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INDEPENDENT ACCOUNTANTS’ REVIEW REPORT

The Board of Directors and Stockholders
HTC Corporation

We have reviewed the accompanying consolidatednbalesheets of HTC Corporation and subsidiaries
(collectively, the “Company”) as of September 3012 and 2012, and the related consolidated statsnoén
income and cash flows for the nine months then @énddl expressed in New Taiwan dollars. These
consolidated financial statements are the respitibsibf the Company’s management. Our respornigybis

to issue a report on these financial statementsdoais our reviews.

We conducted our reviews in accordance with thée8tant 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. reiew consists principally of applying analytical
procedures to financial data and of making ingeidépersons responsible for financial and accagntatters.

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

in the Republic of China, the objective of whichti® expression of an opinion regarding the codatdid
financial statements taken as a whole. Accordingydo not express such an opinion.

Based on our reviews, we are not aware of any mataeodifications that should be made to the cadsted
financial statements referred to above for thembéoin conformity with the Guidelines Governing the
Preparation of Financial Reports by Securities dssuthe order VI-0960064020 issued by Financial
Supervisory Commission under the Executive Yuaroa®November 15, 2007, and accounting principles
generally accepted in the Republic of China.

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

October 26, 2012
Notice to Readers

The accompanying consolidated financial statemangsintended only to present the consolidated fren
position, results of operations and cash flowsénadance with accounting principles and practigeserally

accepted in the Republic of China and not thosangf other jurisdictions. The standards, procedusied

practices to review such consolidated financialtestagents are those generally accepted and appliethén
Republic of China.

For the convenience of readers, the independerdwatants’ review report and the accompanying cddatéd
financial statements have been translated into Ehdglom the original Chinese version prepared aseéd in
the Republic of China. If there is any conflictviseen the English version and the original Chinesesion or
any difference in the interpretation of the twosiens, the Chinese-language independent accouhtaview
report and consolidated financial statements shm#tvail. Also, as stated in Note 2 to the conswéd
financial statements, the additional footnote disdares that are not required under generally acedpt
accounting principles were not translated into Esigl



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED 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 24)
Available-for-sale financial assets - current (do2eand 7)
Accounts receivable, net (Notes 2, 9 and 25)
Restricted assets - current (Note 26)
Other receivables - related parties (Note 25)
Other current financial assets (Note 10)
Inventories (Notes 2 and 11)
Prepayments (Notes 12 and 25)
Deferred income tax assets (Notes 2 and 22)
Other current assets

Total current assets

LONG-TERM INVESTMENTS
Available-for-sale financial assets - noncurrentt@ 2 and 7)
Held-to-maturity financial assets - noncurrent @2 and 13)
Financial assets carried at cost - noncurrent @\dtend 14)
Investments accounted for by the equity methodé€bl@tand 15)

Total long-term investments

PROPERTIES (Notes 2, 16 and 25)
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 eqefijpfim-transit

Properties, net

INTANGIBLE ASSETS (Notes 2 and 17)
Patents
Goodwill
Deferred pension cost
Other intangible assets

Total intangible assets

OTHER ASSETS
Refundable deposits
Deferred charges (Note 2)
Long-term receivable (Note 14)
Deferred income tax assets (Notes 2 and 22)
Restricted assets - noncurrent (Note 26)
Others (Notes 2 and 12)

Total other assets

TOTAL

The accompanying notes are an integral part ofdneolidated financial statements.

2011

NT$

$ 104,820,790

220,609
734,698
74,371,757

143
2,023,451
31,865,411
6,340,130
2,436,806
1,126,671

223,940,466

406
205,441
3,061,328
76,214

3,343,389

7,616,575
5,652,625
10,289,188
172,632
669,422
7,735
333,192
5,939
439,383
25,186,691
(6,852,984)
2,020,065

20,353,772
2,135,822
1,851,632

416
636,463
4,624,333
159,789
556,417
4,104,499
71,095
6,275,990
11,167,790

$ 263,429,750

NT$
$ 50,516,048

50,520
40,798,544
3,645,820
6,619,951
1,090,580
21,396,402
5,741,555
4,080,578
674,769

134,614,767

183
202,070
3,962,435
5,663,059

9,827,747

7,617,206
11,731,796
12,634,332

865,386
7,695
464,880
6,754
535,846
33,863,895
(8,681,242)
358,678

25,541,331

9,661,596

1,594,872
342
862,122

12,118,932

185,409
960,736
4,397,025
4,335,863
4,507
10,003,493

19,887,033

$ 201,989,810

US$ (Note 3)
$ 1,723,303

1,724
1,391,800
124,373
225,833
37,204
729,916
195,867
139,205
23,019

4,592,244

6

6,893
135,174
193,190

335,263

259,853
400,218
431,007

29,522
263
15,859
230
18,280
1,155,232
(296,152)

12,236

871,316

329,596
54,407
12
29,410

413,425

6,325
32,775
150,000
147,914
154
341,259

678,427

$ 6,890,675

LIABILITIES AND STOCKHOLDERS’ EQUITY

CURRENT LIABILITIES

Financial liabilities at fair valtieough profit or loss (Notes 2, 6 and 24)
Hedging derivative liabilities - current (Notes&®and 24)
Notes and accounts payable (Note 25)

Income tax payable (Notes 2 and 22)

Accrued expenses (Notes 18 and 25)

Payable for purchase of equipment

Other current liabilities (Notes 2,afl 25)

Total current liabilities

OTHER LIABILITIES
Guarantee deposits received

Total liabilities

EQUITY ATTRIBUTABLE TO STOCKHOLDERS OF PARENT (Ne 20)
Capital stock - NT$10.00 par value
Authorized: 1,000,000 thousand shares
Issued and outstanding: 862,052 thausiaares in 2011 and 852,052
thousand shares in 2012
Common stock
Capital surplus
Additional paid-in capital - issuance of slsaireexcess 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 (Note 2)
Net loss not recognized as pension cost
Unrealized gain (loss) on finanaiatiuments (Notes 2 and 24)
Treasury stock (Notes 2 and 21)

Total stockholders' equity

TOTAL

2011 2012
NT$ NT$ USS$ (Note 3)
$ - $ 137,633 $ 4,695
- 82,213 2,805
88,648,926 64,776,187 2,209,773
10,019,091 3,895,103 132,877
53,357,461 37,274,487 1,271,581
1,043,469 1,795,161 61,240
19,510,971 14,767,264 503,770
172,579,918 122,728,048 4,186,741
37,000 122,830 4,190
172,616,918 122,850,878 4,190,931
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
$ 263,429,750 $ 201,989,810 $ 6,890,675



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME

NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012

(In Thousands, Except Earnings Per Share)

(Reviewed, Not Audited)

REVENUES (Notes 2 and 25)
Sales
Sales returns and allowances
Net sales
Other operating revenues

Total revenues
COST OF REVENUES (Notes 11 and 25)
GROSS PROFIT
OPERATING EXPENSES (Notes 25)
Selling and marketing
General and administrative
Research and development
Total operating expenses

OPERATING INCOME

NONOPERATING INCOME AND GAINS
Interest income (Note 25)

Gain 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)
Other

Total nonoperating income and gains

NONOPERATING EXPENSES AND LOSSES

Interest expense
Losses on disposal of properties

Loss on sale of investments, net (Notes 2 and 15)

Impairment losses (Notes 2, 14 and 17)

Valuation loss on financial instruments, net (N&es

and 6)
Other

Total nonoperating expenses and losses

NT$

NT$

USs$

(Note 3)

$ 365,595,597 $ 225,959,550 $ 7,708,378

(1,722,464) (2,706,093) (92,316)
363,873,133 223,253,457 7,616,062
502,491 5,753,838 196,287
364,375,624 229,007,295 7,812,349
260,082,053 169,899,456 5,795,946
104,293,571 59,107,839 2,016,403
29,952,904 23,934,412 816,498
4,700,306 4,860,906 165,825
13,746,247 12,099,522 412,763
48,399,457 40,894,840 1,395,086
55,894,114 18,212,999 621,317
493,203 449,127 15,322
- 125,656 4,287
29 - -
1,528,938 743,824 25,375
220,609 - -
220,378 397,451 13,558
2,463,157 1,716,058 58,542
18,370 1,555 53
363 1,634 56
- 165,184 5,635
18,608 1,211,649 41,334
- 131,325 4,480
19,117 91,400 3,118
56,458 1,602,747 54,676
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED 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)
INCOME BEFORE INCOME TAX $ 58,300,813 $ 18,326,310 $ 625,183
INCOME TAX (Notes 2 and 22) (7,268,630) (1,746,526) (59,581)
NET INCOME $ 51,032,183 $ 16,579,784 $ 565,602
ATTRIBUTABLE TO
Stockholders of the parent $ 51,032,183 $ 15,771,566 $ 538,031
Minority interest - 808,218 27,571
$ 51,032,183 $ 16,579,784 $ 565,602
2011 2012
Before After Before After
Income Income Income Income
Tax Tax Tax Tax
NT$ NT$ NT$ uUss NTS$ US$
(Note 3) (Note 3)
BASIC EARNINGSPER SHARE
(Note 23) $ 6779 $ 6020 $ 1955 $ 0.67 $ 1895 $ 0.65
DILUTED EARNINGS PER
SHARE (Note 23) $ 6701 $5951 $1945 $ 066 $ 1886 $ 0.64
The accompanying notes are an integral part ofdinsolidated financial statements. (Concluded)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED 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 $ 16,579,784 $ 565,602
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation 1,066,871 1,622,547 55,352
Amortization 472,362 1,528,956 52,159
Compensation cost recognized for the transfer of
treasury stock to employees 1,788,270 - -
Amortization of premium on financial assets 2,505 2,527 86
Prepaid pension costs (19,608) (16,615) (567)
Gain on equity-method investments - (125,656) (4,287)
Losses on disposal of properties 363 1,634 56
Transfer of properties to expenses 282 28,228 963
(Gain) loss on sale of investments, net (29) 165,184 5,635
Unrealized gain on financial instruments - (6,308) (215)
Impairment losses 18,608 1,211,649 41,334
Deferred income tax assets (3,123,621) (2,494,724) (85,105)
Net changes in operating assets and liabilities
Financial instruments at fair value through
profit or loss 265,296 394,501 13,458
Accounts receivable (12,634,103) 20,340,300 693,888
Other receivables - related parties (15) 966 33
Inventories (5,451,664) 5,120,375 174,676
Prepayments (2,490,283) (266,614) (9,095)
Other current assets (358,846) 14,226 485
Other current financial assets (1,240,039) 297,512 10,149
Other assets-others (3,580,361) (1,314,448) (44,841)
Notes and accounts payable 25,379,698 (8,922,164) (304,370)
Income tax payable 3,199,791 (6,675,564) (227,730)
Accrued expenses 24,077,690 (6,583,929) (224,604)
Other current liabilities 6,400,289 (2,308,310) (78,745)
Net cash provided by operating activities 84,805,639 18,594,057 634,317
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of available-for-sale financial assets (490,000) - -
Proceeds of the sale of available-for-sale findncia
assets 200,029 829,071 28,283
Increase in financial assets carried at cost (1,937,631) (1,927,162) (65,743)
Acquisition of investments accounted for by equity
method (76,214) - -
Acquisition of a subsidiary (1,844,580) (100,665) (3,434)
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

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

(Reviewed, Not Audited)

2011 2012
NT$ NT$ US$ (Note 3)
Purchase of properties $ (6,337,808) $ (5,237,069) $ (178,657)
Proceeds of the sale of properties 525 36,611 1,249
Increase in refundable deposits (8,929) (8,985) (307)
Loan to related parties - (6,619,951) (225,833)
Increase in deferred charges (319,086) (282,021) (9,621)
Decrease (increase) in restricted assets 24,593 (3,581,627) (122,184)
Increase in intangible assets (2,174,400) (509,339) (27,375)
Loss of a subsidiary - (499,389) (17,036)
Net cash used in investing activities (12,963,501) (17,900,526) (610,658)
CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in long-term bank loans (24,376) - -
Increase in guarantee deposits received 23,041 79,884 2,725
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 - -
Decrease in minority interest - (1,459,370) (49,785)
Net cash used in financing activities (41,864,701) (38,328,917) (1,307,552)
EFFECT OF EXCHANGE RATE CHANGES 380,492 649,926 22,171
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 30,357,929 (36,985,460) (1,261,722)
CASH AND CASH EQUIVALENTS, BEGINNING
OF PERIOD 74,462,861 87,501,508 2,985,025

CASH AND CASH EQUIVALENTS, END OF
PERIOD $ 104,820,790 $ 50,516,048 $ 1,723,303

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid during the period

Interest $ 19,588 $ 1555 $ 53
Income tax $ 7182577 $ 10,916,814 $ 372,416
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

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

(Reviewed, Not Audited)

2011 2012
NT$ NT$ US$ (Note 3)
NONCASH INVESTING AND FINANCING
ACTIVITIES
Transfer of retained earnings to stock dividends fo
distribution $ 403,934 $ - 3 -
Transfer of assets leased to others to properties $ 50,828 $ - $ -
Transfer of accrued stock bonus to employees to
stock dividends for distribution and other capital
surplus $ 4245851 $ - 3 -
PURCHASE OF PROPERTIES
Cost of properties purchased $ 6,994,167 $ 6,219,990 $ 212,188
Increase in payables for the purchase of equipment (601,493) (982,921) (33,531)
Increase in lease payable (54,866) - -
Cash paid for purchase of properties $ 6337808 $ 5,237,069 $ 178,657

ACQUISITION OF A SUBSIDIARY

Net cash outflow on the acquisition of a subsidiary $ 1,849,800 $ 45021 $ 1,536
Increase in other payable (5,220) 55,644 1,898
Cash paid for acquisition of a subsidiary $ 1844580 $ 100,665 $ 3,434
CASH RECEIVED FROM DISPOSAL OF
SUBSIDIARY
Proceeds of the sale of subsidiary $ - $ 4,397,025 $ 150,000
Increase in long - term receivable - (4,397,025) (150,000)
Cash received from disposal of subsidiary $ - $ - $ -
The accompanying notes are an integral part ofdinsolidated financial statements. (Concluded)



HTC CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
NINE MONTHS ENDED SEPTEMBER 30, 2011 AND 2012
(In Thousands, Unless Stated Otherwise)

(Reviewed, Not Audited)

1. ORGANIZATION AND OPERATIONS

HTC Corporation (“HTC”") was incorporated on May 1897 under the Company Law of the Republic of
China to design, manufacture, assemble, procedsselhsmart handheld devices and provide afterssal
service. In March 2002, HTC had its stock listedtbe Taiwan Stock Exchange. On November 19,
2003, HTC listed some of its shares of stock onLtineembourg Stock Exchange in the form of Global
Depositary Receipts.

HTC and its consolidated subsidiaries, hereinattéerred to as the “Company”, had 16,749 and 16,888
employees as of September 30, 2011 and 2012, tesbec

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements have begmaped in conformity with the Guidelines Governihg t
Preparation of Financial Reports by SecuritiesdssuBusiness Accounting Law and accounting prlasip
generally accepted in the Republic of China (“RQC”)

For readers’ convenience, the accompanying coraelidfinancial statements have been translated into
English from the original Chinese version prepaaed used in the ROC. If inconsistencies arise &etw
the English version and the Chinese version oifiences arise in the interpretations betweentive
versions, the Chinese version of the consolidaiedntial statements shall prevail. However, the
accompanying consolidated financial statements aoinctlude the English translation of the additiona
footnote disclosures that are not required undeCRf@nerally accepted accounting principles but are
required by the Securities and Futures Burealhfr bversight purposes.

Significant accounting policies are summarizedadisws:
Principles of Consolidation

All majority-owned subsidiaries or controlled eigtit, even though HTC owns less than 50% of thengoti
rights of the investee companies directly or inttise are included in the consolidated financiatsments.

All significant intercompany balances and transargi were eliminated upon consolidation. Minority
interest was presented separately in the finastaééments.

The consolidated entities as of September 30, 20812012 were as follows:

% of Ownership

Investor Investee Main Businesses 2011 2012 Remark
HTC Corporation H.T.C. (B.V.l.) Corp. International holding company  100.00 100.00 Incorporated in August 2000

Communication Global Telecom testing and certification 100.00 100.00 Investment received in January
Certification Inc. services 2007

High Tech Computer Asia International holding company; 100.00 100.00 Incorporated in July 2007
Pacific Pte. Ltd. marketing, repair and

after-sales services
HTC Investment Corporation General investing activities 100.00 100.00 Incorporated in July 2008
(Continued)



Investor

HTC Corporation

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

High Tech Computer
Asia Pacific Pte.
Ltd.

HTC Investment
Corporation

HTC Investment One
(BVI) Corporation

HTC HK, Limited

HTC HK, Limited

Investee

PT. High Tech Computer
Indonesia
HTC | Investment Corporation

HTC Holding Cooperatief U.A.
Huada Digital Corporation

HTC Investment One (BVI)
Corporation

FunStream 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 Ltd.
HTC Malaysia Sdn. Bhd.

HTC Innovation Limited
HTC Communication Co., Ltd.

HTC HK, Limited

HTC Holding Cooperatief U.A.
HTC Communication
Technologies (SH)

Yoda Co., Ltd.

S3 Graphics Co., Ltd.
HTC Corporation (Shanghai

WGQ)

HTC Electronics (Shanghai)
Co., Ltd.

% of Ownership

Main Businesses

Marketing, repair and after-sales
service
General investing activities

International holding company
Software service

Holding S3 Graphics Co., Ltd.
and general investing
activities

Design, research and
development of three-D
technology

Manufacture and sale of smart
handheld devices
Distribution and sales

Marketing, repair and after-sales
service
n"

"

"

"

"

"

"
Sale of smart handheld devices

International holding company;
marketing, repair and
after-sales services

International holding company

Design, research and
development of application
software

Operation of restaurant business,
parking lot and building
cleaning services

Design, research and
development of graphics
technology

Repair and after-sales services

Manufacture and sale of smart
handheld devices

2011

1.00

100.00

1.00
100.00

100.00

100.00

100.00

100.00

100.00

99.99
99.00
100.00

99.00
100.00

100.00
100.00

100.00

99.00

100.00

100.00

2012

1.00

100.00

1.00
50.00

100.00

100.00

100.00

100.00

100.00

100.00

99.99
99.00
100.00

99.00
100.00

100.00
100.00

100.00

99.00
100.00

100.00

100.00

100.00

100.00

Remark
Incorporated in December 2007

Incorporated in September
2009

Incorporated in October 2009

Incorporated in January 2010;
change in ownership
percentage in October 201
In March 2012, investment
type change to joint venture
and HTC lost significant
influence.

Incorporated in August 2011

Investment received in
February 2012

Incorporated in January 2003

Incorporated in December 2004
and investment received in
July 2005

Incorporated in August 2007
Incorporated in August 2007

Incorporated in December 2007
Incorporated in December 2007

Incorporated in November 200
and investment received in
September 2008

Incorporated in January 2008

Incorporated in July 2008 and
investment received in
January 2009

Incorporated in January 2009

Incorporated in December 2008
and investment received in
March 2009

Incorporated in August 2006
and was acquired from HTC
in December 2009 for
Company reorganization

Incorporated in October 2009

Incorporated in November 2011

Incorporated in September
2012

Investment received in
November 2011

Incorporated in July 2007 and
was acquired from a direct
subsidiary of HTC in
December 2009 for
Company reorganization

Incorporated in January 2007;
investment received in July
2008; and was acquired from
a direct subsidiary of HTC in
February 2010 for Company
reorganization

(Continued)



Investor

HTC Holding
Cooperatief U.A.

HTC Netherlands
B.V.

HTC Netherlands
B.V.

HTC EUROPE CO.,
LTD.

% of Ownership

Investee Main Businesses 2011

HTC Netherlands B.V. International holding company; 100.00
marketing, repair and
after-sales services

HTC India Private Ltd. Marketing, repair and after-sales  1.00
services

HTC South Eastern Europe " 0.67

Limited Liability Company
HTC EUROPE CO., LTD. International holding company  100.00

Marketing, repair and
after-sales services

HTC BRASIL Marketing, repair and after-sales 99.99

services

HTC Belgium BVBA/SPRL " 100.00
HTC NIPPON Corporation Marketing, repair, after-sales 100.00
services and sale of smart
handheld devices
HTC FRANCE International holding company; 100.00
CORPORATION marketing, repair and

after-sales services
Marketing, repair and after-sales 99.33
services

HTC South Eastern Europe
Limited liability Company

HTC Nordic ApS. " 100.00
HTC ltalia SRL " 100.00
HTC Germany GmbH " 100.00
HTC Iberia, S.L. " 100.00
HTC Poland sp. z.0.0. " 100.00
Saffron Media Group Ltd. International holding company, 100.00

design, research and

development of application

software
HTC Communication Canada, Marketing, repair and after-sales 100.00

Ltd. services

HTC Norway AS " 100.00
HTC RUS LLC " 100.00
HTC Communication Sweden " 100.00

AB

HTC Luxembourg S.a.r.l. Online/download media services 100.00

HTC Middle East FZ-LLC Marketing, repair and after-sales -
services
100.00

HTC America Holding Inc. International holding company

-10 -

2012

100.00

1.00

0.67

100.00

99.99

100.00

100.00

100.00

99.33

100.00

100.00

100.00
100.00
100.00
100.00

100.00

100.00

100.00

100.00

100.00

100.00

100.00

Remark

Incorporated in October 2009

Incorporated in January 2008
and was acquired from an
indirect subsidiary of HTC i
February 2010 for Company
reorganization

Incorporated in June 2010

Incorporated in July 2003, and
was acquired from a direct
subsidiary of HTC in
February 2010 for Company
reorganization

Incorporated in October 2006,
and was acquired from a
direct subsidiary of HTC in
February 2010 for Company
reorganization

Incorporated in October 2006,
and was acquired from an
indirect subsidiary of HT@
March 2010 for Company
reorganization

Incorporated in March 2006,
and was acquired from a
direct subsidiary of HTC in
April 2010 for Company
reorganization

Incorporated in April 2010

Incorporated in June 2010

Incorporated in July 2006, and
was acquired from an
indirect subsidiary of HT@
October 2010 for Company
reorganization

Incorporated in February 2007,
and was acquired from an
indirect subsidiary of HT@
October 2010 for Company
reorganization

Incorporated in October 2010

Incorporated in October 2010

Incorporated in October 2010

Investment received in January
2011

Incorporated in April 2011

Incorporated in August 2011

Incorporated in June 2011, and
investment received in
August 2011.

Incorporated in September
2011

Incorporated in May 2011

Incorporated in September
2012

Incorporated in April 2010

(Continued)



Investor

HTC FRANCE
CORPORATION

HTC America
Holding Inc.

ABAXIA SAS

Saffron Media Group
Ltd.

In February 2012, HTC acquired FunStream Corpanatidn March 2012, HTC changed the investment

Investee

ABAXIA SAS

HTC America Inc.

One & Company Design, Inc.

HTC America Innovation Inc.

HTC America Content
Services, Inc.
Dashwire, Inc.

Beats Electronics, LLC

Inquisitive Minds, Inc.

HTC BLR

Saffron Digital Ltd.

Saffron Digital Inc.

% of Ownership

Main Businesses 2011

International holding company, 100.00
design, research and

development of application

software

Sale of smart handheld devices 100.00

Design, research and 100.00
development of application
software
" 100.00

Online/download media services 100.00
Design, research and 100.00
development of wireless
connectivity software
Design, research and -
development of audio
technology

Development and sale of digital -
education platform
Design, research and 100.00
development of application
software
Design, research and 100.00
development of application
software
” 100.00

2012

100.00

100.00

100.00

100.00

100.00

100.00

25.14

100.00

100.00

100.00

100.00

Remark

Investment received in July
2010

Incorporated in January 2003
and was acquired from a
direct subsidiary of HTC in
April 2010 for Company
reorganization

Investment received in October
2008, and was acquired from
a direct subsidiary of HTC in
April 2010 for Company
reorganization

Incorporated in April 2010, and
investment received in
October 2010

Incorporated in April 2011

Investment received in August
2011

Investment received in October
2011. HTC has lost control
of the subsidiary since
August, 2012, due to the
partial disposal of its shares,
and accounted for the
investment by equity
method.

Investment received in October
2011

Investment received in July
2010

Investment received in January
2011

Investment received in January

2011
(Concluded)

type of Huada Digital Corporation to joint ventumed accounted for this investment by the equityhot
In August 2012, HTC has lost control of Beats Eigucs, LLC due to the partial disposal of its ssaand

accounted for the investment by equity method. January 2011, HTC wholly acquired the shares issued

by Saffron Media Group Ltd. In August 2011, HTColl acquired the shares issued by Dashwire, Inc.

The net assets of Dashwire, Inc., Saffron Mediau@rad. and FunStream Corporation were as follows:

Saffron Media

Cash on hand and in banks $
Other current assets

Properties
Other assets

Current liabilities

Net assets

Dashwire, Inc. Group Ltd. FunStream Corporation
NT$ NT$ NT$ USs$
(Note 3)
8,860 $ 18,945 $ 69 $ 2
2,756 161,622 4 -
1,247 8,629 - -
40,164 1,130 - -
(111,898) (142,250) - -
$ (58,871) $ 48,076 $ 73 $ 2
(Continued)
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Saffron Media

Dashwire, Inc. Group Ltd. FunStream Corporation
NT$ NT$ NT$ Us$
(Note 3)
Cash consideration $ 483,888 $ 1,393,717 $ 45,090 $ 1,538
Cash on hand and in banks (8.860) (18,945) (69) (2)

Net cash outflow on the
acquisition of subsidiaries $ 475,028 $ 1,374,772 $ 45,021 $ 1,536

(Concluded)

Foreign Currencies

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

Assets and liabilities - at exchange rates jiegan 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 translatibrthe financial statements of foreign operations ar
recognized as a separate component of stockholegugty. Such exchange differences are recograzed
gain or loss in the year in which the foreign ofieres 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 reportedegmeate component of stockholders’ equity.

Accounting Estimates
Under above guidelines, law and principles, cergstimates 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.
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Current/Noncurrent Assets and Liabilities

Current assets include cash, cash equivalentsthaiseé assets held primarily for trading purposet® dre
realized, sold or consumed within one year fromii@nce sheet date. All other assets such agipiexp
and intangible assets are classified as noncurrébdrrent liabilities are obligations incurred fwading
purposes or to be settled within one year frombddance sheet date. All other liabilities are sifeed 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 ligties 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 theactudt provisions of the financial instrument. A
financial asset is derecognized when the Comparsy ltist control of its contractual rights over the
financial asset. A financial liability is derecoged when the obligation specified in the releveotract

is discharged, cancelled or expired.

Financial instruments at FVTPL are initially measiiat fair value plus transaction costs that arectly
attributable to the acquisition. At each balartoees 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 (includirgeh
received in the year of investment) are recognaethcome for the year. On derecognition of arfana
asset or a financial liability, the difference beem its carrying amount and the sum of the conaier
received and receivable or consideration paid ayalpe is recognized in profit or loss. All reguleay
purchases or sales of financial assets are re@gjaizd derecognized on a trade date basis.

A derivative that does not meet the criteria fodde accounting is classified as a financial assed 0
financial liability held for trading. |If the faivalue of the derivative is positive, the derivatiige
recognized as a financial asset; otherwise, theatere 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-enutual funds - at net asset values; bonds -ieegr
quoted by the Taiwan GreTai Securities Market; #mahcial assets and financial liabilities with@utoted
prices in an active market - at values determirsdguvaluation techniques.

Available-for-sale Financial Assets

Available-for-sale financial assets are initiallgasured at fair value plus transaction costs teatliaectly
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 recogdize
equity until the financial assets are disposedabfwhich 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 derecognizedi@ue date basis.

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

Cash dividends are recognized upon the sharehbldsidutions, except for dividends distributednfrethe
pre-acquisition profit, which are treated as a o#ida of investment cost. Stock dividends are not
recognized as investment income but are recordednamcrease in the number of shares. The total
number of shares subsequent to the increase idarsegtalculation of cost per share.
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An impairment loss is recognized when there is ahje evidence that the financial asset is impaired
Any subsequent decrease in impairment loss forcaityeinstrument 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 whei@dmpany has transferred to the buyer the significan
risks and rewards of ownership of the goods, piiisnaipon 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 ceralidn received or receivable and represents atmoun
agreed between the Company and the customers @msgenld in the normal course of business, net of
sales discounts and volume rebates. For tradevadtes due within one year from the balance stat,

as the nominal value of the consideration to beived approximates its fair value and transactimms
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 probatildgliections of accounts receivable by examining t
aging analysis of the outstanding receivables asgbssing the value of the collateral provided by
customers.

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

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

e Significant financial difficulty of the debtor;
Accounts receivable becoming overdue; or
e |t becoming probable that the debtor will entenkyvaptcy 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, aftlkking into account the related collateral andrgotees,
discounted at the receivable’s original effectimerest 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 aredited to the allowance account. Changes in the
carrying amount of the allowance account are reieegras bad debt in profit or loss.
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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 derezedni
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.

b. Cash flow hedge

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

of a loss recognized in stockholders’ equity is expected to be recovered in the future, the amount
that is not expected to be recovered is reclagsifi® current profit or loss.

c. Hedge of a net investment in a foreign operation
The portion of the gain or loss on the hedgingrumsent that is determined to be an effective heslge

recognized in stockholders’ equity. The amounbgaized in stockholders’ equity is recognized in
profit or loss upon the disposal of the foreignragien.
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Financial Assets Carried at Cost

Investments in equity instruments with no quotddgs in an active market and with fair values ttainot
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 edret
cost is the same with that for dividends on avéldbr-sale financial assets. An impairment loss i
recognized when there is objective evidence thab#set is impaired. A reversal of this impairmess

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 fpithe
equity method.

The acquisition cost is allocated to the assetsiiem] and liabilities assumed on the basis of their
values at the date of acquisition, and the acdumsitost in excess of the fair value of the idealife net
assets acquired is recognized as goodwill. Goddsvihot being amortized. The fair value of thd ne
identifiable assets acquired in excess of the adopn cost is used to reduce the fair value oheaicthe
noncurrent assets acquired (except for financisétasother than investments accounted for by thiéyeq
method, noncurrent assets held for sale, defen@ahie tax assets, prepaid pension or other postregnt
benefit) in proportion to the respective fair valug the noncurrent assets, with any excess rezegras
an extraordinary gain.

Profits from downstream transactions with an eguoigthod 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 ynésdued shares at a percentage different from its
percentage of ownership in the investee, the Cognpecords the change in its equity in the investeet
assets as an adjustment to investments, with aspgwnding 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 accumulateetaafion. Borrowing costs directly attributable ttee
acquisition or construction of properties are cdjzieéd as part of the cost of those assets. Majditions

and improvements to properties are capitalizedlevbosts of repairs and maintenance are expensed
currently.

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 dddiigns 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: buildirapd structures (including auxiliary equipmens) to

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

Properties still in use beyond their original estied useful lives are further depreciated overn theily
estimated useful lives.
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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 leasetthé¢os.

Intangible Assets

Intangible assets acquired are initially recordedost and are amortized on a straight-line bags their
estimated useful lives. Effective January 1, 20f#%ed on a newly released SFAS No. 37 - “Intaegibl
Assets,” goodwill arising on acquisitions of otltempanies is no longer amortized and instead eddesr
impairment annually. If circumstances show that thir value of goodwill has become lower than its
carrying amount, an impairment loss is recognizef reversal of this impairment loss is not allowed.

Deferred Charges

Deferred charges are computer software costs, rédfdicense fees and the right to the use of thd.la
Computer software are amortized on a straighttiasis over 3 years, deferred license fees, ovexabsy
and land use rights, over 50 years.

Asset Impairment

If the recoverable amount of an asset is estimtdx® less than its carrying amount, the carryimguant

of the asset is reduced to its recoverable amouhi. 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 remaihosg 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 asaedae 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 invesint is compared with its own recoverable amount fo
the purpose of impairment testing.

Accrued Marketing Expenses

The Company accrues marketing expenses on the tfaagreements and any known factors that would

significantly affect the accruals. In addition,pdading on the nature of relevant events, the adcru
marketing expenses are accounted for as an increas®keting expenses or as a decrease in revenues
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Warranty Provisions

The Company provides warranty service for one yeawo years. The warranty liability is estimatad
the basis of management’'s evaluation of the presducider 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 managérand in the Company’s purchases.

Product-related Costs

The cost of products consists of costs of goodd @olaterial, labor and allocated manufacturing )gost
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 déteiby actuarial valuations. Contributions maddar
a defined contribution plan are recognized as pensbst during the year in which employees render
services.

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

Income Tax

The Company applies the intra-year and inter-ydlacaion methods to its income tax, whereby (1) a
portion of income tax expense is allocated to teuative effect of changes in accounting prinGpbe
charged or credited directly to shareholders’ ggund (2) deferred income tax assets and liadxsliaire
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 nomeumt 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 lidbiin the financial statements, then it is classifias either
current or noncurrent based on the expected lasfgtme before it is realized or settled.

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

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

Adjustments of prior years’ tax liabilities are adicto or deducted from the current year’s tax [miowi.

According to the Income Tax Law, an additional &X10% of unappropriated earnings is provided for a
income tax in the year the shareholders approvetain the earnings.

All subsidiaries file income tax returns based loa tegulations of their respective local governmenin

addition, there is no material difference in theamting principles on income taxes between thergar
company and those of its subsidiaries.
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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 treeshent, 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 cquoasling
adjustment to capital surplus - employee stockomgti The estimate is revised if subsequent infoboma
indicates that the number of stock options expeideest 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 swphitreasury stock transactions. If the sellinigepis
below the book value, the difference should firstdffset against capital surplus from the samesotdis
treasury stock transactions, and the remaindanyf debited to retained earnings. The carryirigevaf
treasury stocks calculated by using the weightentesge approach according to the purpose.

When the Company's treasury stock is retired, rgstiry stock account should be credited, andapitat
surplus - premium on stock account and capitalkst@count 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 traimses;
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 cagywalue should be credited to capital surplus ftom
same class of treasury stock transactions.

Reclassifications

Certain 2011 accounts have been reclassified toobsistent with the presentation of the consolilate
financial statements as of and for the nine moatided September 30, 2012.

. TRANSLATION INTO U.S. DOLLARS

The consolidated financial statements are stat@éteim Taiwan dollars. The translation of the 201&\N
Taiwan dollar amounts into U.S. dollar amountsiactuded solely for the convenience of readersagisi
the noon buying rate of NT$29.3135 to US$1.00 quidby Reuters on September 30, 2012. The
convenience translation should not be construetkpiesentations that the New Taiwan dollar amounts
have been, could have been, or could in the fubereconverted into U.S. dollars at this or any pbthe
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 repbes are regularly reviewed by the Company's chief
operating decision maker in order to allocate resgsiIto the segments and assess their performambés
statement supersedes SFAS No. 20, “Segment Repdrtamd 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 $ 6,305 $ 27615 $ 942
Checking accounts 50,061 10,563 360
Demand deposits 42,988,021 36,511,194 1,245,542
Time deposits 61,776,403 13,966,676 476,459

$ 104,820,790 $ 50,516,048 $ 1,723,303

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 VALUET HROUGH 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
NT$ NT$ US$
(Note 3)
Derivatives - financial assets
Exchange contracts $ 220,609 $ - $ -
Derivatives - financial liabilities
Exchange contracts $ - $ 137,633 $ 4,695
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The Company entered into derivative transactiomsnduhe nine months ended September 30, 2011 and

2012 to manage exposures related to exchangeluatedtions.
that did not meet the criteria for hedge accountisng@f September 30, 2011 and 2012 were as follows:

Forward Exchange Contracts

Forward exchange contracts
Forward exchange contracts
Forward exchange contracts

Forward exchange contracts
Forward exchange contracts
Forward exchange contracts
Forward exchange contracts
Forward exchange contracts
Forward exchange contracts
Forward exchange contracts

Outstanding forward exchange cordract

2011

Buy/Sell  Currency

Sell EUR/USD
Sell GBP/USD
Buy  USD/CAD

Contract
Expiry Date Amount
2011.10.05-2011.12.21 EUR 271,000
2011.10.05-2011.10.26 GBP 22,710
2011.10.05-2011.11.30USD 5,259

2012
Settlement Contract
Buy/Sell Currency Period/Date Amount

Sell EUR/USD
Sell GBP/USD
Sell USD/NTD
Buy USD/RMB
Buy USD/JPY
Buy USD/CAD
Buy USD/NTD

2012.10.03-2012.11.30 EUR 135,000
2012.10.03-2012.11.30GBP 25,300
2012.10.04-2012.10.30USD 75,000
2012.10.17-2012.11.14USD 185,000

2012.10.24 USD 31,998
2012.10.17-2012.11.28USD 10,832
2012.10.15-2012.10.31USD 35,000

Net loss on derivative financial instruments fore thine months ended September 30, 2011 was
NT$367,603 thousand, including realized settlentess of NT$588,212 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€ial instruments, respectively. Note 24 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 $ 50,520 $ 1,724
Quoted stocks 406 183 6
Less: Current portion (734,698) (50,520) (1,724)
$ 406 $ 183 $ 6
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8. HEDGING DERIVATIVE FINANCIAL INSTRUMENTS

Hedging derivative financial instruments as of 8efiier 30, 2011 and 2012 were as follows:

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

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 contracts to hefdgeign-currency exchange risk. The outstanding
forward exchange contract as of September 30, 2@%2as follows:

2012
Settlement Contract
Buy/Sell Currency Period/Date Amount
Forward exchange contracts Buy USD/JIPY 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.

9. ACCOUNTS RECEIVABLE

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

2011 2012
NT$ NT$ US$
(Note 3)
Accounts receivable $ 75,925,731 $ 42,641,165 $ 1,454,659
Accounts receivable from related parties 34 219,851 7,500
75,925,765 42,861,016 1,462,159
Less: Allowance for doubtful accounts (1,554,008) (2,062,472) (70,359)

74,371,757 $ 40,798,544 $ 1,391,800

-22 -



10. OTHER CURRENT FINANCIAL ASSETS

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

2011 2012
NTS$ NTS$ US$
(Note 3)
Other receivables $ 1,678,903 $ 1,067,556 $ 36,418
Interest receivable 24,265 15,763 538
Agency payments 316,255 3,333 114
Others 4,028 3,928 134

$ 2,023,451 $ 1,090,580 $ 37,204

Other receivables were primarily prepayments oralfedf vendors or customers, withholding income tax
of employees’ bonuses, and other compensation.

11. INVENTORIES

Inventories as of September 30, 2011 and 2012 agefellows:

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

Finished goods $ 1575583 $ 2,946,547 $ 100,518
Work-in-process 5,658,344 2,801,199 95,560
Semi-finished goods 3,595,043 3,548,691 121,060
Raw materials 20,671,429 11,536,159 393,544
Goods in transit 365,012 563,806 19,234

$ 31,865,411 $ 21,396,402 $ 729,916

As of September 30, 2011 and 2012, the allowancaf$@ntory devaluation was NT$4,595,570 thousand
and NT$4,140,392 thousand (US$141,245 thousarsf)ectively.

The write-down of inventories to their net realilealvalue amounting to NT$2,371,982 thousand and
NT$1,122,639 thousand (US$38,298 thousand) wermgnezed as cost of sales for the nine months ended
September 30, 2011 and 2012, respectively.

12. PREPAYMENTS

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

2011 2012
NT$ NT$ US$
(Note 3)
Royalty $ 5,093,400 $ 3,637,913 $ 124,104
Prepayments to suppliers 390,285 941,613 32,122
Software and hardware maintenance 261,077 700,969 23,913
(Continued)
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13.

14.

2011 2012

NT$ NT$ US$
(Note 3)
Net input VAT $ 195,563 $ 174,647 $ 5,958
Marketing 156,659 102,557 3,498
Molding equipment 122,216 67,261 2,295
Rental 61,072 43,896 1,497
Others 59,858 72,699 2,480
$ 6,340,130 $ 5,741,555 $ 195,867
(Concluded)

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$7,525,495 thousandbZbk5725 thousand), respectively, had been
classified as other assets (Note 28 has more iafior).

Prepayments to suppliers were primarily for distcquurposes and were classified as current or nosaur

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 thousan®{6574 thousand) had been classified as other
assets.

Prepayments for others were primarily service,iasce and travel 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, HTC bought the corporate bonds issued ag Ma Plastics Corporation and these bonds will
mature in 2013. Half of the bonds will be repaidNovember 2012, with an effective interest rate of
0.90%.

FINANCIAL ASSETS CARRIED AT COST
Financial assets carried at cost as of Septemhe&(3Q and 2012 were as follows:

2011 2012

NTS$ NTS$ Us$

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

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

(Continued)
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2011 2012

NT$ NT$ Us$
(Note 3)

SoundHound Inc. $ 60,971 $ 65,291 $ 2,227
GSUO Inc. 152,428 234,508 8,000
Felicis Ventures Il LP 57,160 109,926 3,750
WI Harper Fund VI 27,437 65,955 2,250
NETQIN MOBILE Inc. 76,214 - -
Luminous Optical Technology Co., Ltd. 183,000 183,000 6,243
OnLive, Inc. 1,219,420 - -
KKBOX Inc. 304,855 293,135 10,000
TransLink Capital Partners Il, L.P. 45,728 140,705 4,800
Shanghai F-road Commercial Co., Ltd. 167,229 161,583 5,512
Primavera Capital (Cayman) Fund L.L.P. 251,025 1,154,235 39,376
Magnet Systems Inc. - 1,038,236 35,418

3,062,520 3,963,627 135,215
Less: Accumulated impairment loss (1,192) (1,192) (41)

$ 3,061,328 $ 3,962,435 $ 135,174
(Concluded)

In January 2007, HTC acquired 10% equity interasHua-Chuang Automobile Information Technical
Center Co., Ltd. for NT$500,000 thousand.

In March 2004, HTC merged with 1A Style, Inc. arahjaired 1.82% equity interest in Answer Online,.Inc
with NT$1,192 thousand as a result of the mergér.2010, HTC determined that the recoverable amount
of this investment was less than its carrying amauna thus recognized an impairment loss of NT$1,19
thousand.

In April 2006, HTC acquired 92% equity interest BandRich Inc. for NT$135,000 thousand and
accounted for this investment by the equity methofifter that, HTC's ownership percentage declined
from 92% to 18.08% and lost its significant infleeron this investee. In July 2010, HTC transfethasl
investment to “financial assets carried at cosiigi®ook value of NT$15,861 thousand.

In July 2009, through H.T.C. (B.V.l.) Corp. (“HTCWB’), HTC made an investment in SoundHound Inc.
As of September 30, 2012, HTC’s investment in Sélouhd Inc. had amounted to US$2,227 thousand
(NT$65,291 thousand), and the ownership percemage4.50%.

In May 2010, through HTC BVI, HTC made an investinenGSUO Inc. As of September 30, 2012,
HTC'’s investment in GSUO Inc. had amounted to US®8,thousand (NT$234,508 thousand), and the
ownership percentage was 11.15%.

In September 2010, through HTC BVI, HTC made arestment in Felicis Ventures Il LP. As of
September 30, 2012, HTC's investment in Felicis tMegs Il LP had amounted to US$3,750 thousand
(NT$109,926 thousand).

In August 2010, through HTC BVI, HTC made an invesint in WI Harper Fund VII. As of September
30, 2012, HTC's investment had amounted to US$2tB60sand (NT$65,955 thousand).

In December 2010, through HTC BVI, HTC invested @380 thousand in NETQIN MOBILE Inc. In

January 2012, because the fair value could bebtglimeasured, HTC transferred this investment with
holding purpose to “available for sale financiaets - current”.
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15.

In December 2010, through HTC Investment Corponasind HTC | Investment Corporation, HTC made

an investment in Luminous Optical Technology Cdd.L As of September 30, 2012, HTC’s investment
in Luminous Optical Technology Co., Ltd. had amedhto US$6,243 thousand (NT$183,000 thousand),
and the ownership percentage was 10.02%.

In February 2011, through HTC BVI, HTC made an stueent in OnLive, Inc. for US$40,000 thousand,
and the ownership percentage was 3.79%. In AuB0%2, OnLive, Inc. declared to implement asset
restructuring due to lack of operating cash andnability to raise new capital. HTC assessed that
investment can not be recovered, and thus recadjnée impairment loss of US$40,000 thousand
(NT$1,199,045 thousand).

In March 2011, through HTC BVI, HTC made an investimin KKBOX Inc. As of September 30, 2012,
HTC'’s investment in KKBOX Inc. had amounted to USEDO0 thousand (NT$293,135 thousand), and the
ownership percentage was 11.11%.

In June 2011, through HTC BVI, HTC made an investimie TransLink Capital Partners Il, L.P. As of
September 30, 2012, HTC’s investment in TransLipi@l Partners Il, L.P. had amounted to US$4,800
thousand (NT$140,705 thousand).

In May 2011, through HTC HK Limited, HTC made awvéstment in Shanghai F-road Commercial Co.
As of September 30, 2012, HTC's investment in Shan§-road Commercial Co., Ltd. had amounted to
US$5,500 thousand (NT$161,583 thousand), and timexship percentage was 14.49%.

In August 2011, through HTC Investment One (BVIy@wation, HTC made an investment in Primavera
Capital (Cayman) Fund L.L.P. As of September 81,22 HTC’s investment had amounted to US$39,376
thousand (NT$1,154,235 thousand).

In August 2012, through HTC BVI, HTC made an inmesht in Magnet Systems Inc. As of September
30, 2012, HTC'’s investment had amounted to US$3bhbusand (NT$1,038,236 thousand), and the
ownership percentage was 17.10%.

These unquoted equity instruments were not camtethir value because their fair value could not be
reliably measured; thus, the Company accountethése investments by the cost method.

INVESTMENTS ACCOUNTED FOR BY THE EQUITY METHOD

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

2011 2012
Carrying Ownership Ownership
Value Percentage Carrying Value Percentage
NT$ NT$ uUss$
(Note 3)
Unquoted equity investments
Huada Digital Corporation $ - - $ 245,214 $ 8,365 50.00
SYNCTYV Corporation 76,214 20.00 57,090 1,948 20.00
Beats Electronics, LLC - - 5,360,755 182,877 25.14
$ 76,214 $ 5,663,059 $ 193,190

In December 2009, HTC acquired 100% equity interestuada Digital Corporation (“Huada”), of which
main business activities were software services, NG$245,000 thousand and accounted for this
investment by the equity method. In September 2G{IC increased this investment by NT$5,000
thousand. As of September 30, 2012, HTC'’s investimeHuada had amounted to NT$250,000 thousand
(US$8,528 thousand). In September 2011, the Faner Commission Executive Yuan, R.O.C. (Taiwan)
approved an investment by Chunghwa Telecom Co., L@HT") in Huada and the registration of this
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16.

investment was completed in October 2011. AfterTGHinvestment, HTC’'s ownership percentage
declined from 100% to 50%. In March 2012, Huad# e stockholders’ meeting and re-elected its
directors and supervisors. As a result, the imeent type was changed to joint venture and the Gomp
accounted for this investment by the equity method.

In September 2011, through HTC America Holding ,In¢TC acquired 20% equity interest in SYNCTV
Corporation for US$2,500 thousand and accountethfsrinvestment by the equity method.

In October 2011, HTC acquired, through HTC Ametitading Inc. (“HTCA Holding”), 50.14% equity
interest in Beats Electronics, LLC. (“Beats”) foiSB300,000 thousand. In July 2012, HTC sold back
25% of Beats shares to the founding members ofsHeatUS$150,000 thousand with a cost amounting to
US$157,144 thousand (including initial investmeostcof US$150,000 thousand and an accumulated gain
of US$7,114 thousand on equity method investmenthis transaction resulted in a loss on disposal of
US$7,144 thousand (NT$214,268 thousand).

Three-year non-recourse secured promissory notes (Notes"), totaling US$150,000 thousand
(NT$4,397,025 thousand), were issued by the buyarty and accounted for under “long-term receivable
These Notes, payable at the maturity in three yéaa interest based on LIBOR plus 1% and wasedcu
by pledge of interest obtained by the buying pantythis transaction. After the transaction, HTCA
Holding remained 25.14% of the shareholdings int8ead accounted for this investment by the equity
method.

For the nine months ended September 30, 2011 &f?] gain (loss) on equity method investments were a
follows:

2011 2012
NT$ NT$ US$
(Note 3)
Huada Digital Corporation $ - $ (5,475) $ (187)
SYNCTV Corporation - (12,498) (426)
Beats Electronics, LLC - _ 143,629 _ 4,900

$ - $ 125,656 $ 4,287

The financial statements of equity-method investess been reviewed by the Company’s independent
accountants, except Huada Digital Corporation avi’@GTV Corporation.

PROPERTIES

Properties as of September 30, 2011 and 2012 wsdmdlaws:

2011 2012
Carrying Accumulated
Value Cost Depreciation Carrying Value
NT$ NT$ NT$ NT$ US$
(Note 3)
Land $ 7,616,575 $ 7,617,206 $ - $ 7,617,206 $ 259,853
Buildings and structures 4,690,285 11,731,796 1,206,579 10,525,217 359,057
Machinery and equipment 5,285,518 12,634,332 6,540,257 6,094,075 207,893
Computer equipment 291,009 865,386 508,986 356,400 12,158
Transportation equipment 4,207 7,695 4,564 3,131 107
Furniture and fixtures 133,865 464,880 251,388 213,492 7,283
Leased assets 506 6,754 5,275 1,479 50
(Continued)
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2011 2012

Carrying Accumulated
Value Cost Depreciation Carrying Value
NT$ NT$ NT$ NT$ Uss
(Note 3)
Leasehold improvements $ 311,742 $ 535846 $ 164,193 $ 371653 $ 12,679
Prepayments for construction-in-progress
and equipment-in-transit 2,020,065 358,678 - 358,678 12,236

$ 20,353,772 $ 34,222,573 $ 8,681,242 $25541,331 $ 871,316
(Concluded)

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

There were no interests capitalized for the ninetiiended September 30, 2011 and 2012, respgctivel

. INTANGIBLE ASSETS
Intangible assets as of September 30, 2011 and\®6dRas follows:

Nine Months Ended September 30, 2011

Deferred
Patents Goodwill Pension Cost Other Total
NT$ NT$ NT$ NT$ NT$

Cost
Balance, beginning of period $ 220,943 $ 569,311 $ 416 $ 228,850 $ 1,019,520
Additions

Acquisition 2,174,400 - - - 2,174,400

The difference between the cost of

investment and the Company’s
share in investees’ net assets - 1,276,790 - 638,538 1,915,328

Translation adjustment - 99,481 - 13,620 113,101
Balance, end of period 2,395,343 1,945,582 416 881,008 5,222,349
Accumulated amortization
Balance, beginning of period 12,362 - - - 12,362
Amortization 247,159 - - 243,548 490,707
Translation adjustment - - - 997 997
Balance, end of period 259,521 - - 244,545 504,066
Accumulated impairment losses
Balance, beginning of period - 71,508 - - 71,508
Impairment losses - 18,608 - - 18,608
Translation adjustment - 3,834 - - 3,834
Balance, end of period - 93,950 - - 93,950
Net book value, end of period $ 2,135,822 $ 1,851,632 $ 416 $ 636,463 $ 4,624,333
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Nine Months Ended September 30, 2012

Deferred
Patents Goodwill Pension Cost Other Total
NT$ NT$ NT$ NT$ NT$ US$ (Note 3)
Cost
Balance, beginning of period $ 11,608,540 $ 10,905,878 $ 342 $ 911,962 $ 23,426,722 $ 799,179
Additi
A(I:cl;:Jri]ssition 11,464 497,874 509,338 17,375
The difference between the cost of
investment and the Company’s share in
investees’ net assets 45,017 - 45,017 1,536
Reclassification - (5,717,960) 5,717,960 - -
Disposal of Subsidiary (35,323) (3,485,380) (5,713,752) (9,234,455) (315,024)
Translation adjustment (289,777) (49,858) - (89,133) (428,768) (14,627)
Balance, end of period 11,294,904 1,697,697 342 1,324,911 14,317,854 488,439
Accumulated amortization
Balance, beginning period 456,442 316,178 772,620 26,357
Amortization 1,192,735 274,153 1,466,888 50,041
Disposal of Subsidiary (1,893) (115,699) (117,592) (4,011)
Translation adjustment (13,976) (11,843) (25,819) (881)
Balance, end of period 1,633,308 462,789 2,096,097 71,506
Accumulated impairment losses
Balance, beginning period 93,314 93,314 3,184
Impairment losses 12,604 12,604 430
Translation adjustment (3.093) (3,093) (106)
Balance, end of period 102,825 102,825 3,508
Net book value, end of period $ 9661596 $ 1,594,872 $ 342 $ 862,122 $ 12,118,932 $ 413,425
ACCRUED EXPENSES
Accrued expenses as of September 30, 2011 andva&rE2as follows:
2011 2012
NT$ NT$ US$
(Note 3)
Marketing $ 33,433,171 $ 20,006,782 $ 682,511
Bonus to employees 6,218,734 5,699,212 194,423
Salaries and bonuses 7,183,246 5,286,095 180,330
Services 1,302,546 1,989,216 67,860
Research materials and molding expenses 1,701,307 1,801,352 61,451
Import, export and freight 1,613,210 808,912 27,595
Repairs, maintenance and sundry purchase 259,480 543,073 18,526
Insurance 182,461 232,954 7,947
Meals and welfare 199,450 181,455 6,190
Pension cost 107,013 120,521 4,112
Travel 115,344 81,850 2,792
Donation 480,800 - -
Others 560,699 523,065 17,844
53,357,461 37,274,487 1,271,581

- 29 -



19.

The employee bonus for nine months ended Septe@ihe2011 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, HTC’s board of directors regblie donate to the HTC Cultural and Educational
Foundation NT$300,000 thousand, consisting of (@ second and third floors of Taipei's R&D
headquarters, with these two floors to be builtragstimated cost of NT$217,800 thousand, andadt) of
NT$82,200 thousand. This donation excludes thd, lah which the ownership remains with HTC. In
June 2012, HTC handed over the foregoing donatefdlimy to the HTC Cultural and Educational
Foundation. The actual construction cost was N8&36 thousand (US$7,459 thousand). The
difference between the estimated construction andtthe actual construction cost was NT$836 thalisan
(US$29 thousand) and was recognized as an adjustorerthe donation to the HTC Cultural and
Educational Foundation in 2012.

OTHER CURRENT LIABILITIES

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

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

Warranty provision $ 13,389,098 $ 10,831,718 $ 369,513
Provisions for contingent loss on purchase orders 3,115,779 1,015,948 34,658
Advance receipts 1,567,259 937,133 31,969
Other payable 329,064 506,654 17,284
Agency receipts 267,573 447,504 15,266
Advance revenues - 152,980 5,219
Others 842,198 875,327 29,861

$ 19,510,971 $ 14,767,264 $ 503,770

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, and dgnstallments payable to the original stockholdsfrs
subsidiaries.

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

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.
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20. STOCKHOLDERS’ EQUITY
Capital Stock

HTC'’s outstanding common stock as of January 1120tounted to NT$8,176,532 thousand, divided into
817,653 thousand common shares at NT$10.00 pae.vala June 2011, the stockholders approved the
transfer of retained earnings of NT$403,934 thodsamd employee bonuses of NT$40,055 thousand to
capital stock. Also, in December 2011, HTC retirB@000 thousand treasury shares amounting to
NT$100,000 thousand. As a result, the amount d€dDutstanding common stock as of September 30,
2012 increased to NT$8,520,521 thousand (US$290al&88&and), divided into 852,052 thousand common
shares at NT$10.00 (US$0.34) par value.

Global Depositary Receipts

In November 2003, HTC issued 14,400 thousand conshares corresponding to 3,600 thousand units of
Global Depositary Receipts (GDRs). For this GDRu@ce, HTC's stockholders, including Via
Technologies, Inc., also issued 12,878.4 thousanthon shares, corresponding to 3,219.6 thousand GDR
units. Thus, the entire offering consisted of 8,81thousand GDR units. Taking into account ttiectf

of stock dividends, the GDRs increased to 9,0louigand units (36,060.5 thousand shares). Theisold
of these GDRs requested HTC to redeem the GDRsttéi§C’'s common shares. As of September 30,
2012, there were 6,766.1 thousand units of GDReeaméd, representing 27,064.5 thousand common
shares, and the outstanding GDRs represented $8@8and common shares or 1.08% of HTC’s common
shares.

Capital Surplus

Under the Company Law, capital surplus can onlyded to offset a deficit. However, the capitapbus
from share issued in excess of par (additional-prithpital from issuance of common shares, comwers
of bonds and treasury stock transactions) and trgamay 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.

Additional paid-in capital - issuance of sharegxeess of par

The additional paid-in capital was NT$10,777,628uend 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 enfdrm 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 stockexa 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 - treasugkst
transactions, and NT$37,503 thousand for the usesest 125 thousand shares was accounted for galcapi
surplus - expired stock options. Also, in DecemBédl, the retirement of treasury stock caused
decreases in treasury stock transactions and exptozk 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.
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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 fromgherm equity-method investments was NT$18,411
thousand. When the Company did not subscribehimew shares issued by an equity-method investee,
Huada Digital Corporation, in September 2011, teen@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, thdiohal paid-in capital from a merger as of Sepiem
30, 2012 was NT$24,423 thousand (US$833 thousand).

Appropriation of Retained Earnings and Dividend Polcy

Under the Company’s Articles of Incorporation, iT& has earnings after the annual final accouniing,
shall be allocated in the following order:

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 HTC’s authorized capital.

d. To pay remuneration to directors and superviadb&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 Hiertze after deducting the amounts under the above
subparagraphs a. to ¢, or such balance plus thepumaiated retained earnings of previous years.
However, the bonus may not exceed the limits onleyae bonus distributions as set out in the
Regulations Governing the Offering and IssuancBeafurities 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 requirartee  Such specific requirements shall be presdribe
by the board of directors.

f. For any remainder, the board of directors shedpose allocation ratios based on the dividenityol
set forth in the Company’s Article and propose tlterihe shareholders’ meeting.
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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, HTC considers its operating
environment, industry developments, and long-temiarests of stockholders as well as its programs to
maintain operating efficiency and meet its captgdenditure budget and financial goals in detenngiihe
stock or cash dividends to be paid. HTC's divideoticy stipulates that at least 50% of total dands
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 Appropriation Dividends
of Earnings Per Share of Earnings Per Share
NT$ NTS$ NTS$ USs$ NTS$ US$
(Note 3) (Note 3)
Legal reserve $ - $ - $ 6,197580 $ 211424 $ - $
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 - - - -

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
Uss$ US$
(Note 3) (Note 3)
For year 2011 Cash $ 246,939
Stock -

$ 246,939 $ 246,939
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21.

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 immediatebg@ding

the shareholders’ meeting. The approved amounteeobonus 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 diffemfthe proposed amounts, the differences are redord

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 websiteeoftiwan Stock Exchange.

TREASURY STOCK

HTC resolved to transfer 6,000 thousand treaswrgkstto employees in June 2011, and the number of
shares actually transferred was 5,875 thousand.

On July 16, 2011, HTC's board of directors passedsalution to buy back 10,000 thousand and 10,000
thousand of its shares from the open market betwebn18, 2011 and August 17, 2011, and between
August 18, 2011 and September 17, 2011, respegtiwih the repurchase price ranging from NT$900 to
NT$1,100 per share. If HTC’s share price was lothen this price range, HTC planned to continue to
buy back its shares. HTC bought back 20,000 thalishares for NT$16,086,098 thousand during the
repurchase period and retired 10,000 thousand shaiecember 2011 and completed capital amendment
registration in January 2012.

On December 20, 2011, HTC'’s board of directors g@ssresolution to buy back 10,000 thousand of its
shares from the open market between December 2Q, &@d February 19, 2012, with the repurchase price
ranged from NT$445 (US$15) to NT$650 (US$22) persh If HTC'’s share price becomes lower than
this price range, HTC planned to continue to bugkhbts shares. HTC bought back 6,914 thousandeshar
(bought back 100 thousand shares in 2011 and éh@l#and shares in 2012) for NT$3,750,056 thousand
(US$127,929 thousand) during the repurchase peri@iher treasury stock information for the nine
months ended September 30, 2011 and 2012 werd@sso

(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
(Continued)
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22.

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, 2012

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

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

INCOME TAX
Provision for income tax expense (benefit) for tliee months ended September 30, 2011, income tax

payable, income tax receivables and deferred tagtaqliabilities) as of September 30, 2011, weye a
follows:

2011
Income Tax Deferred Tax
Expense Income Tax Income Tax Assets
(Benefit) Payable Receivable (Liabilities)
NTS$ NT$ NTS$ NTS$
HTC Corporation $ 6,433,781 $ 8,949877 $ - $ 5,794,840
Communication Global
Certification Inc. 8,719 7,056 - 214
HTC Investment Corporation 151 - 15 -
HTC I Investment Corporation 116 - 46 -
Huada Digital Corporation 141 - 29 -
High Tech Computer Asia Pacific
Pte. Ltd. 8,452 7,878 - 37
HTC Communication Co., Ltd. 185,138 683,146 - 555,270
HTC America Inc. 255,037 - 148,800 95,234
HTC EUROPE CO., LTD. 121,329 124,792 - 9,048
Exedea Inc. 690 37 153 -
HTC NIPPON Corporation 3,397 - 59 -
HTC BRASIL 1,025 - 17 2,463
HTC Corporation (Shanghai WG 1,847 563 - -
One & Company Design, Inc. 10,854 11,682 - 18,657
HTC Belgium BAVA/SPRL 575 9,090 - -
HTC HK, Limited 1,744 5,193 - -
High Tech Computer (H.K.)
Limited 2,612 - - -
HTC (Australia and New Zealand)
Pty. Ltd. 8,018 6,575 - (2,841)
HTC India Private Limited 4,999 4,863 20 (39)
(Continued)
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2011

Income Tax Deferred Tax
Expense Income Tax Income Tax Assets
(Benefit) Payable Receivable (Liabilities)
NT$ NT$ NT$ NT$
HTC (Thailand) Limited $ 2371 $ 1,015 $ - 3 -
HTC Electronics (Shanghai) Co.,

Ltd. 139,370 61,104 - 48,458
HTC Malaysia Sdn. Bhd. 2,795 98 - 270
HTC Innovation Limited 2,158 1,054 - -
HTC Netherlands B.V. 1,146 1,395 - -
HTC FRANCE CORPORATION (28) 673 - (83,409)
HTC South Eastern Europe Limit

liability Company 1,027 1,050 - -
HTC Nordic ApS. 5,010 5,406 - (83)
HTC Italia SRL 3,985 - - -
HTC Germany GmbH. 5,744 2,596 - -
HTC lberia S.L. 3,918 4,186 - -
HTC Poland sp. z o.0. 16 - - 2,039
ABAXIA SAS 7,267 - - -
HTC America Innovation Inc. 46,785 124,076 - 103,589
Saffron Digital Inc. (1,559) 5,290 - (2,442)
Dashwire Inc. - 396 - -

7,268,630 $ 10,019,091 $ 149,139 $ 6,541,305
(Concluded)

Provision for income tax expense (benefit) for tliee months ended September 30, 2012, income tax
payable, income tax receivables and deferred tagtagliabilities) as of September 30, 2012, weye a
follows:

2012
Income Tax Expense Deferred Tax Assets
(Benefit) Income Tax Payable Income Tax Receivable (Liabilities)
NT$ us$ NT$ us$ NT$ us$ NT$ us$
(Note 3) (Note 3) (Note 3) (Note 3)
HTC Corporation $ 495,140 $ 16,891 $ 1,445,138 $ 49,300 $ - $ - $ 5,973,387 $ 203,776
Communication Global

Certification Inc. 23,967 818 17,905 611 - - 241 8
HTC Investment

Corporation 246 8 - - 22 1
HTC | Investment

Corporation 146 5 - - 63 2
High Tech Computer

Asia Pacific Pte. Ltd. 4,225 144 6,687 228 - - 38 1
HTC America Inc. 345,212 11,777 159,546 5,443 - - 187,894 6,410
HTC EUROPE CO.,

LTD. 69,277 2,363 90,213 3,077 - - 9,627 329
Exedea Inc. 25 1 - - 123 4 - -
HTC NIPPON

Corporation 8,712 297 37,513 1,280 - - 31,601 1,078
HTC America Holding

Inc. 388,596 13,257 196,890 6,717 - - (123,000) (4,196)
HTC America

Innovation Inc. (32,735) (1,117) - - 83,430 2,846 81,193 2,770
One & Company

Design, Inc. (1,932) (66) - - 20,275 692 28,258 964
HTC Corporation

(Shanghai WGQ) 2,724 93 859 29
HTC Belgium

BAVA/SPRL 859 29 6,641 226
HTC (Australia and

New Zealand) Pty.

Ltd. 11,271 384 12,158 415 - - 386 13

(Continued)
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2012

Income Tax Expense Deferred Tax Assets
(Benefit) Income Tax Payable Income Tax Receivable (Liabilities)
NT$ US$ NT$ US$ NT$ USs$ NT$ US$
(Note 3) (Note 3) (Note 3) (Note 3)

HTC HK, Limited $ 2,366 $ 81 $ 7,017 $ 239 $ - $ - $ - $
HTC India Private

Limited 5,424 185 1,496 51
HTC (Thailand)

Limited 1,195 41 442 15
HTC Netherlands B.V. 720 25 2,282 78
HTC ltalia SRL. 4,360 149 429 15 - - - -
HTC BRASIL 1,057 36 - - 489 17 1,399 48
HTC Communication

Co., Ltd. 227,128 7,748 1,723,498 58,795 - - 2,160,300 73,696
HTC Electronics

(Shanghai) Co., Ltd. 126,769 4,325 127,084 4,335 - - 59,173 2,019
HTC Malaysia Sdn.

Bhd. 2,515 86 - - - - 302 10
HTC Innovation

Limited (637) (22) - - - - - -
HTC Poland sp. z 0.0. 368 13 1 - - - 1,500 51
HTC Iberia S.L. 1,271 43 2,406 82 - - - -
HTC Germany GmbH. 4,995 170 7,799 266 - - - -
HTC Nordic ApS. 2,233 76 2,359 80 - - (35) 1)
HTC Luxembourg

S.arl 7,682 262 7,319 250
HTC FRANCE

CORPORATION 57 2
ABAXIA SAS 5,666 193 - - - - - -
Saffron Digital Inc. 9,210 314 7,417 253 - - 59 2
HTC Norway AS 96 3 137 5 - - - -
Dashwire, Inc. 24 1 80 3
HTC Communication

Sweden AB 159 6 24 1
HTC Communication

Canada, Ltd. 3,336 114 7,304 249 - - 4,118 141
Inquisitive Minds, Inc. 24 1 - - - - - -
HTC Communication

Technologies (SH) 22,522 768 21,761 742 -
FunStream Corporation - - - - 4
PT. High Tech

Computer Indonesia 2,460 84 2,375 81
HTC South Eastern

Europe Limited

liability Company (207) @) 323 11

$1746526 $ 59581  $3.895103  $132877 $ 104406 $ 3562  $8416441  $287.119
(Concluded)

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 revaluated deferred tax assets in accordariceheirevised article. Deductible temporary défeces
and tax credit carryforwards that gave rise to wletetax assets as of September 30, 2011 and 28E2as
follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Temporary differences
Provision for loss on decline in value of
inventory $ 778911 % 741,672 $ 25,301
Unrealized royalties 4,566,970 5,044,391 172,084
Unrealized contingent losses of purchase orders 529,682 172,711 5,892
Unrealized marketing expenses 5,534,083 3,637,199 124,079
Unrealized warranty expenses 2,289,604 1,872,079 63,864
Capitalize expense 66,724 63,811 2,177
Unrealized bad-debt expenses 63,783 275,162 9,387
Unrealized sales allowance 176,797 87,059 2,970
(Continued)
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2011 2012

NTS$ NTS$ US$
(Note 3)
Unrealized research materials and molding
expenses $ 125,927 $ 142,928 $ 4,876
Unrealized salaries and welfare 395,521 416,347 14,203
Unrealized valuation loss on financial
instruments - 22,325 762
Unrealized exchange loss - 68,451 2,335
Others 126,285 1,244,656 42,460
Prior years’ loss carryforwards 1,058 192,593 6,570
Tax credit carryforwards 3,141,446 1,666,707 56,858
Total deferred tax assets 17,796,791 15,648,091 533,818
Less: Valuation allowance (11,104,741) (6,886,502) (234,925)
Total deferred tax assets, net 6,692,050 8,761,589 298,893
Deferred tax liabilities
Unrealized pension cost (30,399) (33,542) (1,144)
Unrealized exchange gain, net (32,026) - -
Unrealized valuation gain on financial
instruments (37,504) - -
Unrealized depreciation (20,569) (76,055) (2,594)
Unrealized gain on investment (30,247) (235,551) (8,036)
Deferred tax liabilities offset against deferrexl ta
assets, net 6,541,305 8,416,441 287,119
Less: Current portion (2,436,806) (4,080,578) (139,205)
Deferred tax assets - noncurrent $ 4104499 $ 4335863 $ 147,914
(Concluded)

The income tax for the nine months ended SepteBte2011 and 2012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Current income tax $ 10,299,311 $ 4,291,242 $ 146,391
Less: Increase in deferred income tax assets (3,123,621) (1,194,298) (40,742)
Less: Effect of tax law changes - (1,300,426) (44,363)
Add (less): Underestimation (overestimation) of
prior year’s income tax 92,940 (49,992) (1,705)

Income tax $ 7268630 $ 1,746,526 $ 59,581

Under the Statute for Upgrading Industries, HTC wemnted 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 fGRS&ion 2006.12.20-2011.12.19
2007 Sales of wireless or smartphone which has 3G or f@aRS8ion 2007.12.20-2012.12.19
2008 Sales of wireless or smartphone which has 3.5Gifumc 2010.01.01-2014.12.31
2009 Sales of wireless or smartphone which has 3.5Gifumc 2012.01.01-2016.12.31
(application for exemption under review by the Miny of
Finance as of September 30, 2012)
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23.

As of September 30, 2012, detail of the tax creglityforwards 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 InMation (Sll) passed by the Legislative Yuan in ARA10,

a profit-seeking enterprise may deduct up to 15%sofesearch and development expenditures from its
income tax payable for the fiscal year in whichsthexpenditures are incurred, but this deducti@ulsh
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.

As of September 30, 2012, the loss carryforwardsBE€ BRASIL that gave rise to deferred income tax
assets in the Federative Republic of Brazil wer&®8@ thousand (US$34 thousand). Taxation could be
made on its net income after deduction of lossesried in the preceding years, but the deductiomata
exceed 30% of the taxable income of the current yea

As of September 30, 2012, the loss carryforwardd ™E America Content Services, Inc., Saffron Digita
Inc., Dashwire, Inc. and Inquisitive Minds, Incatlgave rise to deferred income tax assets in thtet
States were NT$191,609 thousand (US$6,536 thousand)could be carried forward for 20 years.

The imputation credit account (ICA) information fitve 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.

HTC’s income tax returns through 2009 had been eedby the tax authorities. The income tax return
of Communication Global Certification Inc., HTC kstment Corporation and HTC | Investment
Corporation for the years through 2009 have beam@ed and approved by the tax authority.

EARNINGS PER SHARE

Earnings per share (EPS) before tax and after rexcaculated by dividing net income by the weighte
average number of common shares outstanding whathides the deduction of the effect of treasurglsto
during each year. EPS for the nine months endeteB8der 30, 2011 were calculated after the average
number of shares outstanding was adjusted retuehictior the effect of stock dividend distribution
2012.
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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 tHevdng year. The related EPS information for tliee
months ended September 30, 2011 and 2012 wad@sdol

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

-40 -



24. 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 $ 734698 $ 734698 $ 50520 $ 1,724 $ 50520 $ 1,724
Available-for-sale financial
assets - noncurrent 406 406 183 6 183 6
Held-tomaturity financial asse
- noncurrent 205,441 204,728 202,070 6,893 202,040 6,892
Financial assets carried at
cost - noncurrent 3,061,328 3,061,328 3,962,435 135,174 3,962,435 135,174
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
equivalents, receivables, other current financisdets, payables, accrued expenses and other current
financial liabilities, which have carrying amourttgat approximate their fair values due to theirrsho
maturities.

The financial instruments neither include othercgwrent financial assets nor liabilities. The feéues
of aforementioned financial instruments were basethe present value of future cash flows discaliate
the average interest rates for time deposits waturities similar to those of the financial instrembs.

The fair values of financial instruments at failueathrough profit or loss, available-for-sale, bied
derivative financial instruments and held-to-matufinancial assets are based on quoted marketgiit
an active market, and their fair values can bealli measured. If the securities do not have ntarke
prices, fair value is measured on the basis ohfired or other information. The Company uses esigs
and assumptions that are consistent with informatiiat 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 - 3 - $ 220,609 $ -8 -
Available-for-sale financial
assets - current 734,698 50,520 1,724
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 - - - 3,061,328 3,962,435 135,174
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 gains of NT$2Bitisand and NT$19,214 thousand (US$655
thousand) in stockholders’ equity for the changefair value of available-for-sale financial assketsthe
nine months ended September 30, 2011 and 2012 atesyy.

As of September 30, 2011 and 2012, financial assqissed to fair value interest rate risk amoumnted
NT$205,441 thousand and NT$202,070 thousand (US$6tBousand), respectively; financial assets
exposed to cash flow interest rate risk amountedTi$61,847,498 thousand and NT$17,617,003 thousand
(US$600,986 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 reced/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.

c. Liquidity risk

The Company’s operating funds are deemed sufficientneet the cash flow demand, therefore,
liquidity risk is not considered to be significant.
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25. RELATED-PARTY TRANSACTIONS
The related parties were as follows:

Related Party

Relationship with the Company

Xander International Corp.

VIA Technologies, Inc.
Chander Electronics Corp.
Faith Hope & Love Limited
Openmoko, Inc.

VIA Telecom Company Limited
Beats Electronics, LLC

Way-Lien Technology Co., Ltd.

Wozai Information Technology (Beijing),

LLC
Employees’ Welfare Committee

Chairperson is an immediate relative of HTC'’s gbetison

Same chairperson as HTC's

Same chairperson as HTC's

Its significant stockholder in substance is HTGigicperson

Its significant stockholder in substance is HTGigicperson

Its significant stockholder in substance is HTQisicperson

HTC has lost control of the subsidiary since Augétl.2,
due to partial disposal of its shares, and accaouiotethe
investment by equity method.

Significant stockholder of HTC

Its significant stockholder in substance is HTGigicperson

Employees’ Welfare Committee of HTC

HTC Cultural and Educational FoundationA nonprofit organization with over one third of ttstal funds

donated by the Company

Major transactions with related parties are sumrearbelow:

Purchases of Inventories and Services

Nine Months Ended September 30

2011 2012
% to Total % to Total
Net Net
Related Party Amount Purchases Amount Purchases
NTS$ NTS$ US$
(Note 3)
VIA Telecom Company
Limited $ - - $ 4961 $ 169

Chander Electronics Corp. 172,540 - - - -
$ 172,540 - $ 4961 $ 169 -

Terms of payment and purchasing prices for botitedland third parties were similar.
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Sales and Services Provided

Nine Months Ended September 30

2011 2012
% to Total % to Total
Related Party Amount Revenues Amount Revenues
NTS$ NTS$ US$
(Note 3)
Faith Hope & Love Limited  $ - - $ 2,236,688 $ 76,302 1
Employees’ Welfare
Committee 52,510 - 219,853 7,500 -
Others 2,017 - 3,767 129 -
$ 54,527 - $ 2,460,308 $ 83,931 1

The selling prices for products sold to relatedipamwere similar to those for sales to third estiexcept
those for Employees’ Welfare Committees and Faitdpdd& Love Limited. The collection terms for
products sold to related parties were similar tséhfor sales to third parties.

Accounts Receivable

September 30
2011 2012
% to Total % to Total
Notes and Notes and
Accounts Accounts
Related Party Amount Receivable Amount Receivable
NT$ NT$ USs$
(Note 3)
Faith Hope & Love Limited  $ - - $ 219,851 $ 7,500
VIA Technologies Inc. 34 - - - -
$ 34 - $ 219851 $ 7,500 _ 1
Accounts Payable
September 30
2011 2012
% to Total % to Total
Notes and Notes and
Accounts Accounts
Related Party Amount Payable Amount Payable
NT$ NT$ US$
(Note 3)

VIA Telecom Company

Limited $ - - $ 4924 3 168 -
Chander Electronics Corp. 25,262 - - - -
$ 25,262 - $ 4924 $ 168 -
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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 55
Other 143 - - - -
$ 143 - $ 6,619,951 $ 225,833 _55

For details of other receivable from Beats Eleat®n_LC, please refer to Loan section of Note 25.

Prepaid Expenses

September 30
2011 2012
% of Total % of Total
Prepaid Prepaid
Related Party Amount Expenses Amount Expenses
NTS$ NT$ uUs$
(Note 3)
VIA Technologies Inc. $ 87 - $ - - -
Accrued Expenses
September 30
2011 2012
% to Total % to Total
Other Other
Related Party Amount Payables Amount Payables
NT$ NT$ USs$
(Note 3)
Way-Lien Technology Inc. $ 200 - $ 1,000 $ 34 -
Xander International Corp. - - 74 3 -
HTC Cultural and
Educational Foundation 217,800 1 - - -
$ 218,000 1 $ 1,074 $ 37 -

Accrued expenses were consulting expenses.

Educational Foundation.
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Other Payables to Related Parties

September 30
2011 2012
% to Total % to Total
Other Other
Related Party Amount Payables Amount Payables
NT$ NT$ US$
(Note 3)
Wozai Information
Technology (Beijing), LLC $ - __- $ 6,771 $ 231 -

Service Fees

Nine Months Ended September 30

2011 2012

% to % to
Warranty Warranty
Related Party Amount Expenses Amount Expenses
NT$ NT$ US$
(Note 3)
Wozai Information

Technology (Beijing), LLC $ - - $ 6,846 $ 234 -
Way-Lien Technology Inc. 1,800 - 1,800 61 _ -
$ 1,800 - $ 8,646 $ 295 -

Service fees resulted from business consultings®rv
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 _ 2 $ 3906 $ 133 _ 1

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 Expenses

Nine Months Ended September 30

2011 2012
% to Total % to Total
Rental Rental
Related Party Amount Expenses Amount Expenses
NT$ NT$ US$
(Note 3)
HTC Cultural and Educational
Foundation $ - - $ 836 $ 29 _ 14

Note 18 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@0D2, there was NT$41,568 thousand (US$1,418
thousand) unpaid.

Openmoko, Inc.

The Company entered into a platform technologynkeeagreement 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?l #e Company bought the auxiliary facilities of
buildings from Chander Electronics Corp. for NT&h5nd NT$55,891 thousand (US$1,907 thousand),
respectively.

Patent Litigation
Note 29 has more information.
Loan

On July 19, 2012, HTC's board of directors passedsalution to offer US$225,000 thousand short-term
loan to Beats Electronics, LLC to support the titms of Beats into a product company. This loamsw
secured by all the assets of Beats. Term loan brisépaid in full no later than one year from sign
date of loan agreement and the repayment can be mddll at anytime during the term of the loanabr
the repayment date. The calculation of intere®taised on LIBOR plus 1.5%, 3.5%, 5.5% and 7.5% for
the first quarter to the fourth quarter, respedyive 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, LLC Otherreceivalle 6,595,53 6,595,531 1.94669-1.9551Y% 24,41
(US$ 225,000) (US$ 225,000) (Uss 833)
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26.

27.

28.

PLEDGED ASSETS

In order to protect the rights and interests ofeitsployees, 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) asmksber 30, 2012.

As of September 30, 2011 and 2012 the Company twdded time deposits of NT$71,095 thousand and
NT$4,507 thousand (US$154 thousand), respectieslycollateral for rental deposits and to the Nation

Tax Administration of Northern Taiwan Province aatpof the requirements for the Company to get a
certificate stating that it had no pending incoape t

COMMITMENTS AND CONTINGENCIES

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

SIGNIFICANT CONTRACTS

Patent Agreement

The Company specializes in research, design, metuméaand sales of smart handheld devices. To
enhance the quality of its products and manufaoguiechnologies, the Company has patent agreerasnts

follows:

Contractor Contract Term Description

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

Qualcomm Incorporated  December 20, 2000 to the following
dates:

a. If the Company materially Authorization to use CDMA
breaches any agreement term  technology to manufacture and sell
and fails to take remedial action units; royalty payment based on
within 30 days after agreement.

Qualcomm'’s issuance of a
written notice, the Company
will be prohibited from using
Qualcomm'’s property or
patents.

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.
(Continued)
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29.

Contractor Contract Term Description

Telefonaktiebolaget LM December 15, 2008 - December 14Authorization to use platform patent
Ericsson 2013 license agreement; royalty payment
based on agreement.

Nokia Corporation January 1, 2003 - December 31, Authorization to use wireless
2016 technology, like GSM; royalty
payment based on agreement.

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

KONINKLIJKE PHILIPS  January 5, 2004 to the expiry datesGSM/DCS 1800/1900 Patent License;

ELECTRONICS N.V. of these patents in the agreement. royalty payment based on
agreement.
MOTOROLA, INC. December 23, 2003 to the latest of TDMA, NARROWBAND CDMA,
the following dates: 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
not 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 Aktiengesellschaft July 2004 to the expiry dates of  Authorization to use GSM, GPRS or

these patents in the agreement. EDGE patent license or technolo

royalty payment based on

agreement.
IV International Licensing November 2010 - June 2020 Authorization to use wireless
Netherlands, B.V. technology; royalty payment based

on agreement.
(Concluded)

OTHER EVENT
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, allggthat the Company infringed IPCom’s patents.
In November 2008, the Company filed declaratongjudnt action for non-infringement and invalidity
against three of IPCom’s patents with the Washim@tourt, District of Columbia.
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In October 2010, IPCom filed a new complaint agathe Company alleging patent infringement of
patent owned by IPCom in District Court of Dusséld@ermany.

In June 2011, IPCom filed a new complaint against@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 Germarulytha 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 Comgaawery unlikely.

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

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.

In March 2010, Apple Inc. (“Apple”) filed a lawss against the Company concurrently with the U.S.
International Trade Commission (“ITC”) and U.S. @i Court in Delaware (“Delaware court”),
alleging that the Company infringed its patents.pple requested ITC and Delaware court to prevent
the Company from importing and selling devices lie UUnited States and damage compensation,
respectively. The Company subsequently filed ITvestigation and filed counterclaim with
Delaware court against Apple for patent infringeteen The Company requested ITC and Delaware
court to prevent Apple from importing and sellingvites in the United States and damage
compensation, respectively.

In December 2011, the Company received the notidd© committee’s final determination in the
Apple vs. HTC case, (ITC No. 337-TA-710). Applaegarally 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 implementmrgaround 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 ésshis initial determination and ruled that Apple
does not infringe the 4 asserted patents ownetddoZbmpany.

In November 2011, the Company acquired the busiopsgation and ownership of patent portfolio of
S3 Graphics Co., Ltd. (“S3 Graphics”). In July 20Rpple 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 patefriingement (ITC No. 337-TA-808). On
September 22, 2011, S3 Graphics filed another Ifm@&dtigation (ITC No. 337-TA-813) and a
companion district court case in Delaware againgplé alleging infringement of its patents.
Regarding the patents asserted in ITC No. 337-Té-&pple filed an antitrust lawsuit in the United
States District Court for the Eastern District ofgihia in June 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.

In January 2012, Eastman Kodak (“Kodak”) filethasuit against the Company concurrently with the
ITC and U.S. District Court of Western District Bew York (“New York court”), alleging that the
Company infringed its patents. Kodak requested #if@ New York court to prevent the Company
from exporting to and selling in United States degi made using Kodak's patents and damage
compensation, respectively. The Company evaluétatl there is no direct relation between the
associated technology used in the Company’s dewdndspatents claimed by Kodak. The Company
believes the lawsuits have limited impact on itaficial results or sales activities.

As of October 26, 2012, the date of the accompanindependent accountants’ review report, there
had been no further hearing nor had a court detlsten made.
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d.

In May 2012, Nokia Corporation (“Nokia”) filedlawsuit against the Company concurrently with the
ITC, Delaware court and the District Courts of Maeim, Munich and Dusseldorf in Germany
("German courts”), alleging that these companiefsinged its patents. Nokia requested ITC to
prevent the Company from exporting to and sellmynited States devices made using Nokia’'s patents
and requested Delaware court and German courtsattt gamage compensation upon Nokia. The
Company subsequently filed revocation actions agaiokia’s asserted patents in London High Court.
The Company evaluated that there is no directiosldietween the associated technology used in the
Company’s devices and patents claimed by Nokia.e Thmpany believes the lawsuits have limited
impact on its financial results or sales activities

As of October 26, 2012, the date of the accompaniridependent accountants’ review report, there
had been no further hearing nor had a court detlsten made.

The Company had shared lawsuit-related costshenbasis of common benefits and agreements
between the Company and its vendors and customéis. 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 etall
the possible effects of the above lawsuits on utsiress and financial condition, and recognized its
estimable cost.

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

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

Financial assets

Monetary items

uUsbD $ 3,505,154 30.49 $ 2,799,164 20.31
EUR 594,663 41.24 267,441 37.91
GBP 82,601 47.48 44,661 47.61
JPY 197,235 0.3975 3,537,594 0.3779
RMB 1,834,496 4.77 2,635,908 4.65

Nonmonetary items

uUsb 77,509 30.49 113,045 20.31

Investments accounted for by the

equity method
uUSD 2,500 30.49 184,824 29.31

Financial liabilities

Monetary items

uUsD 3,616,086 30.49 2,890,746 29.31
EUR 595,404 41.24 275,176 37.91
GBP 68,511 47.48 46,971 47.61
JPY 1,169,708 0.3975 10,586,571 0.3779
RMB 966,767 4.77 2,856,400 4.65
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30.

31.

SEGMENT DISCLOSURES

Information reported to the chief operating decisinaker for the purposes of resource allocation and
assessment of segment performance focuses ondadyme®ds or services delivered or provided. Under
SFAS No. 41, the Company is organized and manageal single reportable business segment. The
Company’s operations are mainly related to thearese design, manufacture and sales of smart hithdhe
devices and the operating revenue made up moreédthaercent of the total revenue.

Selected financial information was as follows:

Geographical Areas

The Company’s noncurrent assets (other than fiahriostruments, deferred income tax assets and
post-employment benefit assets) located in Taiwahia an individual foreign country as of SeptemBey

2011 and 2012, and revenues from Taiwan and fromdividual foreign country account for 10 percent
more for the nine months ended September 30, 20d 2@12 were as follows:

Revenues Non-current Assets
Nine Months Ended September 30 September 30
2011 2012 2011 2012
NT$ NT$ uss NT$ NT$ Uss$
(Note 3) (Note 3)

Taiwan $ 14,235,201 $ 17,705,051 $ 603,990 $ 22,265,945 $ 30,238,240 $ 1,031,546
Country Y 180,752,015 51,932,187 1,771,613 966,131 1,300,836 44,377
Country Z 14,510,413 39,466,512 1,346,360 4,869,502 5,239,652 178,745
Others 154,877,995 119,903,525 4,090,386 2,538,885 11,645,104 397,261

$ 364,375,624  $ 229,007,275 $ 7,812,349 $ 30,640,463 $ 48,423,832 $ 1,651,929
Major Customers

Revenues from transactions with a single exteroatamer amounted to 10 percent or more for the nine
months ended September 30, 2011 and 2012 werd@sdo

2011 2012
Customer NTS$ NT$ US$
(Note 3)
A $ 71,606,677 $ 18,190,312 $ 620,544
B 41,333,651 14,087,794 480,591
C 54,940,056 5,100,697 174,005

$ 167,880,384 $ 37,378,803 $ 1,275,140

PRE-DISCLOSURE FOR ADOPTION OF INTERNATIONAL FI NANCIAL REPORTING
STANDARDS

Under Rule No. 0990004943 issued by the Finandgle8/isory Commission (“FSC”) on February 2,
2010, the Company pre-disclosed the relevant irition on the adoption of the International Finahcia
Reporting Standards (“IFRSs”) as follows:

a. On May 14, 2009, the FSC announced the “Framevmrthe Adoption of International Financial
Reporting Standards by the Companies in the ROG"this framework, starting 2013, companies
with shares listed on the Taiwan Stock Exchang®{SE”") or traded on the Taiwan GreTai Securities
Market or Emerging Stock Market should preparertbensolidated financial statements in accordance
with the Guidelines Governing the Preparation afafcial Reports by Securities Issuers and the
International Financial Reporting Standards, Iretiomal Accounting Standards, and the Interpratatio
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as well as related guidance translated by the ARD# issued by the FSC. To comply with this
framework, the Company has set up a project teatmade a plan to adopt the IFRSs. Leading the
implementation of this plan is Mr. James Chen, \loe president. The main contents of the plan,
schedule and status of execution as of Septemh@03@ were as follows:

Contents of Plan Responsible Department Status of Execution

Assessment phase: From January 1, 2010
to December 31, 2011

* Make a plan to adopt the IFRSs and sEinance and accounting Completed
up a project team

e Conduct phase | internal training for Finance and accounting and Completed
employees Talent management

e Compare and analyze the differencesFinance and accounting Completed
between the existing accounting
policies and the accounting policies to
be adopted under IFRSs

® Assess the adjustments of the existing-inance and accounting Completed
accounting policies
® Assess the applicability of the IFRS 1 Finance and accounting Completed

“First-time Adoption of International
Financial Reporting Standards”
e Assess the adjustments of the relatedFinance and accounting, Intrenal Completed
information technology system and audit and Information
internal control technology

Preparation phase: From January 1, 2011
to December 31, 2012

e Determine how to adjust the existing Finance and accounting Completed
accounting policies in accordance with
IFRSs

® Determine how to apply to the IFRS 1Finance and accounting Completed

“First-time Adoption of International
Financial Reporting Standards”

e Adjust the related information Finance and accounting, Intrenal In progress
technology system and internal control audit and Information
technology
e Conduct phase Il internal training for Finance and accounting and Completed
employees Talent management

Implementation phase: From January 1,
2012 to December 31, 2013

e Test run the adjusted related Finance and accounting and In progress
information technology system Information technology
e Gather information to prepare the Finance and accounting In progress

opening balance sheets and
comparative financial statements in
conformity with IFRSs
® Prepare financial statements in Finance and accounting In progress
conformity with IFRSs
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b. As of September 30, 2012, significant differenaentified by the Company that may arise between
current accounting policies under R.O.C. GAAP amel ones under IFRSs that will be used in the
preparation of financial statements in the futueeset forth below:

1) Reconciliation of its balance sheet as of Jantia2012:

The Effect of the Transition from
ROC GAAP to IFRSs
Measurement or

ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ Uss$
(Note 3)
Assets
Current assets
Cash and cash equivalents $ 87,501,508 $ - $ (25,474,750)  $ 62,026,758 $ 2,115,979 Cash and cash equivalents (1)
Financial assets at fair value 256,868 - - 256,868 8,763 Financial assets at fair value
through profit or loss - through profit or loss -
current current
Available-for-sale financial 736,031 - - 736,031 25,109 Available-for-sale financial
assets - current assets - current
Notes receivable, net 755,450 - - 755,450 25,771 Notes receivable, net
Accounts receivable, net 63,964,341 - - 63,964,341 2,182,078 Accounts receivable, net
Other financial assets - 1,405,911 - 25,474,750 26,880,661 917,006 Other receivables 1)
current
Inventories 28,430,590 - - 28,430,590 969,880 Inventories
Prepayments 7,075,231 - - 7,075,231 241,364 Prepayments
Deferred income tax assets 2,246,196 - (2,246,196) - - - ?)
- current
Other current assets 1,055,480 - - 1,055,480 36,008 Other current assets
Total current assets 193,427,606 - (2,246.,196) 191,181,410 6,521,958
Long-term investments
Available-for-sale financial 279 - - 279 9 Available-for-sale financial
assets - noncurrent assets - noncurrent
Held-to-maturity financial 204,597 - - 204,597 6,980 Held-to-maturity financial
assets - noncurrent assets - noncurrent
Financial assets carried at 3,408,654 - - 3,408,654 116,283 Financial assets carried at
cost - noncurrent cost - noncurrent
Investments accounted for 71,732 - - 71,732 2,447 Investments accounted for
by the equity method by the equity method
Total long-term investments 3,685,262 - - 3,685,262 125,719
Properties 21,512,478 - - 21,512,478 733,876  Property, plant and equipment
Intangible assets
Patents 11,152,098 - - 11,152,098 380,442 Patents
Goodwill 10,812,564 - - 10,812,564 368,859 Goodwill
Deferred pension cost 342 (342) - - - - 4)
Other intangible assets 595,784 - - 595,784 20,325 Other intangible assets
Total intangible assets 22,560,788 (342) - 22,560,446 769,626
Other assets
Refundable deposits 185,306 - - 185,306 6,321 Refundable deposits
Deferred charges 763,516 - - 763,516 26,047 Deferred charges
Deferred income tax assets 3,675,521 58,000 2,246,196 5,979,717 203,992 Deferred income tax assets (2), (3)
- noncurrent
Restricted assets - 68,700 - - 68,700 2,344 Restricted assets -
noncurrent noncurrent
Other 8,712,949 (83.052) - 8,629,897 294,400 Other noncurrent assets )
Total other assets 13,405,992 (25,052) 2,246,196 15,627,136 533,104
Total $254,592,126 $ (25,394) $ - $254,566,732 $8,684,283
Liabilities and stockholders’
equity
Current liabilities
Notes and accounts payable $ 77,268,293 $ - $ - $ 77,268,293 $ 2,635,929 Notes and accounts payable
Income tax payable 10,570,682 - - 10,570,682 360,608 Current tax liabilities
Accrued expenses 46,171,290 99,321 - 46,270,611 1,578,474 Accrued expenses (6)
Payable for purchase of 812,240 - - 812,240 27,709 Payable for purchase of
equipment equipment
- - - 15,133,275 15,133,275 516,256 Provisions - current (5)
Other current liabilities 17,307,355 - (15,133,275) 2,174,080 74,166 Other current liabilities 5)
Total current liabilities 152,129,860 99,321 - 152,229,181 5,193,142
Other liabilities
Guarantee deposits received 42,946 - - 42,946 1,466 Guarantee deposits received
Total liabilities 152,172,806 99,321 - 152,272,127 5,194,608
Stockholders’ equity
Common stock 8,520,521 - - 8,520,521 290,669 Common stock
Capital surplus Capital surplus
Additional paid-in capital 14,809,608 - - 14,809,608 505,215 Additional paid-in capital -
- issuance of shares in issuance of shares in
excess of par excess of par
Treasury stock 1,730,458 - - 1,730,458 59,033 Treasury stock transactions
transactions
Long-term equity 18,037 (18,037) - - - - @
investments
Merger 24,423 - - 24,423 833 Merger
Expired stock options 37,068 - - 37,068 1,264 Expired stock options
Retained earnings
Legal reserve 10,273,674 - - 10,273,674 350,476 Legal reserve
Special reserve 580,856 - - 580,856 19,815 Special reserve
Accumulated earnings 75,762,315 (74,837) - 75,687,478 2,582,001 Accumulated earnings ), (4),
(6), (7).
(8)
(Continued)
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The Effect of the Transition from
ROC GAAP to IFRSs

Measurement or

ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Iltem Note
NT$ NT$ NT$ NT$ Us$
(Note 3)
Other equity
Cumulative translation $ 32,134 $ (32,134) $ - $ - $ - Cumulative translation 8)
adjustments adjustments
Net loss not recognized (293) 293 - - - - 4)
as pension cost
Unrealized valuation gain 2,939 - - 2,939 100 Unrealized valuation gain
on financial on financial instruments
instruments
Treasury stock (10,365,144) - - (10,365,144) (353,596) Treasury stock
Equity attributable to 101,426,596 (124,715) - 101,301,881 3,455,810
stockholders of the
parent
Minority interest 992,724 - - 992,724 33,866 Non-controlling interests
Total stockholders' equity 102,419,320 (124,715) - 102,294,605 3,489,676
Total $254,592,126 $ (25,394) $ - $254,566,732 $8,684,284
(Concluded)
2) Reconciliation of the balance sheet as of Sep¢erd0, 2012:
The Effect of the Transition from
ROC GAAP to IFRSs
Measurement or
ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Iltem Note
NT$ NT$ NT$ NT$ Us$
(Note 3)
Assets
Current assets
Cash and cash equivalents $ 50,516,048 $ - $ (5,228,186) $ 45,287,862 $ 1,544,949 Cash and cash equivalents (1)
Available-for-sale financial 50,520 - - 50,520 1,724 Available-for-sale financial
assets - current assets - current
Accounts receivable, net 40,798,544 - - 40,798,544 1,391,800 Accounts receivable, net
Restricted assets - current 3,645,820 - - 3,645,820 124,373 Restricted assets - current
Other receivables - related 6,619,951 - - 6,619,951 225,833 Other receivables - related
parties parties
Other financial assets - 1,090,580 - 5,228,186 6,318,766 215,559 Other receivables 1)
current
Inventories 21,396,402 - - 21,396,402 729,916 Inventories
Prepayments 5,741,555 - - 5,741,555 195,867 Prepayments
Deferred income tax assets 4,080,578 - (4,080,578) - - - ?)
- current
Other current assets 674,769 - - 674,769 23,019 Other current assets
Total current assets 134,614,767 - (4.080,578) 130,534,189 4,453,040
Long-term investments
Available-for-sale financial 183 - - 183 6 Available-for-sale financial
assets - noncurrent assets - noncurrent
Held-to-maturity financial 202,070 - - 202,070 6,893 Held-to-maturity financial
assets - noncurrent assets - noncurrent
Financial assets carried at 3,962,435 - - 3,962,435 135,174 Financial assets carried at
cost - noncurrent cost - noncurrent
Investments accounted for 5,663,059 - - 5,663,059 193,190 Investments accounted for  (9)
by the equity method by the equity method
Total long-term investments 9,827,747 - - 9,827,747 335,263
Properties 25,541,331 - - 25,541,331 871,316  Property, plant and equipment
Intangible assets
Patents 9,661,596 - - 9,661,596 329,596 Patents
Goodwill 1,594,872 - - 1,594,872 54,407 Goodwill
Deferred pension cost 342 (342) - - - - 4)
Other intangible assets 862,122 - - 862,122 29,410 Other intangible assets
Total intangible assets 12,118,932 (342) - 12,118,590 413,413
Other assets
Refundable deposits 185,409 - - 185,409 6,325 Refundable deposits
Deferred charges 960,736 - - 960,736 32,775 Deferred charges
Long - term receivable 4,397,025 - - 4,397,025 150,000 Long - term receivable
Deferred income tax assets 4,335,863 86,000 4,080,578 8,502,441 290,052 Deferred income tax assets (2), (3)
- noncurrent
Restricted assets - 4,507 - - 4,507 154 Restricted assets
noncurrent
Other 10,003,493 (81.,686) - 9,921,807 338,473 Other assets - other 4)
Total other assets 19,887,033 4,314 4,080,578 23,971,925 817,779
Total $201,989,810 $ 3,972 $ - $201,993,782 $6,890,811
Liabilities and stockholders’
equity
Current liabilities
Financial liabilities at fair $ 137,633 $ - $ - $ 137,633 $ 4,695 Financial liabilities at fair
value through profit or value through profit or
loss - current loss - current
Hedging derivative assets - 82,213 - - 82,213 2,805 Hedging derivative assets -
current current
Notes and accounts payable 64,776,187 - - 64,776,187 2,209,773 Notes and accounts payable
(Continued)
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The Effect of the Transition from
ROC GAAP to IFRSs
Measurement or

ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Iltem Note
NT$ NT$ NT$ NT$ Us$
(Note 3)
Income tax payable $ 3,895,103 $ - $ - $ 3,895,103 $ 132,877 Current tax liabilities
Accrued expenses 37,274,487 110,947 - 37,385,434 1,275,366 Accrued expenses (6)
Payable for purchase of 1,795,161 - - 1,795,161 61,240 Payable for purchase of
equipment equipment
- - - 11,847,666 11,847,666 404,171 Provisions - current (5)
Other current liabilities 14,767,264 - (11,847.666) 2,919,598 99,599 Other current liabilities 5)
Total current liabilities 122,728,048 110,947 - 122,838,995 4,190,526
Other liabilities
Guarantee deposits received 122,830 - - 122,830 4,190 Guarantee deposits received
Total liabilities 122,850,878 110,947 - 122,961,825 4,194,716
Stockholders’ equity
Common stock 8,520,521 - - 8,520,521 290,669 Common stock
Capital surplus Capital surplus
Additional paid-in capital 14,809,608 - - 14,809,608 505,215 Additional paid-in capital
- issuance of shares in - issuance of shares in
excess of par excess of par
Treasury stock 1,730,458 - - 1,730,458 59,033 Treasury stock
transactions transactions
Long-term equity 18,037 (18,037) - - - @
investments
Merger 24,423 - - 24,423 833 Merger
Expired stock options 37,068 - - 37,068 1,266 Expired stock options
Retained earnings
Legal reserve 16,471,254 - - 16,471,254 561,900 Legal reserve
Accumulated earnings 52,668,072 (57,097) - 52,610,975 1,794,769 Accumulated earnings (3), (4),
(6), (7).
8). (9)
Other equity
Cumulative translation (1,008,358) (32,134) - (1,040,492) (35,496) Cumulative translation (8)
adjustments adjustments
Net loss not recognized (293) 293 - - - - )
as pension cost
Unrealized valuation gain (66,368) - - (66,368) (2,264) Unrealized valuation gain
on financial on financial
instruments instruments
Treasury stock (14,065,490) - - (14,065,490) (479,830) Treasury stock
Total stockholders' equity 79,138,932 (106,975) - 79,031,957 2,696,095
Total $201,989,810 $ 3,972 $ - $201,993,782 $6,890,811
(Concluded)

3) Reconciliation of the consolidated income staeirfor the nine months ended September 30,
2012:

The Effect of the Transition from
ROC GAAP to IFRSs
Measurement or

ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ Us$
(Note 3)
Revenues $229,007,295 $ - $ - $229,007,295 $7,812,349 Revenues
Cost of revenues 169,899,456 (1.505) - 169,897,951 5,795,894  Cost of revenues (4), (6)
Gross profit 59,107,839 1,505 - 59,109,344 2,016,455  Gross profit
Operating expenses Operating expenses
Research and development 12,099,522 9,177 - 12,108,699 413,076 Research and development (4), (6)
General and administrative 4,860,906 1,595 - 4,862,501 165,879 General and administrative (4), (6)
Selling and marketing 23,934,412 993 - 23,935,405 816,532 Selling and marketing (4), (6)
Total operating expenses 40,894,840 11,765 - 40,906,605 1,395,487 Total operating expenses
Operating income 18,212,999 (10,260) - 18,202,739 620,968  Operating income
Nonoperating income and Nonoperating income and
gains gains
Interest income 449,127 - - 449,127 15,322 Interest income
Investment gain 125,656 - - 125,656 4,287 Gain on sale of investments
Exchange gain 743,824 - - 743,824 25,375 Exchange gain
Other 397,451 - - 397,451 13,558 Other
Total nonoperating income 1,716,058 - - 1,716,058 58,542 Total nonoperating income
and gains and gains
Nonoperating expenses and Nonoperating expenses and
losses losses
Interest expense 1,555 - - 1,555 53 Interest expense
Loss on disposal of 165,184 - - 165,184 5,635 Loss on disposal of (©)]
Investments Investments
Loss on disposal of 1,634 - - 1,634 56 Loss on disposal of
properties properties
Impairment loss 1,211,649 - - 1,211,649 41,334 Investment loss
Valuation loss on financial 131,325 - - 131,325 4,480 Valuation loss on financial
liabilities liabilities
Other 91,400 - - 91,400 3,118 Other
Total nonoperating 1,602,747 - - 1,602,747 54,676 Total nonoperating
expenses and losses expenses and losses
Income before income tax 18,326,310 (10,260) - 18,316,050 624,834  Income before income tax
Income tax (1.746,526) 28,000 - (1.718,526) (58,626) Income tax [©)]
Net income $ 16,579,784 $ 17,740 $ - 16,597,524 566,208  Net income

(Continued)
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The Effect of the Transition from
ROC GAAP to IFRSs
Measurement or
ROC GAAP Recognition Presentation IFRSs

Item Amount Inconsistency Difference Amount Item Note

NT$ NT$ NT$ NT$ Uss$
(Note 3)

$ (1,040,492) $ (35,495) Exchange differences on
translating foreign
operations
19,214 655 Unrealized valuation gain on
available-for-sale financial
assets
(88,521) (3,020) Unrealized valuation loss on
financial instruments for
cash flow hedging
Income tax relating to
components of OCI
(1.109,799) (37,860) OCI for the year (net of tax)

$ 15,487,725 $ 528,348  Other comprehensive income

(Concluded)
Note:

(1) Under ROC GAAP, the term “cash” used in theaficial statements includes cash on hand,
demand deposits, check deposits, time depositsatigatancellable but without any loss of
principal and negotiable certificates of deposattare readily salable without any loss of
principal. However, under IFRSs, cash equivalanés short-term, highly liquid investments
that are both readily convertible to known amowftsash and so near their maturity that they
present insignificant risk of changes in value. iAmestment normally qualifies as a cash
equivalent only when it has a short maturity obthmonths or less from the date of acquisition.
Some certificates of deposit the Company held haturity of more than 3 months from the
date of investment. Therefore, as of January d, September 30, 2012, the reclassification
adjustment resulted in decrease of “cash and ogsivadents” and corresponding increase of
“other receivable” by NT$25,474,750 thousand (US%$885 thousand) and NT$5,228,186
thousand (US$178,354 thousand), respectively.

(2) Under ROC GAAP, a deferred income tax assetliaility should, according to the
classification of its related asset or liability blassified as current or noncurrent. However, a
deferred income tax asset or liability that is nefiated to an asset or liability for financial
reporting should be classified as current or nameurbased on the expected length of time
before it is realized or settled. By contrast, entFRSs, a deferred income tax asset or
liability is always classified as noncurrent. Tdfere, as of January 1, and September 30,
2012, the reclassification adjustment resulted écrélase of “deferred income tax asset -
current” and corresponding increase of “deferredoine tax asset - noncurrent” by
NT$2,246,196 thousand (US$76,627 thousand) and NB84678 thousand (US$139,205
thousand), respectively.

Under ROC GAAP, deferred tax assets are recogrirzddll but are reduced by a valuation
allowance account if there is evidence showing &abrtion of or all the deferred tax assets
will not be realized. However, under IFRSs, antgnmecognizes deferred tax assets only if
realization is “probable” and a valuation allowarmecount is not used. Therefore, as of
January 1, and September 30, 2012, the reclaggficadjustment resulted in a decrease of
“deferred income tax assets” and its valuationvedioce account by NT$11,132,656 thousand
(US$379,779 thousand) and NT$6,886,502 thousan8ZB%§925 thousand), respectively.

(3) Under ROC GAAP, deferred income tax assets iabilities from intergroup sales are
recognized for the change in tax basis using ther'setax rates. However, under IFRSs, the
buyer's tax rates are used instead. Therefore RRS adjustment as of January 1, 2012,
resulted in an increase of “deferred income taeta8sby NT$58,000 thousand (US$1,979
thousand) and a corresponding increase of “accuetlkarnings”. In addition, the evaluation
adjustment made on September 30, 2012 resultedl iimceease of “deferred income tax assets”
and a corresponding increase of “accumulated egghiby NT$86,000 thousand (US$2,934
thousand) and a decrease of “income tax” by NT&ZBtBousand (US$955 thousand).
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(4) In accordance with IFRS 1 - First-time Adoptiainternational Financial Reporting Standards,
The Company elected to recognize all cumulativeuadl gains and losses relating to
employee benefits at the date of transition to IERSTherefore, as of January 1, 2012, the
IFRS adjustment resulted in a decrease in “accusulilaarnings” of NT$83,687 thousand
(US$2,855 thousand) due to decreases of “defeadipn cost” by NT$342 thousand (US$12
thousand), “defined benefit assets” by NT$83,05u8and (US$2,833 thousand) and “net loss
not recognized as pension cost” by NT$293 thougd®$10 thousand).

As of September 30, 2012, the IFRS adjustment textuih a decrease in “accumulated
earnings” of NT$82,321 thousand (US$2,808 thousduneé)to decreases of “deferred pension
cost” by NT$342 thousand (US$12 thousand), “definedefit assets” by NT$81,686 thousand
(US$2,786 thousand) and “net loss not recognizegheassion cost” by NT$293 thousand
(US$10 thousand). In addition, this adjustmen a¢sulted in decreases of “cost of revenues”
by NT$374 thousand (US$13 thousand), “selling aadketing expenses” by NT$101 thousand
(US$3 thousand), “general and administrative exgghisy NT$161 thousand (US$6 thousand)
and “research and developing expenses” by NT$7&@stmd (US$25 thousand).

(5) Under ROC GAAP, if an obligation is probable(j likely to occur) and the amount could be
reasonably estimated, it is a contingent liabiityd should be accrued for, but under which
account is not clearly defined. However, under 38Rit defines “provisions” as obligations
that are probable (i.e., more likely than not) dne amount could be reasonably estimated.
Therefore, as of January 1, and September 30, 20&2geclassification adjustment resulted in
decrease of “other current liabilities” and cormsging increase of “provisions - current” by
NT$15,133,275 thousand (US$516,256 thousand) arilN847,666 thousand (US$404,171
thousand), respectively.

(6) Accumulated compensated absences is not aédrass existing ROC GAAP; thus, the
Company has not recognized the expected cost dbgagbenefits in the form of accumulated
compensated absences at the end of reporting periddowever, under IFRSs, when the
employees render services that increase theirleenént to future compensated absences, an
entity should recognize the expected cost of engadyenefits at the end of reporting periods.
Therefore, as of January 1, 2012, the IFRS adjudtmesulted in an increase of “accrued
expenses” of NT$99,321 thousand (US$3,388 thousand) a corresponding decrease of
“accumulated earnings”. In addition, the evaluatiajustment made on September 30, 2012
resulted in decrease in “accumulated earnings” T$1N.0,947 thousand (US$3,785 thousand)
due to increase of “accrued expenses”, this adprstralso resulted in decreases of “cost of
revenues” by NT$1,131 thousand (US$38 thousandjiea@ses of “selling and marking
expenses” by NT$1,094 thousand (US$37 thousandpei@al and administrative expenses” by
NT$1,756 thousand (US$60 thousand) and “researdhdameloping expenses” by NT$9,907
thousand (US$338 thousand).

(7) Under ROC GAAP, if an investee issues new sharel an investor does not purchase new
shares proportionately, which results in a chamginé Company’s holding percentage and its
interest in the investee’s net assets, such diftereshall be adjusted to capital surplus and
long-term equity investment accounts. By contrasiger IFRSs, a reduction in investor's
ownership interest would be treated as a deemegbshf with the related gain or loss
recognized in profit or loss, if loss of signifitanfluence or control. An entity may elect
whether to adjust the difference retrospectivehd the Company elected to use exemption to
the retrospective application. Therefore, the IRRIfiIstment resulted in a decrease of capital
surplus - long-term equity investments of NT$18,dBdéusand (US$615 thousand) and a
corresponding increase of accumulated earningslayed rules.
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C.

(8) The Company elected to reset the cumulativestaéion differences to zero at the date of
transition to IFRSs, and the reversal has been tosadjust accumulated earnings as of January
1, 2012. The gain or loss on any subsequent didpos$ any foreign operations shall exclude
cumulative translation differences that arose lmethe date of transition to IFRSs. Therefore,
the IFRS adjustment resulted in a decrease of alative translation differences of NT$32,134
thousand (US$1,096 thousand) and a correspondingaise of accumulated earnings.

(9) Under ROC GAAP, if an investor company dispsstd long-term equity investments and lost
control over its investee company, the differenesvieen investment cost and underlying equity
in net assets should be reduced proportionallythdfe is a balance on other equity adjustment
items from the long-term equity investment, thenrarestor company shall calculate its share
when the investment is sold, so that the pro-ratmsgor losses from the disposal of the
long-term investment can be accounted for. Howeuader IFRSs, the fair value of any
investment retained in the former subsidiary atdag when control is lost should be regarded
as the fair value on initial recognition of a fimgad asset. The investor company should
account for all amounts recognized in Other Comgmslve Income in relation to that
subsidiary on the same basis as would be requited investor company had directly disposed
of the related assets or liabilities. As of OctoB6é, 2012, the date of the accompanying
independent accountants’ review report, the Comsitiyevaluated the fair value of remained
investment from the disposal of its subsidiary amdild not recognize the effect of the
differences.

In accordance with IFRS 1 - First-time Adoptiohinternational Financial Reporting Standards, an
entity should comply with each IFRS effective a fiist-time adoption to prepare and present fir@nc
statements and adjust retrospectively, excepttlteatFRS grants optional exemptions and mandatory
exemptions. The main optional exemptions the Cowpaopted are summarized as follows:

1)

2)

3)

4)

Business combinations:

The Company elected not to apply IFRS 3 - Busit@m®bination retrospectively to past business
combinations that occurred before the date of iiansto IFRSs. Therefore, in the opening
balance sheet, the amount of goodwill generated frast business combinations remains the same
compared with the one under R.O.C. GAAP as of Déesl, 2011.

Goodwill arising from business combinations &idvalue adjustments:

In accordance with IAS 21 - The Effects of ChanigeBoreign Exchange Rates, any goodwill and
any fair value adjustment to the carrying amoumtassets and liabilities arising on the acquisition
of a foreign operation shall be treated as assetdiabilities of the foreign operation. Therefpre
goodwill and those fair value adjustments shalkekpressed in the foreign operation’s functional
currency and shall be translated at the closing edtthe end of the reporting period. The
Company elected not to apply IAS 21 retrospectivelgoodwill and those fair value adjustments
arising from business combinations that occurredorbethe date of transition to IFRSs.
Therefore, goodwill and fair value adjustments theturred before the date of transition to IFRSs
are expressed in New Taiwan dollars using the tcstioexchange rates.

Share-based payment transactions:

The Company elected to use the exemption fromgpéctive application of IFRS 2 - Share-based
Payment to all equity instruments that were grarged vested before the date of transition to
IFRSs.

Employee benefits:

The Company elected to recognize all cumulativeaal gains and losses relating to employee
benefits in accumulated earnings at the date péitian to IFRSs.
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5) Cumulative translation differences:

The Company elected to reset the cumulative traosldifferences to zero at the date of transition
to IFRSs, and the reversal has been used to @fteeimulated earnings as of December 31, 2011.
Thus, the gain or loss on any subsequent dispddalreign operations shall exclude translation
differences that arose before the date of tramsitdFRSs.

The foregoing optional exemptions that the Compalans to elect are subject to changes arising from
the management’s consideration and assessmergfdresrthe actual results may vary.

Special reserve at the date of transition t(3&R

In accordance with the order VI-1010012865 issue8®C on April 6, 2012, at the first-time adoption
of IFRSs, an entity shall appropriate a correspogndimount to special reserve same as the IFRS
adjustment, in which case an entity elects to xeeetion application specified in IFRS 1 and resets
unrealized revaluation increment and cumulativediation differences under stockholders’ equity to
zero, and its retained earnings is being increasmadrdingly. However, if the retained earnings’
arising from IFRS adjustment at the first-time aitmp is insufficient, special reserve shall be
appropriated by the amount that retained earnimgsease from the IFRS adjustment. While
subsequent usage, disposal or reclassificatioheofdlated assets, special reserve shall be relverse
proportion.

The Company elected to reset the cumulative traosldifferences of NT$32,134 thousand (US$1,096
thousand) to zero and credited a corresponding ahtouetained earnings. However, the Company’s
total IFRS adjustments, at the first-time adoptddFRSs, resulted in a decrease of retain earrggs
NT$74,837 thousand (US$2,553 thousand). Thereflarepecial reserve was appropriated.

. The Company has prepared the above assessmentspliance with (a) the 2010 version of the IFRSs
translated by the ARDF and issued by the FSC ahdhé Guidelines Governing the Preparation of
Financial Reports by Securities Issuers amendedsandd by the FSC on December 22, 2011. These
assessments may be changed as the Internationaliitory Statements Board (IASB) continues to
issue or amend standards, and as the FSC mayrissueules governing the adoption of IFRSs by

companies with shares listed on the TWSE or tragledhe Taiwan GreTai Securities Market or
Emerging Stock Market. Actual results may diffeormh these assessments. New and revised
standards, amendments or interpretations that bese issued by IASB and approved but are not yet
effected by the FSC are as follows:

Standards or Interpretations Content Effective Date by IASB

IFRSs (Amendments) Improvements to 2010 IFRS July 1, 2010 and January 1, 2011

IFRSs (Amendments) Improvements to 2009 IFR&hich January 1, 2009 and January 1,
amends IAS 39 (see note below) 2010

IFRS 1 (Amendment) Limited exemption from July 1, 2010

comparative IFRS 7 disclosures
for first-time adopters

IFRS 1 (Amendment) Severe hyperinflation and removalJuly 1, 2011
of fixed dates for first-time
adopters
IFRS 7 (Amendment) Disclosures - transfers of financial July 1, 2011
assets
IFRS 9 (Amendment) Financial instruments January 1, 2015
IAS 12 (Amendment) Deferred tax: Recovery of January 1, 2012
underlying assets
IAS 39 (Amendment) Eligible hedged items (see note  Effective for a fiscal year ending
below) on or after June 30, 2009
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Note:

In the ROC, Taiwan Financial Reporting StandardsR$) is in compliance with the 2009 version of
the IAS 39, but the amendment to IAS 39 that waudd by IASB in 2009 is not applicable
temporarily.

The Company believes that the first-time and subseigadoption of the foregoing new and revised
standards, amendments or interpretations approyeBIC will not affect its financial statements,
except for the following areas:

IFRS 9: Financial instruments

All recognized financial assets are subsequentlgsmesd in their entirety at either amortized cast o
fair value, depending on the classification offinancial assets. In addition, financial asseés theet

the following conditions are measured at amortizedt and assessed for impairment in subsequent
periods:

e The asset is held within a business model whogectibe is to hold assets in order to collect
contractual cash flows; and

e The contractual terms on the instrument stateifspaetates corresponding to cash flows that are
solely payments of principal and interest on thiegipal outstanding.

All other financial assets are subsequently medsatdair value. However, upon initial recognitjon
the Company may choose to designate a financiat assat FVTPL if such designation eliminates or
significantly reduces a measurement or recognitioansistency.

Investments in equity instruments are classifieda$-VTPL, unless the Company designates an
investment that is not held for trading as at FVT@@ initial recognition. If investments in equity
instruments are classified as at fair value throatifer comprehensive income (FVTOCI), except for
dividends that are usually recognized in profitass in accordance with IAS 18 - Revenue, all gains
and losses are recognized in OCI and will not blassified to profit or loss.

For financial liabilities, the main difference irdassification and measurement refers to financial
liabilities that are classified as at FVTPL. Und&RS 9 - Financial Instruments, for financial
liabilities that are designated as at FVTPL, theoamh of change in the fair value of the financial
liability that is attributable to changes in thedit risk of that liability is recognized in OClInless the
recognition of the effects of changes in the ligdd credit risk in OCI would create or enlarge an
accounting mismatch in profit or loss. Changefainvalue attributable to a financial liabilityksedit
risk are not subsequently reclassified to profitoss. For financial liabilities previously classd as

at FVTPL under IAS 39 - Financial Instruments: &gdtion and Measurement, the amount of
change in the fair value of the financial liabilis/recognized in profit or loss.

For its first-time adoption of IFRS 9 - Financiaktruments, the Company expects that these iteths wi
be designated as at FVTOCI: (a) investments intgduastruments (not held for trading) that are
initially classified as available-for-sale and maasi at fair value at the end of each reportingopen
accordance with IAS 39 - Financial Instruments: cé&mition and Measurement; and (b) financial
assets initially classified as financial assetsiedrat cost. In addition, the investment in mufuads
initially classified as available-for-sale will Ibeclassified to financial asset at FVTPL.
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