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A letter to Shareholders
Dear Shareholders,

Xintec still faced a tough situation that the demand for wafer-level packaging in
the mobile imaging sensor market continued a decline trend in 2017, and the selling
price eroded. In response to this rapid market change, Xintec re-integrated the
resources and production lines, expanded the new sensor packaging services, and
the production scale gradually in the second half of 2017 to increase revenue
effectively.

Based on the needs of driving safety and the trend of automatic driving, the
market demand for automotive image sensor packages will continue to grow.
Automotive electronics products have high-tech thresholds, long product life cycle,
and stable revenue. After completed the mass production lines for 8-inch
automotive packaging, Xintec passed reliability qualification of the 12-inch
automotive wafer-level package in 2017 and started to mass production. Due to the
orders for 12-inch automotive are still unstable and not reaching the economic scale,
Xintec has sustained losses in 12-inch operations. Xintec will continue to develop
more customers and services for automotive image sensors, and improve the
utilization rate and decrease the losses as soon as possible. Industrial and medical
image sensors packaging are more custom-made, higher gross profit, and longer
life cycle. It is also a niche market for Xintec and some products has been mass
production. Xintec has worked out with customers closely to provide tailor-made
services for a variety of different technology in the new project of sensor and related
components packaging, and made significant contributions to revenue from the
second half of 2017.

Revenue and Profit

Xintec’s operating revenue was NT$4,078 million in 2017 which represented
an increase of 4% over NT$3,921 million in 2016; the net loss of 2017 was NT$733
million, which was an increase of 15% compared to net loss NT$637 million in the
previous year; loss per share was NT$2.71 in 2017. The loss increased was mainly
due to the loss of 12-inch CSP production line still had no significant improvement.
The orders of 8-inch product line decreased due to the inventory adjustment and
sustained price competition of the image sensor market in the first half of 2017.
Although the new project has obvious contribution for revenue and profit in Q4,
2017, Xintec still cannot change the loss situation for whole year.



The major figures are as below,
(In Millions of New Taiwan Dollars, except basic EPS)

Increase or
Items 2016 2017 (decrease)
%
Operating Revenue 3,921 4,078 4.02%
Gross loss (299) (350) -16.99%
Net loss (637) (733) -15.15%
Return on Total Assets (%) -7.28% -8.42% -1.14%
Return on Total Equity (%) -11.62% | -15.42% -3.80%
Loss from Operations to Paid-in Capital (%) | -26.44% | -26.46% -0.02%
Pre-tax Income to Paid-in Capital (%) -27.48% | -27.98% -0.50%
Net Margin (%) -16.24% | -17.98% -1.74%
Basic Earnings Per Share(NT$) (2.36) (2.71) -14.83%

Technology and Innovation

The continuous R&D of advanced technology and manufacturing technology
improvement not only enhances the competitive advantage of Xintec, but also
brings breakthroughs to customers and the market share. The intensification of
manufacturing technology can improve the yield and cost down. Both of these are
Xintec’s commitment to customers. It brought significant benefits to the operation in
the second half of 2017 that existing 8-inch packaging technology applied to the
new sensor components project and went mass production successfully.
Wafer-level packaging technology of 12-inch image sensor passed the first reliability
certification of automotive electronic component. Xintec will integrate existing 8-inch
production lines and enhance automation of inspections in the second half of the
year. This will increase productivity in the coming year.

Corporation Development

Sustainable development and growth are Xintec’'s commitments to
shareholders and society. Xintec coworked with IC design houses, wafer
manufacturers and end customers to develop innovative wafer package
technologies, and also expands the application of original technologies on different
products, which makes contributions to surpass More than Moore law. The WLCSP
(wafer level chip scale package) and PPl (post passivation interconnect)
technologies of video sensor have been expanded to the vehicle electronics,
medical and monitoring devices. TSV (Through Silicon Via) technology has also
been applied to MEMS. The WLCSP and PPI technology applied to biometric
components are Xintec’s major service areas. In recent years, the development of
the Internet of Things (loT) or Handheld Devices applications has become
increasingly demanding for sensors’s quantities and high precision. The continuous
developing WLCSP solutions and PPI technology are the core strategy for Xintec.
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Visions and Outlook

Looking to 2018, besides continuing to cost down and improve quality to
enhance the competitiveness in the existing market, Xintec will continue to
cooperate with customers in smart cars, and vehicle monitoring applications and
help customers to get niche market. PPI technology will play a key role in industrial,
medical and biometric components. Xintec will focus on integration of advanced
WLCSP technology and to provide the best technology and services to customers.

Finally, we would like to express our thankfulness to all shareholders for your
continuing support and contributions to Xintec. We wish you all the best of health
and prosperity in the year ahead.

Chairman and President, CH Chen



II. Company Introduction
A. Funding date : September 11, 1998
B. Formation History :

Year

Milestones

Sep, 1998

Xintec Inc. founded in capital NT$280 million.

May, 2000

Signatured technology licensing agreement with Engineering and IP
Advanced Technologies Ltd. (Original ShellCase Ltd.) to
engages in wafer level chip scale packaging.

Oct, 2000

Constructed facility in Zhongli Industrial District, Taoyuan City.

Oct, 2001

Commenced mass production.

Mar, 2002

ISO9000 certification.

Feb, 2003

QS9000 certification.

Dec, 2003

Xintec became a public company.

Jul, 2004

Became bonded factory.

Sep, 2004

Stock began trading on Emerging Stock Market.

Jan, 2005

1ISO14001 EMS certification.

Dec, 2005

TL9000 QMS certification.

Dec, 2005

VisEra Holding Company (Cayman Islands) held 30% shares of Xintec
and became the biggest shareholder.

Dec, 2005

8” CSP capacity reached 10,000 chips on Line-A plant.

Sep, 2006

8” CSP capacity reached 20,000 chips on Line-A plant.

Dec, 2006

Procured Line-B plant.

Jan, 2007

Strategic introduction of TSMC invested 43% shares of the Company to
become the largest shareholder by private placement of securities.

Sep, 2007

8” CSP capacity reached 40,000 chips.

Dec, 2007

OHSAS18001 certification.

Dec, 2007

12"Capacity reached 2,000 chips on Hsinchu plant.

Jan, 2009

TOSHMS cetrtification.

Nov, 2010

Line-A of the Zhongli factory received Good Performance Certificate from
Occupational Safety and Health Administration, Council of Labor Affairs,
Executive Yuan.

Dec, 2010

ISO/TS16949 QMS certification.

Feb, 2011

Procured Line-C plant.

Mar, 2011

Line-B of the Zhongli factory received Good Performance Certificate from
Occupational Safety and Health Administration, Council of Labor Affairs,
Executive Yuan.

Jul, 2011

Canceled Hsinchu branch and moved back Hsinchu plant to Zhongli plant.

Jul, 2012

The Zhongli factory passed the Greenhouse Gas Inventory Assessment.
and was assured by external auditors.

Sep, 2012

The Zhongli factory passed the Main Products Carbon Footprint
Assessment and was assured by external auditors.

Aug, 2013

8” Capacity of Biometric sensors build.

Mar, 2015

Stock began trading on OTC.

Apr, 2017

Ranked in top 5% in Corporate Governance Evaluation.
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A. Company Organization

1. Organization Chart

lIl. Corporate Governance Report

Shareholder's
Meeting

Board of Directors

Chairman

Audit Committee
Compensation Committee

President

Internal Audit

Human Resource

Legal

Finance

Quality &

Supporti
upporting Reliability

Sales

Research &
Development

Operation




2.Department functions :

Department

Functions

Internal Audit

Responsible for assisting the board of directors and managers to review the internal
control system and to measure the effectiveness and efficiency of operations, and provide
recommendations timely to ensure implement internal control system effectively and as a
proof to review the internal control system.

Human Resource

Responsible for manpower planning, recruitment & staffing, compensation & benefit,
training & development, employee services and relations.

Legal Responsible for IP legal affairs and negotiation, contract review and negotiation, corporate
legal affairs, legal disputes or litigation management.

Finance Responsible for financial and accounting service, tax management, investment
management, financial planning, capital allocation and annual performance evaluation.

Supporting Responsible for material requirements planning, procurement management, import/export

management, warehouse management, capacity and planning. Planning, developing and
maintaining information infrastructure, communication systems ,logistics information
systems and operational related systems -~ build the policy, systems for protection of
information property protection.

Quality & Reliability

Responsible for quality and reliability management.

Sales

Responsible for business development, customer negotiation, pricing and business
support.

Research &
Development

Responsible for project leading-in, new process development, technology research and
mask design, demand forecasting, market information gathering, product roadmap
planning.

Operation

Responsible for manufacturing, production engineering, equipment maintenance, process
integration, factory affairs, ESH and risk management.




B. Information on the company’s directors, supervisors, general manager, assistant general manager, deputy assistant general manager,
and the chiefs of all the company’s divisions and branches
1. Directors:
(1) Directors information:

April 2, 2018
. . Shareholding by Managers Are Spouse or Within
Shareholding Current Spouse & Minor i .
Nationality X . Nominee Second-degree Relative of
Elected | Term when elected Shareholding Shareholding o
Title Name or Place of |Gender| First Elected Date Arrangement Education & Selected Past Positions Selected Current Positions Consanguintiy to Each Other
) ) Date (year)
Registration Shares % Shares % Shares % Shares % Title Name Relation
Backend Technology and Service Division Senior |President, Xintec Inc.
Director, TSMC
President of TSMC China
President of TSMC Solar
Vice president, Systems on Silicon Manufacturing
g\:—égg?n R.O.C. Male 6/30/2017 6/30/2017 3 0 0 0 0 0 0 0 0 |[Co. Pte. Ltd. None None None
) National Chung-Shan Institute of Science &
Chairman Technology, Industrial Technology Research
Institute.
M.S. degree, Institute of Electro-Optical
Engineering, NCTU
Efe%ﬁgma“"e R.O.C. 3/5/2007 6/14/2016 | 3 |92,778,303|34.47|111,281,925| 40.96 | 0O 0 0 o | - _ B _
Senior Director of mainstream Fabs, TSMC Vice President, Operations / Mainstream
Fab12 Director, Fab6 Director, and Fab3 Director, | Fabs of TSMC
J.K. Lin R.O.C. Male 1/10/2014 6/14/2016 3 0 0 0 0 0 0 0 0 |Tsmc Director, Subsidiaries of TSMC None None None
B.S. degree in Industrial Education & Technology,
Director National Changhua University of Education
Efeﬁéﬁg”ta“"e R.O.C. 3/5/2007 6/14/2016 | 3 [92,778,303|34.47 111,281,925 | 40.96 | 0 0 0 o | - ; . ]
Professor of College of Law at National Taiwan|Chairman of Compensation Committee,
University Xintec
Director, IACL Taiwan Branch Professor of College of Law at National
Independent Independent Director, KGI Bank Taiwan University
Wen-Yeu Wang R.O.C. Male 6/13/2013 6/14/2016 3 0 0 0 0 0 0 0 0 |Independent Director, Global Unichip Corp. Director, IACL Taiwan Branch None None None
Director Independent Director, President Chain Store|Independent Director, KGI Bank
Corporation Independent Director, Global Unichip Corp.
Ph. D., Stanford Law School Independent Director, President Chain
Store Corporation




Shareholding by

Managers Are Spouse or Within

Shareholding Current Spouse & Minor . )
Nationality _ , Nominee Second-degree Relative of
Elected | Term when elected Shareholding Shareholding o
Title Name or Place of |Gender| First Elected Date Arrangement Education & Selected Past Positions Selected Current Positions Consanguintiy to Each Other
) ) Date (year)
Registration Shares % Shares % Shares % Shares % Title Name Relation
Finance Vice President, Vanruard International|Chairman of the Audit Committee and a
Semiconductor Co. member of Compensation Committee,
Vice President, Country Banking Head, Bank of|Xintec
Independent ) America, NTSA Independent Director, Anpec Electronics
Robert Hsieh R.O.C. Male 6/13/2013 6/14/2016 | 3 0 0 0 0 0 0 0 0 [MBA, National Taiwan University Corporation None None None
Director B. S. degree in Department of Nuclear|independent Director, Pou Sheng
Engineering, National Tsing Hua University International (Holdings) Limited
A member of Compensation Committee,
Motech Industries Inc
A member of Compensation Committee,
Xintec
Independent Director, ChipMOS Technologies |Independent Director, ChipMOS
Inc. Technologies Inc.
Elst MIS gnd_Ph.D_. deg’:leti_s inlD%pt?rtme}Qt of| professor, Department of Electrical
ectrical Engineering, National eng-Kun ) ; ) ;
Independent |- a wen ROC. |Female| 61412016  |6/14/2016| g o o o o o o o o |Onversty oo 97719 Engineering, National Chiao-Tung None | None | None
Director CEO, Strategic Development Office, National|UNiVersity ]
Chiao-Tung  University;  Vice  Professor,|CEO, Strategic Development Office,
Department of Electrical Engineering, National|National Chiao-Tung University
Chiao-Tung University Associate Vice President , Office of
Research and Development, National
Chiao-Tung University

Notel : CH Chen was designated to Representative of TSMC and Robert Kuan resigned on June 30, 2017.




(2) Major Shareholders of the Institutional Shareholders:
As of 07/02/2017 (last record date)

Major Shareholders of the Institutional

Institutional Shareholder Percentage
Shareholders

Taiwan Semiconductor ADR-Taiwan Semiconductor Manufacturing 20.60%

Manufacturing Company, Ltd. Company, Ltd.
National Development Fund, Executive Yuan 6.38%
Government of Singapore 2.52%
JPMorgan Chase Bank N.A. Taipei Branch in 1.66%
Custody for EuroPacific Growth Fund
Norges Bank 1.22%
JPMorgan Chase Bank N.A. Taipei Branch in
Custody for Oppenheimer Developing 1.11%
Markets Funds, managed by
Oppenheimer Funds, Inc.
JPMorgan Chase Bank N.A. Taipei Branch in
Custody for Vanguard Total International 110%
Stock Index Fund, a series
of Vanguard Star Funds
JPMorgan Chase Bank N.A. Taipei Branch in 0.97%
Custody for Saudi Arabian Monetary Agency
Vanguard Emerging Markets Stock Index
Fund, a series of Vanguard International 0.92%
Equity Index Funds
New Perspective Fund 0.85%

(3) Institutional Shareholder Representatives for Major Shareholders of the Institutional

Shareholders: None



(4) Independence Analysis of Board Members under Taiwan SFC Criteria:

Qualification Has over five years work experience and following professional
Independence Attribute (See Notes Below)
qualifications
College Instructor or | Cort Judge, Business, Legal,
Current
Higher Level in Prosecutor,Attorney, | Finance, Accounting
Positions at
Business, Legal, CPA or other Certified | or company business
Other
Finance, Accounting |Professional expert required working 1|12 |34 7181910
Companies
Name or company related to company Experience
business related business
area
CH Chen v viiv|vVv vViiv |V None
J.K. Lin v vV iiviv|Vv v Iiv |V None
Wen-Yeu Wang v v v v IV I|Iiv |V viI|iv |V 3
Robert Hsieh v vV | v I|Iv |V v iv | v |v 2
Stella Wen v v v | Iv v |V viI|iv |V 1

Notes: The Directors and Supervisors comply with the following conditions from two years before being elected

and during his tenure in office:

(1) Not an employee of this Company or its affiliates.

(2) Not a Director or Supervisor of the Company or its affiliates. (However, this does not apply, in cases where
the person is an Independent Director of the company, its parent company, or any subsidiary in which the
company directly or indirectly holds more than 50% of the voting shares.)

(3) Not a natural-person shareholder who holds shares, together with those held by the person’s spouse, minor
children, or held by the person under others’ names, in an aggregate amount of one percent or more of the
total number of outstanding shares of the Company or ranking in the top ten in holdings.

(4) Not a spouse, second-degree relative or fifth degree relative of those listed in the above three items.

(5) Not a director, supervisor, or employee of a corporate shareholder that directly holds five percent or more of
the total number of outstanding shares of the Company or that holds shares ranking in the top five in
holdings.

(6) Not a director, supervisor, manager or a shareholder holding five percent or more of the shares of a
company or institution that has a business or financial relationship with the Company.

(7) Not a professional individual who, or an owner, partner, director, supervisor, or officer of a sole
proprietorship, partnership, company, or institution that, provides commercial, legal, financial, accounting
services or consultation to the Company or to any affiliate of the company, or a spouse thereof.

(8) Not a spouse of or a second degree relative of any other Director of the Company.

(9) No violations of Article 30 of the Company Act.

(10) Not a governmental, judicial person or its representative as defined by Article 27 of the Company Act.
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2. Executive Officers:

April 2, 2018

Spouse & Minor

Shareholding by

Managers Are Spouse or Within

Inaugura Shareholding . . Selected Current Second-degree Relative of
Title Name |Nationality| . . .. Shareholding Nominee Arrangement Education & Selected Past Positions Positions Consanguintiy to Each Other
Shares % Shares % Shares % Title Name Relation

President CH Chen | R.O.C. | 7/1/2017 0 0 0 0 0 0 Backend Technology and Service Division
Senior Director, TSMC
President of TSMC China
President of TSMC Solar
Vice president, Systems on Silicon
Manufacturing Co. Pte. Ltd. None None None None
National Chung-Shan Institute of Science &
Technology, Industrial Technology Research
Institute.
M.S. degree, Institute of Electro-Optical
Engineering, NCTU

Sales CALin R.O.C. | 1/6/2006 | 150,162 0.06 0 0 0 0 Sr. Director, HannStar

i i Manager, Thin Film Tech. Committee, TSMC

Vice President Maste%, Materials Science and Engineering, None None None None
National Cheng Kung University

Operation Davis R.O.C. |2/17/2017 0 0 0 0 0 0 Deputy Director, Technical committee, TSMC Deput Director

Vice President Chou Master, Chemical Engineering, National Taiwan T ph Y | ’
University echnica None None None
Master EMBA, National Chiao Tung University committee, TSMC

Finance Simon Lin| R.O.C. | 8/1/2001 | 59,012 0.02 0 0 0 0 Manager, Accounting, GVC

Sr. Director Principal , Accounting, LITEON None None None None
Bachelor, Accounting, Soochow University

Internal Audit LK Huang| R.O.C. 3/6/2014 313 0.00 0 0 0 0 Director, PMM & IT, Xintec

Director Director, Supply Chain, Hannspree
Manager, Manufacturing Technology, TSMC None None None None
Ph.D., Industrial Engineer and Engineering,
National Tsing Hua University
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3. Remuneration to Directors, Supervisors and Management Team

(1) Remuneration to Directors:
December 31, 2017, Unit: NT$Thousand; Thousand shares

Remuneration to Directors Compensation Earned by a Direrctor Who is an employee of Xintec
A+B+C+D as % A+B:S(:‘;2:E;':+G
()
Remuneration Retirement Compensation to Transportation of Net Income Salary and Bonus (E) Retirement Pay Employee Compensation Income Other
Title Name A ay(B Directors(C D Note 2 F G
(A) pay(B) (C) (D) ( ) (F) ) Remuneration
Xintec & Xintec & Xintec & Xintec & Xintec & Xintec & Xintec & Xintec Xintec & Xintec &
) intec &| . intec ) intec ) intec ) intec ) intec ) intec - ) intec
Xint Xt " Xint - Xint " Xint " Xint - Xint " Affiliates Xint -
intec Affiliates intec Affiliates intec Affiliates intec Affiliates intec Affiliates intec Affiliates intec Affiliates intec Affiliates
Cash | Stock Cash | Stock
Robert Kuan 36 36
IChairman Representative of 0 0 0 0 0 0 60 60 -0.0% -0.0% (Note2) (Note2) 0 0 0 0 0 0 -0.0% -0.0% None
TSMC (Note 1)
ICH Chen
IChairman Representative of 0 0 0 0 0 0 70 70 -0.0% -0.0% 2,002 2,002 9 9 0 0 0 0 -0.3% -0.3% None
TSMC
J.K. Lin
Director Representative of 0 0 0 0 0 0 120 120 -0.0% -0.0% 0 0 0 0 0 0 0 0 -0.0% -0.0% None
TSMC
g‘i‘:s&i?dem Wen-Yeu Wang 600 | 600 | © 0 0 0 120 120 | -01% | -0.1% 0 0 0 0 0 0 0 0 0.1% | -0.1% None
g‘ﬁg&ii‘dem Robert Hsieh 600 | 600 | © 0 0 0 120 120 | -01% | -0.1% 0 0 0 0 0 0 0 0 01% | -0.1% None
g‘ﬁg&ii‘dem Stella Wen 600 | 600 | O 0 0 0 70 70 | -01% | -01% 0 0 0 0 0 0 0 0 01% | -01% None

Notel: Robert Kuan, Chairman resigned on June 30, 2017.
Note2: The Company reversed total expenses of NT$1,843 thousand in respect of the SARs for the years ended December 31, 2017.
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Range of Remunerations

Range of Remunerations to
Directors (NT$)

Name of directors

Summation of the first 4 items
(A+B+C+D)

Summation of the first 7 items (A+B+C+D+E+F+G)

Xintec

Xintec & Affiliates

Xintec

Xintec & Affiliates

Less than 2,000,000

Robert Kuan:
Representative of
TSMC, CH Chen:
Representative of
TSMC, J.K. Lin:
Representative of
TSMC, Wen-Yeu
Wang, C.S. Hsu,
Robert Hsieh, Stella
Wen

Robert Kuan:
Representative of
TSMC, CH Chen:
Representative of
TSMC, J.K. Lin:
Representative of
TSMC, Wen-Yeu
Wang, C.S. Hsu,
Robert Hsieh, Stella
Wen

Robert Kuan: Representative
of TSMC, J.K. Lin:
Representative of TSMC,
Wen-Yeu Wang, C.S. Hsu,
Robert Hsieh, Stella Wen

Robert Kuan: Representative
of TSMC, J.K. Lin:
Representative of TSMC,
Wen-Yeu Wang, C.S. Hsu,
Robert Hsieh, Stella Wen

2,000,000 (included) ~ 5,000,000
(excluded)

CH Chen: Representative of
TSMC

CH Chen: Representative of
TSMC

5,000,000 (included) ~ 10,000,000
(excluded) )

10,000,000 (included) ~ 15,000,000
(excluded) )

15,000,000 (included) ~ 30,000,000
(excluded)

30,000,000 (included) ~ 50,000,000
(excluded) )

50,000,000 (included) ~
100,000,000(excluded))

Over than 100,000,000

Total

(2) Remuneration to Supervisors: None
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(3) Remuneration to President and Vice Presidents:
December 31, 2017, Unit: NT$thousand

Salary (A) Retirement pay Employee Compensation (D) | A+B+C+D as %
(Note 1) (&) Bonus (C) (Note3) of Net Income
(Note 2)
. - Other
Title Name Xintec qutgc & Remuneration
Xintec & Xintec & Xintec & Affiliates Xintec &
Xintec | atfiliates | XIN€C | Affiliates | XM€C | Affiliates Xintec | »¢iiintes
Cash |Stock| Cash |Stock
Robert
President Kuan
(Note 3)
President CH Chen
Vice .
President CALIn
Vice Yens Ho
President | (Note4) |16500| 16,200 | 468 | 468 | 254 | 254 0 0 0 0 | -22% | -2.2% None
Vice LS Yeou
President (Note 4)
Vice WL Fang
President (Note 5)
Vice .
President Davis Chou
Sr. Director | Simon Lin

Notel: The Company reversed total expenses of NT$1,843 thousand in respect of the SARs for the years ended December 31, 2017.
Note2: The amount was the Company makes contributions to employees’ pension account.

Note3: Robert Kuan President resigned on June 30, 2017.

Note4: Yens Ho, Vice President and LS Yeou, Vice President adjusted positon on August 18, 2017.

Note5: WL Fang, Vice President resigned on January 16, 2017.
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Range of Remunerations

Range of Remunerations to President and
Vice Presidents (NT$)

Name of President and Vice Presidents

Xintec

Xintec

Less than 2,000,000

Robert Kuan , WL Fang

Robert Kuan , WL Fang

2,000,000 (included) ~ 5,000,000 (excluded)

CH Chen, CA Lin, , Yens Ho, LS
Yeou, Davis Chou, Simon Lin

CH Chen, CA Lin, , Yens Ho, LS
Yeou, Davis Chou, Simon Lin

5,000,000 (included) ~ 10,000,000 (excluded))

10,000,000 (included) ~ 15,000,000 (excluded) )

15,000,000 (included) ~ 30,000,000 (excluded)

30,000,000 (included) ~ 50,000,000 (excluded) )

50,000,000 (included) ~ 100,000,000(excluded) )

Over than 100,000,000

Total 8 8

(4) Employee compensation granted to the management team
Unit: NT$Thousand

Remunerations
Title Name Stock Cash Total as of Net
Income

President CH Chen
Vice President CALin
Vice President Davis Chou
Sr. Director Simon Lin

Management
team

4. Analysis of the proportion of the total remuneration of directors, supervisors, general

managers and deputy general managers of the Company paid by the Company and all
companies in the consolidated financial statement to net profit after tax in individual

financial statements of the recent two years.

The remuneration paid to directors were NT$2,410 thousand and NT$2,410
thousand in 2016 and 2017, the proportion of remuneration to net income were -0.4%
and -0.3%, mainly were remunerations from performing duties, allowance for
transportation. Remuneration from distribution of earnings was zero in 2016 and 2017.
Remuneration policy set forth in Company’s Articles of Incorporation was resolved by
the shareholders’ meeting. It was set up depend on the directors’ degree of
involvement to the company’s operation, contribution value, industry standard and was
resolved by Board of Directors and Remuneration Committee meetings.

The remuneration paid to general managers and deputy general manager were
NT$22,155 thousand and NT$16,922 thousand in 2016 and 2017, the proportion of
remuneration to net income were -3.5% and -2.2%. Remuneration was depending on
Regulations for Management of recruitment and appointment and was resolved by
Compensation Committee and Board of Directors.

The policy of compensation was set up depend on personal ability and
performance, contribution of the Company’s operations and industry standard. The
company had controled the future risks so the compensation policy had low relation
with the furture risks.
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C. Implementation of Corporate Governance
1. Information on implementation of Board of Directors:

A total of five (A) meetings of the Board of Directors were held in 2017. The
attendance of director and supervisor were as follows:

Title Name Attendance By |Attendance rate Remarks
In person(B)| Proxy (%) (BIA)
_ Robert Kuan: CH Chen was designated to
0,
Chairman Representative of TSMC 2 0 100% Representative of TSMC on
_ CH Chen: June 30, 2017, to replace
Chairman | Representative of TSMC 3 0 100% Robert Kuan.
) J.K. Lin:
Director | Representative of TSMC 5 0 100%
Independent
) Wen-Yeu Wang 5 0 100%
Director
Independent .
) Robert Hsieh 5 0 100%
Director
Independent
) Stella Wen 5 0 100%
Director

Other mentionable items:

1. In the event that the Board of Directors encounters any of the following conditions during the course of its
operations, a description of the date, term, and content of the proposed motion of the Board of Directors along
with the opinion of the Independent directors and the Company's handling of the Independent directors’ opinion
shall be provided.

(1) Conditions stipulated in Article 14-3 of the Securities and Exchange Act:

Board of Directors Proposed Motions Indgpendept Action taken
Directors by the
opinion Company

7th Meeting (8th Term) | Appointed Mr. Davis Chou as Vice President and to | None None
2017/2/17 release the prohibition on him from participation in

competitive business.
7th Meeting (8th Term) | Remuneration and compensation for directors of None None
2017/2/17 2016 and 2017, performance evaluation of

2016 ,salary adjust and remuneration of 2017 for

manager with the identity of director and mangers,

remuneration of 2016 and 2017 for manager with

the identity of director and mangers.
7th Meeting (8th Term) | Revision of Procedures for Acquisition or Disposal | None None
2017/2/17 of Assets.
7th Meeting (8th Term) | Issue 1,500,000 shares of new shares for None None
2017/2/17 employee restricted stock.
7th Meeting (8th Term) | Approved a contract with KGI to obtain credit lines | None None
2017/2/17 because Wen-Yeu Wang, an independent director,

also served as an independent director of KGl,

evading the discussion and voting of the case.
8th Meeting (8th Term) | Approve lease agreement with TSMC for plant. None None
2017/5/3
9th Meeting (8th Term) | Appointed Mr. CH Chen as President from July 1, None None
2017/6/30 2017, remuneration is according to company

regulations.
10th Meeting (8th Approve remuneration of Chairman and President, | None None
Term) CH Chen.
2017/8/4
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11th Meeting (8th Appointment and independence, suitability for None None

Term) appointment, and performance evaluation of the
2017/11/3 Company's certified public accountants.
11th l;/leeting (8th Revision of internal control system and internal None None
Term ;
audit system.
2017/11/3 Har sy
11th Meeting (8th Approved a contract with KGI to obtain credit lines | None None
Term) because Wen-Yeu Wang, an independent director,
2017/11/3 also served as an independent director of KGl,

evading the discussion and voting of the case.
(2) Other board meeting decisions that are opposed or reserved by independent directors and have record or
written statements: None.

2.1f there are directors’ avoidance of motions in conflict of interest, the directors’ names,

contents of motion, causes for avoidance and voting should be specified:

(1) Appointed Mr. Davis Chou as Vice President on February 17, 2017, Directors of Robert Kuan and J.K. Lin
avoided voting causes for avoidance of motions in conflict of interest.

(2) To release the prohibition on Davis Chou, Vice President from participation in competitive business on
February 17, 2017, Directors of Robert Kuan and J.K. Lin avoided voting causes for avoidance of motions in
conflict of interest.

(3) Approve to Issue 1,500,000 shares of new shares for employee restricted stock on February 17, 2017,
Directors of Robert Kuan avoided voting causes for avoidance of motions in conflict of interest.

(4) Board of Directors approved remuneration paid to directors of 2016 and 2017 on February 17, 2017.
Directors avoided voting causes for avoidance of motions in conflict of interest.

(5) Board of Directors approved performance evaluation of 2016 and salary adjustment of 2017 on February
17, 2017. Robert Kuan, Chairman and President avoided voting causes for avoidance of motions in conflict
of interest.

(6) Board of Directors approved salary remuneration of 2016 and 2017 on February 17, 2017. Robert Kuan,
Chairman and President avoided voting causes for avoidance of motions in conflict of interest.

(7) Approved a contract with KGI to obtain credit lines on February 17, 2017 because Wen-Yeu Wang, an
independent director, also served as an independent director of KGI, evading the discussion and voting of
the case.

(8) Approve lease agreement with TSMC for plant on May 3, 2017, Directors of Robert Kuan and J.K. Lin
avoided voting causes for avoidance of motions in conflict of interest.

(9) Appointed Mr. CH Chen as President from July 1, 2017, remuneration is according to company regulations
on Jun 30, 2017, Directors of CH Chen and J.K. Lin avoided voting causes for avoidance of motions in
conflict of interest.

(10) Approve remuneration of Chairman and President, CH Chen, Directors of CH Chen avoided voting causes
for avoidance of motions in conflict of interest.

(11) Approved a contract with KGI to obtain credit lines on November 3, 2017 because Wen-Yeu Wang, an
independent director, also served as an independent director of KGI, evading the discussion and voting of
the case.

3.Measures taken to strengthen the functionality of the board:

(1) The Company set up Remuneration Committee on November 11, 2011, which assisted the Board in
executing and evaluating the Company’'s compensation and benefit polocies, and the directors’ and
executives’ compensation.

(2) The Company set up Audit committee in 2013, made up by three independent directors to strengthen the
functionality of the board.
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2. Information on implementation of Audit Committee:

The Company had established an Audit Committee on Jun 13, 2013. This term is
from Jun 14, 2016 to Jun 13, 2019. Robert Hsieh, Chairman of the Audit Committee,
convened four regular meetings in 2017. The attendance status of independent directors
Is shown in the following:

Title Name Attendance | By Proxy | Attendance Remarks
In person(B) rate (%) (B/A)
Independent director Wen-Yeu Wang 4 0 100%
Independent director Robert Hsieh 4 0 100%
Independent director Stella Wen 4 0 100%

Other mentionable items:

1. In the event that the Audit Committee encounters any of the following conditions during the course of its
operations, a description of the date, term, and content of the proposed motion of the Board of Directors
along with the result of the Audit Committee's resolution and the Company's handling of the Audit
Committee's opinion shall be provided.

(1) Conditions stipulated in Article 14-5 of the Securities and Exchange Act:

Board of Directors Proposed Motions Audit ' Action taken
Committee’s by the
opinion Company

5th Meeting (2nd Term) | Approve the 2016 Business Report and None None
2017/2/15 Financial Statements.
5th Meeting (2nd Term) | Approve Statement of internal control of None None
2017/2/15 2016.
6th Meeting (2nd Term) | Approve lease agreement with TSMC for None None
2017/5/2 plant
7th Meeting (2nd Term) | Approve the 2017 Second Quarter Financial | None None
2017/8/2 Statements.
8th Meeting (2nd Term) Appointment and independence, suitability None None
2017/11/1 for appointment, and performance

evaluation of the Company's certified public

accountants.
8th Meeting (2nd Term) | Revision of internal control system and None None
2017/11/1 internal audit system.

(2) Other resolutions not approved by the Audit Committee but passed by more than a two-thirds majority of
all Board members: None.

2. If there are independent directors’ avoidance of motions in conflict of interest, the directors’ names,
contents of motion, causes for avoidance and voting should be specified: None
3. Communications between the independent directors, the Company's chief internal auditor and CPAs:
(1)The Company's chief internal auditor has communicated the result of the audit reports to the members
of the Audit Committee periodically, and has presented the findings of all audit reports.

(2)The CPAs are required to communicate to the Audit Committee the findings for the financial reports,

as well as those matters communication of which is required by law.

3. Attendance of Supervisors at Board Meetings:

The Board had been reelected on Jun 13, 2013, and set up Audit Committee
make up by three independent directors, and abolished Supervisors.
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4. Corporate Governance Implementation Status and Deviations from “the Corporate Governance Best-Practice Principles for TWSE/TPEX
Listed Companies”

Implementation Status I?eviations from
the Corporate
Governance
, Best-Practice
Evaluation Item Principles for
Yes | No Abstract Illustration inciples 1o

TWSE/TPEX Listed
Companies” and

Reasons
1. Does the company establish and disclose| V The Company has established the Corporate Governance No difference
the Corporate Governance Best-Practice Best-Practice Principles and disclosed on the Company’s website
Principles based on  “Corporate and Taiwan Stock Exchange Market Observation Post System.
Governance Best-Practice Principles for
TWSE/TPEX Listed Companies”?
2. Shareholding structure & shareholders’ No difference
rights
(1) Does the company establish an| V (1)The Company has created the spokesman and deputy
internal operating procedure to deal spokesman system to deal with shareholders’ suggestions,
with  shareholders’  suggestions, doubts and disputes.

doubts, disputes and litigations, and
implement based on the procedure?

(2) Does the company possess the list of| V (2)The Company acquired the statement of shareholding changes
its major shareholders as well as the from directors and shareholders holding more than ten percent
ultimate owners of those shares? of the total shares of the company to process the list of major

shareholders of the actual control of the company.
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Evaluation Item

Implementation Status

Yes

No

Abstract lllustration

Deviations from
“the Corporate
Governance
Best-Practice
Principles for
TWSE/TPEX Listed
Companies” and
Reasons

(3) Does the company establish and
execute the risk management and
firewall system within its
conglomerate structure?

(4) Does the company establish internal
rules against insiders trading with
undisclosed information?

(3)The Company set up and implemented the internal control
system and relevant rules. Internal auditors supervised the

status of implement periodically.

(4)The Company established the procedure for processing
internal significant information against insiders trading with
undisclosed information and advocacy regularyly of no trading
of the Company’s securities with undisclosed information.
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Implementation Status Deviations from
the Corporate

Governance
Best-Practice
Yes | No Abstract lllustration Principles fc_)r
TWSE/TPEXx Listed
Companies” and

Evaluation Item

Reasons
3. Composition and Responsibilities of the No difference
Board of Directors
(1) Does the Board develop and| V (1) The selection of directors of the company should consider the
implement a diversified policy for the overall configuration of the board of directors. Board members
composition of its members? should generally possess the knowledge, skills, and literacy

needed to perform their duties, such as operational judgment,
accounting and financial analysis, business management,
crisis management, industry knowledge, international market
outlook, leadership, and decision-making capabilities.
Diversification of Board of Directors:

business Leadership industry Financial
Gender . N Legal
management decision knowledge Accounting

CH Chen Male v v v

J.K. Lin Male v v v

Wen-Yeu Wang Male v v v
Robert Hsieh Male v v v

Stella Wen Female 4 v 4
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Evaluation Item

Implementation Status

Deviations from
“the Corporate
Governance
Best-Practice
Principles for

Yes | No Abstract lllustration :
TWSE/TPEX Listed
Companies” and
Reasons
(2) Does the company voluntarily V |(2)The Company doesn't establish other functional committees,
establish other functional committees but it can supervise operation of the company by Board of
in addition to the Remuneration directors and audit committees.
Committee and the Audit
Committee?
(3) Does the company establish a| V (3)The company has a board performance appraisal mechanism.
standard to measure the The appraisal form includes the self-assessment of the
performance of the Board, and directors and the overall appraisal of the board of directors.
implement it annually? The appraisal is conducted at the beginning of each year, and
the appraisal results are reported in the next board of directors.
(4) Does the company regularly evaluate| V (4)The Company evaluates independence and suitability of CPAs

the independence of CPAS?

periodically. The Company acquired statement of
independence of CPAs and filled the evaluation form of
independent and suitable to check it. There is no other financial
interest and business relationship between the accountant and
the Company except for the audit fees and non-audit fees of the
Company. The accountant's family members do not violate the
requirements of independence. So CPAs meet the
requirements of independence and suitability and approved by
the audit committees and Board of directors.
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Implementation Status

Evaluation Item

Yes

No

Abstract lllustration

Deviations from
“the Corporate
Governance
Best-Practice
Principles for
TWSE/TPEX Listed
Companies” and
Reasons

No difference

4. Does the Company established a full- (or| V The Chairman appointed the Sr. Director of Finance as the
part-) time corporate governance unit or Company’s Board secretariat. Finance Division is in charge of
personnel to be in charge of corporate assisting in related affairs, including furnishing information
governance affairs (including but not required for business decisions by Directors, handling matters
limited to furnish information required for relating to Board meetings and Shareholders’ meetings, recording
business execution by directors, handle minutes of relevant meetings and handling corporate registration
matters relating to board meetings and and amendment registration.General Counsel is the Company’s
shareholders’ meetings according to laws, audit committee secretariat to handling matters relating to audit
handle  corporate registration and committee and recording minutes of relevant meetings.
amendment registration, produce (or
record?) minutes of board meetings
andshareholders meetings, etc.
5. Does the company establish a|V The Company has served as the spokesman and deputy No difference
communication channel and build a spokesman of external communication channels. On the
designated section on its website for company website set up reporting system of violation of ethical
stakeholders, as well as handle all the behavior, providing customers, vendors or other interested
issues they care for in terms of corporate parties to report the Company’s misconduct.
social responsibilities?
6. Does the company appoint a|V The Company has appointed Taishin International Commercial No difference

professional shareholder service agency

to deal with shareholder affairs?

Bank Co., Ltd. Stock Transfer Agency Department to handle

shareholders.
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Evaluation Item

Implementation Status

Deviations from
“the Corporate
Governance
Best-Practice
Principles for

to facilitate a better understanding of the
company’s corporate governance
practices (e.g., including but not limited
to employee rights, employee wellness,
investor relations, supplier relations,
rights of stakeholders, directors’ and
supervisors’ training records, the
implementation of risk management
policies and risk evaluation measures,

compliance with regulations and requirements related to
environmental protection, safety, green products, and other
aspects of sustainable development. The Company constantly
follows the latest trends of international environmental
protection to reinforce a sense of eco-responsibility. To fulfill
the duties of a member of the global community, the Company
takes the initiatives to develop and implement various carbon
footprint reduction programs, cutting electric energy
consumption and reducing greenhouse-gas (GHG) emissions.

Yes | No Abstract Illustration ,
TWSE/TPEX Listed
Companies” and
Reasons
7. Information Disclosure
(1) Does the company have a corporate | V (1)The company has set up the company website, and instructed No difference
website to disclose both financial relevant departments to maintain and disclose information
standings and the status of corporate about the company's financial and operation.
governance?
(2) Does the company have other| V (2)The Company has appointed designated people to file financial
information disclosure channels (e.g. or operational informations periodically and important
buildings an  English  website, information in MOPS. The Company has created the
appointing designated people to spokesman and deputy spokesman system.The presentation
handle information collection and materials, autio and video files of investor conference be put
disclosure, creating a spokesman on the Company website.
system, webcasting investor
conferences?
. Is there any other important information | V (1)Regarding environmental protection, the Company is in No difference
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Evaluation Item

Implementation Status

Yes

No

Abstract lllustration

Deviations from
“the Corporate
Governance
Best-Practice
Principles for
TWSE/TPEX Listed
Companies” and
Reasons

the implementation of customer relations
policies, and purchasing insurance for
directors and supervisors)?

These efforts help relieve the greenhouse effect.

(2)Regarding labor rights and interests, the Company constantly
works on improving its work environment and occupational
safety and health management system to provide equal
employment opportunity and to prevent injury accidents and
occupational diseases.

(3)Regarding employee rights aspect, forming of the Employee
Welfare committee, implementing employee retirement
pension plan, having employee organization insurance and
holding periodic medical examination as well as providing
various kinds of channels of employee training classes etc. for
continuous education.

(4)In terms of supplier management, the company has
established a supplier assessment system to ensure that
suppliers meet the quality and environmental requirements of
the corporate policies. Besides, a supplier appraisal system is
also established to ensure the conduct of supplier assessment
and the effective communication with suppliers, so as to create
a good upstream-downstream relationship and achieve the
sustainable development of the industrial chain.

(5)In terms of information confidentiality, we respect and do our
best to protect the security of technical documents and
materials of customers. With both the customers and the
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Evaluation Item

Implementation Status

Yes

No

Abstract lllustration

Deviations from
“the Corporate
Governance
Best-Practice
Principles for
TWSE/TPEX Listed
Companies” and
Reasons

suppliers, the company will sign a confidentiality agreement
with legally binding terms on the specific rights and obligations
of different parties. Inside the company, a committee for
protection of confidential information is specifically established,
and we require our staff to comply with relevant confidentiality
regulations and to implement security management policies, so
that we can ensure confidentiality of the corporate information
and of our customers’ information.

(6)The Company filed relevant information in accordance with the
provisions of the Act to protect the rights of investors and other
interested patrties.

(7) The company holds annual training courses for directors and
has not mandated directors to study professional course but
encourage them to participate according to individual needs.

(8)The Company purchased liability insurance for the directors for
the implementation of corporate governance.
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9. Detail the improvement based on the corporate governance assessment result announced by the TWSE Corporate Governance Center
in the latest half a year; propose the urgent matters and actions for the items not improved:

The Company was applicable to the results of corporate governance assessment in 2016 for the first time, becoming the top 5% among
the listed companies. Below details the improvement for the 2 deficient items without score:

The improvement for the deficient item without score:

Assessment indicator

Improvement

Whether the company has established a policy of diversification of
board members and disclosed the implementation of the diversity
policy in the annual report and company website?

The company has disclosed the implementation status of the policy
on diversification of board members on the company’s website and
the 2017 annual report.

The urgent matters and actions for the item not improved:

Assessment indicator

Improvement action implementation

Is the company established and detailed on the company's website
to expose the company's internal and external personnel's reporting
system for illegal (including corruption) and unethical behavior?

The company has developed a method for internal and external
inspections of professional ethics. It plans to aggregate and report
the system procedures and expose it on the company’s website for
reference by internal and external personnel.
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5. Composition, Responsibilities and Operations of the

Remuneration Committee:

(1) Composition: The Compensation Committee was established on Nov 11, 2011 and
re-elected on June 14, 2016. It comprised of three independent directors by Wen-Yeu
Wang (convener) ~ Robert Hsieh and Stella Wen.

Criteria Has over five years work experience and )
Independence Attribute(Notel)
following professional qualifications
College Court Judge, |Business,
Instructor or Prosecutor, Legal,
Higher Level in|Attorney, CPA |Finance, O’\:rL:g:bF?L:l;)I{c
Business, or other Accounting or Companies in | Remark
Legal, Certified company WhFi)ch the (:£2)
Title Finance, Professional  |business Individual is
Accounting or |expert related |required Concurrentl
company to company working Serving as a);]
business business Experience 213|145 1|6/|7 Remuneration
related area Committee
Member
Name
Independent |Wen-Yeu
v v v v v v v v | v
director Wang 3 Yes
Independent |Robert
director Hsieh v v v v 1YY 2 Yes
Independent |Stella Wen
) v v v | v
director 0 Yes

Notel: Please tick the corresponding boxes that apply to a member during the two years prior to

being elected or during the term(s) of office.

1. Not an employee of the Company or any of its affiliates.
2. Not a director or supervisor of affiliated companies. Not applicable in cases where the

person is an independent director of the parent company, or any subsidiary in which the
Company holds, directly or indirectly, more than 50% of the voting shares.

3. Not a natural-person shareholder who holds shares, together with those held by the

person’s spouse, minor children, or held by the person under others’ names, in an
aggregate amount of 1% or more of the total number of outstanding shares of the
Company, or ranking in the top 10 in holdings.

4. Not a spouse, relative within the second degree of kinship, or lineal relative within the

third degree of kinship, of any of the persons in the preceding three sub-paragraphs.

5. Not a director, supervisor, or employee of a corporate shareholder who directly holds 5%

or more of the total number of outstanding shares of the Company, or who holds shares
ranking in the top five holdings.

6. Not a director, supervisor, officer, or shareholder holding 5% or more of the shares of a

specified company or institution which has a financial or business relationship with the
Company.

7. Not a professional individual, who is an owner, partner, director, supervisor, or officer of a

sole proprietorship, partnership, company, or institution that provides commercial, legal,
financial, accounting services or consultation to the Company or to any affiliate of the
Company, or a spouse thereof.

8. Not a person of any conditions defined in Article 30 of the Company Law.

Note2: Does meet Item 5 of Article 6 of "Regulations Governing the Appointment and Exercise of

Powers by The Remuneration Committee of a Company Whose Stock is listed on the Stock
Exchange or Traded over the Counter".
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(2) Responsibilities:
a. Set and regularly review the company's "Remuneration Committee's Procedures"
and proposed the suggestion to revise.
b. Periodically assess and determine the overall remuneration policy.
c. Periodically assess and determine the remuneration of the directors and
managers.
d. Set and regularly review the policies, regulations, standards and structures for
evaluating the directors' and managers' performance and remuneration.

(3) Operations of the Remuneration Committee:

a. Remuneration Committee of the Company’s has three members.

b. Tenure period: June 14, 2016 to Jun 13, 2019. A total of 4 (A) Remuneration
Committee meetings were held
Remuneration Committee members was as follows:

in 2017. The attendance

record of the

Title Name Attendance | By Attendance Remarks
In person(B) | Proxy |rate (%) (B/A)
Convener Wen-Yeu Wang 4 0 100%
Committee | Robert Hsieh 4 0 100%
Member
Committee | Stella Wen 4 0 100%
Member

Other mentionable items:

1. If the board of directors declines to adopt or modifies a recommendation of the remuneration
committee, it should specify the date of the meeting, session, content of the motion, resolution by the
board of directors, and the Company’s response to the remuneration committee’s opinion (eg., the
remuneration passed by the Board of Directors exceeds the recommendation of the remuneration
committee, the circumstances and cause for the difference shall be specified): None.

2. Resolutions of the remuneration committee objected to by members or subject to a qualified opinion
and recorded or declared in writing, the date of the meeting, session, content of the motion, all
members’ opinions and the response to members’ opinion should be specified: None.
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6. Performance of Social Responsibilities

Evaluation ltem

Implementation Status

Deviations from “the
Corporate Social
Responsibility
Best-Practice Principles

Yes| No Abstract Explanation for TWSE/TPEX Listed
Companies” and
Reasons
1. Corporate Governance Implementation
(1)Does the company establish its| V (1)The Company was established corporate social No difference

corporate social responsibility policy
and examine the results of the
implementation?

(2)Does the company provide
educational training on corporate
social responsibility on a regular
basis?

(3)Does the Company set up exclusively
(or concurrently) dedicated units to
promote corporate social
responsibility, and authorize high
level managers to handle and report
to the Board of Directors?

(4)Does the company declare a
reasonable salary remuneration
policy, and integrate the employee
performance appraisal system with
its corporate social responsibility
policy, as well as establish an
effective reward and disciplinary
system?

responsibility policy and corporate social responsibility
committee that shall meet at least quarterly.

(2)The company will annually hold community responsibility
educational training, through the executive and employee
communication meeting, periodic advocacy of government
related orders, the company’s vision, mission and aim, and
spreading the business philosophy of integrity, innovation,
customer orientation.

(3) The Human Resource Department and the Environmental
Safety Department, will together be responsible and create
a good communication query channel, strengthening the
copartnership  between the employees, suppliers,
contractors, clients, government institution and community
organization communication, fulfiling to the best its
corporate society responsibility.

(4)Combining the company’s the business philosophy and
performance efficiency managing system, setting clearly
defined Recognition and Discipline Procedure, and periodic
auditing of employee’s performance efficiency.
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Evaluation Iltem

Implementation Status

Deviations from “the
Corporate Social
Responsibility
Best-Practice Principles

Yes| No Abstract Explanation for TWSE/TPEX Listed
Companies” and
Reasons
2. Sustainable Environment Development

(1) Does the company endeavor to| VvV (1)The Company is devoted to improving the efficiency and No difference
utilize all resources more efficiently recycling of resources and has formulated related resource
and use renewable materials which management procedures and built an water management
have low impact on the environment? Vv and recovery system.

(2) Does the company establish proper (2)The Company has built sound environmental management
environmental management systems procedures and systems and has obtained ISO 14001
based on the characteristics of their Environmental Management System Certification as of
industries? January 2005.

(3) Does the company monitor the (3) The Greenhouse Gas Inventory Assessment and Carbon
impact of climate change on its| y Footprint of Main Products assessment were completed; it

operations and conduct greenhouse
gas inspections, as well as establish
company strategies for energy
conservation and carbon reduction?

was assured by External Auditors in 2012. The Company
conducts GHG emission inspection and validation every
year. Moreover, it takes actions of increasing resource
recycle rate, reducing GHG emission, waste generation,
wastewater emission and chemical usage, so as to
improve the eco-benefits of the processes. We take 1SO
14001 environmental management system as the
foundation and adopt P-D-C-A management model, so as
to achieve continuous progress on pollution control. Every
year we can achieve the guantitative management goals of
energy conservation 1%, waste reduction 2% and water
consumption reduction 3% until the water level is
reasonable and feasible. The planned improvement
actions include (1) improving energy conservation of air
compressor energy and air-conditioning chiller; (2)
improving the waste water recycling system, and (3)
evaluating the recyclable concentration of the waster
solvent and managing the recycle of high-concentration
waste solvent.
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Evaluation Iltem

Implementation Status

Deviations from “the
Corporate Social
Responsibility
Best-Practice Principles

Yes| No Abstract Explanation for TWSE/TPEX Listed
Companies” and
Reasons
3. Preserving Public Welfare
(1) Does the company formulate | V (1)Xintec will establish a system, a wholesome organization, No difference

appropriate  management policies guarantee the employee’s lawful rights, specially in abiding
and procedures according to the labor standard law and government related orders,
relevant  regulations and the create working regulations, to serve as the basis for all to
International Bill of Human Rights? follow in managing its employees. With regards to
applicants or recruitment for employment, screening, hiring,
auditing, promoting etc, it can not due to one’s gender have
difference in treatment (But work nature that is only
appropriate for special gender is not within this limit).
Recruiter will consider the actual demand and hire, and
using public screening method demand for equal
opportunity, with human talent as basis for selection. The
new staff must first passed screening or auditing, and in
accordance to new staff employment regulations, after all

processes have been approved, be officially employed.
(2) Has the company set up an| V (2)Xintec offers an Employee Relations Hotline that provides a
employee hotline or grievance channel for employees to express their opinions regarding
mechanism to handle complaints their work and the overall work environment. The employee
with appropriate solutions? relations team ensures all cases are handled with care

under the supervision of the first-line managers.

Vv (3)Xintec holds the employee health inspection activities yearly

(3) Does the company provide a healthy
and safe working environment and
organize training on health and
safety for its employees on a regular
basis?

and provides the doctors and nurses in accordance with
related law. We also implement health enhance activities
and attend ESH monthly meeting to ensure personnel
safety and reduce the impact of accidents.
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Evaluation Iltem

Implementation Status

Deviations from “the
Corporate Social
Responsibility
Best-Practice Principles

Yes| No Abstract Explanation for TWSE/TPEX Listed
Companies” and
Reasons
(4)Does the company setup a|V (4)Xintec values two-way communications and is committed to
communication channel with keeping the communication channels between the
employees on a regular basis, as management level and their subordinates, as well as
well as reasonably inform employees among peers, open and transparent. To ensure that
of any significant changes in employees’ opinions and voices are heard, and their issues
operations that may have an impact are  addressed  effectively, impartial  submission
on them? mechanisms, including labor-management meeting and
monthly communication meeting are in place to provide
timely support and ensure that employees are informed of
current policies.
(5)Does the company provide its| V (5)Xintec not only assesses and provides feedback on
employees with career development employees’ skills and interests, but also offers training and
and training sessions? development activities that match their career development
objectives and job needs.
(6)Does the company establish any| V (6)The company had established defect prevention
consumer protection mechanisms mechanisum and customer complaint response system,
and appealing procedures regarding and detection checking mechanism from the entire supply
research development, purchasing, chain upstream and downstream checked for customers
producing, operating and service? and responded quickly.
(7)Does the company advertise and| V (7)The company upholds the concept of integrity to treat
label its goods and services customers, customers oriented, provides customers with
according to relevant regulations and the necessary technical, good quality and service.
international standards?
(8)Does the company evaluate the| V (8) The company has relevant regulations in the supplier's

records of suppliers’ impact on the
environment and society before
taking on business partnerships?

corporate social responsibility code of conduct.
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Deviations from “the
Corporate Social
Responsibility

Implementation Status

Evaluation Item Best-Practice Principles
Yes| No Abstract Explanation for TWSE/TPEX Listed
Companies” and
Reasons
(9)Do the contracts between the| V (9)Contracts with suppliers should disclose the suppliers
company and its major suppliers should be transparent, open, pay attention to shareholders’
include termination clauses which eqyity and strive to achive social responsibility.

come into force once the suppliers
breach the  corporate  social
responsibility policy and cause
appreciable impact on the
environment and society?

4. Enhancing Information Disclosure
(1)Does the company disclose relevant| V (1)The company will disclose the implementation status of No difference
and reliable information regarding its corporate social responsibility on the annual report.
corporate social responsibility on its
website and the Market Observation

Post System (MOPS)?

5. If the Company has established the corporate social responsibility principles based on “the Corporate Social Responsibility Best-Practice
Principles for TWSE/TPEX Listed Companies”, please describe any discrepancy between the Principles and their implementation:
The Company has established the corporate social responsibility principles in 2016.

6. Other important information to facilitate better understanding of the company’s corporate social responsibility practices :

- To go green, use of disposable chopsticks has been substituted with reusable chopsticks, along with other eco-friendly policies including
waste sorting and reduction, emission reduction, greening, recycling, water and electricity conservation.

- Implement “1+1” disabled hiring program which is sponsored by government, and obtain award.

- Hire disabled employees from Jhungli Special Education Training Center continuously and donate furniture, and obtain appreciation.

- Donate over NT$2,000,000 to landscape in Jhungli Standard Factory and sponsor a gardener every month since 2007.

- Landscape around the Company and dormitory. Participate in landscape activity in 2009 which is held by Industrial Development
Bureau, and obtain first in North Area and fourth in Taiwan.

- Donate prizes to 2010 International Disabled Day which is held by Hsinchu County.
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Deviations from “the
Corporate Social
Responsibility
Evaluation Item Best-Practice Principles
Yes| No Abstract Explanation for TWSE/TPEX Listed
Companies” and
Reasons

Implementation Status

- Be selected as a Chairman of Jhungli Standard Factory Management Committee in 2011.

- Create job opportunities and conduct cooperative education with 6 senior high schools.

- Participation in public activities irregularly.

- Donate about NT$1,000,000 for Typhoon Morakot in 2009.

- Provide a safe working environment and strengthen employees’ awareness on environmental and safety.

- Donate used clothing to Wan Hai Charity Foundation in 2012.

- Donate about NT$30,000 for Typhoon Haiyan in 2013.

- Complies strictly with the Industrial Waste Disposal Plan and submits waste flow records online accordingly. Waste disposal and

recycling practices are in compliance with applicable regulations.
- The functions of the Volatile Organic Compound (VOC) emission treatment facilities at the Chungli factory are enhanced, resulting in a

reduction efficiency of 97% and up in August, 2013 and achieving the goal of reducing carbon footprint and air pollutant emissions.
- Donate about NT$600,000 for Gas explosions in Kaohsiung in 2014.

- Donate about NT$1,000,000 for colored powder fire disaster in New Taipei in 2015.

- Donate NT$200,000 to KuanHsi Junior High School for popularizing baseball in 2016.

- The Volunteer Association held a charity auction of NT$71,623 to help disadvantaged groups in 2016.
- Hiring of visually impaired masseurs for four years.

- Provide the Badge of Accredited Healthy Workplace for six years.

7. A clear statement shall be made below if the corporate social responsibility reports were verified by external certification institutions:
The Company's Corporate Social Responsibility Report follows the core options of the GRI G4 Guidelines and obtains BSI Verification
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7. Ethical Corporate Management :

Deviations from “the

Implementation Status Ethical Corporate

Management
Evaluation Item Best-Practice Principles
Yes | No Abstract lllustration for TWSE/TPEX Listed
Companies” and
Reasons
1. Establishment of ethical corporate
management policies and programs
(1)Does the company declare its ethical | V (1)Xintec established ' Integrity Operation Code | No difference
corporate management policies and demanding that all employees must understand clearly
procedures in its guidelines and and abide by the business code of ethics and individual
external documents, as well as the integrity, and insisting on honesty, seriousness and
commitment from its board to having professional spirit in carrying out one’s job.
implement the policies?
(2)Does the company establish policies to| V (2)Integrity is directly related to the company’s corporate
prevent unethical conduct with clear culture and is the most important core value. It will be in
statements regarding relevant the newcomer educational training and employee
procedures, guidelines of conduct, on-the-job training advocacy, and creation of a complete
punishment for violation, rules of basis for rule violation punishment and complaint.

appeal, and the commitment to
implement the policies?

(3)Does  the  company  establish| V (3)The company’s " Working Rule ; regulates one cannot
appropriate  precautions  against request, accept or give any kinds of donation and to be

high-potential unethical conducts or loyal to one's job, or professionally judge gifts,

Paragraph 7 of the Ethical Corporate

Management Best-Practice Principles
for TWSE/TPEX Listed Companies?
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2. Fulfill operations integrity policy

(1) Does the company evaluate business
partners’ ethical records and include
ethics-related clauses in business
contracts?

(2) Does the company establish an
exclusively (or concurrently) dedicated
unit supervised by the Board to be in
charge of corporate integrity?

(3) Does the company establish policies to
prevent conflicts of interest and provide
appropriate communication channels,
and implement it?

(4) Has the company established effective
systems for both accounting and
internal control to facilitate ethical
corporate management, and are they
audited by either internal auditors or
CPAs on a regular basis?

(5) Does the company regularly hold
internal and external educational
trainings on operational integrity?

(1)The company evaluate business partners’ ethical
records before sign the contracts and include
ethics-related clauses in business contracts.

(2)No

(3)The company has already establish in " Working Rules |
clearly indicating that one must avoid any possible
conflicts between individual interest and company’s
interest. The board committee’s various suggested
projects, when there is a conflict of interest, must in
accordance to the principle of avoidance, not participate
in the discussion, and be absent and not participate in
the decision making.

(4)The company operats in accordance with the accounting
system and internal conrtal. Internal auditors regularly
audit the status of compliance and no employees or
managers violat ethical corporate management policies
to be found.

(5)The company will periodically hold Integrity Operation
educational training.

No difference
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3. Operation of the integrity channel
(1) Does the company establish both a
reward/punishment system and an
integrity hotline? Can the accused be
reached by an appropriate person for
follow-up?

(2) Does the company establish standard
operating procedures for confidential
reporting on investigating accusation
cases?

(3) Does the company provide proper
whistleblower protection?

3.The company in its"” Working Rules ;have clearly indicate

its punishment basis, and in the company’s website has
specify that if any people discover the company’s
employees or any people that may affect the company’s
interest who performs any suspicious or possible
violation of the company’s code of ethics behavior ,
please inform the company; this reporting action, will be
submitted to the chairman of the board or other
designated the executive who will directly carry out
management, the person who report will be kept
confidential, so that he will not encounter inappropriate
handling.

No difference

4. Strengthening information disclosure
(1) Does the company disclose its ethical
corporate management policies and
the results of its implementation on the
company’s website and MOPS?

(1) The business philosophy of integrity, innovation,

customer orientation has been disclosed on the
company’s website. The results of implementation of
ethical corporate management disclose on the annual
report.

No difference

5. If the company has established the ethical corporate management policies based on the Ethical Corporate Management Best-Practice
Principles for TWSE/TPEX Listed Companies, please describe any discrepancy between the policies and their implementation.

The company has established the ethical corporate management policies and no differences between the Ethical Corporate

Management Best-Practice Principles for TWSE/TPEX Listed Companies.

6. Other important information to facilitate a better understanding of the company’s ethical corporate management policies (e.g., review and

amend its policies): None.

8. Other Company-established corporate governance rules and regulations: Please refer to the Taiwan Stock Exchange Market

Observation Post System or visit our website.

9. Other Important Corporate Governance Information: None.
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10. Status of Implementation of Internal Control System

(1) Statement of internal control system:

Xintec Inc.
Statement of Internal Controls
Date: 2/6/2018
According to the examination on internal control system done by the Company
itself in 2017, we hereby states as follows:

(1) The Company’s board of directors and management team understand their
responsibilities of developing, implementing and maintaining the Company’s
internal control system, and such a system has been established. The purpose of
establishing the internal control system is to reasonably assure the following
objectives: (a) The effectiveness and efficiency of business operation (including
earnings, operation performance and the safeguard of company assets); (b) The
reliability, timeliness and transparency of the financial and related reports; and (c)
The compliance of the relevant laws/regulations and company policies;

(2) Due to the innate limitation in designing a faultless internal control system, this
system can only assure the reasonableness of the above three objectives have
been fairly achieved. In addition, the effectiveness of internal control system
could alter over time due to the change of business environment or situation.
Since the Company’s internal control system has included self-examination
capability, the Company will make immediate corrections when errors are
detected.

(3) The evaluation of effectiveness of the internal control system design and
implementation is made in accordance with the “Guidelines for the Establishment
of Internal Control Systems by Public Companies” (the Guidelines). The
Guidelines are made to examine the following five factors during the
management and control process: (a) control environment, (b) risk assessment,
(c) control activities, (d) information and communication, and (e) supervision.
Each factor also includes several items. Details of each factor can be found in
the Guidelines.

(4) The Company has examined the effectiveness of each respected area in the
internal control system based on the Guidelines.

(5) The examination result indicated that the Company’s internal control system
(including subsidiary governance) dated December 31, 2017 has effectively
assured that the following objectives have been reasonably achieved during the
assessing period: (a) The degree that effectiveness and efficiency of business
operation; (b) The reliability, timeliness and transparency of the financial and
related reports; (c) The compliance of the relevant laws/regulations and company
policies

(6) This Statement is a significant part of the Company’s annual report and
prospectus available to the general public. If it contains false information or omits
any material content, the Company is in violation of Article 20, Article 32, Article
171 and Article 174 set forth in the Taiwan’s Security and Exchange Act. 53

(7) The Company hereby declares that this statement had been approved by the
Board of Directors on 2/6/2018. Among the 5 attending Directors, no one raised
any objection to the contents of this statement.

Xintec Inc.

Chairman and President: CH Chen
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11.

12.

(2) The Company hire an accountant to audit the Company’s internal control system
and disclose the audit report made by accountants: None.
Lawful punishment inflicted on the Company, and/or disciplinary action taken by the
Company against its employees for violating internal regulations in the latest year
and up to the printing date of this Annual Report); important errors committed; and
correction and improvement procedures: None.
Major Resolutions of Shareholders’ Meeting and Board Meetings:
During the 2017 year and up to the date of this Annual Report, the Company held
one annual stockholders’ meeting and approved the resolutions and Implementaion
status as following:
(1) Approved the distribution of 2016 earnings.
Implementaion status: The resolution passed.
(2) Approved the revision of Articles of Incorporation: None.
(3) Approved the 2016 Business Report and Financial Statements.
(4) Re-elect directors: None.
(5) Revision of Procedures for Acquisition or Disposal of Assets.

During the 2017 year and as of the date of this Annual Report, the Company held six
Board Meetings and approved the following resolutions:

Approve the 2016 Business Report and Financial Statements; approve the
distribution of 2016 earnings; approve revision of Procedures for Acquisition or
Disposal of Assets; approve Issue new shares for employee restricted stock of 2016;
approve reconvene a Shareholders' meeting; approve annual plan for 2017; approve
appointed Mr.Davis Chou as Vice President and to release the prohibition on him
from participation in competitive business; approve remuneration and compensation
for directors of 2016 and evaluation regulations for compensation pay to directors of
2017; approve performance evaluation and remuneration of 2016 for manager with
the identity of director and mangers; approve salary adjustment and remuneration of
2017; approve employee compensation of 2016 to manager with the identity of
director; approve Statement of internal control of 2016; approve capital
appropriations; approve lease agreement with TSMC for plant; approve acquire bank
credit lines; approve apply for alteration of the registered capital amount from
exercise employee stock option; approve Election of the eighth Chairman; approve
appointed Mr. CH Chen as President; approve remuneration of Chairman and
President, CH Chen; approve recover and cancel new shares for employee
restricted stock of retired employee; approve audit fee of 2018; approve revision of
Rule and Procedures of Shareholder Meeting; approve revision of Audit Committee
Charter; approve revision of internal control system and internal audit system;
approve audit plan for 2018; approve the 2017 Business Report and Financial
Statements; approve the deficit compensation proposal of 2017; approve regulation
of issue employee restricted stock plans of 2018; approve reconvene a
Shareholders’ meeting of 2018; approve annual plan for 2018; approve special
incentive bonus to manager with the identity of director; approve remuneration and
compensation for directors of 2017; approve remuneration and compensation policy
for directors of 2018; approve performance evaluation of 2017 and salary adjustment
of 2018 for manager with the identity of director and mangers; approve
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compensation of 2017 to manager with the identity of director and salary policy of
2018; approve Statement of internal control of 2017.

13. Major Issues of Record or Written Statements Made by Any Director or Supervisor

Dissenting to Important Resolutions Passed by the Board of Directors: None

14. Resignation or Dismissal of the Company’s Key Individuals, Including the Chairman,

CEO, and Heads of Accounting, Finance, Internal Audit and R&D:

Title Name Appointment | Effective | Reasons for retirement
Date Date or dismissal

Chairman Robert Kuan | 2011.4.29 | 2017.6.30 | Resigned for personal

reason, and concentrate
. on the operation and

President Robert Kuan | 2011.9.2 2017.6.30 strategy of VisEra.

Head of R&D | Yens Ho 2010.8.2 2017.8.18 | Personal career
planning

D. Information on Accountants’ Fees

1. The non-audit fee paid to certified CPA, certified Office of CPA and affiliated
companies accounts for over 1/4 to audit fee:

Accounting firm

Name of CPA

Audit period Remarks

Deloitte & Touche

Huang Yu Feng | Lin Cheng Chih

2017.1.1~2017.12.31

Unit: NT$thousand

Range

Item

Audit fee

Non-audit fee

Total

Under 2 million

2 million(included)~4 million

4 million(included)~6 million

6 million(included)~8 million

8 million(included)~10 million

DO WINF

Over 10 million (included)

Note: None non-audit fee for 2017.

2. Alter the CPA Firm and the audit fee in altering year is less than that in the previous

year: None.

3. The audit fee is reduced by over 15% compared with the previous year: None.
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E. Information on Replacement of Accountants

1. About the former CPA:

Replacement Date Not application

Replacement  reasons and Not application

explanations

Descriptions whether the Parties
CPA | The Company

Company terminated or the CPA |Status

did not accept the appointment  [Termination of appointment

Not application
No longer accept (continued) appointed

Other than unqualified issues in

the audit reports within last two Not application
years
Accounting principles or practices
Disclosure of Financial Statements
Yes ]
. . Audit scope or steps
Differences with the Company
Others
None v
Descriptions None
Other Revealed Matters
(Required to be disclosed by
. . None
Accounting Standards Article 10
section 5 first paragraph item 4)
2. About the Successor CPA:
Firm Name Not applicable
CPA Name Not applicable
Date of appointment Not applicable

Consulting results regarding accounting methods or Not applicable

accounting principles to specific transactions or opinions

on the financial statements before appointment

Successor CPA written disagreements to former CPA Not applicable

3. Reply of the Previous Accountant : Not applicable.
F. Company Chairman, General Manager, Financial of Accounting Head has worked for
Certifying Accounting Firm or Its Affiliate Business in the Past Year : None.
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G. Information on Net Change in Shareholding and Net Change in Shares Pledged by
Directors, Supervisors, Management and Shareholders of 10% Shareholdings or
More
1. Changes in Shareholding of Directors, Supervisors, Managers and Major

Shareholders

Unit: Shares
2017 As of April 2, 2018
. Pledged . Pledged
Title Name Holding Holding | Holding | \oiding
ncrease Increase
(Decrease) Increase (Decrease) Increase
(Decrease) (Decrease)
Taiwan Semiconductor
. 0 0 0 0
Manufacturing Company, Ltd.
Representative: Robert
32,000 0 NA NA
. Kuan (Notel)
Director -
Representative: CH Chen
0 0 0 0
(Notel)
Representative:
. 0 0 0 0
J.K. Lin
Independent
) Wen-Yeu Wang 0 0 0 0
director
Independent .
. Robert Hsieh 0 0 0 0
director
Independent
. Stella Wen 0 0 0 0
director
President Robert Kuan (Notel) 32,000 0 NA NA
President CH Chen 0 0 0
Vice President | CALin 73,000 0 (47,000)
Vice President | Yens Ho (Note2) 14,000 0 NA NA
Vice President | LS Yeou (Note2) 55,000 0 NA NA
Vice President | WL Fang (Note3) 0 0
Vice President | Davis Chou 0 0
Finance . .
. Simon Lin 32,000 0 0 0
Sr. Director
Major Taiwan Semiconductor 0 0 0 0
shareholders Manufacturing Company, Ltd.

Note 1: CH Chen was designated to Representative of TSMC and Robert Kuan resigned on June
30, 2017.

Note2: He adjusted duty on Aug. 18, 2017. The change in shareholding was before this date.

Note3: He resigned on Jan. 16, 2017. The change in shareholding was before this date.

2. Shares Trading with Related Parties: None
3. Shares Pledge with Related Parties: None
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H. Top 10 shareholders relation

As of April 2, 2018; Unit: Thousand shares

Current Spouse’s/ Shareholding | Name and Relationship Between the
N Shareholdin minor’'s by Nominee Company’s Top Ten Shareholders, or Remarks
ame 9 Shareholding Arrangement | Spouses or Relatives Within Two Degrees
Shares % Shares % Shares % Name Relationship
Taiwan Semiconductor
Manufacturing Compan
9 =OMPa| 111 282 | 4096 | 0O 0 0 0 None None
(Representative:Morris
Chang)
He, Tsung-Han 2,780 1.02 0 0 0 0 None None
Shao,Chien-Hua 2,308 0.85 1,459 ([ 0.54 0 0 Hou,Quan-Xing Spouse
Vanguard Total
International Stock
) 2,159 0.79 0 0 0 0 None None
Index Fund, a series of
Vanguard Star Funds
Lin,Cang-Hai 2,000 0.74 0 0 0 0 None None
Wu,Tai-Ping 1,900 0.70 0 0 0 0 None None
Vanguard Emerging
Markets Stock Index
Fund, a Series of 1,840 0.68 0 0 0 0 None None
Vanguard International
Equity Index Funds
Hou,Quan-Xing 1,459 0.54 2,308 0.85 0 0 Shao,Chien-Hua Spouse
Huang,Yi-Long 1,195 0.44 0 0 0 0 None None
Zheng,Gun-Fang 1,171 0.43 0 0 0 0 None None

. Long-Term Investment Ownership: Not applicable.
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V. Information on Implementation of The Company
Funds Utilization Plans

A. Source of Capital

Unit: NT$Thousand; Thousand shares, As of April 2, 2018

Par Authorized Capital| Paid-in Capital Remarks
Month/ Value Capital
vear (NT$) | Shares | Amount (Shares| Amount Source of Capital I;g;zﬁssg?h?r/ Other
than cash
. technology |9/11/1998 Jing Shang Tzu
Fondation 216,000
9/1998 10 64,000 640,000 28,000( 280,000 64,000 |No.087127301
S 7/26/1999 Jing Shang Tzu
Cash injection 152,500
7/1999 10 64,000 640,000 43,250( 432,500 J None |\ 088127212
S 9/20/2000 Jing Shang Tzu
Cash injection 117,500
9/2000 10 64,000 640,000 55,000{ 550,000 J None |\ 089134667
L 8/19/2002 Jing Shou Shang
Cash injection 90,000
8/2002 12 64,000 640,000 64,000{ 640,000 J None |+, No.09101336780
L 3/19/2003 Jing Shou Shang
Cash injection 90,000
3/2003 12 88,000( 880,000 73,000( 730,000 J None |+, N0.09201078970
S 4/30/2003 Jing Shou Shang
Cash injection 100,000
4/2003 11 88,000( 880,000 83,000( 830,000 J None Tzu No.09201130010
S 9/1/2003 Jing Shou Shang
Cash injection 200,000
9/2003 15 120,000] 1,200,000/103,000] 1,030,000 J None Tzu No.09201260090
S 12/4/2003 Jing Shou Shang
Cash injection 120,000
12/2003 20 120,000] 1,200,000/ 115,000] 1,150,000 J None Tzu No.09201327560
S 4/10/2006 Jing Shou Shang
Cash injection 50,000
4/2006 10 120,000] 1,200,000/120,000] 1,200,000 J None Tzu No.09501063960
Authorized Capital 71412006 Jing Shou Shang
7/2006 - 180,000 1,800,000|120,000| 1,200,000(change None Tzu No.09501131570
Private placement 2/16/2007 Jing Shou Shang
2/2007 15 260,000| 2,600,000(210,526| 2,105,260(905,260 None Tzu No.09601036790
Capital increase 27,368
by earnings .
o 8/6/2007 Jing Shou Shang
8/2007 - 260,000| 2,600,000(215,739| 2,157,391 |Capital increase 24,763 |  None
by Profit sharing in Tzu N0.09601184170
stock
Capital increase 21,574
by earnings .
o 7/24/2008 Jing Shou Shang
7/2008 - 260,000 2,600,000(221,279]| 2,212,794|Capital increase 33,829  None
by Profit sharing in Tzu No0.09701180530
stock
. 11/27/2008 Jing Shou
Exercise of Employee
11/2008 - 260,000| 2,600,000(221,909] 2,219,091|Stock Options 6,297 None [Shang Tzu
N0.09701302390
Exercise c_)f Employee 3/30/2009 Jing Shou Shang
3/2009 - 260,000| 2,600,000|222,225| 2,222,251 |stock Options 3,160 None Tzu No.09801056560
Exercise of Employee 6/26/2009 Jing Shou Shang
6/2009 - 260,000/ 2,600,000(222,660] 2,226,601 | g i Options 4,350 None  |1,4 No.09801127190
Capital increase
11,111 by earnings :
; - 7/22/2009 Jing Shou Shang
- Capital increase
7/2009 260,000| 2,600,000|224,629| 2,246,289 . 5;)7 by Protis None (1,1 No0.09801153270
sharing in stock
Exercise of Employee 9/9/2009 Jing Shou Shang
9/2009 - 260,000 2,600,000(225,533| 2,255,327 g4 1 Options 9,038 None |14 No.09801206430
Exercise of Employee 12/18/2009 Jing Shou
12/2009 - 260,000 2,600,000(225,766| 2,257,657 g4 1 Options 2,330 None |Shang Tzu
N0.09801290970
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Authorized Capital

Paid-in Capital

Remarks

Par
Month/ Value . Capital
vear (NT$) | Shares | Amount (Shares| Amount Source of Capital I;g;Z?sSz?hZZ Other
than cash
Exercise of Employee 4/8/2010 Jing Shou Shang
4/2010 - 260,000/ 2,600,000(226,529] 2,265,287 |y i Options 7,630 None |1, N0.09901068120
Exercise of Employee 7/16/2010 Jing Shou Shang
7/2010 | - | 260,000]2,600,000(227,275| 2,272,746\ g5 ck Options 7,459 None |1\, No.09901144980
Exercise of Employee 9/2/2010 Jing Shou Shang
9/2010 | - | 260,000}2,600,000\227,367| 2,273,666|g4,c1 Options 920 None |1, N0.09901200650
Exercise of Employee 12/6/2010 Jing Shou Shang
12/2010 | - | 260,000| 2,600,000|227,968| 2,279,684|g4,01c Options 6,018 None |1, N0.09901271820
Exercise of Employee 4/11/2011 Jing Shou Shang
4/2011 | - | 260,000]2,600,000/228,561|2,285,607|g45ck Options 5,923 None |11, No.10001069460
Exercise of Employee 7/1/2011 Jing Shou Shang
7/2011 | - | 260,000|2,600,000|229,026| 2,290,265|g4,c1c Options 4,658 None |11, No.10001142280
Capital increase 22,883
by earnings :
o 8/10/2011 Jing Shou Shang
8/2011 - 260,000| 2,600,000|233,256| 2,332,557|Capital increase 19,410 None
by Profit sharing in Tzu N0.10001184920
stock
Exercise of Employee 9/6/2011 Jing Shou Shang
9/2011 | - | 260,000§2,600,000233,396 2,333,962|g4c1 Options 1,405 None |1, N0.10001207740
Exercise of Employee 12/2/2011 Jing Shou Shang
12/2011 - 260,000( 2,600,000(233,579] 2,335,794 | gy e Options 1,831 None |1, No0.10001274670
Exercise of Employee 4/2/2012 Jing Shou Shang
4/2012 | - | 260,000|2,600,000/233,581| 2,335,811|g16c) Options 17 None |1, N0.10101055600
Exercise of Employee 6/27/2012 Jing Shou Shang
6/2012 - 260,000/ 2,600,000(233,785| 2,337,846| gy i Options 2,035 None (1,1 No.10101120250
Capital increase 7/30/2012 Jing Shou Shang
7/2012 - 260,000] 2,600,000(236,121| 2,361,209 23,363 by earnings None Tzu No.10101155880
Exercise of Employee 9/13/2012 Jing Shou Shang
9/2012 | - | 260,000|2,600,0001236,153|2,361,526|g4, 01 Options 317 None |1\, No.10101188740
Exercise of Employee 12/12/2012 Jing Shou
12/2012 | - 260,000| 2,600,000|236,205| 2,362,046|54501 Options 520 None [Shang Tzu
N0.10101253820
Exercise of Employee 04/01/2013 Jing Shou
4/2013 260,000] 2,600,000(236,208( 2,362,079 Stock Options 33 None |Shang Tzu
N0.10201058510
- Exercise of Employee 08/06/2013 Jing Shou
8/2013 260,000|2,600,000 (236,267(2,362,667 Stock Options 588 None |Shang Tzu
N0.10201152570
- Exercise of Employee 08/30/2013 Jing Shou
8/2013 260,000|2,600,000 (236,290(2,362,896 Stock Options 229 None |Shang Tzu
N0.10201179150
- Exercise of Employee 12/11/2013 Jing Shou
12/2013 260,000(2,600,000 (236,371|2,363,714 | gy i Options 818 None [Shang Tzu
N0.10201249330
- Exercise of Employee 03/28/2014 Jing Shou
3/2014 260,000(2,600,000 (236,402|2,364,019 | g0k Options 305 None [Shang Tzu
No0.10301053810
Exercise of Employee 7/8/2014 Jing Shou Shang
7/2014 - 260,000(2,600,000 (236,474|2,364,739 | g0 0k Options 720 None |14 No. 10301136750
Exercise of Employee 9/4/2014 Jing Shou Shang
9/2014 260,000(2,600,000 (236,481|2,364,814 | gy i Options 75 None |14 No. 10301184300
Exercise of Employee 12/5/2014 Jing Shou Shang
12/2014 - 260,0002,600,000 (238,051|2,380,508 | gy ok Options 15,694 None | 1,4 No 10301253830
Exercise of Employee 3/6/2015 Jing Shou Shan
3/2015 | - | 260,000[2,600,000 [238,121|2,381,207 oy None g g

Stock Options 699

Tzu No.10401033070
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Par Authorized Capital| Paid-in Capital Remarks
Month/ Value | Capital
Year (NT$) Shares | Amount |Shares| Amount Source of Capital I;;:;Zflsszghg Other
than cash
L 4/15/2015 Jing Shou Shang
Cash t 300,000
4/2015 42 300,000|3,000,000 |268,121|2,681,207 |Cash injection None |11, No.10401064200
Exercise of Employee 6/8/2015 Jing Shou Shang
6/2015 300,000 (3,000,000 |268,427(2,684,265 Stock Options 3,059 None T2u No.10401105400
Exercise of Employee 12/2/2015 Jing Shou Shang
12/2015 300,000 (3,000,000 |268,768(2,687,680 Stock Options 3,414 None T2u No.10401254910
Exercise of Employee 3/3/2016 Jing Shou Shang
3/2016 300,000 |3,000,000 (268,876(2,688,761 Stock Options 1,082 None Tzu No.10501040250
Exercise of Employee 5/31/2016 Jing Shou Shang
5/2016 300,000 |3,000,000 [269,195(2,691,948 Stock Options 3,187 None Tzu No.10501108730
Exercise of Emplovee 11/30/2016 Jing Shou
11/2016 - 300,000 |3,000,000 [269,590(2,695,901 Stock Options 3pgg3 None Shang Tzu
P ' N0.10501277360
Exercise of Employee 3/16/2017 Jing Shou Shang
3/2017 300,000 |3,000,000 [269,853(2,698,534 Stock Options 2,633 None Tzu No.10601032450
Issue restricted 3/30/2017 Jing Shou Shang
3/2017 - 300,000 |3,000,000 |271,353|2,713,534 |employee stocks None Tzu No0.10601037310
15,000
Exercise of Employee 6/2/2017 Jing Shou Shang
6/2017 300,000 |3,000,000 [272,149(2,721,493 Stock Options 7,959 None Tzu No. 10601069300
Exercise of Employee 8/17/2017 Jing Shou Shang
8/2017 300,000 [3,000,000 [272,109|2,721,093 [510¢K OPtions 1,480 None |24 No- 10601111270
Cancel restricted
employee stocks 1,880
Cancel restricted 11/28/2017 Jing Shou
11/2017 300,000 (3,000,000 |271,919(2,719,193 emplovee stocks 1.900 None |Shang Tzu No.
ploy ' 10601158830
Cancel restricted 2/22/2018 Jing Shou Shang
2/2018 300,000 (3,000,000 |271,695(2,716,949 employee stocks 2,244 None T2u No. 10701019760
Unit: Shares, As of April 2, 2018
Authorized Capital
Share P . Total
Type Issued Shares Un-issued Shares
Listed Non-listed Total Shares
Common
Stock 271,694,916 - 271,694,916 | 28,305,084 | 300,000,000
B. Shareholder Structure
Unit: Shares, As of April 2, 2018
Shareholder . Foreign
Structure| Government | Financial Of[h_er Domestic Institutions &
. N Juridical Natural Total
) Agencies Institutions Natura
Quantity Persons Persons Persons
Number of 0 22 54 25,974 60 26,110
Shareholders
Shareholding 0 3,004,010 |114,412,750 (142,367,966 | 11,910,190 | 271,694,916
Percentage 0% 1.11% 42.11% 52.40% 4.38% 100.00%
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C. Distribution Profile of Shareholder Ownership

Unit: Shares, As of April 2, 2018

Class of Shareholding S’r:lgrrgr?glrdzfrs Sh(férﬁgglcsi;ng Percentage
1~ 999 1,740 247,456 0.09
1,000 ~ 5,000 19,950 39,400,082 14.50
5,001 ~ 10,000 2,343 18,776,049 6.91
10,001 ~ 15,000 684 8,772,388 3.23
15,001 ~ 20,000 431 8,029,139 2.96
20,001 ~ 30,000 357 9,313,644 3.43
30,001 ~ 40,000 169 6,184,032 2.28
40,001 ~ 50,000 100 4,638,513 1.71
50,001 ~ 100,000 188 13,406,775 4.93
100,001 ~ 200,000 81 11,091,053 4.08
200,001 ~ 400,000 33 9,038,858 3.33
400,001 ~ 600,000 16 7,775,555 2.86
600,001 ~ 800,000 3 1,994,543 0.73
800,001 ~ 1000,000 3,780,600 1.39
1,000,001 of over 1 129,246,229 47.57
Total 26,110 271,694,916 100.00
D. Major Shareholders
Unit: Shares, As of April 2, 2018
Shares )
_ Shares held | Share holdings
Major shareholder’s Name
Taiwan Semiconductor Manufacturing Company , Ltd.
(Representative:Morris Chang) ’ Pany 111,281,925 40.96
He,Tsung-Han 2,780,000 1.02
Shao,Chien-Hua 2,308,000 0.85
Vanguard Total International Stock Index Fund, a
serigs of Vanguard Star Funds 2,159,079 0.79
Lin,Cang-Hai 2,000,000 0.74
Wu, Tai-Ping 1,900,000 0.70
Vanguard Emerging Markets Stock Index Fund, a
Serigs of Vangu%rdglnternational Equity Index Funds 1,840,225 0.68
Hou,Quan-Xing 1,459,000 0.54
Huang,Yi-Long 1,195,000 0.44
Zheng,Gun-Fang 1,171,000 0.43
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E. Market Price, Net Worth, Earnings and Dividends per Common Share

Unit: NT$ ; Stocks, in thousands

Year Current year to
Item 2016 2017 March 31, 2018
Hightest 38.10 106.50 85.90
Market price
Lowest 19.30 32.45 51.60
per share
Average 29.19 63.10 71.25
Equity per  |Before distribution 18.92 16.20 -
share After distribution 18.92 16.20 -
Earnings per Weighted average shares 269,339 270,649 -
share Earnings per share (2.36) (2.71) -
Cash dividends - - -
Dividends  |Stock - - - -
Accumulated undistributed - - -
dividends
Investment  |Price/ earning ratio (12.37) (23.28) -
return Price/ dividend ratio - - -
analysis Cash dividend yield rate - - -

F. Dividend Policy

1. Dividend policy in Articles of Incorporation:

According to article 27 of the Company’s Articles of Incorporation:

If there is any profit after annual closing, it should be first deducted for income tax
and accumulated deficits. Then appropriate 10% as legal reserve until the
accumulated legal reserve equals the Company’'s paid-in capital, and
appropriate (or reverse) the special reserve in accordance with relevant laws or
regulations or as requested by the authorities in charge. Any remaining balance
together with any unappropriated earnings shall be allocated according to the
proposal of the board of directors and the resolution of the shareholders’
meeting.

According to article 27-1 of the Company’s Articles of Incorporation:

The dividend distribution policy of the Corporation, based on the capital budget,
middle and long-term operation plan and financial condition, shall be distributed
upon the resolution of Board Meeting by following the rules below:

(1) The Corporation shall distribute all divisible surplus based on the
considerations of finance, business and operation factors. The surplus
distribution shall be by stock dividend or cash dividend. However, the Corporation
is in the operation growth period. When distributing the divisible surplus, the
proportion of cash dividend shall be no less than 50% of the total dividend.

(2) If the Corporation has no surplus to be distributed, or the surplus balance is far
lower than that distributed in the last years, it shall distribute all or a part of the
reserve pursuant to the requirements of laws or competent authority based on
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the consideration of finance, business and operation factors.

2. Distribution of stock dividends at this shareholders’ meeting:

The Company’s appropriations of earnings for 2017 had been approved for
no distribution in the meeting of the Board of Directors held on February 6, 2018.

G. Stock Dividend Distribution : Not applicable.
H. Employee, Directors and Supervisors Compensation :
1. According to article 27 of the Company’s Articles of Incorporation:

The Corporation shall set aside not less than 1% of its annual profit as profit
sharing bonus to its employees and not more than 2% as compensation to its
directors. Directors who also serve as executive officers of this Corporation are
not entitled to receive compensation to directors. Employees’ profit sharing
bonuses and compensation to directors are resolved by a majority vote at a
Board of Directors meeting attended by two-thirds of the total number of directors
and shall be reported to the shareholders’ meeting. The Corporation shall have
reserved a sufficient amount to offset its accumulated losses and then set aside
profit sharing bonuses to employees and compensation to directors in
accordance with a predetermined ratio.

2.The basis for estimating the amount of employee, director, and supervisor

3.

compensation, for calculating the number of shares to be distributed as
employee compensation, and the accounting treatment of the discrepancy, if any,
between the actual distributed amount and the estimated figure, for the current
period:

The Company accrued no profit sharing bonus to employees and
compensation to directors due to net loss on 2017, only paid NT$1,800 thousand
compensation to independent directors.

The differences will be recorded in the year of shareholders’ resolution as a
change in accounting estimate. The total number of employee divided stocks to
be issued shall be determined by the closing price of the day before the board of
directors proposed date, and taking into account the influence of the ex-right and
ex-dividend factors.

Information on any approval by the board of directors of distribution of

compensation:

(1) The amount of any employee compensation distributed in cash or stocks and
compensation for directors and supervisors. If there is any discrepancy
between that amount and the estimated figure for the fiscal year these
expenses are recognized, the discrepancy, its cause, and the status of
treatment shall be disclosed:

There was no profit sharing bonus to employees and compensation to
directors and had been approved in the meeting of the Board of Directors held
on February 6, 2018, only paid NT$1,800 thousand compensation to
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independent directors.

(2) The amount of any employee compensation distributed in stocks, and the size
of that amount as a percentage of the sum of the after-tax net income stated in
the parent company only financial reports or individual financial reports for the
current period and total employee compensation: Not applicable.

4. Actual distribution of employee dividends, remuneration of directors/supervisors
in the previous year:
The Company paid no profit sharing bonus to employees and compensation to
directors due to net loss on 2017. The Company’s actually distributed number does
not differ from the recognized one.

|. Share by Back : None.

J. Issuance of Corporate Bond, Preferred Stock, Depositary Shares Issuance : None.
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K. Status of Employee Stock Option Plan :
1. Employee Stock Option Plan :

As of Jun 13, 2017

ESOP granted 1% ESOP 2" ESoP 3 ESOP 4" ESOP 5" ESOP
Approval date 7/3/2006 7/3/2006 6/26/2007 6/26/2007 1/10/2012
Issue date 9/29/2006 1/16/2007 6/27/2007 12/14/2007 6/14/2012
Issue common stock shares 5,025,000 975,000 2,580,000 2,000,000 6,000,000
Percentage of shares issued to total
common stock shares (%) 4.19% 0.46% 1.23% 0.93% 2.57%
Option termination 10 years 10 years 10 years 10 years 5 years

Source of option shares

Issue new stock

Issue new stock

Issue new stock

Issue new stock

Issue new stock

Vesting schedule and rate (%)

2" year: 50%
3" year: 75%
4" year: 100%

2" year: 50%
3" year: 75%
4" year: 100%

2" year: 50%
3" year: 75%
4" year: 100%

2" year: 50%
3" year: 75%
4" year: 100%

2" year: 50%
3" year: 75%
4" year: 100%

No. of shares acquired by employee through

the exercise of options 3,885,750 581,750 1,418,250 1,006,500 4,091,275
Total value of shares acquired by employee

through the exercise of options(NT$) 47,115,252 8,213,950 21,401,450 19,111,138 91,238,953
No. of unexercised shares 0 0 0 0 0
Price per share of unexercised option(NT$) ) . ) 3 )
Percentage of unexercised options to total 0

common stock shares (%) 0% 0% 0% 0% 0%
Effects on shareholder’s equity No effects No effects No effects No effects No effects
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2. No. of shares granted to and holding status of executive manangers and top 10 employees:

Sr. Director (Note 1)

Pamela Chang

Sr. Director (Note 1)

Dave Wang

Sr. Director (Note 1)

Paul Hsiao

No. of Exercised Unexercised
No. of shar%s
' ' granted to . ]
Title Name shares | = hon Price Total No. of Price | Total No. of
ranted No. of shares to | No. of shares to
9 stock per | value of per | value of
shares common | shares common
shares share | shares shares share | shares shares

President (Note 1) Robert Kuan

President (Note 1) Lidon Chen

Vice President CA Lin

Vice President (Note 1) [Tom Tseng

Vice President (Note 1) |DD Hu
w Vice President (Note 1) |Nick Wen
o)
? Vice President (Note 1) |Peterson Tien
@
E Vice President (Note 1) |[WM Chen 2,515,000 0.93% 1,536,250| 16.98 | 26,090,600 0.57% 0 - 0 0%
=
§ Vice President (Note 1) LS Yeou
>
]

Vice President (Note 1) |Yens Ho

Vice President (Note 1) (WL Fang

Sr. Director Simon Lin

Notel : The manager has resigned.

-53-




No. of

(Note 2)

Exercised Unexercised
No. of shar(;s
) ' granted to ] ]
Title Name | shares |~ 000 Price | Total No. of Price No. of
granted No. of | f shares to No. of Total value | shares to
stock per value o per
shares common shares of shares common
shares share | shares shares share shares

Sr. Director CM Fan

Sr. Director TY Liu

Director YC Hu

Director Leo Liu
4
o  |Director LK Huang
%_ 1,045,800 0.38% 915,800 | 16.93 | 15,504,741 0.34% 0 - 0 0
UEJ Director CT Chou

Director (Note 2) Leo Tsai

Director (Note 2) SM Chen

Director (Note 2) WJ Chyan

Deputy Director SY Wang

Note2 : The employee has resigned.
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. Status of Restricted Employee Shares :

. Issuance of Restricted Employee Shares As of April 2, 2018

Type of restricted employee
shares

2016 1%issue restricted employee shares

Effective date of application

June 27, 2016

Date of issue

March 15, 2017

Number of restricted
employee shares issued

1,500,000 shares

Issue price

NTD 0 (issued without subscription)

New restricted shares
iIssued as a percentage to
total outstanding shares

0.56%

Criteria of entitlement to
restricted employee shares

1. The First Year Vesting (One year has elapsed from the

time of issuance date):

Company’s Performance EPS (Notel) is positive
number, and that equal to or grow more than previous
year 10%. An employee who remains employed at
Xintec after one year has elapsed from the time of
vesting, and also never against labor contract and who
in the current year performance rating equal to or higher
than S, will be eligible for vesting of an installment of
20% of the shares.

. The Second Year Vesting (Two years have elapsed from

the time of issuance date)

Company’s Performance EPS is positive number, and
that equal to or grow more than previous year 10%. An
employee who remains employed at Xintec after two
year has elapsed from the time of vesting, and also
never against labor contract and who in the current year
performance rating equal to or higher than S, will be
eligible for vesting of an installment of 20% of the shares.

. The Third Year Vesting (Three years have elapsed from

the time of issuance date)

a. Company’s Performance EPS is positive number, and
that equal to or grow more than previous year 10%. An
employee who remains employed at Xintec after three
year has elapsed from the time of vesting, and also
never against labor contract and who in the current
year performance rating equal to or higher than S, will
be eligible for vesting of an installment of 26.7% of
shares.

b. Company’'s Performance EPS equal to or achieve
more than NT$2. An employee who remains employed
at Xintec after three year has elapsed from the time of
vesting, and also never against labor contract and who
in the current year performance rating equal to or
higher than S, will be eligible for vesting of more
installment of 33.3% of shares.

Notel. Company's Performance EPS : That means
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Earning Per Share in financial statements audited

by CPA of the recently year prior to the vesting date.
Note2.  Xintec’'s Performance Rating Rule

O(Outstanding) ~ S(Successful) ~ I(Improvement

Needed) - U(Unacceptable)

Restricted rights to
restricted employee shares

1. Except inheritance, the grantee employee shall not sell,
pledge, transfer, make gift of, request company buy, or
otherwise dispose of the shares in other manner.

2. The rights of attendance, proposal, speaking, voting, or
election in shareholders’ meeting according to “Trust
Contract Carried Out”,

3. Before the shares reach vesting conditions, the
distribution shall be the same as the issued common
shares of the company (including but not limited to the
right of cash capital increase, cash dividend, stock
dividend, capital surplus cash/stock).

Custody of restricted
employee shares

Held in trust

If the criteria of entitlement
is not met after employees
are allocated or have
subscribed to restricted
shares

1. Voluntary resignation or dismissal
Restrictions on the rights associated with shares that
have not yet vested in the date for resignation or
dismissal shall be deemed to abandon vesting rights.
The unvested restricted employee stocks in the current
year will be redeemed without consideration and
cancelled by the company.

2. Retirement
The unvested restricted employee stocks in the date for
retirement shall be deemed to satisfy vesting condition.
According to Article 5, Paragraph 2, the issuance date
will apply the time-histories and ratio.

3. Death
The unvested restricted employee stocks in the date for
death shall be deemed to satisfy all vesting condition.
The issuance date will notice of the company, and
according to “Civil Code Part V Succession” and
“Regulations  Governing the  Administration  of
Shareholder Services of Public Companies”.

4. Leave of absence
Employees take leave of absence approved specifically
by the company. Restrictions on the rights associated
with shares that have not yet vested the date for
reinstatement after employees star working, the vesting
condition and defer time limit shall approved of the
chairman. Thought time limit restrict on vesting period
(That means Restricted Employee Stocks vesting
period). If the expiration of period and employee doesn’t
return to the position, regard as voluntary resignation.

5. Severance
Restrictions on the rights associated with shares that
have not yet vested in the date for severance shall be
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deemed to lose efficacy vesting rights. The unvested
restricted employee stocks in the current year will be
redeemed without consideration and cancelled by the
company.

6. Transfer

Due to operation demand, upon the requisition for
transferring Affiliates Company be approved of the
company. According to Article 5, Paragraph 2, if the
transference will satisfy vesting condition in the current
year, the chairman or the authorized executives shall be
approved of the time-histories and ratio for vesting
condition. The director who serves as manager or staff
shall approve of the compensation committee.

7. The performance of company and personal in the
current year during vesting period. According to Article 5,
Paragraph 2, if the vesting conditions are not satisfied,
shall be deemed failure to meet vesting condition. The
unvested restricted employee stocks in the current year
will be redeemed without consideration and cancelled by
the company.

Number of restricted
employee shares recovered

602,400 shares

Number of restricted
employee shares removed

0 shares

Number of restricted
employee shares intact

897,600 shares

Number of restricted shares
with restrictions remaining
as a percentage to total
outstanding shares (%)

0.33%

Impacts on shareholder’
equity

1.Possible expenses:
The value of the stock was based on a fair value of
NT$41.70 per share at the date of grant on February 17,
2017. If all criteria will be met, total expenses of this
restricted share scheme should approximate to NTD
62,550 thousansds; of which NTD 27,248 thousands is
recognized in 2017, NTD 20,376 thousands in 2018, NTD
13,315 thousands in 2019 and NTD 1,611 thousands in
2020.

2.Dilution of EPS and other impacts on shareholders'
equity:
Number of restricted shares issued for no consideration
as a percentage to total outstanding shares was 0.55%.
The restricted share scheme, once expensed, should
dilute earnings per share by NTD 0.01 in 2017, NTD 0.07
in 2018, NTD 0.05 in 2019 and NTD 0.01 in 2020. This
should not cause any significant impacts on
shareholders' equity.
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2. Information on Name of Managers and Top 10 Employees obtaining Restricted Employee Shares

As of April 2, 2018

Restrictions Removed Restrictions intact
restricted ; ;
employee ¢ No: 0 q NO'.O

shares No..o restricte No. of restricte
No. of . restricte shares . d shares
. acquired ) restrict .
restricted as a d | with d | with
) ssuan o e ssuan o
Title Name employee shares ! Issuance | restriction u Issuance | restrictio
percentage ; ce shares ce .
shares to total with . Amount | s removed . . Amount ns intact
acquired o ota restricti Price as a with Price as a
outstandin restricti
g shares ons percentag ons percentag
remove e of total intact e of total
d outstandi outstandi
ng shares ng shares
President Robert Kuan(Notel)
»n |Vice President i
g . CALin 112,800
> Vice President [LS Yeou(Notel) 423,000 0.16% 0 0 0 0 (Note2) 0 0 0.04%
g |Vice President |Yens Ho(Notel)
E |[sr. Director Simon Lin
Sr. Director CM Fan
Sr. Director TY Liu
Director YC Hu
® Director HK Lan
© |Director HL Shen
2 - 453,000 0.17% 0 0 0 0 362,400 0 0 0.13%
S |Director CT Chou
E [Director HC Lin
Director Janice Chen
Director Philip Feng
Director David Yeh

Note 1 : The manager has resigned.
Note 2 : Resigned managers’ 282,000 shares of restricted shares have been deducted.

M. Status of Mergers and Acquisitions : None.

N. Fund Plan Implementation : None.
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V. Operational Highlights
A. A Description of the Business

1. Business Scope
(1) Main areas of business operations
Unit: NT$Thousand

ltem Total sales (%) of
in Year 2017 Total Sales

Wafer Level Chip Scale
Packaging 2,825,076 69.27
Wafer Level Post Passivation
Interconnection 1,233,017 30.23
Others 20,391 0.50
Total 4,078,484 100.00

(2) Current Products (Services)

a. Current Products (Services):
(a) Wafer Level Chip Scale Packaging : Image Sensor, Light Sensor, MEMS, IMU,
Finger Print Sensor, Biometric Sensor.

(b) Wafer Level Post Passivation Interconnectionl : 3D Post Passivation
Interconnection, Backside Metal Process, Thick Cu.

b. New Products and Services to Be Developed:

(a) Wafer level packaging of image sensor applied in mobile phones, notebook
computers, personal mobile electronic devices, wearable device, vehicle
around view, reverse image safety monitoring devices and light sensor.

(b) Wafer level chip scale packaging and testing for sensor components and
power management unit applied in various ultrathin consumer electronics,
computers, communications, information technology products, optical electron
and environment, pressure sensing and loT.

(c) Wafer level packaging applied in finger print sensor and biological sensor.

2. General Economic Environment
Directorate General of Budget, Accounting and Statistics, Executive Yuan announced
the economic growth rate this year was 2.64%, which was increased by 1.23% if
compared with that in the previous year, 1.41%, showing an increasing trend on a
quarterly basis. The global economic recovery has strengthened, the semiconductor
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market and machinery demand are hot, and the net output has increased from -0.53%
last year to 2.8% this year.

In terms of the price, due to the price of international oil increased, this year the
Consumer Price Index (CPI) was increased by 0.62%. The price level on the whole was
stable. The Wholesale Price Index (WPI) increased by 0.9%.

In terms of the employment, the domestic labor market was stable this year, with the
labor participation rate 58.83%, which was increased by 0.08% if compared with that in
the previous year. The average number of employed persons was 11,352,000, which
was increased by 85,000 (3.76%) if compared with that in the previous year. The
average unemployment rate was 3.76%, with the decrease rate of 0.16% if compared
with that in the previous year.

3. Industrial Overview
(1) Current situation and development of the industry

According to WSTS, the total sales revenue of the global semiconductor market
reached US$387 billion in 2017, which represents an increase of 11.5% from 2016; it
reached US$388 billion in 2018, representing a growth of 2.6%, mainly contributed by
the growth of the memory market by more than 30%.

In 2017, the total output value of semiconductor industry will reach NT$2.535 trillion,
which represents a growth of 3.5% from 2016. The growth rate of the packaging and
testing industry is better than the average of the semiconductor industry in Taiwan.

From the perspective of product characteristics, the wafer industry falls into digital,
analog, OSD (optical, sensor and actuator, discrete) and memory (DRAM, Flash).
Although the percentage of OSD fell from 2016 to 2018, the output value increased
from 63.346 billion U.S. dollars in 2016 to 70.176 billion U.S. dollars in 2018.

The company mainly applies its 2.5D/3D packaging technology in Optical, Sensor
and Actuator. The following lists the status of OSD in the automotive, mobile
communications, surveillance and other markets.

a. Market outlook for optical and various sensors —automotive electronics

In the market of high-end vehicles, each vehicle may be equipped with about
ten image sensors. Apart from the in-car monitor, pre-collision braking system
equipped with head camera, there are also a front, rear, left and right camera to
form an around view image monitoring system. Such image information can also
be applied in ADAS (Advanced Driver Assistance System) which has entered into
trial in America, Japan, Hong Kong and several countries in Europe. Annual
compound growth rate and annual growth rate of automotive electronics are
higher than all other markets.

b. Market outlook for optical and various sensors — smart phones
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The number of sensors in mobile communication devices is increasing. In
optics, in addition to CMOS Image Sensor, recently released mobile phones are
equipped with ambient light sensors and proximity sensors. Higher-level mobile
phones are equipped with a color sensor as a photographic correction, and
some mobile phones use the Time of Flight to increase the focusing speed of
photography.

Taking the dual-lens mobile phone behind the scenes as an example, there
are about seven optical sensors. Plus the Finger Print Sensor, Accelerometer,
Gyroscope, Magnetic Sensor, Thermometer, Barometer, Microphone and so on,
a mobile phone installed more than ten sensors

c. Market outlook for optical and various sensors — surveillance

In recent years, people have paid more and more attention to public safety.
Whether it is transportation or public safety is the direction of countries, the
monitoring market will rise. Since 2001, the monitoring market has grown at a
compound annual growth rate of 19%. Monitoring sensor element reliability
requirements are very similar to those used in automobiles and need to operate
outdoors in harsh environments with high and low temperatures. The
photoelectric conversion characteristics also require low light sensitivity at night
and strong resolution in high sunlight (High Dynamic Range).

d. Market of optics and various sensors — Internet of Things (1oT)

Sensor plays a critical role in sensing the surrounding of IoT environment—
The micro sensors including CMOS Image Sensor, can detect image, motion,
temperature, humidity, atmospheric pressure and the Earth’s magnetic field.
Such sensors can be installed in the office, automobile, and mobile device, which
can be connected with RF (Wi-Fi) and Bluetooth for mobile communication, and
then connected with cloud and big data. It can be applied in various commercial
and public fields, creating a so-called smart home and smatrt city.

In new applications, 3D sensing is a new application that uses infrared for
depth and distance measurements whether the development in industrial
electronics or consumer electronics applications is burgeoning. The wafer-level
size package of the material technology just provides the miniature solution of the

infrared 3D sensor to meet its rapid development.

(2) The links between the upstream, midstream, and downstream segments of the
industry supply chain

The semi-conductor industry actually refers to the IC industry, because the
semi-conductor is the raw material of manufacturing IC. IC stands for integrated
circuit, which is a set of tiny electronic circuits on the surface of semi-conductor
wafter, including the processes of IC design, IC manufacturing, IC packaging and
test.
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In early times, most semi-conductor companys were integrated component
manufacturers undetaking the processes from design, manufacturing, packaging,
test, assembly and sale, such as Intel, Tl, Motorola, Samsung, and etc. However,
with the increasing demands for IC chips, due to the inefficient performance, the IC
design and manufacturing costs were getting higher and higher. A single company
could not afford the high cost of development and manufacturing from the upstream
to the downstream. As a result, the industry was gradually evolved to the pattern of
professional labor division.

The business focus of the current IC design companies usually includes two
parts of circuit design and chip sale. Moreover, the middlestream and downstream
processes such as IC manufacturing and IC packaging and test are done by wafer
outsourcing factories, packaging and testing factories. After the finished products
are generated, they will be delivered back to the IC design company for sale.

In recent years, the new packaging related technologies developed from the
manufacturing of semi-conductor components are represented by the middle-end
process between the front-end process and back-end process, including Wafer
Bumping and Wafer Level Package, such as the technical patterns such as
Fan-out WLP, WLCSP, 3D WLP, WL Optics and 3D IC, with the output more than
US$ 1.5 billion. As a leader of professional wafer-level IC packaging, the Company
is also the first one to commercialize the 3D wafer-level packaging technology.

The 3D wafer-level packaging technology can be applied to various market
fields, including consumer electronics, communication, portable computer and
automobile. The product applications include image sensor, optical sensor, power
management IC, power discrete component, analog IC, hybrid signal IC, MEMS
sensor, various biological identification chip (such as the fingerprint identifier) and
integrated passive component.

With the demands for the advanced packaging processes, such as the Flip
Chip BGA or Flip Chip CSP, Wafer Level CSP, Cu Wire Bond, Cu Pillar, especially
the rising of 2.5D/ 3D IC or Through Silicon Via TSV packaging in the future, the
wafer-level packaging service will continue to play a critical role in the related
application products.
(3) Competition Situation

Our major products cover the wafer level packaging of image sensors,
fingerprint sensor, micro-motor control unit and power control unit, whose primary
competitors include:

Primary Competitors in Wafer Level
Packaging

Image sensor / China Wafer Level CSP Co., Ltd., Fitek

Fingerprint sensor | industrial Corp., Huatian Technology Co., Ltd

Major Products
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4. Research and Development
(1) Research and development expense for recent years

Unit: NT$ Thousand

Year As of March

ltem 2017 31, 2018
R&D expense 285,150 66,907
Operating revenues 4,078,484 1,047,077
R&D expense to revenue (%) 6.99% 6.39%

(2) Technical and R&D Overview

a. TSV (through-silicon via Package) packaging technology: successfully imported
CIS (CMOS Image Sensor) mass production, and other related applied MEMS
packaging process has been completed and verified the package into volume
production.

b. CIS-CSP process improvement technology: imported vehicle regulations imaging
packages, package verification has been completed vehicle regulations into mass
production.

c. Introducing special optical glass coating and applied to a variety of advanced
optical sensor.

d. Development of thick copper process, successfully applied to the integrated
passive components products and RF components products.

e. Application of infrared glass coating, glass coating and applied to the import of
advanced infrared optical sensor element mobile phones.

f. Anew generation of improved through-silicon via packaging (TSV CSP) wafer-level
packaging technology research and development.

g. Development of glass-less sensor application.

h. Development and production of FPS (Finger Printer Sensor) application.

i. Development and production of 300mm wafer level package for diverse

applications.

j- Development and production of new-generation biometric sensor.

k. Taiwan has achieved 222 patents, 141 China patents, six Japanese patents, one
Germeny patent and 215 US patents, each other are starting to apply in the case,
most of then related to advanced structural design and manufacturing method
patent packaging technology, a substantial increase in the company's
technological competitiveness.
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(3) Successful development of the technology or product in recent years

Year ltem Main function/Benefit
2016 Thin form factor Provide for the needs of more thin form factor CSP
package development | package needs
Biometric sensor Provide for the application of mobile phone and financial
2017 .
development trading market

5. Long-term and Short-term Business Development Plan
In front of the severe competition from business of the same trade and
ever-changing market, the long-term and short-term development plan of the Company
is listed below:
(1) Short-term plan:
a. To develop the customer-oriented packaging service and enhance customer
satisfaction.

We will promote our high quality services trusted by all clients to meet their
demands with faster and better technology and services, and also provide
diversified packaging technology of wafer level processing to adapt to the
requirements of multiple products.

b. To strengthen the cooperation between the upstream, midstream and downstream
industrial chains.

On the occasion of higher requirements for advanced process, the
cooperation and integration between upstream, midstream and downstream
industries are the keys to the success of advanced process. The Company has
formed a strategic alliance with the wafer manufactures and the primary testing
factories, and collaborates with the large-sized integrated element manufacturer
globally, hoping to become the leading enterprise in advanced packaging
technology and services.

c. To establish a sound operation mechanism with function as the core of cultivation,
SO as to improve the management and operation performance.

Through the education and training, the company can achieve its strategic
goals in business. With the improvement of management and technology as its
appeal, effective performance of the functions as the core of cultivation, and
improvement of work performance as the orientation, it will enhance the staff’'s
work efficiency to make the company able to cope with the rapid change of
environment and challenges.

(2) Medium and long term plan:
a. To maintain the long term cooperation and partnership with our clients and
suppliers

We will attach more attention on the long term cooperation with the upstream
and downstream manufacturers. During the process of division of labor based on
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specialization, the Company will insist on acting as a trustworthy packaging
manufacturer to provide our clients with desired quality and service and also
maintain a good relationship with our suppliers.
b. To develop the innovation in R&D

We will devote ourselves in researching and developing the derived and new
process, such as the application of advanced 3D wafer stacking, new biological
sensor and substrate for connecting wafer connection. The application of products
shall be extended to monitor, medical and other electronic industries rather than
consume, automotive and PC products.

B. Industry Survey and Market Analysis
1. Market Analysis
(1) Sales region

Unit: NT$ Thousand

Year 2017
Region Amount %
Taiwan 2,405,599 59
United States 1,264,164 31
Europe 357,871 9
Asia 50,850 1
otal 4,078,484 100

(2) Market Analysis and Market Share of Advanced Packaging

The electronics industry has entered a new century beyond Moore’s Law. The
traditional method of reducing the line width for faster operation and more power
saving is no longer applicable in some applications. The System on Chip (SoC)
design that semiconductors are proud of over the past decade is no longer a tool for
designing and changing package methods because the speed of digital circuits and
analog circuit lines is becoming increasingly different and the interference between
them is becoming more and more serious. Raising efficiency has become the
epitome beyond Moore's Law.

Advanced packaging methods such as 2.5D/3D package can reduce the
package size and reduce the impedance of the interconnect, which can significantly
increase the wafer speed. For example, various packaging technologies that
package different chips together can exert the highest efficiency of different
semiconductor technology nodes and can also minimize mutual interference.

According to Yole Development's estimation, the entire advanced packaging
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output will grow at 6 percent CAGR.

(3) Supply-demand Situation and Market Growth in the Future

(4)

The newly emerging technology in manufacturing semiconductor components
in the past few years is represented by the Mid-End process between the Front-End
and Back-End processes, which covers the wafer bumping technique, wafer level
package, such as Fan-out, WLP, WLCSP, 3DWLP, WL optics and 3D IC, with its
overall production value beyond USD 1.5 billion. Being the leading enterprise in
professional wafer level IC package, we are also the first company to realize the
commercialization of 3D wafer level packaging techniques. The technique can be
applied in various fields, including consumer electronic products, communication,
portable PCs and automobiles, with the products covering image sensors, optical
sensors, PMICs (power management integrated circuit), power discrete products,
analog integrated circuit, hybrid integrated circuit, MEMS (micro-electromechanical
systems), fingerprint sensor and integrated passive device.

Given the requirements for high level packaging process such as flip chip BGA
or flip chip CSP, wafer level CSp, Cu wire bond and Cu pillar, especially considering
the rising of 2.5D/3D IC or TSV (Through Silicon Via) in the future, the wafer level
packaging will continually play a key role.

Competitive Edges, Positive and Negative Factors in the Prospect and Relevant
Countermeasures

a. Competitive Edge

(a) To enhance the competitive advantage by improving the production efficiency
and reducing the costs
In recent years, the Company has actively facilitated the equipment
automation and optimization of production line to increase the utilization rate.
It will also take advantage of the allocation of production capacity of all plants
to provide products and services quickly in return for the loyalty of the
customers.

(b) Leading Technology to Produce Diversified Products and Application

Experienced in the R&D, manufacture and selling of IC semiconductor
for years, apart from our fine products, short delivery period and great
after-sales service that are highly praised by the clients, our marketing and
R&D teams also develop new comprehensive technical patent. Besides, to
meet the clients’ requirements, we also develop kinds of advanced wafer level
packaging and are selected by famous international brands as the qualified
supplier.
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(c) Group Integration
As the subsidiary of Taiwan Semiconductor Manufacturing Company,
we utilize our own techniques and marketing ability to build a powerful client
base, and also work together with TSMC to provide the Turn-key service
including R&D and manufacture in the semi-conductor supply chain.

(d) Advantage of International Division

The development of packaging industry in Taiwan is positioned as the
partner for global semiconductor manufacturer in the supply chain. With the
advanced strategy for technical development, we take the advantage of the
integration of quality, cost, delivery, production capacity and service to
enhance its overall competitiveness in the international division. Being the
provider of advanced wafer level packaging service, we can not only offer
both domestic and foreign clients with complete system of supply chain
designed by the upstream IC design. Moreover, by cooperating with IC
Foundry Company, we are able to solve the issues derived during the
production process.

b. Positive Factors in the Prospect
(a) Advancement in Wafer Level CSP

To meet the requirements for end products, we have constantly
promoted the development of the Wafer Level CSP process. Currently we aim
to achieve the following goals for packaging process: miniaturization, adoption
of energy-saving components, heterogeneous Integration, and improvement
of product performance; by pursuing those goals, we hope to break through
the boundaries of Moore's law and bring the utmost performance and
integration of semiconductor components and modules. It is worth noting that
the stacking technologies for Wafer Level CSP have already been developed
from Embedded WLP to Stacked Chip Scale Package (SCSP) and Through
Silicon Via (TSV), etc. As shown by the progress of this technological
development, enterprises in semiconductor packaging are constantly pursuing
the 3D staked package technology which can make chips thinner, cut down
the material costs and improve the power-efficiency of chips with reduced
electromagnetic interference and lower power consumption. In face of the
opportunities created by the development of Wafer Level CSP, enterprises of
Taiwan have an edge in industrial ecology since it has a complete industrial
chain for semiconductors. Therefore, it is reasonable to predict a good
prospect for the application of Wafer Level CSP techniques.

(b) Global economy continues to recover steadily
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Recent major research institutes are optimistic about the economic
outlook in 2018 and the leading indicators are rising steadily. The World
Economic Survey of Germany’s Ifo Institute of Economics in the fourth quarter
of last year showed that most economists globally are optimistic about the
current and the next six months. The OECD Composite Leading Indicators
(CLIs) rose month by month and exceeded 100. The Global Manufacturing
Purchasing Managers Index (PMI) also rose steadily. Manufacturing orders in
the United States, the Eurozone, and Japan increased. The increase in
employees to increase production capacity led to a significant increase in the
manufacturing PMI for developed markets.

(c) Independent research and development of core technologies

The company is always strengthening its R&D ability. In recent years,
we have successfully developed the technique of Wafer Level Post
Passivation Interconnection which can be applied to automobile electronics,
and because of the outstanding quality of our products, we have been
recognized as a qualified supplier by many prestigious international brands
and automobile manufacturers. At the mean time, we have also developed the
technique of Wafer Level Post Passivation Interconnection specifically to be
adopted for multiple types of micro-electro mechanical (MEMS) sensors. It is
worth mentioning that this technique can meet the demand for producing
thinner and lighter chips; therefore, it is deemed an indispensable technique
for developing the cutting-edge mobile devices and wearable devices.

c. Negative Factors in the Prospect and Relevant Countermeasures
(a) End products with a shorter product life cycle and a lower average sales price

Since the products are highly substitutable, they are faced with
particularly fierce competition when a large number of competitors are taking
their own shares in the market. As a result, price will drop at an accelerating
rate, and the profit margin will be thinner.

Countermeasures:

In view of constant changes in the market and the technology of
electronic and semiconductor industries, the company should explore a
competitive niche by continuously developing advanced process of
manufacturing and new derivative technologies. Meanwhile, we should
strengthen the cooperation with key customers and strive to integrate the
leading technologies of upstream industries, so as to provide our customers
with high value-added solutions for packaging. Apart from ensuring the timely
introduction of customers’ products into the market, we should also strain to
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enhance our productivity and lower the operating costs by improving the
management of manufacturing, which will lead to higher profits or at least a
stable profit margin.

(b) China vigorously fostering mainland semiconductor enterprises
The Chinese government has offered strong financial support for
developing advanced manufacturing technologies of semiconductors,
including IC design, IC foundry, package testing, and equipment research and
development, etc. Backed by a large number of funds, mainland
manufacturers can obtain larger market share and attract more talents by

lowering the market price.

Countermeasures:

The company should concentrate on exploring advanced techniques of
Wafer Level CSP and achieve product differentiation by designing products
according to requirements for different functions and applications. Meanwhile,
automatic equipment should be introduced to the production so as to enhance
productivity and product quality and effectively cut down the costs. Besides,
we should divert the company to the niche application market in other fields
like sustainable energy, healthcare and automotive electronics. In view of the
increasing demand for analog chips and sensor chips, etc., the company
should gain an edge by obtaining more patented techniques and thus makes
us more stand in the advantageous position in front of the severe competition.

2. Usage and manufacturing processes for the company's main products

(1) Usage for the company's main products

Product Main purpose Main application
Wafer Level Chip Image sensors, Phone, tablet,
Scale Packaging environmental sensors notebook, computers,
automotive, medical
Wafer Level Post Fingerprint sensors, Phone, tablet,
Passivation actuators sensors, notebook computers,
Interconnection micro-electromechanical | cars
components, power,
analog and RF
components
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(2) Manufacturing processes for the company's main products

a. Wafer level CSP packaging technology manufacturing processes:

That has not been carried out before cutting the wafer, the entire wafers
complete the package via a film, yellow and etching the wafer process, and finally
cut into a single IC, this process can be seen as extending front semiconductor fab
process. The biggest advantage is in the process of packaging, the whole piece by
way of a wafer manufacturing process, but at the same time the individual IC
package complete packaging process to reduce expenditures. The basic step of
the packaging process, such as the following:

(a) With a piece of adhesive high light-transmissive thin glass wafer affixed to the
front of the customer to protect the wafer surface from contamination.

(b) Grinding sticky back glass wafer so that the thickness of the wafer becomes
thin, thereby reducing the thickness of the package after. And of etching the
wafer scribe the back of the silicon material removal, so the dolphin
independent IC produced on the adhesive protective sheet of glass.

(c) The protective layer of glass affixed to the back of the wafer, in order to achieve
the protective effect completely covered the IC.

(d) In the glass surface ready to make welding points (Solder Joint) is covered with
a layer of organic material as an insulating buffer layer.

(e) Cutting between individual IC exposed pad sectional then sputtered metal layer,
then use the three-dimensional exposure, developing and etching processes
required to complete the metal line so that the line of the IC pad sectional
communicating.

(f) On the metal line covered with a protective layer.

(9)BGA form of printing element places a manner where the solder paste is printed
on the entire wafer chip solder joints, after reflow (Reflow) the formation of
solder balls.

(h) Cutting the wafer become single package complete IC.
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Wafer Level CSP —Shell 3D Process Flow
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Step F: Dicing and Final inspection

—
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b. TSV (through-silicon via packaging) technology step description:

(a) In a piece of adhesive high light-transmissive thin glass wafer affixed to the
front of the customer to protect the wafer surface from contamination.

(b) After grinding sticky back glass wafer so that the thickness of the wafer
becomes thin, thereby reducing the thickness of the package.

(c) Perform TSV etching as the hole RDL line connection.

(d) In the surface of the wafer is coated with a silicon dioxide as the insulating
layer.

(e) Sputtering surface of the wafer on the metal layer, then use the
three-dimensional exposure, developing and etching processes required to
complete the metal line so that the line of the IC pads sectional communicated.

(f) On the metal line covered with a protective layer.

(g) BGA type printing element places manner solder paste printed on the entire
wafers weld position where, after reflow (Reflow) the formation of solder balls.
Finally, the wafer is diced into single pieces to complete the package of IC.
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TSV Wafer Level Package — Process Flow
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Step E: RDL process
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. Future development plans:

To fulfill the market and customer demand for new product technologies, we
continue to develop wafer-level new process technologies for diverse biometric
sensors, image sensors, ambient light sensors, and micro-electromechanical
systems (MEMS), MOSFETs and other products. To provide technical services
including wafer-level packaging and wafer-level processes at backend market.
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3. Supply situation for the company's major raw materials

Major Raw Materials Supply Name Foreign | Domestic | Supply Situation
Thin Glass SCHOTT ~ NEG v Good
Aluminum Etch Thipod + KANTO-PPC v Good
Target Umicore ~ Grikin v Good
Solder Mask Rohm & Haas v Good
Photo Resist Merk Performance Material v Good

4. Major Suppliers and Clients:

(1) A list of any suppliers accounting for 10 percent or more of the company's total
procurement amount in either of the 2 most recent fiscal years: None.

(2) A list of any clients accounting for 10 percent or more of the company's total sales
amount in either of the 2 most recent fiscal years:

Unit: NT$Thousand

2016 2017
Item [ Company Amount % Relgtlon with | Company Amount % Relgmon with
Name issuer Name issuer
Investors that Investors that
1 |companyA |1,376,437 |35 [havesignificant o oA | 2,074.265 |51 |Pave significant
influence over influence over
the Company the Company
2 |Company B |1,294,256 | 33 None Company B | 1,078,319 | 26 None
3 |Company C| 533,869 | 14 None Company C| 292,872 | 7 None
Others 716,136 | 18 Others 633,028 | 16
Net Sales 3,920,698 | 100 Net Sales | 4,078,484 | 100

5. Production in the last two years:

Unit: NT$Thousand, Thousand pice (8 inch equivalent wafer)

Year 2016 2017

Output
Major Products Capacity | Output Amount | Capacity | Output Amount
Wafer Level Chip
Scale Packaging 468 237 2,582,313 460 255 3,104,608
Wafer Level Post
Passivation 611 381 1,298,478 437 389 1,070,146
Interconnection
Others 0 0 10,767 0 0 10,110
Total 1,079 618 3,891,558 897 644 4,184,864
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6. Shipment and net revenue in the last two years:

Unit: NT$Thousand, Thousand pice (8 inch equivalent wafer)

Year 2016 2017

Shipemet & Revenue Domestic Export Domestic Export

Major Products Quantity| Net revenue | Quantity | Net revenue | Quantity | Net revenue |Quantity| Net revenue
Wafer Level Chip Scale

Packaging 31 294,263 205 | 2,059,713 74 | 1,378,465 171 1,446,834
Wafer Level Post

Passivation ] 259 | 1,376,832 124 166,963 212 | 1,020,007 173 212,787
Interconnection
Others 0 10,313 0 12,614 0 7,127 0 13,264
Total 290 | 1,681,408 329 | 2,239,290 286 | 2,405,599 344 1,672,885

C. Personnel Structure

As of March
Year 2016 2017
31, 2017
Direct Labor 1,189 1,294 1,247
Number of g b

Employees Indirect Labor 722 699 660
Total 1,911 1,993 1,907
Average Age (years) 34 34 35
Average Years of Service (years) 4.4 4.6 4.8
Ph.D. 13 9 9
Masters 350 331 308
Education Bachelor’s Degree 913 1,013 967
Senior High School 592 594 580

Below Senior High
School 43 46 43

D. Environmental Protection Measures
1. The loss or penalty caused by environmental pollution:

2016: Not operating in accordance with the scope of operation of the air pollution license.
The penalty was NT$100,000.

2017: Waste solvent removal vendors were unable to clear the factory output and did not
immediately declare the temporary deposit. They declared a temporary deposit in
February of the year. The penalty was NT$120,000. The EPA's on-site auditing of
temporary wastes is not marked clearly. The penalty was NT$60,000.

2. Countermeasures:
(1) Add operating item and scope in daily report.
(2) Increase 3 contract clearance companies to ensure the smooth removal of
waste.
(3) Actual factory temporary waste changes to monthly updates and online filing.
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(4) Set up inspection, reporting, and check points for waste removal, and a general
platform for the control of waste storage, removal and reduce temporary storage
in the factory.

Besides operating and maintaining waste water and air pollutant treatment facilities
as well as conducting waste sorting pursuant to environmental regulations, as a member
of the global community, the Company constantly follows the latest trends of international
environmental protection and is dedicated to developing and implementing various
carbon footprint reduction programs. By means of the above actions, the Company hopes
to conserve electric energy and reduce greenhouse gas (GHG) emissions in order to
alleviate greenhouse effect and global warming.

The Company has obtained Environmental and Safety Management System
certifications such as ISO 14001 and OHSAS 18001 for many years. However, it still
constantly promotes and improves the environment and safety system as well as the
culture of its factories every year. It has further adopted measures to meet the
requirements of the Taiwan Occupational Safety and Health Management System
(TOSHMS) and has obtained the certification. Additionally, it has passed the Greenhouse
Gas Inventory Assessment and the carbon footprint assessment of the main products.
The Company is dedicated to its Environment, Health and Safety Policies. (A Sustainable
Taiwan, A Beautiful Planet, A Safer Home)

E. Labor Relations
1. List any employee benefit plans, continuing education, training, retirement systems, and
the status of their implementation, and the status of labor-management agreements and
measures for preserving employees' rights and interests:

(1) Employee Benefit Programs

a. According to “Employee Welfare Fund Ordinance”, Xintec has organized the
Employee Welfare Committee for employee benefits and bonuses.

b. All employees will be participating in the national health insurance, labor insurance
and group insurance. Each employee can apply the insurance benefits.

c. Xintec's compensation program includes year-end bonuses. When annual
settlement, after paying taxes, making up a deficit, reserving dividends and fund, if
have any surplus, Xintec will pay compensation in according to related regulations.

d. Xintec has performance management system. Depending on the quarterly
operating results, the President can decide whether to grant quarterly incentive
bonus.

(2) Training & Development
In Xintec, we treat our employees as the most important assets. We focus on
personal effectiveness, technical, or managerial training program to strengthen and
broaden employees’ view and competencies for employees’ career.
In 2017, Xintec conducted 135 internal training sessions, which translated to a
company-wide total of nearly 304.8 training hours with the participation of over 3,692
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attendees. And also record or revised 50 e-courses. The total hours of e-courses are

13.8 hrs. The total training expenses reached NT$1,026 thousand. Xintec’s training

programs include:

a. New Employee Training
Provide basic knowledge and ESH training for new employees.

b. Personal Effectiveness
Provide personal effectiveness training courses to have our employees equipped
to work efficiently and effectively. The course includes time management,
presentation skill, how to hold the meeting, confrontation management, and so on.

c. Technical Training
Align internal and external experts to develop technical training courses to
strengthen our competitiveness.

d. On-the-Job Training
Provide technical and professional training required by different functions within the
Company.

e. Managerial Training
According to required manager's competencies, provide different level managerial
training courses to enhance manager's managerial skills.

f. Specific Qualification
According to related regulations or their performance, implement certificate training
for upgrading the product quality by means of improving the competencies and
skills of the employees.

(3) Retirement Policy:

According to the related laws and regulations, Xintec contributes an amount
equal to 2% of salaries paid each month to employees’ respective pension funds,
which are administered by the Labor Pension Fund Supervisory Committee and
deposited in the Committee’s name in the Bank of Taiwan. According to the related
laws and regulations, implement pension payment program. Since July 1, 2005,
according to the Labor Pension Act, Xintec has made monthly contributions equal to
6% of each employee’s monthly salary to employees’ pension accounts.

(4) Labor-Management relationship:

Xintec has established the related regulations for recruitment, promotion,

retirement, pension and other benefits to enhance Labor-Management relationships.
(5) Working Environment and Employee Safety Protection:

Xintec’s ESH policy is focused on establishing a safe working environment,
preventing occupational injury and iliness, keeping employees healthy, enhancing
every employee’s awareness and sense of accountability to ESH. The entrances to
the company are equipped with access control device; the gym and nursing room
with an emergency pressure deduction; the main entrance and public areas have 24
hours security guards to protect the personal safety.

Health promotion activities for employees include fithess programs, body
weight control programs, health examination, health lecture, provide the
visually-impaired massage station and health care professionals provide health
services.
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Participate in government activities and obtain “Badge of Accredited Healthy
Workplace" from the Ministry of Health and Welfare National Health Agency.

2. List any loss sustained as a result of labor disputes in the most recent fiscal year, and
during the current fiscal year up to the date of printing of the annual report, disclose an
estimate of losses incurred to date or likely to be incurred in the future, and indicate
mitigation measures being or to be taken: None.

-79-



F. Major Contracts

Agreement Counterparty Period Major Contents Restrictions
The contract shall not
08/2015~12/2020 |Zhongli Industrial Park (AL-1) be transfered, gifted,
splited or otherwise
disposed
09/2010~03/2019 |Zhongli Industrial Park (A4-1~ A4-4) |The contract shall not
05/2003~12/2019 |Zhongli Industrial Park (A5-3) be subleased, lended
: ; _ _ or for others to use.
10/2003-12/2019 Zhongli Industrial Park (A1-3,A1-4,
A2-4)
11/2003~12/2019 |Zhongli Industrial Park (A5-1)
Ministry of economic affairs ~ [10/2010~03/2019  |Zhongli Industrial Park (A8-1)
Lease 01/2013~12/2018  |Zhongli Industrial Park (C7-1,C7-2)
agreement ) -
04/2012~12/2018 |Zhongli Industrial Park (A7-3)
08/2012~12/2018 |Zhongli Industrial Park (A3-1)
01/2013~12/2018 |Zhongli Industrial Park (C9-1,C9-2)
Zhongli Industrial Park
03/2012~12/2018 (C8-2,C10-1,C10-2)
05/2010~04/2020 Zhongli Industrial Park (A5-4 ~ A7-2 ~
A8-3)
Unice E-O services Inc. 11/2010~10/2020 |Zhongli Industrial Park (A3-3, A3-4)
Argosy Research Inc. 05/2017~04/2019 |Zhongli Industrial Park (C2-2)
ga'plf' Fubon Commercial |0 /617_05/2022  |Working capital Line C shall not be a
ank_ - — pledge to others or
faipet Fubon Commercial |06/2017~05/2022  |Working capital other financial
Car Eastorm Int tional commitments ratio
ar =astern Internationa 06/2017~06/2022 |Working capital without the consent of
Bank
Far Eastern International the Bank
BZ;kaS ern internationa 06/2017~06/2022 |Machinery and equipment collateral
Far Eastern International 10/2015~04/2021 [Working capital
Bank
First Commercial Bank 07/2012~07/2018 |Working capital
Borrowing v = " I
contracts egan e.rna ona 08/2017~01/2023 |Real estate guarantee
Commercial Bank
Mega Inte_rnatlonal 08/2017~02/2023 |Real estate vice guarantee
Commercial Bank
i : None
Taishin International Bank 06/2017~09/2022 |Real estate guarantee
Taishin International Bank 06/2017~09/2022 |Working capital
Hua Nan Bank 10/2017~11/2022 |Working capital
Entie Bank 09/2017~03/2018 |Machinery and equipment collateral
Shanghai Commercial Bank & 551 7_03/2018 | Working capital
Saving Bank
Backend
service TSMC 06/2013~(Notel) |[Backend packing service Duty of confidentiality
contract
Notel: The contract is still valid except with the consent of the parties to terminate.
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V1. Operational Highlights

A. Most Recent 5-Year Concise Financial Information

1. Most Recent 5-Year Concise Balance Sheet and Statement of Comprehensive
Income

(1) Concise Balance Sheet
Unit: NT$, in thousands

Year
ltem 2013 2014 2015 2016 2017
Current assets 2,211,767 | 2,035,251 1,771,461 | 2,023,778 | 2,470,933
Net property, plant and 6,026,007 | 6,591,778 | 6,561,638 | 6,128,613 | 5:457.634
equipment
Intangible assets 71,694 87,437 81,986 69,361 57,240
Others assets 52,689 112,803 104,128 212,524 216,845
Total asstes 8,362,157 | 8,827,269 8,519,213 | 8,434,276 | 8,202,652
Befor 2,309,199 | 1,760,450 | 1,592,892 | 1,214,362 | 1,363,854
Current Distribution
liabilitles \After | 439,220 | 2,046,195 | 1,727,330 | 1,214,362 | (Note2)
Distribution
Non-current liabilities 1,937,542 | 2,412,576 | 1,074,440 | 2,114,962 | 2,434,681
Befor 4,246,741 | 4,173,026 | 2,667,332 | 3,329,324 | 3,798,535
Total Distribution
Liabilites —\After | 4 376,762 | 4458771 | 2,801,770 | 3,320,324 | (Note2)
Distribution
Equity attributable to
sharlholders of parent 4,115,416 | 4,654,243 | 5,851,881 | 5,104,952 | 4,404,117
company
Capital stock 2,364,018 | 2,381,207 2,688,761 | 2,698,534 | 2,719,193
Capital surplus 524,855 547,724 1,580,613 | 1,592,780 | 1,630,968
Befor
Retained  |Distribution | 1:226:824 | 1,726,135 1,584,281 813,638 79,104
eamings |After 1,096,803 | 1,440,390 | 1,449,843 | 813,638 | (Note2)
Distribution
Other equity (281) (823) (1,774) - (25,148)
Treasury stock - - - - -
Non-controlling interests - - - - -
Befor
=1l 4,115,416 | 4,654,243 | 5,851,881 | 5,104,952 | 4,404,117
.. |Distribution
Total equity After
et 3,985,395 | 4,368,498 | 5,717,443 | 5,104,952 | (Note2)
Distribution

Note 1: Numbers were audited by CPA.

Note 2: Subject to change after shareholders’ meeting resolution.
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(2) Concise Statement of Comprehensive Income

Unit: NT$, in thousands

Year
2013 2014 2015 2016 2017

Iltem
Operating revenue 4,256,761 | 4,934,078 | 4,878,088 | 3,920,698 | 4,078,484
Gross profit 695,142 948,204 691,371 (298,833) (349,608)
Operating income (loss) 380,636 675,630 234,619 (713,382) | (719,390)
Non-operating income and (31,873) |  (15704) | (20,354) |  (28,249) |  (41,464)
expense
Itgiome (loss) before income 348,763 659926 214,265 (741,631) (760,854)
Profit (loss) from continuing 288,881 628,653 | 146,799 | (636,819) | (733,280)
operations
Loss from discontinuing i i i i i
operations
Net income (loss) 288,881 628,653 146,799 (636,819) | (733,280)
Other comprehensive income 1,188 137 (3,859) 2388 (1,254)
(loss)
;‘c’)f;)comprehens've income 290,069 628,790 142,940 | (634.431) | (734,534)
Netincome (loss) attributable 288,881 628,653 146,799 | (636,819) | (733,280)
to owner of the corporation
Net income (loss) attributable i i i i i
to non-controlling interests
Comprehensive income
(loss) attributable to owner of 290,069 628,790 142,940 (634,431) (734,534)
the corporation
Comprehensive income
(loss) attributable to - - - - -
non-controlling interests
Earnings (loss) per share 1.22 2.65 0.56 (2.36) (2.71)

Note 1: Numbers were audited by CPA.

-82-




. CPAs and Their Opinions for Most Recent 5-Years

Year

Name of CPA

Auditor’'s Opinion

2013

Lin Hung Peng
Huang Yu Feng

An Unqualified Opinion

2014

Lin Hung Peng
Huang Yu Feng

An Unqualified Opinion

2015

Huang Yu Feng
Lin Cheng Chih

An Unqualified Opinion

2016

Huang Yu Feng
Lin Cheng Chih

An Unqualified Opinion

2017

Huang Yu Feng
Lin Cheng Chih

An Unqualified Opinion
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B. Most Recent 5-Year Financial Analysis
1. Financial Analysis

Year 2013 2014 2015 2016 2017

Item

Capital Debts Ratio (%) 50.79 47.27 31.31 39.47 46.31

Structure [ ong-term Fund to Property, Plant

Analysis  |and Equipment (%) 100.45 |107.21 | 10556 | 117.81 | 12531

Current Ratio (%) 95.78 115.61 111.21 166.65 181.17
Liquidity . ]
Analysis Quick Ratio (%) 83.34 99.33 90.25 145.01 143.25
Times Interest Earned (Times) 13.39 20.43 9.71 (29.99) (18.16)
Average Collection Turnover (Times) 7.28 5.84 6.40 6.90 4.78
Average Collection Days 50.13 62.50 57.03 52.89 76.35
Operatin Average Inventory Turnover (Times) | 19.45 18.52 18.46 20.51 14.29
Perrf)orman%e Average Payment Turnover (Times) 17.83 15.02 14.83 17.09 15.43
Analysis Average Inventory Turnover Days 18.76 19.70 19.77 17.79 25.54
Property, Plant and Equipment 0.81 0.78 0.74 0.62 0.70
Turnover (Times)
Total Assets Turnover (Times) 0.59 0.57 0.56 0.46 0.49
Return on Total Assets (%) 4.34 7.64 1.93 (7.28) (8.42)
Return on Total Equity (%) 7.27 14.34 2.79 (11.62) (15.42)
Profitability |Pre-tax Income to Paid-in Capital
Analysis  |Ratio (%) 14.75 27.71 7.97 (27.48) (27.98)
Net Margin (%) 6.79 12.74 3.01 (16.24) (17.98)
Basic Earnings Per Share (NT$) 1.22 2.65 0.56 (2.36) (2.71)
Cash Flow Ratio (%) 88.09 67.99 104.59 38.49 (12.43)
Cash flow |Cash Flow Adequacy Ratio (%) 85.96 79.63 73.71 80.87 66.53
Cash Flow Reinvestment Ratio (%) 18.09 8.05 9.76 2.17 (2.08)
Operating Leverage 4.82 3.42 8.73 (2.80) (2.55)
Leverage
Financial Leverage 1.08 1.05 1.12 0.97 0.95

The reasons for all financial ratio changes within the most recent two years are as follows (if less than
20% are exempt from analysis):

1. Times interest earned increased was mainly due to the increase in the interest expense.

2. Average collection turnover decreased and average collection days increased was due to accounts receivable
at the end of period increased.

3. Average inventory turnover decreased and average inventory turnover days increased was due to inventory at
the end of period increased.

4. Return on total equity decreased was mainly due to the net loss increased.

5. Cash flow ratio and cash flow reinvestment ratio decreased was mainly due to cash flow from operating
activities decreased in 2017.
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Formula :
1. Capital Structure Analysis
(1) Debt Ratio = Total Liabilities / Total Assets
(2) Long-term Fund to Property, Plant and Equipment Ratio = (Shareholders’ Equity
+Noncurrent Liabilities) / Net Property, Plant and Equipment
2. Liquidity Analysis
(1) Current Ratio = Current Assets / Current Liabilities
(2) Quick Ratio = (Current Assets - Inventories - Prepaid Expenses) / Current
Liabilities
(3) Times Interest Earned = Earnings before Interest and Taxes / Interest Expenses
3. Operating Performance Analysis
(1) Average Collection Turnover (Times)= Net Sales / Average Trade Receivables
(2) Average Collection Days =365, Average Collection Turnover
(3) Average Inventory Turnover (Times)=Cost of Sales / Average Inventory
(4) Average Payment Turnover (Times)= Cost of Sales / Average Trade Payables
(5) Average Inventory Turnover Days= 365, Average Inventory Turnover
(6) Property, Plant and Equipment Turnover (Times)= Net Sales / Average Net
Property, Plant and Equipment
(7) Total Assets Turnover (Times)=Net Sales / Average Total Assets
4. Profitability Analysis
(1) Return on Total Assets = (Net Income + Interest Expenses * (1 - Effective Tax Rate))
/ Average Total Assets
(2) Return on Total Equity = Net Income ~Average Total equity
(3) Pre-tax Income to Paid-in Capital Ratio = Income before Tax / Paid-in Capital
(4) Net Margin = Net Income / Net Sales
(5) Earnings Per Share = (Net Income Attributable to Shareholders of the Parent —
Preferred Stock Dividend) / Weighted Average Number of Shares Outstanding
5. Cash Flow
(1) Cash Flow Ratio = Net Cash Provided by Operating Activities / Current Liabilities
(2) Cash Flow Adequacy Ratio = Five-year Sum of Cash from Operations / Five-year
Sum of Capital Expenditures, Inventory Additions, and Cash Dividend
(3) Cash Flow Reinvestment Ratio = (Cash Provided by Operating Activities - Cash
Dividends) /(Gross Property, Plant and Equipment + Long-term Investments +
Other Noncurrent Assets+ Working Capital)
6. Leverage
(1) Operating Leverage = (Net Sales - Variable Cost) / Income from Operations
(2) Financial Leverage = Income from Operations / (Income from Operations — Interest
Expenses)
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C. Audit Committee’s Review Report

Audit Committee’s Review Report

The Board of Directors has prepared the Company’s 2017 Business
Report, Financial Statements, and Proposal for the Offset of Deficits. The
CPA firm of Deloitte & Touche was retained to audit Xintec’'s Financial
Statements and has issued an audit report relating to the Financial
Statements. The Business Report, Financial Statements, and the Offset of
Deficits Proposal have been reviewed and determined to be correct and
accurate by the Audit Committee members of Xintec Inc. According to
Article 14-4, 14-5 of the Securities and Exchange Act and Article 219 of the
Company Law, we hereby submit this report.

Xintec Inc.

Chairman of the Audit Committee: Robert Hsieh

February 6, 2018

-86-



D. Financial Statements and Independent Auditors’ Report

Xintec Inc.

Financial Statements for the
Years Ended December 31, 2017 and 2016 and
Independent Auditors’ Report
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INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Shareholders
Xintec Inc.

Opinion

We have audited the accompanying financial statésnenXintec Inc. (the “Company”), which comprideet
balance sheets as of December 31, 2017 and 20d&harstatements of comprehensive income, chamges i
equity and cash flows for the years then endedtldotes to the financial statements, includisgmamary of
significant accounting policies.

In our opinion, the accompanying financial statetagoresent fairly, in all material respects, theaficial
position of the Company as of December 31, 20172816, and its financial performance and its céss
for the years then ended in accordance with theil@egns Governing the Preparation of Financial dgtepby
Securities Issuers and the International FinanBlaporting Standards (IFRS), International Accoumntin
Standards (IAS), IFRIC Interpretations (IFRIC), &L Interpretations (SIC) endorsed and issued effect
by the Financial Supervisory Commission of the Rxéipwof China.

Basis for Opinion

We conducted our audits in accordance with the Réigus Governing Auditing and Attestation of Ficai
Statements by Certified Public Accountants andtangdstandards generally accepted in the Republichina.
Our responsibilities under those standards aredudescribed in the Auditors’ Responsibilities thoe Audit of
the Financial Statements section of our report. aféeindependent of the Company in accordance Thth
Norm of Professional Ethics for Certified Publicodtintant of the Republic of China and we havelfatfiour
other ethical responsibilities in accordance withse requirements. We believe that the audit acileve
have obtained is sufficient and appropriate to jpl®a basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in oofegsional judgment, were of most significanceun audit of
the financial statements for the year ended Deceihe2017. These matters were addressed in titexdaf
our audit of the financial statements as a whate, ia forming our opinion thereon, and we do naivite a
separate opinion on these matters.

Key audit matters for the Company’s financial stadats for the year ended December 31, 2017 amdstet
follows:

Provision for sales returns and allowances

In the face of a highly competitive wafer packagmgsiness environment in the semiconductor indugtey
Company provides a variety of business incentigespecific customers or products to enhance itgpetitive
advantage. The Company measures revenue by takm@ccount business incentives earned by custmer
and records a provision for estimated businessnin@s in the same period in which the related meeeis
recorded. Such provision is recorded under theigion for sales returns and allowances and isroéted by
management primarily based on historical experiemugkthe varying contractual terms. Refer to NdteS
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and 14 to the accompanying financial statementshidetails of the information about the provisionsales
returns and allowances. Since the provision fdessaeturns and allowances is subject to manageénent
judgment, which has significant uncertainty, and thsult could also affect the net revenue in thantial
statements, it has been identified as a key aualtitem

Our audit procedures performed in respect of tlwalarea included the following:

1. We understood and tested the design and opgreffiectiveness of the key controls over the piouigor
sales returns and allowances;

2. We understood and assessed the reasonablenessafement’'s assumptions made and the methodology
used in estimating the provision for sales retams allowances;

3. We sampled and inspected the Company’s saldsacts10f its main products by agreeing the coitiglc
terms and performing an analysis to challenge memagt’'s estimation of whether specific productsehav
met business incentive conditions and to verifyrdrsonableness of the accrual of the provision;

4. We evaluated the reasonableness of the estinmtedsion by comparing it with the actual business
incentives paid in the past; and

5. We inspected the Company’s sales returns amvaftices general ledger subsequent to the financial
reporting date for any significant unusual transast

Impairment of property, plant and equipment (PP&E)

As of December 31, 2017, the carrying amount of @@mmpany’s PP&E was NT$5,457,634 thousand,
representing 67% of its total assets. AccordingA® 36 “Impairment of Assets”, management shadleas
whether there is any indication that PP&E may bpamed. When any such indication exists, managémen
shall estimate if the recoverable amount of PP&Heis than its carrying amount. For the year ended
December 31, 2017, the Company recognized impairtneses of NT$21,863 thousand on certain equipment
that was determined by management to have no futseg and the carrying amount of the equipment is
expected to be unrecoverable. Refer to Notesahdb 11 to the accompanying financial statementgher
details of the accounting policies, judgments,neations, uncertainty of assumptions and the reldisclosure
information about the impairment of PP&E.

In the process of evaluating the potential impairmef PP&E, the Company’s management assessed the
recoverable amount of specific asset groups wettctinsideration of each asset's model in use anddture of

the industry. In determining the independent ciisWs of each specific asset group, management snake
assumptions and subjective judgments about theceeghéuture 5-year revenue and expenses, useéd ind
discount rates calculated from the weighted avecage of capital model. Since such assumptionsaigect

to management’s judgments, future changes in ecenaonditions, industry trends or management’s
operational strategies, which involve significantertainty, the impairment of PP&E has been idmdifs a

key audit matter.

Our audit procedures performed in respect of tlevalarea included the following:

1. We understood and tested the design and opgrefiactiveness of the key controls over the predes
assess the impairment of PP&E;

2. We understood and reviewed whether the estimatiadhe independent cash flows of specific assatijgs
was consistent with the financial projections apptb by the Board of Directors. We inspected and
evaluated whether the Company’s management prefiaregpected future 5-year operations resultsdase
on the Company’s current operating results, hisdbtrend and industry conditions that are updtitedly;
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3. We understood and assessed the reasonablends® afssumptions and model that the Company’s
management adopted to estimate the recoverablerarabspecific asset groups, including the evabrati
process and basis of the expected future 5-yeaatipes. We evaluated whether the risk-free irsterate,
expected volatility and risk premium used in catulg the weighted average cost of capital rateewer
consistent with the Company’s current operatingustaand industry conditions, and we performed a
recalculation; and

4. We compared the recent financial statementsesuigsit to the financial reporting date to the curperiod
and evaluated any significant impact to the assiompin assessing the impairment of PP&E.

Responsibilities of Management and Those Charged thi Governance for the Financial Statements

Management is responsible for the preparation airdpfesentation of the financial statements inoedance
with the Regulations Governing the Preparation iohficial Reports by Securities Issuers and the JHRS,
IFRIC, and SIC endorsed and issued into effectheyRinancial Supervisory Commission of the Repubfic
China, and for such internal control as managengetérmines is necessary to enable the preparafion o
financial statements that are free from materiaistatement, whether due to fraud or error.

In preparing the financial statements, managemgntesponsible for assessing the Company’s abitity t
continue as a going concern, disclosing, as apgécanatters related to going concern and usinggthing
concern basis of accounting unless management d@itleads to liquidate the Company or to cease aijmeTs,

or has no realistic alternative but to do so.

Those charged with governance, including the AGditnmittee, are responsible for overseeing the Cagipa
financial reporting process.

Auditors’ Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assuradnmet avhether the financial statements as a whaefrae

from material misstatement, whether due to fraueroor, and to issue an auditors’ report that idekiour

opinion. Reasonable assurance is a high levessifrance, but is not a guarantee that an auditucted in

accordance with the auditing standards generallgf@ed in the Republic of China will always detechaterial

misstatement when it exists. Misstatements case drom fraud or error and are considered matéfial
individually or in the aggregate, they could readupn be expected to influence the economic decssafrusers
taken on the basis of these financial statements.

As part of an audit in accordance with the audistandards generally accepted in the Republic aiaChwve
exercise professional judgment and maintain prajaasskepticism throughout the audit. We also:

1. Identify and assess the risks of material misstant of the financial statements, whether dutaied or
error, design and perform audit procedures respens those risks, and obtain audit evidence that i
sufficient and appropriate to provide a basis for opinion. The risk of not detecting a material
misstatement resulting from fraud is higher thandime resulting from error, as fraud may involvéuzion,
forgery, intentional omissions, misrepresentati@nghe override of internal control.

2. Obtain an understanding of internal controlvald to the audit in order to design audit proceduhat are
appropriate in the circumstances, but not for tigase of expressing an opinion on the effectiveinéshe
Company’s internal control.

3. Evaluate the appropriateness of accounting ipsligsed and the reasonableness of accountingaéssirand
related disclosures made by management.

4. Conclude on the appropriateness of managemease'®f the going concern basis of accounting aased

on the audit evidence obtained, whether a mateniedrtainty exists related to events or conditibias may
cast significant doubt on the Company’s abilityciantinue as a going concern. If we conclude that a
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material uncertainty exists, we are required tavdagtention in our auditors’ report to the relatksclosures
in the financial statements or, if such discloswaesinadequate, to modify our opinion. Our cosiclos
are based on the audit evidence obtained up tdateeof our auditors’ report. However, future egeor
conditions may cause the Company to cease to c@nés a going concern.

5. Evaluate the overall presentation, structureamdent of the financial statements, includingdiselosures,
and whether the financial statements represenutigerlying transactions and events in a manner that
achieves fair presentation.

We communicate with those charged with governaegarding, among other matters, the planned scope an
timing of the audit and significant audit findingscluding any significant deficiencies in interr@ntrol that
we identify during our audit.

We also provide those charged with governance aighatement that we have complied with relevaritaith
requirements regarding independence, and to conuaenivith them all relationships and other mattbet
may reasonably be thought to bear on our indepeedamd where applicable, related safeguards.

From the matters communicated with those chargéd governance, we determine those matters that efere
most significance in the audit of the financialtetaents for the year ended December 31, 2017 amd ar
therefore the key audit matters. We describe timestters in our auditors’ report unless law or tagjon
precludes public disclosure about the matter ornyle extremely rare circumstances, we determira #h
matter should not be communicated in our reportabse the adverse consequences of doing so would
reasonably be expected to outweigh the public éstdsenefits of such communication.

The engagement partners on the audit resultindgpigmibdependent auditors’ report are Yu Feng Huand
Cheng Chih Lin.

Deloitte & Touche
Taipei, Taiwan
Republic of China

February 6, 2018

Notice to Readers

The accompanying financial statements are intendety to present the financial position, financial
performance and cash flows in accordance with anting principles and practices generally acceptadhie
Republic of China and not those of any other judsdns. The standards, procedures and practicegudit
such financial statements are those generally &gdgh the Republic of China.

For the convenience of readers, the independentt@streport and the accompanying financial staets
have been translated into English from the origi@ainese version prepared and used in the Repuablzhina.
If there is any conflict between the English versamd the original Chinese version or any diffeernc the
interpretation of the two versions, the Chineseglzage independent auditors’ report and financiatsments
shall prevail.
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XINTEC INC.

BALANCE SHEETS
(In Thousands of New Taiwan Dollars)

ASSETS

CURRENT ASSETS
Cash and cash equivalents (Note 6)
Financial assets at fair value through profit @sl¢Note 7)
Accounts receivable, net (Note 9)
Receivables from related parties, net (Notes 92&0)d
Inventories (Notes 5 and 10)
Other financial assets
Other current assets (Notes 13 and 29)

Total current assets

NONCURRENT ASSETS
Property, plant and equipment (Notes 5, 11 and 30)
Intangible assets (Note 12)
Deferred income tax assets (Notes 5 and 24)
Refundable deposits
Net defined benefit assets (Note 16)

Total noncurrent assets

TOTAL

December 31, 2017

December 31, 2016

Amount % Amount %
$ 788,186 10 $ 1,209,162 14
11,372 - - -
323,668 4 426,571 5
830,423 10 124,539 2
448,320 5 171,444 2
129 - 647 -
68,835 1 91,415 1
2,470,933 30 2,023,778 24
5,457,634 67 6,128,613 73
57,240 1 69,361 1
204,403 2 199,669 2
11,040 - 11,015 -
1,402 - 1,840 -
5,731,719 70 6,410,498 76
$ 8,202,652 100 $ 8,434,276 100

The accompanying notes are an integral part ofitlamcial statements.

-92 -

LIABILITIES AND EQUITY

CURRENT LIABILITIES
Financial liabilities at fair value through profit loss
(Note 7)
Accounts payable
Salary and bonus payable
Payables to contractors and equipment suppliers
Provisions - current (Notes 5 and 14)
Long-term borrowings - current portion (Notes Hal 80)
Accrued expenses and other current liabilitiestéNa®)

Total current liabilities

NONCURRENT LIABILITIES
Long-term borrowings (Notes 15 and 30)
Provisions - noncurrent (Notes 5 and 14)

Total noncurrent liabilities
Total liabilities

EQUITY (Notes 17 and 26)
Capital stock - common stock
Capital surplus
Retained earnings
Appropriated as legal reserve
Appropriated as special reserve
(Accumulated deficits) unappropriated earnings

Other
Total equity

TOTAL

December 31, 2017

December 31, 2016

Amount % Amount %
$ 178 - $ 9,534 -
357,936 4 216,171 2
153,343 2 155,672 2
175,252 2 324,456 4
52,151 1 55,367 1
126,250 1 146,875 2
498,744 6 306,287 3
1,363,854 16 1,214,362 14
2,361,875 29 2,078,125 25
72,806 1 36,837 -
2,434,681 30 2,114,962 25
3,798,535 46 3,329,324 39
2,719,193 33 2,698,534 32
1,630,968 20 1,592,780 19
274,233 3 274,233 3
- - 1,774 -
(195,129) (2) 537,631 7
79,104 1 813,638 10
(25,148) - - -
4,404,117 54 5,104,952 61
$ 8,202,652 100 $ 8,434,276 100



XINTEC INC.

STATEMENTS OF COMPREHENSIVE INCOME

(In Thousands of New Taiwan Dollars, Except Loss P&hare)

OPERATING REVENUE (Notes 5, 19 and 29)
OPERATING COSTS (Notes 10, 26 and 29)
GROSS LOSS

OPERATING EXPENSES (Notes 26 and 29)
Sales and marketing
General and administrative
Research and development

Total operating expenses

OTHER OPERATING INCOME AND EXPENSES, NET
(Notes 11, 20, 26 and 29)

LOSS FROM OPERATIONS

NON-OPERATING INCOME AND EXPENSES
Interest income (Note 21)
Finance costs (Note 22)
Other gains and losses (Note 23)

Total non-operating income and expenses
LOSS BEFORE INCOME TAX
INCOME TAX BENEFIT (Note 24)
NET LOSS

OTHER COMPREHENSIVE INCOME (LOSS)
Items that will not be reclassified subsequentlprtofit or
loss
Remeasurement of defined benefit plans (Note 16)
Items that may be reclassified subsequently taitpoof
loss
Cash flow hedges (Note 17)

Other comprehensive (loss) income for the year
TOTAL COMPREHENSIVE LOSS FOR THE YEAR
LOSS PER SHARE (Note 25)

Basic loss per share
Diluted loss per share

2017 2016
Amount % Amount %

$ 4,078,484 100 $ 3,920,698 100
4,428,092 109 4,219,531 108
(349,608) (9) (298,833) (8)
43,097 1 39,078 1
111,981 3 116,450 3
285,150 7 316,282 8
440,228 11 471,810 12
70,446 2 57,261 2
(719,390) (18) (713,382) (18)
5,866 - 2,882 -
(39,701) (8] (23,934) D
(7,629) - (7,197) -
(41,464) (1) (28,249) (1)
(760,854) (19) (741,631) (19)
27,574 1 104,812 3
(733,280) (18) (636,819) (16)
(1,254) - 614 -
- - 1,774 -
(1,254) - 2,388 -
$ (734,534) (18) $ (634,431) (16)

$ (2.71) $ (2.36)

$ (2.71) $ (2.36)

The accompanying notes are an integral part ofitlacial statements.
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XINTEC INC.

STATEMENTS OF CHANGES IN EQUITY
(In Thousands of New Taiwan Dollars)

BALANCE, JANUARY 1, 2016
Appropriation and distribution of 2015 earnings

Legal reserve

Special reserve

Cash dividends to stockholders

Total

Net loss in 2016
Other comprehensive income in 2016, net of inccame t
Total comprehensive (loss) income in 2016
Issuance of stock from exercise of employee st@tions
Compensation cost of employee stock options

BALANCE, DECEMBER 31, 2016

Appropriation and distribution of 2016 earnings
Reversal of special reserve

Net loss in 2017

Other comprehensive loss in 2017, net of income tax
Total comprehensive loss in 2017

Issuance of stock from exercise of employee st@tions
Compensation cost of employee restricted stock
Retirement of employee restricted stock

BALANCE, DECEMBER 31, 2017

Capital Stock - Common Stock

Stock

(In Thousands) Amount

268,876 $ 2,688,761

977 9,773

269,853 2,698,534

944 9,439

1,500 15,000
(378) (3,780)

271,919 $ 2,719,193

The accompanying notes are an integral part ofitlamcial statements.

Capital Surplus

Legal Reserve

$ 1580613 $ 259,553
- 14,680
- 14,680
11,652 -
515 -
1,592,780 274,233
11,978 -
35,040 -
(8.830) -
$ 1630968 $ 274,233
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Retained Earnings Other
Unappropriated Unearned
Earnings Stock-Based
(Accumulated Cash Flow Employee
Special Reserve Deficits) Total Hedges Compensation
$ 823 $ 1,323,905 $ 1,584,281 $ 1,774) $ -
- (14,680) - - -
951 (951) - - -
- (134,438) (134,438) - -
951 (150,069) (134,438) - -
- (636,819) (636,819) - -
- 614 614 1,774 -
- (636,205) (636,205) 1,774 -
1,774 537,631 813,638 - -
(1,774) 1,774 - - .
- (733,280) (733,280) - -
- (1,254) (1,254) - -
- (734,534) (734,534) - -
- - - - (37,758)
- - - - 12,610
$ - $ (195,129) $ 79,104 $ - $ (25,148)

Total Equity

$ 5,851,881

(134,438)

(134,438)
(636,819)

2,388

(634,431)
21,425

515

5,104,952

(733,280)

(1,254)
(734,534)

21,417

12,282

$ 4,404,117



XINTEC INC.

STATEMENTS OF CASH FLOWS
(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES

Loss before income tax

Adjustments for:
Depreciation
Amortization
Impairment loss (reversed) recognized on accounts receivable
Finance costs
Interest income
Compensation cost of employee stock options
Compensation cost of employee restricted stock
Gain on disposal of property, plant and equipment, net
Impairment loss recognized on property, plant and equipment
Gain on foreign exchange, net

Changes in operating assets and liabilities:
Derivative financial instruments
Accounts receivable, net
Receivables from related parties, net
Other receivables from related parties
Inventories
Other current assets
Other financial assets
Accounts payable
Salary and bonus payable
Provisions
Accrued expenses and other current liabilities
Net defined benefit assets

Accrued profit sharing bonus for employees and compensation for

directors
Cash (used in) generated from operations
Income tax refunded (paid)

Net cash (used in) generated from operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions of:
Property, plant and equipment
Intangible assets
Proceeds from disposal of:
Property, plant and equipment
Refundable deposits paid
Refundable deposits refunded
Interest received

Net cash used in investing activities
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2017

$ (760,854)

1,010,143
40,548
(117)
39,701
(5,866)

12,282
(3,907)
21,863
(5,180)

(20,728)
103,018
(705,882)

(276,876)
27,721
498
141,765
(2,329)
(3,216)
191,887
(816)

(196,345)
26,824

(169,521)

(514,066)
(28,427)

48,891

(18,870)
18,845
5,886

(487,741)

2016

$ (741,631)

1,179,098
41,474
89
23,934

(2,882)
515

(53,302)
2,884
(934)

4,111

(82,550)
116,135
1,571
68,491
3,277

(61,435)
(3,998)
(27,748)
25,703
(1,590)

(21,965)
469,247

(1,866)

467,381

(875,840)
(28,849)

118,489

(3,559)
1,815
2,907

(785,037)
(Continued)




XINTEC INC.

STATEMENTS OF CASH FLOWS
(In Thousands of New Taiwan Dollars)

2017

CASH FLOWS FROM FINANCING ACTIVITIES

Proceeds from long-term borrowings $ 2,107,000

Repayments of long-term borrowings (1,843,875)

Cash dividends paid -

Proceeds from exercise of employee stock options 21,417

Interest paid (48,256)

Net cash generated from financing activities 236,286

NET (DECREASE) INCREASE IN CASH AND CASH

EQUIVALENTS (420,976)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 1,209,162
CASH AND CASH EQUIVALENTS, END OF YEAR $ 788,186

The accompanying notes are an integral part of the financial statements.
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2016

$ 990,000
(150,000)
(134,438)

21,425

(24,555)

702,432

384,776
824,386

$ 1,209,162

(Concluded)



XINTEC INC.

NOTES TO FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016
(Amounts in Thousands of New Taiwan Dollars, UnlesSpecified Otherwise)

1. GENERAL

Xintec Inc. (the “Company”) was incorporated on September 11, 199& Cbmpany is a dedicated
subcontractor of advanced packaging services in the semiconductor induistnyengages mainly in wafer
level chip scale packaging (CSP) and wafer level postvadi&si interconnection services (PPI). The
Company’s stock have been listed on the Taipei Exchange sinagh NB@r 2015. The address of its
registered office and principal place of business is 9F, No#BRH., Jhongli Dist., Taoyuan City 32062,
Taiwan.

2. THE AUTHORIZATION OF FINANCIAL STATEMENTS

The financial statements were approved and authorized by thd BobBirectors for issue on February 6,
2018.

3. APPLICATION OF NEW AND REVISED INTERNATIONAL FI NANCIAL REPORTING
STANDARDS

a. Initial application of the amendments to the Regulations GoverningdaparRtion of Financial Reports
by Securities Issuers and the International Financial Regor8tandards (IFRS), International
Accounting Standards (IAS), Interpretations of IFRS (IFRIC), émeérpretations of IAS (SIC)
(collectively, “IFRSs”) endorsed and issued into effect by the FinaBagérvisory Commission (FSC)

Except for the following, whenever applied, the initial applicatiof the amendments to the
Regulations Governing the Preparation of Financial Reports byrifes Issuers and the IFRSs
endorsed and issued into effect by the FSC would not have any matgrat on the Company’s
accounting policies:

1) Amendments to IAS 36, “Recoverable Amount Disclosures for Non-Fin#&ssats”

The amendments to IAS 36 clarify that the Company is requirdis¢tose the recoverable amount
of an asset or a cash-generating unit only when an impatitoss on the asset has been recognized
or reversed during the period. Furthermore, if the recoverable afouahich impairment loss
has been recognized or reversed is fair value less coslispafsal, the Company is required to
disclose the fair value hierarchy. If the fair value sugaments are categorized within Level 2 or
Level 3, the valuation technique and key assumptions usedasuneethe fair value are disclosed.
The discount rate used is disclosed if such fair value lests of disposal is measured by using
present value technique. The Company expects the aforementioned amisnditi result in a
broader disclosure of recoverable amount for non-financial assets.

2) Amendments to the Regulations Governing the Preparation ofdiheReports by Securities
Issuers

The amendments include additions of several accounting items guicereents for disclosures of
impairment of non-financial assets as a consequence ofFftteslendorsed and issued into effect
by the FSC. In addition, as a result of the post implementagiaw of IFRSs in Taiwan, the
amendments also include emphasis on certain recognition and nmeaisucensiderations and add
requirements for disclosures of related party transactions and goodwill.
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The amendments stipulate that other companies or institutionkicif whe chairman of the board
of directors or president serves as the chairman of thel lodalirectors or the president, or is the
spouse or second immediate family of the chairman of the boardectais or president of the
Company are deemed to have a substantive related parignetap, unless it can be demonstrated
that no control, joint control, or significant influence exist§urthermore, the amendments require
the disclosure of the names of the related parties aneldte@nship with whom the Company has
transaction. If the transaction or balance with a spediated party is 10% or more of the
Company’s respective total transaction or balance, such trammsabbuld be separately disclosed
by the name of each related party.

The amendments also require additional disclosure if therssigndicant difference between the
actual operation after business combination and the expected benefits gitianglate.

When the amendments are applied retrospectively from January 1,t2@drsclosures of related
party transactions are enhanced. Refer to Note 29 for related disslosure

b. The IFRSs issued by International Accounting Standards Boar®8)1&®l endorsed by the FSC with
effective date starting 2018

New, Revised or Amended Effective Date
Standards and Interpretations Issued by IASB (Note 1)
Annual Improvements to IFRSs 2014-2016 Cycle Note 2
Amendment to IFRS 2 “Classification and Measurement of January 1, 2018

Share-based Payment Transactions”

Amendments to IFRS 4“Applying IFRS 9 Financial Instruments withanuary 1, 2018
IFRS 4 Insurance Contracts”

IFRS 9 “Financial Instruments” January 1, 2018

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

IFRS 15 “Revenue from Contracts with Customers” January 1, 2018

Amendments to IFRS 15 “Clarifications to IFRS 15 Revenue from January 1, 2018
Contracts with Customers”

Amendment to IAS 7 “Disclosure Initiative” January 1, 2017

Amendments to IAS 12 “Recognition of Deferred Tax Assets for January 1, 2017
Unrealized Losses”

Amendments to IAS 40 “Transfers of Investment Property” January 1, 2018

IFRIC 22 “Foreign Currency Transactions and Advance January 1, 2018
Consideration”

Note 1: Unless stated otherwise, the above New IFRSs are effdtdivBsaal year beginning on or
after the effective dates.

Note 2: The amendment to IFRS 12 is retrospectively applied for annualspleegithining on or after
January 1, 2017; the amendment to IAS 28 is retrospectively applied for anmods per
beginning on or after January 1, 2018.

1) Amendments to IFRS 2, “Classification and Measurement of Share-basedrf®dyansactions”

The amendment requires that market condition and non-vesting ioanslitould be taken into
account and vesting conditions, other than market conditions, shouldenttken into account
when estimating the fair value of the cash-settled sharedbpayment at the measurement date.
Instead, they should be taken into account by adjusting the numbevaadsaincluded in the
measurement of the liability arising from the transactionhis Bmendment applies to cash-settled
share-based payment transactions that are unvested at January 1, 2018.
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2) IFRS 9 “Financial Instruments” and related amendment

Classification, measurement and impairment of financial assets

All recognized financial assets currently in the scope o8 189, “Financial Instruments:
Recognition and Measurement,” will be subsequently measureithat the amortized cost or the
fair value. The classification and measurement requirements indrERSstated as follows:

For the debt instruments invested by the Company, if the camitazzsh flows that are solely for
payments of principal and interest on the principal amourdgtanding, the classification and
measurement requirements are stated as follows:

a) If the objective of the Company’s business model is to ti@dfinancial asset to collect the
contractual cash flows, such assets are measured at the achodst. Interest revenue should
be recognized in profit or loss by using the effective interethod, continuously assessed for
impairment and the impairment loss or reversal of impairmesg should be recognized in
profit and loss.

b) If the objective of the Company’s business model is to hold the financilomik to collect the
contractual cash flows and to sell the financial asset$, asgets are measured at fair value
through other comprehensive income and are continuously assessagdomient. Interest
revenue should be recognized in profit or loss by using the effective intetbstdmeA gain or
loss on a financial asset measured at fair value through athgrehensive income should be
recognized in other comprehensive income, except for impairmerg galosses and foreign
exchange gains and losses. When such financial asset is aézedogr reclassified, the
cumulative gain or loss previously recognized in other comprelenstome is reclassified
from equity to profit or loss.

The other financial assets which do not meet the aforementoiteda should be measured at the
fair value through profit or loss. However, the Company mayaaoably designate an investment
in equity instruments that is not held for trading as measatedair value through other
comprehensive income. All relevant gains and losses shadicbgnized in other comprehensive
income, except for dividends which are recognized in profiloss. No subsequent impairment
assessment is required, and the cumulative gain or loss pigvicesognized in other
comprehensive income cannot be reclassified from equity to profit or loss

IFRS 9 adds a new expected loss impairment model to measuneptiement of financial assets.
A loss allowance for expected credit losses should be recogaizdinancial assets measured at
amortized cost and investments in debt instruments measurddir avalue through other
comprehensive income. If the credit risk on a financial imsént has not increased significantly
since initial recognition, the Company should measure the loss amt@vfor that financial
instrument at an amount equal to 12-month expected credit losseke chiedit risk on a financial
instrument has increased significantly since initial recognaiueh is not deemed to be a low credit
risk, the Company should measure the loss allowance for thati@hanstrument at an amount
equal to the lifetime expected credit losses. The Company shtwéysameasure the loss
allowance at an amount equal to lifetime expected credit ldssetrade receivables. The
Company has performed an assessment in which it will applyrti@ifséd approach to recognize
full-lifetime expected credit loss for accounts receivables andamirassets.

The Company elects not to restate prior reporting periods wheyirapthe requirements for the

classification, measurement and impairment of financialtasseler IFRS 9 with the cumulative
effect of the initial application recognized at the date of initial apftin.
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3)

The anticipated impact on measurement categories, carrying aamainélated reconciliation for
each class of the Company’s financial assets and finaradiglities when retrospectively applying
IFRS 9 on January 1, 2018 is detailed below:

Measurement Category Carrying Amount
IAS 39 IFRS 9 IAS 39 IFRS 9 Note

Financial assets
Cash and cash equivalents Loans and receivables Amortized cost $ 788,186 $ 788,186 1)
Accounts receivable, net Loans and receivables Amortized cost 1,165,260 1,165,260 1)

(including related parties),

other financial assets, and

refundable deposits
Financial liabilities
Accounts payable, payables Amortized cost Amortized cost 3,480,325 3,480,325

to contractors and
equipment suppliers,
accrued expenses and ot
current liabilities, and
long-term borrowings

(1) Cash and cash equivalents, accounts receivables, net (gchethted parties), other financial
assets and refundable deposits were classified as loanscaidghipbes under IAS 39 are now
classified at amortized cost with assessment of futunadr&h or full-lifetime expected credit
loss under IFRS 9.

The main changes in hedge accounting amended the application reqtérémnénedge accounting
to better reflect the entity’s risk management acésiti Compared with IAS 39, the main changes
include: (1) enhancing types of transactions eligible for hedgguating, specifically broadening
the risks eligible for hedge accounting of non-financial items; (2) ¢hgnige way the hedging cost
of derivative instruments are accounted for to reduce profibss volatility; and (3) replacing
retrospective effectiveness assessment with the prinoipkeconomic relationship between the
hedging instrument and the hedged item.

The Company will prospectively apply the requirements for hedgmuating upon initial
application of IFRS 9.

IFRS 15, “Revenue from Contracts with Customers” and related amendment

IFRS 15 establishes principles for recognizing revenue that ap@il contracts with customers,
and will supersede IAS 18, “Revenue,” IAS 11, “Construction Conitaetsd a number of
revenue-related interpretations.

When applying IFRS 15, the Company shall recognize revenue by applying the folktegsg

Identify the contract with the customer;

Identify the performance obligations in the contract;

Determine the transaction price;

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

The Company elects only to retrospectively apply IFRS 15 ttrain that were not completed on
January 1, 2018 and elects not to restate prior reporting psiibdhe cumulative effect of the
initial application recognized at the date of initial application.
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The anticipated impact on assets, liabilities and equity wheospectively applying IFRS 15 on
January 1, 2018 is detailed below:

Carrying
Amount as of
December 31, Adjusted
2017 Adjustments Carrying
(IAS 18 and Arising from Amount as of
revenue-related Initial January 1, 2018
interpretations) Application (IFRS 15) Note
Inventories $ 448,320 $ (258,834) $ 189,486 (2)
Other financial assets 129 306,445 306,574 D
Total effect on assets $ 448,449 $ 47,611 $ 496,060
Provisions - current $ 52,151 $ (52,151) $ - 2
Accrued expenses and other 2)
current liabilities 498,744 52,151 550,895
Total effect on liabilities $ 550,895 $ - $ 550,895
Retained earnings $ 79,104 $ 47,611 $ 126,715 1)
Total effect on equity $ 79,104 $ 47,611 $ 126,715

(1) Prior to the application of IFRS 15, the Company recognizes revenue bakechondunting
treatment of the sales of goods. Under IFRS 15, the Company will changedbnire
revenue over time because customers are deemed to have control pvedticés when the
products are manufactured. As a result, the Company will recognize tasisats (classified
under other financial assets) and adjust related assets andaagoitdingly.

(2) Prior to the application of IFRS 15, the Company recognized the estimbsale®returns and
allowance as provisions. Under IFRS 15, the Company recognizes such estisatioma
liability (classified under accrued expenses and other current ied)ilit

c. The IFRSs issued by IASB but not yet endorsed and issued into effect byCthe FS

New, Revised or Amended Effective Date
Standards and Interpretations Announced by IASB (Note 1)
Annual Improvements to IFRSs 2015-2017 Cycle January 1, 2019

Amendments to IFRS 9 “Prepayment Features with Negative January 1, 2019
Compensation”

Amendments to IFRS 10 and IAS 28 “Sale or Contribution of Assef® be determined by IASB
between an Investor and its Associate or Joint Venture”

IFRS 16 “Leases” January 1, 2019 (Note 2)

IFRS 17 “Insurance Contracts” January 1, 2021

Amendments to IAS 28 “Long-term Interests in Associates and Joidénuary 1, 2019
Ventures”

IFRIC 23 “Uncertainty Over Income Tax Treatments” January 1, 2019

Note 1: Unless stated otherwise, the above New IFRSs are effertaeniual periods beginning on
or after their respective effective dates.
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Note 2: On December 19, 2017, the FSC announced that IFRS 16 will ftake starting from
January 1, 2019.

1) IFRS 16 “Leases”

IFRS 16 sets out the accounting standards for leases thaupétsede IAS 17 and a number of
related interpretations.

Under IFRS 16, if the Company is a lessee, it shall recognizeafiglge assets and lease liabilities
for all leases on the balance sheets except for low-value and sholtéses. The Company may
elect to apply the accounting method similar to the accounting &ratipg lease under IAS 17 to

the low-value and short-term leases. On the statements gieloemsive income, the Company
should present the depreciation expense charged on the right-of-essegegately from interest

expense accrued on the lease liability; interest is computed byafctve interest method. On

the statements of cash flows, cash payments for both the priacigpahterest portion of the lease
liability are classified within financing activities.

When IFRS 16 becomes effective, the Company may elect to apjglyStandard either
retrospectively to each prior reporting period presentedetsogpectively with the cumulative
effect of the initial application of this Standard recognized at the datéiaf application.

2) IFRIC 23 “Uncertainty Over Income Tax Treatments”

IFRIC 23 clarifies that when there is uncertainty over inctemetreatments, the Company should
assume that the taxation authority will have full knowledgelak#ted information when making
related examinations. If the Company concludes that it is probatlththtaxation authority will
accept an uncertain tax treatments, the Company should determitexabé profit, tax bases,
unused tax losses, unused tax credits or tax rates consistdifitlyhes tax treatments used or
planned to be used in its income tax filings. If it is not probdide the taxation authority will
accept an uncertain tax treatment, the Company should makatestinsing either the most likely
amount or the expected value of the tax treatment, depending on which method the emtitytexpe
better predict the resolution of the uncertainty. The Compasyto reassess its judgments and
estimates if facts and circumstances change.

On initial application, the Company shall apply IFRIC 23 eithérospectively to each prior
reporting period presented, if this is possible without the usendbight, or retrospectively with
the cumulative effect of the initial application of IFRIC 2&8cognized at the date of initial
application.

3) Annual Improvements to IFRSs 2015-2017 Cycle

Several standards, including IFRS 3, IFRS 11, IAS 12 and IAS 23 0Borg Costs”, were
amended in this annual improvement. IAS 23 was amended to dhafy if any specific
borrowing remains outstanding after the related asset is feadis intended use or sale, that
borrowing becomes part of the funds that an entity borrows genewéién calculating the
capitalization rate on general borrowings. The amendment shall bedamaspectively.

Except for the above impact, as of the date the finan@dérsents were authorized for issue, the
Company is continuously assessing the possible impact that theasippliof other standards and
interpretations will have on the Company’s financial positiod &inancial performance, and will
disclose the relevant impact when the assessment is completed.
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

For the convenience of readers, the accompanying financial statetmave been translated into English
from the original Chinese version prepared and used in the R.df.@ere is any conflict between the

English version and the original Chinese version or any differanthe interpretation of the two versions,
the Chinese-language financial statements shall prevalil.

Statement of Compliance

The financial statements have been prepared in accordancdeviegulations Governing the Preparation
of Financial Reports by Securities Issuers and IFRSs as endorsed by the FSC

Basis of Preparation

The financial statements have been prepared on the histargtabasis except for financial instruments
which are measured at fair value, as explained in the accoupilicjes below. Historical cost is
generally based on the fair value of the consideration given in excharapsébs.

Classification of Current and Noncurrent Assets and.iabilities

Current assets include:

a. Assets held primarily for the purpose of trading;

b. Assets expected to be realized within 12 months after the reporting; pemod

c. Cash and cash equivalents unless the asset is redtictebeing exchanged or used to settle a liability
for at least 12 months after the reporting period.

Current liabilities include:
a. Liabilities held primarily for the purpose of trading;

b. Liabilities due to be settled within 12 months after thgomng period, even if an agreement to
refinance, or to reschedule payments, on a long-term basisngeted after the reporting period and
before the financial statements are authorized for issue; and

c. Liabilities for which the Company does not have an unconditioglat t© defer settlement for at least
12 months after the reporting period. Terms of a liability tbatd; at the option of the counterparty,
result in its settlement by the issue of equity instruments do not affetassification.

Assets and liabilities that are not classified as current assifited as noncurrent.
Foreign Currencies

In preparing the financial statements, transactions in cueemther than the entity’s functional currency
(foreign currencies) are recognized at the rates of excliegailing at the dates of the transactions. At
the end of each reporting period, monetary items denominated igrnfan@rencies are retranslated at the
rates prevailing at that date. Such exchange differences@rgnized in profit or loss in the year in
which they arise. Non-monetary items measured at fair \thateare denominated in foreign currencies
are retranslated at the rates prevailing at the date wherfair value was determined. Exchange
differences arising on the retranslation of non-monetary itemsnaluded in profit or loss for the year
except for exchange differences arising on the retranslation of non-nyoiterias in respect of which gains
and losses are recognized directly in other comprehensive inaombich case, the exchange differences
are also recognized directly in other comprehensive income. nidoetary items that are measured at
historical cost in foreign currencies are not retranslated.

-103 -



Cash Equivalents

Cash equivalents, for the purpose of meeting short-term cash commitmdnitsrestments that are readily
convertible to known amounts of cash and which are subject to an insignifséaoit changes in value.

Inventories

Inventories consist of raw materials, work-in-process and fidigoeds. Inventories are stated at the lower
of cost or net realizable value. Inventory write-downs ardenma an item-by-item basis, except where it
may be appropriate to group similar or related items. réddizable value is the estimated selling price of
inventories less all estimated costs of completion and negessdiing costs. Inventories are recorded at
weighted-average cost on the balance sheet date.

Property, Plant and Equipment and Assets Leased tOthers

Property, plant and equipment are measured at cost less wWatdndepreciation and accumulated
impairment. Costs include any incremental costs that aretlglirattributable to the construction or
acquisition of the item of property, plant and equipment. Borrowings adistctly attributable to the
acquisition, construction or production of qualifying assets dde@to the cost of those assets, until such
time as the assets are substantially ready for thieinded use or sale. Other than stated above, all other
borrowing costs are recognized in profit or loss in the period in whighatteeincurred.

Properties, plant and equipment in the course of construction aredcat cost, less any recognized
impairment loss. Such assets are depreciated and classiffeclappropriate categories of property, plant
and equipment when completed and ready for intended use.

Depreciation is recognized so as to write off the cost chsisets less their residual values over their useful
lives, and it is computed using the straight-line method over the followiimgatsd useful lives:

Buildings 3 to 35 years
Machinery and equipment 3to 8 years
Office equipment 3to 11 years
Leased improvements 3 to 16 years
Other equipment 3to 11 years

The estimated useful lives, residual values and depreciatethod are reviewed at the end of each
reporting period, with the effect of any changes in estimatesuated for on a prospective basis.
Freehold land is not depreciated.

An item of property, plant and equipment is derecognized upon disposahen no future economic
benefits are expected to arise from the continued use of the assets. Anylgssraoising on the disposal
or retirement of an item of property, plant and equipment is ditednas the difference between the sales
proceeds and the carrying amount of the asset and is recognized in posft or

Intangible Assets
Intangible assets with finite useful lives that are acqueepgarately are initially measured at cost and

subsequently measured at cost less accumulated amortizatidnaccumulated impairment loss.
Amortization is recognized using the straight-line method over the fiolgpastimated useful lives:

Acquired special technology 20 years
Software 3 years
Others 2 to 6 years
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The estimated useful life and amortization method are reviewed etdhef each reporting period, with
the effect of any changes in estimate being accounted for on a prospedsve bas

Expenditure on research activities is recognized as an expdmseimcurred. An internally-generated
intangible asset arising from development activities istaiiged and then amortized on a straight-line
basis over its useful life if the recognition criteria for intangible asset have been met; otherwise, the
development expenditure is recognized as an expense when incurred.

Impairment of Tangible and Intangible Assets

At the end of each reporting period, the Company reviews the cargyimgunts of its tangible and
intangible assets to determine whether there is any inolictiiat those assets have suffered an impairment
loss. If any such indication exists, the recoverable amoutiteofisset is estimated in order to determine
the extent of the impairment loss. When it is not possiblestonate the recoverable amount of an
individual asset, the Company estimates the recoverable amoti@ o&sh-generating unit to which the
asset belongs. When a reasonable and consistent badicati@n can be identified, corporate assets are
also allocated to individual cash-generating units, or otherthisy are allocated to the smallest group of
cash-generating units for which a reasonable and consistent alldzagisrcan be identified.

Recoverable amount is the higher of fair value less cossltt or value in use. In assessing value in use,
the estimated future cash flows are discounted to their rgreséue using a pre-tax discount rate that

reflects current market assessments of the time valu®wéyrand the risks specific to the asset for which
the estimates of future cash flows have not been adjusted.

If the recoverable amount of an asset or cash-generating unit is edtimbteless than its carrying amount,
the carrying amount of the asset or cash-generating unitdisced to its recoverable amount. An
impairment loss is recognized immediately in profit or loss.

When an impairment loss subsequently reverses, the caayiagnt of the asset or a cash-generating unit
is increased to the revised estimate of its recoverabtaumat, but so that the increased carrying amount
does not exceed the carrying amount that would have been determinem l@pairment loss been
recognized for the asset or cash-generating unit in priorsye# reversal of an impairment loss is
recognized immediately in profit or loss.

Financial Instruments

Financial assets and liabilities shall be recognized wherCompany becomes a party to the contractual
provisions of the instruments.

Financial assets and liabilities are initially recognizedaa values. Transaction costs that are directly
attributable to the acquisition or issue of financial asseldiaancial liabilities (other than financial assets

and financial liabilities at fair value through profit orddsre added to or deducted from the fair value of
the financial assets or financial liabilities, as apgedpr on initial recognition. Transaction costs directly
attributable to the acquisition of financial assets or fireniebilities at fair value through profit or loss are

recognized immediately in profit or loss. Fair value is determiméie manner described in Note 28.

Financial Assets

Financial assets are classified into the following categoriefancial assets “at fair value through profit
or loss” (FVTPL), “available-for-sale” financial assets ditmhns and receivables”. The classification
depends on the nature and purpose of the financial assets and is deterthddhatof initial recognition.

All regular way purchases or sales of financial assets avgnized and derecognized on a trade date basis.
Regular way purchases or sales are purchases or sdiearmfial assets that require delivery of assets
within the time frame established by regulation or convention in the tpéake.
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a.

Financial assets at fair value through profit or loss

Derivative financial instruments that do not meet the riaitéor hedge accounting are stated at fair
value, with any gains or losses arising on remeasurement recognizedtiormliass.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative nitiel assets that are either designated as
available-for-sale or are not classified as (a) loansraceivables, (b) held-to-maturity financial assets
or (c) financial assets at fair value through profit or loss.

Loans and receivables

Loans and receivables are non-derivative financial ass#étdixed or determinable payments that are
not quoted in an active market. Loans and receivables incladstgand cash equivalents, notes and
accounts receivable (including receivables from relatedegarand other receivables are measured at
amortized cost using the effective interest method less rapgiiment, except for those receivables
with immaterial discounted effect.

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for isdiangpairment at the end of each
reporting period. Those financial assets are considered tanpaired when there is objective
evidence that, as a result of one or more events that occurrethafieitial recognition of the financial
assets; their estimated future cash flows have been affected.

For financial assets carried at amortized cost, such as accaeitsibde, assets that are assessed not to
be impaired individually are, in addition, assessed for impairowiat collective basis. The Company
assesses the collectability of receivables by perforrtiegaccount aging analysis and examining
current trends in the credit quality of its customers.

The carrying amount of the financial asset is reduced bynpaiiment loss directly for all financial
assets with the exception of accounts receivable, wheathgng amount is reduced through the use
of an allowance account. When a trade receivable is considecetlectible, it is written off against
the allowance account. Subsequent recoveries of amounts prewigiitdy off are credited against
the allowance account.

Derecognition of financial assets

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

On derecognition of a financial asset in its entirety, thergiffiee between the financial asset’s carrying
amount and the sum of the consideration received and receivabtéeacumulative gain or loss that
had been recognized in other comprehensive income and accumulatpdtynis recognized in profit
or loss.

Financial Liabilities and Equity Instruments

a. Classification as debt or equity

Debt and equity instruments issued by the Company are classifigithes financial liabilities or as
equity in accordance with the substance of the contractuahgements and the definitions of a
financial liability and an equity instrument.
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b. Equity instruments

An equity instrument is any contract that evidences a rdsiiiggiest in the assets of an entity after
deducting all of its liabilities. Equity instruments issued bg Company are recognized at the
proceeds received, net of direct issue costs.

c. Financial liabilities

Financial liabilities are subsequently measured eithamatrtized cost using effective interest method
or at FVTPL.

Financial liabilities measured at FVTPL are derivative foiannstruments that do not meet the criteria
for hedge accounting, and they are stated at fair valudy any gains or losses arising on
remeasurement recognized in profit or loss.

Financial liabilities other than those held for trading purposes asigrthted as at FVTPL are
subsequently measured at amortized cost at the end of each reportidg peri

d. Derecognition of financial liabilities

The Company derecognizes financial liabilities when, and only whenCbmpany’s obligations are
discharged, cancelled or they expire. The difference betteeicarrying amount of the financial
liability derecognized and the consideration paid and payable is recognijzeditiror loss.

Derivative Financial Instruments

The Company enters into a variety of derivative financial instrusrtentnanage its market risk exposure to
foreign exchange rates and interest rates, including forwarddaege contracts and interest rate swap
contracts.

Derivative financial instruments are initially recognizgdair value at the date the derivative contracts are
entered into and are subsequently remeasured to their fair vahe end of each reporting period. The
resulting gain or loss is recognized in profit or loss immediately unlesstikiatde financial instrument is
designated and effective as a hedging instrument, in which evetiinthg of the recognition in profit or
loss depends on the nature of the hedge relationship.

The effective portion of changes in the fair value of deixe financial instruments that are designated and
qualify as cash flow hedges is recognized in other compreheimsisme and accumulated under the
heading of cash flow hedges reserve. Amounts previously recogniatfter comprehensive income and
accumulated in equity are reclassified to profit or loshénperiod when the hedged item is recognized in
profit or loss.

Provision

Provisions are recognized when the Company has a present obligatadro(legnstructive) as a result of a
past event, it is probable that the Company will be requoresttle the obligation, and a reliable estimate
can be made of the amount of the obligation.

The amount recognized as a provision is the best estimate adribigleration required to settle the present
obligation at the end of the reporting period, taking into acchentisks and uncertainties surrounding the
obligation. When a provision is measured using the cash flsivaated to settle the present obligation,
its carrying amount is the present value of those cash flows.
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Revenue Recognition

Revenue is measured at the fair value of the consideration receivedivabde. Revenue is reduced for
estimated customer returns, rebates and other similar allowances.

Sale of goods

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

e The Company has transferred to the buyer the significant risks and refvamsership of the goods;

e The Company retains neither continuing managerial involveroethietdegree usually associated with
ownership nor effective control over the goods sold;

* The amount of revenue can be measured reliably;
® |tis probable that the economic benefits associated with the tramsadtiflow to the Company; and

® The costs incurred or to be incurred in respect of the transaction cazabered reliably.

Interest Income
Interest income from a financial asset is recognized when it is prabablihe economic benefits will flow

to the Company and the amount of income can be measured reliably. Intenest is@ccrued on a time
basis, by reference to the principal outstanding and at the effectivesimtgseapplicable.

Leases

Leases are classified as finance leases whenever the terms akthrdmsfer substantially all the risks and
rewards of ownership to the lessee. All other leases are iddssifoperating leases.

Rental income from operating lease is recognized on a straight-Bisedvar the term of the relevant lease.
Operating lease payments are recognized as an expense on a straighislioecbdise lease term.

Employee Benefits

Short-term employee benefits

Liabilities recognized in respect of short-term employee beneéitmaasured at the undiscounted amount
of the benefits expected to be paid in exchange for service rendered byessploy

Retirement benefits

Payments to defined contribution retirement benefit plans are recogniaecasense when employees
have rendered service entitling them to the contributions.

Defined benefit costs (including service cost, net interedtrameasurement) under the defined benefit
retirement benefit plans are determined using the ProjectedCdadit Method. Service cost (including
current service cost), and net interest on the net defined biatgfity (asset) are recognized as employee
benefits expense in the period they occur. Remeasurement, dogpidtuarial gains and losses and the
return on plan assets (excluding interest), is recognizedhier comprehensive income in the period in
which they occur. Remeasurement recognized in other comprehgmtsivee is reflected immediately in
retained earnings and will not be reclassified to profit or loss.
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Net defined benefit liability (asset) represents theadaeficit (surplus) in the Company’'s defined benefit
plan. Any surplus resulting from this calculation is limitedhe present value of any refunds from the
plans or reductions in future contributions to the plans.

Share-based Payment Arrangements

The Company elected to take the optional exemption under IFRS 1i;tfffiesAdoption of International
Financial Reporting Standards” for the share-based payment tiansagianted and vested before the date
of transition to IFRSs.

Employee stock options that were granted after January 1, 20h#aseired at the fair value of the stock

options at the grant date. The fair value of the stocloogiranted determined at the grant date of the
stock options is expensed on a straight-line basis over thiagresriod, based on the Company’s estimate
of equity instruments that will eventually vest, with a cquogsling increase in capital surplus - employee

stock option. The estimate is revised if subsequent informatdicates that the number of stock options

expected to vest differs from original estimates. rteiognized as an expense in full at the grant date if
vesting immediately.

For cash-settled share-based payments, a liability is reeobrar the goods or services acquired,
measured initially at the fair value of the liability imoed. At the end of each reporting period until the
liability is settled, and at the date of settlement, the \falue of the liability is remeasured, with any
changes in fair value recognized in profit or loss.

Taxation
Income tax expense represents the sum of the tax currently payableemngddiix.
Current tax

Income tax on unappropriated earnings at a rate of 10% is expentge year the shareholders approved
the appropriation of earnings which is the year subsequent to thégesarhings are generated.

Adjustments of prior years’ tax liabilities are added to or deducted freraurrent year’s tax provision.
Deferred tax

Deferred tax is recognized on temporary differences betweearathgng amounts of assets and liabilities
in the financial statements and the corresponding tax basesirusieel computation of taxable profit.
Deferred tax liabilities are generally recognized for allable temporary differences. Deferred tax assets
are generally recognized for all deductible temporary diffege, unused loss carryforwards, and unused
tax credits from purchases of machinery, equipment and technoleggarch and development
expenditures, and personnel training expenditures to the exteittishatobable that taxable profits will be
available against which those deductible temporary differencelsecatilized.

The carrying amount of deferred tax assets is reviewed anthef each reporting period and reduced to
the extent that it is no longer probable that sufficientlkexarofits will be available to allow all or part of
the deferred tax asset to be recovered. The deferred tds agseh originally not recognized is also
reviewed at the end of each reporting period and recognized éxtdra that it is probable that sufficient
taxable profits will be available to allow all or part of the defittex asset to be recovered.

Deferred tax liabilities and assets are measured aatheates that are expected to apply in the year in
which the liability is settled or the asset is realizededaon tax rates and tax laws that have been enacted
or substantively enacted by the end of the reporting period. Ehasurement of deferred tax liabilities
and assets reflects the tax consequences that would followtifeomanner in which the Company expects,
at the end of the reporting period, to recover or settle the carrying aofatsméassets and liabilities.
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Current and deferred tax for the year

Current and deferred tax are recognized in profit or lossem when they relate to items that are
recognized in other comprehensive income or directly in equityhiohacase, the current and deferred tax
are also recognized in other comprehensive income or directly in equitytiesiye

. CRITICALACCOUNTING JUDGMENTS AND KEY SOURCES O F ESTIMATION
UNCERTAINTY

In the application of the Company’s accounting policies, whichdaseribed in Note 4, the directors are
required to make judgments, estimates and assumptions aboatrgiegcamounts of assets and liabilities
that are not readily apparent from other sources. The ésirmad associated assumptions are based on
historical experience and other factors that are consideredridvant. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an ohgsisg Revisions to accounting
estimates are recognized in the year in which the estimagised if the revision affects only that year or
in the year of the revision and future years if the revision affetisdoorent and future years.

The following are the critical judgments, apart from those inaghassumptions and estimations, that the
directors have made in the process of applying the Compagogtunting policies and that have the most
significant effect on the amounts recognized in the financial statsm

Revenue Recognition

The Company recognizes revenue when the conditions describedeitNwe satisfied. The Company
also records a provision for estimated future returns and etloevances in the same period the related
revenue is recorded. Provision for estimated sales reamthther allowances is generally made and
adjusted based on historical experience and the varying comatréetms that would significantly affect the
allowance, and our management periodically reviews the adequacy ofd¢betpge used.

Impairment of Property, Plant and Equipment

In the process of evaluating the potential impairment of ptgpelant and equipment, the Company is
required to make subjective judgments in determining the independsh flows, useful lives, expected
future revenue and expenses related to the specific asset grittuplse consideration of the nature of the
industry. Any changes in these estimates based on changes amec@onditions, industry trends or
management’s operational strategies could result in signifivgiairment charges in future years.

Realization of Deferred Income Tax Assets

Deferred tax assets are recognized to the extent thatgtobable that future taxable profits will be
available against which those deferred tax assets canlizecuti Assessment of the realization of the
deferred tax assets requires the Company’s subjective judgmemisamate including the future revenue
growth and profitability, tax holidays, the amount of tax cretist can be utilized and feasible tax
planning strategies. Any changes in the global economic enviranthe industry trends and relevant
laws and regulations could result in significant adjustmentsetdeferred tax assets.

Valuation of Inventory

Inventories are stated at the lower of cost or net realizable valdi¢he Company has to use judgment and
estimate to determine the net realizable value of inventory at thef @ach reporting period.
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Due to the rapid technological changes, the Company estimategttihealizable value of inventory for

obsolescence and unmarketable items at the end of reporting pedothen writes down the cost of
inventories to net realizable value. The net realizable \@ldke inventory is mainly determined based
on assumptions of future demand within a specific time horizon.

. CASH AND CASH EQUIVALENTS

December 3.
2017 201¢€
Cash and deposits in ba $ 764,58 $ 1,168,36.
Repurchasegreements collateralized by corporate b 23,60( 40,80(

$ 788,18t $ 1,209,16.

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

December 3.
2017 201¢
Derivative financial asse
Forward exchange contra $ 11,37: $ -
Derivative financial liabilitie
Forward exchange contra $ 17¢& $ 9,53«

The Company entered into derivative contracts to manage exposure® duetuations of foreign
exchange rates. The derivative contracts entered intoeb@€dmpany did not meet the criteria for hedge
accounting. Therefore, the Company did not apply hedge accounting treainagrivative contracts.

Outstanding forward exchange contracts consisted of the following:

Contract Amount
Maturity Date (In Thousands)
December 31, 2017
Sell US$/Buy NT$ January 2018-March 2018 US$41,686/NT$1,247,559
December 31, 2016
Sell US$/Buy NT$ January 2017-March 2017 US$19,263/NT$610,715
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8. DERIVATIVE FINANCIAL INSTRUMENT FOR HEDGING

The Company entered into interest rate swap contracts to mitigate tbécishnges in interest rates on the
cash flow exposure related to the outstanding variable rate débe contracts had matured on December
15, 2016.

For the years ended December 31, 2017 and 2016, net loss arisindnénoge< in fair value of the hedged
items recognized in other comprehensive income and accumulatdteimequity were NT$0 and NT$97
thousand, respectively. For the years ended December 31, 2017 and 201&f Ibedging instruments
reclassified from equity to loss recognized as financialscwsicomprehensive income were NT$0 and
NT$1,871 thousand, respectively.

9. ACCOUNTS RECEIVABLE

December 31

2017 2016

Unrelated Partie

Accounts receivab $ 323,99 $ 427,01
Allowance for doubtful receivabl (328) (449
Accounts receivable, r 323,66 426,57:
Related Parti¢

Accounts receable 830,42. 124,54:
Allowance for doubtful receivabl - 2
Accounts receivable, r 830,42: 124,53

1,154,09 551,11(

In principle, the payment term granted to customers is due 30ad¥gsdays from the end of the month of
when the invoice is issued. The term granted to some custesn@d days from the invoice date, and to
few customers is 60 days from the end of the month when the inissued. The allowance for
doubtful receivables is assessed by reference to thetabilég of receivables by performing the account
aging analysis, historical experience and current financial conditiomstdmers.

Except for those impaired, for the rest of the accounts rdaleivlhe account aging analysis at the end of
the reporting period is summarized in the following table. Accowusivable include amounts that are
past due but for which the Company has not recognized a specifi@aatievior doubtful receivables after
the assessment since there has not been a significant echahgecredit quality of its customers and the
amounts are still considered recoverable.

Aqging analysis of accounts receivable, net

December 31

2017 2016
Neither past due nor impaire $ 1,153,19 $ 531,62
Past due within 30 da 89z 19,48t¢

1,154,09 551,11(
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10.

Aging analysis of past due but not impaired accounts receivable, net

Past due within 30 da

Movements of the allowance for doubtful receivables

Balance at January 1, 2017
Reversal

Balance at December 31, 2017

Balance at January 1, 2016
Provision

Balance at December 31, 2016

Aging analysis of accounts receivable that was impaired

Not past du

INVENTORIES

Finished gooc

Work in proces
Raw material

December 31

2017 2016
$ 89z 19,48¢
Collectively
Assessed

for Impairment

$ 445

(117)

$ 328
$ 356
89

$ 445

December 31

2017 2016
$  32¢ $  44r

December 31

2017 2016

$ 72,68¢ $ 16,11:
186,14t 37,90:
189,48t 117.,43(

$ 448,32 $ 171,44.

The cost of inventories recognized as cost of goods sold consisted of thénfpllow

Reversal (recognition) of inventory losses
Revenue from sale of scraps
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11. PROPERTY, PLANT AND EQUIPMENT

Equipment
under
Installation
Machinery and
and Office Leased Other Construction
Land Buildings Equipment Equipment Improvement Equipment in Progress Total

Cost
Balance at January 1, 2017 $ 772,029 $ 1,897,336 $ 9,763,998 $ 189,043 $ 659,217 $ 851,490 $ 138,818 $14,271,931
Additions - 84,659 229,856 10,111 78,430 75,198 (72,243) 406,011
Disposals or retirements - - (307,078) (170) (255) (918) - (308,421)
Balance at December 31,

2017 $ 772,029 $ 1981995 $ 9,686,776 $ 198,984 $ 737,392 $ 925770 $ 66,575 $14,369,521
Accumulated depreciation

and impairment
Balance at January 1, 2017 $ - $ 568,319 $ 6,597,847 $ 112,155 $ 509,338 $ 355659 $ - $ 8,143,318
Depreciation - 157,773 687,811 23,233 46,157 95,169 - 1,010,143
Impairment losses - - 21,846 - 17 - - 21,863
Disposals or retirements - - (262,094) (170) (255) (918) - (263,437)
Balance at December 31,

2017 $ - $ 726,092 $ 7,045410 $ 135218 $ 555257 $ 449,910 $ - $ 8,911,887

Carrying amount at
December 31, 2017 $ 772,029 $ 1,255,903 $ 2641366 $ 63,766 $ 182135 $ 475860 $ 66,575 $ 5,457,634

Cost

Balance at January 1, 2016 $ 772,02 $ 1,597,921 $ 9,618,017 $ 164,932 $ 652579 $ 770,311 $ 202,981 $13,778,770
Additions - 299,715 434,677 24,178 12,464 81,179 (64,163) 788,050

Disposals or retirements - (300) (288,641) (67) (5,826) - - (294,834)
Reclassification - - (55) - - (55)

Balance at December 31,

2016 $ 772,029 $ 1,897,336 $ 9,763,998 $ 189,043 $ 659,217 $ 851,490 $ 138,818 $14,271,931

Accumulated depreciation
and impairment

Balance at January 1, 2016 $ - $ 442534 $ 50949658 $ 90,365 $ 467,879 $ 266,696 $ - $ 7,217,132
Depreciation - 125,935 895,916 21,857 46,427 88,963 - 1,179,098
Impairment losses - - 2,884 - - - - 2,884

Disposals or retirements - (150) (250,611) (67) (4,968) - - (255,796)

Balance at December 31,
2016 $ - $ 568319 $6597,847 $ 112,155 $ 509,338 $ 355659 $ - $ 8,143,318

Carrying amount at
December 31, 2016 $ 772,029 $ 1,329,017 $ 3,166,151 $ 76,888 $ 149879 $ 459,831 $ 138,818 $ 6,128,613

The significant part of the Company’s buildings includes maimtglamechanical and electrical power
equipment and clean rooms, and the related depreciation is calaudétg the estimated useful lives of 18
to 32 years, 7 to 11 years and 10 to 11 years, respectivaig significant part of the Company’s
machinery and equipment includes etching machines and sputterse aathted depreciation is calculated
using the estimated useful lives of 3 to 8 years.

For the years ended December 31, 2017 and 2016, the Company recognizedentgass of NT$21,863
thousand and NT$2,884 thousand, respectively since the carrying amoomeob§ property, plant and
equipment is expected to be unrecoverable. Such impairment logsciuaed in other operating income
and expenses.
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The Company leased certain buildings, machinery and equipment tcaVis€hnology Company Ltd.
(VisEra) and Taiwan Semiconductor Manufacturing Company LINESMC) under operating lease
agreement. The lease term and rental were both determinezbidaace with mutual agreements. The
lease term were from November 2016 to November 2018 and from Fel2@&ryto January 2018,
respectively and the rental were received monthly. Theerkleental and depreciation of such leased
assets were included in other operating income and expenses.

The carrying amount of leased assets were as follows:

December 31

2017 2016
Carrying amounof leasecbuildings, machinery and equipme $ 52,33: $ 29,14¢

Future minimum lease payments under the above non-cancellable operagsgteass follows:

December 31

2017 2016
Not later than 1 year $ 96,09: $ 100,50(
Later than 1 year and not later than 5 year - 94,50(

$ 96,091 $ 195,000

Machinery and equipment pledged as collateral for bank borrowings were seiNate 30.

. INTANGIBLE ASSETS

Acquired
Special Patents and
Technology Software Others Total
Cost
Balance at January 1, 2017 $ 113,340 $ 68,094 $ 113,433 $ 294,867
Additions - 8,006 20,421 28,427

Balance at December 31, 2017 $ 113,340 $ 76,100 $ 133,854 $ 323,294

Accumulated amortization

Balance at January 1, 2017 $ 86,422 $ 51,576 $ 87,508 $ 225,506
Additions 5,667 12,021 22,860 40,548

Balance at December 31, 2017 $ 92,089 $ 63597 $ 110,368 $ 266,054

Carrying amount at December 31,

2017 $ 21,251 $ 12,503 $ 23,486 $ 57,240
(Continued)
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13.

14.

Cost

Balance at January 1, 2016
Additions

Balance at December 31, 2016

Accumulated amortization

Balance at January 1, 2016
Additions

Balance at December 31, 2016

Carrying amount at December 31,
2016

OTHER CURRENT ASSETS

Prepaid expens
Prepayments to supplit
Tax receivabl

Other:

PROVISIONS

Sales returns and allowan
Decommissioning cos

Current portio
Noncurrent portio

Acquired

Special

Technology Software
$ 113,340 $ 60,804
- 7,290

$ 113,340 $ 68,094
$ 80,755 $ 38,301
5,667 13,275
86,422 51,576

$ 26,918 $ 16,518
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Patents and

Others Total
$ 91,874 $ 266,018
21,559 28,849
$ 113,433 $ 294,867
$ 64,976 $ 184,032
22,532 41,474
87,508 225,506
$ 25925 $ 69,361
(Concluded)
December 3.
2017 201¢
$ 56,49: $ 59,89:
2,567 3,121
40z 22 57t
9,37: 5,82¢
$ 68,83¢ $ 9141°F
December 3:
2017 201¢
$ 52,15 $ 55,36
72,80¢ 36,83"
$ 124 95 $ 92,20:
$ 52,15 $ 55,36°
72,80¢ 36,83
$ 12495 $ 9220



15.

Sales Returns Decommissioning

and Allowances Costs Total

Year Ended December 31, 2017

Balance, beginning of year $ 55,367 $ 36,837 $ 92,204
Provision 22,017 35,969 57,986
Payment (25,233) - (25,233)
Balance, end of year $ 52151 $ 72,806 $ 124957
Year Ended December 31, 2016

Balance, beginning of year $ 83,115 $ 25,076 $ 108,191
Provision 23,313 11,761 35,074
Payment (51,061) - (51,061)
Balance, end of year $ 55,367 $ 36,837 $ 92,204

Provisions for sales returns and allowances are estimasstl lmn historical experience, management
judgment, and the varying contractual terms that would significaffect the returns and allowances, and
are recognized as a reduction of revenue in the same year of the pedaliect sales.

Decommissioning cost represents provision for cost of disddy and removal of leased equipment and
restoration of the location. Such amount of provision is measured tise discounted cash flows
estimated to settle future obligation. The estimated decaiuniag cost is assessed and adjusted
reasonably at the end of each reporting period.

LONG-TERM BORROWINGS

December 3:
2017 201¢

Unsecured borrowing

Repayable with annual interest rates at 0.96%-1.08% and

0.96%-0.99% in 2017 and 2016, respectively, and will redeem

in April 2021; acquired bank borrowing in the amount of

NT$400,000 thousand and NT$300,000 thousand in 2016 and

2017, respectively $ 700,000 $ 400,000
Repayable quarterly from June 2020 in 9 installments; with annual

interest rates at 1.20% and 1.19%-1.34% in 2017 and 2016,

respectively; acquired bank borrowing in the amount of

NT$300,000 thousand in 2017 610,000 310,000
Repayable with annual interest rates at 1.-1.15% anc

1.09%-1.18% in 2017 and 2016, respectively, and will redeem

in May 2022; acquired bank borrowing in the amount of

NT$290,000 thousand in 2016 and NT$90,000 thousand, which

was redeemed in advance in 2017 300,000 390,000

(Continued)
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December 3:

2017 201¢

Repayable with annual interest rates at 1.06%-1.18% and

1.06%-1.16% in 2017 and 2016, respectively, and will redeem

in June 2022; acquired bank borrowing in the amount of

NT$300,000 thousand in 2016 and NT$200,000 thousand,

which was redeemed in advance in 2017 $ 200,000 $ 400,000
Repayable quarterly from February 2019 in 16 installments; with

an annual interest rate at 1.70% in 2017 200,000 -
Repayable semiannually from September 2019 in 7 installments;

with an annual interest rate at 1.24% in 2017 100,000 -
Repayable quarterly from December 2018 in 16 installments; with

an annual interest rate at 1.60% in 2017 50,000 -

Repayable quarterly from July 2014 in 16 installments; with

annual interest rates at 1.05% and 1.05%-1.18% in 2017 and

2016, respectively 37,500 112,500
Repayable quarterly from October 2014 in 16 installments; with

annual interest rates at 1.05% and 1.05%-1.18% in 2017 and

2016, respectively 28,125 65,625
Repayable quarterly from Septemi2©14 in 16 installments; wit

annual interest rates at 1.05% and 1.05%-1.11% in 2017 and

2016, respectively 12,500 37,500
Repayable quarterly from October 2013 in 16 installments; with
annual interest rates at 1.05%-1.11% in 2016 - 9,375

Secured borrowing
Repayable quarterly from April 2018 in 11 installments; with an
annual interest rate at 1.60% in 2017 250,000 -
Repayable with annual interest rates at 0.96%-1.11% in 2016;
acquired bank borrowing in the amount of NT$500,000

thousand, which was redeemed in advance in June 2017 - 500,000
$ 2,488,12 $ 2,225.00
Current $ 126,25 $ 146,87
Noncurren 2,361,87 2,078,12
$ 2.488,12 $ 2.225.00

(Concluded)

Under certain bank loan agreements, the Company has to mg@t Geancial covenants and criteria per
its semiannual reviewed financial statements and annuakduiitincial statements. Such inspection of
certain financial covenants and criteria will start for tBempany’'s 2017 annual audited financial
statements. As of December 31, 2017, the Company was in compliance with alloafrtltovenants.

Machinery and equipment pledged as collateral for bank borrowings are seNaow¢ 30.
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16. RETIREMENT BENEFIT PLANS
a. Defined contribution plans

The pension plan under the Labor Pension Act (the “Act”) isnéelea defined contribution retirement
plan. Pursuant to the Act, the Company makes monthly contributioniste@% of each employee’s
monthly salary to employees’ pension accounts. Accordingly, tmp@ny recognized expenses of
NT$54,974 thousand and NT$56,834 thousand in the statements of comprehensiveantioengeiars
ended December 31, 2017 and 2016, respectively.

b. Defined benefit plans

The Company has defined benefit plans under the Labor Standavdbdtaprovide benefits based on
an employee’s length of service and average monthly salarthé six-month period prior to
retirement. The Company contributes an amount equal to 2% asfesapaid each month to their
respective pension funds (the Fund), which are administered by bive Pansion Fund Supervisory
Committee (the Committee) and deposited in the Committee’s name inntheBEaiwan.

Before the end of each year, the Company assesses the haldheeFund. If the amount of the
balance in the Fund is inadequate to pay retirement benefiggnfgloyees who conform to retirement
requirements in the next year, the Company is required to furdiftéleence in one appropriation that
should be made before the end of March of the next year. Theisunanaged by the Bureau of
Labor Funds, Ministry of Labor (“the Bureau”); as such, the Comgeasyno right to influence the
investment policy and strategy.

The amounts included in the balance sheets in respect obthpady’s defined benefit plans were as

follows:
December 3.
2017 201¢
Present value of defined benefit obliga $ 42,41¢ $ 41,35(
Fair value of plan asse! (43,82) (43,190
Net defined benefit ass $ (1,409 $ (1,840
Movements in net defined benefit liabilities (assets) were as fellow
Present Value o
the Defined Net Defined
Benefit Fair Value of Benefit

Obligation the Plan Assets Liabilities

Balance at January 1, 2( $ 41,35( $(43,19() $ (1,840
Service co¢ - - -
Net interest expense (incor 62C (660) (40
Recognized in profit or lo 62C (660) (40
Remeasureme
Return on pln asset - 23¢ 23¢
Actuarial loss- changes in demograpt
assumptions 294 - 294
(Continued)
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Present Value o
the Defined Net Defined
Benefit Fair Value of Benefit
Obligation the Plan Assets Liabilities

Actuarial lcss- changes in financie

assumptions $ 1,468 $ - $ 1,468
Actuarial gain- experience adjustmel (74¢) - (74¢€)
Recognized in other comprehensive inc 1,01¢ 23¢ 1,25¢
Contributions from the employ - (77¢€) (77¢€)
Benefits pai (567) 567 -
Balance at December 31, 2( $ 42,41¢ $(43,82) $ (1,407
Balance at January 1, 2( $ 41,98¢ $ (41,62() $ 364
Service co¢ - - -
Net interest expensgincome 62¢ (637) (8)
Recognized in profit or lo 62¢ (637) (8
Remeasureme
Return on plan assi - 33¢ 33¢
Actuarial loss- changes in demograpt
assumptions 428 - 428
Actuarial gain- experience adjustmer (1,38)) - (1,387
Recognized in other comprehensive inc (959 33¢ (619
Contributions from the employ - (1,587) (1,587)
Benefits pai (310) 31C -
Balance at Decener 31, 201 $ 41,35( $ (43,190 $ (1,840

(Concluded)

An analysis by function of the amounts recognized in profit or loss in respibet défined benefit
plans is as follows:

Years Ended December &
2017 201¢

General and admistrative expens $ (40 $ (8)

Through the defined benefit plans under the Labor Standards Law, the Company esl éajtbs
following risks:

1) Investment risk: The plan assets are invested in dimnaast foreign equity and debt securities,
bank deposits, etc. The investment is conducted at the discretithre @ureau or under the
mandated management. However, in accordance with relevant regjldimneturn generated by
plan assets should not be below the interest rate for a 2-year tingit dé@fiolocal banks.

2) Interestrisk: A decrease in the government bond interesivithincrease the present value of the
defined benefit obligation; however, this will be partiallyset by an increase in the return on the
plan’s debt investments.

3) Salary risk: The present value of the defined benefigatidin is calculated by reference to the

future salaries of plan participants. As such, an increatbe igalary of the plan participants will
increase the present value of the defined benefit obligation.
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The actuarial valuations of the present value of plan aasdtslefined benefit obligations were carried
out by qualified actuaries. The significant assumptions usedhfrptirposes of the actuarial
valuations were as follows:

December 31

2017 2016
Discount rate 1.25% 1.50%
Expected rate of salary increase 2.00% 2.00%
Turnover rate 0.30% 0.89%

If possible reasonable change in each of the significantradtaasumptions will occur and all other
assumptions will remain constant, the present value of theedelianefit obligation would increase
(decrease) as follows:

December 3.
2017 201¢

Discount rat

0.25% increas $ (1,47 $ (1,526

0.25% decrea: $ 1,54¢ $ 1,607
Expecteirate of salary increas

0.25% increas $ 1,50¢ $ 1,58¢

0.25% decrea: $ (1,449 $ (1,527
Turnover rat

10% increas $ (92 $ (236

10% decrea: $ 92 $ 23¢

The sensitivity analysis presented above may not be repridggemfthe actual change in the present
value of the defined benefit obligation as it is unlikely ttmegt change in assumptions would occur in
isolation of one another as some of the assumptions may be correlated.

December 31

2017 2016
The expected contributions to the plan for the next year $ - $ 1,692
The average duration of the defined benefit obligation 16 years 15 years

The maturity analysis of undiscounted pension benefits is as follows:

December 3
2017 201¢
Less than 1 ye $ 1,68% $ 11C
Later than 1 year and not later than 5 y 8,77( 3,04:
Later than 5 yea 33,39 48,46:
$ 43,85( $ 51,61t
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17. EQUITY

a. Capital stock

December 3.
2017 201¢
Authorized stock (in thousant 300,00( 300,00(
Authorized capite 3,000,00t 3,000,00t
Issued and paid stock (in thousal 271,91¢ 269,85:
Issued capiti $ 2,719,119 $ 2,698,53

A holder of issued common stock with par value of NT$10 is entitled to vote and iterdisédends.

The authorized stock include 12,000 thousand stocks allocated for éngsexof employee stock
options.

b. Capital surplus

December 3.
2017 201¢€
Additional paic-in capita $ 1,604,75 $ 1,585,47
Employee restricted stoc 26,21(

7,31(

Employee stock optio -

$ 1,630,96: $ 1,592,78

Under the Company Law, the capital surplus generated from tles®gr€ the issuance price over the
par value of capital stock may be used to offset a ddficétddition, when the Company has no deficit,
such capital surplus may be distributed as cash dividendarmfarred to capital stock (limited to a
certain percentage of the Company’s capital surplus and once a year).

The capital surplus arising from employee restricted stacksemployee stock options may not be
used for any purpose.

c. Retained earnings and dividend policy

In accordance with the amendments to the Company Act in May 201®cipeents of dividends and
bonuses are limited to stockholders and do not include employees. The amenalthen@ompany’s
Articles of Incorporation on the profit distribution and employeesigensation policy were approved
by the Company’s stockholders in their meeting held on June 14, 2016theFmlicy about the profit
sharing bonus for employees, refer to Note 26.

Under the dividend policy as set forth in the amended Articles, if thargyiprofit after annual closing,
it should be first deducted for income tax and accumulateditdeficThen appropriate 10% as legal
reserve until the accumulated legal reserve equals the Colspaig-in capital, and appropriate (or
reverse) the special reserve in accordance with reldmeust or regulations or as requested by the
authorities in charge. Any remaining balance together with arappropriated earnings shall be
allocated according to the proposal of the board of directatstten resolution of the stockholders’
meeting.
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The policy on the appropriation of dividends shall take théodahg factors into account: The
Company’s capital budget, intermediate and long term operational pdaramd financial position.
The following principles shall be followed and earnings shallltmeated according to the resolution of
the stockholders’ meeting:

1) The Company shall consider financial, business and operatt@ysfavhen distributing profits.
The profits may be distributed by way of cash dividend arst@k dividend. However, due to
the Company’s business growing stage at present, the proportiodwidénds that will be
distributed depend on future expansion plans and capital budget neédsproportion of cash
dividends shall not be lower than 50% of the total dividends.

2) If there is no profit or the distributable profit is far Ewthan the previous year's amounts
distributed, or in consideration of financial, business and operadiigr$§, the appropriation for
capital reserve shall be in accordance with relevant law®egulations or as requested by the
authorities in charge.

Any appropriations of the profits are subject to stockholders’ approva ifolowing year.

The appropriation for legal capital reserve shall be madethatreserve equals the Company’s paid-in
capital. The reserve may be used to offset a deficit, ordtiebdited as dividends in cash or stocks for
the portion in excess of 25% of the paid-in capital if the Company incurs no loss.

Pursuant to existing regulations, the Company is required tossg# additional special reserve
equivalent to the net debit balance of the other componentsathetders’ equity, such as gain/loss
from changes in fair value of hedging instruments in cash fiedges, etc. For the subsequent
decrease in the deduction amount to stockholders’ equity, any spesgal/e appropriated may be
reversed to the extent that the net debit balance reverses.

The appropriation of 2016 earnings was approved by the Compargkhaliaers in their meeting held
onJune 7, 2017. The Company reversed its special reserve in accordartice veikevant regulations
in the amount of NT$1,774 thousand and planned not to distribute dividends.

The appropriation of 2015 earnings was approved by the Compargkhaiaers in their meeting held
onJune 14, 2016. The appropriation and dividends per stock were as follows:

For Fiscal Year 2015
Dividends Per
Appropriation Stock (NT$)

Legal reserv $ 14,68(

Special resen 951

Cash dividends to stockhold 134,43t $ 0.5C
$ 150,06
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The Company’s offset of deficits for 2017 was approved in the meeting of the &dairectors held
on February 6, 2018 and was as follows:

Deficit
Offset of
For Fiscal Year

2017
Balance of unappropriated earrs, beginning of yei $ 539,40!
Remeasurement of defined benefit p (1,259
Net loss in 201 (733,28
Legal reserve for offset with defic 195,12¢
Balance of unappropriated earnings, end of $ -

The offset of deficits for 2017 are to be resolved in the Compamkistlders’ meeting which is
expected to be held on May 31, 2018.

Under the Integrated Income Tax System that became effective omydanti@98, the R.O.C. resident
stockholders are allowed a tax credit for their proportionhtgesof the income tax paid by the
Company on earnings generated since January 1, 1998.

Others

1)

2)

Movement in cash flow hedges was as follows:
Years Ended December 31

2017 2016
Cash flow hedges
Balance, beginning of year $ - $ (1,774)
Loss arising on changes in the fair value of hedging
instruments - (97)
Loss arising on changes in fair value of hedging
instruments reclassified to profit or loss - 1871
Balance, end of year $ - $ -

The cash flow hedges reserve represents the cumulatietieffportion of gains or losses arising
on changes in fair value of the hedging instruments entered snttagh flow hedges. The
cumulative gains or losses arising on changes in fair wafiube hedging instruments that are
recognized and accumulated in cash flow hedges reserve wiltlassiéied to profit or loss only

when the hedge transaction affects profit or loss.

Unearned stock-based employee compensation
On June 14, 2016, a restricted stock plan for employees was apprdiiedstockholder’'s meeting

of the Company. Refer to Note 18.
December 31

2017 2016
Balance, beginning of year $ - $ -
Issuance of stock (50,040) -
Forfeit of stock 12,610 -
Stock-based payment expenses recognized 12,282 -
Balance, end of year $ (25,148) $ -
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18. STOCK-BASED PAYMENTS

a. Optional exemption from adopting IFRS 2 “Share-based Payment” (IFRS 2)

The Company elected to take the optional exemption from adopting B-RSrospectively for
stock-based payment transactions granted and vested before Jgnd@ty. Such employee stock
option plans are described as follows:

The Company’s Employee Stock Option Plans, consisting of the “2007 Plan” arkD@&Plan”, were
approved by the Securities and Futures Bureau (SFB) on June 2GrD0uly 3, 2006, respectively.
The maximum number of stock options authorized to be granted was 6,00@nithausts for each
plan, with each stock option providing its holder with the eliigjbio subscribe for one common stock
when the option is exercised. The stock options may be grantgdatdied employees of the
Company. The stock options of all the plans are valid for temsyand exercisable at certain
percentages subsequent to the second anniversary of the grant date.

Information about the Company’s employee stock options is described as follows

2007 Employee Stock Option Pla 2006 Employee Stock Option Pla

Weighted- Weighted-
Number of average Number of average
Stock Options ~ Exercise Price  Stock Options  Exercise Price
(In Thousands) (NT$) (In Thousands) (NTS)
Year ended December 31, 2
Balance, beginning of ye 2 $ 14.80 - $ -
Options exercise (2 14.80 - -
Balance, end of ye - - - -
Balance exercisable, end of y - - - - -
Year ended December 31, 2
Balance, beginning of ye 7 $ 14.80 72 $ 9.00
Options exercise (5) 14.80 (62 8.59
Options cancele - - (10) 8.50
Balance, end of ye 2 14.80 - -
Balance exercisab end of yee 2 14.8( - -

The exercise prices of outstanding stock options have been eadjigstreflect the distribution of

earnings by the Company in accordance with the plans.

Information about the Company’s outstanding stock options was as follows:

December 31, 2017

December 31, 2016

Weighted-average

Weighted-average

Weighted-average Remaining Weighted-average Remaining
Exercise Contractual Life Exercise Contractual Life
Price (NT$) (Years) Price (NT$) (Years)
$ - - $ -
- - 14.80 0.50
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b. Adoption of IFRS 2
1) Equity-settled stock-based compensation

The Company adopted IFRS 2 for the following plan of the stock-basgdepa transactions
granted and vested after January 1, 2012. Such employee stock optiois diescribed as
follows:

The Company’s 2011 Employee Stock Option Plan was approved by therSkBuary 10, 2012
(the “2011 Plan”). The maximum number of stock options authorizduk tgranted under the
2011 Plan was 6,000 thousand units, with each stock option providing its Witld¢he eligibility

to subscribe for one common stock when the option is exercised. stdtie options may be
granted to qualified employees of the Company and its affiliadetpanies. The options of the
2011 Plan are valid for five years and exercisable at cg&amentages subsequent to the second
anniversary of the grant date of June 14, 2012.

Information about the Company’s employee stock options is described as follows

2011 Employee
Stock Option Plan

Weightec-
Number of average

Stock Options  Exercise Price

(In Thousands) (NT$)
Year ended December 31, 2017
Balance, beginning of year 1,034 $ 22.70
Options exercised (942) 22.70
Options canceled (92) 22.70
Balance, end of year - -
Balance exercisable, end of year - -
Year ended December 31, 2016
Balance, beginning of year 2,070 $ 23.20
Options exercised (910) 22.87
Options canceled (126) 22.94
Balance, end of year 1,034 22.70
Balance exercisable, end of year 1,034 22.70

The exercise price of outstanding stock options has been adjusteflett the distribution of
earnings by the Company in accordance with the plan.
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2)

Information about the Company’s outstanding stock options was as follows:

December 31, 2017 December 31, 2016
Weighted-average Weighted-average
Weighted-average Remaining Weighted-average Remaining
Exercise Contractual Exercise Contractual
Price (NT$) Life(Years) Price (NT$) Life(Years)
$ - - $ 22.70 0.46

The aforementioned stock options granted on June 14, 2012 were pingdhesBlack-Scholes
pricing model, and the inputs to the model were as follows:

Stock price on grant date (NT$/stock) $ 19.42
Exercise price (NT$/stock) $ 22.30
Expected volatility 43.73%
Expected life 3.88 years
Expected dividend yield -
Risk-free interest rate 0.96%

The stock price on the grant date was determined based on thet mmapkoach. The expected
volatility was calculated based on the historical stockgsriof the competitive companies of the
Company.

Compensation costs of the above stock options recognized were NT$0ré6d5\thousand for
the years ended December 31, 2017 and 2016, respectively.

Cash-settled stock-based compensation

The Company’s 2012 cash-settled stock-based compensation plan (Atprdciation Rights”,
SARs) was approved by the Company’s Board of Directors on June 14, 2dlthesoptions may
be granted to qualified employees of the Company. The aforemeaht®hRs are valid for ten
years and holders of the SARs may exercise their rigrdscamulative proportion basis after the
grant date. The Company shall pay the intrinsic value of AiRsSo the employees at the date of
exercise.

The Company’s 2012 SARs plan is described as follows:

2012 SARs
Grant date June 14, 2012
SARs granted (in thousand) 2,000
Valid period 10 years
Current turnover rate -
Future turnover rate (estimated) -
Exercise price on grant date (NT$/stock) $ 49.4

-127 -



3)

Information about the Company’s 2012 SARs plan was as follows:

Weightec-
Number of average
SARs Exercise Price
(In Thousands) (NT$)

Year ended December 31, 2017
Balance, beginning of year 1,000 $ 47.20
Option exercised (1,000) 47.20
Balance, end of year - -
Balance exercisable, end of year - -
Year ended December 31, 2016
Balance, beginning of year 1,000 $ 47.70
Balance, end of year 1,000 47.20
Balance exercisable, end of year 1,000 47.20

The exercise price of outstanding SARs has been adjustedect té# distribution of earnings by
the Company in accordance with the plan.

The aforementioned SARs were priced using the Black-Scholesgonmdel at each balance sheet
date, and the inputs to the model were as follows:

December 31

2017 2016
Stock price on measurement date (NT$/stock) $ - 3% 32.55
Exercise price (NT$/stock) $ - 3 47.20
Expected volatility - 47.12%-48.06%
Expected life - 0.45-2.45 years
Expected dividend yield - -
Risk-free interest rate - 0.56%-0.73%

The expected volatility was calculated based on the hiatasiock prices of the Company and the
competitive companies of the Company.

The Company reversed total expenses of NT$1,843 thousand and NT$1,157 thousapelct of
the SARs for the years ended December 31, 2017 and 2016, respecthelgf December 31,
2017 and 2016, the Company recognized compensation liabilities of NT$0 and A3 #h8sand,
respectively; the total intrinsic value of the vest@®RS for both years amounted to NT$0; and the
weighted-average remaining contractual life of the SARs waa® wnd 5.45 years, respectively.

Employee Restricted Stock Plans
On June 14, 2016, the stockholder’s of the Company, in their stockholdetsignepproved a
restricted stock plan for employees with a total amount of NT®03busand, consisting of 1,500

thousand units with a par value of NT$10, for a consideration ofON{i$sued for no
consideration). The employee restricted stock plan was approved by the B&@@&v, 2016.
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According to the abovementioned resolution, the Company’s Bddbdrectors approved to grant

the restricted stocks to employees with a total amount of NT$15008and, consisting of 1,500
thousand units with a par value of NT$10, for a consideration of NT@egsfor no consideration)

on February 17, 2017. The restricted stocks were granted on Bekija2017 and issued on

March 15, 2017; the value of the stock was based on a fair ¥BNi€$41.70 per share at the date
of grant.

Vesting conditions requires that an employee should reach the @gsperformance and the
individual's performance criteria at the same time. Vigssitocks are to be calculated as one full
stock. Fractional stock (less than one stock) shall be rounded-down.

a) The First Year Vesting (One year has elapsed from the issuaage dat

The Company’s Performance EPS (see Remark 1 below) isvpostid is such that, it has
increased by 10% or more from the previous year. An employee wizneemployed at the
Company after one year has elapsed from the time of vesting, \laimsecontract was never
violated, and also who achieved a performance rating equalhigteer than S (see Remark 2
below) in the current year will be eligible for vesting an iristaht of 20% of the stock.

b) The Second Year Vesting (Two years have elapsed from the issuag)ce dat

The Company’s Performance EPS is positive, and is such thasg ihcreased by 10% or more
from the previous year. An employee who remains employed ataimpaly after two years
has elapsed from the time of vesting, whose labor contract was vielated, and also who
achieved a performance rating equal to or higher than S (searlR@nbelow) in the current
year will be eligible for vesting an installment of 20% of the stock.

c) The Third Year Vesting (Three years have elapsed from thentssdate)

i. The Company’s Performance EPS is positive, and is suchitthas increased by 10% or
more from the previous year. An employee who remains employibe &ompany after
three years has elapsed from the time of vesting, whose labtvact was never violated,
and also who achieved a performance rating equal to or higher than S (see Rbaiavk)
in the current year will be eligible for vesting an installment of 2607 #%e stock.

i. The Company’s Performance EPS has achieved an amount of NT$2ore. An
employee who remains employed at the Company after three yaamlapsed from the
time of vesting, whose labor contract was never violated, ard val® achieved a
performance rating equal to or higher than S in the current yddveagligible for vesting
an installment of 33.3% of the stock.

Remark 1: The Company’s Performance EPS: That refefset€bmpany’s earnings per
share as shown in financial statements audited by the CompdPX®1Che year
prior to the vesting date.

Remark 2: The Company’s Performance Rating Rule is as follo®@s{Outstanding), S
(Successful), | (Improvement Needed), and U (Unacceptable).
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Restrictions on the rights associated with stocks that have not yedvest

i. During the vesting period, an employee may not sell, pledgesfar, give to another
person, request the Company to buy back, or otherwise dispose akgtaeted employee
stocks.

ii. The stockholder’s right due to the new restricted employeeks is executed based on a
Trust contract signed by the employees.

iii. During the vesting period, the employees holding new resttiemployee stocks can still
participate in stock and cash dividends and subscriptions toricgms issues, and such
cash dividends and subscriptions are not required to be debivsdetrust and will not be
subject to restrictions.

Compensation costs of employee restricted stocks recognized M4 /982 thousand for the
year ended December 31, 2017.

Movement in employee restricted stocks for the year ended December 31, 2Gis/folbsvs:
Number of
Stocks
(In Thousand)

Balance, beginning of year -
Issuance of stocks 1,500

Forfeit of stocks (378)
Balance, end of year 1,122

On February 6, 2018, the Company’s Board of Directors approved &tezsstock plan for

employees with a total amount of NT$5,000 thousand (expected), cansis00 thousand

units with a par value of NT$10, for a consideration of NT$20 perkstoThe employee

restricted stock plan is subject to resolution in the stockhslldezeting to be held on May 31,
2018.

19. OPERATING REVENUE
The analysis of the Company’s operating revenue was as follows:

Years Ended December 31

2017 2016
Wafer level CSP $ 2,825,29 $ 2,353,97
Wafer level PPI 1,232,79. 1,543,79!
Others 20,39: 22,92,

$ 4,078,48 $ 3,920,69
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20.

21.

22.

23.

OTHER OPERATING INCOME AND EXPENSES, NET
Years Ended December 31
2017 2016
Income (expenses) of leased as
Rental incom $ 115,49¢ $ 11,50
Depreciation of leased ass (22,22Y (46%)
Relocation of machinery and equipn - (2,310
Others (14,87 (1,887
88,40: 6,84:
Impairment loss on property, plant and equipr (21,869 (2,889
Gain on disposal of property, plant and equipmen 3,907 53,30:
$ 70,44¢ $ 57,26
INTEREST INCOME
Years Ended December 31
2017 2016
Interest income - bank deposits 5,86¢ $ 2,88
FINANCE COSTS

Years Ended December 31

2017 2016
Interest expense
Bank loans $ 30,84 $ 17,59:
Others 8,85¢ 4,47
39,70: 22,06:
Loss arising on cash flow hedge reclassified from equity to prc
loss - 1871
$ 39,70 $ 23,93
OTHER GAINS AND LOSSES
Years Ended December 31
2017 2016
Net gain arising on financial instruments designated as at FVTPL  $ 39,45’ $ 11,74¢
Foreign exchange loss, net (54,819 (20,58))
Others 7,73 1,63¢

$ (7,629 $ (7,19)
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24. INCOME TAX

a.

Income tax expense recognized in profit or loss

Income tax expense consisted of the following:
Years Ended December 31

2017 2016

Current income tax benefit

Income tax adjustments on prior years $ 22,84 $ -
Deferred income tax benefit (expense)

Loss carryforwards 9,97¢ 141,65:

The origination and reversal of temporary differences (5,245) (36,841)

4,73¢ 104,81,

Income tax benefit recognized in profit or loss 27,57 104,81.

A reconciliation of income before income tax and income tax expensenreeddn profit or loss was

as follows:
Years Ended December 31

2017 2016
Loss before tax $ (760,854) $ (741,631)
Income tax benefit at the statutory rate (17%) $ 129,345 $ 126,077
Tax effect of adjusting items:

Deductible items in determining taxable income 28,238 12,244
Unrecognized loss carryforwards (144,719) -
The origination and reversal of temporary differences (5,245) (36,841)
Remeasurement of investment tax credits (2,885) 3,332
Income tax adjustments on prior years 22,840 -
Income tax benefit recognized in profit or loss $ 27574 $ 104,812

In January 2018, it was announced that the Income Tax Law in the ROC was amehdéaliimg
from 2018, the corporate income tax rate will be adjusted from 17% to 20%. lroagdtig tax rate
applicable to 2018 unappropriated earnings will be reduced from 10% to 5%errddebx assets
recognized as at December 31, 2017 is expected to be adjusted and would inaEER&6HY7 1
thousand.

Deferred income tax balance

The analysis of deferred income tax assets in the balance sheets olfasvas f

December 3
2017 201¢

Loss carryforwards $ 151,632 $ 141,653
Temporary differences

Depreciation 32,886 38,863

Provision for sales returns and allowance 8,866 9,412

Unrealized loss on inventories 4,359 4,893

Others 6,660 4,848

$ 204,403 $ 199,669
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Movements of deferred income tax assets were as follows:

Balance,
Beginning
of Year
Year ended December 31, 2017
Loss carryforwards $ 141,653
Temporary differences
Depreciation 38,863
Provisions for sales returns and allowances 9,412
Unrealized loss on inventories 4,893
Others 4,848
$ 199,669
Year ended December 31, 2016
Loss carryforwards $ -
Temporary differences
Depreciation 72,102
Provisions for sales returns and allowances 14,130
Unrealized loss on inventories 3,647
Others 4,978
$ 94,857

Deductible temporary differences for which no deferred tax assetbbeneecognized in the balance

sheets

Loss carryforwarc
Expire in 202

Deductible temporary differenc
Depreciatiol

Recognized in

Profit or Loss

$ 9,979

(5,977)
(546)
(534)

1,812

$ 4,734

$ 141,653

(33,239)
(4,718)
1,246
(130)

$ 104,812

Balance,
End of Year

$ 151,632

32,886
8,866
4,359
6,660

$ 204,403

$ 141,653

38,863
9,412
4,893
4,848

$ 199,669

December 3:
2017 201¢
851,28 $ -
$ - $ 137,12(

Information about unused loss carryforwards and tax exemptions

Loss carryforwards as December 31, 2017 comprised of:
Expiry Year
202z

202¢
2027
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As of December 31, 2017, the profits generated from integrated circuit pagleagiexempt from
income tax for a five-year period:

Tax-exemption Period
Third construction and expansion 2015 to 2019

e. Integrated income tax information

December 3:
2017 201¢
Balance of the Imputatic
Credit Accoint $ 153,64 $ 151,83

Due to the net loss for the year ended December 31, 2017 and 201@ntpan® planned not to
distribute accumulated unappropriated retained earnings. Thus, taaldeeditio was not calculated.

Effective from January 1, 2018, integrated income tax systera al@ogated and imputation credit
account is no longer applicable based on amended R.O.C. Income Tax Law in 2848ary

There were no earnings generated prior to December 31, 1997.
f. Income tax examination
The tax authorities have examined income tax returns of the Company through 2dliBveshinent

tax credit adjustments assessed by the tax authorities have beenzextagobrdingly.

25. LOSS PER SHARE

Years Ended December 31

2017 2016
Basic and diluted loss per share $ (2.71) $ (2.36)
Loss per share is computed as follows:
Number of
Stocks Loss
Amounts (Denominator) Per Share
(Numerator) (In Thousands) (NTS)
Year ended December 31, 2017
Basic and diluted loss per share
Net loss available to common stockholders $ (733,280) 270,649 $(2.71)
Year ended December 31, 2016
Basic and diluted loss per share
Net loss available to common stockholders $ (636,819) 269,339 $ (2.36)
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If the Company offered to settle the obligation by cash or byngsstocks, the profit sharing bonus for
employees which will be settled in stocks were includedh weighted average number of stocks
outstanding in the calculation of diluted EPS, as the stocksdailative effect. Such dilutive effect of
the potential stocks is included in the calculation of diluEfS until the profit sharing bonus for
employees to be settled in the form of common stocks is approved in the fgligeen

26.

ADDITIONAL INFORMATION OF EXPENSES BY NATURE

Net loss included the following items:

Years Ended December 31

2017 2016
a. Depreciation of property, plant and equipment
Recognized in operating costs $ 987,717 $ 1,166,600
Recognized in operating expenses 10,201 12,033
Recognized in other operating income and expenses 12,225 465
$ 1,010,143 $ 1,179,098
b. Amortization of intangible assets
Recognized in operating costs $ 14,653 $ 15,894
Recognized in operating expenses 25,895 25,580
$ 40,548 $ 41,474
c. Research and development costs
Research and development costs expensed as incurred $ 285,150 $ 316,282
d. Employee benefits expenses
Post-employment benefits (Note 16)
Defined contribution plans $ 54,974 $ 56,834
Defined benefit plans (40) (8)
54,934 56,826
Stock-based payments (Note 18)
Equity-settled 12,282 515
Cash-settled (1,843) (1,157)
10,439 (642)
Other employee benefits 1,415,154 1,406,418
$ 1,480,527 $ 1,462,602
Employee benefits expense summarized by function
Recognized in operating costs $ 1,180,829 $ 1,144,797
Recognized in operating expenses 299,698 317,805
$ 1,480,527 $ 1,462,602
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27.

If the Company has annual profits, the Company shall allocate i ginafing bonus for employees and
compensation for directors at rates of not less than 1% and not more than 2% opesfitaatespectively.
Directors who also serve as executive officers of the Coynpee not entitled to receive the compensation
for directors. The Company’s profit sharing bonus for employedscampensation for directors have to
be resolved by a majority vote at a Board of Directors meeting attended Hiyitsgof the total number of
directors and shall be reported in the stockholders’ meetingwe¥, the Company shall reserve a
sufficient profit to offset its accumulated deficits, ahdrt set aside a profit sharing bonus for employees
and compensation for directors in accordance with the predetermatie@. The Company also can
allocate a profit sharing bonus for the employees of affiliatadpanies upon meeting the conditions set by
the Board of directors.

The Company accrued a profit sharing bonus for employees and cotigrerisa directors based on a
percentage of income before income tax (before a profit shasimgs for employees and compensation for
directors during the period under the amended Company Act), whtbhamounted to NT$1,800 thousand
(both including NT$1,800 thousand of compensation for independentadgedor both years ended
December 31, 2017 and 2016.

If there is a change in the proposed amounts after the annuadifinstatements were authorized for issue,
the differences are recorded as a change in the accounting estimate.

The Board of Directors of the Company held a meeting on Febiirar017 and decided not to grant a
profit sharing bonus for employees and compensation for directorspprdvad a NT$1,800 thousand
compensation for independent directors for the year ended Dec&hp@016. The aforementioned
approved amount has no difference with the one recognized in theidinstatements for the year ended
December 31, 2016.

The Board of Directors of the Company held a meeting on February 3, 2016 and approvefit tteapng
bonus for employees and compensation for directors in the amount of M&$2Bousand (including
NT$1,800 thousand of compensation for independent directors) in cagayiorent in the year ended
December 31, 2015. The aforementioned approved amount has no differentieeflmme recognized in
the financial statements for the year ended December 31, 2015.

The Board of Directors of the Company held a meeting on Feb&)d@918 and decided not to grant a
profit sharing bonus for employees and compensation for directorgpproved a NT$1,800 thousand of
compensation for independent directors for the year ended December 31, 2017.

The information about the appropriations of the Company’s profit sharing boremftoyees and bonuses
and compensation for directors is available at the Market Observasbisistem website.

CAPITAL MANAGEMENT

The Company manages its capital to ensure that the Companyevalble to continue as going concerns
while maximizing the return to stakeholders through the optiroizaif the debt and equity balance. The
Company manages its capital in a manner to ensure that itfliagsuand necessary financial resources
to fund its working capital needs, capital asset purchasssana and development activities, dividend
payments, debt service requirements and other business requirassatisted with its existing operations
over the next 12 months.
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28. FINANCIAL INSTRUMENTS

a. Categories of financial instruments

December 3.
2017 201¢

Financial asse
FVTPL

Held-for-trading derivative $ 11,37: $ -
Loans and receivabl

Cash and cash equivale 788,18 1,209,16:

Accounts receivable, net (including related parti 1,154,09 551,11(

Other financial asse 12¢ 647

Refundable deposi 11,04¢( 11,01¢

$ 1,964,81 $ 1,771,93

Financial liabilitie!

FVTPL
Held-for-trading derivative $ 17¢ $ 9,53¢
Measured at amortized c
Accounts payab 357,93 216,17:
Payabledo contractors and equipment suppl 175,25: 324,45t
Accrued expenses and other current liabil 459,01. 271,19:
Long-term borrowing 2,488,12. 2,225,00!

$ 3,480,50: $ 3,046,35
b. Financial risk management objectives and policies

The Company seeks to ensure sufficient cost-efficient fundiadilyeavailable when needed. The
Company manages its exposure to foreign currency risk, intatestisk, credit risk and liquidity risk
with the objective to reduce the potentially adverse effdmsmarket uncertainties may have on its
financial performance.

The plans for material treasury activities are reviewedBbwrd of Directors in accordance with
procedures required by relevant regulations and internal contilging the implementation of such
plans, the treasury function must comply with certain treaguocedures that provide guiding
principles for overall financial risk management and segregatidoties.

c. Market risk

The Company is exposed to the market risks arising from chamdeeeign exchange rates, interest
rates, and utilizes some derivative financial instruments to redecelttied risks.

Foreign currency risk

Most of the Company’s operating activities are denominatedréigh currencies. Consequently, the
Company is exposed to foreign currency risk. To protect ag&dsttions in value and the volatility

of future cash flows caused by changes in foreign exchange fae§ompany utilizes derivative

financial instruments, including forward exchange contracthietige its currency exposure. These
instruments help to reduce, but do not eliminate, the impact ofgforeirrency exchange rate

movements.
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The Company’'s sensitivity analysis to foreign currency nekinly focuses on the foreign currency
monetary items at the end of the reporting period. Assuming amauabde 10% movement in the
levels of foreign exchange rates against the New Taiwaarddhe net loss for the years ended
December 31, 2017 and 2016 would have increased by NT$802 thousand and MiR&aHd,
respectively, after taking into consideration of the hedging contaactshe hedged items.

Interest rate risk

Variable-rate long-term bank borrowings cause the Company todusexk to cash flow interest rate
risk, but not fair value interest rate risk. ConsequentlyGbmpany entered into interest rate swap
contracts to mitigate the risk of changes in interest rates on cash flow

The Company’s analysis of sensitivity to interest rag& is prepared assuming the amount of the
variable-rate long-term bank borrowings outstanding at the etigb akporting period was outstanding

for the whole year. If interest rates had been 100 basis pb¥)shjgher and all other variables were

held constant, the Company'’s interest expense, net of income takefgears ended December 31,

2017 and 2016 would increase by NT$20,651 thousand and NT$18,468 thousand, respectively.

Credit risk management

Credit risk refers to the risk that a counterparty willaddif on its contractual obligations resulting in
financial loss to the Company. The Company is exposed to credifrois operating activities,
primarily accounts receivable, and from investing activitesnarily deposits with banks. As of the
balance sheet date, the Company’s maximum credit risk expgsora@nly from the carrying amount
of financial assets recognized in the balance sheet.

Business-related credit risk

The Company has considerable accounts receivable outstandingtsvghstomers worldwide. A
substantial majority of the Company’s outstanding accounts rebdeiaed not covered by collateral or
credit insurance. While the Company has procedures to monitdmah@xposure to credit risk on
accounts receivable, there can be no assurance such proceitliieffecatively limit its credit risk and
avoid losses.

The Company’s concentration of credit risk of 89% and 68% in tatebuats receivables as of
December 31, 2017 and 2016, respectively, was related to the Company’s twicclastmaers.

Financial credit risk

The Company regularly monitors and reviews the transactiohdipplied to counterparties and adjusts
the concentration limit according to market conditions and thditcstanding of the counterparties.
The Company mitigates its exposure by selecting creditworthy filansidutions.

. Liquidity risk management

The objective of liquidity risk management is to ensuee@ompany has sufficient liquidity to fund its
business requirements. The Company manages its liquiditybyiskaintaining adequate cash and
banking facilities.

The Company relies on bank borrowings as a significant source of liquidity. Recefnber 31, 2017
and 2016, the unused financing facilities of the Company amouotdiI $3,747,374 thousand and
NT$2,377,343 thousand, respectively.

The table below summarizes the maturity profile of the Conipafiryancial liabilities based on
contractual undiscounted payments, including principal and interest.
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f.

December 31, 2017

Non-derivative financial liabilities

Accounts payable

Payables to contractors and equipment
suppliers

Accrued expenses and other current
liabilities

Long-term borrowings

Derivative financial liabilities (assets)

Forward exchange contracts
Outflows
Inflows

December 31, 2016

Non-derivative financial liabilities

Accounts payable

Payables to contractors and equipment
suppliers

Accrued expenses and other current
liabilities

Long-term borrowings

Derivative financial liabilities(assets)

Forward exchange contracts
Outflows
Inflows

Fair value of financial instruments

Less Than

1 Year 2-3 Years 4-5 Years

$ 357,936 $ - $ -

175,252 - -

459,012 - -
156,181 601,447 1,830,571
1,148,381 601,447 1,830,571

1,236,365 - -

(1,247,559) - -

(11,194) - .

$ 1,137,187 $ 601,447 $ 1,830,571

$ 216,171 $ - $ -
324,456 - -
271,191 - -
169,223 1,702,187 404,794
981,041 1,702,187 404,794
620,249 - -
(610,715) - -
9,534 - -

$ 990,575 $ 1,702,187 $ 404,794

1) Fair value of financial instruments carried at amortized cost

Total

$ 357,936
175,252
459,012

2,588,199
3,580,399

1,236,365
(1,247,559)
(11,194)

$ 3,569,205

$ 216,171
324,456

271,191
2,276,204
3,088,022

620,249
(610,715)

9,534

$ 3,097,556

The Company considers that the carrying amounts of financiakaswtfinancial liabilities carried

at amortized cost recognized in the financial statements approxhmeatéair values.

2) Fair value measurements recognized in the balance sheets

The Company’s financial assets and liabilities are medsatefair value.

The fair value

measurements are grouped into Levels 1 to 3 based on the degvdech the fair value
measurement inputs are observable and the significance aipthis to the fair value measurement
in its entirety, which are described as follows:

Level 1 inputs are quoted prices (unadjusted) in active markatefuarcal assets or liabilities;

Level 2 inputs are inputs other than quoted prices includednwithvel 1 that are observable

for the asset or liability, either directly (i.e. as priceshdirectly (i.e. derived from prices); and
e | evel 3 inputs are unobservable inputs for the asset or liability.
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3) Fair value of financial instruments that are measured at fair @alagecurring basis

Fair value hierarchy

The following table presents the Company’s financial assetdiabilities measured at fair value on
a recurring basis:

December 31, 201

Level 1 Level 2 Level & Total
Financial assets at FVTI
Derivative financial instrumer $ - $ 11,37: $ - $ 11,37.
Financial liabiities at FVTPI
Derivative financial instrumer $ - $ 17¢ $ - $ 17¢

December 31, 201

Level 1 Level 2 Level @ Total
Financial liabilities at FVTP
Derivative financial instrumer $ - $ 9,53¢ $ - $ 9,63¢

There were no transfers between Level 1 and Level 2 daithealue hierarchy for the years ended
December 31, 2017 and 2016, respectively.

There were no purchases and disposals for financial assets@r8lfev the years ended December
31, 2017 and 2016, respectively.

Valuation techniques and assumptions applied for the purpose of measuriugir v

The fair values of financial assets and financial liabilities wietermined as follows:

Forward exchange contracts are measured using quoted foeaahge rates and yield curves

derived from quoted interest rates matching maturities of theaot® Interest rate swaps

contracts are measured at the present value of futundloas estimated and discounted based
on the applicable yield curves derived from quoted interest rates.

The fair values of other financial assets and finaniallities were determined in accordance
with generally accepted pricing models based on discounted cash flow analysis.

29. RELATED PARTY TRANSACTIONS

Besides as disclosed elsewhere in the other notes,atattions between the Company and its related
parties are summarized as follows:

a. Related party name and categories

Related Party Name Related Party Category
Taiwan Semiconductor Manufacturing Company  Investors that have significant influence over
Limited (TSMC) the Company
VisEra Technologies Company Ltd. (VisEra) Other related parties
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b. Operating transactions

Operating Revenue, let
Years Ended December &
2017 201¢

TSMC $ 2,074,265 $ 1,376,437
VisEra - 967

$ 2,074,265 $ 1,377,404

Manufacturing Overhead
Years Ended December &

2017 201¢
VisEra $ 403,106 $ 118

Operating Expense
Years Ended December =

2017 201¢
VisEra $ 957 $ 1,973
TSMC - 1,352
$ 957 $ 3,325

Other Operating Expense

Years Ended December Z

2017 201¢
TSMC $ - $ 2,339

Rental Income

Years Ended December &

2017 201¢
VisEra $ 98,000 $ 11,501
TSMC 17,498 -

$ 115,498 $ 11,501

The outstanding balances at the end of reporting period are as follows:

Receivables from Related Partie

December 31

2017 201¢

TSMC $ 830,423 $ 123,586
VisEra - 953

830,423 124,539
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Other Current Assets

December 3.
2017 201¢
VisEra $ 54 $ -

Accrued Expenses and Othe
Current Liabilities

December 3.
2017 201¢
VisEra $ 155,232 $ 532
TSMC 3,182 -

$ 158,414 $ 532
The prices and terms of sales to related parties weregroficantly different from those of sales to
third parties. For other related party transactions, priceearms$ were determined in accordance with
mutual agreements.
The Company leased property, plant and equipment to related paffileslease terms and prices were
both determined in accordance with mutual agreements. Theireaade was received monthly; the
related rental income of leased assets was recognized under othengpecaime and expenses.

c. Compensation of key management personnel

The compensation of directors and other key management persanthel §@ars ended December 31,
2017 and 2016 were as follows:

Years Ended December 31

2017 2016
Short-term employee benefits $ 19,163 $ 20,851
Post-employment benefits 468 585
Stock-based payments (299) (1,027)

19,332 $ 20,409

The compensation of directors and other key management persoenel determined by the
Compensation Committee of the Company in accordance with the indiypddarmance and the
market trends.

30. PLEDGED ASSETS

The following assets were provided as collateral for long-term bam&viogs:

Years Ended December 31

2017 2016
Pledged machinery and equipment $ 274,164 $ 456,261
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31. OPERATING LEASE ARRANGEMENTS

32.

33.

The Company leases several parcels of plants and offices threndhongli Industrial Park. These
operating leases expire between June 2018 and July 2021. The lesseeng can be renewed upon
expiration, and Jhongli Industrial Park can adjust annual rental amounts dwadgasment.

The Company expensed the lease payments as follows:

Years Ended December 31

2017 2016
Minimum lease payments $ 87,531 $ 78,842

Future minimum lease payments under the above non-cancellable operatsgtesss follows:

December 3.
2017 201¢
Not later than 1 year $ 70,991 $ 65,036
Later than 1 year and not later than 5 years 148,597 174,006
Later than 5 years 116,952 121,233

$ 336,540 $ 360,275

SIGNIFICANT CONTINGENT LIABILITIES AND UNRECOGN IZED COMMITMENTS

Significant contingent liabilities and unrecognized commitmearfitthe Company as of the end of the
reporting period, excluding those disclosed in other notes, were as follows:

a. As of December 31, 2017 and 2016, unused letters of credit foapascbf machinery and equipment
amounted to NT$366 thousand and NT$397 thousand, respectively.

b. The amount that the Company has committed to purchase propeany, grid equipment was
NT$158,031 thousand as of December 31, 2017.

EXCHANGE RATE INFORMATION OF FOREIGN-CURRENCY F INANCIAL ASSETS AND

LIABILITIES

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

Foreign Carrying
Currencies Exchange Rate Amount
(In Thousands) (Note) (In Thousands)
December 31, 20:
Financial assets
Monetary items
uUsD $ 49,880 29.659 $ 1,479,392
JPY 75,413 0.2642 19,924
CHF 202 30.46 6,164
EUR 137 35.57 4,876
(Continued)
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Foreign Carrying
Currencies Exchange Rate Amount
(In Thousands) (Note) (In Thousands)

Financial liabilities

Monetary items

usD $ 8,461 29.659 250,948
JPY 81,496 0.2642 21,531
CHF 202 30.46 6,164
EUR 141 35.57 5,011

December 31, 20:

Financial assets

Monetary items
usD 21,194 32.199 682,411
JPY 52,078 0.2756 14,353
EUR 283 33.90 9,577
CHF 100 31.53 3,150

Financial liabilities

Monetary items
UusbD 2,060 32.199 66,333
JPY 52,178 0.2756 14,380
EUR 285 33.90 9,672
CHF 100 31.53 3,150

(Concluded)

Note: Exchange rate represents the number of N.T. dollars for which oy fonerency could be
exchanged.

The significant (realized and unrealized) foreign exchange gain (lassasvfollows:

Years Ended December 31
2017 2016
Net Foreign Net Foreign
Exchange Exchange
Exchange Rate Gain (Loss) Exchange Rate Gain (LosS)

Foreign Currencies

UsD 29.659 $ (54,837) 32.199 $ (19,907)
JPY 0.2642 (82) 0.2756 (500)
EUR 35.57 78 33.90 (185)
CHF 30.46 22 31.53 11
$ (54,819) $ (20,581)
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34. OPERATING SEGMENT INFORMATION

a. Operating segments
The Company operates in individual industry on the basis of howCtmpany’s chief operating
decision maker regularly reviews information in order to aleaesources and assess performance.
The basis for the measurement of the operating segment s§j}, (assets and liabilities is the same as
that for the preparation of financial statements. Pledse teethe financial statements for the related
operating segment information.

b. Geographic operating revenue information

Years Ended December 31

2017 2016
Region
Taiwan $ 2,405,599 $ 1,681,085
United States 1,264,164 1,462,703
Europe 357,871 582,679
Asia 50,850 194,231
$ 4,078,484 $ 3,920,698

The geographic information is presented by billed regions.

Taiwan, so the disclosure of noncurrent asset information was not required

¢. Production information

Naemuassets were all placed in

Years Ended December 31

Production 2017 2016
Wafer level CSP $ 2,825,299 $ 2,353,976
Wafer level PPI 1,232,794 1,543,795
Others 20,391 22,927
$ 4,078,484 $ 3,920,698

d. Major customers contributing at least 10% to the Company’s operatemgeyv

Years Ended December 31

2017 2016
Amount % Amount %
Customer A $ 2,074,265 51 $ 1,376,437 35
Customer B 1,078,319 26 1,294,256 33
Customer C 292,872 7 533,869 14
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35. ADDITIONAL DISCLOSURES

a. Significant transactions

b.

C.

1)
2)

3)

4)

5)

6)

7)

8)

9)

Financing provided to others: None;
Endorsements/guarantees provided: None;

Marketable securities held (excluding investment in sub&diaassociates and joint ventures):
None;

Marketable securities acquired and disposed at costs or pricastat 7300 million or 20% of the
paid-in capital: None;

Acquisition of individual real estate at costs of at tledd§$300 million or 20% of the paid-in
capital: None;

Disposal of individual real estate at prices of astl&&T $300 million or 20% of the paid-in capital:
None;

Total purchases from or sales to related parties amguiatiat least NT$100 million or 20% of the
paid-in capital: See Table 1 attached,

Receivables from related parties amounting to at leag100 million or 20% of the paid-in
capital: See Table 2 attached,;

Information about the derivative instruments transaction: SessNaind 8

Information on investees: None;

Information on investments in mainland China: None.
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E. Consolidated Financial Statements and Independent Auditors’ Report: None

F. The Financial Impact to the Company due to Company or Affiliate Companies Financial
Difficulties: None
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VII. Financial Position, Operating Results and Risk Management
A. Financial Positon

Unit: NT$, in Thousands

Year Difference
Item 2017 2016 Amount %

Current assets 2,470,933 2,023,778 447,155 22.10
Property, plant and 5,457,634 6,128,613 (670,979) (10.95)
equipment

Intangible assets 57,240 69,361 (12,121) (17.48)
Other assets 216,845 212,524 4,321 2.03
Total assets 8,202,652 8,434,276 (231,624) (2.75)
Current liabilities 1,363,854 1,214,362 149,492 12.31
Non current liabilities 2,434,681 2,114,962 319,719 15.12
Total liabilities 3,798,535 3,329,324 469,211 14.09
Capital stock 2,719,193 2,698,534 20,659 0.77
Capital Surplus 1,630,968 1,592,780 38,188 2.40
Retained earnings 79,104 813,638 (734,534) (90.28)
Other equity (25,148) - (25,148) | (100.00)
Total equity 4,404,117 5,104,952 (700,835) (13.73)

Items will be analyzed and explained if ratio changed more than +20%:
1. Current assets increased were mainly due to receivables from related parties and

inventory increased.

2. Retained earnings decreased were mainly due to net loss of 2017.
3. Other equity decreased was mainly due to recognize Compensation cost of

employee restricted stock.
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B. Financial Performance

1. Financial Performance in Most Recent 2 Years:

Unit: NT$, in Thousands

Year
Item 2017 2016 Difference %
Operating revenues 4,078,484| 3,920,698 157,786 4.02
Operating costs 4,428,092| 4,219,531 208,561 4.94
Gross loss (349,608)| (298,833)| (50,775)| (16.99)
Operating expense 440,228 471,810, (31,582) (6.69)
Other revenue and expense 70,446 57,261 13,185 23.03
Loss from operation (719,390)| (713,382) (6,008)| (0.84)
Non-operating income and expense | (41,464)| (28,249)| (13,215)| (46.78)
Loss before income tax (760,854)| (741,631)| (19,223) (2.59)
Income tax 27,574 104,812 (77,238)| (73.69)
Net loss (733,280)| (636,819)| (96,461)| (15.15)

Items will be analyzed and explained if ratio changed more than +20%:

1. Other revenue and expense increased was mainly due to income of leased
assets increased by 81,559 thousands, gain on disposal of property, plant and
equipment decreased by 49.395 thousands and impairment loss increased by,
18,979 thousands.

2. Non-operating income and expense decreased was due to finance costs
increased.

3. Income tax benefit decreased was due to recognized deferred income tax
assets decreased.

2. Sales Volume Forecast and Related Information, Major Impact and Future Plan
on Financial Performance

Since 2016, the company has been devoting itself to the development of
new project sensors. It has successfully introduced the smart mobile device
brand market in the second half of 2017 and started to generate revenue and
profit. The new project sensor is expected to expand its market application in
2018, bringing significant revenue and profit growth to the company. In the
future, we will actively collaborate with customer strategies to jointly develop
innovative technologies, and continue to develop new sensor packages and
capacity expansion to expand the application of biometric identification markets.
Based on driving safety and Autonomous Driving trends, it is expected that the
market demand for automotive image sensor packaging will continue to grow.
With high-tech threshold, long product life, and stable revenue for the
automotive packaging service, Xintec will continue to develop the automotive
and monitoring image sensor customers and services. Xintec's 12-inch
wafer-level packaging production line has been entered the mass production
stage. In the future, we will actively develop new customers and accelerate
customer certification and mass production of 12-inch sensors to increase the
utilization rate and improve the cost structure to reduce losses.

- 149 -



C. Cash Flow

1. Analysis of Cash Flow

Unit: NT$, in Thousands

ltem Year 2017 2016 Difference %
Operating activities (169,521) 467,381 (636,902) | (136.27)
Investing activities (487,741) (785,037) 297,296 (37.87)
Financial activities 236,286 702,432 (466,146) (66.36)
Total (420,976) 384,776 (805,752) | (209.41)

Cash flow from operating activities decreased was mainly due to

receivables from related parties and inventory increased.

Cash flow from investing activities decreased was mainly due to decrease

in capital expenditures.

Cash flow from financial activities decreased was mainly due to decreased

in long-term bank loans.

2. Remedial Actions for Liquidity Shortfall

Cash flow generated from operation and long term debt. Not applicable for
liquidity shortfall.

3. Cash Flow Projection for Next Year

Unit: NT$, in Thousands

Cash Net cash provided ms;gﬁﬁh gzgd N | cash gﬁgﬁgﬁ for Liquidity
Balance by operating financing Balance I : = :
ivities i nvestme inancin
2018/1/1 activities in 2018 activities in 2018 2018/12/31 ot Plan Plan g
788,186 918,559 (828,919) 877,826 — Bank loans

1. Analysis of cash flow for 2018:

loans and capital expenditures.

2.Remedial actions for cash shortfall and liquidity analysis: increase bank loans -

(1) Cash provided by operating activities was mainly from cash receipted from customers.

(2) Cash used in investing and financing activites was mainly due to repayment of bank

. Major Capi

tal Expenditure

Capital expenditure was to expand production equipement and capacity
transfer in 2017, which cash flow generated from operation and long term debt.
There was no unfavorable impact on the finance and operation.

. Long Term Investment: Not applicable.
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F. Risk Management

1. Effects of Changes in Interest Rates, Foreign Exchange Rates and Inflation on

2.

Corporate Finance, and Future Response Measures:
(1) Interest Rate Fluctuation

The interest rate was in the rising trend recently and it is impacted the
Company’s profit and loss. The interest revenue was increased with the rising
interest rate and also the interest expense was. The Company took attention on
interest rate fluctuation and entered into interest rate swap contracts to mitigate
the risk of changes in interest rates on the cash flow exposure related to the
outstanding variable rate debt.

If interest rates had been 100 basis points (1%) higher and all other variables
were held constant, the Company’s interest expense, net of income tax, for the
year of 2017 would have been higher by NT$20,651 thousands.

(2) Foreign Exchange Volatility

The Company’s revenues were mainly denominated in US dollars, and some
of the manufacturing costs were denominated in currencies other than NT dollars.
Therefore, any significant fluctuation to its disadvantage in such exchange rates
would have an adverse effect on the Company’s profit and loss. The Company
utilizes derivative financial instruments, including currency forward contracts and
cross currency swaps, to partially hedge its currency exposure. For more
derivative transactions information, please refer to pages 137 of the Annual
Report.

(3) Inflation Volatility

Faced with oil and electricity power price raising pressure, the Comapny
monitors the supply status of the raw material, seeks the second source of the
both good quality and price advantage, and improves the manufacturing process
and products yield, and cost reduction to reduce the impact of rising prices.

Risks Associated with High-risk/high-leveraged Investment; Lending,
Endorsements, and Guarantees for Other Parties; and Financial Derivative
Transactions:

The Company did not make high-risk of high-leveraged financial investments,
loan to othe parities, either the endorsements recently. The nature of the derivative
transactions that Xintec entered into were strictly for hedging purposes to hedge
foreign currency exposure. To control various types of financial transactions, The
Company has established internal policies and procedures based on sound
financial and business practices, all in compliance with the relevant rules and
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regulations issued by the Taiwan Securities and Futures Bureau.The policies and
procedures are “Procedures for Lending Funds to Other Parties”, “Procedures for
Endorsement and Guarantee” and “Procedures for Acquisition or Disposal of
Assets,”(“Policies and Procedures for Financial Derivative Transactions” included).

3. Future Research & Development Projects and Corresponding Budget:

In response to the needs of market and customers for sensors, we continue
to provide wafer-level packaging technology such as TSV CSP and 3D IC package
for applications in various sensor components. Extend the product line and
services to micro-electromechanical (MEMS), power field effect transistors, power
control and analog components and other products by innovative wafer-level
packaging technology. The budget for R&D expense will be NT$ 266,122
thousands on 2018.

4. Effects of and Response to Changes in Policies and Regulations Relating to
Corporate Finance and Sales:

The Company consistently pays close attention to any changes in Policies
and Regulations Relating to Corporate Finance and Sales. Changes in related
laws during 2017 have not had a significant impact on our operations.

5. Effects of and Response to Changes in Technology and the Industry Relating to

Corporate Finance and Sales:

The Company carefully monitors market trends and assesses the impact
they may have on the company’s operations and attaches great importance to
improvements in technology.

6. The Impact of Changes in Corporate Image on Corporate Risk Management, and
the Company’s Response Measures:

The company attaches great importance to preparing for emergency
management in natural or manmade disasters (like typhoon, earthquake,
environmental pollution, communication outage, labor strike, shortage of raw
material and of public supplies of water, gas and electricity, etc.). A comprehensive
plan of emergency response has already been formulated, which specifies relevant
procedures in setting up an emergency response team to cope with disasters. In
an emergency, we can follow the plan to thoroughly analyze the cause of the
incident and its consequence and then explore alternative schemes and relevant
solutions in different circumstances; besides, the plan will also give us guidance in
formulating appropriate precautionary measures and disaster recovery strategies.

In this way, we can survive an emergency while keeping damages from personnel
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injury, service interruption and financial impact to a minimum and maintaining the
smooth operation of the company. Up to the printing date of this Annual Report, the
company has not been faced with risks which may have a major impact on the
daily operation and on the corporate image.

7. Expected Benefits from, Risks Relating to and Response to Merger and Acquisition
Plans: None.

8. Expected Benefits from, Risks Relating to and Response to Factory Expansion
Plans: please refer to pages 150 of the Annual Report.

9. Risks Relating to and Response to Excessive Concentration of Purchasing
Sources and Excessive Customer Concentration:

The Company procured raw materials from different suppliers as far as
possible ro ensure the smooth supply of raw materials and reduce the risk of
centralized purchasing. Although the Company still made part of the raw materials
from a single supplier, but the Company will continue to look for other suppliers to
reduce the risk of centralized purchasing.

The largest customer, TSMC Group's net sales accounted for 51% of the
company's sales of 2017. The company will continue to actively develop new
markets and new customers and maintain a good relationship with the existing
customers continue to reduce risk.

10. Effects of, Risks Relating to and Response to Large Share Transfers or Changes

in Shareholdings by Directors, Supervisors, or Shareholders with Shareholdings of
over 10%:

The price of the Company’s stock may be impacted by possible future sales
of the Company’s shares owned by the major shareholders. TSMC will remain as
the largest shareholder of Xintec with approximately 41% ownership. TSMC
announces to continue its close collaboration with Xintec in the business areas of
CMOS image sensor, MEMS, and etc.

11. Effects of, Risks Relating to and Response to the Changes in Management
Rights: None

12. Litigation or Non-litigation Matters
(1) Major ongoing lawsuits, non-lawsuits or administrative lawsuit: None.

The Company was not involved in any other material litigation in 2017
and is not currently involved in any other material litigation.

(2) Major ongoing lawsuits, non-lawsuits or administrative lawsuits caused by
directors, supervisors or shareholders with over 10% shareholdings
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Major ongoing lawsuits, non-lawsuits or administrative lawsuit by the
director of the company, TSMC:

a. In May 2017, Mr. Uri Cohen filed a complaint in the U.S. District Court for the
Eastern District of Texas alleging that TSMC, TSMC North America and other
companies infringe four U.S. patents. In response, TSMC and TSMC North
America filed a declaratory judgment complaint against Cohen in the U.S.
District Court for the Northern District of California seeking a judgment
declaring that there is no infringement of the same four patents. TSMC also
filed a motion to transfer Cohen's lawsuit in the U.S. District Court for the
Eastern District of Texas to the U.S. District Court for the Northern District of
California. Cohen agreed to the transfer, and as of December 2017, the cases
are consolidated and pending in the U.S. District Court for the Northern
District of California. The outcome cannot be determined and the Company
cannot make a reliable estimate of the contingent liability at this time.

b. On September 28, 2017, TSMC was contacted by the European Commission
(“Commission”) for information and documents concerning alleged
anti-competitive practices of TSMC in relation to semiconductor sales. This
proceeding is still in its preliminary stage, and it is premature to predict how
the case will proceed, the outcome of the proceeding or its impact. TSMC will
continue to cooperate fully with the Commission.

Other than the matters described above, TSMC was not involved in any
other material litigation in 2017 and is not currently involved in any other
material litigation.

As described above, TSMC's litigations are causing from commercial
acts and there is no relationship with us, it has no materially affect
shareholders' equity or the prices of the company's securities.

13. Other Major Risks: None.

G. Other Importmetnt Matters: None
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VIIl. Special Notes
A. Affiliated Information: None.
B. Private Placements Securities: None.
C. Common Shares Acquired, Disposed of and Held by Subsidiaries: Not applicable.

D. Any Events in Y2016 That Had Significant Impacts on Shareholders’ Right or Security
Prices as Started in Item 2 Paragraph 2 of Article 36 of Securities and Exchange Law of
Taiwan: None.

E. Other Necessary Supplement: None.
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