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| NDEPENDENT AUDI TORSG6 REPORT

TheBoard of Directors and Stockholder
HTC Corporation

We have auditedhe accompanying consolidated balance sheets of HTC Corporation and subsidiaries
(collectively,t he A Companyo) and20i2fandlthe relatedkonsolidasgdterhents of income,
changes in stockhol der sbd e gstheh gndedalt ekprassed ih Nefv [Tawais  f
dollars Thesecons ol i dated financi al statements ar elurt he
responsibility igo express an opinion on these consolidated financial statements based on our audits.

We conducted our audits in accordance with the Rules Governing the Audit of Financial Statements by Certifie
Public Accountants and auditing standards generally accepted in the Republic of Qthiaose rules and
standards require that we plan and perftmmnaudit to obtain reasonable assurance about whether the financial
statements are free of material misstatemeAn audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statemeAs.audit also icludes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the overall financi
statement presentationWe believe that our audits provide a reasonable basis for our opinion.

In our opinion, the ansolidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position of HTC Corporation and subsidiaries darngf 30, 2011 and 2012, and the
results of their operations and their cash flowstiersix months then ended, in conformity wiitle Guidelines
Governing the Preparation of Financial Reports by Securities Issueracandnting principles generally
accepted in the Republic of China

Our audits also comprehended the translation of th@ R@w Taiwan dollar amounts into U.S. dollar amounts
and, in our opinion, such translation has been made in conformity with the basis stated in Nueh3U.S.
dollar amounts are presented solely for the convenience of readers.

July 31, 2012
Noticeto Readers

The accompanyingonsolidatedfinancial statements are intended only to presentcthresolidatedfinancial
position, results of operations and cash flows in accordance with accounting principles and practices generally
accepted in the Republaf China and not those of any other jurisdictions. The standards, procedures and
practices to audit sucltonsolidatedfinancial statements are those generally accepted and applied in the
Republic of China.

For the convenience of readers, theditor®d eport and theaccompanyingonsolidated financial statements
have been translated into English from the original Chinese vepseparedand used in the Republic of China.
If there is any conflict between the English version and the original Chinegerversany difference in the
interpretation of the two versions, the Chindsmeguage audito@report andconsolidatedinancial statements
shall prevail. Alsp as staied in Note 2 to the consolidated financial statemettis, additional footnote
disclosures that are not required under generally accepted accounting princiye® not translated into
English.



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
JUNE 30, 2011AND 2012
(In Thousands, Except Par Value)

ASSETS

CURRENT ASSETS
Cash and cash equivalents (Notes 2 and 5)
Financial assets at fair value through profit or lossrrent
(Notes 2, 6 and 26)
Available-for-sale financial assetxurrent (Notes 2 and 7)
Notes and accounts receivable, net (Notes 2, 9 and 27)
Restricted assetxurrent (Notes 2 and 28)
Other current financial assets (Notes 10 and 27)
Inventories (Notes 2 and 11)
Prepayments (Note 12)
Deferred income tax assets (Notes 2 and 24)
Other currentissets

Total current assets

LONG-TERM INVESTMENTS
Available-for-sale financial assetsioncurrent (Notes 2 and 7)
Held-to-maturity financial assetsnoncurent (Notes 2 and 13)
Financial assets carried at cesoncurrent (Notes 2 and 14)
Investnents accounted for by the equity method (Notes 2 and 15)

Total longterm investments

PROPERTIES (Notes 2, 16 and 27)
Cost

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

Less: Accumulated depreciation
Prepayments for construction-progress and equipmemt-transit

Properties, net

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

Total intangible assets

OTHER ASETS
Refundable deposits
Deferred charges (Note 2)
Deferred income tax asséidotes 2 and 24)
Restricted assetsoncurrent (Notes 2 and 28)
Others (Notes 2, 12 and 20)

Total other assets

TOTAL

The accompanying notes are an integral pati@fonsolidatedinancial statements.

2011 2012

NT$ NT$ US$ (Note3)
$ 115,707,444 $ 81,246,878 $ 2,718,651
- 181,288 6,066

733,446 794,213 26,576
69,994,288 66,125,253 2,212,657
- 365,166 12,219
1,225,807 1,295,811 43,355
30,943,105 26,658,855 892,048
5,367,143 9,442,543 315,963
1,895,209 2,561,478 85,711
1,616,281 859,649 28,765
227,482,723 189,531,004 6,342,011
591 189 6
206,285 202,922 6,790
2,682,837 3,690,929 123,505
- 309,374 10,352
2,889,713 4,203,414 140,653
7,612,730 7,614,312 254,787
5,502,869 11,710,032 391,836
9,164,824 12,096,892 404,782
172,632 - -
559,434 848,171 28,381
7,741 7,691 257
304,974 444,636 14,878
5,885 6,744 226
351,906 574,839 19,235
23,682,995 33,303,317 1,114,382
(6,418,053 (8,152,222 (272,7%)
1,180,618 388,490 12,999
18,445,555 25,539,585 854,595
2,254,448 10,296,588 344,541
1,958,475 5,329,646 178,338
416 342 12
124,348 6,065,801 202,971
4,337,687 21,692,377 725,862
144,997 186,988 6,257
379,688 921,121 30,822
3,537,041 3,371,714 112,823
72,304 37,684 1,261
5,126,867 9,240,923 309,216
9,260,897 13,758,430 460,379
$ 262,416,575 $ 254,724,810 $ 8,523,500

LI ABILITIES AND STOCKHOLDERS®

CURRENT LIABILITIES
Finarcial liabilities at fair value through profit or loss
(Notes 2, 6 and 26)
Hedging derivative liabilities current (Notes 2, 8 and 26)
Notes and accounts payable (Note 27)
Income tax payable (Notes 2 and 24)
Accrued expenses (Notes 18 and 27)
Payable for purchase of equipment (Note 27)
Other current liabilities (Notes 2, 19 and 27)

Total current liabilities

OTHER LIABILITIES
Guarantee deposits received

Total liabilities

EQUITY ATTRIBUTABLE TO STOCKHOLDERS OF PARENT
(Note 21)
Capital stock NT$10.00 par value
Authorized: 1,000,000 thousand shares
Issued and outstanding: 817,653 thousand shares in 2011 an
852,052 thousand shares in 2012
Common stock
Stock dividends for distribution
Capital surplus
Additional paidin capital- issuance of shares in excess of
par
Treasury stock transactions
Longterm equity investments
Merger
Employee stock options
Expired stock options
Other
Retained earnings
Legal reserve
Special reserve
Accumulated earnings
Other equity
Cumulative translation adjustments (Note 2)
Net loss not recognized as pension cost
Unrealized gains on financial instruments (Notes 2 and 26)
Treasury stock (Notes 2 and 22)

Total equity attributable to stockh@rs of the parent
MINORITY INTEREST

Total stockholders' equity

TOTAL

2011 2012

NT$ NT$ US$ (Note3)
155,880 - -

- 15,871 531
77,531,011 79,222,932 2,650,926
6,503,700 2,056,643 68,819
48,289,191 43,653,132 1,460,704
458,207 2,470,452 82,665
46,091,647 50,193,914 1,679569
179,029,636 177,612,944 5,943,214
18,137 98.879 3,308
179,047,773 177,711,823 5,946,522
8,176,532 8,520,521 285,110
443,989 - -
10,777,623 14,809,068 495,553
- 1,730,458 57,904

18,411 18,037 604
24,710 24,423 817
1,800,608 - -
- 37,068 1,241
4,205,796 - -
10,273,674 16,471,254 551,155
580,856 - -
54,357978 48,765,769 1,631,780
(439,427 (508,47) (17,019
(121 (293 (10)

666 14,532 486
(6,852,493 (14,065,490 (470,653
83,368,802 75,817,416 2,536,972
- 1,195,571 40,006
83,368,802 77,012,987 2,576,978
$ 262,416,575 $ 254,724,810 $ 8,523,500



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
SIX MONTHS ENDED JUNE 30, 2011AND 2012
(In Thousands Except Earnings Per Sharg

2011 2012
NT$ NT$ uUss$
(Note 3)
REVENUES (otes 2 and 27)
Sales $ 229,411,333 $ 156,576,470 $ 5,239,300
Sales returns and allowances (968,982 (1,245,013 (41,660
Net sales 228,442,351 155,331,457 5,197,640
Other operating revenues 112,254 3,499,000 117,082
Total revenues 228,554,605 158,830,457 5,314,722
COST OF REVENUES (Notes 11, 23 and 27) 162,310,744 117,273,072 3,924,145
GROSS PROFIT 66,243,861 41,55,385 1,390,577
OPERATING EXPENSES (Notes 23 and 27)
Selling and marketing 18,770,889 16,759,486 560,799
General and administrative 2,735,501 3,436,513 114,991
Research and development 9,022,969 8,061,264 269,743
Total operating expenses 30,529,359 28,257,263 945,533
OPERATING INCOME 35,714,502 13,300,122 445,044
NONOPERATING INCOME AND GAINS
Interest income 308,473 327,491 10,958
Gains on sale of investments 29 39,656 1,327
Exchange gains (Note 2) 1,060,538 378,998 12,682
Valuation gain on financial assets, net (Notes 2,
and 8) - 183,411 6,137
Other 114,054 261,172 8,740
Total nonoperating income and gains 1,483,094 1,190,728 39,844
NONOPERATING EXPENSES AND LOSSES
Interest expense 8,547 499 17
Loss on equitymethod investmenidNotes 2 and 15 - 12,069 404
Losses on disposal of properties 344 120 4
Valuation loss on financial instruments, net (Note
and 6) 155,880 - -
Other 14,722 55,089 1,843
Total nonopering expenses and losses 179,493 67,777 2,268

(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
SIX MONTHS ENDED JUNE 30, 2011AND 2012
(In Thousands Except Earnings Per Sharg

2011 2012
NTS$ NTS$ US$
(Note 3)
INCOME BEFORE INCOME TAX $ 37,018,103 $ 14,423,073 $ 482,620
INCOME TAX (Notes 2 and 24) (4,661,138 (1,948,24) (65,199
NET INCOME $ 32356965 $ 12474832 $ 417428
ATTRIBUTABLE TO
Stockholders of the parent $ 32,356,965 $ 11,869,263 $ 397,164
Minority interest - 605,569 20,264

$ 32,356,965 $ 12474832 $ 417,428

2011 2012
Before After Before After
Income Income Income Income
Tax Tax Tax Tax
NT$ NT$ NT$ Us$ NT$ Us$
(Note 3) (Note 3)
BASIC EARNINGS PER SHARE
(Note %) $ 4293 $38.13 $1568 $ 052 $1425 $ 048
DILUTED EARNINGS PER
SHARE (Note 3) $42.71 $ 37.93 1562 $ 052 $ 1419 $ 047
The accompanying notes are an integral part ofdinsolidatedinancial statements. (Concluded)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

SIX MONTHS ENDED JUNE 30, 2011AND 2012
(In Thousands of New Taiwan Dollars)

BALANCE, JANUARY 1, 2011
Appropriation of the 2010 net earnings
Stock dividends
Special reserve
Cash dividends
Transfer of employee bonuses to common stock
Net income for the six months ended June 30, 2011

Translation adjustments on logrm equity investments

Unrealized gain on financial instruments

Compensation cost recognized for the transfer of treasury stock tc

empoyees
BALANCE, JUNE 30, 2011
BALANCE, JANUARY 1, 2012
Appropriation of the 2011 net earnings
Legal reserve
Special reserve reversed
Cash dividends
Netincome for the six months ended June 30, 2012
Translation adjustments on logrm equity investments

Unrealized gain on financial instruments

Change in unrealized loss on financial instruments for cash flow
hedging

Acquisition of treasury stock
Change in minority interest

BALANCE, JUNE 30, 2012

Other Equity

Capital Stock Capital Surplus Unrealized
Issued and Issuance of Long-term Retained Earning Cumulative Net Loss Not Gains (Losses)
Outstanding Stock Dividends  Shares in Exces:  Treasury Stock Equity Employee Stock  Expired Stock Accumulated Translation Recognized as on Financial Minority

Common Stock  for Distribution of Par Transactions Investments Merger Options Options Other Legal Reserve  Special Reserve Earnings Adjustments Pension Cost Instruments Treasury Stock Interest Total

$ 8176532 $ - $ 10,777,623 $ - $ 18,411  $ 24,710 $ - $ - $ - $ 10,273,674 $ - $ 52,876,892 $ (579,849 $ 121y s 885 $ (6,852,493 $ - $ 74,714,494
- 403,934 - - - - - - - - - (403,933 - - - - - -
- - - - - - - - - - 580,856 (580,856 - - - - - -
- - - - - - - - - - - (29,891,089 - - - - - (29,891,089
- 40,055 - - - - - - 4,205,796 - - - - - - - - 4,245,851
- - - - - - - - - - - 32,356,965 - - - - - 32,356,965
- - - - - - - - - - - - 140,422 - - - - 140,422
- - - - - - - - - - - - - - 1,551 - - 1,551
- - - - - - 1,800,608 - - - - - - - - - - 1,800,608

$ 8,176,532 $ 443,989 $ 10,777,623 $ - $ 18,411 $ 24,710 $ 1,800,608 $ - $ 4,205,796 $ 10,273,674 $ 580,856 $ 54357978 $ 439,427% $ 121) $ 666 $ (6,852,493 $ - $ 83,368,802

$ 8520521 $ - $ 14,809,608 $ 1,730,458 $ 18,037 % 24,423  $ - $ 37,068 $ - $ 10,273,674 $ 580,856 $ 75,762,315 $ 32,134 % 29 $ 2939 $ (10,365,143 $ 992,724  $ 102,419,320
- - - - - - - - - 6,197,580 - (6,197,580 - - - - - -
- - - - - - - - - - (580,856 580,856 - - - - - -
- - - - - - - - - - - (33,249,085 - - - - - (33,249,085
- - - - - - - - - - - 11,869,263 - - - - 605,569 12,474,832
- - - - - - - - - - - - (540,609 - - - - (540,603
- - - - - - - - - - - - - - 29,587 - - 29,587
- - - - - - - - - - - - - - (17,999 - - (17,999
- - - - - - - - - - - - - - - (3,700,345 - (3,700,345
- - - - - - - - - - - - - - - - (402,723 (402,723

$ 8520521 $ - $ 14,809,608 $ 1,730,458 $ 18,037 % 24,423 $ - $ 37,068 $ - $ 16,471,254 $ - $ 48,765,769 $ (508,473 $ (293 $ 14532 $ (14,06549) $ 1,195571 $ 77,012,987

The accompanying notes are an integral part ofomsolidatedinancial statements.



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY

SIX MONTHS ENDED JUNE 30, 2011AND 2012

(In Thousands ofU.S.Dollars)

BALANCE, JANUARY 1, 2012
Appropriation of the 2011 net earnings
Legal reserve
Special reversed
Cash dividends

Net income for the six months ended June 3!
2012

Translation adjustments on loterm equity
investments

Unrealized gain on financial instruments

Change in unrealized loss on financial
instruments for cash flow hedging

Acquisition of treasury stock
Change in minority interest

BALANCE, JUNE 30, 2012

The accompanying notes are an integral part ofénsolidatedinancial statements.

Other Equity

Capital Stock Capital Surplus Unrealized
Issued and Issuance of Long-term Retained Earning Cumulative Net Loss Not Gains on
Outstanding Shares in Treasury Stock Equity Expired Stock Accumulated Translation Recognized as Financial Minority
Common Stock  Excess of Par transaction Investments Merger Option Legal Reserve Special Reservt Earnings Adjustments Pension Cost Instruments Treasury Stock Interest Total
$ 285,110 $ 495,553 $ 57,904 $ 604 817 $ 1,241 $ 343,774 $ 19,436 $ 2,535,129 $ 1,076 (10 $ 98 $ (346,834 $ 33,218 $ 3,427,116
- - - - - - 207,381 - (207,382 - - - - - -
- - - - - - - (19,439 19,436 - - - - - -
- - - - - - - - (1,112,568 - - - - - (1,112,568
- - - - - - - - 397,164 - - - - 20,264 417,428
- - - - - - - - - (18,090 - - - - (18,090
- - - - - - - - - - - 990 - - 990
- - - - - - - - - - - (602 - - (602
- - - - - - - - - - - - (123,829 - (123,820
- - - - - - - - - - - - - (13,47 (13,47
$ 285,110 $ 495553 $ 57,904 $ 604 817 $ 1,241 $ 551,155 $ - $ 1,631,780 $ (17,019 (10 $ 486 $ (470,653 $ 40,006 $ 2,576,978




HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30, 2011AND 2012
(In Thousands)

2011 2012
NT$ NT$ US$(Note 3)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 32,356,965 $ 12,474,82 $ 417,428
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation 648,601 1,029,083 34,435
Amortization 278,121 1,006,456 33,678
Compensation cost recognized for the transfer
treasury stock to employees 1,800,608 - -
Amortization of premium on financial assets 1,661 1,675 56
Prepaid pension costs (14,157 (20,737 (359
Loss on equitymethod investments - 12,069 404
Losses a disposal of properties 344 120 4
Transfer of properties to expenses 280 12,827 429
Gain on sale of investments, net (29 (39,659 (1,327
Unrealized gain on financial instruments - (2,123 (71
Deferred income tax assets (2,014,566 (11,479 (389
Net changes in operating assets and liabilities
Financial instruments at fair value through
profit or loss 641,785 75,580 2,529
Notes and accounts receivable (8,258484 (1,405,462 (47,029
Inventories (4,529,358 1,771,735 59,285
Prepayments (1,485,162 (1,162,47% (38,899
Other current assets (848,456 195,825 6,553
Other current financial assets (442,267 110,117 3,685
Other assetsthers (2,469,729 (517,237% (17,309
Notes and accounts payable 14,284,596 749,802 25,089
Income tax payable (315,28) (8,514,023 (284,893
Accrued expenses 19,066,12 (2,299,367 (76,941
Other current liabilities 3,144,086 (573,853 (19,209
Net cash provided by operating activities 51,845,682 2,903,712 97,163
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of availabfier-sale financial assets (490,000 - -
Proceeds of the sale of availalide-sale financial
assets 200,029 85,938 2,876
Purchase of financial assets carried at cost (1,687,797 (390,948 (13,082
Acquisition of a subsidiary (1,373,163 (101,15% (3,389
Purchase of properties (4,927,87% (3,718,853 (124,439
Proceeds of the sale of properties 604 7,106 238
Decrease (increase) in refundaleposits 5,863 (1,682 (56)
Increase in deferred charges (164,332 (215,642 (7,219
Decrease (increase) in restricted assets 23,384 (334,150 (11,182
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30, 2011AND 2012
(In Thousands)

2011 2012
NT$ NT$ US$(Note 3)
Increase in intangible assets $ (2,174,400 $ (72,88 $ (2,439
Loss of a subsidiary - (501,425 (16,779
Net cash used in investing activities (10,587,688 (5,243,698 (175,463
CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in longerm bank loans (24,379 - -
Increase in guantee deposits received 4,178 55,933 1,872
Purchase of treasury stock - (3,700,346 (123,820
Decrease in minority interest - (105,156 (3,519
Net cash used in financing activities (20,199 (3,749,569 (125,467
EFFECT OF EXCHANGE RATE CHANGES 6,787 (165,075 (5,529
NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS 41,244,583 (6,254,630 (209,29)
CASH AND CASH EQUIVALENTS, BEGINNING
OF PERIOD 74,462,861 87,501,508 2,927,942
CASH AND CASH EQUIVALENTS, END OF
PERIOD $115,707,444 $ 81,246,878 $ 2,718,651
SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid during the period
Interest $ 9,765 $ 499 3 17
Income tax $ 6,981,421 $ 10,473,740 $ 350,468
NONCASH INVESTING AND FINANCING
ACTIVITIES
Transfer of retained earnings to stock dividends 1
distribution $ 403934 $ - $ -
Transfer of assets leased to others to properties  $ 50,828 $ - $ -
Transfer of accrued stock bonus to employees to
stock dividends for distribution and other capit¢
surplus $ 4245851 $ - $ -
ACQUISITION OF A SUBSIDIARY
Net cash outflow on the acquisition of a subsidiar $ 1,374,772 $ 312,484 $ 10,456
Increase in other payable (1,608 (211,323 (7,07)
Cash paid for acquisition of a subsidiary $ 1373164 $ 101,157 $ 3,385
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
SIX MONTHS ENDED JUNE 30, 2011AND 2012
(In Thousands)

2011 2012
NT$ NT$ US$(Note 3)
PURCHASE OF PROPERTIES
Codg of properties purchased $ 4,980,436 $ 5,377,065 $ 179,925
Increase in payables for the purchase of equipme (16,232 (1,658,212 (55,486
Increase in lease payable (36,330 - -
Cash paid for purchase of properties $ 4927875 $ 3,718,853 $ 124439
The accompanying notes are an integral part ofdinsolidatedinancial statements. (Concluded)



HTC CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
SIX MONTHS ENDED JUNE 30, 2011AND 2012
(In Thousands Unless Stated Otherwisg

1. ORGANIZATION AND OPERATIONS

HTC Corporation (AHTCO) was incorporated on May
China to design, manufactyrassemble, procesand sell smart handheld deesand provide aftesales
service In March 2002HTC had its stock listed on the Taiwan Stock Exchange. On November 19,
2003,HTC listed some of its shares sfock on the Luxembourg Stock Exchange in the forrlobal
Depositary Receipts

HTCandi ts consolidated subsidiaries, th3e760ecandn18.877 e r
employees as of June 30, 2011 and 2012, respectively.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidatedinancial statements have been prepanecbnformity with the Guidelines Governing the
Preparation of Financial Reports by Securities Issugarsiness Accounting Laand accounting principles
generally accepted in the Republic of China (AR

For reader so6 c onv e nconedtidatedfinantidl statements bave eenytransiated into
English from the original Chinese version prepared and used in the ROC. If inconsistencies arise betwee
the English version and the Chinese version or if differences arise in the interpretatisesrbthe two
versions, the Chinese version of thensolidatedfinancial statements shall prevail. However, the
accompanyingconsolidatedfinancial statements do not include the English translation of the additional
footnote disclosures that are not uggd under ROC generally accepted accounting principles but are
required by the Securities and Futures Bureau for their oversight purposes.

Significant accounting policies are summarized as follows:
Principles of Consolidation

All majority-owned subsiidries or controlled entities, evéinoughHTC owns less than 50% of the voting
rights of the investee companies direathjindirectly, are included in the consolidated financial statements.

All significant intercompany balances and transactions wergirelted upon consolidation.Minority
interest was presented separately in the financial statements.

The consolidated entities as of June 30, 2011 and&86de 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 Telecomtesting and certificatior  100.00 100.00 Investment receiveth January
Certification Inc. service 2007
High Tech Computer Asia  International holdingompany; 100.00 100.00 Incorporated iduly 2007
Pacific Pte. Ltd. marketing, repair and
aftersales services
HTC Investment Corporatio Generainvesting activities 100.00 100.00 Incomorated inJuly 2008
PT. High Tech Computer Marketing, repair and aftesales 1.00 1.00 Incorporated in December 2D
Indonesia service
(Continued)
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Investor

HTC Corporation

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

High Tech Computer
Asia Pacific Pte.
Ltd.

HTC Investment One
(BVI) Corporation

HTC HK, Limited

Investee

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 Corporatiol

PT. High Tech Computer
Indonesia

HTC India Private Ltd.

HTC (Thailand) Limited

HTC Malaysia Sdn. Bhd.

HTC Innovation Limited

HTC Communication Co.,
Ltd.

HTC Holding Cooperatief

U.A.
HTC HK, Limited

HTC Communication
TechnologiegSH)

S3 Graphics Co., Ltd.

HTC Corporation (Shangha
WGQ)

HTC Electronics (Shanghai’
Co., Ltd.

Main Businesses
Generalnvesting activities
International holding company

Sdtware service

Holding S3 Grahics Co., Ltd.
and generahvesting
activities

Design, researchnd
development of threB®
technology

Manufacture and sale of smart
handheld devices
Distribution and sales

Marketing, repair and aftesales
service

B
Sale of smart handheld device:

International holding company

International holdingompany;
marketing, repair and
aftersales services

Design,researctand
development of application
software

Design,researb and
development of graphics
technology

Repair and aftesales service

Manufacture and sale of smart
handheld devices

-11-

% of Ownership

2011

100.00

1.00

100.00

100.00

100.00

100.00

100.00

99.99
99.00

99.00

100.00

100.00

100.00
100.00

99.00

100.00

100.00

100.00

2012

100.00

1.00

50.00

100.00

100.00

100.00

100.00

100.00

100.00

99.99
99.00

99.00

100.00

100.00

100.00
100.00

99.00

100.00

100.00

100.00

100.00

100.00

Remark

Incorporated irSeptember
2000
Incorporated irDctober2009

Incorporated idanuary2010;
change in ownership
percentage in October 201
In March 2012, investment
type change to joint ventur
and HTC lost significant
influence.

Incorporated in August 20

Investmenteceivedn
February2012

Incorporated in January 2003

Incorporated in December 20
andinvestmenteceivedn
July 2005

Incorporated irAugust2007

Incorporated irAugust2007

Incorporated in December 2D
Incorporated ilDecembe2007

Incorporated inJanuary2008

Incorporated ilNovember
2007 and hvestment
received in September 200

Incorporated iduly 2008 and
investmenteceived in
January 2009

Incorporated ifdanuary2009

Incorporated ilDecembeR008
and nvestmenteceived in
March 2009

Incorporated in October 200

Incorporated in August 2006
and was acquired from HT!
in December 200%r
Company reorganization

Incorporated ilNovember
2011

Investment received in
November 2011

Incorporated inuly 2007 and
was acquired from a direc
subsidiary of HTC in
December 200%r
Company reorganization

Incorporated in January 200
investment received in July
2008; and was acquired frc
adirect subsidiary of HTC i
February 2010 for Compar
reorganization

(Continued)



Investor

HTC Holding
Cooperatief U.A.

HTC Netherlands B.V.

HTC EUROPE CO,,
LTD.

HTC FRANCE
CORPORATION

Investee Main Businesses

HTC Netherlands B.V. International holdingompany;
marketing, repair and
aftersales services

Marketing repair and aftesales
services

HTC India Private Ltd.

HTC South Eastern Europe B
Limited liability Company

HTC EUROPE CO., LTD. International holding company
Marketing repair and
aftersales service

HTC BRASIL Marketing repair and aftesales
services
HTC Belgium BVBA/SPRL B
HTC NIPPON Corporation B
HTC FRANCE International holdingompany;
CORPORATION marketing, repair and

aftersales services
HTC South Eastern Europe Marketing, repair and aftesales

Limited liability Company service
HTC Nordic ApS. B
HTC ltalia SRL B
HTC Germany GmbH B
HTC Iberia S.L. B
HTC Poland sp. z.0.0. B

Saffron Media Group Ltd. International holdingompany,
design,researctand

development of application

software
HTC Communication Marketing repair and aftesales
Canada, Ltd. service

HTC Luxembourg Sur.l.
HTC Norway AS

Online/download media service

Marketing repair and aftesales
service

HTC RUS LLC B

HTC Communication B
Sweden AB

HTC America Holding Inc.  International holdingompary

ABAXIA SAS International holdingompany,
design researctand
development of application

software
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% of Ownership

2011

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

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 200

Incorporated in January 280
and was acquired from an
indirect subsidiary of HT
in February 2010 for
Company reorganization

Incorporated ildune2010

Incorporated in July 200&nd
was acquired from a direct
subsidiary of HTGn
February 201@r Company
reorganization

Incorporated in October 2006
andwas acquired from a
direct subsidiary of HT@
February 201@r Company
reorganization

Incorporated in October 2006
andwas acquired from an
indirect subsidiary of HTC
in March 2010for Company
reorganization

Incorporated in March 2006
andwas acquired from a
direct subsidiar of HTCin
April 2010for Company
reorganization

Incorporated irApril 2010

Incorporated ifdune2010

Incorporated irJuly 2006 and
was acquired from an
indirect subsidiary of HTC
in October 2010or
Company reorganization

Incorporated irFebruary2007,
andwas acquired from an
indirect subsidiary oHTC
in October 201Gor
Company reorganization

Incorporated irDctober2010

Incorporated irDctober2010

Incorporated irDctober2010

Investment received in Janua
2011

Incorporated irpril 2011

Incorporated itMay 2011
Incorporated irAugust2011

Incorporated idune2011, and
investment received in
August 2011.

Incorporated irBeptember
2011

Incorporated irpril 2010

Investment receiveth July
2010

(Continued)



% of Ownership

Investor Investee Main Businesses 2011 2012 Remark
HTC America Holding HTC America Inc. Sale of smart handheld devices 100.00 100.00 Incorporated idanuary2003
Inc. and was acquired from a

direct subsidiary of HTCni
April 2010 forCompany
reorganization

One & Company Design, In  Design,researcland 100.00 100.00 Investment receiveth October
development of application 2008, and was acquired frol
software a direct subsidiary of HTC |

April 2010 forCompary
reorganization

HTC America Innovation B 100.00 100.00 Incorporated irApril 2010, anc
Inc. investment received in
October 2010
HTC America Content Online/download media service 100.00 100.00 Incorporated irApril 2011
Services, Inc.
Dashwire Inc. Design,researctand - 100.00 Investment receivenh August
development ofvireless 2011
connectivity software
Beats Electronics, LLC Design,researctand - 50.14 Investment receiveih October
development oaudio 2011
technology
Inquisitive Minds, Inc Development and salé digital - 100.00 Investment receiveth October
education platform 2011
ABAXIA SAS HTC BLR Design,researctand 100.00 100.00 Investment receivenh July
development of application 2010
software
Saffron Media Group  Saffron Digital Ltd. Design,researctand 100.00 100.00 Investment received in Janua
Ltd. development of application 2011
software
Saffron Digital Inc. B 100.00 100.00 Investment received in Janua
2011
(Concluded)

In 2012, HTC recognized base 0 n unithparchaSea g r e e me edditibnal censideration of
NT$267,463thousand (US8950thousand) withthe founding membersf Beats Electronics, LLC. In
February 2012, HTC acquired FunStream Corporation. In March 2012, HTC chiinged Digital
Corporationinvestmentype tojoint ventureandaccoungd for this investment by the equity methodn
January2011, HTC wholly acquired the shaseissued bySaffron Media GroupLtd. The netassetsof
Saffron Media Group Ltd. and FunStream Corporatvene as follows:

Saffron Media

Group Ltd. FunStream Corporation

NTS$ NTS$ US$
(Note 3)
Cash on hand and in banks $ 18,945 $ 69 $ 2
Other current assets 161,622 4 -
Properties 8,629 - -
Other asseat 1,130 - -
Current liabilities (142,250 - -
Net assets $ 48.076 $ 73 $ 2
Cash consideration $ 1,393,717 $ 45,090 $ 1,508
Cashon hand and in banks (18,945 (69) (2)

Net cash outflow on the acquisition of subsidiar $ 1,374,772 $ 45021 $ 1506
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Foreign Currencies

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

a. Assets and liabiligs- at exchange rates prevailing on the balance sheet date;

b. St oc k h ol d-athist@icakegchainge yates;

c. Dividends- at the exchange rate prevailing on the dividend declaration date; and
d. Income and expenseat average exchange ratestfue year.

Exchange differences arising from the translation of the financial statements of foreign operations are
recognized as a separate component of stockhol d
gain or loss in the year in whiche foreign operations are disposed of.

Non-derivative foreigrcurrency transactions are recorded in New Taiwan dollars at the rates of exchange
in effect when the transactions occur. Exchange differences arising from the settlement of
foreign-currency asets and liabilities are recognized as gain or loss.

At the balance sheet date, foreigmrrency monetary assets and liabilities are revalued using prevailing
exchange rates and the exchange differences are recognized in profit or loss.

At the balancelset date, foreigaurrency nonmonetary assets (such as equity instruments) and liabilities
that are measured at fair value are revalued using prevailing exchange rates, with the exchange differenc
treated as follows:

a. Recogni zed i n tsyt oicfk htohled eadtsadn geeqgsuii n f air wval ue
and

b. Recognized in profit and loss if the changes in fair value is recognized in profit or loss.

Foreigrrcurrency nonmonetary assets and liabilities that are carried at cosueduotioe stated at exchange
rates at the trade dates.

If the functional currency of an equityethod investee is a foreign currency, translation adjustments will
result from the translation of t he icyofthesCompany.s f
These adjustments are accumul ated and reported

Accounting Estimates

Under above guidelines law and principles, certain estimates and assumptions have been used for the
allowance for dabtful accounts, allowance fdoss oninventoies, depreciation oproperties, marketing
expenses, income tapoyalty, pensioncost loss on pending litigationproduct warrantiegontingent loss

on purchase ordelbpnuses to employees, etcActual results may differ from these estimates.

Current/Noncurrent Assets and Liabilities

Current assets include cash, cash equivalents, and those assets held primarily for trading purposes or to
realized, sold or consumed within one year from the balancéddiee All other assets such as properties
and intangible assets are classified as noncurrent. Current liabilities are obligations incurred for trading
purposes or to be settled within one year from the balance sheet date. All other liabilitiess#redcks
noncurrent.
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Financial Assets/Liabilities at Fair Value through Profit or Loss

Financial instruments classified as financial assets or financial liabilities at fair value through profit or loss
(FVTPL) include financial assets or financiglHilities held for trading and those designated as at FVTPL

on initial recognition. The Company recognizes a financial asset or a financial liability on its balance
sheet when the Company becomes a party to the contractual provisions of the finammaiakeirts A
financial asset is derecognized when the Company has lost control of its contractual rights over the
financial asset. A financial liability is derecognized when the obligation specified in the relevant contract
is discharged, cancelled or erqa.

Financial instruments at FVTPL are initially measured at fair vplus ransaction costthat aredirectly
attributable to the acquisition. At each balance sheet date subsequent to initial recognition, financial asse
or financial liabilities aFVTPL are remeasured at fair value, with changes in fair value recognized directly
in profit or loss in the year in which they arise. Cash dividends received subsequently (including those
received in the year of investment) are recognized as incomesfgetir. On derecognition of a financial
asset or a financial liability, the difference between its carrying amount and the sum of the consideratior
received and receivable or consideration paid and payable is recognized in profit oAlbssgular way
purchasesr sales of financial assets are recognized and derecognized ondateaiesis

A derivative that does not meet the criteria for hedge accounting is classified as a financial asset or
financial liability held for trading. If the fair \ae of the derivative is positive, the derivative is
recognized as a financial asset; otherwise, the derivative is recognized as a financial liability.

Fair values of financial assets and financial liabilities at the balance sheet date are deternoih@adsas f
Publicly traded stocks at closing prices; opeend mutual funds at net asset values; bondat prices
guoted by the Taiwan GreTai Securities Market; and financial assets and financial liabilities without quoted
prices in an active markeatvalues determined using valuation techniques.

Available-for-sale Financial Assets

Available-for-sale financial assets are initially measured at fair value plus transaction costs that are directly
attributable to the acquisition. At each balance shda&te subsequent to initial recognition,
availablefor-sale financial assets are remeasured at fair value, with changes in fair value recognized ir
equity until the financial assets are disposed of, at which time, the cumulative gain or loss previously
recognized in equity is included in profit or loss for the yeaMll regular way purchases or sales of
financial assets are recognized and derecognized on a trade date basis.

The recognition, derecognition and the fair value bases of avaitabéale fnancial assets are the same
with those of financial assets at FVTPL.

Cash dividends are recognized upon the sharehol
pre-acquisition profit, which are treated as a reduction of investment c8gick dividends are not
recognized as investment income but are recorded as an increase in the number of shares. The to
number of shares subsequent to the increase is used for recalculation of cost per share.

An impairment loss is recognized whémere is objective evidence that the financial asset is impaired.
Any subsequent decrease in impairment loss for an equity instrument classified as deaitdike is
recognized directly in equity.

Revenue Recognition, Accounts Receivable and Allowee for Doubtful Accounts

Revenue from sales obgds is recognized when the Company has transferred to the buysgrifieant

risks and rewards of ownership of theods, primarily upon shipmenbecausehe earnings process has
been completed and theconomic benefits associated with the transaction have been realizzéd or
realizable. The Company does not recognize sales revenue on materials delivered to subcontracto
because this delivery does not involve a transfer of risks and rewards ofisaiemership
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Revenue is measured at the fair value of the consideration received or receivable and represents amou
agreed between the Company and the customers for goods sold in the normal course of business, net
sales discounts and volume redsat For trade receivables due within one year from the balance sheet date,
as the nominal value of the consideration to be received approximates its fair value and transactions al
frequent, fair value of the consideration is not determined by discoualirfgture receipts using an
imputed rate of interest.

An allowance for doubtful accounis provided on the basis of a reviewtht collectibility of accounts
receivable. The Company assesses the probability of collections of accounts receivablaibingxhe
aging analysis of the outstanding receivabdesl assessing the value of the collateral provided by
customers

On January 1, 201, the Company adopted the thiliche revised Statement of Financial Accounting
Standards (SFAS) No. 3fiFinancial Instruments: Recognition and Measurem@eniOne of the main
revisions is that the impairment of receivables originated by the Company should be covered by SFAS No
34. Accounts receivable are assessed for impairment at the end of each reportingidexdodidered to

be impaired when there is objective evidence that, as a result of one or more events that occurred after tl
initial recognition of theaccounts receivablehe estimated future cash flows of the asset have been
affected. Objective evideoe of impairment could include:

Significant financial difficulty of thedebtor
Accounts receivable becoming overgdoe
It becoming probable that tldebta will enter bankruptcy or financial yergankation

Accountsreceivable that are assessed to be impaired individually afertherassessed for impairment on

a collective basis. Objective evidence of impairment for a portfolioaxfcountgeceivable could include
theCompanp s past experience of col | eaofdaaged pagmemss ast s ,
well as observable changes in national or local economic conditions that correlate withs default
receivables.

The amount of the impairment loss recagui is the difference between the asset carrying amount and the
present @lue of estimated future cash flavedter taking into account the relatedllateral and guarantge
discounted at theeceivablé s or i gi nal effective interest rate

The carrying amount of thaccounts receivables reduced through the use of an allowa account.
Whenaccountgeceivableareconsidered uncollectibléhey arewritten off against the allowance account.
Recoveries of amounts previously written off are crediiedhe allowance account.Changes in the
carrying amount of the allowanceamunt are recogredas bad dehlin profit or loss

Inventories

Inventories consist of raw materials, supplies, finished goods andimpricessand are stated at the

lower of cost or net realizable value. Inventory wdtvns are made item by fite except where it may

be appropriate to group similar or related items. Net realizable value is the estimated selling price o
inventories less all estimated costs of completion and costs necessary to make thevaltories are
recorded at weighteadverage cost on the balance sheet date.

Held-to-maturity Financial Assets

Held-to-maturity financial assets are carried at amortized cost using the effective interest.method
Held-to-maturity financial assets are initially measured at fair value tphusaction costthat aredirectly
attributableto the acquisition Profit or loss is recognizedthen the financial assets are derecognized,
impaired, or amortized. All regular way purchases or sales of financial assets are accounted for using
trade dite basis.
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An impairment loss is recognized when there is objective evidence that the investment is imJadie=d.
impairment losssr ever sed i f an increase in the invest me
occurred after the impairmenbds wasrecognized however, the adjustedarrying amount of the
investmentmay not exceedhe carrying amount thatould have beedeterminechadno impairmentloss

been recognizefbr the investment in prior years.

Hedge Accounting

Derivativesthat ae designated and effective as hedging instruments are measured at fainwilue,
subsequent changes in fair value recognized eit
the nature of the hedging relationship.

Hedge accounting regnizes the offsetting effects on profit or lasfschangesn the fair values of the
hedging instrument and the hedged item as follows:

a. Fair value hedge

The gain or loss from remeasuring the hedging instrument at fair value and the gain or lass on th
hedged item attributable to the hedged risk are recognized in profit or loss.

b. Cash flow hedge

The portion of the gain or loss on the hedging instrument that is determined to be an effective hedge i
recognized in stockholcdgms @edquint ys.t ocKihel demrowu
profit or lossin the same year or years during which the hedged forecast transaction or an asset o
liability arising from the hedged forecast transaction affects profit or Iddewever, if all or a poibn

of a |l oss recognized in stockholdersd equity
that is not expected to be recovered is reclassified into current profit or loss.

c. Hedge of a net investment in a foreign operation

The portionof the gain or loss on the hedging instrument that is determined to be an effective hedge is
recognized in sfThhek lmonodiert s & ee@uyintizy.ed in stock
profit or loss upon the disposal of the foreign operation.

Financial Assets Carried at Cost

Investments in equity instruments with no quoted prices in an active market and with fair values that canno
be reliably measured, such as fublicly traded stocks and stocks traded in the Emerging Stock Market,
are measuckat their original cost. The accounting treatment for dividends on financial assets carried at
cost is the same with that for dividends on availdbitesale financial assets. An impairment loss is
recognized when there is objective evidence that thet & impaired. A reversal of this impairment loss

is disallowed.

Investments Accounted for by the Equity Method

I nvest ments in which the Company holds 20 perce
significant influence over theinless es 6 operating and financi al p ol
equity method.

The acquisition cost is allocated to the assets acquired and liabilities assumed on the basis of their fa
values at the date of acquisition, and the acquisitioninastcess of the fair value of the identifiable net
assets acquired is recognized as goodwill. Goodwill is not being amortized. The fair value of the net
identifiable assets acquired in excess of the acquisition cost is used to reduce the fair \edheobttee
noncurrent assets acquired (except for financial assets other than investments accounted for by the equ
method, noncurrent assets held for sale, deferred income tax assets, prepaid pension or other postretirem
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benefit) in proportion to theespective fair values of the noncurrent assets, with any excess recognized as
an extraordinary gain.

Profits from downstream transactions with an egmthod investee are eliminated in proportion to the
Companyb6s percent age ce&f howewven & the @ampanyi has contrad over the e s
investee, all the profits are eliminated. Profits from upstream transactions with arnegjliod investee

are eliminated in proportion to the Companyds p
When the Cmpany subscribes for its investeebs newly
percentage of ownership in the investee, the Co

assets as an adjustment to investments, with a corréegardount credited or charged to capital surplus.
When the adjustment should be debited to capital surplus, but the capital surplus arising freammong
investments is insufficient, the shortage is debited to retained earnings.

Properties

Propertiesare stated at cost less accumulated depreciation. Borrowing costs directly attributable to the
acquisition or construction of properties are capitalized as part of the cost of those assets. Major addition
and improvements to properties are capitaliagtile costs of repairs and maintenance are expensed
currently.

Assets held under capital leases are initially recognized as assets of the Company at the lower of their fa
value at the inception of the lease or the present value of the minimum leasenfsythe corresponding
liability is included in the balance sheet as obligations under capital leases. The interest included in leas
payments is expensed when paid.

Depreciation is providedn astraightline basisover estimated useful lives accodancewith the tax law
and regulations in the Republic of Chinabuildingsand structuregincluding auxiliary equipment) 3 to
50 years; machinerycomputerand equipment 3 to 5 years;furniture and fixtures 3 to 5 years;
transportation equipmenb years; and leasehold improvemerisyears.

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

The related cost (including revaluation incrememijlaccumulated depretion are derecognized from the
balance sheet upgropertydisposal. Any gain or loss on disposal of the asset is included in nonoperating
gains or losses in the year of disposal.

If the propertes are leased to others, the related costs and accuchaepgeciation would be transferred
from propertesto other assetsassets leased to others.

Intangible Assets

Intangible assets acquired are initially recorded at cost and are amortized on alstealggdis over their
estimated useful\ies. Effective January 1, 2006, based anewly release®FAS No. 37 - fintangible
Assets) goodwill arising on equistions of othercompanesis no longer amortizednd instead is tested for
impairment annually. If circumstances show that the fair value of dwdl has become lowethan its
carrying amount, an impairment loss is recognized reversal of this impairment loss is not allowed.

Deferred Charges
Deferred charges are computer software calgterred license feesnd theright to theuse of theland.

Computer software are amortized on a stralgi# basis over 3 yeardeferred license fees, ovBryears
andlanduse rightsover50 years
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Asset Impairment

If the recoverable amount of an asset is estimated to be less than its carrying #reatartying amount

of the asset is reduced to its recoverable amount. An impairment lcisarged to earningsnless the

asset is carried at a revalued amount, in which case the impairmentficstgrisated as deduction to the
unrealizedrevaluaion increment and any remaining loss is charged to earningsn impairment loss
subsequently reverses, the carrying amount of the asset is incaeasedingly,but the increased carrying
amountmaynot exceed the carrying amount that would have beggrmined had no impairment loss been
recognized for the asset in prior year#\ reversal of an impairment loss is recogniae@arnings unless

the asset is carried at a revalued amount, in which case the reversal of the impairmentfitsss is
recogrizedas gains to the extent that an impairment loss on the same revalued asset was previously charg
to earnings. Any excess amountrisated asin increase in the unrealized revaluation increment.

For the purpose of impairment testingodwill is allocated to each of the relevant cggmerating units
(ACGUso0) that are expected to benefit froodwilt he
has been allocated is tested for impairment annually or whenever there is an indication that thayCGU

be impaired. If the recoverable amount of the CGU becomes less than its carrying amount, the impairmer
is allocated to first reduce the carrying amount of thadgill allocated to the CGU and then to the other
assets of th€GU pro rata on the bastf the carrying amount of each asset in@@U. A reversal ofan
impairment loss onapdwill is disallowed.

For long term equity investments for which the Company has significant influence but with no ¢batrol,
carrying amoungincluding goodwill)of eachinvestment iompared with its own recoverable amount for

the purpose of impairmetgstng.

Accrued Marketing Expenses

The Company accrues marketing expenses on the basis of agreements and any known factors that wol
significantly affect the ecruals. In addition, depending on the nature of relevant events, the accrued
marketing expenses are accounted for as an increase in marketing expenses or as a decrease in revenues
Warranty Provisions

The Company provides warranty service for grarto two years. The warranty liability is estimated on
the basis of management ds evaluation of the pr
pertinent factors.

Provisions for Contingent Loss on Purchase Orders

The provisionfor contingent los on purchase orders éstimated after taking into account the effeaits
changes ithe product marketin inventory managemeimind in the Compariy purchass.

Product-related Costs

The cost ofproductsconsists of costs of goods sdlehaterial, laborand allocated manufacturing cqst)
inventory writedowns (or reversal of these wrt®wns), varranty expensesand contingent loss on
purchase orders.

Pension Plan

Pension cost under a defined benefit plan is determined by actuarial valuations. uGonsrimade under

a defined contribution plan are recognized as pension cost during the year in which employees rende

services.

Curtailment or settlement gains or lossesthe defined benefit plan are recognized as part of the net
pension cost for theegar.
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Income Tax

The Company applies the irtyaar and inteyear allocation methods to its income tax, whereby (1) a
portion of income tax expense is allocated to the cumulative effect of changes in accounting principles o
charged or credited directtyo s har ehol dersdé equity; and (2) de
recognized for the tax effects of temporary differences, unused loss carryforward and unused tax credit:
Valuation allowances are provided to the extent, if any, that ibi® fikely than not that deferred income

tax assets will not be realized. A deferred tax asset or liability is classified as current or noncurrent in
accordance with the classification of its related asset or liability. However, if a deferred inccamsedix

or liability does not relate to an asset or liability in the financial statements, then it is classified as either
current or noncurrent based on the expected length of time before it is realized or settled.

If the Company can control the timing die reversal oh temporarydifference arising from the difference
between the dk value andhe tax basis of a loAgrm equity investment in a foreign subsidiaryjoint
venture and if the temporary difference is not expectedbverse in the foresegla future and will, in
effect, exist indefinitelythen a deferred tax liability or assgethot recognized.

Tax credits for purchases of machinery, equipment and technology, research and development expenditure
and personnel training expdituresarerecognized using the flothrough method.

Adjustments of prior years6 tax Iliabilities are

According to thencomeTax Law, an additional tax at 10% of unappropriated earnings is provided for as
income tax in the year the shareholders approve to retain the earnings

All subsidiaries fileincometax returns based dheregulationsof ther respectivdocal governmerg.  In
addition, there is no materidifferencein the acounting principle on incometaxesbetween the parent
company and those of its subsidiaries.

Stock-based Compensation

Employee stock options granted on or aff@anuaryl, 2008 are accounted for under SFAS No. 39,
fAccounting for Sharbased Paymerit. Under the statementhe value of the stock options granted,
which is equal to the best available estimate of the number of stock options expected to vest multiplied b
the granidate fair value, is expensed on a stralgte basis over the vesting period, with a corresponding
adjustment to capital surpluemployee stock options. The estimate is revised if subsequent information
indicates that the number of stock options expected to vest differs from previous estimates.

Treasury Stock

UnderSFASNo. 3Q fiAccounting forTrea s ur y  @hewtle E@npady acquires its outstanding shares
which have@ been disposed or retiretteasury stockis stated at cost and shown as a deduction in
shardh o | d e r s 6Whendreasuryystocks are sold, if the selling price is above thie \aoe, the
difference should be credited to the capital surplidseasury stock transactionslf the selling price is

below the book value, the difference should first be offset against capital surplus from the same class c
treasury stock transactigrsnd the remainder, if any, debited to retained earninge carrying value of
treasury stocks calculated by using the weiglateslage approach according to toepose

When the Company's treasury stock is retired, the treasury stock account showddited, and the capital
surplus- premium on stock account and capital stock account should be debited proportionately according
to the share ratio. An excess of the carrying value of treasury stock over the sum of its par value and
premium on stockiffst be offset against capital surplus from the same class of treasury stock transactions,
and the remainder, if any, debited to retained earnings. excess of the sum of the par value and
premium on stock of treasury stock over its carrying value shmeildredited to capital surplus from the
same class of treasury stock transactions.
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Reclassifications

Certain 2011 accounts have been reclassified to be consistent with the presentationoasatidated
financial statements as afhdfor thesix montls ended June 3@012.

. TRANSLATION INTO U.S. DOLLARS

The consolidatedinancial statements are stated in New Taiwan dollars. The translation of the 2012 New
Taiwan dollar amounts into U.S. dollar amounts are included solely for the convenieregl@isy using

the noon buying rate of Nf29.885t0 US$1.00 quoted bReuterson June 302012. The convenience
translation should not be construed as representations that the New Taiwan dollar amounts have been, col
have been, or could in the future benverted into U.S. dollars at this or any other exchange rate.

. ACCOUNTING CHANGES
Financial Instruments

On January 1, 2011, the Company adopted the newly revised SFAS NoFi@dncial Instruments:
Recognition and Measuremeant. The main revidns includes (1) finance lease receivables are now
covered by SFAS No. 34; (2) the scope of the applicability of SFAS No. 34 to insurance contracts is
amended; (3) loans and receivables originated by the Company are now covered by SFAS No. 34; (4
additional guidelines on impairment testing of financial assets carried at amortized cost when a debtor ha
financial difficulties and the terms of obligations have been madified; and (5) accounting treatment by a
debtor for modifications in the terms of obligats. This accounting changad nomaterial effect on the
Companyb6s fi nanci fadthe sixnontres ereledtiune 2012 of and

Operating Segments

On January 1, 2011, the Company adopted the newly issued SFAS NdOgérating Segments. The

requirements of thetatementare based on the information about the components ofdmepanythat

management uses to make decisions about operating ma®tAS No. 4lrequires identification of
operating segments on the basis of internal repoaisate regularly reviewed by ti@ompanys chief

operating decision maker in order to allocate resources to the segmeérassesheir performance. This

statement supersedes SFAS No. Z8egment Reporting. This accountingchange justresulted
confomed to the disclosumequirement and provided the operating segments disclosure.

. CASH AND CASH EQUIVALENTS

Cash and cash equivalents as of June 30, 2011 andv2@éas follows

2011 2012
NTS$ NTS$ US$
(Note 3)
Cash on hand $ 6288 $ 12680 % 424
Checkingaccounts 44832 10,457 350
Demand deposits 12,164,785 30,481,156 1,019949
Time deposits 103491539 50,742585 1,697,928

$ 115707444 $ 81246878 $ 2,718651
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On time deposits, interest rates ranged f&®o to 1.265%and 0.156 to 1.1% & of June 30, 2011 and

2012, respectively.

. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets and liabilities at fair valueotigh profit or loss as of June 30, 2011 and 2012 were as

follows:

Derivatives- financial assets
Exchange contracts

Derivatives- financial liabilities
Exchange contracts

The Companentered into derivative transactions during the six months ended June 30, 2011 atwl 2012

2011 2012
NT$ NT$ USs$
(Note 3)
$ - $ 181288 $ 6,066
$ 155880 $ - $ -

manage exposures relatedetachange ratéuctuations. Outstanding drwardexchange contractsahdid
not meet the criteria for hedge accounting as of June 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

2011

Settlement Contract
Buy/Sell Currency Period/Date Amount
Sell EUR/USD 2011.0706-2011.08.3. EUR310400
Sell GBP/USD 2011.07.062011.08.2¢ GBP 40,500
Sell USD/NTD 2011.07.062011.07.2: USD 70,000

2012

Settlement Contract
Buy/Sell Currency Period/Date Amount
Sell EUR/USD 2012.07.062012.09.2¢ EUR358,000
Sell GBP/USD 2012.07.062012.08.2¢ GBP 20,600
Sell USD/NTD 2012.07.02012.07.0¢ USD 30,000
Buy USDRMB 2012.07.112012.09.2¢ USD 295,373
Buy USDAPY  2012.07.062012.09.1: USD 116,647
Buy USDI/ICAD 2012.07.112012.08.0: USD 9,387

Net loss on derivative ihancial instruments for the six months ended June 30] 2@k NT®48,138
thousand, including realized settleméodgs of NT$72,258 thousandand valuationloss of NT$155880
thousandand were classified ag@angdoss and gluation loss on financiahstrumentsrespectively.

Net gain on derivative financial instruments for the six months ended June 3Q,v284NT$773,019
thousand (US36,866thousand), including realized settlemeain of NT$591,731thousand (US$9,800
thousand) and valuatiogain of NT$181,288thousand (US$,066 thousand) and were classified as
exchangegain and aluationgainon financial instrumenisespectively. Note 26 has more information.
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7. AVAILABLE -FOR-SALE FINANCIAL ASSETS

Available-for-sale financial assets asdfne 30, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ uUss$
(Note 3)
Mutual funds $ 733446 $ 738,745 $ 24,720
Quoted stocks 591 55,657 1,862
Less Current portion (733446 (794,213 (26576

$ 591 $ 189 $ 6

8. HEDGING DERIVATIVE FINANCIAL INSTRUMENTS

Hedging derivative financial instrumerdas of June 30, 2011 and 2012 were as follows:

2011 2012
NT$ NTS$ Us$
(Note 3)
Hedging derivative liabities $ - $ 15,871 $ 531

The Companés foreigrcurrency cash flows that it is more likely than not to realize may lead to risks
arising from the changes of foreigarrency financial assets and liabilities and estimated future cash flows
due to he exchange rate fluctuations. The Company assesses the risks may be significant; therefore, tf
Company entered into derivative contracts to hedge fomigmency exchange risk.The aitstanding
forward exchange contract as of June 30, 2042as follovs:

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

Movements of hedginderivative financiainstrumentsor the six months ended June 30, 2011 and 2012
were as follows:

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

Balance, beginning gderiod $ - $ - $ -
Add: Recognized in profit or loss - 2,123 71
Less: Valuation unrealized loss - (17,999 (602
Balance, end gberiod $ - $ (15,87) $ (53)
The valuationunrealizedioss wasrecognized as unrealizéddsson f i nanci al i nstr ume

equity.
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10.

11

NOTES AND ACCOUNTS RECEIVABLE

Notes and accounts receivable as of Jun@@0] and 2012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Notes receivable $ - $ 3,463 $ 116
Accounts receivable 71,062,848 67,959,950 2,274,049
Accounts receivable from related parties 69 224,287 7,505
71,062,917 68,187,700 2,281,670
Less Allowance for doubtful accounts (1,068629 (2,062447) (69,013
$ 69994288 $ 66,125253 $ 2212657
OTHER CURRENT FINANCIAL ASSETS
Other currentihancial assets as of June 30, 2011 and 2012 were as follows:
2011 2012
NT$ NT$ Us$
(Note 3)
Other receivables $ 1,134767 $ 1,211,239 $ 40,530
Interest receivable 32441 53,235 1,781
Agency payments 55,567 27,603 924
Others 3,032 3,604 120
$ 1225807 $ 1,295,681 $ 43355

Other receivables were primarily prepaynseah behalf of vendors or customers, withholding income tax

ofe mp | o horuses,@nd otheompenston.

INVENTORIES

Inventories as of June 30, 2011 and 2012 were as follows:

2011 2012
NTS$ NT$ US$
(Note 3)
Finished goods $ 1,433296 $ 5,778,655 $ 193363
Work-in-process 5,007424 1,037,575 34,719
Sani-finished goods 4935549 5,214,767 174494
Raw materials 17,498798 13,381,411 447764
Goods in transit 2,068038 1,246447 41,708
$ 30943105 $ 26,658,855 $ 892048

As of June30, 2011 and 24, the allowance for inventory devaluation was M,389,908thousandand

NT$3,711,108housandUS$124180thousand), respectively.
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12.

13.

The writedown of inventories to their net realizable value amiognto NT$L,563,560thousandand
NT$286,674 thousand (1$9,293 thousand) werecognized as cost of sales for #ive monthsendedJune
30, 2011 and 2012, respectively.

PREPAYMENTS

Prepayments as of June 30, 2011 and 2012 were as follows:

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

Royalty $ 4,296,291 $ 6,288,574 $ 210,426
Marketing 203491 934,929 31,284
Prepaymentto suppliers 267,557 826,949 29,671
Software and hardware maintenance 127,254 660,336 22,096
Net input VAT 199449 477,762 15,987
Molding equipment 117202 78,922 2,641
Rental 30,379 40,662 1,361
Insurance 9,161 24,128 807
Others 116359 110,281 3,690

$ 5,367,143 $ 9,442,543 $ 315963

Prepayments foroyalty were primarily for discount purposandwere classified as current or noncurrent
in accordance with their nature As of June30, 2011 and 201,2honcurrenprepayments of N¥3,360537
thousandand NT$,762061 thousand (US&26,269 thousand), rgeectively, had beenlassified as other
assets (Not81 has more information).

Prepayments to suppliers were primarily for discount pugpasdwereclassified as current or noncurrent
in accordance with their nature As of June30, 2011 and2012, noncurentprepayments ofiT$1,593,348
thousand anliT$2,251,382housand (US$7335 thousandhad beerlassified as other assets

Prepayments for others were primasrvice andravel expenses.

HELD -TO-MATURITY FINANCIAL ASSETS

Held-to-maturity financial assetas of June 30, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ Us$
(Note 3)
Corporate bonds $ 206285 $ 202,922 $ 6,790

In 2010, HTCboughtthe corporate bonsl issued by Nan Ya Plastics Corporation amesé¢ bonds will
mature in 2013. Half of the bonds will be repaid in November 2012, aniteffective interest rate of
0.90%.
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14. FINANCIAL ASSETS CARRIED AT COST

Financial assets carried at cost as of June 30, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ USs$

(Note 3)

HuaChuang Automobile Information Technical
CenterCo., Ltd. $ 500000 $ 500,000 $ 16,731
Answer Online, Inc. 1,192 1,192 40
BandRich Inc. 15,861 15,861 531
SoundHound Inc. 57,597 66,564 2,227
GSUO Inc. 143992 239080 8,000
Felicis Ventures Il LP 43,198 97,126 3,250
WI Harper Fund VII 25919 67,241 2,250
NETQIN MOBILE Inc. 71,996 - -
Luminous Optical Technolog@o., Ltd. 183000 183,000 6,123
OnLive, Inc. 1,151,940 1,195400 40,000
KKBOX Inc. 287,985 298850 10,000
TransLink Capital Partners Il, L.P. 43,198 143448 4,800
Shanghai Foad Commercial Co., Ltd. 158151 164,683 5511
Primavera Capital (Cayman) Fund L.L.P. - 719676 24,082
2,684,029 3,692,121 123,545
Less Accumulated impairment loss (1,192 (1,192 (40

$ 2682837 $ 3,690,929 $123505

In January 20D, HTC acquired 10% equity interest in H@huang Automobile Information Technical
CenterCo., Ltd. for NT$00,000thousand

In March 2004HTC merged with IA Style, Incand acquired 1.82% equity interest in Answer Online, Inc.
with NT$1,192 thousand as a result of the mergén 201Q HTC determined thahe recoverable amount
of this investment wagess than its carrying amouahd thus recognized ampairmentioss of NT$1,192
thousand

In April 2006, HTC acquired 92% equityinterest in BandRich Inc. for NT$135,000 thousand and
accounted for this investment by the equity method. After Hé8€C6 s owner shi p per ce
from 92% to 18.08% anldst its significant influenceon this investee In July 2010 HTC transferedthis
investmenttdfi nanci al as s asing bookavalue of NT$15861 thowsand. O

In July 2009, through H.T.C. (B.V.l.) Corp.fHTC BVI0), HTC made an investment i@oundHound Inc
As of June 30, 2012HTCG& investmentin SoundHound Inchad amountedto US$2,227thousand
(NT$66,564 thousand), and the ownership percentaged\a®5o.

In May 2010,through HTC BVI, HTCmade an investment iBSUO Inc. As of June 30, 2012HTC&
investmenin GSUO Inc. hac@mountedto US$8,000thousandNT$239,080thousand), and the ownership
percentage wakl.1%%.

In Septembel010,through HTC BVI, HTCmade an investment iRelicis Ventures Il LP As of June

30, 2012 HTCGs investmentin Felicis Ventures Il LFhad amountedto US$3,250 thousandNT$97,126
thousand).
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In August2010,through HTC BVI, HTCmade an investment I Harper Fund VII. As of June 30,
2012, HT@s investmenhadamountedo US$2,25@housandNT$67,241thousand).

In December2010, through HTC BVI, HTCinvested US$2,500 thousand NETQIN MOBILE Inc. In
January 2012, because tfar value could be reliably measuredHTC transferredthis investment with
holding purpose téavailable for sale financial assetsurrend.

In December2010, through HTC Investment Corporation and HTGvéstment Corporation, HT@ade
an investment ir.uminous Optical Technology Co., LtdAs of June 30, 2012, HT@cquired10.0246
equity interest in Luminous Optical Technology Co., lftd.NT$183,000 thousand.

In February 201, through HTC BVI, HTCmadean investment irOnLive, Inc. As of June 30, 2012,
HTCé&investment in OnLive, Inchadamountedio US$40,000 thousand (NTH95400thousand), and the
ownership percentage was4%.

In March 2011, through HTC BVI, HTCmade an investment iIKKBOX Inc. As of June 30, 2012,
HTCé investment irKKBOX Inc. hadamountedto US$10,000 thousand (N2$8850thousand), and the
ownership percentage was.1%6.

In June2011, through HTC BVI, HTCmade an investment in TransLink Capital Partners Il, L.P. As of
June 30, 2012,HTCG& investment inTransLink Capital Partners Il, L.fhad amountedto US#,800
thousand (NT$43448thousand).

In May 2011, through HTC HK Limited, HTOmade an investment in Shanghaidad Commercial Co.
As of June 30, 2012HTC& investmenh in Shanghai Foad Commercial Co., Ltdhad amountedto
US$5,500 thousand (NI$4,683thousand), and the ownership percentageWas%.

In August2011, through HTC Investment One (BVI) Corporation, Hfade an investment iRrimavera
Capital (Caymanfund L.L.R As of June 30, 2012, HT& investmenthad amountedto US$24082
thousandNT$719676thousand).

These unquoted equity instrumentvere not carried at fair value becautieeir fair value could notbe
reliably measuredhus,the Company accoted for treseinvestmers by the cost method

INVESTMENTS ACCOUNTED FOR BY THE EQUITY METHOD

Investments accounted for by the equity meths@fJune30, 2011 and 201®ere as follows:

2011 2012
Carrying Ownership Ownership
Value Percentage Carrying Value Percentage
NT$ NTS$ US$
(Note 3)
Unquoted equity investments
Huada Digital Corporation $ - - $ 248061 $ 8,301 50.00
SYNCTV Corporation - - 61,313 2,051 20.00
$ - 309,374 10,352
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In December 200HTCacquired 100% equity interest,ofiwhichHuaod
main business activities were software servides, NT$245,000 thousand and accounted for this
investment by te equity method. In September 2011HTC increased this investment by NT$5,000

thousand. As of June30, 2012,HTC6 s i nvest ment i n Huada thoasdnd a mo
(US$8,365thousand). In September 2011, the Fair Trade Commission Executive YRui&nC. (Taiwan)
approved an investment by Chunghwa Telecom Co. ,

investment was completed in October 201Af t er CHT 6 sHTCOnsv ecwmemgs hi p p
declined from 100% to 50%.In March 2012, Huad held a ®ckholdesd me et i relgcedats d r

directors and supervisorsAs a result, the investment type was changed to joint venture and the Company

accounted for this investment by the equity method

In September 201xhrough HTC America Holdindgnc., HTC acquired20% equity interestn SYNCTV
Corporation( SYNCT V)dor US$2,500 thousand and accounted for this investment by the equity method.

On its equitymethod investments, the Company faldss of NT$2,628 thousandUS$8 thousand) on
Huada ad a loss of NT$,441 thousand (USH6 thousand) on SYNCTVor the six monthsendedJune

30, 2012 The financial statements of equityet hod i nvestees had been e
independent auditorexcept SYNCTV.

PROPERTIES

Properties asf June 30, 2011 and 2012 were as follows:

2011 2012
Carrying Accumulated
Value Cost Depreciation Carrying Value
NTS$ NT$ NT$ NTS$ uUss$
(Note 3)
Land $ 7612730 $ 7,614312 % - $ 7,614312 $ 254787
Buildings and structures 4,590457 11,710,032 1,110731 10,599,301 354,670
Machinery and equipment 4,507,254 12,096,892 6,174,494 5,922,398 198173
Computer equipment 209551 848171 480719 367452 12,296
Transportation equipment 4,496 7,691 4,304 3,387 113
Furniture and fixtures 120012 444636 226529 218107 7,298
Leased assets 787 6,744 4,981 1,763 59
Leasehold improvements 219,650 574839 150464 424375 14,200
Prepaymentfor constructionn-progress
andequipmerdin-transit 1,180618 388490 - 388490 12,999

$ 18445555  $33691807 $ 8,152,222 $25539,585 $ 854595
In April 2011, HTC bought landwith areas ofapproximately49 thousand square metedjacent to its
Taoyuan plant for N$1,770,000 thousandvhich was based on the appraisal repooimm an urrelated
partyto build up a complete HTC technologgrkandmeet the future capacigxpansion requirements.
The construction of a new office building afattory were completed in June 2012, and a construction
amount of N'$5,615,958thousand (US$L87,919 thousanyl was transferred from prepayments for
construction in progress to buildings and structures.

There were no interests capitalized for shemonths endedune30, 2011 and 2012, respectively.
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17. INTANGIBLE ASSETS

Intangible assets @& June31, 201 and 202 were as follows:

Cost

Balance, beginning qderiod
Additions
Acquisition

The difference between the cost
investment antheC o mp a n
tiagselse s

share in
Translationadjustment
Balance, end gberiod

Accumulated amortization

Balance, beginning qferiod
Amortization

Translation adjustment
Balance, end gberiod

Accumulated impairmerbsses

Balance, beginning qferiod
Impairment losses
Translation djustment
Balanceend ofperiod

Net book value, endf period

Cost

Balance, beginning qferiod
Additions
Acquisition
The difference between the cost of
investmentantheCo mpany 0 ¢
ininveste s & assets
Reclassification
Translation adjustment
Balance, en@f period

Accumulated amortization

Balance, beginningeriod
Amortization
Translation adjustment
Balance, endf period

Accumulated impairmerdbsses

Balance, beginningeriod
Impairment losses
Translation adjustment
Balanceend ofperiod

Net book value, end of period

Six Months Ended June 30, 2011

Deferred

Patents Goodwill Pension Cost Other Total

NT$ NT$ NT$ NT$ NT$
$ 220943 $ 569311 $ 416 $ 228850 $ 1,019520
2,174400 - - - 2,174400
- 1,345642 - - 1,345642
- 114216 - 16,508 130724
2,395343 2,029169 416 245358 4,670286
12,362 - - - 12,362
128533 - - 118853 247,386
- - - 2,157 2,157
140895 - - 121,010 261,905
- 71,508 - - 71,508
- (814 - - (814
- 70,694 - - 70,694
$ 2,254448 $ 1958475 $ 416 $ 124348 $ 4,337,687

Six Months Ended June 30, 2012
Deferred
Patents Goodwill Pension Cost Other Total

NT$ NT$ NT$ NT$ NT$ US$ (Note 3)
$ 11,608540 $ 10905878 $ 342 $ 911,962 $ 23426722 $ 783896
19,707 53179 72,886 2,439
337,146 - 337,146 11,281
- (5,717,960) 5,717,960 - -
(118371) (103318) - (110108) (331,797) (11102)
11,509876 5,421,746 342 6,572993 23504957 786514
456,442 316178 772620 25,853
754221 204,403 958624 32,077
2,625 (13,389 (10,764) (360)
1,213288 507,192 1,720480 57,570
93314 93314 3,122
(1,214_1) (1,21;1) (4(_))
92,100 92,100 3,082
$ 10296588 $ 5329646 $ 342 $ 6,065801 $ 21692377 $ 725862
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18. ACCRUED EXPENSES

Accrued expenses as of June 30, 2011 and 2012 were as follows:

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

Marketing $ 29158509 $ 23558865 $ 788318
Bonus to employees 8,107,066 8,458522 283036
Salaries and bonuses 4,580,334 4663732 156,056
Services 1,460,824 2,540,625 85,013
Research materialmd molding expenses 1,706805 2,006591 67,144
Import, export and freight 1,610567 912444 30,532
Repairs maintenancend sindry purchase 157,391 391,250 13,092
Insurane 204074 196,785 6,585
Meals and welfare 196,249 196,503 6,575
Travel 82,526 191,031 6,392
Donation 437,800 149164 4,991
Pension cost 110,790 131,167 4,389
Others 476,256 256453 8,581

$ 48289191 $ 43653132 $ 1,460704

The employee bonus fa@ix months ended June 30, 2011 and 26@uld be appropriated a60% and
8.4%, respectivelypf net income before deducting employee bonus expengesruedbonusas of June
30, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ Us$
(Note 3)
Accruedbonus to employedsr current year $ 3,861,213 $ 1,219885 $ 40820
Cash bonuses approved by gteckholdergor
prior years 4,245853 7,238637 242216

$ 8,107,066 $ 8458522 $ 283036

The Company accrued marketing expenses on the basis of related agreements and other factors that wo
significantly affect the accruals.

In September 200HKITCO s bad directbrs resolved to donate the HTC Cultural and Educational
Foundation NT$300,000 thoughnconsisting of (a)the second and third flogrd TasiR&B i 6
headquarters, with these two floors to be built at an estimated cost of NT$217,800 thansé)d;ash of
NT$82,200 thousand This donation excludes the nof whichthe ownership remains witHTC. In

June 2012 HTC handed over the foregoing donated building to the HTC Cultural and Educational
Foundation. The actual construction cost was$AIB,636 thousand (US$7,316 thousand). The
difference between the estimated construction cost and the actual construction cost was NT$836 thousat
(US$28 thousand) and was recognized as an adjustment on the donation to the HTC Cultural an
Educational Fondation in 2012.
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20.

OTHER CURRENT LIABILITIES

Other current liabilities as of June 30, 2011 and 2012 were as follows:

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

Cash dividend payable $ 29,891,089 $ 33,249,085 $ 1,112568
Warrany provision 12415994 12,784,252 427,781
Provisions for contingent loss on purchase orde 2,202376 1,526702 51,086
Other payable 368571 664,905 22249
Advance receipts 346,725 616501 20,629
Agencyreceipts 338312 416617 13941
Advance revenues - 145724 4,876
Othes 528580 790128 26,439

46,091,647 $ 50193914 $ 1,679569

In June 2011 and 2012, tkeockholdersapproved the appropriaticof cash dividend of NT$29891,089
thousandand NT$33,249,085 thousand (US$1,112,568 thousand), respectively. The amounts to be
distributed were temporarily accounted foifieda s h  di v i d esofiJune 80y 201l lared 2012.

The Company provides wanty service for one year to two years depending on the contract with
customersnd recognizes estimable warranty liabilities.

Other payables were payables for p&ieand agreeihstallmentspayable tathe original stockholders of
subsidiaries

Agencyr ecei pts were primarily empl o gverseas@lueiaddeddarne t a

The provisionfor contingent loss on purchase ordergssimated after taking into account the effaaits
changes ithe product marketin inventory managmentand in the Compariy purchass.

PENSION PLAN

The pension plan underLPAOHe ilsa bao rd eHd msei Based @nther i (bt
LPA, HTC and Communication Global Certification IndiCGCO) makes monthly contributions to

emd oyees6 indivi daé%of moathlyssalaries ardovegessuchpension costs were
NT$154,141thousad andNT$211,117 thousand (US$7,064 thousdiad)the six monthsendedJune30,

2011 and 2012, respectively.

Based on the defined benefitap under the Labor Standards Lgwt hL&LO fipension knefis are
calculated on the basis of the lengthservice and averagaonthly salaries of the six months before
retirement. HTC and CGCcontribute amounts equal @9 of total monthly salaries andages to a
pension fund administered by the pension fund monitoring commitiEee pensiorfund is depositedh
the Bank of Taiwani n t he ¢ o mmiHTG an@ 6GC retamzed pension costsNT$2,169
thousand andNT$2,093 thousand (US$70 thousarfiol) the six monthsendedJune30, 2011 and 2012,
respectively.

-31-



21

H.T.C.(B.V.l.) Corp, HTC Investment CorporatiotdTC | Investment CorporatigrHigh Tech Computer
Asia Pacific Pte. Ltd.HTC Investment One (BVI) Cogration,HTC Holding Cooperatief U.AandHTC
America Holding Inchave no pension plans.

Under their respective local government regulations, other subsidiieslefined contribution pension
plans covering all eligible employees The pension fund contributions were $I16,888thousandard
NT$125,575 thousand (US$4,202 thousand) for the six months ended June 30, 2011 and 2012, respective

STOCKHOLDERS® EQUI TY
Capital Stock

HTCOs outstanding c¢ommodanoinedté NT&S176¢682 thbusand, divided into,
817,653thousand common shares at NT$10.00 par value. In June 2011, the stockholders approved th
transfer of retained earnings of NT$403,934 thousand and employee bonuses of NT$40,055 thousand
capital stock. Also, in December 2011, HTC retired 10,000 tmolugeeasury shares amounting to
NT$100, 000 thousand. As a resul t, t h &uned0n?618 n t (
increased to NT$8,520,52housand (US#35,110thousand), divided int®52,052thousand common
shares at NT$10.00 (USB3 par value.

Global Depositary Receipts

In November 2003, HT@sued 14,400 thousand common shares corresponding to 3,600 thousand units of
Global Depositary Receipts (GDRs). For this GDR issuahtEC6 s stockhol der s,
Technologies, Inc., atsissued 12,878.4 thousand common shares, corresponding to 3,219.6 thousand GDF
units. Thus, the entire offering consisted of 6,819.6 thousand GDR units. Taking into account the effec
of stock dividends, the GDRs increase®1015.1thousand units36,060.5thousand shares). The holders

of these GDRs requestetiliC to redeem the GDRsto geifC6 s ¢ o mmo n s Huae 3@ 2012, A s
there were7,141.5thousand units of GDRs redeemed, represe#§66.1thousand common shares, and

the outstanding GDR®presented,494.4thousand common shares@®® of HTC6 s c ommon s h a

Capital Surplus

Under the Company Law, capital surplus can only be used to offset a deficit. However, the capital surplu:
from share issued in excess of par (additional-paichpital from issuance of common shares, conversion

of bonds and treasury stock transactions) and donations may be capitalized, which however is limited to
certain percent ag-ocapifal. tAlse theCapitgd sumplysdrem Igrean idestments

may not be used for any purpose.

Additional paidin capital- issuance of shares in excess of par

The additional paidn capital was NT$10,777,62Bousand as of January 1, 201 In June 2011, the
bonus to employees of NT$8,491,704 thousan®for1 0 was approved in the s
the approved bonus, NT$4,245,851 thousand was in the form of common stock, consisting of 4,00¢
thousand common shares at their fair value, which were distributed in 2011. The difference between pa
value and fair value of NT$4,205,796 thousand was accounted for as additionial pagital in 2011. In
December 2011, the retirement of treasury stock caused a decrease of NT$173,811 thousand in additior
paidin capital. As a result, the additional pdédcapital as ofJune 30, 2012 was NTH4,809,608
thousand (US#05,553thousand).
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Treasury stock transactionad &pired stock options

In June 2011,he Company resolved to transfer treasgtyaresto employees. In 2011, the number of
shares for trarier to employees was 6,000 thousanidh 5,875 thousand shares exercised. Based on the
fair value at the grant date, NT$1,750,767 thousand was accounted for as capital-dueplisy stock
transactions, and NT$37,503 thousand foruthexercised 125housand shares was accounted for as capital
surplus - expired stock options. Also, in December 2011the retirement of treasury stock caused
decreasein treasury stock transactions aexpired stock optionsf NT$20,309 thousand andT$435
thousand, rgsectively As a result,capital surplus fromreasurystock transactions aneixpired stock
options as oflune30, 2012 wereNT$1,730,45&housand (US%7,904thousandandNT$37,068thousand
(US$L,241thousand)respectively

The fair values at the gramlate forthe fifth and sixth stock optionbuyback were NT$394.105 and
NT$210.121, respectively. These fair values westémate using the BlaciScholes optiornvaluation
model. The inputs to the model were as follows:

5" Buyback 6™ Buyback
Assumption Exercise priceNT$) $598.83 $797.30
Expected dividend yield 3.71% 3.71%
Expected life 1.67 months 1.67 months
Expectedorice volatility 56.99% 56.99%
Risk-free interest rate 0.7157% 0.7157%
Fair value $394.1G% $210.121

Longterm equity investments

As of Januaryl, 2011, the capital surplus from lotgrm equitymethod investmentsvas NT$18,411
thousand. Whenthe Company did not subscribe for the new shares issuad bguitymethod investee,
Huada Digial Corporationjn SeptembeR011, the Gmpanyds total investment carrying value and capital
surplus decreased BYT$374 thousandeach in 2011. As a resultthe capital surplus from lorAgrm
equitymethod investmeniss ofJune 302012 was NTH8,037thousand (US604thousand)

Merger

The additional paiin capital from a merger was NZ$,710 thousand as of January 1,120 In
December 2011the retirement of treasury stock caused a decrea$€T$287 thousandin additional
paidin capital from a merge As a result, the additional paid capitalfrom a merger as afune 302012
was NTR4,423thousand (USS17thousand)

Others

The bonus to employees of Ng,@91,704housand for2D00wer e approved i n the st
June 2Q1 Of the @proved amount, NT245,852thousand, representing,006 thousand common
shares which was determindy fair value would be distributed by common sto¢the amount was
NT$4,245,851thousandafter &king into account the effethat the amount less thame share willbe
distributed in the form of cagh Becaus the difference between par value and fair vahasl not been
registered with thgovernmengs of June 30, 2011, an amoohNT$4,205,79&housandvastemporarily
accounted forunderficapital suplusotherdo Theregistrationhad been completed in July 2011; thus, the
foregoing difference wasansferrednto additional paidin capital- issuance of shares in excess of. par

As a result, the capital surplustheras ofJune30, 2012 was NT® thousand.
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Appropriation of Retained Earnings and Dividend Policy

Under the Companyo0s IiAKHTChas kaenmgs after tHe mmuoal fipab aceotinting, nt ,
shall be allocated in the following order:

a. To pay taxes.
b. To cover accumulatelosses, if any.

c. To appropriate 10% legal reserve unless the total legal reserve accumulated has already reached t
amount of the Companyds authorized capital

d. To pay remuneration to directors and supervisors at 0.3% maximum of the balandeduttingthe
amounts undathe abovesubparagrapha.to c.

e. To pay bonus to employees at 5% minimum of the balancedaftierctingthe amounts undéhe above
subparagraphs. to ¢, or such balance plus the unappropriated retained earnings of gre@ars.
However, the bonus may not exceed the limits on employee bonus distributions as set out in the
Regulations Governing the Offering and Issuance of Securities by IssWéh&re bonus to employees
is allocated by means of new share issuance, tipdogaes to receive bonus may include employees
serving with affiliates who meet specific requirementSuch specific requirements shall be prescribed
by the board of directors.

f. For any remainder, the board of directors shall propose allocation lbasesl on the dividend policy
setforthinte CompanygsAr t i cl e and propose them at the sha

Legal reserve sl be appropriated until ihas reachechte C o mp a 4nycdpisal. prais rdserve may

be used to offsea deficit. Undetthe revised Company Law issued on January 4, 2012, when the legal
reserve has exceeded 25% of @® mp a n y -t capi@alahe éxcessnay betransfered to capital or
distributed in cash.

As part of a highechnology industry andas a growing enterpriseHTC considers its operating
environment, industry developments, and lbagn interests of stockholders as well as its programs to
maintain operating efficiency and meet its capital expenditure budget and financial goals in determining the
stock or casMdividends to be paid HTC6 s di vi dend policy stipul ates
may be distributed as cash dividends.

The appropriations of earnings foriZDand 2A.1 had been approvedthes har eh ol der Jude me e
15, 2011 andJunel2, 2012, respectively. The appropriations 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$ NT$ NTS$ uUss$ NT$ uss$
(Note 3) (Note 3)
Legal reserve $ - $ - $6,197580 $ 207381 $ - $
Specialreserve 580,856 - (580,856 (19,439 - -
Cash dividends 29,891,089 37.00 33,249,085 1,112,568 40.00 1.34
Stock dividends 403,934 0.50 - - - -
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The bonus to employees 2010 and 2A.1 approved in the sharehold&nseetingson Junel5, 2011 and
Junel?2, 2012, respectivelywere as follows:

Amounts
Amounts Recognizedn
Approved in Respective
Shar ehol Financial
Meetings Statements
NT$ NTS$
For year2010 Cash $ 4,245,853
Stock 4,245,851

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

For year2011 Cash $ 7,238637
Stock -

$ 7238637  $ 7.238637

Amounts
Amounts Recognizedn
Approved in Respective
Shareho Financial
Meetings Statements
uUSs$ Us$
(Note 3) (Note 3)
For year2011 Cash $ 242216
Stock -

$ 242216  $ 242216

The number of shares of 4,006 thousand for 2010 was determined by dividing the amount of share bonus t
the closing price (after considering the effect of cash and stock dividends) of the day immerdiatsling

the shareholdefaneeting. The approved amounts of the bonus to employees were the sauneraal
amounts reflected in the financial statements in 2010 and 2011, respectively.

The employee bonus fa@ix months ended June 30, 2011 and 26l@ubtl be appropriated &t0% and

8.4%, respectivelypf net income before deducting employee bonus expen#fethe actual amounts
subsequently resolved by the stockholders differ from the proposed amounts, the differences are recorded
the year of stockhdler s resol ution as a change in account
distributed to employees, the number of shares is determined by dividing the amount of bonus by the
closing price (after considering the effect of cash and stocketidi) of the shares of the day immediately
preceding the stockhol dersd meeting.

Information abouearnings appropriatioand the bonus to employees, directors and superissawsilable
ontheMarket Observation Post System website of the Taiwan Steckafge
. TREASURY STOCK

HTC resolved totransfer 6,000 thousand treasury stocks to employees in June 2011, and the number o
shares actually transferred was 5,875 thousand.
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23.

OnJuly16, 2011, HTC6 s board of director s 10608 thaushndad 100860 ol u
thousandof its shares from the open market betwdetty 18 2011 and August 17, 2011land between
August 18 2011 and September 17, 2011, respectively, witle repurchase price rang from NT$00to
NT$1,100per share. IHTC6 s share price was Hiwlamedtotoatinuetoh i s
buy back its shares.HTC bought back20,000thousand shares for NI6,086,09&housand during the
repurchase periodnd retired 10,000 thousand shares in December 2011 and caeital amendment
registration in January 2012.

On December20, 2011, HTC6s board of di r ect onGO0Oprossanafdts a r
shares from the open markettweerDecember0, 2011 and Februarl9, 2012 with the repurchase price
ranged from NT845 (US$L5) to NT$650 (USR?2) per share. IHTC6 s s h abeeomegdawer ¢han

this price rangedTC planned tacontinue to buy back its shareddTC bought baclé,914thousand shares
(bought back 10Ghousand sharés 2011 and 6,81thousand sharas 2012)for NT$3,750,056&housand
(US$L25,483thousand) during the repurchase perio®thertreasury stoclknformation for thesix months
ended 302011 and 2A.2 wereas follows:

(In Thousands of Shares)

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

Six monthsended Juné&0, 2011

For transferring shares to the Comp@ny
employees 9,786 - - 9,786

Six monthsended Jun&0, 2012

For transferring shares to the Comp@ny
employees 14,011 6,814 - 20,825

Based on the Securities and Exchange Act of the ROC, the number of reacquired shares tsbrcidgao
10% of the Company 6 sharésans thetdtal purclihse amaurg shautd dat exceedghe
sum of the retained earnings, additional gaidapital in excess of par, and paidcapitalreserve In
addition, the Company should notegdbe its treasury shares nor should exercise rights to dividends
distribution and to vote

PERSONNEL, DEPRECIATION AND AMORTIZATION EXPENSE S

For thesix monthsendedJune30, 2011 and 2, personnel expenses, depreciation amdrtization were
as Pllows:

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

Expense Item pCosts ’ E?(pensegs Total pCosts ’ E?(pensegs Total pCosts ’ E?(pensegs Total
Personnel expenses $ 3,506,501| $11,315925| $14,822,426 $ 3,156,588| $ 9,015908 | $12,172,496| $ 105,624 | $ 301687 | $ 407,311

Salary 2,954,840| 10594892 | 13549,732 2,481,324 7,815486 | 10,296,810 83029 261519 344,548

Insurance 166483 296,806 463289 228296 418206 646502 7,639 13994 21,633

Pension cost 95,839 137,359 233198 123992 214793 338785 4,149 7,187 11,336

Other 289339 286868 576207 322976 567,423 890399 10,807 18,987 29,794
Depreciation 408215 240386 648601 622366 406717 1,029083 20,825 13,610 34435
Amortization 137,969 140,152 278121 266,983 739473 1,006456 8,934 24,744 33678
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24. INCOME TAX

Provision for income taexpense (benefitior the six months endedune30, 2011,income tax payable
income tax receivables and@ferred tax assefsabilities) asof June30, 2011, were as follows:

HTC Corporation

CommunicatiorGlobal
Certification Inc

HTC Investment Corporation

HTC | Investment Corporation

Huada Digital Corporation

High Tech Computer Asia Pdici
Pte. Ltd.

HTC EUROPE CO., LTD.

Exedea Inc.

HTC NIPPON Corporation

HTC BRASIL

One & Gmpany Design, Inc.

HTC Communication Co., Ltd.

HTC Corporation (Shanghai WGt

HTC Belgium BAVA/SPRL

HTC HK, Limited

High Tech Computer (H.K.)
Limited

HTC (Australia and New Zealand
Pty. Ltd.

HTC India Private Limited

HTC (Thailard) Limited

HTC Electronics (Shanghai) Co.,
Ltd.

HTC Netherlands B.V.

HTC FRANCE CORPORATION

HTC Nordic ApS.

HTC Italia SRL

HTC Germany GmbH.

HTC IberiaS.L.

HTC Poland sp. z o.0.

ABAXIA SAS

Saffron Digital Inc.

HTC Americalnc.

HTC America Innovation Inc.

HTC Malaysia Sdn. Bhd.

HTC Innovation Limited

HTC South Eastern Europe Limit
liability Company

2011
Income Tax Deferred Tax
Expense Income Tax Income Tax Assets

(Benefit) Payable Receivable (Liabilities)

NT$ NT$ NT$ NT$
$ 4,077511 $ 5,922228 $ - $ 5105628
4119 4213 - 1,959
88 32 - -
69 18 - -
105 36 - -
6,858 4,604 - 38
88,839 133990 - 8,822
670 - 1,473 -
2,050 1,241 - -
- - 10 2,735
3,082 - 5,915 3,801
(17,618 198854 - 258969
1,263 473 - -
399 10,130 - -
(59 3,166 - -
2,576 - - -
5,438 9,037 - (2,892
3,961 - 1,793 -
1,295 1,274 - -
98,298 101,821 - 65,194
871 1,079 - -
(356 790 - (84,403
3,387 3,601 - (89
3,631 - - -
4,028 1,953 - -
3,081 3,480 - -
17 - - 2,126
6,300 - - -
147 8,949 - (122
344490 76,189 - 56,589
13598 14,920 - 13,622
1,010 182 - 269
1,593 1,058 - -
392 382 - -
$ 4661138 $ 6,503700 $ 9,191 $ 5432250
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Provision for income taexpense (benefitlor the six months endedune30, 2012, income tax payable
income tax receivables an@ferred tax assefBabilities) asof June30, 2012, were as follows:

2012
Income Tax Expense Deferred Tax Assets
(Benefit) Income Tax Payable Income Tax Receivable (Li abilities)
NT$ Uss$ NT$ Uss$ NT$ Uss$ NT$ uss$
(Note 3) (Note 3) (Note 3) (Note 3)
HTC Corporation $ 1,191470 $ 39868 $ 810402 $ 27117 $ - $ - $ 4,635270 $155104
Communication Globa

Caetification Inc. 13387 448 11,933 399 - - 241 8
HTC Investment

Corporation 151 5 41 1 - - - -
HTC I Investment

Corporation 101 3 4 - - - - -
High Tech Compter

Asia Pacific Pte. Ltd 2,798 94 5,379 180 - - 38 1
HTC America Inc. 151,954 5,085 - - 62912 2,105 145606 4,872
HTC EUROPE CO.,

LTD. 55,668 1,863 102303 3,423 - - 9,447 316
Exedea Inc. 15 1 - - 135 5 - -
HTC NIPPON

Corporation 2,247 75 17,745 594 - - 16,460 551
HTC America Holding

Inc. 289286 9,680 - - - - (234,895) (7,860
HTC America

Innovation Inc. 25,078 839 - - 53,898 1,804 56,387 1,887
One & Company

Design, Inc. 4,862 163 - - 24,833 831 17,572 588
HTC Corporation

(Shanghai WGQ) 1,775 59 938 31 - - - -
HTC Belgium

BAVA/SPRL 492 16 6,318 211 - - - -
HTC (Australia and

New Zealand) Pty.

Ltd. 6,156 206 18409 616 - - (304) (10)
HTC HK, Limited 1,672 56 6,071 203 - - - -
HTC India Private

Limited 3,667 123 819 27 - - - -
HTC (Thailand)

Limited 1,315 44 1,325 45 - - - -
HTC Netherlands B.V. 566 19 2,142 72 - - - -
HTC Italia SRL 3,970 133 2,464 82 - - - -
HTC BRASIL 1,009 34 - - 484 16 1,394 46
HTC Communication

Co., Ltd. 97,335 3,257 950,289 31,798 - - 1,209,985 40,488
HTC Electronics

(ShanghaiCo., Ltd. 22,115 740 69,953 2,341 - - 74,234 2,484
HTC Malaysia Sdn.

Bhd. 724 24 450 15 - - 296 10
HTC Innovation

Limited (469) (16) 136 5 - - - -
HTC Poland sp. z 0.0. 350 12 1 - - - 1,435 48
HTC Iberia S.L. 971 32 4,060 136 - - - -
HTC Germany GmbH. 3,403 114 6,950 233 - - - -
HTC Nordic ApS. 1,745 58 1,958 66 - - (34) 1)
HTC Luxembourg

S.a.r.l 5,025 168 4,975 167 - - - -
HTC FRANCE

CORPORATION 344 12 - - - - - -
ABAXIA SAS 2,433 81 - - - - - -
Saffron Digital Inc. 9,513 318 9,521 319 - - 60 2
HTC Norway AS 77 3 121 4 - - - -
Dashwire, Inc. 24 1 89 3 - - - -
HTC Communication

Sweden AB 141 5 71 2 - - - -
HTC Communication

Canada, Ltd. 1,842 62 1,821 61 - - - -
Inquisitive Minds, Inc. 24 1 - - - - - -
Beats Electronics, LLC 25,695 860 - - - - - -
HTC Communication

TechnologiegSH) 17,825 596 17,965 601 - - - -
FunStreanCorporation - - - - 4 - - -
PT. High Tech

Computer Indonesia 1,976 66 1,990 67 - - - -
HTC South Eastern

Europe Limited

liability Company (491) (16) - - 218 7 - -

1948241 65,192 2,056,643 $ 68819 $ 142484 $ 4768 $ 5933192 $198534
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Deductible temporary differences and loss and tax credit carryforwards that gave rise to defersadgax as

as of June 30, 2011 and 2012 were as follows:

Temporary differences
Provision for loss on decline in value of
inventory
Unrealized warranty experse
Unrealized royalties
Unrealized marketing expenses
Unrealizedcontingent losses of purchase ordt
Unrealizedvaluation los®n financial
instruments
Unrealizedbad-debt expenses
Unrealizedresearch materialnd molding
expense
Unrealizedsales allowance
Unrealizedexchangdoss
Unrealizedsalaries angvelfare
Othes
Prior yearsbo
Tax credit carryforwards
Total deferred tax assets
Less Valuation allowance
Total deferred tax assenet
Deferred tax liabilies
Realized pension cost
Unrealizedvaluation gain on financial
instruments
Unrealized gain on investment
Depreciation of fixed assets and taxation
difference
Unrealized exchange gain, net
Deferred tax liabilities offset againdéferredtax
assets, net
Less: Current portion

| oss car

Deferred tax assetsioncurrent

The income tax for the six months ended June 30, 2011 and 2012 were as follows:

Current income tax

Less: hcrease in deferred income tax assets

Add (less): Underestimation(overestimationpf
prior yeards i ncome

Income tax
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2011 2012
NT$ NT$ Uss$
(Note 3)
$ 741,773 $ 647108 $ 21653
2,075178 2,196,809 73,509
3,930929 5,301,246 177,388
4,717,079 4,202,284 140,615
374404 259539 8,685
26,500 - -
63,783 229409 7,676
105513 163785 5,481
254,031 289285 9,680
- 62,019 2,075
242770 348576 11,664
171,213 268100 8,971
1,598 239201 8,004
3,144,749 2,338236 78,241
15849520 16,545597 553,642
(10171522 (10,148930 (339599
5,677,998 6,396,667 214,043
(29472 (33196 (1,112)
- (31,180 (1,043
- (347,446 (11,626
- (51,653 (1,729)
(216276 - -
5,432,250 5,933,192 198534
(1,895209 (25614798 (85,71
$ 3537041 $ 3371714 $ 112,823
2011 2012
NTS$ NTS$ Us$
(Note 3)
$ 6,637,613 $ 1,971,630 $ 65974
(2,014,566 (11,479 (384
38,091 (11,919 (398
$ 4661138 $ 1,948,241 $ 65192




Under the Statute for Upgrading Industrield,C was granted exemption from corporate incomeftaa
five-year period

The Year d
Occurrence Item Exempt from Corporate Income Tax Exemption Period

2006 Sales of wireless or smartphone which has 3G or GPS functi 2006.12.22011.12.19
2007 Sales of wireless or smartphone which has 3G or fGR&ion 2007.12.262012.12.19
2008 Sales of wireless or smartphone which has 3.5G function 2010.01.01-2014.1231
2009 Sales of wireless or smartphone which has 3.5G function 2012.01.01-2016.1231
(application for exemption under review by the Ministry of
Finance as ofuhe 30, 2012)

As of June 30, 2012 ethil of the tax credit carryforwardgasas follows:

Remaining Creditable Expiry
Laws and Statutes Tax Credit Source Total Creditable Amount Amount Year
NT$ Uss$ NT$ uUss$
(Note 3) (Note 3)
Statute for Upgradin Research and developmen $ 1,145639 $ 38,335 $ 28261 $ 946 2012
Industries expenditures
Research and developmen 2,505402 83,835 2,309975 77,295 2013

expenditures

$ 3651041 $ 122,170 $ 2338236 $ 78,241

Under Article 10 of the Statute for Industrial Innovation (Sll) passed by the Legislative Yuan in April 2010,
a profitseeking enterprise may deduct up to 15% of iteaeh and development expenditures from its
income tax payable for the fiscal year in which these expenditures are incurred, but this deduction shouls
not exceed 30% of the income tax payable for that fiscal year. This incentive took effect from January 1
2010 and is effective tilDecembe1, 2019.

As of June 30, 2012, tHess carryforwardsef HTC BRASIL that gave rise to deferréicometax assetin
the Federative Republic of Braxilere NT$980 thousandUS$33 thousand) Taxationcouldbe made on
its net income after deduction of losses incurred in the preceding heaithe deductiogannot exceed
30%of thetaxable income of the current year.

As of June 30, 2012, thiess carryforwardsof HTC America Innovation Inc.HTC America Content
Services, Inc, Saffron Digital Inc, Dashwire Inc. and Inquisitive Minds, Incthat gave rise to deferred
incometax assetsn the United States werdT$238,221 thousan@US$7,971 thousand) and could be
carried forward for 20 years

Theimputation credit acamt (ICA) informationfor the six months ended June 30, 2011 and 2012 were as
follows:

2011 2012
NTS$ NTS$ Us$
(Note 3)
Balance oiCA $ 3925884 $ 5,940508 $ 198779
Unappropriated earnings from 1998 54,357978 48765769 1,631,780
Estimated creditable ratio (including income tax
payable) 17.81% 13.58% 13.58%

When calculating the expected creditable ratio for the six months ended June 30, 2011 and 2012, th
income tax payable as of June 30, 2@hd 2012 were included.
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25.

HTCé& income tax returns through 208ad been examined by the tax authoritieEhe income tax returns
of Communication Global Certification IncHTC Investment Corporatiorand HTC | Investment
Corporatiorfor the years througB00 have been examined and approved by the tax authority

EARNINGS PER SHARE

Earnings per share (EPS) before tax and after tax are calculated by dividing net income by the weighte
average number of common shares outstanding which includes thetidedf the effect of treasury stock
during each year. EPS for thesix months endedune30, 2011 were calculated after the average number

of shares outstanding was adjusted retroactively for the effect of stock dividend distributi@@.in 20

The Accouting Research and Development Foundation issued Interpretation02R0that requires
companies to recognize bonuses paid to employees, directors and supervisors as compensation expen
beginning January 1, 2008. These bonuses were previously recerdpgrapriations from earnings. If

the Company may settle the bonus to employees by cash or shares, the Company should presume that
entire amount of the bonus will be settled in shares and the resulting potential shares should be included
the weighed average number of shares outstanding used in the calculation of diluted EPS, if the share
have a dilutive effect. The number of shares is estimated by dividing the entire amount of the bonus b
the closing price of the shares at the balance sheet d&uch dilutive effects of the potential shares needs

to be included in the calculation of diluted EPS until the stockholders resolve the number of shares to b
distributed to employees at their meeting in the following year. The related EPS inforfoatiba six
monthsendedJune30, 2011 and 2012 was as follows:

2011
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
NT$ NT$ NTS$ NT$
Basic EPS $ 36,434476 $ 32,356,965 848615 $42.93 $38.13
Bonusto employees - - 4,363
Diluted EPS $ 36434476 $ 32,356,965 852978 $42.71 $37.93
2012
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
NT$ NT$ NTS$ NT$
Basic EPS $ 13,060,733 $ 11,869263 832742 $15.68 $14.25
Bonusto employees - - 3,490
Diluted EPS $ 13060733 $11,869263 836232 $15.62 $14.19
2012
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
Us$ uss$ uss uss$
(Note 3) (Note 3) (Note 3) (Note 3)
Basic EPS $ 437032 $ 397164 832742 $ 0.52 $ 0.48
Bonusto employees - - 3,490
Diluted EPS $ 437032 $ 397164 836232 $ 0.52 $ 047
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26. FINANCIAL INSTRUMENTS

Fair Value of Financial Instruments

a. Non-derivativefinancialinstruments

June 30
2011 2012
Carrying Fair Carrying Fair
Amount Value Amount Value
NTS$ NTS$ NT$ Us$ NT$ Uss$
(Note 3) (Note 3)
Assets
Available-for-sale financial
assets current $ 733446 $ 733446 $ 794213 $26,576 $ 794,213 $26,576
Available-for-sale financial
assets noncurrent 591 591 189 6 189 6
Held-to-maturity financial asse
- noncurrent 206,285 205457 202922 6,790 202,404 6,773
Financial assets carried at
cost- noncurrent 2,682837 2,682837 3,690,929 123505 3,690,929 123505
b. Derivativefinancial instruments
June 30
2011 2012
Carrying Fair Carrying Fair
Amount Value Amount Value
NT$ NT$ NT$ uUss NT$ Us$
(Note 3) (Note 3)

Asses
Financialasses at fair value
through profit or loss
current $ - $
Liabilities
Financial liabilities at fair
value through profit or
loss- current 155880 155880 - - - -
Hedging derivative
liabilities - current - - 15,871 531 15,871 531

$ 181288 $ 6,066 $ 181288 $ 6,066

Methods and Assumptions Used in Determining Fair Values of Financial Instruments

Not subject to SFAS N4 - fiFinancial Instruments: Recognition and Measuremard cashand cash
equivalents receivables,other current financial assets, payablesgccrued expenses and other current
financial liabilities, which havecarrying amountghat approximate theiffair valuesdue to their short
maturities.

The financial instruments neither includther noncurrentinancial assets nor liabilities The fair values
of aforementioned financial instrumentere based on thgresentvalue of future cash flows discoudtat
the average interest rati®r time depositsvith maturities similar to those of the financial instruments

The fair values of financial instruments at fair value through profit or, lssilablefor-sale hedging
derivativefinancial instrumentsid heldto-maturity financial assets are based on quoted market prices in
an active market, and their fair values can be reliably measured. If the securities do not have marke
prices, fair value is measured on the basis of financial or other informafidie. Company uses estimates

and assumptions that are consistent with information that market participants would use in setting a prict
for these securitiewith no quoted market prices
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Financial assets carried at cost are investments in unquoted s¥dobshave no quoted prices in an active
market and entail an unreasonably high cost to obtain verifiable fair values. Therefore, no fair value is
presented.

Fair Values of Financial InstrumentsBased on Quoted Market Prices or Valuation Methods

Fair Values Based on Fair Values Based on
Quoted Market Prices Valuation Methods
June 30 June 30
2011 2012 2011 2012
NT$ NT$ uUss$ NT$ NT$ Us$
(Note 3) (Note 3)

Assets
Financialassetst fair value

through profit or loss current ~ $ - $ - $ - $ - $ 181288 $ 6,066
Available-for-sale financial

assets current 733446 794213 26,576 -
Available-for-sale financial

assets noncurrent 591 189 6 -
Held-to-maturity financial asset:

- noncurrent 205457 202404 6,773 -
Financial assets carried at cest

noncurrent - - - 2,682837 3,690,929 123505
Liabilities
Finangal liabilities at fair value
through profit or loss current - - - 155880
Hedging derivative liabilities
current - - - - 15871 531

The Company recognized unrealized gains of N%$1 thousandand NT$29,587 thousand (US$990
thousandj n st ockhol dersdé6 equity f o#ordaldfinancidi assets bosthei n
six months ended June 30, 2011 and 2012, respectively.

As of June 30, 2011 and 2012financial assets exposed torfaialue interest rate riskmounted to
NT$206,285thousandand NT$202,922 thousand (U$6,790 thousand) respectively; ihancial assets
exposed to cash flow interest rate risk amounted to 183%63,843thousandand NT$51,145,435
thousand (U$1,711,408housand), respectively.

Financial Risks
a. Market risk

The Companwses forward exchangmntracts fohedgingpurposes, i.etp reduceany adverseffect
of exchangeate fluctuatiors of accounts receivable/payablélhe gains or losses on these coartsa
almost offset the gains or losses onhibdgedtems Thus,market risk is notaterial.

b. Creditrisk

Credit risk represents the potential loss that would be incurred by the Company if the-pattigsr
breach contracts.In the event of countgarties failing to perform their obligations under financial
assets, it will affect th extent of credit risk concentration, components of financial assets and the
amount of contracts. The counteiparties to the foregoing financial instruments are reputable financial
institutions and business organizations. Management does not expdécortipanys exposure to
default by those parties to be material.

c. Liquidity risk

The Companyds o0 p e r a sufficiegt tofmeat the cashrflew ddnegetnessidre,
liquidity risk is not considered to be significant.
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27. RELATED -PARTY TRANSACTIONS

The related parties were as follows:

Related Party Relationship with the Company
Xander International Corp. Chairperson is an immediate relativeHdfFCo6 s ¢ h a i
VIA Technologies, Inc. Same chairpersoas HTGs
Chander Electronics Cpr Same chairpersoas HTGs
Faith Hope & Love Limited Its significant stockholder in substanceH§C6 s c¢ h a i
Way-Lien Technology Co., Ltd. Significant stockholdeof HTC
EmployeeéWelfare @mmittee EmployeeéWelfare @mmitteeof HTC

HTC Cultural and Educational Foundatiol A nonprofit organizatiomwith over one third of its totdunds
donatedby the Company

Major transactions with related parties are summarized below:
Purchases of Inventories and Services

Six Months Ended June 30

2011 2012
% to Total % to Total
Net Net
Related Party Amount Purchases Amount Purchases
NT$ NT$ Us$
(Note 3)
Chander Electronics Corp. $ 172560 _ - $ - $ - -

Terms of paymerdand purchasing pricder both related and third parties were similar.
Sales and Services Provided

Six Months Ended June 30

2011 2012
% to Total % to Total
Related Party Amount Revenues Amount Revenues
NTS$ NT$ uss$
(Note 3)
Faith Hoe & Love Limited $ - - $2,235584 $74,806 1
EmployeeéWelfare
Committee 52471 - 219735 7,353 -
Others 1,574 _ - 3,638 122 _ -
$ 54,045 __- $2,458957 $82,281 1

The selling prices for productsold to related parties were similar to thésesalesto third parties, except
those forEmp | oyees 6 We k andFagh HGpe smove ltingted The collection terms for
products sold to related parties were similathtwsefor salego third parties
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Accounts Receivable

June 30
2011 2012
% to Total % to Total
Notes and Notes and
Accounts Accounts
Related Party Amount Receivable Amount Receivable
NT$ NTS$ uUss$
(Note 3)
Faith Hope & Love Limited $ - - $ 224138 $ 7,500 -
Others 69 - 149 5 -
$ 69 - $ 224287 $ 7,505 -
Accounts Payable
June 30
2011 2012
% to Total % to Total
Notes and Notes and
Accounts Accounts
Related Party Amount Payable Amount Payable
NT$ NT$ Us$
(Note 3)
Chander Electronics Corp. $ 108377 - $ - $ - -
Other Receivable
June 30
2011 2012
% to Total % to Total
Other Other
Related Party Amount Receivable Amount Receivable
NT$ NTS$ USs$
(Note 3)
CATCHPLAY, INC. $ 137 - $ - $ - -
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Accrued Expenses

June 30
2011 2012
% to Total % to Total
Other Other
Related Party Amount Payables Amount Payables
NTS$ NTS$ Uss
(Note 3)
Way-Lien Technology Inc.  $ 600 - $ 610 $ 20 -
HTC Cultural and
Educational Foundation 217,800 - - - -
$ 218,400 - $ 610 $ 20 -

Accrued expenses were consulting expenses. Note 18 has more informatiotdaBoQultural and

Educational Foundation

Other Payables to Related Parties

June 30
2011 2012
% to Total % to Total
Other Other
Related Party Amount Payables Amount Payables
NT$ NT$ Us$
(Note 3)
Chander Electronics Corp. $ 198 - $ - $ - -
ServiceFees
Six Months Ended June 30
2011 2012
% to % to
Warranty Warranty
Related Party Amount Expenses Amount Expenses
NT$ NT$ Us$
(Note 3)
Way-Lien Technology Inc. $ 1,200 - $ 1,200 $ 40 -

Service fees resulted from businesssulting service
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28.

29.

Leasing- Lessee

Operating expense rental expense

Six Months Ended June 30

2011 2012
% to Total % to Total
Rental Rental
Related Party Amount Expenses Amount Expense
NT$ NTS$ uUss$
(Note 3)
VIA Technologies Inc. $ 2,604 2 $ 2,604 $ 87 -

The Company leasestaff dormitoryowned byVIA Technologiesinc. at operating lease agreements
The term of the lease agreement is from April 2012 to March 2aii%he rental payment was determined
atthe prevailing rates in the surroundingar

Donation Expenses

Six Months Ended June 30

2011 2012

% to Total % to Total
Rental Rental

Related Party Amount Expenses Amount Expenses

NT$ NT$ Us$

(Note 3)
HTC Cultural and Education
Foundation $ - - $ 836 $ 28 1

Note 18 has more information abatit C Cultural and Educational Foundation

Property Transaction

In 2012, the Companipoughtthe auxiliary facilities of buildings from Chander Electronics Corgor
NT$48,803 thousand (US$1,633 thousand). As of June 30, 2012, there was NT$17,719 thousan
(US$593 thousand) unpaid and was accounted for uipdgable for purchase of equipment

Patent Litigation

Note 32 has more information.

PLEDGED ASSETS

As of June 30, 2011 and 2012, the Comphay provided time deposits of N¥72,304thousandand
NT$402,850 thousand (US$13,480 thousanefpectively,as collateral fooutsourcing agreement, rental
deposits ad to theNational Tax Administration oNorthern Taiwan Provincaspart of the requirements
for the Company to get &udificatestating that it hatho pendingncometax.

COMMITMENTS AND CONTINGENCIES

As of June 30 2012, unused letters of crddamounted to EUS5 thousand US$2,223 thousand and
JPY?22,288housand
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30.

31

Under the unit purchase agreement between HTC and Beats Electronicsfikeais)), the founding
members of Beats have a put right to sell HTC all of the interests through five yeaegidition, HTC

have a call right to make a purchase of all the founding members' interests. The put right and call right ar
terminated automatically upon the consummation of a qualified IPO.

SUBSEQUENT EVENTS

On July 19, 2012HTC6 s b o arectdrs magseddh resolution to offer US$225,000 thousandtshort
loantoits subsidiaryBeat s t o ful fill/l Beatsdé working capita
transformation. This loan was secured by all the assets of Beats. Ay &fl) 2012, the date of the
accompanying i nde pdTCta foanedd)s%P2510@0 theuSand t@ Beats. t ,

On July 19, 2012HTC6 s boar d of directors passed a resoluwu
Beats held by HTC America Holdindnc. to the founding members of Beats for US$150,000 thousand.
After the saleHTC will indirectly own 25.14% interests in Beats. This sale will terminate the agreement
in Note @ section 2namely the put right and call right betwaehC and the founithg members of Beats

will no longer be in effect

SIGNIFICANT CONTRACT S

Patent Agreement

The Company specializes mesearch, design, manufacture and sales of smart handheld devioes
enhance the quality of its products and manufacturing teobiesl, the Company has patent agreements as

follows:

Contractor Contract Term Description

Microsoft Februaryl, 2009- March31, 206  Authorization to use embedded
operating system; royalty paymel
based on agreement.

Qualcomm Incorporad December 20, 2000 to the followil
dates:

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

Qual commbés i sc¢

written notice, the Company
will be prohibited from using
Qu a |l copnopedty or
patents.

b. Any time when the Company i
not wusing any
intellectual property, the
Company may terminate this
agreement wupor
written notice to Qualcomm.
(Continued)
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32.

Contractor

Contract Term Description

Telefonaktiebolaget LM
Ericsson

Nokia Corporation

InterDigital Technology
Corporation

KONINKLIJKE PHILIPS
ELECTRONICS N.V.

MOTOROLA, INC.

ALCATEL LUCENT

Siemens Aktiengesellscha

IV International Licensing
Netherlands, B.V.

OTHER EVENT

Lawsuit

December 15, 2008December 14, Authorization to use platform paten
2013 license agreement; royalty payme
basedn agreement.

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

December 31, 2003 to the expiry Authorization to use TDMA and
dates of thespatentdn the CDMA technology; royalty
agreement payment based on agreement.

January 5, 2004 to the expiry date GSM/DCS 1800/1900 Patent Litse;
of these patenis the agreement  royalty payment based on
agreement.

December 23, 2003 to the latest ¢ TDMA, NARROWBAND CDMA,

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

b. Any time when the Company i
not using any
intellectual property

November2009- November2012  Authorization to us@G
(GSM/GPRS/EDGE/CDMA)3G
(CDMA2000/WCDMA), HTML,
MPEG, AMR patent license or
technology; royalty payment base
on agreement.

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

these patents the agreement. EDGE patent license or technolo
royalty payment basl on
agreement.
November 2016 June 2020 Authorization to use wireless

technology; royalty payment base
on agreement.
(Concluded)

a. In April 2008, IPCom GMBH & CO., KG il PCo mo ) -tldinm lavduit agaimatutHe Company

with the District Court of Mannhei m, Ger many,
In November 2008, the Company filed declaratory judgment action feinfrimyement and invalidit
against three of | PComés patents with the Wash
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In October 2010, IPCom filed a new complaint against the Company alleging patent infringement of
patent owned by IPCom in District Court of Dusseldorf, Germany.

In June2011, IPCom filed a new complaint against the Company alleging patent infringement of patent
owned by IPCom with the High Court in London, the United Kingdoin. September 2011, the
Company filed declaratory judgment action for Anfiingement and invaity in Milan, Italy. Legal
proceedings in aboweentioned courts in Germany and the United Kingdom are still ongoihige
Company evaluated the lawsuits and congiddre risk of patentin-suits are low. Also, preliminary
injunction and summary judgent against the Company aery unlikely.

In March 2012, Washington Court granted on th
norrinfringement of two of patenis-suit (the other patent is still reviewed by the court.)

As of July 31, 2012,he date of the accompanying independauiditor® r epor t , t her e
critical hearing nor had a court decision been made, except for the above.

.Il'n March 2010, Apple 1 nc. (AAppleodo) filed a |
Int ernati onal Trade Commission (Al TCo) and U. S
alleging that the Company infringed its patentépple requested ITC and Delaware court to prevent
the Company from importing and selling devices in the UniteateStand damage compensation,
respectively. The Companysubsequently filed ITC investigation and filed counterclaim with
Delaware court against Apple for patent infringemenighe Company requested ITC and Delaware
court to prevent Apple from importingnd selling devices in the United States and damage
compensation, respectively.

I n December 2011, the Company received the no
Apple vs. HTC case, (ITC No. 337A-710). Apple originally asserted 10 of itafents against the
Company in March 2010, and the ITC Committee ruled that the Company infringed on 1 patent.
Apple has appealed and the Company is implementing workaround into new products, so business |
not affected in the US.As for the investigatiorfiled by the Company against Apple (ITC No.
337-TA-721) on October 17, 2011, the ITC judge issued his initial determination and ruled that Apple
does not infringe the 4 asserted patents owned by the Company.

In November 2011, the Company acquired thdrmss operation and ownership of patent portfolio of
S3 Graphics Co. , In Judy. 201, R fil€dl ramothdr ITE snvejtigation and a
companion district court case in Delaware against the Company alleging patent infringement (ITC No.
337-TA-797). In August 2011, the Company filed another ITC investigation and a companion district
court case in Delaware against Apple alleging patent infringement (ITC NeTA30D8). On
September 22, 2011, S3 Graphics filed another ITC investigation (I8C3R%TA-813) and a
companion district court case in Delaware against Apple alleging infringement of its patents.
Regarding the patents asserted in ITC No.-BA7808, Apple filed an antitrust lawsuit in the United
States District Court for the Easteris@ict of Virginia in June 2012.

As of July 31, 2012the date of the accompanying independauiditos 6 r epor t , t her ¢
critical hearing nor had a court decision been made, except for the above.

In January 2012, E a sdtartasvsuit dgaindt dhk Compakyocdnaukréntly withi |

| TC and U. S. District Court of Western Distri
Company infringed its patentsKodak requested ITC and New York court to prevent the Company
fromexpg ti ng to and selling in United States de
compensation, respectivelyThe Company evaluated that there was indirect association between the
patents wused by the Companyds Tte @onpany belieses the t h «
lawsuits have limited impact on its financial results or sales activities.

As of July 31, 2012, the date of the accompanying independelitod 6 r epor t , t her
further hearing nor had a court decision been made.
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d. In May 2012,Nokia Corporationfi N o K fileal @ lawsuit against the Company concurrently with the
ITC, Delaware court and the District Courts of Mannheim, Munich and Dusseldorf in Germany
(A Ger man ), alleging that dhese companies infringed its patentdokia requested ITC to

prevent the

Company

from

exporting

to and

sel |

and requested Delaware court and German courts to grant damage compensation uponTl hNekia.

Company subsequently filed revocatirc t i on s
uat ed

The Company

eval

against

t hat t her e

Noki abs
was indirect

assert

devices and those claimed by Nokialhe Company believes the lawsuits have limited impacits
financial results or sales activities.

As of July 31, 2012the date of the accompanying independartitar®d
further hearing nor had a court decision been made.

report,

t her e

e. The Company had shared lawsugtated costs orthe bais of common benefits and agreements

between its vendors and customers.

far six months ended June 30, 20t8mpanies that the

Company shared lawsuilated costs with included VIA Technologies Inc. and its subsidiaries.

f.  On the basis of its paexperience and consultations with its legal counsel, the Company has evaluated
the possible effects of the above lawsuits on its business and financial condition as well as on relevar
matters, andecognizedts estimable cost.

The significant finanoial assets and liabilities denominated in foreign currencies were as follows:

Financialassets

Monetary items
uUsD
EUR
GBP
JPY
RMB
Nonmonetary items
uUsD
Investments accounted for by the
equity method
uUsD

Financialliabilities

Monetary items
uUsD
EUR
GBP
JPY
RMB

June 30
2011 2012
Foreign Foreign
Currencies  ExchangeRate  Currencies ExchangeRate
$ 2,522409 2880 $ 3,321,974 29.89
607,071 41.73 516,456 37.56
72,581 46.29 30,293 46.71
120,556 0.3582 8,725,523 0.3754
810859 4.4557 2,426,599 4.6941
68,900 2880 101,965 29.89
- - 2,052 29.89
3,364,936 2880 3,348,736 29.89
590023 41.73 557,819 37.56
90,520 46.29 39,081 46.71
457,673 0.3582 18,047,324 0.3754
507,608 4.4557 3,276,862 4.6941
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33

34.

SEGMENT DISCLOSURES

Information reported to the chief operating decision makertHerpurposes of resource allocation and
assessment of segment performance focuses on typesds gr services delivered or providedJnder

SFAS No. 41, he Company is organized and managed as a single reportable business sebineent.
Co mp a ny 6ans avepainty eelatéd to the research, design, manufacture and sales of smart handheld
devicesand the operating revenue made up more than 90 percent of the total revenue.

Selected financial informatiowasas follows:

Geographical Areas

The Compangs noncurrent assetsother than financial instruments, deferre@tome tax assetsand
postemployment benefit assg¢tocated in Taiwan and in andividual foreign countryas of June 30, 2011

and 2012, andevenuedrom Taiwan andfrom an individual foreigncountry @countfor 10 percentor
more for the six months ended June 30, 2011 and 2012 were as follows:

Revenues Non-current Assets
Six Months Ended June30 June 30
2011 2012 2011 2012
NTS$ NTS$ uss NTS$ NT$ Us$
(Note 3) (Note 3)

Taiwan $ 9358291 $ 13,279,926 $ 444,368 $ 20349683 $ 29,373,114 $ 982,872
Country Y 114177878 30,956,650 1,035,859 236,782 10,425,473 348,853
Country Z 6,329,892 18,624,898 623,219 3,884,082 5,243,027 175,440
Others 98,688,544 95,968,983 3,211,276 2,655,067 12,157,610 406,813

$ 228554605 $ 158,830,457 $ 5,314,722 $ 27125614 $ 57,199,224 $ 1,913,978

Major Customers

Revenues from transactions with a singkdernal customer amowtto 10 percenor more for the six
months ended June 30, 2011 and 2012 were as follows:

2011 2012
Customer NT$ NT$ Us$
(Note 3)

A $ 13,084,298 $ 15,134,100 $ 506,411
B 24,168,811 12,589,354 421,260
C 43,291,072 10,165,893 340,167
D 32,284,025 2,514,466 84,138

$112,828206 $ 40,403,813 $ 1,351,976
PRE-DISCLOSURE FOR ADOPTION OF | NTERNATIONAL FINANCIAL REPORTING

STANDARDS

Under Rule No. 0990004943 issued by the Financial Supervisory CommisBis@d) on February 2,
2010, the Company pmisclosed the relevant information on the adoption of the International Financial
Reporting SdndardsfiIFRS) as follows:

a. On May 14, 2009, the FSC announced filreamework for the Adoption of International Financial
Reporting Standards by the Companies in the ROG this framework starting 2013, companies
with shares listed on the Taiw&tock Exchangegif{WSED) or traded on the Taiwan GreTai Securities
Market or Emerging Stock Market should prepare their consolidated financial statements in accordance
with the Guidelines Governing the Preparation of Financial Reports by Securitiessissukithe
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International Financial Reporting Standards, International Accounting Standards, and the Interpretation:
as well as related guidance translated by the ARDF and issued by the FSC. To comply with this
framework, the Company has set up a projemtnt@nd made a plan to adopt the IFRSs. Leading the
implementation of this plan is Mr. James Chen, tloe president The main contents of the plan,
schedule and status of execution as of June 30, 2012 were as follows:

Contents of Plan Status of Execution

Responsible Depement

Assessmenphase FomJanuary 1, 200

to December 312011
Make a plan to adopt the IFRSs and Finance an@ccounting Completed
up a project team
Conduct phase | internal training for Finance angccounting and Completed
employees Talent management
Compare and analyze the difference Finance anéccainting Completed
between the existing accounting
policies and the accounting policies 1
be adopted under IFRSs
Assess the adjustments of théséing  Finance ang@ccaunting Completed
accounting policies
Assess thapplicabilityof the IFRS - Finance andccounting Completed
fi F i-time Adoption of International
Financi al Report
Assess the adjustments of the relate Finance andccounting)ntrenal Completed
information technology system and audit andnformation
internal control technology

Preparatiophase FromJanuary 1, 201

to December 312012
Determine how to adjust the existing Finance andccounting Completed
accounting plicies in accordance witl
IFRSs
Determine how t@pply tothe IFRS 1- Finance an@ccanting Completed
fi F i-time Adoption of International
Financi al Report
Adjust the related information Finance anéccounting)ntrenal  In progress
technolgy system and internal contrc  audit andnformation

technology
Conduct phase Il internal training for Finance an@ccounting and Completed
employees Talent management
Implementatiorphase FromJanuary 1,

2012 toDecember 312013
Test run the adjusted related Finance anéccounting and In progress
information technology system Information technology
Gather information to prepare the Finance anéccainting In progress
opening balance sheets and
comparative financial statemerts
conformity withIFRSs
Prepare financial statemerirhs Finance anéccainting In progress

conformity withIFRSs
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b. As of June 30, 2012jgnificant differences identified by the Company that may arise between current
accounting policiesinder R.O.C. GAAP and the ones under IFRSs that will be used in the preparation

of financial statements in tHature are set fortbelow:

1) Reconciliation of its balance sheet as of January 1, 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$ uUss$
(Note 3)
Assets
Current assets
Cash and cash equivalent $ 87,501,508 $ - $ (25,474,750 $ 62,026,758 $2,075515 Cash and casequivalents 1)
Financial assets at fair val 256,868 - - 256,868 8,595 Financial assets at fair valu
throughprofit or loss- through profit or los-
current current
Available-for-sale financial 736031 - - 736031 24,629 Available-for-sale financial
assets current assets current
Notes receivable, net 755450 - - 755450 25279 Notes receivable, he
Accounts receivable, net 63964341 - - 63,964,341 2,140,349 Accounts receivable, net
Other financial assets 1,405911 - 25,474,750 26,880,661 899,470  Other receivables (1)
current
Inventories 28,430590 - - 28,430590 951,333 Inventories
Prepayments 7,075,231 - - 7,075231 236,748 Prepayments
Deferred income tax asset 2,246,196 - (2,246196) - - - 2)
- current
Other current assets 1,055480 - - 1,055480 35318 Other current assets
Totd current assets 193427,606 - (2.246196) 191181410 6,397,236
Long-term investments
Available-for-sale financial 279 - - 279 10 Available-for-sale financial
assets noncurrent assets noncurent
Held-to-maturity financial 204597 - - 204597 6,846 Held-to-maturity financial
assets noncurrent assets noncurrent
Financial assets carried at 3,408654 - - 3,408654 114,059 Financial assets carried at
cost- noncurrent cost- noncurrent
Investments accounted foi 71,732 - - 71,732 2,400 Investments accounted for
by the equity method the equity method
Totallong-term 3,685262 - - 3,685262 123315
investments
Properties 21512478 - - 21512478 719842 Property, plant and
equipment
Intangible assets
Patents 11,152,098 - - 11,152,098 373167 Patents
Goodwill 10,812564 - - 10812564 361,806 Goodwill
Deferred pension cost 342 (342) - - - - (4)
Otherintangible assets 595784 - - 595784 19936 Otherintangide assets
Total intangible assets 22,560,788 (342) - 22560446 754909
Other assets
Refundable deposits 185306 - - 185306 6,201 Refundable deposits
Deferred charges 763516 - - 763516 25,548 Deferred charges
Deferred income tax asset 3,675521 58,000 2,246196 5979717 200,091 Deferred income tax assets  (2), (3)
- noncurrent
Restricted assets 68,700 - - 68,700 2,299 Restricted assetanoncurren
noncurrent
Other 8712949 (83,052 - 8,629,897 288770 Other noncurrent assets 4)
Total other assets 13405992 (25,052 2,246196 15627136 522909
Total 254, 12 $ (25,394) $ - $254566,732 $8,518211
Liabilities andst o ¢ k h o |
equity
Current liabilities
Notes and accounfmyable $ 77,268293 $ - $ (28,339676) $ 48928617 $1,637,230 Notes and accounts payabl (5)
Income tax payable 10,570,682 - - 10,570,682 353712 Current tax liabilities
Accrued expenses 46,171,290 99,321 - 46,270611 1,548289 Accrued expenses (6)
Payable for purchase of 812240 - - 812240 27,179 Payable for purchase of
equipment equipment
- - - 43472951 43472951 1,454675 Provisions- current (5)
Other current liabilitis 17,307,355 - (15133275) 2,174,080 72,748 Other current liabilities (5)
Total current liabilities 152129860 99,321 - 152229181 5,093833
Other liabilities
Guarantee deposits receiv 42,946 - - 42,946 1,437 Guarantee deposits receive
Total liabilities 152172806 99,321 - 152272127 5,095270
Stockhol derséo
Common stock 8,520521 - - 8,520521 285110 Common stock
Capital surplus Capital surplus
Additional paidin capital 14,809,608 - - 14,809608 495553  Additional paidin capital-
- issuance of shares ir issuance of shares in
excess of par excess of par
Treasury stock 1,730458 - - 1,730458 57,904  Treasury stock transactions
transactions
Long-term equity 18,037 (18,037 - - - - @)
investments
Merger 24,423 - - 24,423 817 Merger
Expired stock options 37,068 - - 37,068 1241 Expired stock options
(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$ US$
(Note 3)
Retained earnings
Legal reserve $ 10273674 $ - $ - $ 10273674 $ 343774 Legal reserve
Special reserve 580856 - - 580856 19,436 Special reserve
Accumulated earnings 75762315 (74,837 - 75,687,478 2,532,624 Accumulated earnings (3), (4), (6),
(7). (8)
Other equity
Cumulative translation 32,134 (32,139 - - - Cumulative translation (8)
adjustments adjustments
Net loss not recognized (293) 293 - - - - 4)
as pension cost
Unrealized valuatiogain 2,939 - - 2,939 98 Unrealized valuatiogainon
on financial financial instruments
instruments
Treasury stock (10,365144) - - (10.365144) (346834)  Treasury stock
Equity attributable to 101,426596 (124,719 - 101,301,881 3,389723
stockholders of the
parent
Minority interest 992724 - - 992724 33218 Non-controlling interests
Total stockholders' equit! 102419320 (124,719 - 102294605 3422941
Total $254592126 $ (25,399 $ - $254566,732 $8518211
(Concluded)
2) Reconciliation of the balance sheet as of June 30, 2012:
The Effect of the Transition from
ROC GAAP to IFRSs
Measurement or
ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ uss$
(Note 3)
Assets
Current assets
Cash and cash equivalent $ 81246878 $ - $ (25,725760) $ 55521118 $1,857,825 Cash and cash equivalents (1)
Financial assets at fair val 181,288 - - 181,288 6,066 Financial assets at fair valu
throughprofit or loss- throughprofit or loss-
current current
Available-for-sale financial 794213 - - 794213 26,576 Available-for-sale financial
assets current assets current
Accounts receivable, net 66,125253 - - 66,125253 2,212,657 Accounts receivableet
Restricted assetscurrent 365166 - - 365166 12,219
Other financial assets 1,295681 - 25725760 27,021,441 904181 Other receivables (1)
current
Inventories 26,658855 - - 26,658855 892048 Inventories
Prepayments 9,442543 - - 9,442,543 315963 Prepayments
Deferred income tax asset 2,561,478 - (2,561478) - - - )
- current
Other current assets 859,649 - - 859,649 28,765 Other current assets
Total current assets 189531,004 - (2,561478) 186969526 6,256,300
Long-term investments
Available-for-sale financial 189 - - 189 6 Available-for-sale financial
assets honcurrent assets noncurrent
Held-to-maturity financial 202922 - - 202922 6,790 Held-to-maturity financial
assets noncurrent assets noncurrent
Financial assets carried at 3,690929 - - 3,690929 123505 Financial assets carried at
cost- noncurrent cost- noncurrent
Investments accounted fol 309374 - - 309374 10,352 Investments accoted for by
by the equity method the equity method
Total longterm 4,203414 - - 4,203414 140653
investments
Properties 25539585 - - 25539585 854595 Property, plant and
equipment
Intangible assets
Patents 10,296588 - - 10,296588 344541 Patents
Goodwill 5,329,646 - - 5,329646 178338 Goodwill
Deferred pension cost 342 (342) - - - - (4)
Other intangible assets 6.065801 - - 6.065801 202971 Otherintangible assets
Total intangible assets 21,692377 (342) - 21,692,035 725850
Other assets
Refundable deposits 186988 - - 186988 6,257 Refundable deposits
Deferred charges 921,121 - - 921,121 30,822 Deferred charges
Deferred income tax asset 3,371,714 63,000 2,561,478 5,996192 200,642 Deferred income tax assets  (2), (3)
- noncurrent
Restricted assets 37,684 - - 37,684 1,261 Restricted assets
noncurrent
Other 9,240923 (82,142 - 9,158781 306468 Otherassets other 4)
Total other asset 13,758430 (19142) 2,561478 16,300766 545450
Total $254724810 $ (19.484) $ - $254705326 $8,522.848
(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$ US$
(Note 3)
Liabilities andst o c k h o |
equity
Current liabilities
Hedging derivative assets $ 15871 $ - $ - $ 15871 $ 531 Hedging derivative assets
current current
Notes and accounayable 79,222,932 - (31,183801) 48039131 1,607,466 Notes and accounts payabl (5)
Income tax payable 2,056,643 - - 2,056,643 68,819 Current tax liabilities
Accrued expenses 43653132 126611 - 43779743 1,464940 Accrued expenses (6)
Payable for purchase of 2,470452 - - 2,470452 82,665 Payable for purchase of
equipment equipment
- - - 45,494,755 45,494,755 1,522,328 Provisions- current (5)
Other current liabilities 50,193914 - (14,310954) 35882960 1,200702 Other current liabilities (5)
Total current liabilities 177612944 126611 - 177739555 5947451
Other liabilities
Guarantee deposits receiv 98879 - - 98,879 3,308 Guarantee deposits receive
Total liabilities 177711823 126611 - 177838434 5,950759
Stockhol derso
Commonstock 8,520521 - - 8,520521 285110 Commonstock
Capital surplus Capital surplus
Additional paidin capital 14,809,608 - - 14,809,608 495553 Additional paidin capital-
- issuance of shares ir issuance of shares in
excess of par excess of par
Treasury stock 1,730458 - - 1,730458 57,904 Treasury stock transactions
transactions
Long-term equity 18,037 (18,037) - - - - @)
investments
Merger 24,423 - - 24,423 817 Merger
Expired stock options 37,068 - - 37,068 1,241 Expired stock options
Retained earnings
Legal reserve 16,471,254 - - 16,471,254 551,155 Legal reserve
Accumulated earnings 48765769 (96,217) - 48,669552 1,628561 Accumulated earnings (3), (4), (6),
). ®)
Other equity
Cumulative translation (508471) (32134) - (540,605) (18090)  Cumulative translation 8)
adjustments adjustments
Net loss not recognized (293) 293 - - - - (4)
as pension cost
Unrealized valuatiogain 14,532 - - 14,532 486 Unrealized valuation gain o
on financial financial instruments
instruments
Treasury stock (14,065490) - - (14,065490) (470654)  Treasury stock
Equity attributable to 75817416 (146,095) - 75,671,321 2,532,083
stockholders of the
parent
Minority interest 1195571 - - 1195571 40,006 Non-controlling interests
Total stockholders' equit' 77,012987 (146,095) - 76,866,892 2,572,089
Total $254724810 $ (19,484) $ - $254705326 $8,522,848
(Concluded)

3)

The Effect of the Transition from
ROC GAAP to IFRSs

Measurement or

Reconciliation of the consolidated income statement for the six months ended June 30, 2012:

ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ uUss$
(Note 3)
Revenues $158830457 $ - $ - $158830457 $5,314722 Revenues
Cost of revenues 117273072 4,520 - 117277592 3924296  Cost of revenues (4), (6)
Gross profit 41,557,385 (4,520) - 41,552,865 1,390426 Gross profit
Operating expenses Operating expenses
Research and developmel 8,061,264 17,126 - 8,078,390 270,316 Research and developmeni  (4), (6)
General and administrative 3,436,513 2,880 - 3,439,393 115,088  General and administrative  (4), (6)
Selling and marketing 16,759486 1,854 - 16,761,340 560861 Selling and marketing (4), (6)
Total operating expense 28,257,263 21,860 - 28279123 946,265 Total operating expenses
Operating income 13300122 (26,380) - 13273742 444161 Operating income
Nonoperating income and Nonoperating income and
gains gains
Interest income 327491 - - 327491 10,958 Interest income
Gain on sale of investmen 39,656 - - 39,656 1,327 Gain onsale of investments
Exchange gain 378998 - - 378998 12,682 Exchange gain
Valuation gain on financial 183411 - - 183411 6,137 Valuation gain on financial
assets assets
Other 261172 - - 261172 8,740 Other
Total nonoperating 1,190728 - - 1,190728 39,844 Total nonoperating income
income and gains and gains
(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
NT$ NT$ NT$ NT$ US$
(Note 3)
Nonoperating expenses and Nonoperating expenseand
losses losses
Interest expense $ 499 $ $ $ 499 $ 17 Interest expense
Investment loss 12,069 12,069 404 Investment loss
Loss on disposal of 120 120 4 Loss on disposalfo
properties properties
Other 55,089 55,089 1,843 Other
Total nonoperating 67,777 67,777 2,268 Total nonoperating expense
expenses and losses and losses
Income before income tax 14,423,073 (26,380) 14,396,693 481737 Income before income tax
Income tax (1,948241) 5,000 (1,943241) (65,024) Income tax 3)
Net income $ 12474832 $ (21,380) $ $ 12453452 $ 416713 Net income
$ (540605) $ (18090) Exchange differences on
translating foreign
operations
29,587 990 Unrealized valuation gain o
availablefor-sale financial
assets
(17,999 (602)  Unrealized valuatiofosson
financialinstruments for
cash flow hedging
Income tax relating to
components of OCI
(529012) (17.702)  OCI for the year (net of tgx
$ 11,924,440 $ 399011 Other comprehensive incor
(Concluded)
Note:
AUnder ROC GAAP, the term Acasho used in ¢t}

demand deposits, check deposits, time deposits that are cancellable but without any loss o
principal and negotiable certificates of deposit that are readily salable without any loss of

principal.

However, under IFRSs, cash equivalents are-sramt highly liquid investments

that are bothreadily convertible to known amounts of casid ® near theimaturity that they

present insignificant risk of changes in value.

An investment normally qualifies as a cash

equivalent only when it has a short maturity of three months or less from the date of acquisition.
Somecertificates of deposithe Company hel hadmaturity of more than 3 monthom the
date of investment. Therefore,as of January 1, and June 30, 201%Re reclassification

adj ust ment

r es udassthe dan d odaeschand eapesporadinh eftrease of
flother receivable by NT$25474,750thousand(US$852,426 thousand) adiT$25,725,760
thousandUS$860,825 thousand), respectively.

(2) Under ROC GAAP, a deferred income tax asset or liability should, according to the

classification of its related asset or liability, be classifiedturrent or noncurrent.

However, a

deferred income tax asset or liability that is not related to an asset or liability for financial
reporting should be classified as current or noncurpased on the expected length of time

before it is realized osdtled.

By contrast, under IFRSs, a deferred income tax asset or

liability is always classified as noncurrentTherefore,as of January 1, and June 30, 201i%
adjust ment
i promcunrend by A2, 246 196 thousand

recl

assi
corresponding increase dfd e f er r e d
(US$75,161 thousand) alNr'$2561,478thousandUS$85,711 thousand), respectively.

fi

cat.i

on

resul-cedraat ae

Under ROC GAAP, deferred tax assets are recognized in full but are redueedahyation
allowance account if there is evidence showing that a portion of or all the deferred tax assets
will not be realized.

real i

zati
January 1, and June 30, 2012h e
and

income tax asssd
(US$372,517 thousand) aiT$10,148,930housandUS$339,599 thousand), respectively

on

S

recl

ts
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However, under IFRSs, an entity recognizes deferred tax assets only if
Apr ob ab lcamunt ianotdused. Thexrdforepdf i 0 n

adj ust men
val uat i bhynNT$HL]132656 thousaad
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(3) Under ROC GAAP, deferred income tax assets or liabilifresn intergroup sales are

recognized for the change in tax basis usi
buyer 6s t ased insteat. @rerefae, the IBRS adjustmeas of January 1, 2012,
resulted in an i ncr eas® byoNT$8000ethoasangUsS#1,941n c o1
thousandind a correspondinigcrease ofiac ¢ u mu | at e d In addition, ithe eyaluation
adjugment made on June 30, 2012 resulted in a increal#etdrred income tax assets and a
correspondingincrease offiac c u mul at e d by &&$631000Nnthosisand(US$2,108
thousand) and a decreasdioicome tax by NT$5,000 thousand (US$167 thousand).

(4) In accordance with IFRS-1Firsttime Adoption of International Financial Reporting Standards

The Companyelected to recognize all cumulative actuarial gains and lossating to
employee benefitat thedate of transition to IFRSs Therefore, & of January 1, 2012the
IFRS adjustment resulted in a decreasdidn c u mu | at e dof NT$88,687thogsand
(US$2,800 thousand) due to decreasef@eferred pension casby NT$342thousandUS$11
thousand)fidefinedbenefitasetd by NT$83,052housandUS$2,779 thousand) arftet loss
not recogni zebyNa$R93thoesars{US$HI0 thousand).o

As of June 30, 2012, the IFRS adjustment resulted in a decreBae nu mu | at edf ear
NT$82,777thousand(US$2,770 thousand) due to decreasesidsferred pension castoy
NT$342 thousand (US$11 thousand)fidefined benefit asetd by NT$82,142 thousand
(US$2,749 thousand) anihe t |l oss not r e c o ghyiNZ$98 thoasand p e n
(US$10 thousand). In addition, this adjustment also result@edreases dgicost of revenues

by 267 thousand (US$9 thousanibelling and marketing expensdsy NT$68 thousand (US$2
thousand),figeneral andadministrativee x p e nbg BI'E$87 thousand(US$3 thousand) and
firesearch andevelopingexpensesby NT$488 housand (US$16 thousand).

(5) Under ROC GAAP, if an obligation is probable (i.e., likely to occur) and the amount could be

reasonably estimated, it is a contingent liability and shoulddaeuedfor, but under which
account is not clearly defined. Hoveev |, under | FRSs, it define
that are probable (i.e., more likely than not) and the amount could be reasonably estimated.
Therefore,as of January 1, and June 30, 201Be reclassification adjustment resulted in
decr eas et eosf afinndo accandiido 6 hgray abt eana corresponditgi | i
increase ofi pr o v i csu rormbg NT$d3,472,951 thousan@S$1,454,675 thousand) and
NT$45,494,758housandUS$1,522,328 thousand), respectively.

(6) Accumulated compensakeabsences is not addressed in existing ROC GAAP; thus, the

Company has not recognized the expected cost of employee benefits in the form of accumulatec
compensated absences at the end of reporting periods. However, under IFRSs, when thi
employees rendeservices that increase their entitlement to future compensated absences, an
entity should recognize the expected cost of employee benefits at the end of reporting periods
Therefore,as of January 1, 2012, he | FRS adj ust ment roerged | t e
expenseso othousdhdl $UBH3,3332tHousandhd a correspondingecrease of

flac cumul at e d Ineadditionj they eva@luation adjustment made on June 30, 2012
resulted in decrease fisc ¢ u mu | at e of NE$A26,61iltmogsandUS$4,236thousand)

due to increase dii a ¢ ¢ expeasdd this adjustment also resulted in increasesicofst of
revenue8 by NT$4,787 thousand (US$160 thousand)s e | dnd magking expensedy
NT$1,922 thousand (US$64 thousanif)eneral ancadministrativeexpe n s bysNolr'$2,967
thousandUS$100 thousand) arfilesearch and developing experisieg NT$17,614 thousand
(US$589 thousand).
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(7) Under ROC GAAP, if a investeeissues new shares aad investordoes notpurchasenew
shares proportionately, which resuiltsa changein he Companyés hol di ng
i nterest i n the i nves tshall besadjusted toapital suEplusand s U
long-term equity investmenaccounts By contrast, under IFRSs, reduction in investor s
ownershipinterest would be treated as a deemed disposal, with the related gain or loss
recognized in profit or loss, if loss of significant influence or control. An entity may elect
whether to adjust the differencetrospectively and the Company elected to usersgdon to
the retrospectivapplication Therefore, the IFR&djustment resulted in a decreaseagiital
surplus - longterm equity investments of NT$18,037 thousdtf$604 thousandand a
correspondingncrease of ecumulated earnindsy related rules.

(8) The Company elected to reset the cumulative translation differences to zero at the date of
transition to IFRSsandthereversahas beemsed to adjustccumulated earningss ofJanuary
1, 202. The gain or loss on any subsequent disposals ofoaeign operations shall exclude
cumulative translation differences that arose before the date of transition to IFRSs. Therefore,
the IFRS adjustment resulted in a decrease of a cumulative translation differences of NT$32,134
thousandUS$1,076 thousandnd a correspondirigcrease of ecumulated earnings

c. In accordance with IFRS 4 Firsttime Adoption of InternationalFinancial Reporting Standards an
entity should comply with each IFRS effective at the iirsie adoption to prepare and presenaficial
statements and adjusdtrospectivly, except that the IFRS grants optional exemptions and mandatory
exemptions The main optional exemptiotise Company adopted are summarized as follows:

1) Business combinations

The Companyelecednot to appy IFRS 3- Business Combinatioretrospectively to past business
combinations thabccurred before the date of transition to IFRSEBherefore, in theopening
balance sheet, the amount of goodwill generated from past business combinationsthensaime
compared with the one under R.O.C. GAAP as of December 31, 2011.

2) Goodwill arisingfrom busines€ombinatios andfair value adjustments

In accordance withAS 21 - The Effects of Changes in Foreign Exchange Ra®gsgoodwill and

any fair valueadjustment to the carrying amounts of assets and liabilities arising on the acquisition
of aforeign operation shall be treated as assets and liabilities of the fopegation Therefore,
goodwill and those fair value adjustments shall be expressed fortign operatiods functional
currency and shalbe translated at the closing rate at & of the reporting period The
Company elected not tgpply IAS 21retrospectively to goodwill and those fair value adjustments
arising from business combinatiorthat occurred before the date of transition to IFRSs.
Therefore, goodwill and fair value adjustments theturredbefore the date of transition to IFRSs
are expressed in New Taiwan dollars usinghistorical exchange rates

3) Sharebasedpaymenttransactions:
The Company elected to use the exemptiom retrospective application &#fRS 2- Sharebased
Paymentto all equity instrumentghat were granted and vested before the date of transition to
IFRSs

4) Employee benefits

The Companyelected ¢ recognize all cumulative actuarial gains and losskging to employee
benefits inaccumulated earnings thedate of transition to IFRSs

-59-



5) Cumulative translation differences

The Company elected to reset the cumulative translation differenzesotat the date afansition
to IFRSs andthe reversalhas beemsed to offset @umulated earningss ofDecember 31, 2011.
Thus, he gain or loss on any subsequent disposal of foreign operatiai€xcludetranslation
differences that arose beéothe date of transition to IFRSs

The foregoing optional exemptions that the Company plans to elect are subject to changes arising fror
the managemegeconsideratiorand assessment; therefore, the actual results may vary.

. Special reservat the dee of transition to IFRSs

In accordancavith the ordeVI1-1010012865 issued by FSC on April 6, 2012, at thetiimst adoption

of IFRSs, an entity shalppropriate a correspondiragmount to special reserve same as the IFRS
adjustmentjn which casean antity elects to use exempti@pplicationspecified in IFRS 1 and resets
unrealized revaluation increment andruuative translation differencamder stockholdeésequity to
zero, and its retained earnings is being increased accordingly. However,rétdhveed earnings
arising from IFRSadjustmentat the firsttime adoption is insufficient, special reserve shall be
appropriated by the amount thegtained earnings increase from the IFRS adjustment. While
subsequent usage, disposal or reclassificaifahe related assets, special reserve digaleversedn
proportion.

The Company elected teset the cumulative translation differencé®T$32,134thousanqUS$1,076
thousand) to zero and crediteda@respondingmount to retainedarning. However, the Compangs

total IFRS adjustments, at the fitehe adoption of IFRSs, resulted in a decrease of retain earnings by
NT$74,837 thousand (US$2,504 thousand). Thereforspeadial reserveras appropriated

. The Company has prepared the abovessaents in compliance with (a) the 2010 version of the IFRSs
translated by the ARDF and issued by the FSC and (b{théelines Governing the Preparation of
Financial Reports by Securities Issuansended and issued by the FSC on December 22, 2011.e Thes
assessments may be changed as the International Accounting Statements Board (IASB) continues
issue or amend standards, and as the FSC may issue new rules governing the adoption of IFRSs |
companies with shares listed on the TWSE or traded on theama@wveTai Securities Market or
Emerging Stock Market. Actual results may differ from these assessmenitéew and revised
standards, amendments or interpretations that have been lissi&8B and approvetut are not yet
effectedby the FSC are as follows

Standards or Interpretations Content Effective Date by IASB
IFRSs (Amendmenjs Improvements t@010IFRS July 1, 2010and January, 2011
IFRSs (Amendments) Improvements t@009IFRS, Januaryl, 2009and January,
which amendsAS 39 (see nott 2010
below)
IFRS 1 (Amendment) Limited exemption from July 1,2010

comparative IFRS disclosures
for first-time adopters

IFRS 1 (Amendment) Severehyperinflation andemoval July 1,2011
of fixed dates forfirst-time
adopters

IFRS 7 (Amedment) Disclosures transfers ofinancial July 1,2011
assets

IFRS 9 (Amendment) Financialinstruments January 12015

IAS 12 (Amendment) Deferredtax: Recovery of January 12012
underlyingassets

IAS 39 (Amendment) Eligible hedgedtems(ses note  Effective fora fiscal yeaending
below) on or after Jne 30,2009
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Note:

In the ROC Taiwan Financial Reporting Standards (TFRS) is in compliance with the 2009 version of
the IAS 39, but the amendment to IAS 39 that was issued by IASB in 200@tiapplicable
temporarily.

The Company believes that the fitshe and subsequent adoption of the foregoing aad revised
standards, amendments or interpretatiapproved by FSC will not affect its financial statements,
except for the following ases:

IFRS 9 Financialinstruments

All recognizediinancial assets are subsequently measured in their entirety atagitbeizedcost or

fair value, depending on the classification of the financial ass&tsaddition, financial assetbat meet
the fllowing conditions are measured anortizedcost and assessed for impairmeirt subsequent
periocs:

The asset is held within a business model whose objective is to hold assets in order to collec
contractual cash flows; and

The contractual termsn the instrumenstate specifiadatescorrespondingo cash flows that are
solely payments of principal and interest on the principal outstanding.

All other financial assets are subsequently measured at fair valigvever,upon initial recognition
the @mpany may choose ttesignatea financial assets at FVTPL if such designation eliminates or
significantly reduces a measurement or recognition inconsistency

Investments in equity instruments are classified as at FVTPL, unlesSatmg@anydesignates an
investment that is not held for trading ag=8ATOCI on initial recognition If investments in equity
instruments are classified asfair value through other comprehensive incofRe TOCI), except for
dividendsthat are usuallyrecognizedn profit or lossin accordance with IAS 18 Revenueall gains
and lossearerecognized irOCI andwill not be reclassified to profit or loss

For financial liabilities, the main difference in classification and measurement refdnsancial
liabilities that are kassified as at FVTPL. Under IFRS 9 - Financial Instruments for financial
liabilities that are designated as at FVTPL, the amount of change in the fair value of the financial
liability that is attributable to changes in the credit risk of that liahigityecognized in OCI, unless the
recognition of the effects of changes in the liability's credit risk in OCI would create or enlarge an
accounting mismatch in profit or lossChanges in fair value attributable to a financial liability's credit
risk are no subsequently reclassified to profit or los$:or financialliabilities previously classified as

at FVTPL underlAS 39 - Financial Instruments: Recognition and Measuremerihe amount of
change in the fair value of the financial liabilityrezognizedn profit or loss.

For its frst-time adoption of IFRS 9 Financialinstrumentsthe Company expects that these items will
be designated as at FVTOCI(a) investments in equity instrumentsot held for trading that are
initially classified as availde-for-saleandmeasured at fair valus the end of each reporting period
accordance witHAS 39 - Financial Instruments: Recognition and Measuremerand (b) financial
assets initially classified as financial assets carried at cost. In addiganydstment in mutual funds
initially classified as availablor-sale will be reclassifietb financial asset at FVTRL
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