not expe to reverse in the foreseeable future and iill,
effect, exist indefinitely, then a deferred tablldy or asset is not recognized.

Tax credits for purchases of machinery, equipmadttachnology, research and development expensijture
and personnel training expenditures are recognized) the flow-through method.

Adjustments of prior years’ tax liabilities are &didto or deducted from the current year’s tax [@iowi.

According to the Income Tax Law, an additional &x10% of unappropriated earnings is provided fr a
income tax in the year the shareholders approvetain the earnings.
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Stock-based Compensation

Employee stock options granted on or after Jandarg008 are accounted for under SFAS No. 39,
“Accounting for Share-based Payment.” Under traestent, the value of the stock options granted,
which is equal to the best available estimate efrtimber of stock options expected to vest mudtiply

the grant-date fair value, is expensed on a stirdiigh basis over the vesting period, with a cquoesling
adjustment to capital surplus - employee stockomgti The estimate is revised if subsequent infoboma
indicates that the number of stock options expeittaest differs from previous estimates.

Treasury Stock

Under SFAS No. 30, “Accounting for Treasury Stotkgien the Company acquires its outstanding shares
which haven’t been disposed or retired, treasuogksts stated at cost and shown as a deduction in
shareholders’ equity. When treasury stocks ard, sblthe selling price is above the book values th
difference should be credited to the capital swplureasury stock transactions. If the sellinigepis
below the book value, the difference should firstdfset against capital surplus from the samesotds
treasury stock transactions, and the remaindanyf debited to retained earnings. The carryirigevaf
treasury stocks calculated by using the weightesteege approach according to the purpose.

When the Company's treasury stock is retired,rdeestury stock account should be credited, andapiat
surplus - premium on stock account and capitalkstmcount should be debited proportionately acogydi
to the share ratio. An excess of the carrying evadfitreasury stock over the sum of its par valne a
premium on stock first be offset against capitaphis from the same class of treasury stock tramses
and the remainder, if any, debited to retained ingen An excess of the sum of the par value and
premium on stock of treasury stock over its cagyualue should be credited to capital surplus ftom
same class of treasury stock transactions.

Reclassifications

Certain 2011 accounts have been reclassified t@dmsistent with the presentation of the financial
statements as of and for the nine months ende@®épt 30, 2012.

. TRANSLATION INTO U.S. DOLLARS

The financial statements are stated in New Taiwdias. The translation of the 2012 New Taiwanatol
amounts into U.S. dollar amounts are included gdtal the convenience of readers, using the nognigu
rate of NT$29.3135 to US$1.00 quoted by ReuterSeptember 30, 2012. The convenience translation
should not be construed as representations th&tateTaiwan dollar amounts have been, could haea be
or could in the future be, converted into U.S. a@dlat this or any other exchange rate.

. ACCOUNTING CHANGES
Financial Instruments

On January 1, 2011, the Company adopted the neswlisad SFAS No. 34, “Financial Instruments:
Recognition and Measurement.” The main revisiamdudes (1) finance lease receivables are now
covered by SFAS No. 34; (2) the scope of the agplity of SFAS No. 34 to insurance contracts is
amended; (3) loans and receivables originated byGbmpany are now covered by SFAS No. 34; (4)
additional guidelines on impairment testing of finel assets carried at amortized cost when a déb®
financial difficulties and the terms of obligatiohave been modified; and (5) accounting treatmgna b
debtor for modifications in the terms of obligason This accounting change had no material effedhe
Company’s financial statements as of and for the months ended September 30, 2011.
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Operating Segments

On January 1, 2011, the Company adopted the neslyed SFAS No. 41 - “Operating Segments.” The
requirements of the statement are based on thematmn about the components of the Company that
management uses to make decisions about operatitigrer SFAS No. 41 requires identification of
operating segments on the basis of internal refbds are regularly reviewed by the Company’'s chief
operating decision maker in order to allocate resgsito the segments and assess their performambés
statement supersedes SFAS No. 20, “Segment Regipréind resulted in conformation to the disclosure
requirement and provided the operating segmentfodigre.

. CASH AND CASH EQUIVALENTS

Cash and cash equivalents as of September 30,s2@12012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Cash on hand $ 1,000 $ 995 $ 34
Checking accounts 2,856 2,922 100
Demand deposits 29,641,480 26,520,529 904,720
Time deposits 56,888,768 10,293,027 351,136

$ 86,534,104 $ 36,817,473 $ 1,255,990

On time deposits, interest rates ranged from 0.16%.345% and 0.15% to 1.09% as of September 30,
2011 and 2012, respectively.
. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets and liabilities at fair value tlgle profit or loss as of September 30, 2011 an@ 2@dre
as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Derivatives - financial assets
Exchange contracts $ 220,609 $ - $ -
Derivatives - financial liabilities
Exchange contracts $ - $ 137,633 $ 4,695

The Company entered into derivative contracts duttie nine months ended September 30, 2011 and 2012
to manage exposures related to exchange rate dbiimts. The outstanding forward exchange contracts
that did not meet the criteria for hedge accountis@f September 30, 2011 and 2012 were as follows:

Forward Exchange Contracts

2011
Settlement Contract
Buy/Sell Currency Period/Date Amount
Forward exchange contracts Sell EUR/USD 2011.10.05-2011.12.21 EUR 271,000
Forward exchange contracts Sell GBP/USD 2011.10.05-2011.10.26 GBP 22,710
Forward exchange contracts Buy USD/CAD 2011.10.05-2011.11.30USD 5,259
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2012

Settlement Contract

Buy/Sell Currency Period/Date Amount
Forward exchange contracts Sell EUR/USD 2012.10.03-2012.11.30EUR 135,000
Forward exchange contracts Sell GBP/USD 2012.10.03-2012.11.30GBP 25,300
Forward exchange contracts Sell USD/NTD 2012.10.04-2012.10.30USD 75,000
Forward exchange contracts Buy USD/RMB  2012.10.17-2012.11.14USD 185,000
Forward exchange contracts Buy USD/JPY 2012.10.24 USD 31,998
Forward exchange contracts Buy USD/CAD 2012.10.17-2012.11.28USD 10,832
Forward exchange contracts Buy USD/NTD 2012.10.15-2012.10.31USD 35,000

Net loss on derivative financial instruments fore thine months ended September 30, 2011 was
NT$366,529 thousand, including realized settlentess of NT$587,138 thousand and valuation gain of
NT$220,609 thousand, and were classified as exehlsg and valuation gain on financial instruments,
respectively.

Net gain on derivative financial instruments fore tlnine months ended September 30, 2012 was
NT$483,705 thousand (US$16,501 thousand), includiadjzed settlement gain of NT$621,338 thousand
(US$21,196 thousand) and valuation loss of NT$1E¥,housand (US$4,695 thousand), and were
classified as exchange gain and valuation lossr@n¢éial instruments, respectively. Note 25 hasemo
information.

. AVAILABLE-FOR-SALE FINANCIAL ASSETS

Available-for-sale financial assets as of Septen30e2011 and 2012 were as follows:

2011 2012
NT$ NT$ US$
(Note 3)
Mutual funds $ 734,698 $ - $ -
Domestic quoted stocks 406 183 6
Less: Current portion (734,698) - -

$ 406 $ 183 $ 6

. HEDGING DERIVATIVE FINANCIAL INSTRUMENTS

Hedging derivative financial instruments as of ®efiier 30, 2011 and 2012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Hedging derivative liabilities $ - $ 82,213 $ 2,805
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10.

The Company’s foreign-currency cash flows thatsitmore likely than not to realize may lead to risks
arising from the changes of foreign-currency finahassets and liabilities and estimated futurédn dksvs
due to the exchange rate fluctuations. The Compasgsses the risks may be significant; therefoee,
Company entered into derivative contrattishedge foreign-currency exchange risk. The anotihg
forward exchange contract as of September 30, 2@&2as follows:

2012
Settlement Contract
Buy/Sell Currency Period/Date Amount
Forward exchange contracts Buy USD/IPY 2013.03.28 USD 95,356

Movements of hedging derivative financial instrutsefor the nine months ended September 30, 2011 and
2012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Balance, beginning of period $ - $ - $ -
Add: Recognized in profit and loss - 6,308 215
Less: Unrealized valuation loss - (88,521) (3.020)
Balance, end of period $ - $ (82,213) $ (2,805)

The unrealized valuation loss due to forward exgkaoontract was recognized as unrealized loss on
financial instruments in stockholders’ equity.

. ACCOUNTS RECEIVABLE

Accounts receivable as of September 30, 2011 ahd @@re as follows:

2011 2012
NT$ NTS$ US$
(Note 3)
Accounts receivable $ 37,370,180 $ 20,826,705 $ 710,482
Less: Allowance for doubtful accounts (1,554,008) (2,059,086) (70,244)

$ 35,816,172 $ 18,767,619 $ 640,238

OTHER CURRENT FINANCIAL ASSETS

Other current financial assets as of Septembe2@®01 and 2012 were as follows:

2011 2012
NT$ NT$ US$
(Note 3)
Other receivables $ 1,479,631 $ 785,791 $ 26,806
Interest receivable 23,399 9,320 318
Agency payments 313,456 37,429 1,277

$ 1,816,486 $ 832,540 $ 28,401
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11.

12.

Other receivables were primarily prepayments oralfedf vendors or customers, withholding income tax

of employees’ bonuses, and other compensation.

INVENTORIES
Inventories as of September 30, 2011 and 2012 agefellows:

2011 2012

NT$ NT$ US$

(Note 3)
Finished goods $ 653,027 $ 1,115929 $ 38,069
Work-in-process 5,153,451 2,704,259 92,253
Semi-finished goods 2,940,573 2,980,927 101,691
Raw materials 18,854,710 11,901,116 405,994
Goods in transit 161,167 116,218 3,965
$ 27,762,928 $ 18,818,449 $ 641,972

As of September 30, 2011 and 2012, the allowance¥entory devaluation were NT$4,362,834 thousand

and NT$3,516,221 thousand (US$119,952 thousarsf)ectively.

The write-down of inventories to their net realilealvalue amounting to NT$2,253,460 thousand and
NT$619,032 thousand (US$21,118 thousand) were nimed) as cost of sales for the nine months ended

September 30, 2011 and 2012, respectively.

PREPAYMENTS

Prepayments as of September 30, 2011 and 201 2asdodows:

2011 2012
NT$ NT$ US$
(Note 3)
Royalty $ 5,093,400 $ 3,457,643 $ 117,954
Prepayments to suppliers 293,388 852,920 29,096
Software and hardware maintenance 233,137 669,305 22,833
Services 332,341 93,024 3,174
Molding equipment 12,216 67,261 2,295
Others 129,855 38,353 1,308
$ 6,204,337 $ 5,178,506 $ 176,660

Prepayments for royalty were primarily for discopotrposes and were classified as current or nogcurr
in accordance with their nature. As of Septemb@r 2011 and 2012, noncurrent prepayments of
NT$3,099,196 thousand and NT$5,971,567 thousandbZ0&714 thousand), respectively, had been

classified as other assets (Note 28 has more iafibon).

Prepayments to suppliers were primarily for dis¢cquurposes and were classified as current or nogcur
in accordance with their nature. As of Septemb@r 2011 and 2012, noncurrent prepayments of
NT$2,998,360 thousand and NT$2,244,640 thousand${8574 thousand), respectively, had been

classified as other assets.
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13.

14.

Others were primarily prepaid for rent, travel amslrance expenses.

HELD-TO-MATURITY FINANCIAL ASSETS

Held-to-maturity financial assets as of Septemifie2811 and 2012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Corporate bonds $ 205,441 $ 202,070 $ 6,893

In 2010, the Company bought the corporate bondedby Nan Ya Plastics Corporation and these bonds
will mature in 2013. Half of the bonds will be seg in November 2012, with an effective intereseé raf
0.90%.

FINANCIAL ASSETS CARRIED AT COST

Financial assets carried at cost as of Septemhe&(3Q and 2012 were as follows:

2011 2012
NTS$ NT$ US$
(Note 3)
Hua-Chuang Automobile Information Technical
Center Co., Ltd. $ 500,000 $ 500,000 $ 17,057

BandRich Inc. 15,861 15,861 541
Answer Online, Inc. 1,192 1,192 41

517,053 517,053 17,639
Less: Accumulated impairment loss (1,192) (1,192) (41)

$ 515,861 $ 515,861 $ 17,598

In January 2007, the Company acquired 10% equitgrést in Hua-Chuang Automobile Information
Technical Center Co., Ltd. for NT$500,000 thousand.

On March 1, 2004, the Company merged with IA Stile, and acquired 1.82% equity interest in Answer
Online, Inc. with NT$1,192 thousand as a resuthefmerger. In addition, the Company determined th
the recoverable amount of this investment in 2046 lgss than its carrying amount and thus recodrane
impairment loss of NT$1,192 thousand.

In April 2006, the Company acquired 92% equity iegt in BandRich Inc. for NT$135,000 thousand and
accounted for this investment by the equity metho#iiter that, the Company’s ownership percentage
declined from 92% to 18.08% and the Company Iassignificant influence on this investee. In July
2010, the Company transferred this investmentit@fifcial assets carried at cost” using book value.

These unquoted equity instruments were not camiethir value because their fair value could not be
reliably measured; thus, the Company accountethése investments by the cost method.
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15. INVESTMENTS ACCOUNTED FOR BY THE EQUITY METHOD

Investments accounted for by the equity method & ptember 30, 2011 and 2012 were as follows:

2011 2012
Carrying Ownership Ownership
Value Percentage Carrying Value Percentage
NT$ NT$ USs$
(Note 3)
Unquoted equity investments
H.T.C. (B.V.l.) Corp. $ 2,689,786 100.00 $ 2,859,232 $ 97,540 100.00
Communication Global Certification Inc. 464,454 100.00 557,061 19,004 100.00
High Tech Computer Asia Pacific Pte.

Ltd. 13,112,454 100.00 28,198,782 961,973 100.00
HTC Investment Corporation 300,946  100.00 303,624 10,358 100.00
PT. High Tech Computer Indonesia 62 1.00 62 2 1.00
HTC | Investment Corporation 295,649 100.00 299,881 10,230 100.00
HTC Holding Cooperatief U.A. 13 1.00 13 - 1.00
Huada Digital Corporation 245,747 100.00 245,214 8,365 50.00
HTC Investment One (BVI) Corporation - - 9,101,743 310,497 100.00
Prepayments for long-term investments 349,002 45,040 1,536

$ 17,458,113 $41,610,652 $ 1,419,505

In August 2000, the Company acquired 100% equitgrest in H.T.C. (B.V.l.) Corp., of which main
business activity were international holding inwesnt, and accounted for this investment by thetgqui
method. In 2011, the Company made a new investofed6$57,800 thousand in H.T.C. (B.V.l.) Corp.
The Company made a new investment of US$39,093s#muliin H.T.C. (B.V.l.) Corp in 2012. As of
September 30, 2012, the Company’s investment in.G4.TB.V.l.) Corp. amounted to US$122,145
thousand.

In January 2007, the Company acquired 100% equigrest in Communication Global Certification Inc.,
of which main business activities were telecomitigsand certification services, and accounted lfiis t
investment by the equity method.

In July 2007, the Company acquired 100% equityr@gein High Tech Computer Asia Pacific Pte. Ltd.
(“High Tech Asia”), of which main business actie#i were international holding investment, marketing
repair and after-sales services, and accountedhisrinvestment by the equity method. In 2011, the
Company increased this investment by US$393,31stiied.  The Company increased this investment by
US$115,000 thousand in 2012. As of September @02,2he Company’s investment in High Tech Asia
had amounted to US$714,534 thousand.

In July 2008, the Company acquired 100% equityrégiein HTC Investment Corporation, of which the
main business activity was general investing, fa$800,000 thousand and accounted for this investmen
by the equity method.

In December 2007, the Company and its subsidiaighh Flech Computer Asia Pacific Pte. Ltd., acquired
equity interests of 1% and 99%, respectively, in Pligh Tech Computer Indonesia, of which main
business activities were marketing, repair andrafdes services, for US$2 thousand and US$186
thousand, respectively. As a result, the Compasyatcounted for this investment by the equity oukth

In September 2009, the Company acquired 100% edptigyest in HTC | Investment Corporation, of

which the main business activity was general inmgstfor NT$295,000 thousand and has accounted for
this investment by the equity method.
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In October 2009, the Company and its subsidiarghHiech Computer Asia Pacific Pte. Ltd., acquired
equity interests of 1% and 99%, respectively in Hli@ding Cooperatief U.A, of which main business
activity were international holding investment, f&&URO0.28 thousand and EURZ27.72 thousand,
respectively. As a result, the Company has aceoufdr this investment by the equity method siree t
acquisition date.

In December 2009, the Company acquired 100% edquiyest in Huada Digital Corporation (“*Huada”), of
which main business activities were software sesjidor NT$245,000 thousand and accounted for this
investment by the equity method. In September 2ahé Company increased this investment by
NT$5,000 thousand. As of September 30, 2012, thmpgany’s investment in Huada had amounted to
NT$250,000 thousand (US$8,528 thousand). In Sd@e011, the Fair Trade Commission Executive
Yuan, R.O.C. (Taiwan) approved an investment byr@hwa Telecom Co., Ltd. (CHT) in Huada and the
registration of this investment was completed inober 2011. After CHT's investment, the Company’s
ownership percentage declined from 100% to 50%.Manch 2012, Huada held a stockholders’ meeting
and re-elected its directors and supervisors. Fesalt, the investment type was changed to jeamtwre
and the Company accounted for this investment &yetuity method.

In 2011, the Company made a new investment of US$82 thousand in HTC Investment One (BVI)
Corporation, of which main business activities waneacquisition of 100% equity interests in S3 Giep
Co., Ltd. and general investing, and accountedHisrinvestment by the equity method. The Company
increased this investment by US$20,644 thousar2Di?2. As of September 30, 2012, the Company’s
investment in HTC Investment One (BVI) Corporati@ad amounted to US$340,646 thousand.

In February 2012, the Company acquired 100% eduotgrest in FunStream Corporation, of which the
main business activity were design, research amnelolement of three-D technology, for NT$45,090
thousand (US$1,538 thousand) and accounted forikiesstment by the equity method. Because the
changes to registration of this investment hadb®s®n completed as of September 30, 2012, the amount
was temporarily accounted for under “prepaymentsoiog-term investments.”

For the nine months ended September 30, 2011 abd, 2@ins (losses) on equity-method investments
were as follows:

2011 2012
NT$ NT$ US$
(Note 3)

H.T.C. (B.V.l.) Corp. $ 11,573 $ (1,134,038) $ (38,686)
Communication Global Certification Inc. 47,378 93,157 3,178
High Tech Computer Asia Pacific Pte. Ltd. 2,058,875 2,195,872 74,910
HTC Investment Corporation 735 3,301 113
HTC I Investment Corporation 565 4,715 161
Huada Digital Corporation 690 (5,475) (187)
HTC Investment One (BVI) Corporation 9 (822,353) (28,054)
FunStream Corporation - (50) (2)

$ 2,119,825 $ 335,129 $ 11,433

The financial statements of equity-method investess been reviewed by the Company’s independent
accountants.

Under orders VI-0960034217 and VI-0960064020 isdmeéinancial Supervisory Commission under the
Executive Yuan, the Company included the accouftalloits direct and indirect subsidiaries in the
consolidated financial statements as of and fomthe months ended September 30, 2011 and 2012. Al
significant intercompany balances and transacti@ve been eliminated.
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16. PROPERTIES

Properties as of September 30, 2011 and 2012 wdmlaws:

2011 2012
Carrying Accumulated
Value Cost Depreciation Carrying Value
NT$ NT$ NT$ NT$ Us$
(Note 3)
Land $ 7,462,281 $ 7,462,489 $ - $ 7,462,489 $ 254,575
Buildings and structures 2,745,272 9,458,893 1,105,639 8,353,254 284,963
Machinery and equipment 2,438,617 8,170,236 4,903,850 3,266,386 111,430
Computer equipment 73,510 424,361 332,251 92,110 3,142
Transportation equipment 4,012 6,570 3,465 3,105 106
Furniture and fixtures 68,236 239,291 153,105 86,186 2,940
Leased assets 196 4,712 4,712 - -
Leasehold improvements 129,053 213,506 93,814 119,692 4,083
Prepayments for construction-in-progress
and equipment-in-transit 1,740,308 290,939 - 290,939 9,925

$ 14,661,485 $ 26,270,997 $ 6,596,836 $ 19,674,161 $ 671,164

In April 2011, the Company bought land with arehagproximately 49 thousand square meters adjaoent
its Taoyuan plant for NT$1,770,000 thousand, whiets based on the appraisal report, from an uncklate
party to build up a complete HTC technology par# areet the future capacity expansion requirements.
The construction of a new office building and fagtaere completed in June 2012, and a construction
amount of NT$5,615,958 thousand (US$191,583 thal)sawas transferred from prepayments for
construction in progress to buildings and strucure

There were no interests capitalized for the ninathmended September 30, 2011 and 2012, respegctivel

17. ACCRUED EXPENSES

Accrued expenses as of September 30, 2011 andva&rE2as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)

Marketing $ 30,082,647 $ 15,887,068 $ 541,971
Bonus to employees 6,218,734 5,699,212 194,423
Salaries and bonuses 6,376,083 3,612,949 123,252
Services 2,871,097 3,215,998 109,710
Research materials and molding expenses 1,701,307 1,796,065 61,271
Repairs, maintenance and sundry purchase 255,953 530,218 18,088
Import, export and freight 1,246,064 414,408 14,137
Insurance 180,522 176,774 6,030
Meals and welfare 159,858 133,071 4,540
Pension cost 106,513 109,046 3,720
Donation 480,800 - -
Others 237,905 391,104 13,342

$ 49,917,483 $ 31,965913 $ 1,090,484
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18.

The employee bonus for nine months ended Septeihe2011 and 2012 should be appropriated at 10%
and 5%, respectively, of net income before dedgcimployee bonus expenses. Accrued bonus as of
September 30, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ US$
(Note 3)

Accrued bonus to employees for current year $ 6,088,456 $ 954,640 $ 32,567
Cash bonuses approved by the stockholders for
prior years 130,278 4,744,572 161,856

$ 6,218,734 $ 5,699,212 $ 194,423

The Company accrued marketing expenses on the tfastated agreements and other factors that would
significantly affect the accruals.

In September 2009, the Company’s board of directesolved to donate to the HTC Cultural and
Educational Foundation NT$300,000 thousand, cangigif (a) the second and third floors of Taipei's

R&D headquarters, with these two floors to be batilan estimated cost of NT$217,800 thousand, land (

cash of NT$82,200 thousand. This donation excldldedand, of which the ownership remains with the
Company. In June 2012, the Company handed oveothgoing donated building to the HTC Cultural

and Educational Foundation. The actual constrocttmost was NT$218,636 thousand (US$7,459
thousand). The difference between the estimatedtagction cost and the actual construction cos wa
NT$836 thousand (US$29 thousand) and was recogrigeah adjustment on the donation to the HTC
Cultural and Educational Foundation in 2012.

Services fees accrued were mainly marketing as/itresearch and design and business consulting
services provided by related parties. These fewe walculated based on contract duration.
OTHER CURRENT LIABILITIES

Other current liabilities as of September 30, 28td 2012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Warranty provisions $ 13,115,711 $ 10,106,052 $ 344,758
Deferred credits - gain from intercompany
transactions 1,003,790 1,236,112 42,169

Provisions for contingent loss on purchase orders 3,115,779 1,015,948 34,658
Agency receipts 225,116 390,823 13,332
Other payables 497,675 379,441 12,944
Advance receipts 143,159 67,793 2,313
Others 524,561 844,979 28,825

$ 18,625,791 $ 14,041,148 $ 478,999

The Company provides warranty service for one yeatwo years depending on the contract with
customers and recognizes estimable warranty liisili

Other payables were payables for patents, mis@gls expenses on behalf of overseas sales offickes a
repair materials.
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19.

20.

Agency receipts were primarily employees’ income fasurance, royalties and overseas value-added ta

Deferred credits - gains on intercompany transastiavere unrealized profit from intercompany
downstream transactions.

The provision for contingent loss on purchase arderestimated after taking into account the effext
changes in the product market, in inventory managemand in the Company’s purchases.

PENSION PLAN

The pension plan under the Labor Pension Act (LHA") is a defined contribution plan. Based on the
LPA, the Company makes monthly contributions to leyges’ individual pension accounts at 6% of
monthly salaries and wages. Such pension costs W&$246,688 thousand and NT$311,874 thousand
(US$10,639 thousand) for the nine months endedeSur 30, 2011 and 2012, respectively.

Based on the defined benefit plan under the Laliand&rds Law (the “LSL”), pension benefits are
calculated on the basis of the length of service average monthly salaries of the six months before
retirement. The Company contributes amounts etpuél% of total monthly salaries and wages to a
pension fund administered by the pension fund mong committee. The pension fund is deposited in
the Bank of Taiwan in the committee’s name. Than@any recognized pension costs of NT$3,093
thousand and NT$2,993 thousand (US$102 thousandhdonine months ended September 30, 2011 and
2012, respectively.

STOCKHOLDERS' EQUITY
Capital Stock

The Company’s outstanding common stock as of JgniaR011 amounted to NT$8,176,532 thousand,

divided into 817,653 thousand common shares at RiD®1par value. In June 2011, the stockholders
approved the transfer of retained earnings of NB®®4 thousand and employee bonuses of NT$40,055
thousand to capital stock. Also, in December 2@14,Company retired 10,000 thousand treasury share
amounting to NT$100,000 thousand. As a result,amunt of the Company’s outstanding common

stock as of September 30, 2012 increased to NT8%32 thousand (US$290,669 thousand), divided into
852,052 thousand common shares at NT$10.00 (USH0aB4alue.

Global Depositary Receipts

In November 2003, the Company issued 14,400 thausammon shares corresponding to 3,600 thousand
units of Global Depositary Receipts (GDRs). Fois tlDR issuance, the Company’s stockholders,
including Via Technologies, Inc., also issued 18,87thousand common shares, corresponding to $,219.
thousand GDR units. Thus, the entire offering siad of 6,819.6 thousand GDR units. Taking into
account the effect of stock dividends, the GDRgeased to 9,015.1 thousand units (36,060.5 thousand
shares). The holders of these GDRs requesteddhg&hy to redeem the GDRs to get the Company’s
common shares. As of September 30, 2012, there @g166.1 thousand units of GDRs redeemed,
representing 27,064.5 thousand common shares, hendutstanding GDRs represented 8,996 thousand
common shares or 1.08% of the Company’s commoreshar

Capital Surplus

Under the Company Law, capital surplus can onlyde to offset a deficit. However, the capitaphus
from share issued in excess of par (additional-prithpital from issuance of common shares, comwers
of bonds and treasury stock transactions) and tmrgamay be capitalized, which however is limitedat
certain percentage of the Company’s paid-in capitélso, the capital surplus from long-term investits
may not be used for any purpose.
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Additional paid-in capital - issuance of sharesxeess of par

The additional paid-in capital was NT$10,777,628ugand as of January 1, 2011. In June 2011, the
bonus to employees of NT$8,491,704 thousand foD 2@4s approved in the stockholders’ meeting. Of
the approved bonus, NT$4,245,851 thousand was enfdhm of common stock, consisting of 4,006
thousand common shares at their fair value, whiehewdistributed in 2011. The difference between pa
value and fair value of NT$4,205,796 thousand veasanted for as additional paid-in capital in 2011n
December 2011, the retirement of treasury stockexha decrease of NT$173,811 thousand in additional
paid-in capital. As a result, the additional pamictapital as of September 30, 2012 was NT$14,8@9,6
thousand (US$505,215 thousand).

Treasury stock transactions and expired stock ogtio

In June 2011, the Company resolved to transfesuirgashares to employees. In 2011, the number of
shares for transfer to employees was 6,000 thousdtid5,875 thousand shares exercised. BaseHeon t
fair value at the grant date, NT$1,750,767 thousaasl accounted for as capital surplus - treasurgkst
transactions, and NT$37,503 thousand for the usesest 125 thousand shares was accounted for galcapi
surplus - expired stock options. Also, in DecemB6dl, the retirement of treasury stock caused
decreases in treasury stock transactions and exptoek options of NT$20,309 thousand and NT$435
thousand, respectively. As a result, capital sirgrom treasury stock transactions and expiredksto
options as of September 30, 2012 were NT$1,730th68sand (US$59,033 thousand) and NT$37,068
thousand (US$1,266 thousand), respectively.

The fair values at the grant date for the fifth aixth stock option buyback were NT$394.105 and
NT$210.121, respectively. These fair values westmated using the Black-Scholes option valuation
model. The inputs to the model were as follows:

5" Buyback 6™ Buyback
Assumption Exercise price (NT$) $598.83 $797.30
Expected dividend yield 3.71% 3.71%
Expected life 1.67 months 1.67 months
Expected price volatility 56.99% 56.99%
Risk-free interest rate 0.7157% 0.7157%
Fair value $394.105 $210.121

Long-term equity investments

As of January 1, 2011, the capital surplus fromgleerm equity-method investments was NT$18,411
thousand. When the Company did not subscribehiamew shares issued by an equity-method investee,
Huada Digital Corporation, in September 2011, tlhen@any’s total investment carrying value and cépita
surplus decreased by NT$374 thousand each in 2044.a result, the capital surplus from long-term
equity-method investments as of September 30, 2BE2NT$18,037 thousand (US$615 thousand).

Merger

The additional paid-in capital from a merger was$®4,710 thousand as of January 1, 2011. In
December 2011, the retirement of treasury stoclsexa decrease of NT$287 thousand in additional
paid-in capital from a merger. As a result, thditohal paid-in capital from a merger as of Sefdtem
30, 2012 was NT$24,423 thousand (US$833 thousand).
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Appropriation of Retained Earnings and Dividend Polcy

Under the Company’s Articles of Incorporation, ifet Company has earnings after the annual final
accounting, it shall be allocated in the followinigler:

a. To pay taxes.
b. To cover accumulated losses, if any.

c. To appropriate 10% legal reserve unless the kegal reserve accumulated has already reached the
amount of the Company’s authorized capital.

d. To pay remuneration to directors and superviab&3% maximum of the balance after deducting the
amounts under the above subparagraphs a. to c.

e. To pay bonus to employees at 5% minimum of #ierfze after deducting the amounts under the above
subparagraphs a. to c., or such balance plus thppuopriated retained earnings of previous years.
However, the bonus may not exceed the limits onleyse bonus distributions as set out in the
Regulations Governing the Offering and Issuanc8eafurities by Issuers. Where bonus to employees
is allocated by means of new share issuance, tipdogees to receive bonus may include employees
serving with affiliates who meet specific requirertee  Such specific requirements shall be presgribe
by the board of directors.

f. For any remainder, the board of directors shedipose allocation ratios based on the dividendtyol
set forth in the Company'’s Article and propose ttarihe shareholders’ meeting.

Legal reserve shall be appropriated until it haxined the Company’s paid-in capital. This resenasg

be used to offset a deficit. Under the revised gamy Law issued on January 4, 2012, when the legal
reserve has exceeded 25% of the Company’'s paidgpitat, the excess may be transferred to capital or
distributed in cash.

As part of a high-technology industry and as a gngwenterprise, the Company considers its operating
environment, industry developments, and long-temerésts of stockholders as well as its programs to
maintain operating efficiency and meet its captgdenditure budget and financial goals in detemgjrihe
stock or cash dividends to be paid. The Compadi/slend policy stipulates that at least 50% o&kot
dividends may be distributed as cash dividends.

The appropriations of earnings for 2010 and 20MLbeen approved in the shareholders’ meetings oa Ju
15, 2011 and June 12, 2012, respectively. Theogpiations and dividends per share were as follows:

For Year 2010 For Year 2011
Appropriation  Dividends Per Appropriation of
of Earnings Share Earnings Dividends Per Share
NT$ NT$ NT$ uss NT$ uss$
(Note 3) (Note 3)
Legal reserve $ - $ - $ 6,197,580 $ 211,424 $ - $
Special reserve 580,856 - (580,856) (19,815) -
Cash dividends 29,891,089 37.00 33,249,085 1,134,258 40.00 1.36
Stock dividends 403,934 0.50 - - - -
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The bonus to employees for 2010 and 2011 approvéldei shareholders’ meetings on June 15, 2011 and
June 12, 2012, respectively, were as follows:

Amounts
Amounts Recognized in
Approved in Respective
Shareholders’ Financial
Meetings Statements
NT$ NT$
For Year 2010 Cash $ 4,245,853
Stock 4,245,851

$ 8,491,704 $ 8,491,704

For year 2011 Cash $ 7,238,637
Stock -

$ 7238637 $ 7,238,637

Amounts
Amounts Recognized in
Approved in Respective
Shareholders’ Financial
Meetings Statements

US$ (Note 3) US$ (Note 3)

For year 2011 Cash $ 246,939
Stock -

$ 246,939 $ 246,939

The number of shares of 4,006 thousand for 2010dets mined by dividing the amount of share bonus b
the closing price (after considering the effecta$h and stock dividends) of the day immediatebgg@ding

the shareholders’ meeting. The approved amountBeobonus to employees were the same as accrual
amounts reflected in the financial statements it028nd 2011, respectively.

The employee bonus for nine months ended Septe®ther011 and 2012 should be appropriated at 10%
and 5%, respectively, of net income before dedgceimployee bonus expenses. If the actual amounts
subsequently resolved by the stockholders diffamfthe proposed amounts, the differences are redand

the year of stockholders’ resolution as a changecaounting estimate.  If bonus shares are resatveé
distributed to employees, the number of shareseterchined by dividing the amount of bonus by the
closing price (after considering the effect of casld stock dividends) of the shares of the day idiately
preceding the stockholders’ meeting.

Information about earnings appropriation and theusao employees, directors and supervisors idadlai
on the Market Observation Post System websiteeofftiwan Stock Exchange.
TREASURY STOCK

The Company resolved to transfer 6,000 thousarabsurg stocks to employees in June 2011, and the
number of shares actually transferred was 5,87%stnad.
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On July 16, 2011, the Company’s board of direcpassed a resolution to buy back 10,000 thousand and
10,000 thousand of its shares from the open mdr&etveen July 18, 2011 and August 17, 2011, and
between August 18, 2011 and September 17, 201dectigely, with the repurchase price ranging from
NT$900 to NT$1,100 per share. If the Company'sresharice was lower than this price range, the
Company planned to continue to buy back its sharése Company bought back 20,000 thousand shares
for NT$16,086,098 thousand during the repurchasegand retired 10,000 thousand shares in December
2011 and completed capital amendment registratidanuary 2012.

On December 20, 2011, the Company’s board of direqgiassed a resolution to buy back 10,000 thousand
of its shares from the open market between Dece@le2011 and February 19, 2012, with the repuechas
price ranged from NT$445 (US$15) to NT$650 (USHa) share. If the Company’s share price becomes
lower than this price range, the Company plannedaatinue to buy back its shares. The Company
bought back 6,914 thousand shares (bought backhb@@and shares in 2011 and 6,814 thousand skmares i
2012) for NT$3,750,056 thousand (US$127,929 thadjsdaoring the repurchase period. Other treasury
stock information for the nine months ended 30,12814d 2012 were as follows:

(In Thousands of Shares)

Number of Number of
Shares, Addition  Reduction Shares,
Beginning During the During the End of
Purpose of Treasury Stock of Period Period Period Period

Nine months ended September 30, 2011

To maintain the Company'’s credibility and

shareholders’ interest - 10,000 - 10,000
For transferring shares to the Company’s
employees 9,786 10,000 5,875 13,911

9,786 20,000 5,875 23,911

Nine months ended September 30, 2012

For transferring shares to the Company’s
employees 14,011 6,814 - 20,825

Based on the Securities and Exchange Act of the ,RECnumber of reacquired shares should not exceed
10% of the Company’s issued and outstanding shanekthe total purchase amount should not exceed th
sum of the retained earnings, additional paid-ipitehin excess of par, and paid-in capital resernia
addition, the Company should not pledge its tregasivares nor should exercise rights to dividends
distribution and to vote.

PERSONNEL, DEPRECIATION AND AMORTIZATION EXPENS ES

For the nine months ended September 30, 2011 &) pérsonnel expenses, depreciation and
amortization were as follows:

Function 2011 2012
NT$ NT$ US$ (Note 3
Operatin Operatin Operatin Operatin Operatin Operatin

Expense Item Q:osts ’ E?(pensegs Total Q:osts ’ E?(pensegs Total Q:osts ’ E?(pensegs Total
Personnel expenses $4,749,67812,545,043| $17,294,714| $ 3,891,155 $ 6,222,685 $10,113,840| $ 132,743| $ 212,280 $ 345,023

Salary 4,012,393 11,902,360| 15,914,753| 3,040,646 5,476,369 8,517,015 103,728 186,821 290,549

Insurance 259,101 216,907 476,014 330,434 288,370 618,804 11,273 9,837 21,110

Pension cost 110,706 139,075 249,781 129,441 185,426 314,867 4,416 6,325 10,741

Other 367,465 286,701 654,166 390,634 272,520 663,154 13,326 9,297 22,623
Depreciation 362,962 304,083 667,045 495,853 435,542 931,395 16,916 14,858 31,774
Amortization 262,288 3,108 265,396 4,108 390,067 394,175 140 13,307 13,447
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23. INCOME TAX

Income taxes payable for the nine months endede8dyatr 30, 2011 and 2012 were computed as follows:

2011 2012
NT$ NT$ US$
(Note 3)
Income before income tax $ 57,465,964 $ 16,266,706 $ 554,922
Less: Unrealized royalties 10,626,755 1,333,214 45,481
Unrealized (realized) marketing expense 14,339,794 (9,669,888) (329,878)
Unrealized (realized) warranty expense 4,058,661 (2,649,212) (90,375)
Unrealized exchange gains (495,541) (788,885) (26,912)
Gains on equity-method investment (2,119,825) (335,129) (11,433)
Unrealized (realized) contingent losses of
purchase orders 1,173,632 (1,036,932) (35,374)
Realized valuation gain on financial instrume 229,667 388,194 13,243
Unrealized bad debt expenses 368,711 716,512 24,443
Unrealized (realized) loss on decline in value of
inventory 926,136 (1,114,974) (38,036)
Realized pension cost (19,623) (16,615) (567)
Unrealized profit from intercompany
transactions 658,335 84,581 2,886
Unrealized research materials and molding
expenses 382,131 26,036 888
Unrealized sales allowance 793,634 89,325 3,047
Others (91,929) 105,412 3,596
Total income 88,296,502 3,398,345 115,931
Less: Tax-exempt income (73,521,012) (2,069,667) (70,605)
Taxable income 14,775,490 1,328,678 45,326
Tax rate 17% X 17% X 17%
Income tax payable determined pursuant to the
Income Tax Law $ 2511833 $ 225,875 $ 7,705
Alternative minimum tax $ 8,829,453 $ 340,404 $ 11,612
Add: Unappropriated earnings (additional 10%
income tax) 865,772 2,310,999 78,838
Less: Investment research and development tax
credits (865,772) (1,296,698) (44,236)
Less: Prepaid and withheld income tax (44,641) (35,789) (1,220)
Add: Prior years’ income tax payable 165,065 126,222 4,306
Income tax payable $ 8949877 $ 1,445,138 $ 49,300

As of September 30, 2011 and 2012, the amountgoilae income tax is less than the amount of basic t
the income tax payable shall include the differdmemveen the amount of regular income tax and hasic

in accordance with “Income Basic Tax Act”. As ault, the current income tax payable as of Septembe
30, 2011 and 2012 should be NT$8,829,453 thousadd\a $340,404 thousand (US$11,612 thousand),
respectively.
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In August 2012, the Legislative Yuan passed therament of Article 8 of the “Income Basic Tax Act”,
which increased alternative minimum tax rate frdfolto 12%, effective January 1, 2013. The Company
has reassessd deferred tax assets in accordamcth&vitevised article. Deductible temporary dédferes
and tax credit carryforwards that gave rise to Wetetax assets as of September 30, 2011 and 2&2as
follows:

2011 2012
NT$ NT$ US$
(Note 3)
Temporary differences
Provision for loss on decline in value of
inventory $ 741,682 $ 597,758 $ 20,392
Unrealized royalties 4,566,970 5,044,391 172,084
Unrealized marketing expenses 5,114,050 2,700,802 92,135
Unrealized warranty expenses 2,229,671 1,718,029 58,609
Capitalize expense 66,346 63,753 2,175
Unrealized bad-debt expenses 63,783 275,162 9,387
Unrealized contingent losses of purchase orders 529,682 172,711 5,892
Unrealized valuation loss on financial
instruments - 22,325 761
Unrealized research materials and molding
expenses 125,927 142,928 4,876
Unrealized sales allowance 176,797 87,059 2,970
Unrealized exchange loss - 68,450 2,335
Other 207,898 188,168 6,419
Tax credit carryforwards 3,141,446 1,666,707 56,858
Total deferred income tax assets 16,964,252 12,748,243 434,893
Less: Valuation allowance (11,039,287) (6,628,231) (226,115)
Total deferred income tax assets, net 5,924,965 6,120,012 208,778
Deferred income tax liabilities
Unrealized pension cost (30,357) (34,074) (1,162)
Unrealized exchange gain, net (32,017) - -
Unrealized valuation gain on financial
instruments (37,504) - -
Others (30,247) (112,551) (3,840)
5,794,840 5,973,387 203,776
Less: Current portion (1,748,115) (1,749,526) (59,683)
Deferred income tax assets, noncurrent $ 4,046,725 $ 4,223,861 $ 144,093

The income tax expenses for the nine months endptéfber 30, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ US$
(Note 3)
Current income tax $ 8,829,453 $ 1,354,705 $ 46,214
Less: Effect of tax law changes - (1,300,426) (44,363)
(Less) add: (Increase) decrease in deferred
income tax assets (2,449,830) 440,861 15,040
Add: Underestimation of prior years’ income tax 54,158 - -
Income tax $ 6,433,781 $ 495,140 $ 16,891
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Under the Statute for Upgrading Industries, the gamy was granted exemption from corporate income
tax for a five-year period:

The Year of

Occurrence Item Exempt from Corporate Income Tax Exemption Period
2006 Sales of wireless or smartphone which has 3G or GRSion 2006.12.20-2011.12.19
2007 Sales of wireless or smartphone which has 3G or BRSion 2007.12.20-2012.12.19
2008 Sales of wireless or smartphone which has 3.5Gtifumc 2010.01.01-2014.12.31

2009 Sales of wireless or smartphone which has 3.5Gtifm¢application for 2012.01.01-2016.12.31
exemption under review by the Ministry of Finanseod September 30,
2012)

As of September 30, 2012, detail of the tax creghityforwards was as follows:

Remaining Creditable Expiry
Laws and Statutes Tax Credit Source Total Creditable Amount Amount Year
NT$ US$ NT$ US$
(Note 3) (Note 3)

Statute for Upgrading Research and development $ 2,375,184 $ 81,027 $ 1,666,707 $ 56,858 2013
Industries expenditures

Under Article 10 of the Statute for Industrial Irmation (SlI) passed by the Legislative Yuan in Ag610,

a profit-seeking enterprise may deduct up to 15%isofesearch and development expenditures from its
income tax payable for the fiscal year in whichsthe@xpenditures are incurred, but this deductiaulgh
not exceed 30% of the income tax payable for tisaaf year. This incentive took effect from Jaryusy
2010 and is effective till December 31, 2019.

The imputation credit account (ICA) information fhve nine months ended September 30, 2011 and 2012
were as follows:

2011 2012
NT$ NT$ US$
(Note 3)
Balance of ICA $ 3,943,715 $ 5,958,011 $ 203,251
Unappropriated earnings from 1998 73,033,196 52,668,072 1,796,716
Estimated creditable ratio (including income tax
payable) 17.43% 13.82% 13.82%

When calculating the expected creditable ratidtiernine months ended September 30, 2011 and 2642,
income tax payable as of September 30, 2011 an? ®@fe included.

The Company’s income tax returns through 2009 leghlexamined by the tax authorities.

EARNINGS PER SHARE

Earnings per share (EPS) before tax and after rexcalculated by dividing net income by the weighte
average number of common shares outstanding whathdes the deduction of the effect of treasurglsto
during each year. EPS for the nine months endeteBder 30, 2011 were calculated after the average
number of shares outstanding was adjusted retvedctfor the effect of stock dividend distribution
2012.

-32-



The Accounting Research and Development Foundatiened Interpretation 2007-052 that requires
companies to recognize bonuses paid to employéestals and supervisors as compensation expenses
beginning January 1, 2008. These bonuses weré@psty recorded as appropriations from earning$. |
the Company may settle the bonus to employees &y @ashares, the Company should presume that the
entire amount of the bonus will be settled in shaned the resulting potential shares should beded in

the weighted average number of shares outstandiad in the calculation of diluted EPS, if the sbare
have a dilutive effect. The number of shares isnesed by dividing the entire amount of the bobys

the closing price of the shares at the balancet sta@e. Such dilutive effects of the potentialreBaneeds

to be included in the calculation of diluted EPSiluhe stockholders resolve the number of shaoelset
distributed to employees at their meeting in tHevdang year. The related EPS information for tliee
months ended September 30, 2011 and 2012 wad@asdol

2011
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
NT$ NT$ NT$ NTS$
Basic EPS $ 57,465,964 $ 51,032,183 847,739 $ 67.79 $ 60.20
Bonus to employees - - 9,868
Diluted EPS $ 57,465,964 $ 51,032,183 857,607 $ 67.01 $ 59.51
2012
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
NT$ NT$ NT$ NTS$
Basic EPS $ 16,266,706  $ 15,771,566 832,233 $ 19.55 $ 18.95
Bonus to employees - - 3,912
Diluted EPS $ 16,266,706 $ 15,771,566 836,145 $ 1945 $ 18.86
2012
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
uUss$ uss$ uUss$ Us$
(Note 3) (Note 3) (Note 3) (Note 3)
Basic EPS $ 554,922 $ 538,031 832,233 $ 0.67 $ 0.65
Bonus to employees - - 3,912
Diluted EPS $ 554,922 $ 538,031 836,145 $ 0.66 $ 0.64
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25. FINANCIAL INSTRUMENTS
Fair Value of Financial Instruments

a. Non-derivative financial instruments

September 30
2011 2012
Carrying Fair Carrying Fair
Amount Value Amount Value
NT$ NT$ NT$ US$ NT$ US$
(Note 3) (Note 3)
Assets
Available-for-sale financial
assets - current $ 734,698 $ 734698 $ - $ - $ - $ -
Available-for-sale financial
assets - noncurrent 406 406 183 6 183 6
Held-to-maturity financial
assets - noncurrent 205,441 204,728 202,070 6,893 202,040 6,892
Financial assets carried at
cost - noncurrent 515,861 515,861 515,861 17,598 515,861 17,598
b. Derivative financial instruments
September 30
2011 2012
Carrying Fair Carrying Fair
Amount Value Amount Value
NT$ NT$ NT$ US$ NT$ US$
(Note 3) (Note 3)
Assets
Financial assets at fair value
through profit or loss -
current $ 220,609 $ 220,609 $ - $ - $ - $ -
Liabilities
Financial liabilities at fair
value through profit or
loss - current - - 137,633 4,695 137,633 4,695
Hedging derivative
liabilities - current - - 82,213 2,805 82,213 2,805

Methods and Assumptions Used in Determining Fair Vimes of Financial Instruments

Not subject to SFAS No. 34 - “Financial Instrument®ecognition and Measurement” are cash and cash
equivalent, receivables, other current financiatets payables, accrued expenses and other current

financial liabilities, which have carrying amourttsat approximate their fair values due to theirrsho
maturities.

The financial instruments neither include otherawrent financial assets nor liabilities. The feaaues
of aforementioned financial instruments were basethe present value of future cash flows discaliate
the average interest rates for time deposits waturnties similar to those of the financial instremts.

The fair values of financial instruments at failuethrough profit or loss, available-for-sale, bied)
derivative financial instruments and held-to-mdtufinancial assets are based on quoted markeggiit
an active market, and their fair values can bealgli measured. If the securities do not have ntarke
prices, fair value is measured on the basis ohfifed or other information. The Company uses esis
and assumptions that are consistent with informatih@t market participants would use in settingiaep
for these securities with no quoted market prices.
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Financial assets carried at cost are investmentaguoted shares, which have no quoted prices actve
market and entail an unreasonably high cost toirobterifiable fair values. Therefore, no fair valis
presented.

Fair Values of Financial Instruments Based on Quotg Market Prices or Valuation Methods

Fair Values Based on Fair Values Based on
Quoted Market Prices Valuation Methods
September 30 September 30
2011 2012 2011 2012
NT$ NTS$ Uss NTS$ NTS$ Uss
(Note 3) (Note 3)

Assets
Financial assets at fair value
through profit or loss - current  $ -8 - $ - $ 220,609 $ - $ -
Available-for-sale financial
assets - current 734,698
Available-for-sale financial
assets - noncurrent 406 183 6
Held-to-maturity financial assets
- noncurrent 204,728 202,040 6,892
Financial assets carried at cost -
noncurrent - - - 515,861 515,861 17,598

Liabilities
Financial liabilities at fair value
through profit or loss - current - - - - 137,633 4,695
Hedging derivative liabilities -
current - - - - 82,213 2,805

The Company recognized unrealized gain of NT$2tBb8sand and unrealized loss of NT$4,727 thousand

(US$161 thousand) for the nine months ended Semterb, 2011 and 2012, respectively, under
stockholders’ equity for the changes in fair vabfi@vailable-for-sale financial assets.

As of September 30, 2011 and 2012, financial assqissed to fair value interest rate risk amounted

NT$205,441 thousand NT$202,070 thousand (US$6j8@3stnd) respectively; financial assets exposed to

cash flow interest rate risk amounted to NT$56,862, thousand and NT$13,938,847 thousand
(US$475,509 thousand), respectively.

Financial Risks

a. Market risk

The Company uses forward exchange contracts fayihggurposes, i.e., to reduce any adverse effect
of exchange rate fluctuations of accounts recee/phlable. The gains or losses on these contracts

almost offset the gains or losses on the hedgetsite Thus, market risk is not material.

b. Credit risk

Credit risk represents the potential loss that wdaé incurred by the Company if the counter-parties
breach contracts. In the event of counter-pafaédsg to perform their obligations under finania

assets, it will affect the extent of credit riskncentration, components of financial assets and the

amount of contracts. The counter-parties to thegoing financial instruments are reputable finahci
institutions and business organizations. Managérders not expect the Company’s exposure to
default by those parties to be material.
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26.

c. Liquidity risk

The Company’s operating funds are deemed sufficientneet the cash flow demand, therefore,
liquidity risk is not considered to be significant.

Under the regulations of the Securities and Futieseau, an entity shall disclose derivative finahc
instrument transactions the investee company ehtete. The objective of our investee companyther

derivative contracts is to hedge the foreign cuyeexchange rate fluctuation risks.

However, our

investee company’s derivative contracts did nottnike criteria for hedge accounting and thus were
classified as a financial asset or a financialiliighheld for trading. The fair values of theserivatives
were determined using valuation techniques incafouny estimates, and changes in fair value of these

derivatives were recognized directly in profit ars$ for the period.

The derivative contracts that

subsidiaries entered into are briefly disclosetbgws:

Saffron Digital Ltd.

The Company acquired Saffron in January 2011. r&afiad settled the forward exchange contract$ as o
September 30, 2011, and the realized settlemembloshese contracts was NT$1,074 thousand.

RELATED-PARTY TRANSACTIONS
The related parties were as follows:

Related Party

Relationship with the Company

Xander International Corp.

VIA Technologies, Inc.
Chander Electronics Corp.
Way-Lien Technology Co., Ltd
Faith Hope & Love Limited

Wozai Information Technology (Beijing), LLC

Openmoko, Inc.
VIA Telecom Company Limited

H.T.C. (B.V.l) Corp.

Communication Global Certification Inc.
High Tech Computer Asia Pacific Pte. Ltd.
HTC Investment Corporation

HTC I Investment Corporation

High Tech Computer Corp. (Suzhou)
Exedea Inc.

High Tech Computer (H.K.) Limited

HTC (Australia and New Zealand) PTY. Ltd.

HTC Philippines Corporation

PT. High Tech Computer Indonesia
HTC (Thailand) Limited

HTC India Private Limited

HTC Malaysia Sdn. Bhd.

Chairperson is an immediate relative of the Comfgany
chairperson

Same chairperson

Same chairperson

Significant stockholder of the Company

Its significant stockholder in substance is the @any’s
chairperson

Its significant stockholder in substance is the @any’s
chairperson

Its significant stockholder in substance is the @any’s
chairperson

Its significant stockholder in substance is the @any’s
chairperson

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary of H.T.C. (B.V.l.) Corp.

Subsidiary of H.T.C. (B.V.l.) Corp.

Subsidiary of High Tech Computer Asia Pacific Pitl.

Subsidiary of High Tech Computer Asia Pacific Rtel.

Subsidiary of High Tech Computer Asia Pacific Rtel.

Subsidiary of High Tech Computer Asia Pacific Pitl.

Subsidiary of High Tech Computer Asia Pacific Rtel.

Subsidiary of High Tech Computer Asia Pacific Rtel.

Subsidiary of High Tech Computer Asia Pacific Pitl.

(Continued)
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Related Party

Relationship with the Company

HTC Innovation Limited

HTC Communication Co., Ltd.

HTC HK, Limited

HTC Holding Cooperatief U.A.

HTC Corporation (Shanghai WGQ)

HTC Electronics (Shanghai) Co., Ltd.

HTC Netherlands B.V.

HTC EUROPE CO., LTD.

HTC BRASIL

HTC Belgium BVBA/SPRL

HTC NIPPON Corporation

HTC FRANCE CORPORATION

HTC South Eastern Europe Limited liability
Company

HTC Nordic ApS.

HTC Italia SRL

HTC Germany GmbH.

HTC Iberia S.L.

HTC Poland sp. z 0.0.

Saffron Media Group Ltd.

HTC America Holding Inc.

ABAXIA SAS

HTC America Inc.

One & Company Design Inc.

HTC America Innovation Inc.

HTC BLR

Saffron Digital Ltd.

Saffron Digital Inc.

HTC Communication Canada, Ltd.

HTC Luxembourg S.a.r.l.

HTC America Content Services, Inc.

HTC Norway AS

HTC Russia LLC

HTC Communication Sweden AB

Dashwire, Inc.

HTC Investment One (BVI) Corp.

Inquisitive Minds, Inc.

Beats Electronics, LLC

HTC Communication Technologies (SH)
FunStream Corporation

HTC Middle East FZ-LLC

Yoda Co., Ltd.

Employees’ Welfare Committee

HTC Cultural and Educational Foundation

Subsidiary of High Tech Computer Asia Pacific Rtel.
Subsidiary of High Tech Computer Asia Pacific Rtel.
Subsidiary of High Tech Computer Asia Pacific Pitl.
Subsidiary of High Tech Computer Asia Pacific Rtel.
Subsidiary of HTC HK, Limited.

Subsidiary of HTC HK, Limited.

Subsidiary of HTC Holding Cooperatief U.A.
Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC EUROPE CO., LTD.

Subsidiary of HTC France Corporation

Subsidiary of HTC America Holding Inc.

Subsidiary of HTC America Holding Inc.

Subsidiary of HTC America Holding, Inc.

Subsidiary of ABAXIA SAS

Subsidiary of Saffron Media Group Ltd.

Subsidiary of Saffron Media Group Ltd.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC Netherlands B.V.

Subsidiary of HTC America Holding Inc.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC America Holding Inc.

Subsidiary

Subsidiary of HTC America Holding Inc.

Investment received in October 2011. The Company
has lost control of the subsidiary since August201
due to the partial disposal of its shares, andauea
for the investment by equity method.

Subsidiary of High Tech Computer Asia Pacific Rtel.

Subsidiary

Subsidiary of HTC. Netherlands B.V.

Subsidiary of HTC | Investment Corporation

Employees’ Welfare Committee of the Company

A nonprofit organization with over one third of ttstal
funds donated by the Company

(Concluded)
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Major transactions with related parties are sumzedrbelow:

Purchases of Inventories and Services

Nine Months Ended September 30

2011 2012
% to Total % to Total
Net Net
Related Party Amount Purchases Amount Purchases
NT$ NT$ UsS$
(Note 3)
HTC Electronics (Shanghai) Co.,

Ltd. $ 450,235 - $ 1,528,351 $ 52,138 1
VIA Telecom Company Limited - - 4,961 169 -
Chander Electronics Corp. 172,540 - - - -

$ 622,775 - $ 1,533,312 $ 52307 1
Terms of payment and purchasing prices for bothtedland third parties were similar.
Sales and Services Provided
Nine Months Ended September 30
2011 2012
% to Total % to Total
Related Party Amount Revenues Amount Revenues
NT$ NT$ uUss$
(Note 3)
HTC America Inc. $ 171,224,834 48 $ 41,637,347 $1,420,416 19
HTC Communication Co., Ltd. 12,531,135 4 33,508,447 1,143,106 16
Faith Hope & Love Limited - - 2,236,688 76,302 1
HTC NIPPON Corporation - - 1,282,172 43,740 1
HTC Employees’ Welfare
Committee 52,510 - 219,853 7,500 -
Others 20,309 - 105,089 3,585 -
$ 183,828,788 52 $ 78,989,596 $ 2,694,649 37

The selling prices for products sold to relatediparwere similar to those sold to third parties;ept for
HTC America Inc., HTC Communication Co., Ltd., HEnployees’ Welfare Committee, Faith Hope &
Love Limited and HTC NIPPON Corporation. The colien terms for products sold to related parties

were similar to those for sales to third partiesept HTC America Inc.

Accounts Receivable

September 30
2011 2012
% to Total % to Total
Accounts Accounts
Related Party Amount Receivable Amount Receivable
NT$ NT$ Uss
(Note 3)

HTC America Inc. $ 40,498,910 50 $ 16,255,266 $ 554,532 36
HTC Communication Co., Ltd. 4,112,797 5 6,974,629 237,932 15
HTC NIPPON Corporation - 1,099,646 37,513 2
Faith Hope & Love Limited - - 219,851 7,500 1
Others 73,452 - 51,583 1,760 -
$ 44,685,159 _55 $ 24,600,975 $ 839,237 _54
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Accounts Payable

September 30
2011 2012
% to Total % to Total
Accounts Accounts
Related Party Amount Payable Amount Payable
NT$ NT$ US$
(Note 3)
HTC Electronics (Shanghai) Co.,

Ltd. $ 3,487,341 4 $ 3,964,956 $ 135,260 6
VIA Telecom Company Limited - - 4,924 168 -
Chander Electronics Corp. 25,262 - - - -

$ 3,512,603 4 $ 3,969,880 $ 135,428 6
Other Receivable
September 30
2011 2012
% to Total % to Total
Other Other
Related Party Amount Receivable Amount Receivable
NT$ NT$ US$
(Note 3)
Beats Electronics, LLC $ - - $ 6,619,951 $ 225,833 89
HTC Innovation Limited - - 38,653 1,319 -
HTC America Inc. 29,558 2 19,254 657 -
Others 2,280 - 120 4 -
$ 31,838 2 $ 6,677,978 $ 227813 89

For details of other receivable from Beats Eledat®n_LC, please refer to Loan section of Note 26.

Prepaid Expenses

September 30
2011 2012
% to Total % to Total
Related Party Amount Prepayment Amount Prepayment
NT$ NTS$ uUss$
(Note 3)
HTC Communication

Technologies (SH) $ - - $ 92,990 $ 3,172 2
HTC America Innovation Inc. 243,884 4 - - -
HTC India Private Limited 57,802 1 - - -
Others 29,638 - - - -
$ 331,324 _5 $ 92,990 $ 3,172 _ 2
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Accrued Expenses

September 30
2011 2012
% to Total % to Total
Accrued Accrued
Related Party Amount Expenses Amount Expenses
NT$ NT$ UsS$
(Note 3)
HTC EUROPE CO., LTD. $ 768,689 2 $ 627,173 $ 21,395 2
HTC America Innovation Inc. 249,539 1 164,311 5,605 1
Communication Global Certification

Inc. 54,796 - 97,607 3,330 1
Saffron Digital Ltd. 75,829 - 91,395 3,118 1
HTC HK, Limited 398,021 1 87,836 2,997 -
High Tech Computer Asia Pacific

Pte. Ltd. 464,053 1 78,548 2,680 -
Abaxia SAS 27,297 - 60,481 2,063 -
HTC (Australia and New Zealand)

PTY. Ltd. 173,921 - 53,330 1,819 -
HTC Communication Canada, Ltd. 8 - 51,866 1,769 -
HTC Belgium BVBA/SPRL 88,007 - 47,120 1,607 -
HTC Germany GmbH. 32,019 - 46,133 1,574 -
HTC (Thailand) Limited 115,692 - 37,735 1,287 -
PT. High Tech Computer Indonesia - - 35,828 1,222 -
HTC Brasil 64,134 - 32,921 1,123 -
HTC FRANCE CORPORATION 20,449 - 30,744 1,049 -
HTC Nordic ApS. 41,212 - 30,480 1,040 -
HTC India Private Limited 284,905 1 698 24 -
HTC NIPPON Corporation 44,539 - - - -
HTC Cultural and Educational

Foundation 217,800 1 - - -
Others 140,690 - 103,590 3,534 -

$ 3,261,600 7 $ 1,677,796 $ 57,236 __5
Other Payables to Related Parties
September 30
2011 2012
% to Total % to Total
Other Other
Related Party Amount Payables Amount Payables
NT$ NTS$ Uss
(Note 3)
HTC EUROPE CO., LTD. $ 32,812 7 $ 55,822 $ 1,904 15
HTC America Inc. 91,488 18 38,853 1,325 10
HTC Corporation (Shanghai WGQ) 33,850 7 20,820 710 6
HTC Innovation Limited 31,931 6 20,678 706 5
High Tech Computer Asia Pacific

Pte. Ltd. 53,209 11 8,620 294 2
One & Company Design, Inc. 13,824 3 - - -
Others 11,920 2 17,295 590 _ 5

$ 269,034 54 $ 162,088 $ 5,529 _ 43
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Outsourcing Expenses

Nine Months Ended September 30

2011 2012

% to Total % to Total
QOutsourcing Qutsourcing

Related Party Amount Expenses Amount Expenses

NT$ NT$ UsS$
(Note 3)
HTC Electronics (Shanghai) Co.,
Ltd. $ 18,600,137 __99 $ 11,231,099 $ 383,137 __99

Outsourcing expenses were calculated based ongsiagerate and the payment terms were similardseth
paid to third parties.

Warranty Expenses

Nine Months Ended September 30

2011 2012
% to % to
Warranty Warranty
Related Party Amount Expenses Amount Expenses
NT$ NT$ uUss$
(Note 3)

HTC Corporation (Shanghai WGQ) $ 139,431 2 $ 204,701  $ 6,983 3
High Tech Computer Asia Pacific

Pte. Ltd. 51,807 - 71,387 2,435 1
HTC EUROPE CO., LTD. 244,346 2 63,997 2,183 1
HTC HK, Limited 4,444 - 26,760 913 -
HTC BRASIL 21,885 - 17,462 596 -
HTC (Australia and New Zealand)

PTY. Ltd. 7,789 - 10,307 352 -
High Tech Computer (H.K.) Limited 10,210 - - - -
Others 10,036 - 23,583 804 -

$ 489,948 4 $ 418,197 $ 14,266 __ 5

Warranty expense resulted from authorizing the alrelated parties to provide after-sales servickthe
amount was calculated based on the actual repaittigjes during warranty period.

Commission Expenses

Nine Months Ended September 30

2011 2012
% to Total % to Total
Commission Commission
Related Party Amount Expenses Amount Expenses
NT$ NT$ uss$
(Note 3)
HTC EUROPE CO., LTD. $ 4,347,025 78 $ 3,328,012 $ 113,532 74
HTC Belgium BVBA/SPRL 382,876 7 374,236 12,766 8
HTC Germany GmbH. 207,416 4 179,563 6,126 4
HTC FRANCE CORPORATION 140,408 3 169,527 5,783 4
HTC Nordic ApS. 209,508 4 147,113 5,019 3
HTC Italia SRL - - 70,168 2,394 2
HTC Netherlands B.V. 73,303 1 69,965 2,387 2
HTC Iberia S.L. 86,524 2 66,545 2,270 1
Others 73917 _ 1 88,602 3,022 _ 2
$ 5,520,977 100 $ 4,493,731 $ 153,299 _ 100
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Commission expenses resulted from authorizing #lated parties to expand business overseas and
accounted as commission expense based on theienatu

Service and Marketing Fees

Nine Months Ended September 30

2011 2012
% to Total % to Total
Service and Service and
Marketing Marketing
Related Party Amount Fees Amount Fees
NT$ NTS$ Us$
(Note 3)
HTC America Innovation Inc. $ 1,370,686 9 $ 1,380,591 $ 47,097 8
High Tech Computer Asia Pacific
Pte. Ltd. 808,049 4 719,369 24,541 4
HTC (Australia and New Zealand)
PTY. Ltd. 514,361 3 685,220 23,376 4
HTC Communication Technologies
(SH) - - 527,490 17,995 3
HTC India Private Limited 365,366 2 344,758 11,761 2
HTC HK, Limited 498,428 3 262,410 8,952 2
Communication Global Certification
Inc. 171,502 1 251,789 8,590 1
ABAXIA SAS 200,845 1 236,025 8,052 1
Saffron Digital Ltd. 218,682 1 234,101 7,986 1
HTC Communication Canada, Ltd. 8 - 211,988 7,232 1
PT. High Tech Computer Indonesia - - 180,128 6,145 1
HTC NIPPON Corporation 125,683 - 168,177 5,737 1
One & Company Design, Inc. 232,046 1 162,317 5,537 1
HTC Malaysia Sdn. Bhd. 165,840 1 114,101 3,892 1
HTC (Thailand) Ltd. 161,220 1 98,224 3,351 1
HTC BRASIL 197,063 1 95,987 3,273 1
HTC Innovation Limited 289,718 2 19,493 665 -
High Tech Computer (H.K.) Limited 70,068 - - - -
Others 22,792 - 9,747 333 -
$ 5412357 _ 30 $ 5,701,915 $ 194,515 _ 33

Service and market fees resulted from authoriziregrelated parties to expand business oversedgngdes
research and development support and consultivcesr These fees were calculated based on contrac
duration.

Leasing - Lessee

Operating expenses - rental expenses

Nine Months Ended September 30

2011 2012
% to Total % to Total
Rental Rental
Related Party Amount Expenses Amount Expenses
NT$ NT$ Uss
(Note 3)
VIA Technologies Inc. $ 3,906 3 $ 3,906 $ 133 5

The Company leased staff dormitory owned by VIA fAremogies, Inc. at operating lease agreements.
The term of the lease agreement is from April 2@lRlarch 2015 and the rental payment was determined
at the prevailing rates in the surrounding area.
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Donation

Nine Months Ended September 30

2011 2012
% to Total % to Total
Related Party Amount Donation Amount Donation
NTS$ NTS$ Uss
(Note 3)
HTC Cultural and Educational
Foundation $ - - $ 836 $ 29 _ 14

Note 17 has more information about HTC Cultural BEddcational Foundation.
Trademark and Technology License Agreement

Beats Electronics, LLC

In order to enhance the product diversity, the Camypentered into a trademark and technology license
agreement with Beats Electronics, LLC. The agregnmeok effect in August 2011 and will end in
December 2016. The royalty expense for nine moetided September 30, 2012 was NT$193,492
thousand (US$6,601 thousand). As of Septembef@02, there was NT$41,568 thousand (US$1,418
thousand) unpaid.

Dashwire, Inc.

In order to enhance the product diversity, the Camypentered into a technology license agreemetft wit
Dashwire, Inc. The agreement took effect in Jan@@d 2 and will end in December 2012. The royalty
expense for nine months ended September 30, 20$2\N\W&7,077 thousand (US$241 thousand). The
royalty prepayment for nine months ended Septen3fier2012 was NT$22,291 thousand (US$760
thousand).

Openmoko, Inc.

The Company entered into a platform technologynseeagreement with Openmoko, Inc. The agreement
took effect in April 2012 and will end in March 201 The royalty expense for nine months ended
September 30, 2012 was NT$2,136 thousand (US$ 13 amal).

Property Transaction

For the nine months ended September 30, 2011 ah?i 20e Company bought the auxiliary facilities of
buildings from Chander Electronics Corp. for NT&5%nd NT$55,891 thousand (US$1,907 thousand),
respectively.

Patent Litigation

Note 30 has more information.
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27.

28.

29.

Loan

On July 19, 2012, the Company’s board of direcfmssed a resolution to offer US$225,000 thousand
short-term loan to Beats Electronics, LLC to supploe transition of Beats into a product companyhis
loan was secured by all the assets of Beats. Taammust be repaid in full no later than one yieam
signing date of loan agreement and the repaymenbeanade in full at anytime during the term of ltren

or at the repayment date. The calculation of @dkis based on LIBOR plus 1.5%, 3.5%, 5.5% an®o7.5
for the first quarter to the fourth quarter, regpety. The loan details were as follows:

Nine Months Ended September 30, 20:

Maximum Ending Interest
Name of Counterparty Account Balance Balance Interest Rate Revenue
Beats Electronics, LL Otherreceivabli $ 6,595,53 $ 6,595,631 1.94669-1.9551% $ 24,41
(US$ 225,000) (US$ 225,000) (Uss 833)

PLEDGED ASSETS

In order to protect the rights and interests ofertsployees, the Company appropriated, in respetteof
accrued employee bonus recognized, NT$3,645,820s¢#ml (US$124,373 thousand) in September 2012
to establish a trust account. The trust accouhictwis under Restricted Assets - Current, amoutded
NT$3,645,820 thousand (US$124,373 thousand) asmesber 30, 2012. As of September 30, 2011 the
Company had provided time deposits of NT$63,90Qushad to the National Tax Administration of
Northern Taiwan Province as part of the requiresémt the Company to get a certificate stating thiaad

no pending income tax.

COMMITMENTS AND CONTINGENCIES

As of September 30, 2012, unused letters of ceaddunted to US$666 thousand and EUR206 thousand.

SIGNIFICANT CONTRACTS

Patent Agreements

The Company specializes in research, design, matwéaand sales of smart handheld devices. To
enhance the quality of its products and manufaujureéchnologies, the Company has patent agreeragnts

follows:

Contractor Contract Term Description

Microsoft February 1, 2009 - March 31, 2015 Authorization to use embedded
operating system; royalty
payment based on agreement.

Qualcomm Incorporated December 20, 2000 to the following datesAuthorization to use CDMA
technology to manufacture and
a. If the Company materially breaches sell units; royalty payment bas
any covenant and fails to take remedial on agreement.
action within 30 days after
Qualcomm'’s issuance of a written
notice, the Company will be prohibited
from using Qualcomm’s property or
patents.
(Continued)
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Contractor Contract Term Description

b. Any time when the Company is not
using any of Qualcomm'’s intellectual
property, the Company may terminate
this agreement upon 60 days’ prior
written notice to Qualcomm.

Telefonaktiebolaget LM December 15, 2008 - December 14, 2013Authorization to use platform

Ericsson patent license agreement;
royalty payment based on
agreement.

Nokia Corporation January 1, 2003 - December 31, 2016  Authorization to use wireless

technology, like GSM; royalty
payment based on agreement.

InterDigital Technology December 31, 2003 to the expiry dates ofAuthorization to use TDMA and
Corporation. these patents in the agreement. CDMA technology; royalty
payment based on agreement.

KONINKLIJKE January 5, 2004 to the expiry dates of the&SM/DCS 1800/1900 Patent
PHILIPS patents in the agreement. License; royalty payment based
ELECTRONICS N.V. on agreement.

MOTOROLA, INC. December 23, 2003 to the latest of the TDMA, NARROWBAND

following dates: CDMA, WIDEBAND CDMA
or TD/CDMA Standards patent
a. Expiry dates of patents in the license or technology; royalty
agreement. payment based on agreement.

b. Any time when the Company is hot
using any of Motorola’s intellectual

property.

ALCATEL LUCENT November 2009 - November 2012 Authorization to use 2G
(GSM/GPRS/EDGE/CDMA),
3G (CDMA2000/WCDMA),
HTML, MPEG, AMR patent
license or technology; royalty
payment based on agreement.

Siemens July 2004 to the expiry dates of these  Authorization to use GSM, GPRS

Aktiengesellschaft patents in the agreement. or EDGE patent license or
technology; royalty payment
based on agreement.

IV International November 2010 - June 2020 Authorization to use wireless

Licensing technology; royalty payment
Netherlands, B.V based on agreement.

(Concluded)
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30. OTHER EVENTS

Lawsuit

a.

In April 2008, IPCom GMBH & CO., KG (“IPCom”)l&d a multi-claim lawsuit against the Company
with the District Court of Mannheim, Germany, allegythat the Company infringed IPCom’s patents.
In November 2008, the Company filed declaratorygjudnt action for non-infringement and invalidity
against three of IPCom’s patents with the Washm@ourt, District of Columbia.

In October 2010, IPCom filed a new complaint agathe Company alleging patent infringement of
patent owned by IPCom in District Court of DusseldGermany.

In June 2011, IPCom filed a new complaint agaimst@ompany alleging patent infringement of patent
owned by IPCom with the High Court in London, thaitdd Kingdom. In September 2011, the
Company filed declaratory judgment action for nofrfingement and invalidity in Milan, Italy. Legal
proceedings in above-mentioned courts in Germarlythe United Kingdom are still ongoing. The
Company evaluated the lawsuits and consideredskef patents-in-suits are low. Also, preliminary
injunction and summary judgment against the Comgaaywery unlikely.

In March 2012, Washington Court granted on the Gomgis summary judgment motion and ruled on
non-infringement of two of patents-in-suit (the @tlpatent is still reviewed by the court.)

As of October 26, 2012, the date of the accompaniidependent accountants’ review report, there
had been no critical hearing nor had a court deciseen made, except for the above.

In March 2010, Apple Inc. (“Apple”) filed a lawi against the Company, H.T.C. (B.V.l.) Corp., HTC
America Inc. and Exedea Inc. (“the Company”) coneatly with the U.S. International Trade
Commission (“ITC”) and U.S. District Court in Delave (“Delaware court”), alleging that the
Company infringed its patents. Apple requested H@ Delaware court to prevent the Company
from importing and selling devices in the Unitedi8s and damage compensation, respectively. The
Company subsequently filed ITC investigation arddficounterclaim with Delaware court against
Apple for patent infringements. The Company retpae$TC and Delaware court to prevent Apple
from importing and selling devices in the Unitedt8s and damage compensation, respectively.

In December 2011, the Company received the noticd @ committee’s final determination in the
Apple vs. HTC case, (ITC No. 337-TA-710). Applagimally asserted 10 of its patents against the
Company in March 2010, and the ITC Committee ruleak the Company infringed on 1 patent.
Apple has appealed and the Company is implementoriaround into new products, so business is
not affected in the US. As for the investigatioled by the Company against Apple (ITC No.
337-TA-721) on October 17, 2011, the ITC judge éskhis initial determination and ruled that Apple
does not infringe the 4 asserted patents ownetidoZompany.

In November 2011, the Company acquired the busiogesation and ownership of patent portfolio of
S3 Graphics Co., Ltd. (“S3 Graphics”). In July 20RApple filed another ITC investigation and a
companion district court case in Delaware agaimstGompany alleging patent infringement (ITC No.
337-TA-797). In August 2011, the Company filed threo ITC investigation and a companion district
court case in Delaware against Apple alleging patefiingement (ITC No. 337-TA-808) against

Apple. On September 22, 2011, S3 Graphics fileatrer ITC investigation (ITC No. 337-TA-813)

and a companion district court case in Delawardgnagapple alleging infringement of its patents.
Regarding the patents asserted in ITC No. 337-Té&-8pple filed an antitrust lawsuit in the United
States District Court for the Eastern District afgihia in June 2012. This case has been tramsferr
to Delaware court in August 2012.

As of October 26, 2012, the date of the accompanindependent accountants’ review report, there
had been no critical hearing nor had a court deciseen made, except for the above.
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In January 2012, Eastman Kodak (“Kodak”) filethessuit against the Company, HTC America Inc.

and Exedea Inc. (“the Company”) concurrently with tTC and U.S. District Court of Western District

of New York (“New York court”), alleging that thedthpany infringed its patents. Kodak requested
ITC and New York court to prevent the Company frexporting to and selling in United States devices
made using Kodak’s patents and damage compensatispectively. The Company evaluated that
there is no direct relation between the associggthology used in the Company’s devices and patent
claimed by Kodak. The Company believes the lawdugive limited impact on its financial results or

sales activities.

As of October 26, 2012, the date of the accompaniidependent accountants’ review report, there
had been no critical hearing nor had a court deciseen made, except for the above.

In May 2012, Nokia Corporation (“Nokia") filed lawsuit against the Company, HTC America, Inc.

and Exedea, Inc. (“the Company”) concurrently witd ITC, Delaware court and the District Courts of

Mannheim, Munich and Dusseldorf in Germany (“Gerntaurts”), alleging that these companies

infringed its patents. Nokia requested ITC to préavthe Company from exporting to and selling in

United States devices made using Nokia’'s paterdsequested Delaware court and German courts to
grant damage compensation upon Nokia. The Compalngequently filed revocation actions against

Nokia's asserted patents in London High Court. Twwmpany evaluated that there is no direct

relation between the associated technology usettdnCompany’s devices and patents claimed by
Nokia. The Company believes the lawsuits havetdichimpact on its financial results or sales

activities.

As of October 26, 2012, the date of the accompanindependent accountants’ review report, there
had been no critical hearing nor had a court deciseen made, except for the above.

The Company had shared lawsuit-related costshenbasis of common benefits and agreements
between the Company and its vendors and customéi®. the nine months ended September 30, 2011
and 2012, companies that the Company shared lavedaied costs with included VIA Technologies
Inc. and its subsidiaries.

On the basis of its past experience and cortBuigawith its legal counsel, the Company has etal
the possible effects of the above lawsuits on itsiness and financial condition, and recognized its
estimable cost.

The significant financial assets and liabilitiesdminated in foreign currencies were as follows:

September 30
2011 2012
Foreign Foreign
Currencies  Exchange Rate Currencies Exchange Rate

Financial assets

Monetary items

uUsD $ 3,381,450 30.49 $ 2,591,486 29.31
EUR 578,747 41.24 259,794 37.91
GBP 72,651 47.48 36,867 47.61
JPY 162,167 0.3975 3,394,329 0.3779
RMB 80 4.77 708,141 4.65

Investments accounted for by the

equity method

uSD 99,518 30.49 408,038 29.31
SGD 557,609 23.52 1,180,876 23.93
(Continued)
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September 30
2011 2012
Foreign Foreign
Currencies  Exchange Rate Currencies Exchange Rate

Financial liabilities

Monetary items

USD $ 3,511,368 30.49 $ 2,933,515 29.31
EUR 604,038 41.24 281,448 37.91
GBP 68,196 47.48 46,105 47.61
JPY 468,168 0.3975 10,376,382 0.3779
RMB 102,623 4.77 1,183,650 4.65
(Concluded)

31. SEGMENT DISCLOSURES

The Company has provided the operating segmertsise in the consolidated financial statements.
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