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| NDEPENDENT AUDI TORSG6 REPORT

TheBoard of Directors and Stockholder
HTC Corporation

We have audited th accompanying consolidated balance sheets of HTC Corporation and subsidiaries
(collectively,t he A Companyo0) as aad201D and ¢hentelated cdhdoljdate? Btdteiments of

i ncome, changes in stockhol dehensefdede all exipresged i Nelv Taiveas h
dol | ar s. These consolidated financi al statement
responsibility is to express an opinion on these consolidated financial statements based on our audits.

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

In our opinion, the comdidated financial statements referred to above present fairly, in all material respects, the
consolidated financial position dhe Companyas of December 31, 201dnd 2012, and the results of their
operations and their cash flows for the years then erndedonformity with the Guidelines Governing the
Preparation of Financial Reports by Securities Issuers, and accounting principles generally accepted in tr
Republic of China.

Our audits also comprehended the translation o2@i2 New Taiwan dollar ammts into U.S. dollar amounts
and, in our opinion, such translation has been made in conformity with the basis stated in Note 3. Such U.
dollar amounts are presented solely for the convenience of readers.

March 18, 2013
Notice to Readers

The accomanying consolidated financial statements are intended only to present the consolidated financial
position, results of operations and cash flows in accordance with accounting principles and practices generally
accepted in the Republic of China and not thosany other jurisdictions. The standards, procedures and
practices to audit such consolidated financial statements are those generally accepted and applied in the
Republic of China.

For the convenience of r eader sing condoliglated findncial statesnéntsr e |
have been translated into English from the original Chinese version prepared and used in the Republic of Chin:
If there is any conflict between the English version and the original Chinese version or any differdree i
interpretation of the two versions, the Chinékse nguage auditorsdé report and
shall prevail. Also, as stated in Note 2 to thensolidatedfinancial statements, the additional footnote
disclosures that are not reqedd under generally accepted accounting principles were not translated into
English.



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
DECEMBER 31, 2011AND 2012
(In Thousands, Except Par Value)

ASSETS

CURRENT ASSETS
Cash and cash equivalents (Notes 2 and 5)
Financial assets at fair value through profit or loss (Notes 2, 6 and 26)
Available-for-sale financial assetscurrent (Notes 2, 7 and 26)
Held-to-maturity financial assetscurrent (Notes 2, 13 and 26)
Hedging derivative assetgurrent (Notes 2, 8 and 26)
Notes ad accounts receivable, net (Notes 2, 9 and 27)
Other receivablesrelated parties (Note 27)
Other current financial assets (Note 10)
Inventories (Notes 2 and 11)
Prepayments (Note 12)
Deferred income tax asseteurrent (Notes 2 and 24)
Restricted assetscurrent (Note 28)
Other current assets

Total current assets

LONG-TERM INVESTMENTS
Available-for-sale fimancial assetsnon-current (Notes 2, 7 and 26)
Held-to-maturity financial assetsnon-current (Notes 2, 13 and 26)
Financial asds carried at costnon-current (Notes 2, 14 and 26)
Investments accounted for by the equity method (Ndtmsd 15)

Total longterm investments

PROPERTIES (Notes 2, 16 and 27)
Cost
Land
Buildings and structures
Machinery and equipment
Molding equipment
Computer equipment
Transportation equipment
Furniture and fixtures
Leased assets
Leasehold improvements
Total cost
Less: Accumulated depreciation
Prepayments foconstructionin-progress and equipment in transit

Properties, net

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

Total intangible assets

OTHER ASSETS
Refundable deposits
Deferred charges (Note 2)
Longterm receivable (Note 15)
Deferred income tax assetson-current (Notes 2 and 24)
Restricted assetson-current (Note 28)
Other (Notes 2, 12 and 20)

Total other assets

TOTAL

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

2011 2012
NTS NTS US$ (Note3)
$ 87,501,508 $ 53,878,067 $ 1,849,637
256,868 6,950 238
736,031 37,902 1,301
- 101,459 3483
- 204,519 7,021
64,719,791 41,253,826 1,416,246
966 6,600,093 226,582
1,404,945 1,172,090 40,238
28,430,590 23,809,377 817,377
6,507,516 4,965,814 170,477
2,246,196 3,530,215 121,193
- 3,645,860 125,162
1,055,480 452,808 15,545
192,859,891 139,658,980 4794500
279 197 7
204,597 - -
3,408,654 4,304,907 147,788
71,732 5,892,168 202,278
3,685,262 10,197,272 350,073
7,614,167 7,615,546 261,442
5,999,807 11,817,745 405,704
11,298,070 13,308,358 456,876
172,632 - -
765,177 943,107 32,377
7,710 7,038 242
368,025 452,511 15,535
6,730 2,765 95
463,581 545,705 18,734
26,695,899 34,692,775 1,191,005
(7,314,359 (9,273,49) (318,360
2,130,938 232,011 7.965
21,512,478 25,651,292 880,61
11,152,098 9,180,674 315,173
10,812,564 1,534,366 52,675
342 269 9
595,784 805,365 27,648
22,560,788 11,520,674 395,505
185306 190,142 6,528
763,516 897,164 30,800
- 4,369,350 150,000
3,675,521 4,427,776 152,005
68,700 3,660 126
10,485,501 9,687,816 332,583
15,178,544 19,575908 672,042
$ 255,796,963 $ 206,604,126 $ 7,092,730

LI ABI'LI' TIES AND STOCKHOLDERS®

CURRENT LIABILITIES
Notes and accounts payal§Note 27)
Income tax payable (Notes 2 and 24)
Accrued expenses (Notes 18 and 27)
Payable for purchase of equipment
Other current liabilities (Notes 2 and 19)

Total current liabilities

OTHER LIABILITIES
Guarantee deposits received

Total liabilities

STOCKHOLDERSS® EQUITY

Capital stock NT$10.00 par value
Authorized: 1,000,000 thousand shares
Issued and outstanding: 852,052 thousand shares in 2011 and 2012
Common stock

Capital surplus
Additional paidin capital- issuance of shares in excess of par
Treasury stock transactions
Long-term equity investments
Merger
Expired stock options

Retained earnings
Legal reserve
Special reserve
Accumulated earnings

Other equity
Cumulative translation adjustments (Note 2)
Net losses not recognized pension cost
Unrealized valuation gains on financial instruments (Notes 2 and 26)
Treasury stock (Note 22)

(Note 21)

Equity attributable to stockholders of the parent
MINORITY INTEREST

Total stockholders' equity

TOTAL

EQUI

2011 2012
NTS$ NTS US$ (Noted)
$ 78,473,130 $ 73,618,197 $ 2,527,316
10,570,682 2,713,373 93,150
46,171,290 37,376,493 1,283,137
812,240 1,471,529 50,518
17,307,355 10,995,320 377,470
153,334,697 126,174,912 4,331,591
42,946 59,999 2,060
153,377,643 126,234,911 4,333,651
8,520,521 8,520,521 292,510
14,809,608 14,809,608 508,415
1,730,458 1,730,458 59,407
18,037 18,037 619
24,423 24,423 838
37,068 37,068 1,273
10,273,674 16,471,254 565,459
580,856 - -
75,762,315 53,677,474 1,842,750
32,134 (1,057,559 (36,309
(293 (347) 12)
2,939 203,768 6,995
(10,365.14% (14,065,49D 482,869
101,426,596 80,369,215 2,759,079
992,724 - -
102,419,320 80,369,215 2,759,079
$ 255,796,963 $ 206.604.126 $ 7,092,730



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31,2011AND 2012
(In Thousands Except Earnings Per Sharg

2011 2012
NT$ NT$ US$(Note 3)
REVENUES (Notes 2 and 27)
Sales $ 466,488,311 $ 287,063,137 $ 9,854,892
Sales returns and allowances (2,609,46) (4,148,45) (142,41%
Net sales 463,878,850 282,914,686 9,712,475
Other operating revenues 1,915,923 6,105,489 209,602
Total revenues 465,794,773 289,020,175 9,922,077
COST OF REVENUES (Notes 2, 11, 23 and 27) 333,997,246 216,095,098 7,418,555
GROSS PROFIT 131,797,527 72,925,077 2,503,522
OPERATING EXPENSES (Notes 23 and 27)
Selling and marketing 40,088,802 32,387,932 1,111,879
General and administrative 6,626,010 6,227,469 213,789
Research and development 16,294,948 15,489,969 531,772
Total operating expenses 63,009,760 54,105,370 1,857,440
OPERATING INCOME 68,787,767 18,819,707 646,082
NON-OPERATING INCOME AND GAINS
Interest income (Note 27) 701,724 617,635 21,204
Gain on equitymethod investments (Notes 2 and - 387,478 13,302
Gain on sale of investments, net 29 - -
Exchange gains, net (Note 2) 1,520,643 666,883 22,894
Valuation gains on financial instrumenist
(Notes 2 and 6) 256,868 17,417 597
Other (Note 27) 304,000 550,897 18,913
Total nonoperating income and gains 2,783,264 2,240,310 76,910
NON-OPERATING EXPENSES AND LOSSES
Interest expense 30,979 1,715 59
Loss on equitymethod investments (Notes 2 and - 3,961 - -
Losses on disposal of properties 465 6,395 220
Loss on sale of investments, net (Notes 2 and 1& - 165,184 5,671
Impairment losses (Notes 2, 14, 15 and 17) 18,608 1,313,353 45,087
Other 93,331 122,912 4,219
Total nonroperating expenses and losses 147,344 1,609,559 55,256
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31,2011AND 2012
(In Thousands Except Earnings Per Sharg

2011 2012
NTS$ NTS$ US$(Note 3)
INCOME BEFORE INCOME TAX $ 71,423,687 $ 19,450,458 $ 667,736
INCOME TAX (Notes 2 and 24) (9,124,639 (1,861,272 (63,899
NET INCOME $ 62299048 $ 17589186 $ 603,838
ATTRIBUTABLE TO
Stockholders of the parent $ 61,975,796 $ 16,780,968 $ 576,092
Minority interest 323,252 808,218 27,746
$ 62299048 $ 17,589,186 $ 603,838
2011 2012
Before After Before After
Income Income Income Income
Tax Tax Tax Tax
NT$ NT$ NT$ Us$ NT$ Us$
(Note 3) (Note 3)
BASIC EARNINGSPER SHARE
(Note 5) $863 $7332 $2034 $ 070 $2017 $ 0.69
DILUTED EARNINGS PER
SHARE (Note 3) $8105 $7191 $2025 $ 070 $2008 $ 0.69
The accompanying notes are an integral part ofdinsolidatedinancial statements. (Concludedl



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2011AND 2012
(In Thousands d New Taiwan Dollars)

Other Equity
Unrealized
Capital Stock Capital Surplus Valuation Gain
Issued and Issuance of Long-term Retained Earnings Cumulative Net Loss Not (Loss)on
Outstanding Shares in Treasury Stock Equity Expired Stock Accumulated Translation Recognized as Financial Minority
Common Stock Excess of Par Transaction Investments Merger Options Legal Reserve SpecialReserve Earnings Adjustments Pension Cost Instruments Treasury Stock Interest Total

BALANCE, JANUARY 1, 2011 $ 8,176,532 $ 10,777,623 $ - $ 18,411 $ 24,710 $ - $ 10,273,674 $ - $ 52,876,82 $ (579,849 $ (121) $ (885) $ (6,852,493 $ - $ 74,714,494
Appropriation of the 2010 net earnings

Special reserve - - - - - - - 580,856 (580,859 - - - - - -

Stock dividends 403,934 - - - - - - - (403,939 - - - - - -

Cash dividends - - - - - - - - (29,891,089 - - - - - (29,891,089
Transfer of employee bonuses to common stock 40,055 4,205,796 - - - - - - - - - - - - 4,245,851
Net income in 2011 - - - - - - - - 61,975,796 - - - - 323,252 62,299,048
Unrealized gain on financial instruments - - - - - - - - - - - 3,824 - - 3,824
Translation adjustments on loterm equity

investments - - - - - - - - - 611,983 - - - - 611,983
Net loss not recognized as pension cost - - - - - - - - - - 172 - - - 172
Adjustment due to changes in ownership percentag

investees - - - (374) - - - - - - - - - - (374)
Transferof treasury stock to employees - - 1,750,767 - - 37,503 - - - - - - 4,113,821 - 5,902,091
Purchase of treasury stock - - - - - - - - - - - - (16,135,808 - (16,135,808
Retirement of treasury stock (100,000 (173,81) (20,309 - (287) (435) - - (8,214,499 - - - 8,509,336 - -
Change in minority interest - - - - - - - - - - - - - 669,472 669,472
BALANCE, DECEMBER 31, 2011 8,520,521 14,809,608 1,730,458 18,037 24,423 37,068 10,273,674 580,856 75,762,315 32,134 (293) 2,939 (10,365,144 992,724 102,419,320
Appropriation of the 2011 net earnings

Legal reserve - - - - - - 6,197,580 - (6,197,580 - - - - - -

Special reserve reversed - - - - - - - (580,859 580,856 - - - - - -

Cash dividends - - - - - - - - (33,249,089 - - - - - (33,249,089
Net income in 2012 - - - - - - - - 16,780,968 - - - - 808,218 17,589,186
Unrealized gain on financial instruments - - - - - - - - - - - 6,777 - - 6,777
Translation adjustments on loterm equity

investments - - - - - - - - - (1,089,693 - - - - (1,089,693
Change in unrealized gain on financial instruments

cash flow hedging - - - - - - - - - - - 194,052 - - 194,052
Net loss not recognized as pension cost - - - - - - - - - - (54) - - - (54)
Purchase of treasury stock - - - - - - - - - - - - (3,700,346 - (3,700,346
Change in minority interest - - - - - - - - - - - - - (1,800,942 (1,800,942
BALANCE, DECEMBER 31, 2012 $ 8520521 $ 14,809,608 $ 1,730,458 $ 18,037 $ 24,423 $ 37,068 $ 16,471,254 $ - $ 53,677,474 $ (1,057,559 $ (347) $ 203,768 $ (14,065,490 $ - $ 80,369,215

The accompanying notes areiategral part of theonsolidatedinancial statements.




HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2012
(In Thousands ofU.S.Dollars)

Other Equity

Unrealized
Capital Stock Capital Surplus Valuation Gain
Issued and Issuance of Long-term Retained Earnings Cumulative Net Loss Not on
Outstanding Shares in Treasury Stock Equity Expired Stock Accumulated Translation Recognized as Financial Minority
Common Stock  Excess of Par Transactions Investments Merger Options Legal Reserve Special Reservi Earnings Adjustments Pension Cost Instruments Treasury Stock Interest Total

BALANCE, JANUARY 1, 2012 $ 292,510 $ 508,415 $ 59,407 $ 619 $ 838 $ 1,273 $ 352,696 $ 19,941 $ 2,600,923 $ 1,103 $ (10 $ 101 $ (355,836 $ 34,080 $ 3,516060
Appropriation of the 2011 net earnings

Legal reserve - - - - - - 212,763 - (212,763 - - - - - -

Special reserve reversed - - - - - - - (29,949 19,941 - - - - - -

Cash dividends - - - - - - - - (1,141,443 - - - - - (1,141,443
Net income in 2012 - - - - - - - - 576,092 - - - - 27,746 603,838
Unrealized gain on financial instruments - - - - - - - - - - - 232 - - 232
Translation adjustments on lotgrm equity

investments - - - - - - - - - (37,409 ; } _ B (37,409
Change in unreided gain on financial

instruments for cash flow hedging - - - - - - - - - - - 6,662 - - 6,662
Net loss not recognizesks pension cost - - - - - - - - - - ) - - - 2
Purchase of treasury stock - - - - - - - - - - - - (127,033 - (127,033
Change in minority interest - - - - - - - - - - - - - (61,826 (61,826
BALANCE, DECEMBER 31, 2012 $ 292510 $ 508415 $ 59,407 $ 619 $ 838 $ 1,273 $ 565,459 $ - $ 1,842,750 $ (36,309 $ 12 $ 6,995 $ (482,869 $ - $ 2,759,079

The accompanying notes are an integral part ofdnsolidatedinancial statements.



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2011 AND 2012
(In Thousands)

2011 2012
NT$ NT$ US$(Note 3)
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 62,299,048 $ 17,589,186 $ 603,338
Adjustments to reconcile net income to net cash
provided by operating activities
Depreciation 1,564,225 2,222,517 76,299
Amortization 836,611 2,037,722 69,955
Compensation cost recognized for the transfer
treasury stock to employees 1,788,270 - -
Amortization of premium on financial assets 3,38 3,138 108
Prepaid pension cost (24,879 (22,267 (769
Loss (gain) on equitynethod investments 3,961 (387,478 (13,302
Losses on disposal of properties, net 465 6,395 220
Transfer of properties to pgnses 324 30,501 1,047
(Gain) loss on sale of investments, net (29 165,184 5,671
Unrealized gain on financial assets - (10,467 (359
Impairment losses 18,608 1,313,353 45,087
Deferred income tax asts (2,504,033 (2,036,273 (69,909
Net changes in operating assets and liabilities
Financial instruments at fair value through
profit or loss 229,037 249,918 8,580
Notes and accounts receivable (2,124,05% 19.885,018 682,654
Other receivablegelated parties - 966 33
Inventories (1,995,952 2,707,400 92,945
Prepayments (3,834,892 (1,412,046 (48,479
Other current assets (287,659 195,668 6,717
Other current financial assets (622,37)} 215,036 7,382
Other assetsothers (7,784,602 819,971 28,149
Notes and accounts payable 16,372,303 68,467 2,350
Income tax payable 3,751,382 (7,857,294 (269,74)
Accrued expenses 16,823,509 (6,481,923 (222,525
Other current liabilities 3,994,726 (6,006,993 (206,22)
Net cash provided by operating activities 88,507,351 23,295,698 799,742
CASH FLOWS FROM INVESTING ACTIVITIES
Purchase of availabfier-sale financial assets (490,000 - -
Proceeds of the sale of availalide-sale financial
assets 200,029 829,071 28,462
Repayment of heltb-maturity financal assets - 100,000 3,433
Increase in financial assets carried at cost (2,300,272 (2,292,573 (78,709
Acquisition of investments accounted for by the
equity method (76,214 - -
Acquisition of subsidiaries (20,210,72% (173,929 (5,970
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

YEARS ENDED DECEMBER 31, 2011 AND 2012
(In Thousands)

Purchase of properties

Proceeds of the sale of properties
Increase in refundable deposits
Increase in deferred charges

Loan to related parties

Decrease (increase) in restricted assets
Increase in intangible assets

Loss of a subsidiary

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Decrease in longerm bank loans
Increase in guarantee deposits received
Cash dividends
Purchase of treasury stock
Transfer of treasury stock to empées
Increase (decrease) in minority interest

Net cash used in financing activities

EFFECT OF EXBIANGE RATE CHANGES ON
CASH AND CASH EQUIVALENTS

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING
OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAF

SUPPLEMENTAL CASH FLOW INFORMATION
Cash paid during the year
Interest
Income tax

NON-CASH INVESTING AND FINANCING
ACTIVITIES
Transfer of retained earnings to stock dividends 1
distribution
Transfer of assets leased to others to properties

2011 2012
NT$ NT$ US$(Note 3)
$ (8,411,182 $ (6,262,553 $ (214,993
580 38,683 1,328
(34,309 (13,719 (47)
(574,267 (228,537 (7,84%)
- (6,600,093 (226,582
26,988 (3,580,820 (122,930
(2,294,360 (509,339 (17,486
- (499,389 (17,144
(34,163,73% (19,193,193 (658,903
(24,379 - -
28,987 17,053 585
(29,891,08% (33,249,08% (1,141,443
(16,135,808 (3,700,34% (127,033
4,113,821 - -
669,472 (1,459,370 (50,100
(41,238,993 (38,391,743 (1,317,99})
(65,979 665,807 22,857
13,038,647 (33,623,44) (1,154,29%
74,462,861 87,501,508 3,003,932
$ 87,501,508 $ 53,878,067 $ 1,849,637
$ 32,197 $ 1,715  $ 59
$ 7877290 $ 11,754,892 $ 403,546
$ 403934 $ - $ -
$ 50,828 $ - $ -
(Continued)



HTC CORPORATION AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2011 AND 2012
(In Thousands)

2011 2012
NTS$ NT$ US$(Note 3
Retirement of treasury stock $ 8,509,336 $ - $ -
Transfer of accrued bonus to employees to stock
dividends for distribution and other capital surg  $ 4,245,851 $ - $ -
PURCHASE OF PROPERTIES
Cost ofproperties purchased $ 8,781,446 $ 6,921,847 $ 237,627
Increase in payables for the purchase of equipme (370,264 (659,289 (22,639
Cash paid for the purchase of properties $ 8,411,182 $ 6,262,558 $ 214,993
ACQUISITION OF SUBSIDIARIES
Net cash outflow on the acquisition of a subsidiar $ 20,303,485 $ 45,021 $ 1,546
(Increase) decrease in other payable (92,759 128,905 4,424
Cash paid for acquisition of subsidiaries $ 20,210,729 $ 173,926 $ 5,970
CASH RECEIVED FROM THE DISPOSAL OF A
SUBSIDIARY
Proceeds of the sale of subsidiary $ - $ 4,369,350 $ 150,000
Increase in longerm receivable - (4,369,350 (150,000
Cash eceived from the disposal of a subsidiary $ - $ - $ -
The accompanying notes are an integral part ofdinsolidatedinancial statements. (Concluded)



HTC CORPORATION AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2011 AND 22
(In Thousands, Unless Stated Otherwise)

1. ORGANIZATION AND OPERATIONS

HTC Corporation (AHTCO) was incorporated on May
China to design, manufacture, assemble, process, anshsall handheld devices and provide asiaies
service. In March 2002, HTC had its stock listed on the Taiwan Stock Exchange. On November 19,
2003, HTC listed some of its shares of stock on the Luxembourg Stock Exchange in the form of global
depositaryreceipts.

HTC and its consolidated subsidiaries, hereinaf
employees as of December 31, 2011 and 2012, respectively.

2. SIGNIFICANT ACCOUNTING POLICIES

The consolidatedinancial statements havedreprepared in conformity with the Guidelines Governing the
Preparation of Financial Reports by Securities Issuers, Business Accounting Law and accounting principle
generally accepted in the Republic of China (AR

For reader s6 c¢ onpanyng coasolidated finanbiad statements have been translated into
English from the original Chinese version prepared and used in the ROC. If inconsistencies arise betwee
the English version and the Chinese version or if differences arise in theatagons between the two
versions, the Chinese version of the consolidated financial statements shall prevail. However, the
accompanying consolidated financial statements do not include the English translation of the additiona
footnote disclosures thatre not required under ROC generally accepted accounting principles but are
required by the Securities and Futures Bureau for their oversight purposes.

Significant accounting policies are summarized as follows:
Principles of Consolidation

All majority-owned subsidiaries or controlled entities in which HTC owns less than 50% of the voting
rights of the investee companies directly or indirectly are included in the consolidated financial statements.

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

The consolidated entities as of December 31, 2011 and 2012 were as follows:

% of Ownership
Investor Investee Main Businesses 2011 2012 Remark
HTC Corporation H.T.C. (B.V.l.) Corp. International holding company 100.00 100.00 Incorporated in August 2000
Communication Global Telecom testing and 100.00 100.00 Investment redeed in January
Certification Inc. certification services 2007
High Tech Computer Asia International holding company 100.00 100.00 Incorporated in July 2007
Pacific Pte. Ltd. marketing, repair and
aftersales services
HTC Investment Corporatior General investing activities 100.00 10000 Incorporated in July 2008
PT. High Tech Computer Marketing, repair and aftevales 1.00 1.00 Incorporated in December 20
Indonesia service
(Continued)
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Investor

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

High Tech Computer
Asia Pacific Pte.
Ltd.

HTC Investment
Corporation

HTC Investment One
(BVI) Corporation

HTC HK, Limited

Investee
HTC I Investment Corporatic

HTC Holding Cooperatief
U.A.
Huada Digital Corporation

HTC Investment One (BVI)
Corporation

FunStream Corporation

High Tech Computer Corp.
(Suzhou)
Exedea Inc.

High Tech Computer (H.K.)
Limited

HTC (Australia and New
Zealand) FY. Ltd.

HTC Philippines Corporation

PT. High Tech Computer
Indonesia

HTC (Thailand) Limited

HTC India Private Ltd.
HTC Malaysia Sdn. Bhd.

HTC Innovatia Limited

HTC Communication Co.,
Ltd.

HTC HK, Limited

HTC Holding Cooperatief
U.A.

HTC Communication
Technologies (SH)

Yoda Co., Ltd.

S3 Graphics Co., Ltd.

HTC Corporation (Shanghai
WGQ)

HTC Electronics (Sanghai)
Co., Ltd.

Main Businesses
General investing activities
International holding company

Software service

Holding S3 Graphic€o., Ltd.
and general investing
activities

Design, research and
development of D
technology

Manufacture and sale of smar
handheld devices
Distribution and sales

Marketing, repair and aftesales
service
B

B
Sale of smart handheld device

International holding company
marketing, repair and
aftersales services

International holding company

Design, research and
development of application
software

Operation of restaurant
business, parking t@and
building cleaning services

Design, research and
development of graphics
technology

Repair and aftesales services

Manufacture and sale of smar
handheld devices
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2011

100.00

1.00

50.00

100.00

100.00

100.00

100.00

100.00

99.99
99.00
100.00

99.00
100.00

100.00

100.00

100.00

99.00

100.00

100.00

100.00

100.00

% of Ownership

2012

100.00

1.00

50.00

100.00

100.00

100.00

100.00

100.00

99.99
99.00
100.00

99.00
100.00

100.00
100.00

100.00

99.00

100.00

100.00

100.00

100.00

100.00

Remark

Incorporated in September
2009
Incorporated in October 2009

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

Incorporated in August 2011

Investment received in
February 2012

Incorporated in January 2003

Incorporated in December
2004, investment received
July 2005 and liquidated in
December 2012.

Incorporated in August 2007
Incorporated in August 2007

Incorporated in December 20
Incorporated in December 20

Incorporated in vember
2007 and investment
received in September 200

Incorporated in January 2008

Incorporated in July 2008 anc
investment received in
January 2009

Incorporated in January 2009

Incorporated in December 20
and investment received in
March 2009

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

Incorporated in Oober 2009

Incorporated in November
2011

Incorporated in September
2012

Investment received in
November P11

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

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

(Continued)



Investor

HTC Holding
Cooperatief U.A.

HTC Netherlands B.V.

Investee Main Businesses

HTC Netherlands B.V. International holding company
marketing, repair and
aftersales services

Marketing, repair and aftevales
services

HTC India Private Ltd.

HTC South Eastern Europe B
Limited Liahility Company

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

HTC BRASIL Marketing, repair and aftesales

services

HTC Belgium BVBA/SPRL B
HTC NIPPON Corporation

Sale of smart handheld devic

HTC FRANCE
CORPORATION

International holding company
marketing, repair and
aftersales services

HTC South Eastern Europe  Marketing, repair and aftevales

Limited liability Company services
HTC Nordic ApS. B
HTC ltalia SRL B
HTC Germany GmbH B
HTC lberia, S.L. B
HTC Poland sp. z.0.0. B

Saffron Media Group Ltd. International holding company
design, research and

development of application

software
HTC Communication Canad Marketing, repair and aftesales
Ltd. services

Online/download media servic

Marketing, repair and aftesales
services

HTC RUS LLC B

HTC Luxembourg S.a.r.l.
HTC Norway AS

HTC Communication Swede B
AB
HTC Middle East FALC Marketing, repair and aftesales

services
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2011

100.00

1.00

0.67

100.00

99.99

100.00

100.00

100.00

99.33

100.00

100.00

100.00
100.00
100.00
100.00

10000

100.00
100.00

100.00

100.00

% of Ownership

2012

100.00

1.00

0.67

100.00

99.99

100.00

100.00

100.00

99.33

100.00

100.00

100.00
100.00
100.00
100.00

100.00

100.00
100.00

100.00

100.00

100.00

Remark

Incorporated in Octadr 2009

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

Incorporated in June 2010

Incorporated in July 2003 anc
was acquired from a direct
subsidiaryof HTC in
February 2010 for Companr
reorganization

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

Incorporated in October 2006
and was acquired from an
indirect subsidiary of HTC
in March 2010 for Compan
reorganization

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

Incorporated in April 2010

Incorporated in June 2010

Incorporated in July 2010 anc
was acquired from an
indirect subsidiary of HTC
in October 2010 for
Company reorganization

Incorporated in February 200
and was acquired from an
indirect subsidiary oHTC
in October 2010 for
Company reorganization

Incorporated in October 2010

Incorporated in October 2010

Incorporated in October 20

Investment received in Janua
2011

Incorporated in April 2011

Incorporated in May 2011
Incorporated in August 2011

Incorporated in June 2011 an
investment received in
August 2011.

Incorporated in September
2011

Incorporated in September
2012

(Continued)



% of Ownership
Investor Investee Main Businesses 2011 2012 Remark

HTC EUROPE CO., HTC America Holding Inc. International holding company 100.00 100.00 Incorporated in Aprik010
LTD.

Beats Electronics, LLC Design, research and - 25.14 Acquired from a subsidiary of
development of audio HTC, HTC America
technology Holding Inc, in November

2012for Company
reorganizatiorpurpose.

HTC FRANCE ABAXIA SAS International holding company 100.00 100.00 Investment received in July
CORPORATION design, research and 2010
development of application
software
HTC America Holding HTC America Inc. Sale of smart handheld device 100.00 100.00 Incorporded in January 2003
Inc. and was acquired from a

direct subsidiary of HTC in
April 2010 for Company
reorganization

One & Company Design, Inc Design, research and 100.00 100.00 Investment received in Octob
development of application 2008, andwvas acquired fror
software a direct subsidiary of HTC |

April 2010 for Company
reorganization

HTC America Innovation Inc B 100.00 100.00 Incorporated in April 2010 an
investment received in
October 2010
HTC America Content Online/downbad media service 100.00 100.00 Incorporated in April 2011
Services, Inc.
Dashwire, Inc. Design, research and 100.00 100.00 Investment received in Augus
development of wireless 2011
connectivity software
Beats Electronics, LLC Design, research and 50.14 - Investment received in Octob
develgpment of audio 2011. HTC lostts control
technology of the subsidiary in August

2012 because of the partia
disposal of its shares and
thus accounted for this
investment by equity
method. Sold the
remaining inteestto an
indirect subsidiaryn

November 2012or
Company reorganization
purpose.
Inquisitive Minds, Inc. Development and sale of digiti  100.00 100.00 Investment received in Octob
education platform 2011
ABAXIA SAS HTC BLR Desig, research and 100.00 100.00 Investment received in July
development of application 2010
software
Saffron Media Group  Saffron Digital Ltd. Design, research and 100.00 100.00 Investment receivedh January
Ltd. development of application 2011
software
Saffron Digital Inc. B 100.00 100.00 Investment received in Janua
2011
(Concluded)

In February 2012, HTC acquired FunStream Corporation. In March 2012, HTC changed the investmen
type of Huada Digital Corporation to joint verguand accounted for this investment by the equity method.

In August 2012, HTC lodts control an Beats Electronics, LLC because of the partial disposal of its shares
and accounted for the investment by equity method. In January 2011, HTC wholly ddhairghares
issued by Saffron Media Group Ltd. In August 2011, HTC wholly acquired the shares issued by
Dashwire, Inc. In October 2011, HTC (a) acquired portiothefshares dBeats Electronics, LLC and (b)
wholly acquiredthe shares issued tyquisitive Minds, Inc. and (c) adjusted the shptechaseprice of a

certain share transaction agreement with One & Company Design, Inc. In November 202:héliyC
acquiredthe shares issued 88 Graphics Co., Ltd.
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The net assets of these companies wefellasvs:

2011 2012
Beats One &
Saffron Media Electronics, Inquisitive S3 Graphics Company
Group Ltd. Dashwire, Inc. LLC Minds, Inc. Co., Ltd. Design, Inc. FunStream Corporation
NT$ NT$ NT$ NT$ NT$ NT$ NT$ US$ (Note 3)

Cash on hand and in bank $ 18,945 $ 8,860 $ 118,400 $ 2,031 $ - $ - $ 69 $ 2
Other current assets 161,622 2,756 925,409 - 4
Properties 8,629 1,247 5,862 567 -
Other assets 1,130 40,164 83,982 689
Current liabilities (142,250 (111,898 (292,457 (88)
Net assets $ 48,076 $ (58,871 $ 841196 $ 3,199 $ - $ - $ 73 $ 2
Cash consideration $ 1,393,717 $ 480,905 $ 9,102,096 $ 360,370 $ 9,033,450 $ 81,183 $ 45,090 $ 1,548
Cash on hand and in bank (18,945 (8,860 (118,400 (2,031) - - (69) (2)
Net cash outflow on the

acquisition of a

subsidiary $ 1,374,772 $ 472,045 $ 8,983,696 $ 358,339 $ 9,033,450 $ 81,183 $ 45,021 $ 1,546

Foreign Currencies

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

Assets and liabilities at exchange rates prevailing on the balance sheet date;

St oc k h ol d-athistdricakegchainge yates;

Dividends- at the exchange rate prevailing on the dividend declaration date; and
Income and expensest average exchange rates for the year.

cooTpw

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

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

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

At the balance sheet date, foreigurrency normonetary assets (such as equity instruments) and liabilities
that are measured at fair ualare revalued using prevailing exchange rates, with the exchange differences
treated as follows:

a. Recognized in stockholdersdé6 equity i f the chai
and

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

Foreigrcurrency normonetary assets and liabilities that are carried at cost continue to be stated at
exchange rates at the trade dates.

If the functional currency of an equityiethod investee is a f@ign currency, translation adjustments will

result from the translation of the investeebs f
These adjustments are accumul ated and reported
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Accounting Estimates

Under the above guidelines, law and principles, certain estimates and assumptions have been used for t
allowance for doubtful accounts, allowance for loss on inventories, depreciation of properties, marketing
expenses, income tapqyalty, pension cost, loss on pending litigatiopspduct warranties, contingent loss

on purchase order, bonuses to employees, éctual results may differ from these estimates.

Current/Non-current Assets and Liabilities

Current assets include cashsh equivalents, and those assets held primarily for trading purposes or to be
realized, sold or consumed within one year from the balance sheet date. All other assets such as propert
and intangible assets are classified as-aument. Current liakities are obligations incurred for trading
purposes or to be settled within one year from the balance sheet date. All other liabilities are classified a
norcurrent.

Financial Assets/Liabilities at Fair Value through Profit or Loss

Financial instrumets classified as financial assets or financial liabilities at fair value through profit or loss
(AFVTPLO) include financi al assets or financi a
FVTPL on initial recognition. The Company recognizefinancial asset or a financial liability on its
balance sheet when the Company becomes a party to the contractual provisions of the financial instrumer
A financial asset is derecognized when the Company has lost control of its contractual righteover t
financial asset. A financial liability is derecognized when the obligation specified in the relevant contract
is discharged, canceled or expired.

Financial instruments at FVTPL are initially measured at fair value plus transaction costs thatctye dire
attributable to the acquisition. At each balance sheet date subsequent to initial recognition, financial asse
or financial liabilities at FVTPL are remeasured at fair value, with changes in fair value recognized directly
in profit or loss in the yar in which they arise. Cash dividends received (including those received in the
year of investment) are recognized as income for the year. On derecognition of a financial asset or
financial liability, the difference between its carrying amount andstime of the consideration received and
receivable or consideration paid and payable is recognized in profit or loss. All regular way purchases o
sales of financial assets are recognized and derecognized on a trade date basis.

A derivative that does naneet the criteria for hedge accounting is classified as a financial asset or a
financial liability held for trading. |If the fair value of the derivative is positive, the derivative is
recognized as a financial asset; otherwise, the derivative is recdgsizefinancial liability.

Fair values of financial assets and financial liabilities at the balance sheet date are determined as follow:
publicly traded stocks at closing prices; opeend mutual funds at net asset values; bondst prices

guoted ly the Taiwan GreTai Securities Market; and financial assets and financial liabilities without quoted
prices in an active markett values determined using valuation techniques.

Available-for-sale Financial Assets

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

The recognition, derecognition and the fair value bases of avaitab$ale financial assets asamilar to
those of financial assets at FVTPL.
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Cash dividends ar e r ec omlations, exteptifq dividentshdistribated dramktieo |
pre-acquisition profit, which are treated as a reduction of investment cost. Stock dividends are not
recognized as investment income but are recorded as an increase in the number of shares. The to
number of shares subsequent to the increase is used for the recalculation of cost per share.

An impairment loss is recognized when there is objective evidence that the financial asset is impaired
Any subsequent decrease in impairment loss on an empsitfument classified as availabler-sale is
recognized directly in equity.

Revenue Recognition, Accounts Receivable and Allowance for Doubtful Accounts

Revenue from sales of goods is recognized when the Company has transferred to the buyefidhntsigni
risks and rewards of ownership of the goods, primarily upon shipment, because the earnings process h
been completed and the economic benefits associated with the transaction have been realized or &
realizable. The Company does not recognizessaévenue on materials delivered to subcontractors
because this delivery does not involve a transfer of risks and rewards of materials ownership.

Revenue is measured at the fair value of the consideration received or receivable and represents amoul
agreed between the Company and the customers for goods sold in the normal course of business, net
sales discounts and volume rebates. For trade receivables due within one year from the balance sheet d:
as the nominal value of the consideration tordeeived approximates its fair value and transactions are
frequent, fair value of the consideration is not determined by discounting all future receipts using an
imputed rate of interest.

An allowance for doubtful accounts is provided on the basis ofiaweof the collectability of accounts
receivable. This review is made by an aging analysis of the outstanding receivables and assessing tl
value of the collaterals provided by customers.

On January 1, 2011, the Company adopted the-tinivel revisedStatement of Financial Accounting
Standard4 A SFA&8)-AFi nanci al Il nstrument s: Recogni tic
revisions is that the impairment of receivables originated by the Company should be covered by SFAS Nc
34. Accounts receable are assessed for impairment at the end of each reporting period and considerec
impaired when there is objective evidence that, as a result of one or more events that occurred after tt
initial recognition of the accounts receivable, the estimateddutash flows of the asset have been
affected. Objective evidence of impairment could include:

Significant financial difficulty of the debtor;
Accounts receivable becoming overdue; or
It becoming probable that the debtor will undergo bankruptéyancial reorganization.

Accounts receivable that are assessed as not impaired individually are further assessed for impairment or
collective basis. Objective evidence of impairment for a portfolio of accounts receivable could include the
C o mp a n st éxperigmae of collecting payments and an increase in the number of delayed payments, a
well as observable changes in national or local economic conditions that correlate with defaults on
receivables.

The amount of impairment loss recognized is théedhce between the asset carrying amount and the
present value of estimated future cash flows, after taking into account the related collaterals and guarantee
di scounted at the receivablebds original effecti

The carrying amount of thaccounts receivable is reduced through the use of an allowance account.
When accounts receivable are considered uncollectible, they are written off against the allowance accoun
Recoveries of amounts previously written off are credited to the allowarmeunt. Changes in the
carrying amount of the allowance account are recognized as bad debt in profit or loss.
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Inventories

Inventories consist of raw materials, supplies, finished goods andimtpribcessand are stated at the
lower of cost or netealizable value. Inventory wrigowns are made by item, except where it may be
appropriate to group similar or related items. Net realizable value is the estimated selling price of
inventories less all estimated costs of completion and costs nectassaake the sale. Inventories are
recorded at weightedverage cost on the balance sheet date.

Held-to-maturity Financial Assets

Held-to-maturity financial assets are carried at amortized cost using the effective interest.method
Held-to-maturity financial assets are initially measured at fair value plus transaction costs that are directly
attributable to the acquisition. Profit or loss is recognized when the financial assets are derecognizec
impaired, or amortized. All regular way purchases oessaf financial assets are accounted for using a
trade date basis.

An impairment loss is recognized when there is objective evidence that the investment is impaired. The
i mpairment | oss is reversed i f an isdoecto an@wemhati n t
occurred after the impairment loss was recognized; however, the adjusted carrying amount of the
investment may not exceed the carrying amount that would have been determined had no impairment |o:
been recognized for the investménprior years.

Hedge Accounting

Derivatives that are designated and effective as hedging instruments are measured at fair value, wit
subsequent changes in fair value recognized either in profit or losss dr io ¢ k heguity] depesding on
the naure of the hedging relationship.

Hedge accounting recognizes the offsetting effects on profit or loss of changes in the fair values of the
hedging instrument and the hedged item as follows:

a. Fair value hedge

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

b. Cash flow hedge

The portion of the gain or loss on the hedging instrument that is determined to be an effecévis hedg
recognized in stockholdersdé equity. The amou
profit or loss in the same year or years during which the hedged forecast transaction or an asset ¢
liability arising from the hedged forecast trarigat affects profit or loss. However, if all or a portion

of a | oss recognized in stockholdersdéd equity
expected to be recovered is reclassified to profit or loss.

c. Hedge of a net investment irffaeign operation
The portion of the gain or loss on the hedging instrument that is determined to be an effective hedge i

recognized in stockholdersdéd equity. The amou
profit or losson disposal of tk foreign operation.
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Financial Assets Carried at Cost

Investments in equity instruments with no quoted prices in an active market and with fair values that canno
be reliably measured, such as fpublicly traded stocks and stocks traded in the Emer8togk Market,

are measured at their original cost. The accounting treatment for dividends on financial assets carried «
cost is the same as that for dividends on availfislsale financial assets. An impairment loss is
recognized when there is objieet evidence that the asset is impaired. A reversal of this impairment loss
is disallowed.

Investments Accounted for by the Equity Method

Il nvest ments in which the Company holds 20 perce
significanti nf | uence over the investeesd operating an
equity method.

The acquisition cost is allocated to the assets acquired and liabilities assumed on the basis of their fa
values at the date of acquisitiomdathe acquisition cost in excess of the fair value of the identifiable net
assets acquired is recognized as goodwill. Goodwill is not amortized. The fair value of the net
identifiable assets acquired in excess of the acquisition cost is used to telf@ie value of each of the
noncurrent assets acquired (except for financial assets other than investments accounted for by the equi
method, norcurrent assets held for sale, deferred income tax assets, prepaid pension or other postretireme
benefit)in proportion to the respective fair values of the-garrent assets, with any excess recognized as
an extraordinary gain.

Profits from downstream transactions with an eguigthod investee are eliminated in proportion to the
Company6s perarship tnahg énveside; hovever, if the Company has control over the
investee, all the profits are eliminated. Profits from upstream transactions with anreethiod investee

are eliminated in proportion to nvdstetee Companyés p
When the Company subscribes for its investeebs
percentage of ownership in the investee, the Co

assets as an adjustment to investimianith a corresponding amount credited or charged to capital surplus.
When the adjustment should be debited to capital surplus, but the capital surplus arising frtanmong
investments is insufficient, the shortage is debited to retained earnings.

Properties

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

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

Depreciation is provided on a straigime basis over estimated uskfives in accordance with the tax law
and regulations in the Republic of China: buildings and structures (including auxiliary equipi®eat)
50 years; machinery, computer and equipmegt to 5 years; furniture and fixtures3 to 5 years;
transportéion equipment 5 years; and leasehold improvemerisyears.

Properties still in use beyond their original estimated useful lives are further depreciated over their newly
estimated useful lives.
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The related cost (including revaluation increment) acclmulated depreciation are derecognized from the
balance sheet upon property disposal. Any gain or loss on disposal of the asset is included i
nonoperating gains or losses in the year of disposal.

If the properties are leased to others, the relavstsand accumulated depreciation would be transferred
from properties to other assetassets leased to others.

Intangible Assets

Intangible assets acquired are initially recorded at cost and are amortized on alstealggis over their
estimateduseful lives. Effective January 1, 2006, based on a newly rel&s&8No. 37-fil nt angi &
Assets, 0 goodwi |l arising on acquisitions of ot
impairment annually. If circumstances show that tair value of goodwill has become lower than its
carrying amount, an impairment loss is recognized. A reversal of this impairment loss is not allowed.

Deferred Charges

Deferred charges are computer software costs, deferred license fees and tleethightse of the land.
Computer software are amortized on a straligiet basis over 3 years; deferred license fees, over 5 years;
and land use rights, over 50 years.

Asset Impairment

If the recoverable amount of an asset is estimated to be lessstltanrying amount, the carrying amount

of the asset is reduced to its recoverable amount. An impairment loss is charged to earnings unless tt
asset is carried at a revalued amount, in which case the impairment loss is first treated as a reduction of tl
unrealized revaluation increment, and any remaining loss is charged to earnings. If an impairment los
reverses, the carrying amount of the asset is increased accordingly, but the increased carrying amount m
not exceed the carrying amount that wouldéhbeen determined had no impairment loss been recognized
for the asset in prior years. A reversal of an impairment loss is recognized in earnings, unless the asset
carried at a revalued amount, in which case the reversal of the impairment losgésdigsiized as gains

to the extent that an impairment loss on the same revalued asset was previously charged to earnings. A
excess amount is treated as an increase in the unrealized revaluation increment.

For the purpose of impairment testing, goodvgllllocated to each of the relevant cgsimerating units
(ACGUso0) that are expected to benefit from the
has been allocated is tested for impairment annually or whenever there is an indicatioa @@att may

be impaired. If the recoverable amount of the CGU becomes less than its carrying amount, the impairmer
is allocated to first reduce the carrying amount of the goodwill allocated to the CGU and then to the othel
assets of the CGU pro rata o thasis of the carrying amount of each asset in the CGU. A reversal of an
impairment loss on goodwill is disallowed.

For longterm equity investments on which the Company has significant influence but over which it has no
control, the carrying amountn@luding goodwill) of each investment is compared with its own recoverable
amount for the purpose of impairment testing.

Accrued Marketing Expenses

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

Warranty Provisions

The Company provides warrantyrgiee for one year to two years. The warranty liability is estimated on
the basis of evaluation of the products under warranty, past warranty experience, and pertinent factors.
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Provisions for Contingent Loss on Purchase Orders

The provision for continge loss on purchase orders is estimated after taking into account the effects of
changes in the product markevaluating the foregoing effects awventory management amdljustingthe
Companyb6s purchases.

Product-related Costs

The cost of products ogists of costs of goods sold (materials, labor and allocated manufacturing cost),
inventory writedowns (or reversal of these wrd®wns), warranty expenses and contingent loss on
purchase orders.

Pension Plan

Pension cost under a defined benefit ptadetermined by actuarial valuations. Contributions made under
a defined contribution plan are recognized as pension cost during the year in which employees rende
services.

Curtailment or settlement gains or losses on the defined benefit plan araizedogs part of the net
pension cost for the year.

Income Tax

The Company applies the irtyaar and inteyear allocation methods to its income tax, whereby (1) a
portion of income tax expense is allocated to the cumulative effect of changes in iagcptintiples or
charged or credited directly ®t o ¢ k hexqlitg and §2p deferred income tax assets and liabilities are
recognized for the tax effects of temporary differences, unused loss carryforwards and unused tax credit
Valuation allowanceare provided to the extent, if any, that it is more likely than not that deferred income
tax assets will not be realized. A deferred tax asset or liability is classified as currentourneoi in
accordance with the classification of the related assdgbility for financial reporting. However, if a
deferred income tax asset or liability does not relate to an asset or liability in the financial statements, it is
classified as current or nanurrent on the basis of the expected length of time béfreealized or settled.

If the Company can control the timing of the reversal of a temporary difference arising from the difference
between the book value and the tax basis of afeng equity investment in a foreign subsidiary or joint
venture andfithe temporary difference is not expected to reverse in the foreseeable future and will, in
effect, exist indefinitely, then a deferred tax liability or asset is not recognized.

Tax credits for purchases of machinery, equipment and technology, reseduddvalopment expenditures,
and personnel training expenditures are recognized using th¢hitough method.

Adjustments of prior yearsodé6 tax Iliabilities are

According to the Income Tax Lawnadditional tax at 10% of unappropriated earnings is provided for as
income tax in the year the stockholders approve the retention of these earnings.

All subsidiaries file income tax returns based on the regulations of their respective local governinents.

addition, there is no material difference in the accounting principles on income taxes between the parer
company and those of its subsidiaries.
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Stock-based Compensation

Employee stock options granted on or after January 1, 2008 are accountedidorSFAS No. 39
AAccount i nlga sfeodd PSshyammeent . 0 Under the statement,
which is equal to the best available estimate of the number of stock options expected to vest multiplied b
the grantdate fair value, i®xpensed on a straiglihe basis over the vesting period, with a corresponding
adjustment to capital surplugmployee stock options. The estimate is revised if subsequent information
indicates that the number of stock options expected to vest ditfengrevious estimates.

Treasury Stock

Under SFAS No. 36 AAccounting for Treasury Stocks, 0 whe
shares that have not been disposed or retiredsury stocks stated at cost and shown as a deduction in
stockholde s 6 . §Vhdn ttrgasury shares are sold, if the selling price is above the book value, the
difference should be credited to the capital surpltreasury stock transactions. If the selling price is
below the book value, the difference should firstofffset against capital surplus from the same class of
treasury stock transactions, and the remainder, if any, debited to retained earnings. The carrying value «
treasury stock is calculated using the weigtdedrage approach in accordance with poepcse of the
acquisition.

When the Company's treasury stock is retired, the treasury stock account should be credited, and the capi
surplus- premium on stock account and capital stock account should be debited proportionately according
to the share ratio The carrying value of treasury stock in excess of the sum of its par value and premium
on stock should first be offset against capital surplus from the same class of treasury stock transactions, at
the remainder, if any, debited to retained earning$ie sum of the par value and premium on treasury
stock in excess of its carrying value should be credited to capital surplus from the same class of treasur
stock transactions.

Reclassifications

Certain 2011 accounts have been reclassified to be consigith the presentation of the consolidated
financial statements as of and for the year ended December 31, 2012.

. TRANSLATION INTO U.S. DOLLARS

The consolidated financial statements are stated in New Taiwan dollars. The translation of the 2012 Ney
Taiwan dollar amounts into U.S. dollar amounts are included solely for the convenience of readers, usin
the noon buying rate of NT$29.129 to US$1.00 quoted by Reuters on December 31, 2012. The
convenience translation should not be construed as reprisesitdnat the New Taiwan dollar amounts
have been, could have been, or could in the future be, converted into U.S. dollars at this or any othe
exchange rate.

. ACCOUNTING CHANGES
Financial Instruments

On January 1, 2011, the Company adopted thelyneevised SFAS No. 34-fiFi nanci al I n
Recognition and Measurement. 0 The main revisio
by SFAS No. 34; (2) the scope of the applicability of SFAS No. 34 to insurance contracts is ar(@nded:;
loans and receivables originated by the Company are now covered by SFAS No. 34; (4) additiona
guidelines on impairment testing of financial assets carried at amortized cost when a debtor has financie
difficulties and the terms of obligations have bawodified; and (5) accounting treatment by a debtor for
modifications in the terms of obligations. This accounting change had no material effect on the
Companyb6s consolidated f i ygearented®écentbherdlt 20lent s as
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Operating Segments

On January 1, 2011, the Company adopted the newly issued SFAS N6.@pb er at i ng Segme
requirements of the statement are based on the information on the components of the Company thi
management uses to make decisions about openaiitigers. SFAS No. 41 requires identification of
operating segments on the basis of internal re
operating decision maker in order to allocate resources to the segments and assess their perfotmence. T
statement supersedes SFAS No-#00Segment Reportingo and resulted
the requirement to disclose operating segment information.

. CASH AND CASH EQUIVALENTS

Cash andash equivalents as of December 31, 2011 and @@t as follows:

2011 2012
NT$ NTS$ USs$
(Note 3)
Cash on hand $ 6,436 $ 15433 $ 530
Checking accounts 9,709 12,134 417
Demand deposits 28,197,300 36,224,664 1,243,594
Time deposits 59,288,063 17,625,836 605,096

$ 87,501,508 ¢$ 53,878,067 $ 1,849,637

On time deposits, interest rates ranged from 0.15% to 1.345%and.20%6 to 1.05% as of December
31, 2011 and 2012, respectively.
. FINANCIAL ASSETS AND LIABILITI ES AT FAIR VALUE THROUGH PROFIT OR LOSS

Financial assets and liabilities at fair value through profit or loss as of December 31, 2011 and 2012 were &
follows:

2011 2012
NT$ NT$ US$
(Note 3)
Derivatives- financial assets
Exchange contracts $ 256,868 $ 6,950 $ 238

The Company entered into derivative transactions in 2011 and 2012 to manage exposures related
exchange rate fluctuations. Outstanding forward exchange contracts that did not meet the criteria fo
hedge accounting as of December 31, 2011 and 2012 were as follows:

Forward Exchange Contracts

2011
Contract
Buy/Sell Currency Settlement Period/Date Amount
Forward exchange contracts Buy USD/CAD  2012.01.132012.02.22 USD 28,010
Forward exchange contracts Buy USD/RMB  2012.01.042012.01.31 USD 105,000
(Continued)
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2011

Contract
Buy/Sell Currency Settlement Period/Date Amount

Forward exchange contracts Sell EUR/USD  2012.01.042012.03.30 EUR 339,000
Forwad exchange contracts Sell GBP/USD  2012.01.112012.02.22 GBP 17,100
(Concluded)
2012
Contract

Buy/Sell Currency Settlement Period/Date Amount

Forward exchange contracts Sell EUR/USD 2013.01.132013.03.27 EUR 146,000
Forwardexchange contracts Sell GBP/USD 2013.01.092013.03.20 GBP 20,700
Forward exchange contracts Sell USD/NTD  2013.01.172013.02.20 USD 70,000
Forward exchange contracts Sell USD/RMB  2013.01.092013.01.30 USD 78,000
Forward exchange contracts Buy USD/RMB  2013.01.02013.01.30 USD 106,000
Forward exchange contracts Buy USD/JPY  2013.01.02013.03.08 USD 97,437
Forward exchange contracts Buy USD/CAD 2013.01.092013.02.22 USD 22,158
Forward exchange contracts Buy USD/NTD  2013.A.07-2013.02.21 USD 270,000

Net gain on derivative financial instruments in 2011 was NT$172,501 thousand, including a realized
settlement loss of NT$84,367 thousand and a valuation gain of NT$256,868 thowbeéstd were
classified as exchange loss amduation gain, respectively, on financial instruments.

Net gain on derivativeifiancial instruments in 2012 was NT$356,010 thousand (US$12,222 thousand),
including a realized settlement gain of NT$349,060 thousand (US$11,984 thousand) and a valoaifon ga

NT$6,950 thousand (US$238 thousagnahich were classified as exchange gain and valuation gain on
financial instruments, respéatly. Note 26 has more information.

. AVAILABLE -FOR-SALE FINANCIAL ASSETS

Available-for-sale financial assets as@&cember 31, 2011 and 2012 were as follows:

2011 2012

NTS$ NTS$ USs$
(Note 3)
Quoted stocks $ 279 $ 38,099 $ 1,308
Mutual funds 736,031 - -
736,310 38,099 1,308
Less: Current portion (736,03} (37,902 (1,300
$ 279 $ 197 $ 7

. HEDGING DERIVATIVE FINANCIAL INSTRUMENTS

Hedging derivative financial instruments as of December 31, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ USs$
(Note 3)
Hedging derivative assets $ - $ 204,519 $ 7,021
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The Co mp anguidency tashrflendegivred from the highly probable forecast transaatiaty lead

to risks on foreigncurrency financial assets and liabilities and estimated future ftash due to the
exchange rate fluctuations. The Company assesses the risks may be significant; thus, the Compar
entered into derivative contracte hedge against foreiggurrency exchange risks. The outstanding
forward exchange contracts as of Decenfiil, 2012 were as follows:

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

Movements of hedging derivative financial instruments for 2011 and 20E2asdollows:

2011 2012
NT$ NT$ Us$
(Note 3)
Balance, beginning of year $ - $ - $ -
Add: Recognized in profit and loss - 10,467 359
Unrealized valuation gain - 194,052 6,662
Balance, endf year $ - $204,519 $ 7,021

The unrealized valuation gain due to forward exchange contract was recognized as unrealized gain o
financi al instruments in stockholdersdé equity.

. NOTES AND ACCOUNTS RECEIVABLE

Notes and accounts receivabieof December 31, 2011 and 2012 were as follows:

2011 2012
NTS$ NTS$ US$
(Note 3)
Notes receivable $ 755,450 $ - $ -
Accounts receivable 65,518,876 43,118,861 1,480,272
Accounts receivable from related parties 473 221,050 7,589
66,274,799 43,339,911 1,487,861

Less: Allowance for doubtful accounts (1,555,008 (2,086,08% (71,615

$ 64,719,791 $ 41,253,826 $ 1,416,246
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10. OTHER CURRENT FINANCIAL AS SETS

Other current financial assets as of December 31, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ Uss$
(Note 3)
Other receivables $ 1,128,238 $ 1,121,912 $ 38,515
Agency payments 249,644 39,097 1,342
Interest receivable 23,261 8,067 277
Others 3,802 3,014 104

$ 1,404,945 $ 1,172,090 $ 40,238

Other receivables were primarily prepayments on behalf of vendors or customers, withholding income tax
of e mp | ouges, argl 6thebcompensation.

11. INVENTORIES

Inventories as of December 31, 2011 and 2012 were as follows:

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

Finished goods $ 2,189,984 $ 3,310,521 $ 113,650
Work-in-process 4,320,763 1,902,733 65,321
Semifinished goods 4 547,374 5,635,374 193,463
Raw materials 17,251,140 12,663,961 434,754
Inventory in transit 121,329 296,788 10,189

$ 28,430,590 $ 23,809,377 $ 817,377

As of December 31, 2011 and 2012, the allowance for inventory devaluation was NT$4,930,857 thousan
and NT$4,936,776 thousand (US$169,480 thousand), respectively.

The writedown of inventories to their net realizable value amounting to NT$3,381,13%atmbland

NT$2,154,419 thousand (US$73,961 thousand) were recognized as cost of revenues in 2011 and 201
respectively.
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12. PREPAYMENTS

Prepayments as of December 31, 2011 and 2012 were as follows:

2011 2012
NT$ NT$ US$
(Note 3)
Royalty $ 5,210,204 $ 2,609,254 $ 89,576
Prepayments to suppliers 299,105 854,799 29,345
Software and hardware maintenance 311,416 716,695 24,604
Net input VAT 320,544 434,521 14,917
Molding equipment 188,242 96,859 3,325
Marketing 43,200 79,892 2,743
Service 7,209 62,877 2,159
Insurance 8,384 31,625 1,086
Rental 15,488 31,552 1,083
Others 103,724 47,740 1,639
$ 6,507,516 $ 4,965,814 $ 170,477

Prepayments for royalty were primarily for discount purposes and were classified as currertunremn

in accordance with their natureAs of December 312011 and 2012, theon-current prepaymentsf
NT$7,311,781 housand and NT$7,327,355 thousand (US$251,548 thousand), respectively, had beer
classified as other assetsther(Note 30 has more information).

Prepayments to suppliers were primarily for discount purposes and were classified as currentimenon

in accordance with their natureAs of December 31, 2011 and 2012, mmamrent prepayments of
NT$2,956,977 thousand and NT$2,121,432 thousand (US$72,829 thousand) had been classified as ott
assets other.

Prepayments for others were primarily traved ather expenses.

13. HELD -TO-MATURITY FINANCIAL ASSETS

Held-to-maturity financial assets as of December 31, 2011 and 2012 were as follows:

2011 2012
NTS$ NTS$ uUss
(Note 3)
Corporate bonds $ 204,597 $ 101,459 $ 3,483
Less: Current portion - (101,459 (3,483
204,597 $ - $ -

In 2010, the Company bought the corporate bonds issued by Nan Ya Plastics Corporation, and these bon
will mature in 2013atan effective interest rate 6f90%. Half of the bonds had been repaid in November
2012.
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14. FINANCIAL ASSETS CARRIED AT COST

Financial assets carried at cost as of December 31, 2011 and 2012 were as follows:

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

HuaChuang Automobile Infornteon Technical
Center Co., Ltd. $ 500,000 $ 500,000 $ 17,165
Answer Online, Inc. 1,192 1,192 41
BandRich Inc. 15,861 15,861 545
SoundHound Inc. 67,441 64,380 2,227
GSUO Inc. 242,232 233,032 8,000
Felicis Ventures Il LP 68,128 120,157 4,125
WI Harper Fund VII 47,689 81,270 2,790
NETQIN MOBILE Inc. 75,698 - -
Luminous Optical Technology Co., Ltd. 183,000 183,000 6,283
OnLive, Inc. 1,211,160 - -
KKBOX Inc. 302,790 291,290 10,000
TransLink Capital Partners Il, L.P. 99,921 139,819 4,800
Shanghai Foad Commercial Co., Ltd. 166,555 160,610 5,514
Primavera Capital (Cayman) Fund L.L.P. 428,179 1,483,286 50,921
Magnet Systems Inc. - 1,031,702 35,418
3,409,846 4,306,099 147,829
Less Accumulated impairment loss (1,292 (1,292 (41

$ 3,408,654 $ 4,304,907 $ 147,788

In January 2007HTC acquired 10% equity interest in HGAuang Automobile Information Technical
Center Co., Ltd. for NT$500,000 thousand.

On March 1, 2004, HTC merged with IA Style, Inc., with HTC as survivor entity, and thus acquired an
1.82% equity interest, amoungirio NT$1,192 thousand, in Answer Online, Inc., an investee of IA Style,
Inc. In addition, the Company determined that the recoverable amount of this investment in 2010 was les
than its carrying amount and thus recognized an impairment loss of NT$igLS2md.

In April 2006, HTC acquired 92% equity interest in BandRich Inc. for NT$135,000 thousand and

accounted for this investment by the equity me
from 92% to 18.08%; thus, HTC lost its significant ughce on this investee. In July 2010, HTC
transferred t his i nvest ment t o ifinanci al asse
thousand.

In July 2009, through H.T.C. (B.V.1.) Corp. ( AH
Aso f December 31, 201 2, HTCO6 s i nvest ment i n Sou

(NT$64,880 thousand), and its ownership percentage was 4.50%.

In May 2010, HTC made an investment in GSUO Inc. through HTC BVI. As of December 31, 2012,
HT C 6 sestment in GSUO Inc. had amounted to US$8,000 thousand (NT$233,032 thousand), and its
ownership percentage wa8.32%.

In September 2010, HTC made an investment in Felicis Ventures Il LP through HTC BVI. As of
December 31, 2012, itlsTwedwes il bPvhad amounted to WSH4,1FetHousand
(NT$120,157 thousand).

In August 2010, HTC made an investment in WI Harper Fund VII through HTC BVI. As of December
31, 2012, HTC6s investment had amounted to US$2
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15.

In December 2010, HTC invested US$2,500 thousand in NETQIN MOBILE Inc. through HTC BVI. In
January 2012, because the fair value of this investment could be reliably measured and on the basis of tl
investment holding purpose, HTC transferred this investnt to navailabl e -for
current. o

I n December 2010, HTC made an investment i n Lu
through HTC Investment Corporation and HTC | Investment Corporation. As of December 31, 2012,
HT C 6 sstmentn Luminous had amounted to NT$183,000 thousand, and its ownership percentage wa
10.02%.

In February 2011, HTC invested US$40,000 thousand in OnLive, Inc. through HTC BVI, and the
ownership percentage was 3.79%. In August 2012, OnLive, lotardd to have an asset restructuring

due to the lack of operating cash and an inability to raise new capital. HTC assessed that its investmel
could not be recovered and thus recognized an impairment loss of US$40,000 thousand (NT$1,199,04
thousand).

In March 2011, HTC made an investment in KKBOX Inc. through HTC BVI. As of December 31, 2012,
HTC6s investment in KKBOX I nc. had amounted to
ownership percentage was 11.11%.

In June 2011, HTC made an intreent in TransLink Capital Partners Il, L.P. through HTC BVI. As of
December 31, 201 2, HTCO6s investment i n TransVLin
thousand (NT$139,819 thousand).

In May 2011, HTC made an investment in Shanghesdd Commercial Co. through HTC HK Limited.
As of December 31, 2012, -rébd CamsnerdiahGoe l9d mae antountedhto St
US$5,500 thousand (NT$160,610 thousand), and its ownership percentage2ifs 14.

In August 2011, HTC made an inve®int in Primavera Capital (Cayman) Fund L.L.P. through HTC

l nvest ment One (BVI) Corporation. As of Decer
US$50,921 thousand (NT$1,483,286 thousand).

In August 2012, HTC made an investment in Magnet SystemgHrough HTC BVI.  As of December

31, 2012, HTCO6s investment had amounted to USS$
ownership percentage was 17.10%.

These unquoted equity instruments were not carried at fair value because their facouddueot be
reliably measured; thus, the Company accounted for these investments by the cost method.

INVESTMENTS ACCOUNTED FOR BY THE EQUITY METHOD

Investments accounted for by the equity method as of December 31, 2011 and 2012 were as follows:

2011 2012
Carrying Ownership Ownership
Value Percentage Carrying Value Percentage
NT$ NTS$ uUss$
(Note 3)
Unquoted equity investments
Huada Digital Corporation $ - - $ 241,309 $ 8,284 50.00
SYNCTYV Corporation 71,732 20.00 56,687 1,946 20.00
Beats Electronics, LLC - - 5,650,859 193,994 25.14
71,732 5,948,855 204,224
Less: Accumulated impairment los - (56,687 (1,949
$ 71732 $ 5,892,168 $ 202,278
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I n December 2009, HTC acquired 100% equity int
main busines is software services, for NT$245,000 thousand and accounted for this investment by the
equity method. In Septgber 2011, HTC increased this investment by NT$5,000 thousand. As of

December 31, 2012, HTCO6s investment i n Huada ha
2011, the Fair Trade Commi ssion approved 06an iinn)
Huada and the registration of this investment v
HTC6s ownership percentage declined from 100% t

meeting ande-elected its directors and supervisor As a result, the investment type was changed to joint
venture and the Company continued to account for this investment by the equity method.

In September 2011, through HTC America Holding Inc., HTC acquired 20% equity interest in SYNCTV
Corporation fo US$2,500 thousand and accounted for this investment by the equity method. In 2012, the
Company determined that the recoverable amount of this investment was less than its carrying amount ar
thus recognized an impairment loss of NT$56,687 thousand (B4&thousand).

In October 2011, HTC acquired, through HTC America Holding Inc., 50.14% equity interest in Beats
Electronics, LLC. (ABeatso) for US$300, 000 thou
to the founding members of Beats for US8,000 thousand with a cost amounting to US$157,144
thousand (including initial investment cost of US$150,000 thousand and an accumulated gain of4JS$7,1
thousand on equity method investment). This transaction resulted in a loss on disposal of US$7,14
thousand (NT$214,268 thousand).

Threeyear norrecourse secured promissory notes (the "Notes"), totaling US$150,000 thousand
(NT$4,369, 350 thousand), were issued-tly nt he ckeu w
These Notes, payablé the maturity in three years, bear interest based on LIBOR plus 1% and was secured
by pledge of interest obtained by the buying party in this transaction. After the transaction, HTC
indirectly remained 25.14% of the shareholdings in Beats and accoontdusfinvestment by the equity
method.

In 2011 and 2012, gain (loss) on equity method investments were as follows:

2011 2012
NT$ NT$ Us$
(Note 3)
Huada Digital Corporation $ - $ (9,380 $ (322
SYNCTYV Corporation (3,96) (11,979 (411
Beats Electronics, LLC - 408,837 14,035

$ (3.96) $ 387,478 $ 13,302

The financial statements of equityethod investees had been examined by independent auditors, except
SYNCTYV Corpostion.
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16. PROPERTIES

Properties as of December 31, 2011 and 2012 were as follows:

2011 2012
Carrying Accumulated
Value Cost Depreciation Carrying Value
NT$ NTS$ NTS$ NT$ Uss$
(Note 3)
Land $ 7,614,167 $ 7,615546 $ - $ 7615546 $ 261,442
Buildings and structures 4,990,887 11,817,745 1,3®@,517 10,515,228 360,88
Machinery and equipment 5,907,321 13,308,358 6,980,6% 6,327,73 217,231
Computer equipment 353,729 943,107 544,607 398,500 13,680
Transportation equipment 3,922 7,038 4,151 2,887 99
Furniture and fixtures 166,877 452,511 262,857 189,654 6,511
Leased assets 919 2,765 733 2,032 70
Leasehold improvements 343,718 545,705 177,994 367,711 12,624
Prepayments for construction-progress
and equipment in transit 2,130,938 232,011 - 232,011 7,965
$21512,478 $34924786 $ 9,273,494 $25,651,292 $ 880,610

In April 2011, HTC bought land approximately 49 thousand square meters adjacent to its Taoyuan plant fo
NT$1,770,000 thousand, the price based on the appraisal report, from an unrelated party, to build .
complete technology park and meet future capacity expansion requirements.

The construction of a new office building and factory was completed in June 2012, and a construction
amount of NT$5,615,958 thousand (US$192,796 thousand) was transferred frpaynpmsts for
construction in progress to buildings and structures.

There were no interests capitalized in 2011 and 2012.

17. INTANGIBLE ASSETS

Movement of intangible assets for 2011 and 2012 were as follows:

2011
Deferred
Patents Goodwill Penson Cost Other Total
NT$ NT$ NT$ NT$ NT$

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

Acquisition 2,282,409 - 11,951 2,29A,360

Difference between the cost of

invest ments ar
share in inves 9,033,450 10,240,332 603,852 19,877,634

Owned by acquirees 21,527 - 62,929 84,456

Adjustments of acqgsition cost - 81,183 - 81,183
The changes in deferred pension ¢ - - (74 - (74
Translation adjustment 50,211 15,052 4,380 69,643
Balance, end of year 11,608,540 10,905,878 342 911,962 23,426,722
Accumulated amortization
Balance, beginning of year 12,362 - - - 12,362
Amortization 443,551 - - 330,812 774,363
Ownedby acquirees 475 - - 475
Translation adjustment 54 - - (14,639 (14,580
Balance, end of year 456,442 - - 316,178 772,620

(Continued)
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18.

2011

Deferred
Patents Goodwill Pension Cost Other Total
NT$ NT$ NT$ NT$ NT$
Accumulated impairment losses
Balance, beginning of year - 71,508 - - 71,508
Impairment losses - 18,608 - - 18,608
Translation adjustment - 3,198 - - 3,198
Balance, end of year - 93,314 - - 93,314
Net book value, end of year 11,152,098 10,812,564 $ 342 $ 595784 22,560,788
(Concludedl
2012
Deferred
Patents Goodwill Pension Cost Other Total
NT$ NT$ NT$ NT$ NT$ US$ (Note 3)
Cost
Balance, beginning of year $ 11,608,540 $ 10,905,878 $ 342 $ 911,962 $ 23,426,722 $ 804,240
Additions
Acquisition 11,464 497,874 509,338 17,486
The difference between the cost of
invest ment and the
investeesd net ass 45,017 45,017 1,545
Adjustments of acquisition cost (26,226 - (26,226 (900)
Reclassification (5,717,960 - 5,717,960 - -
The changes in deferred pension cost - - (73) - (73) 3)
Disposal of Subsidiary (35,323 (3,485,380 - (5,713,753 (9,234,455 (317,019
Translation adjustment (345,127 (39,768) - (81,322 (466,217) (16.005)
Balance, end of year 11,239,554 1681561 269 1,332,722 14,254,106 489,344
Accumulated amortization
Balance, beginning of year 456,442 316,178 772,620 26,524
Amortization 1,625,124 333,424 1,958,548 67,237
Disposal of Subsidiary (1,893 (115,699 (117,592 (4,037)
Transldion adjustment (20,793 (6,546 (27,339 (938)
Balance, end of year 2,058,880 527,357 2,586,237 88,786
Accumulated impairment losses
Balance, beginning of year 93,314 93,314 3,203
Impairment losses 57,621 57,621 1,978
Translation adjustment (3,740 (3,740 (128)
Balance, end of year 147,195 147,195 5,053
Net book value, end of year $ 9,180,674 $ 1534366 $ 269 $ 805,365 $11,20674 $ 39,505
ACCRUED EXPENSES
Accrued expenses as of December 31, 2011 and 2012 were as follows:
2011 2012
NT$ NT$ UsS$
(Note 3)
Marketing $ 29,104,665 $ 20,872,536 $ 716,555
Bonus to employees 7,238,637 5,712,075 196,096
Sahries and performance bonuses 3,433,649 5,619,290 192,910
Materialsand molding expenses 1,854,932 1,904,181 65,371
Services 1,324,631 1,020,609 35,038
Import, export and freight 1,397,747 644,432 22,123
Repairs maintenancend sundry purchase 466,135 573,355 19,683
Insurance 191,931 243,046 8,344
Meals and welfare 193,721 169,711 5,826
(Continued)
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2011 2012

NTS$ NTS$ Us$
(Note 3)
Pension cost $ 123,877 $ 119,833 $ 4114
Travel 96,085 96,726 3,321
Donation 236,630 - -
Others 508,650 400699 13,756

$ 46,171,290 $ 37,376,493 $ 1,283,137

The employe bonudn 2011 and 2012 should be appropriated at 10% and 5%, respectively, of net income
before deducting employee bonus expenses. Accrued bonuses as of December 31, 2011 and 2012 were
follows:
2011 2012
NT$ NT$ USs$
(Note 3)

Accrued bonus to employees for the currentye  $ 7,238,637 $ 976,327 $ 33,5517
Cash bonuses approved by the stockholders fo
prior years - 4,735,748 162,579

7,238,637 $ 5,712,075 $ 196,096

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

I n September 20009, HTC6s Dboard of directors re
Foundation NT$300,000 thousand, consgstin o f (a) the second and thi
headquarters, with these two floors to be built at an estimated cost of NT$217,800 thousand, and (b) cash
NT$82,200 thousand. This donation excludes the land, of which the ownership remains withlHTC.
June 2012, HTC handed over the foregoing donated building to the HTC Cultural and Educational
Foundation. The actual construction cost was NT$218,636 thousand (US$7,506 thousand). The
difference between the estimated construction cost and the echsituction cost was NT$836 thousand
(US$29 thousand) and was recognized as an adjustment on the donation to the HTC Cultural an:
Educational Foundation in 2012.

OTHER CURRENT LIABILITIES

Other current liabilities as of December 31, 2011 and 22 as follows:

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

Warranty provisions $ 13,080,394 $ 8,058,509 $ 276,649
Provisions for contingent loss on purchase orde 2,052,881 823,005 28,254
Advance receipts 433,072 535,110 18,370
Other payable 512,941 325,701 11,182
Agency receipts 440,862 301,868 10,363
Advance revenues 140,815 102,137 3,506
Others 646,390 848,990 29,146

$ 17,307,355 $ 10,995,320 377,470
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The Company provides warranty service for one year to two years depending on the contract with
customers and recognizes estimable warranty liabilities.

Other payables were payables for patents, and agreed installments payableritpndiestockholders of
subsidiaries.

Agency receipts were primarily empl oy e eaddgdtaxnc om

The provision for contingent loss on purchase orders is estimated after taking into account the effects c
chames in the product market, in inventory manag¢

PENSION PLAN

The pension plan under the Labor Pension Act (t
LPA, HTC and Communication Global Certificationcln (ACGCO) ma k e mont hi
empl oyeesd6 individual pension accounts at 6% of
NT$351,762 thousand in 2011 and NT$413,458 thousand (US$14,194 thousand) in 2012.

Based on the defined benefigplunder the Labor Standards LGWL SLO0) , pensi on bene
on the basis of the length of service and average monthly salaries of the six months before retiremen
HTC and CGC contributed amounts equal to 2% of total monthly salaries aed ¥ag pension fund
administered by the pension fund monitoring committee. The pension fund is deposited in the Bank of
Taiwan in the committeeds name. The Company r €
and NT$4,104 thousand (US$141 thand) in 2012.

H.T.C. (B.V.l.) Corp., HTC Investment Corporation, HTC | Investment Corporation, High Tech Computer
Asia Pacific Pte. Ltd., HTC Investment One (BVI) Corporation, HTC Holding Cooperatief U.A. and HTC
America Holding Inc. have no pension plans

Under the respective local government regulations, other subsidiaries have defined contribution pensio
plans covering all eligible employees. The pension fund contributions were NT$200,330 thousand in
2011 and NT$252,307 thousand (US$8,662 thousarz{)12.

Under SFASNo .  Ac8ounting for Pensionsd t he pension expense <calc
under the defined benefit pension plan should disclose the following information:

The net pension costs of HTC and CGC under the defined bplagfiin 2011 and 2012 were as follows:

2011 2012
NTS$ NTS$ USs$
(Note 3)
Service cost $ 5,980 $ 5,481 $ 188
Interest cost 6,882 7,341 252
Projected return on plan assets (9,229 (9,917 (340
Amortization of unrecognized net transition
obligation, net 74 74 2
Amortization 507 1,125 39
Net pension cost $ 4,217 $ 4,104 $ 141
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The reconciliations between pension fund status and prepaid pensibas of December 31, 2011 and
2012 were as follows:

2011 2012
NT$ NT$ USs$
(Note 3)
Present actuarial value of benefit obligation
Vested benefits $ 10,026 $ 28,906 $ 992
Nonvested benefits 193,962 188993 6,488
Accumulated benefit obligation 203,988 217,899 7480
Additional benefits on future salaries 163,087 161,977 5,561
Projected benefit obligation 367,075 379,876 13,041
Plan assets at fair value (482786 (513,954 (17,649
Funded status (115,713 (134,078 (4,603
Unrecognized net transitional obligation (342 (269 9
Unrecognized pension loss (68,285 (72,257 (2,48)
Additional minimum gnsion liability 635 615 21
Prepaid pension cost $ (183,703 $ (205,989 $ (7,079

Assumptions used in actuarially determining the present value of the projected benefit obligations of HTC
and CGC were as follows:

2011 2012
Weightedaverage discount rate 2.00% 1.88%
Assumed rate of increase in future compensation 4.00% 4.00%
Expected longerm rate of return on plan assets 2.00% 1.88%

The payments from the fund amounted to NT$793 thousand in 2011.

STOCKHOLDERSS6 EQUI TY
Capital Stock

HTC6s outstanding common stock as of January 1,
817,653 thousand common shares at NT$10 par value. In June 2011, the stockholders approved ti
transfer of retaed earnings of NT$403,934 thousand and employee bonuses of NT$40,055 thousand tc
capital stock. Also, in December 2011, HTC retired 10,000 thousand treasury shares amounting tc
NT$100, 000 thousand. As a r esul t ockdsbfddecamber3l)t
2012 increased to NT$8,520,521 thousand (US$292,510 thousand), divided into 852,052 thousand commc
shares at NT$10 (US$0.34) par value.

Global Depositary Receipts

In November 2003, HTC issued 14,400 thousand common shares codiegpto 3,600 thousand units of

Gl obal Depositary Receipts (AGDRs0) . For t hi
Technologies, Inc., also issued 12,878.4 thousand common shares, corresponding to 3,219.6 thousand GI
units. Thus, the entireffering consisted of 6,819.6 thousand GDR units. Taking into account the effect
of stock dividends, the GDRs increased to 9,015.1 thousand units (36,060.5 thousand shares). The holde
of these GDRs requested HTC t o haeed e Asnof Dedember@D R s
2012, there were 7,820 thousand units of GDRs redeemed, representing 31,280.2 thousand common shar
and the outstanding GDRs represented 4, 780.3 t
shares.
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Capital Surplus

Under tle Company Law, capital surplus may be used to offset a deficit. The capital surplus from share
issued in excess of par (additional paidcapital from issuance of common shamegrgerand treasury

stock transactions) and donations may be capitalize@® @ngear within a certain percentage of a

c 0 mp a n y-i0 capital.a Halever, the capital surplus from legegm investments may not be used for

any purpose.

Additional paidin capital- issuance of shares in excess of par

The additional paidn capitalwas NT$10,777,623 thousand as of January 1, 2011. In June 2011, the
bonus to employees of NT$8, 491, 704 t housand for
the approved bonus, NT$4,245,851 thousand was in the form of common stock, comdiing6
thousand common shares at their fair value, which were distributed in 2011. The difference between pa
value and fair value of NT$4,205,796 thousand was accounted for as additiorial gagpital in 2011. In
December 2011, the retirement ofaseary stock caused a decrease of NT$173,811 thousand in additional
paidin capital. As a result, the additional padcapital as of December 31, 2012 was NT$14,809,608
thousand (US$508,415 thousand).

Treasury stock transactions and expired stock aption

In June 2011, the Company resolved to transfer treasury shares to employees. In 2011, the number
shares for transfer to employees was 6,000 thousand, with 5,875 thousand shares exercised. Based on
fair value at the grant date, NT$1,750,767 gand was accounted for as capital surpltreasury stock
transactions, and NT$37,503 thousand for the unexercised 125 thousand shares was accounted for as cay
surplus - expired stock options. Also, in December 2011, the retirement of treasury cdaskd
decreases of NT$20,309 thousand in treasury stock transactions and NT$435 thousand in expired sto
options. As a result, as of December 31, 2012, capital sesplusre NT$1,730,458 thousand
(US$59,407 thousand) from treasury stock transactiodsNa$37,068 thousand (US$1,273 thousand)
from expired stock options.

The fair values at the grant date for the fifth and sixth stock option buyback were NIUB%hd
NT$210.121, respectively. These fair values were estimated using the 3lacles opon valuation
model. The inputs to the model were as follows:

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

Long-term equity investments

As of January 1, 2011, the capital surplus from l@rgn equitymethod investments was NT$18,411
thousand. When théompany did not subscribe for the new shares issued by an-ewiltpd investee,
Huada Digital Corporation, i n September 2011, t
surplus decreased by NT$374 thousand each in 2011. As a resulaptted surplus from longerm
equitymethod investments as of December 31, 2012 was NT$18,037 thousand (US$619 thousand).
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Merger

The additional paiin capital from a merger with 1A Style (Note 14) was NT$24,710 thousand as of
January 1, 2011. In Decéer 2011, the retirement of treasury stock caused a decrease of NT$287
thousand in additional paid capital from the foregoing merger. As a result, the additionalipaidpital

from a merger as of December 31, 2012 was NT$24,423 thousand (US$83&thous

Appropriation of Retained Earnings and Dividend Policy

Under HTCO6s Articles of Il ncorporation, i f HTC |
allocated in the following order:

a. To pay taxes
b. To cover accumulated lossesaify

c. To appropriate 10% legal reserve unless the total legal reserve accumulated has already reached t
amount of HTCO0s authorized capital

d. To pay remuneration to directors and supervisors at 0.3% maximum of the balance after deducting th
amountsunder the above items (a) to (c)

e. To pay bonus to employees at 5% minimum of the balance after deducting the amounts under the abo\
items (a) to (c), or such balance plus the unappropriated retained earnings of previous years. Howeve
the bonus may at exceed the limits on employee bonus distributions as set out in the Regulations
Governing the Offering and Issuance of Securities by Issuers. Where bonus to employees is allocate
by means of new share issuance, the employees to receive bonus nmieincu he af fi | i at
who meet specific requirements prescribed by the board of directors.

f. For any remainder, the board of directors should propose allocation ratios based on the dividend polic
set forth in HTCO6s AetbsBtbe&hahdepsdpmseeti hgm a

Legal reserve should be appr opr-inaapitald Thisrdsérde mayt h
be used to offset a deficit. Under the revised Company Law issued on January 4, 2012, when the leg:
reserve has exceeded?%5 o f a Cc o mip eapitplbtse exces$s may be transferred to capital or
distributed in cash.

As part of a higlechnology industry and as a growing enterprise, HTC considers its operating
environment, industry developments, and loeign interests fostockholders as well as its programs to
maintain operating efficiency and meet its capital expenditure budget and financial goals in determining the
stock or cash dividends to be paid. HTCbss div
may be distributed as cash dividends.

The appropriations of earnings for 2010 and 2011 were approvedsntthe ¢ k hmoektidgs onsJéne 15,
2011 and June 12, 2012, respectively. The appropriations and dividends per share were as follows:

For 2010 For 2011
Appropriation Dividends Appropriation Dividends
of Earnings Per Share of Earnings Per Share
NT$ NT$ NT$ uss$ NTS$ uss$
(Note 3) (Note 3)
Legal reserve $ - $ - $ 6,197,580 $ 212,763 $ - $
Special reserve 580,856 - (580,856 (19,941 - -
Cash dividends 29,891,089 37.00 33,249,085 1,141,443 40.00 1.37
Stock dividends 403,934 0.50 - - - -
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The bonus to employeésor 2010 and 2011 approved in the stoc
June 12, 2012, respectively, were as follows:

Amounts Amounts
Approved in Recognized in
Stockho Financial

Meetings Statements
NT$ NT$
For 2010 Cash $ 4,245,853
Stock 4,245,851

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

For 2011 Cash $ 7,238,637
Stock -

$ 7,238,637 $ 7,238,637

Amounts Amounts
Approved in Recognizedn
Stockho Financial

Meetings Statements
uUss$ US$
(Note 3) (Note 3)
For 2011 Cash $ 248,503

Stock -

$ 248,503 $ 248,503

The number of shares of 4,006 thousand for 2010 was determined by dividing the amount ofrsisaog bo

the closing price (after considering the effect of cash and stock dividends) of the day immediately precedin
thes t o ¢ k hmektidge r Thedapproved amounts of the bonus to employees were the same as the accru
amounts reflected in the financithtements for 2010 and 2011.

The employee bonus for 2011 and 2012 should be appropriated at 10% and 5%, respectively, of net incon
before deducting employee bonus expenses. If the actual amounts subsequently resolved by tf
stockholders differ from# pr oposed amount s, the differences
resolution as a change in accounting estimate. If bonus shares are resolved to be distributed to employe
the number of shares is determined by dividing the amount of borthe layosing price (after considering
the effect of cash and stock dividends) of the
meeting.

As of March 18 2013, the date of the accompanying in
appopriati on has not been appr onbanation yabout! Batnings B C
appropriation and the bonus to employees, directors and supervisors is available on the Market Observatic
Post System website of the Taiwan Stock Exchange.

TREASURY STOCK

HTC resolved to transfer 6,000 thousand treasury stocks to employees in June 2011, and the number
shares actually transferred was 5,875 thousand.
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On July 16, 2011, HTC6s board of direct etrd®000p as s
thousand shares for each of the periods between July 18, 2011 and August 17, 2011 and between Augl
18, 2011 and September 17, 2011, with the repurchase price ranging from NT$900 to NT$1,100 per shar
When the share price was below the priceif of the range, HTC would continue to buy back its shares.
HTC bought back 20,000 thousand shares for NT$16,086,098 thousand during the repurchase period
retired 10,000 thousand shares in December 2011 and completed the capital amendment rdgistration
January 2012.

On December 20, 2011, HTC6s board of directors
shares from the open market between December 20, 2011 and February 19, 2012, with the repurchase pr
ranging from NT$445 (US$15) toT$650 (US$22) per share. When the share price was below the price
floor of the range, HTC would continue to buy back its shares. HTC bought back 6,914 thousand share
(bought back 100 thousand shares in 2011 and 6,814 thousand shares in 2012) forON0BE3tfBusand
(US$128,740 thousand) during the repurchase period. Other treasury stock information for 2011 and 201
were as follows:

(In Thousands of Shares)

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

2011
To maintain e Compa

t h
stockhol dersoé intere - -
To transfer shares to 9,786 10,100 5,875 14,011

9,786 20,100 15,875 14,011

2012

To transfer shares to 14,011 6,814 - 20,825

Based on the Securities and Exchange Act of the RI@)umber of reacquired shares should not exceed
10% of a companyés issued and outstanding shar e
sum of the retained earnings, additional gaidapital in excess of par and realized capital surplirs.
addition, HTC should not pledge its treasury shares nor exercise rights to receive dividends and to vote.

PERSONNEL EXPENSES, DEPRECIATION AND AMORTIZATION

As of DecembeBl, 2011 and 202, personnel expenses, depreciation and amortizationasdodlows:

. 2011 2012
Function NTS NTS US$ (Note 3)
Expense Item Operating Operating Total Operating Operating Total Operating Operating Total

Costs Expenses Costs Expenses Costs Expenses
Personnel expenses | $ 6,893457 | $20215794 | $27,109,251| $ 6,247,147| $15,484,143| $21,731,290| $ 214,465| $ 531571| $ 746036
Salary 5,584,304 18,609,790 24,194,094 4,844,490{ 13,231,670[ 18,076,160 166,312 454,243 620,555
Insurance 375,386 599,600 974,986 458,290 893,904 1,352,194 15,733 30,688 46,421
Penson cost 232,408 323,901 556,309 243,648 426,221 669,869 8,364 14,633 22,997
Other 701,359 682,503 1,383,862 700,719 932,348 1,633,067 24,056 32,007 56,063
Depreciation 963,947 600,278 1,564,225 1,315,676 906,841 2,222,517 45,167 31,132 76,299
Amortizaton 33,681 802,930 836,611 15,158 2,022,564 2,037,722 520 69,435 69,955
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24. INCOME TAX

Provision for income tax expense (benefit) for 2011 and 2012, income tax payable, income tax receivable
and deferred tax assets (liabilities) as of December 31, 80d 2012, were as follows:

2011
Income Tax Deferred Tax
Expense Income Tax  Income Tax Assets
(Benefit) Payable Receivable (Liabilities)
NT$ NT$ NT$ NTS$
HTC Corporation $ 7,873,875 $ 9,653,090 $ - $ 5,113,822
Commurication Global Certification

Inc. 7,072 6,047 - 1,677
High Tech Computer Asia Pacific P

Ltd. 11,128 10,507 - 37
HTC Investment Corporation 229 26 - -
HTC I Investment Corporation 167 - 29 -
Huada Digital Corporation 271 15 - -
Exedea Inc. 656 - 152 -
High Tech Computer (H.K.) Limited 2,630 - - -
HTC (Australia and New Zealand)

PTY. Ltd. 11,261 11,775 - (889
PT.High Tech Computer Indonesia 223 226 - -
HTC (Thailand) Limited 3,621 2,285 - -
HTC India Private Limited 2,772 - - -
HTC Malaysia Sdn. Bhd. 3,448 769 - 301
HTC Innovation Limited 2,677 1,542 - -
HTC Communication Co., Ltd. 43,337 532,692 - 689,907
HTC HK, Limited 3,343 4,877 - -
HTC Corporation (Shanghai WGQ) 3,917 2,082 - -
HTC Electronics (Shanghai) Co., Lt 254,684 185,536 - 48,090
HTC Netherlands B.V. 1,400 1,630 - -
HTC EUROPE CO., LTD. 159,811 125,595 - 9,451
HTC BRASIL 196 - - 2,720
HTC Belgium BAVA/SPRL 1,043 5,983 - -
HTC NIPPON Corporation 3,213 - 221 -
HTC FRANCE CORPORATION 314 582 - -
HTC South Eastern Europe Limited

Liability Company 1,267 1,282 - -
HTC Nordic ApS 6,466 423 - (79)
HTC ltalia SRL 4,177 - - -
HTC Germany GmbH 7,543 4,869 - -
HTC Iberia S.L. 3,305 3,313 - -
HTC Poland sp. z.0.0. 15 - - 1,794
HTC Communication Canada, Ltd. 90 91 - -
HTC Nomway AS. 43 44 - -
HTC Communication Sweden AB 14 14 - -
HTC America Holding Inc. 126,330 - - (128,209
ABAXIA SAS 7,321 - - -
HTC America Inc. 509,591 - 252,748 104,038
One & Company Design, Inc. 10,418 - 9,965 20,196
HTC America Innovation Inc. 60,318 14,795 - 58,772
Dashwire, Inc. - 566 - -

(Continued)
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Beats Electronics, LLC
Saffron Digital Inc.

HTC Corporation

Communication Globa
Certification Inc.

HTC Investment
Corporation

HTC I Investment
Corporation

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

High Tech Computer
Asia Pacific Pte. Ltd

HTC America Inc.

HTC EUROPE CO.,
LTD.

Exedeadnc.

HTC NIPPON
Corporation

HTC America Holding
Inc.

HTC America
Innovation Inc.

One & Company
Design, Inc.

HTC Corporation
(Shanghai WGQ)

HTC Belgium
BAVA/SPRL

HTC (Australia and
New Zealand) PY.
Ltd.

HTC HK, Limited

HTC India Private
Limited

HTC (Thailand)
Limited

HTC Netherlands B.V.

HTC ltalia SRL.

HTC BRASIL

HTC Communication
Co., Ltd.

HTC Electronics
(Shanghai) Co., Ltd.

HTC Malaysia Sdn.
Bhd.

HTC Innovation
Limited

HTC Poland sp. z 0.0.

HTC Iberia S.L.

HTC Germany GmbH.

HTC Nordic ApS.

HTC Luxembourg
S.ar.l.

HTC FRANCE
CORPORATION

ABAXIA SAS

Saffron Digital Inc.

HTC Norway AS

Dashwire, Inc.

HTC Communication
Sweden AB

HTC Communication
Canada, Ltd.

2011

Income Tax Deferred Tax
Expense Income Tax Income Tax Assets
(Benefit) Payable Receivable (Liabilities)
NTS$ NTS$ NTS$ NTS$
$ 5553 $ - $ - 8 -
(9,200 26 - 84
$ 9,124,639 $ 10570682 $ 263,115 $ 5,921,717
(Concluded)
2012
Income Tax Expense Deferred Tax Assets
(Benefit) Income Tax Payable Income Tax Receivable (Liabilities)
NT$ us$ NT$ us$ NT$ us$ NT$ us$
(Note 3) (Note 3) (Note 3) (Note 3)
$ 144,135 $ 4,948 $ 1,424,006 $ 48,886 $ - $ - $ 6,311,281 $ 216,666
25,470 874 19,266 661 - - 109 4
323 11 24 1 - - - -
222 8 - - 21 1 - -
- - - - 117 4 - -
9,598 329 11,931 410 - - 38 1
542,164 18,613 129,594 4,449 - - 140,518 4,824
420,256 14,427 - - 1,834 63 (291,162 (9,996)
30 1 - - - - - -
23,190 796 50,267 1,726 - - 29,958 1,028
179,026 6,146 - - - - (67,030 (2,300
(34,547 (1,186) - - 37,908 1,301 28,809 989
(2,231) (77) - - 17,385 597 11,273 387
3,022 104 290 10 - - - -
936 32 4,380 150 - - - -
14,460 496 3,312 114 - - (869) (30)
2,270 78 1,448 50 - - - -
7,502 258 - - 516 17 - -
1,691 58 933 32 - - - -
1,077 37 2,655 91 - - - -
5,771 198 - - 868 30 - -
3,493 120 528 18 - - - -
458,244 15,731 924,433 31,736 - - 1,649,578 56,630
(851) (29) 73,919 2,538 - - 136,661 4,692
2,947 101 - - 992 34 300 10
(655) (22) - - - - - -
1,189 41 1 - - - 978 34
1,605 55 1,980 68 - - - -
8,127 279 10,329 355 - - - -
3,139 108 581 20 - - (35) @)
10,107 347 9,709 333 - - - -
504 17 - - 1,129 39 - -
6,978 240 13,114 450 - - - -
(1,614 (55) - - 761 26 2,471 85
147 5 143 5 - } B} _
24 1 393 13 - - - -
273 9 66 2 - - - -
4,282 147 9,240 317 - - 5,113 176
(Coninued)
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2012

Income Tax Expense Deferred Tax Assets

(Benefit) Income Tax Payable Income Tax Receivable (Liabilities)
NT$ Us$ NT$ Us$ NT$ Uss$ NT$ uss$
(Note 3) (Note 3) (Note 3) (Note 3)

Inquisitive Minds,Inc. $ 24 $ 1 $ - $ - $ - $ - $ - $
HTC Communication

Technologies (SH) 15,559 534 15,131 519 -
FunStreanCorporation - - - - 1
PT. High Tech

Computer Indonesia 3,372 116 3,227 111
HTC South Eastern

Europe Limited

liability Company (35) 1) 485 17 -
Yoda Co., Ltd. - - - - 1
HTC Middle East

FZ-LLC 1,965 67
HTC America Content

Services, Inc. 48 2 23 1

1,861,272 $ 63,898 2,713,373 $ 93,150 $ 61,533 $ 2112 $ 7,957,991 $ 273,198
(Concluded)

I n August 2012, the Legislative Yuan passed t he

which increased alternative minimum tax rate from 10% to 12%, effective Januaf31, Zthe Company

has revaluated deferred tax assets in accordance with the revised article. Deductible temporary differenc
and tax credit carryforwards that had given rise to deferred tax assets as of December 31, 2011 and 20.
were as follows:

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

Temporary differences

Unrealized royalties $ 4,817,745 $ 5,256,074 $ 180,441

Unrealized marketing expenses 4,922,310 3,773,168 129,533

Unrealized warranty expense 2,247,065 1,429433 49,073

Allowance for loss on decline in value of

inventory 834,797 950,480 32,630

Unrealized salary and welfare 307,356 413,392 14,192

Unrealized badiebt expenses 153,749 282,625 9,702

Capitalized expense 69,302 251,698 8,641

Unrealizedmaterialsand molding expenses 138,502 147,899 5,077

Unrealized contingent losses on purchase or 348,990 139,911 4,803

Unrealized sales allowance 71,874 139,088 4775

Unrealized exchange losses 138,093 42,824 1,470

Other 129,454 441,452 15,155
Loss carryforwards 90,371 138,619 4,759
Tax credit carryforwards 3,125,027 1,644,674 56462
Total deferred tax assets 17,394635 15,081,337 516,713
Less: Valuation allowance (11,132,65p (6:445,409 (221,277)
Total deferred tax assets, net 6,261,979 8,605,928 295,442
Deferred tax liabilities

Unrealized valuation gains on financial

instruments (43,669 (2,96 (102

Unrealized revenue - (14,889 (511

Unrealized pension cost (30,779 (34,599 (1,189

Unrealized gain on investment (240,760 (470,743 (16,161

Unrealized depm@ation (25,056 (124,75} (4,283
Deferred tax liabilities offset against deferred te

assets, net 5,921,717 7,957,991 273,198
Less: Current portion (2,246,196 (3,530,215 (121,193
Deferred tax asset non-current $ 3675521 $ 4,427,776 152,005

-41-


javascript:void(0);

The income taxes in 2011 and 2012 were as follows:

2011 2012
NT$ NT$ USs$
(Note 3)
Current income tax $ 11,581,019 $ 4,049,011 $ 139,003
Less: Incease in deferred income tax assets (2,504,033 (738,171 (25,341
Effect of tax law changes - (1,298,103 (44,569
Add (deduct): Underestimation (overestimatic
of prior yearés inco 47,63 (151,465 (5,200
Income tax $ 9,124639 $ 1,861,272 $ 63,898

Under the Statute for Upgrading Industries, HTC was granted exemption from corporate income tax for a:
follows:

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

2006 Sale of wireless phones or smartphones with 3G or GPS function  2006.12.262011.12.19
2007 Sale of wireless phones or smartphones with 3G or GPS function  2007.12.262012.12.19
2008 Sale of wieless phones or smartphones with 3.5G function 2010.01.092014.12.31
2009 Sale of wireless phones or smartphones with 3.5G function 2015.01.032018.09.30

Information on the tax credit carryforwards as of December 31, @84 2s follows:

Remaining Creditable Expiry
Laws and Satutes Tax Credit Source Total Creditable Amount Amount Year
NT$ UsS$ NT$ Uss$
(Note 3) (Note 3)

Statute for Upgradin Research and developmen $ 2,375,184 $ 81540 $ 1644674 $ 56462 2013
Industries expenditures

Under Article 10 of the Statute for I ndustrial
2010, a profitseeking enterprise may deduct up to 15% of its research and development expenditures fron
its income taxpayable for the fiscal year in which these expenditures are incurred, but this deduction should
not exceed 30% of the income tax payable for that fiscal year. This incengéffectivefrom January 1,

2010 till December 31, 2019.

As of December 31, 2@, the losses carryforwards of Dashwire, Inc., Inquisitive Minds, Inc., HTC
America Content Services, Inc. and Saffron Digital Inc. bzt giverrise to deferred income tax assets in
the United Statesnd could be carried forward for 20 yeawgere NT$18,619 thousand (US$4,759
thousand).

Theimputation creditaccourft il CA0) i nf or matwemasfollows: 2011 and 201
2011 2012
NT$ NTS$ USs$
(Note 3)
Balance of CA $ 2523575 $ 5,966,033 $ 204,814
Unappropriated eaings generated from 1998 75,762,315 53,677,474 1,842,750
Actual/estimatedreditable ratio (including 15.99% 1353% 13.65%
income tax payable) (Actual ratio)  (Estimated ratio (Estimated ratio

-42-



25.

The actual creditable ratios fdrstribution of earnings of 2011 was 15.99% and estimated creditable ratios
for distribution of earnings of 2012 was 83%. In the calculation of the expected creditable ratio for
2012, the income taxes payable as of December 31, 2012 was included.

Unde Income Tax Act, for payment of profeeking enterprise income tax for the year of 1998 and the
years thereafter, a profieeking enterprise may, when making surplus earning distribution, cause its
shareholders or association/society members to déduetthe gross amount of tax payable as declared in
their respective annual consolidated income tax return for the current year the amount of income ta
payable by them on the dividend or the surplus earning distributed to them by the saidepkifig
enterprise. The imputation credit allocated to shareholders is based on its balance as of the date of the
dividend distribution. The estimated creditable ratio for 2012 may change when the actual distribution of
the imputation credit is made.

HTC6 s ienax eetorns through 2O had been examined by the tax authoritieEhe income tax returns
of CGC andHTC Investment Corporation for the years through@®@ave been examined and approved by
the tax authorities. The income tax returns of HTC | Investmé®orporationfor the years through 20
have been examined and approved by the tax authorities.

EARNINGS PER SHARE

Earnings per share (AEPS0) before tax and after
average number of commonashs outstanding which includes the deduction of the effect of treasury stock
during each year. EPS in 2011 were calculated after the average number of shares outistamding
adjusted retroactively for the effect of stock dividend distribution ir2201

The Accounting Research and Development Foundation issued Interpretatioc5200¥hich requires
companies to recognize bonuses paid to employees, directors and supervisors as compensation expen
beginning January 1, 2008. These bonuses were pedyicecorded as appropriations from earnings. If

the Companymay settleto settle the bonus to employees by cash or shares, the Company should presume
that the entire amount of the bonus will be settled in shares and the resulting potential shardseshould
included in the weighted average number of shares outstanding used in the calculation of diluted EPS, if th
shares have a dilutive effect. The number of shares is estimated by dividing the entire amount of the
bonus by the closing price of the shaatghe balance sheet date. The dilutive effects of the potential
shares needs to be included in the calculation of diluted EPS until the stockholders resolve the number ¢
shares to be distributed to employees at their meeting in the following yearreldtesl EPS information

of HTC for 2011 and 2012 is as follows:

2011
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
NT$ NT$ NT$ NT$
Basic EPS $69,849,671 $61,975,796 845,319 $82.63 $73.32
Bonusto employees - - 16,527
Diluted EPS $ 69,849,671 $61,975,796 861,846 $81.05 $7191
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2012

Amount (Numerator)

EPS (In Dollars)

Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
NT$ NTS$ NTS$ NTS$
Basic EPS $ 16,925,103  $ 16,780,968 831,980 $ 2034 $ 20.17
Bonusto employess - - 3,748
Diluted EPS $16,925,103 $ 16,780,968 835,728 $ 2025 $ 20.08
2012
Amount (Numerator) EPS (In Dollars)
Before After Shares Before After
Income Income (Denominator) Income Income
Tax Tax (In Thousands) Tax Tax
uss uUss$ uss$ Uss
(Note 3) (Note 3) (Note 3) (Note 3)
Basic EPS $ 581,040 $ 576,092 831,980 $0.70 $0.69
Bonusto employees - - 3,748
Diluted EPS $ 581,040 $ 576,092 835,728 $0.70 $0.69

26. FINANCIAL INSTRUMENTS
Fair Value of Financial Instruments

a. Non-derivativefinancialinstruments

December 31

2011 2012
Carrying Fair Carrying Fair
Amount Value Amount Value
NTS$ NTS$ NTS$ uss NTS$ Uss$
(Note 3) (Note 3)
Assets
Available-for-sale financial
assets current $ 736,031 $ 736,031 $ 37,902 $ 1,301 $ 37,902 $ 1,301
Held-to-maturity financial asse
- current - - 101,459 3,483 101,436 3,482
Available-for-sale financial
assets non-current 279 279 197 7 197 7
Held-to-maturity financial asse
- noncurrent 204,597 203,783 - - - -
Financial assets carried at ces
noncurrent 3,408,654 3,408,654 4,304,907 147,788 4,304,907 147,788

b. Derivativefinancial instruments

December 31

2011 2012
Carrying Fair Carrying Fair
Amount Value Amount Value
NT$ NT$ NT$ uss$ NTS$ uss$
(Note 3) (Note 3)
Assets
Financial assets at fair valt
through profit or loss
current $ 256,868 $ 256,868 $ 6,950 $ 238 $ 6,950 $ 238
Hedging derivative assets
current - - 204,519 7,021 204,519 7,021
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Methods and Assumptions Used in Determining Fair Values of Financial Instruments

The financial instruments listed above @oimcludecash and cash eqailents, receivables, other current
financial assets, payables, accrued expenses and other current financial liabilities, which have carryin
amounts that approximate their fair values because of their short maturities.

For othernoncurrent financial asts or liabilities, their fair valuegrebased on the present value of future
cash flows discounted at the average interest rates for time deposits with maturities similar to those of th
financial instruments.

The fair values of financial instrumentsfatr value through profit or loss or available for sale, hedging
derivative financial instruments and hatdmaturity financial assets are based on quoted market prices in
an active market, and their fair values can be reliably measured. If the sscddtinot have market
prices, fair value is measured on the basis of dihancial information. The Company uses estimates
and assumptions that are consistent with information that market participants would use in setting a prict
for these securities Wi no quoted market prices.

Financial assets carried at cost are investments in unquoted shares, which have no quoted prices in an act
market and entail an unreasonably high cost to obtain verifiable fair values. Therefore, no fair value is
presented.

Fair Values of Financial Instruments Based on Quoted Market Prices or Estimates Made through
Valuation Methods

Fair Values Based on Fair Values Based on Estimates Made
Quoted Market Prices through Valuation Methods
December 31 December 31
2011 2012 2011 2012
NT$ NT$ uUss$ NT$ NT$ Us$
(Note 3) (Note 3)
Assets
Financial assets at fair value
through profit or loss current ~ $ - $ - $ - $ 256,868 $ 6,950 $ 238
Available-for-salefinancial
assets current 736,031 37,902 1,301 - - -
Held-to-maturity financial asset:
- current - 101,436 3,482 - - -
Available-for-sale financial
assets non-current 279 197 7 - - -
Held-to-maturity financial asset:
- noncurrent 203,783 - - - - -
Financial assets carried at coest
non-current - - - 3,408,654 4,304,907 147,788

The Company recognized unrealized gains of NT$3,8®usand and NT$6,777 thousand (US$232
thousand) in stockhol der sé e qu iHarsale financial astets in20ih n g
and 2012, respectively.

As of December 31, 2011 and 2012, financial assets exposed to fair value natiereistk amounted to
NT$204,597 thousand and NT$101,459 thousand (US$3,483 thousand), respectively, and financial asse
exposed to cash flow interest rate risk amounted to NT$59,356,763 thousand and NT$21,275,356 thousar
(US$730,384 thousand), respeety.
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27.

Financial Risks

a. Market risk
The Company uses forward exchange contracts for hedging purposes, i.e., to reduce any adverse effe
of exchange rate fluctuations of accounts receivable/payable. The gains on these contracts compens:e
for the loses on the hedged items and vice versa. Thus, market risk is not material.

b. Credit risk
Credit risk represents the potential loss that would be incurred by the Company if the-pactiger
breach contracts.Some factors affecting credit risk areedit risk concentration, components of
financial assets and the amounts of contractBhe counteparties to the foregoing financial
instruments are reputable financial institutions and business organizatiimss, credit risk is not
expected tde mateal.

c. Liquidity risk
The Companybs operating funds are deemed suff
risk is not considered significant.

RELATED -PARTY TRANSACTIONS

The related parties were as follows:

Related Party Relationship with the Company

Xander International Corp. Chairperson is an i mmedi a
VIA Technologies, Inc. Same chairperson as HTC®6s
Chander Electronics Corp. Same chairperson as HTCOs
Way-Lien Technology Co., Ltd. Significant stockholder of HTC

Captec Partners Management Corp. Main director is the chairperson of HTC

WTI Investment International, Ltd. l'ts significant stockhol d
VIABASE CO., LTD. Chairperson of its parent companyishre s ame a
Faith Hope & Love Limited lts significant stockhol d

Wozai Information Technology (Beijing), 1 t s signi ficant stockhol d
LLC

Openmoko, Inc. Its significant stockhio d e r in substanc
VIA Telecom Company Limited l'ts significant stockhol d
Beats Electronics, LLC HTC has lost control of the subsidiary since August 201z

due to partial disposal of its shares, asdounted for the
investment by equity method.
Empl oyeesd Wel fare Empl oyeesd6 Wel fare Commi:t
HTC Cultural and Educational Foundatio A non-profit organization with over one third of its total
funds donatety the Company
HTC SocidWelfare and Charity A nonprofit organization with over one third of its total fui
Foundation donatedby the Company
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Major transactions with related parties are summarized below:

Purchases of Inventories and Services

2011 2012
% to Total % to Total
Net Net
Related Party Amount Purchases Amount Purchases
NT$ NT$ Us$
(Note 3)
VIA Telecom Company
Limited $ - - $ 63,675 $ 2,186 -
Chander Electronics Corp. 172,540 - - - -
$ 172,540 - $ 63,675 $ 2,186 -
Terms of payment and purchase prices for both related and third parties were similar.
Sales and Services Provided
2011 2012
% to Total % to Total
Related Party Amount Revenues Amount Revenues
NT$ NT$ Us$
(Note 3)
Faith Hope & Love Limited $ - - $ 2,236,688 $ 76,786 1
Empl oyeesd We
Committee 52,540 - 220,037 7,554 -
Others 2,721 - 6,283 215 -
$ 55261 - $ 2,463,008 $ 84,555 1

The selling prices for products sold to related parties were similar to those sold to third parties, except fo
HTC Empl oyeesd Welfare Committ ee. ithHopeh&love lemitedi n g
have no comparison with those sold to third parties. The collection terms for products sold to relatec
parties were similar to those for sales to third parties, except Faith Hope & Love Limited.

Accounts Receivable

December 31

2011 2012
% to Total % to Total
Notes and Notes and
Accounts Accounts
Related Party Amount Receivable Amount Receivable
NT$ NT$ USs$
(Note 3)
Faith Hope & Love Limited $ - - $ 218,468 $ 7,500 -
Others 473 - 2,582 89 -
$ 473 - $ 221050 $ 7,589 -

-47-




Accounts Payable

December 31

2011 2012
% to Total % to Total
Notes and Notes and
Accounts Accounts
Related Party Amount Payable Amount Payable
NT$ NT$ US$
(Note 3)
VIA Telecom Company
Limited $ - - $ 19,269 $ 662 -
Other Receivable
December 31
2011 2012
% to Total % to Total
Other Other
Related Party Amount Receivable Amount Recevable
NT$ NTS$ Us$
(Note 3)
Beats Electronics, LLC $ - - $ 6,600,093 $ 226,582 85
Chander Electronics Corp. 966 - - - -
$ 966 - $ 6,600,093 $ 226,582 5

For details of other receivable from Beats Electronics, LLC, please refer to the Loan section of Note 25.
Accrued Expenses

December 31

2011 2012
% to Total % to Total
Other Other
Related Party Amount Payables Amount Payables
NT$ NT$ USs$
(Note 3)
Captec Partners Manageme
Corp. $ - - $ 3,398 $ 117 -
HTC Cultural and Education
Foundation 217,800 - - -
Way-Lien Technology Inc. 210 _ - - - -
$ 218,00 1 $ 3,398 % 117 -

Accrued expenses were consulting expenses.

Educational Foundation.
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Service Fees

December 31

2011 2012
% to % to
Warranty Warranty
Related Party Amount Expenses Amount Expenses
NT$ NT$ Us$
(Note 3)
Captec Partners Manageme
Corp. $ - - $ 3236 $ 111 -
Way-Lien Technology Inc. 2,400 - 800 28 -
$ 2,400 - $ 4,036 $ 139 -
Service fees resulted from obtaining business consulting service.
Leasing- Lessee
Rental Revenues
2011 2012
% to Total % to Total
Rental Rental
Related Party Amount Revenues Amount Revenues
NT$ NT$ Us$
(Note 3
Chander Electronics Corp. $ 920 100 $ - $ - -

The Companyeaseshe unused parcel of land and building to the aforementioned related parties.

rental revenuevas determined at the prevailing rates in the surrouratieg

Operating expensesental expenses

December 31

2011 2012
% to Total % to Total
Rental Rental
Related Party Amount Expenses Amount Expenses
NTS$ NT$ Us$
(Note 3)
VIA Technologies Inc. $ 5,209 1 $ 5209 $ 179 _ 2

The

The Company leased staff dormitory owned by VIA Technologies, Inc. under operating lease agreements
The term of the lease agreement is from April 2012 to March 2015 and the rental payment was determine

at the prevailing rates ithe surrounding area.
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Donation Expenses

2011 2012
% to Total % to Total
Donation Donation
Related Party Amount Expenses Amount Expenses
NT$ NTS$ US$
(Note 3)
HTC Cultural and Education
Foundation $ 150,000 39 $ 836 $ 29 14
HTC Social Welfare and
Charity Foundation 150,000 39 - - -
$ 300,000 _ 78 $ 836 $ 29 _14

Note 18 has more information on the HTC Cultural and Educational Foundation.
Trademark and Technology License Agreement

Beats Electronics, LLC

To enhance product diversity, the Company entered irttademak and technology license agreement
with Beats Electronics, LLC. The agreement took effect in August 2011 and will eretanbe2016.
The royalty expense was NT$269,565 thousand (US$9,254 thousand) in 2@1@f December 312012,
the unpaid royalty waNT$130,960thousand (US$4,496 thousand)

Openmokolnc.

The Company entered into a platform technology license agreemen®p&nmoko, Inc. The agreement
took effect in April 2012 and will end in March 2013. The royalty expense was NT$2,136 thousand
(US$73 thousand) in 2012.

Property Transaction

The Company bought the auxiliary facilities of buildings from Chander Elecg@orp. forNT$6,555 in
2011 and NT$55,891 thousand (US$1,919 thousand) in 2012.

In 2012, the Company bought building equipment fidhA Technologies, Incfor NT$5,264 thousand
(US$181 thousand).As of December 31, 2012, there Wd$$2,127thousandUS$73 thousandunpaid
and was accounted forundga y abl e f or purchase of equi pment o

S3 Graphics Co, Lt d. (AS3 Graphicsodo) owns paten
Companyb6s patent portf ol i ocorapettorsaml patentialdiGemrsders atobnd p
the globe. In theneeting on July 6, 2011, the Board of Directors resolved to invest in S3 Graphics, and in
November 2011, the Company obtained all patents owned by S3 Graphics through the purchase of all tf
shaes of S3 Graphics from VIABASE CO., LTD. and WTI Investment International, Ltd. by increasing the
capital of HTC Investment One (BVI) Corporation by an amount of US$300,000 thousand.

Patent Litigation

Note 31 has more information.
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28.

Loan

On July 19, 2a 2 , HTC6s board of directors passedterm r e s
loan to Beats Electronics, LLC to support the transition of Beats into a product company. This loan was
secured by all the assets of Beats. Term loan must be iapaill no later than one year from signing

date of loan agreement and the repayment can be made in full at anytime during the term of the loan or
the repayment date. The calculation of interest is based on LIBOR plus 1.5%, 3.5%, 5.5% and 7.5% fo
thefirst quarter to the fourth quarter, respectively. The loan details were as follows:

2012
Maximum Ending Interest
Name of Counterparty Account Balance Balance Interest Rate Revenue
Beats Electronics, LLC Other receivable 6,554,025 6,554,025 1.9466%3.8188% 82,027
(US$225,000 (US$225,000 (Uss 2,819

Compensation of Directors, Supervisors and Management Personnel

2011 2012
NT$ NTS$ USs$
(Note 3)
Salaries $ 166,422 $ 206,089 $ 7,075
Incentiveg(Note a) 351,024 29,575 1,015
Special compensation - - -
Bonus(Note b) 680,387 - -
$ 1,197,833 $ 235,664 $ 8,090
Note:

a. Due to uncertainty of distribution of part of thacéntivesfor 2012,the disclosureof incentivesfor
2012 was only for the amount that would be distribebeaictly,

b. The informationaboutbonus to employedsr 2012 is not available sintbe related proposdlad not
yet beenmade in the stockholderd me eTthé nogipensation of directors, supervisairsd
management personnel forZ0included bonussappropriated from the earnisgf 2011, whichwere
approved byhestockholders in the annual meeting in 201

The Companyds di snsationsol directors, Supervisggaresadentmjce presidentand
management personnel for 20and 202 was in compliance with Order MI970053275 issued by the
Financial Supervisory Commission under the Executive Yudihe disclosure of the compensation
includedsalaries incentivesspecial compensatiotusiness expensasd bonus.

PLEDGED ASSETS

To protect the rights and interests of its employees, HTC placed an accrued employee bonus o
NT$3,645,820 thousand (US$125,161 thousand) in a trustiacn September 2012. The trust account,
which is under restricted assetsurrent, had amounted to NT$3,645,820 thousand (US$125, 161 thousand)
as of December 31, 2012.

As of December 31, 2011 and 2012, the Company had provided time deposits68;, NDsthousand and
NT$3,700 housand (US$127 thousand), respectivelyca@tateral for rental deposits and as part of the
requirements for HTC to get a certificate from the National Tax Administration of the Northern Taiwan
Province stating that it hadmpending income tax.
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29. COMMITMENTS AND CONTINGENCIES

As of December 31, 2012, unused letters of credit amounted to US$60 thousand and EUR107 thousand.

30. SIGNIFICANT CONTRACTS
Patent Agreement
The Company specializes the research, design, mafacture and sale of smart handheld devices. To
enhance the quality of its products and manufacturing technologies, the Company has patent agreements,

follows:

Contractor Contract Term Description

Apple, Inc. Novemberll, 2012- November 10 The scope of this license agreemer
2022 covers both the current and future
patents held by the parties as ag!
upon and specifically set forth in
the agreement, with royalties
payable as prescribed.

Microsoft Februaryl, 2009- March 31, 2015 Authorization to use an embedded
operating system; royalty paymel
based on agreement.

Qualcomm Incorporated  December 20, 2000 to the followir
dates:

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

Qual commbs i s¢
written notice, the Company
will be prohibited from using
Qual commds pr«
patents.

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

Telefonaktiebolaget LM December 15, 2008Decembeni4, Authorization to use the platform
Ericsson 2013 patent license; royalty payment
based on agreement.

Nokia Corporation January 1, 2003December 31, Authorization to use wireless
2016 technology, like GSM; royalty
payment based on agreement.
(Continwed)
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Contractor Contract Term Description

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

KONINKLIJKE PHILIPS  January 5, 2004 to the expiry date GSM/DCS 1800/190patentlicense;

ELECTRONICS N.V. of these patents stated in the royalty payment based on
agreement. agreement.
MOTOROLA, Inc. December 23, 2003 to the latest ¢ TDMA, NARROWBAND CDMA,
the folowing dates: WIDEBAND CDMA or

TD/CDMA standards patent licen
a. Expiry dates of patents stated  or technology; royalty payment
the agreement. based on agreement.

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

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

these patents stated in the EDGE patent license or technolo
agreement. royalty payment based on
agreement.
IV InternationdLicensing  November 2010 June 2020 Authorization to use wireless
Netherlands, B.V. technology; royalty payment base
on agreement.
(Concluded)
31. OTHER EVENT
Lawsuit
a.ln April 2008, | PCom GMBH &-cla@Mlawsuitléginst thd Com@aoymo )
with the District Court of Mannhei m, Ger many,

In November 2008, the Company filed declaratory judgment action feimfiimgement and invalidity
against three o fthe WasShimoroCourtpDastrie of Cadumbia. t h

In October 2010, IPCom filed a new complaint against the Company alleging patent infringement of
patent owned by IPCom in District Court of Dusseldorf, Germany.

In June 2011, IPCom filed a new complaint agathe Company alleging patent infringement of patent
owned by IPCom with the High Court in London, the United Kingdom. In September 2011, the
Company filed declaratory judgment action for Anflingement and invalidity in Milan, Italy. Legal
proceeding in abovementioned courts in Germany and the United Kingdom are still ongoing. The
Company evaluated the lawsuits and considered the risk of patentis are low. Also, preliminary
injunction and summary judgment against the Company are very lynlike

I n March 2012, Washington Court granted on th
norrinfringement of two of patenig-suit, IPCom has filed motion for reconsideration on the two
patents with the Appeal courtin December 2012,he distict court has granted a stay on case
currently in the US pending appeal decision.
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As ofMarch18§ 2013, the date of the accompanying i
critical hearing nor had a court decision been made, except for the above

b.From March 2010 onwards, Apple Inc. (AAppl eod)
actions against the other respectively in the
Court for the District of Delaware, German distgorts, and English High Court.On November 11,
2012, the two companies have reached a global settlement that includes the dismissal of all currer
lawsuits and a tegiear license agreementThe scope of this license agreement covers both the current
andfuture patents held by the parties as agreed upon and specifically set forth in the agreement, witl
royalties payable as prescribed.

c. Il n January 2012, East man Kodak (AKodako) fil et
ITC and U.S. Distg t Court of Western District of New Y
Company infringed its patents. Kodak requested ITC and New York court to prevent the Company
from exporting to and selling in UnindeamagSt at
compensation, respectively. In January 2013, a U.S. bankruptcy judge presently appreadebthe
1,100 Kodak digital image patents including the patamsiit to a third party. All litigation
procedures involving HTC have been stayed.

d Iln May 2012, Nokia Corporation (ANokiao) fil e
ITC, Delaware court and the District Courts of Mannheim, Munich and Dusseldorf in Germany
(AGer man courtso), al | egi ngs.tNokarequehted ITC tompeaem y
the Company from exporting to and selling in
requested Delaware court and German courts to grant damage compensation upon Nokia. Th
Company subsequently filedrevacatn acti ons against Nokiabs ass
The Company evaluated that there is no direct relation between the associated technology used in tt
Companyb6s devices and patents cl ai med HiyitedNo ki
impact on its financial results or sales activities.

AsofMarch18 2013, the date of the accompanying it
critical hearing nor had a court decision been made, except for the above.

e. The Company tth shared lawsuitelated costs on the basis of common benefits and agreements
between the Company and its vendors and customers. For 2011 and 2012, companies that tf
Company shared lawstn¢lated costs with included VIA Technologies Inc. and its sudnbéd.

f.  On the basis of its past experience and consultations with its legal counsel, the Company has evaluate
the possible effects of tle@ntingent lawsuits on its business and financial condition, and recognized its
estimable cost.

The signifi@ant financial assets and liabilities denominated in foreign currencies were as follows:

December 31
2011 2012
Foreign Foreign
Currencies  Exchange Rate Currencies  Exchange Rate

Financial assets

Monetary items

uUsD $ 3,143,462 30.28 $ 2,967,669 29.13
EUR 498,383 39.19 317,011 38.42
GBP 54,254 46.73 71,728 47.09
JPY 373,750 0.3906 10,626,742 0.3383
RMB 1,344,825 4.77 2,142,619 4.68
(Continued)
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32.

December31
2011 2012
Foreign Foreign
Currencies  Exchange Rate  Currencies  Exchange Rate

Non-monetary items

uUsD $ 89,493 30.28 $ 123,781 29.13
Investments accounted for by the

equity method

uUsD 2,500 30.28 193,639 29.13

Financial liabilities

Monetary items

uUsD 3,372,400 30.28 3,107,166 29.13
EUR 583,741 39.19 297,681 38.42
GBP 53,624 46.73 53,183 47.09
JPY 678,211 0.3906 17,276121 0.3383
RMB 1,463,205 4.77 2,310,079 4.68
(Concluded)

OPERATING SEGMENT

Information reported to the chief operating decision maker for the purposes of resource allocation anc
assessment of segment performance focuses on typesds goservices delivered or provided. Under
SFAS No. 41-fiOperating Segments, 0 the Company i s oOfr ¢
business segment. The Companyds operations ar
smart handheldevices, and the operating revenue is more than 90 percent of the total revenue.

Operating segment financial information is as follows:

Geographical Areas

The Co mp aaquyedtsassaiso(aother than financial instruments, deferred income tax asbets an
postemployment benefit assets) located in Taiwan and in a foreign country as of December 31, 2011 an

2012 and revenues from Taiwan and from a foreign country that were 10 percent or more of consolidate
total revenues for thgearsended December 31021 and 2012 were as follows:

Non-current Assets Revenues
December 31 Year Ended December 31
2011 2012 2011 2012
NTS$ NTS$ USss$ NTS$ NTS$ US$
(Note 3) (Note 3)

Taiwan $ 24,807,110 $ 30,030,135 $ 1,030,9% $ 20,140,051 $ 20,403,572 $ 700,456
Country Y 10,271,855 1,249,807 42,906 215,842,904 68,200,497 2,341,326
Country Z 5,240,612 5,080,203 174,404 21,866,615 53,557,704 1,838,639
Others 13,046109 11,215,773 385,038 207,945,203 146,858,402 5,041,656

$ 53,365,686 $ 47,575,918 $ 1,633,284 $ 465,794,773 $ 289,020,175 $ 9,922,077
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Major Customers

Revenues in 2011 and 2012, from transactioitis &/single external customer that were 10 percent or more
were as follows:

2011 2012
Customer NTS$ NT$ Us$
(Note 3)
A $ 75,243,879 $ 20,487,411 $ 703,334
B 47,541,529 16,636,181 571,121
C 63,091,960 11,210,923 384,871

$ 185,877,368 $ 48,334,515 $ 1,659,326

. PRE-DISCLOSURE FOR THE ADOPTION OF INTERNATIONAL FINANCIAL REPORTING
STANDARDS

Under Rul e No. 0990004943 issued by the d¥yi2nanc
2010, the Company discloses the following information on the adoption of the International Financial
Reporting Standards (Al FRSso0o) as foll ows:

a. On May 14, 20009, the FSC announced the #AFr ame
Reportry St andards by the Companies in the ROC. DO
with shares | isted on the Taiwan Stock Exchang¢
Market or Emerging Stock Market should prepare their consolidatencfalastatements in accordance
with the Guidelines Governing the Preparation of Financial Reports by Securities Issuers and the
International Financial Reporting Standards, International Accounting Standards, and the Interpretation:
as well as related guatice translated by the Accounting Research and Development Foundation and
issued by the FSC. To comply with this framework, the Company has set up a project team and mad
a plan to adopt the IFRSs. Leading the implementation of this plan is Mr. Jammes Chéd T C6 s v
president. The main contents of the plan, schedule and status of execution as of December 31, 201’
are as follows:

Contents of Plan Responsible Department Status of Execution

Assessment phase: January 1, 2010 t
December 31, 2011

Make a plan to adopt the IFRSs and Finance and accounting Completed
up a project team.

Conduct phase | internal training of  Finance and accounting and Completed
employees. Talent management

Compare and analyze the difference Finance and accounting Completed
between the existing accounting

policies and the accounting policies 1

be adopted under IFRSs.

Assess the adjustments of the existit Finance and accounting Completed
accounting policies.
Assess the applicability ®#FRS 1- Finance and accounting Completed
fi F i-time Adoption of International
Financi al Report
(Continued)
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Contents of Plan Responsible Department Status of Execution

Assess the adjustments of the relate Finance and accounting, Interné Completed
information techology system and audit and Information
internal control. technology

Preparation phase: January 1, 2011 tc
December 31, 2012

Determine how to adjust the existing Finance and accounting Completed
accounting policies in accardce with

IFRSs.

Det er mi ne how -tinee Finance and accounting Completed

Adoption of International Financial
Reporting Standa

Adjust the related information Finance and accounting, Interneé Completed
technology system and internal caiti  audit and Information

technology
Conduct phase Il internal training of Finance and accounting and Completed
employees. Talent management

Implementation phase: January 1, 201
to December 31, 231

Make a test run of the adjusted Finance and accounting and Completed
information technology system. Information technology
Gather information to prepare the Finance and accounting In progress

opening balance sheets and

comparative financial statements in

conformity withIFRSs.

Prepare financial statements in Finance and accounting In progress

conformity with IFRSs.
(Concluded)

b. Significant differences identified by the Company as of December 31, 2012 that may arise betweer
curent accounting policies under R.O.C. GAAP and the ones under IFRSs that will be used in the
preparation of financial statements in fhure are as follows:

1) Reconciliation of its balance sheet as of January 1, 2012:

Effect of the Transition from ROC
GAAP to IFRSs
Measurement or

ROC GAAP Recognition Presentation IFRSs
Iltem Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ uss$
(Note 3)
Assets
Current assst
Cash and cash equivalent ~ $ 87,501,508 $ - $ (25,474,750 $ 62,026,758 $2,129,382 Cash and cash equivalent. a)
- - 25,474,750 25,474,750 874,549 Other financial assets a)
current
Financial assts at fair valut 256,868 - - 256,868 8,818 Financial assets at fair vali
through profit or loss through profit or loss
current current
Available-for-sale financial 736,031 - - 736,031 25,28 Available-for-sale financial
assets current assets current
Notes and accounts 64,719,791 - - 64,719,791 2,221,834 Notes and accounts
receivable, net receivable, net
Other financial assets 1,405,911 - - 1,405,911 48,265 Other receivables
current
Inventories 28,430,590 - - 28,430,590 976,024 Inventories
Prepayments 6,507,516 - - 6,507,516 223,403 Prepayments

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

ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ Us$
(Note 3)
Deferred income tax asset 2,246,196 $ - $ (2,246,199 $ - $ - - b)
- current
Other current assets 1,055,480 - - 1,055,480 36,235 Other current assets
Total current assets 192,859,891 - (2,246,199 190,613,695 6,543,778
Long-term investments
Available-for-sale financial 279 - - 279 10 Available-for-sale financial
assets non-current assets noncurrent
Held-to-maturity financial 204,597 - - 204,597 7,024 Held-to-maturity financial
assets non-current assets noncurrent
Financial assets carried at 3,408,654 - - 3,408,654 117,019 Financial assets carried at
cost- norrcurrent cost- norrcurrent
Investments accounted for 71,732 - - 71,732 2,463 Investments accounted for
by the equity method by the equity method
Total longterm investment 3,685,262 - - 3,685,262 126,516
Properties 21,512,478 - 203,155 21,715,633 745,499 Propertyplant and equipmer  g), h)
Intangible assets
Patents 11,152,098 - - 11,152,098 382,852 Patents
Goodwill 10,812,564 - - 10,812,564 371,196 Goodwill
Deferred pension cost 342 (342) - - - - d)
Other intangible assets 595,784 - 207,033 802,817 27,560 Other intangible assets 9)
Total intangible assets 22,560,788 (342) 207,033 22,767,479 781,608
Other assets
Refundable deposits 185,306 - - 185,306 6,362 Refundable deposits
Deferred charges 763,516 - (763,516 - - Deferred charges 9)
Deferred income tax asset 3,675,521 58,000 2,586,457 6,319,978 216,965 Deferred income tax asset b), c)
- noncurrent
Restricted assets 68,700 - - 68,700 2,358 Restricted assets
non-current noncurrent
Other 10,485,501 (83,052 353,328 10,755,777 369,246 Other norcurrent assets d), g), h)
Total other assets 15,178,544 (25,052 2,176,269 17,329,761 594,931
Total $255,796,963 $ (25,399 $ 340,261 $256,111,830 $8,792,332
Liabilitiesard st oc k t
equity
Current liabilities
Notes and accounts payat ~ $ 78,473,130 $ - $ - $ 78,473,130 $2,693,987 Notes and accounts payak
Income tax payable 10,570,682 - - 10,570,682 362,892 Current tax liabilities
Accrued expenses 46,171,290 99,321 - 46,270,611 1,588,473 Accrued expenses
Payable for purchase of 812,240 - - 812,240 27,884 Payable for putttase of
equipment equipment
- - - 15,133,275 15,133,275 519,526 Provisions- current e)
Other current liabilities 17,307,355 - (15,133,275 2,174,080 74,636 Other current liabilities e)
Total current liabilities 153,334,697 99,321 - 153,434,018 5,267,398
Other liabilities
Guarantee deposits receiv 42,946 - - 42,946 1,474 Guarantee deposits receiv
- - - 340,261 340,261 11,681 Deferred income tax b)
liabilities
42,946 - 340,261 383,207 13,155
Total liabilities 153,377,643 99,321 340,261 153,817,225 5,280,553
Stockhol derséo
Common stock 8,520,521 - - 8,520,521 292,510 Common stock
Capital surplus Capital surplus
Additional paidin capital 14,809,608 - - 14,809,608 508,415 Additional paidin capital-
- issuance of shares ir issuance of shares in
excess of par excess of par
Treasury stock 1,730,458 - - 1,730,458 59,407 Treasury stock transaction
transactions
Long-term equity 18,037 (18,037 - - - - i)
investments
Merger 24,423 - - 24,423 838 Merger
Expired stock options 37,068 - - 37,068 1,272 Expired stock options
Retained earnings
Legal reserve 10,273,674 - - 10,273,674 352,696 Legal reserve
Specialreserve 580,856 - - 580,856 19,941 Special reserve
Accumulated earnings 75,762,315 (74,837 - 75,687,478 2,598,355 Accumulated earnings c), d),f), i),
J
Other equity
Cumulative translation 32,134 (32,139 - - - Cumulative translation j)
adustments adjustments
Net loss not recognized (293) 293 - - - - d)
as pension cost
Unrealized valuation gai 2,939 - - 2,939 101 Unrealized valuation gain
on financial on financial instruments
instruments
Treasury stock (10,365,142 - - (10,365,142 (355,839 Treasury stock
Equity attributable to 101,426,596 (124,719 - 101,301,881 3,477,699
stockholders of the
parent
Minority interest 992,724 - - 992,724 34,080 Non-controlling interests
Total stockholders' equity 102,419,320 (124,715 - 102,294,605 3,511,779
Total $255796,963 $ (25,399 $ 340,261 $256,111,830 $8,792,332
(Concluded)
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2) Reconciliation of the balance sheet as of December 31, 2012:

Effect of the Transition from ROC

GAAP to IFRSs
Measurement or
ROC GAAP Recognition Presengtion IFRSs
Item Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ US$
(Note 3)
Assets
Current assets
Cash and cash equivalent $ 53,878067 $ - $ (2,911,929 $ 50,966,143 $1,749,670 Cash and cash equivalent: a)
- - - 2,911,924 2,911,924 99,967 Other financial assets a)
current
Financial assets at fair val 6,950 - - 6,950 238 Financial assets at fair vall
through profit or loss through profit or loss
current current
Available-for-sale financial 37,902 - - 37,902 1,301 Available-for-sale financial
assets current assets current
Held-to-maturity financial 101,459 - - 101,459 3,483 Held-to-maturity financial
assets current assets current
Hedging derivative assets 204,519 - - 204,519 7,021 Hedging derivative assets
current current
Accounts receivable, net 41,253,826 - - 41,253,826 1,416,246 Accounts receivable, net
Other receivablesrelated 6,600,093 - - 6,600,093 226,582 Other receivablesrelated
parties parties
Other finamial assets 1,172,090 - 1,172,090 40,238 Other receivables
current
Inventories 23,809,377 - - 23,809,377 817,377 Inventories
Prepayments 4,965,814 - - 4,965,814 170,477 Pregpayments
Deferred income tax asset 3,530,215 - (3,530,215) - - - b)
- current
Restricted assetscurrent 3,645,860 - - 3,645,860 125,162 Restricted assetscurrent
Other current assets 452,808 - - 452,808 15,545 Other current assets
Total current assets 139,668,980 - (3,530,215) 136,128,765 4,673,307
Long-term investments
Available-for-sale financial 197 - - 197 7 Available-for-sale financial
assets noncurrent assets noncurrent
Financial assets carried at 4,304,907 - - 4,304,907 147,788 Financial assets carried at
cost- noncurrent cost- noncurrent
Investments accounted fol 5,892,168 - - 5,892,168 202,278 Investments accounted for
by the equity method by the equity method
Total longterm investment 10,197,272 - - 10,197,272 350,073
Properties 25,651,292 - 339,474 25,990,766 892,264 Property, plant and equipme @), h)
Intangible assets
Patents 9,180,674 - - 9,180,674 315,173 Patents
Goodwill 1,534,366 - - 1,534,366 52,675 Goodwill
Deferred pension cost 269 (269) - - - - d)
Other intangible assets 805,365 - 162,765 968,130 33,236 Other intangible assets 9)
Total intangible assets 11,520674 (269) 162,765 11,683,170 401,084
Other assets
Refundable deposits 190,142 - - 190,142 6,528 Refundable deposits
Deferred charges 897,164 - (897,169 - - Deferred charges 9)
Long - term reeivable 4,369,350 - - 4,369,350 150,000 Long - term receivable
Deferred income tax asset 4,427,776 83,915 4,178,151 8,689,842 298,322 Deferred income tax asset b), c), d)
- nonrcurrent
Restricted asss- 3,660 - - 3,660 126 Restricted assets
non-current
Other 9,687,816 (86,716 394,925 9,996,025 343,164 Other assetsother d), g), h)
Total other assets 19,575,908 (2.801) 3,675,912 23,249,019 798,140
Total $206604,126 $ (3,070 $ 647,936 $207,248,992 $7,114,868
Liabilities a
equity
Current liabilities
Notes and accounts payat ~ $ 73618,197 $ - $ - $ 73618,197 $2527,316 Notes and accounts payat
Income tax payable 2,713,373 - - 2,713,373 93,150 Current tax liabilities
Accrued expenses 37,376,493 93,451 - 37,469,944 1,286,345 Accrued expenses
Payable for purchase of 1,471,529 - - 1,471,529 50,518 Payable for purchase of
equipment equipment
- - - 8,881,514 8,881,514 304,903 Provisions- current e)
Other current liabilities 10,995320 - (8.881,519 2,113,806 72,567 Other current liabilities e)
Total current liabilities 126174912 93,451 - 126,568,363 4,334,799
Other liabilities
Guarantee deposits receiv 59,999 - - 59,999 2,060 Guarantee deposits receiv
- - - 647,936 647,936 22,243 Deferred income tax b)
liabilities
59,999 - 647,935 707,935 24,303
Total liabilities 126234911 93,451 647,936 126,976,298 4,359,102
Stockhol derséo
Common stock 8,520,521 - - 8,520,521 292,510 Common stock
Capital suplus - - Capital surplus
Additional paidin capital 14,809,608 - - 14,809,608 508,415 Additional paidin capital
- issuance of shares ir - issuance of shares ir
excess of par excess of par
Treasurystock 1,730,458 - - 1,730,458 59,407 Treasury stock
transactions transactions
Long-term equity 18,037 (18,037 - - - i)
investments
Merger 24,423 - - 24,423 838 Merger
Expired stock options 37,068 - - 37,068 1,273 Expired stock options
(Continued)
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3)

Effect of the Transition from ROC
GAAP to IFRSs

Measurement or

ROC GAAP Recognition Presentation IFRSs
Item Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ Us$
(Note 3)
Retained earnings
Legal reserve $ 16,471,254 $ - $ - $ 16,471,254 $ 565,459 Legal reserve
Accumulated earnings 53,677,474 (46,697) - 53,639,777 1,841147 Accumulated earnings c), d), f),i),
0
Other equity
Cumulative translation (1,057,559) (32,139 - (1,089,693) (37409) Cumulative traslation j)
adjustments adjustments
Net loss not recognized (347) 347 - - - - d)
as pension cost
Unrealized valuation gai 203,768 - - 203,768 6,995 Unrealized valuation gai
on financial on financial
instruments instruments
Treasury stock (14,065,490 - - (14,065,490 (482,869 Treasury stock
Total stockholders' equity 80,39,215 (96,521) - 80,272,694 2,7%.,766
Total $206604,126 $ (3,070 $ 647,936 $207,248,992 $7,114,868
(Concluded)

Reconciliation of the consolidated income statement foye¢laeended December 31, 2012:

Effect of the Transition from ROC

GAAP to IFRSs
Measurement or
ROC GAAP Recognition Presentation IFRSs
Iltem Amount Inconsistency Difference Amount Item Note
NT$ NT$ NT$ NT$ Uss
(Note 3)
Revenues $289,020,175 $ - $ - $289,020,175 $9,922,077 Revenues
Cost of revenues 216,095,098 (5,772 - 216,089,326 7,418,357  Cost of revenues d), f)
Gross profit 72,925,077 5,772 - 72,930,849 2,503,720  Gross profit
Operating expenses Operating expenses
Research and developmel 15,489,969 3,170 - 15,493,139 531,880 Research and developmer d), f)
General and administrative 6,227,469 364 - 6,227,833 213,802 General and administrative  d), f)
Selling and marketing 32,387,932 (5.369) - 32,382,563 1,111,695 Selling and marketing d), f)
Total operating expenses 54,105,370 (1,839 - 54,103,535 1,857,377 Total operating expenses
Operating income 18,819,707 7,607 - 18,827.34 646,343  Operating income
Nonroperating income and Nonoperating income and
gains gains
Interest income 617,635 - - 617,635 21,204 Interest income
Investment gain 387,478 - - 387,478 13,3@ Gain on sale of investmen
Exchange gain 666,883 - - 666,883 22,894 Exchange gain
Valuation gain on financial 17,417 - - 17,417 597 Valuation gain on financial
assets assets
Other 550,897 - - 550,897 18,913 Other
Total noroperating income 2,240,310 - - 2,240,310 76,910 Total noroperating income
and gains and gains
Nonroperating expenses anc Non-operating expenses@n
losses losses
Interest expense 1,715 - - 1,715 59 Interest expense
Loss on disposal of 165,184 - - 165,184 5,671 Loss on disposal of
Investments Investments
Loss on disposal of 6,395 - - 6,395 220 Loss on disposal of
properties properties
Impairment loss 1,313,353 - - 1,313,353 45,087 Impairment loss
Other 122,912 - - 122,912 4,219 Other
Total noroperating 1,609,559 - - 1,609,559 55,256 Total noroperating
expenses and losses expenses and losses
Income before income tax 19,450,458 7,607 - 19,458,065 667,997  Income before income tax
Income tax (1,861,272 25,000 - (1,836,279 (63,039 Income tax c)
Net income $ 17,589,186 $ 32,607 $ - 17,621,793 604,958  Net income
(1,089,693) (37409)  Exchange differences on
translating foreign
operations
6,777 232 Unrealized valuation gain on
availablefor-sale financial
assets
194,052 6,662 Unrealized valuation loss on
financial instruments for
cash flow hedging
(5,383 (185)  Actuarial loss on defined d)
benefit pensia plan
915 31 Income tax relating to d)
components of OCI
(893332) (30669)  OCI for the year (net of tax)
$ 16,728,461 $ 574289  Total comprehensive income
(Concluded)
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Note:

a)

b)

c)

d)

Under ROC GAAP, the term Acasho used in 1t
demand deposits, check deposits, time deposits that are cancellable but without any loss o
principal and negotiable certificates of deposit that are readilgble without any loss of
principal. However, under IFRSs, cash equivalents are-tramt highly liquid investments

that are both readily convertible to known amounts of cash and so near their maturity that they
present insignificant risk of changes value. An investment normally qualifies as a cash
equivalent only when it has a short maturity of three months or less from the date of acquisition.
Some certificates of deposit the Company held had maturity of more than 3 months from the
date of invesnent. Thus, as of January 1, 2012 and December 31, 2012, the reclassification
adjustment resulted in decreases of NT$25,474,750 thousand (US$874,549 thousand) an
NT$2,911,924 thousand (US$99,967 thousand)
aad increases by the same amouonontsenh.dot her

Under ROC GAAP, a deferred income tax asset or liability should be classified as current or
noncurrent in accordance with the classification of the related asset oryli&ilifinancial
reporting. However, a deferred income tax asset or liability that is not related to an asset or
liability for financial reporting should be classified as current or noncurrent on the basis of the
expected length of time before it is realizor settled. By contrast, under IFRSs, a deferred
income tax asset or liability is always classified as noncurrent. Thus, as of January 1, 2012 anc
December 31, 2012, the reclassification adjustment resulted in decreases of NT$2,246,19¢
thousand (US$7112 thousand) and NT$3®215 thousand (US$1R2193 thousand),
respectivel vy, i n fAdceurerreanetdd iancd mien craexa saesss e
Adeferred i nmooaner rtearxt .ae set s

Under ROC GAAP, deferred tax assets are recognizéddllilut are reduced by a valuation
allowance account if there is evidence showing that a portion of or all the deferred tax assets
will not be realized. However, under IFRSs, an entity recognizes only to the extent that it is
highly probable that taxabfgofits will be available against which the deferred tax assets can be
used; thus, a valuation allowance account is not used. Thus, as of January 1, 2012 anc
December 31, 2012, the reclassification adjustment resulted in decreases of NT$11,132,65¢
thousad (US$382,185 thousand) and NT48409 thousand (US$2R2271 thousand),
respectivel vy, in Adeferred income t &lgo,a8s s et
of January 1, 2012 and December 31, 2012, the reclassification adjustment resoltezhses

of NT$340,261 thousand (US$1,681 thousand) and NT& 7,936 thousand (US#2,244
thousand), respectively, i n fAdef eliabiliged 0i. nc on

Under ROC GAAP, deferred income tax assets or liabilities fromrgrdep sales are
recognized for the change in tax basis using the taxofd®C. However, under IFRSs, the

buyerds tax rates are used instead. Thus,
increases of NT$58,000 thousand (US$1,991 thaudan each i n fAdeferred
and Afaccumul ated earnings. o I n addi ti on,
2012 resulted in increases of NBB800 thousand (US$49t housand) i n fAdef e
assetso and ingBacaeaunntulbatdedreasei mn Ai ncom
(US$858 thousand).

Under IFRS 1, the Company elected to recognize all cumulative actuarial gains and losses
relating to employee benefits at the date of transition to IFRSs. Thus, as of Jpn2aiy,

the IFRS adjustment resulted in a decrease of NT$83,687 thousand (US$2,873 thousand) ir
faccumul ated earningsod due to decreases i
(US$12 thousand), fdefined benef1thousamsl)sardt s 0
Afinet | oss not recognized as pension costo L
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€)

f)

9)

h)

As of December 31, 2012, t he | FRS adj ustr
ear ni ngs @4lhpusad BBS267t housand) due ferred pdnsionr e a
costo by NT$269 thousand (US$9 thousand),

(US$2,977 thousand), Anet | oss not recogni
thousand)and ncr ease in fidef er r e dbthousanad(bB31ltthausand).s s €
In addition, this adjustment resulted in d
(US$16 thousand), Afselling and marketing e

fgener al and adminis3rtaldowsaredk pelSes ot tbou Na
devel oping expenseso by NT$545 thousand ( US

Under ROC GAAP, if an obligation is probable (i.e., likely to occur) and the amount could be
reasonably estimated, it is a contingent liability ahdutd be accrued for, but under which
account i's not clearly defined. However,
that are probable (i.e., more likely than not) and the amount could be reasonably estimated.
Thus, as of January 1, 2012dabecember 31, 2012, the reclassification adjustment resulted in
decreases of NT$15,133,275 thousand (US$519,526 thousand) and NT$8,881,514 thousan
(US$304, 903 thousand), respectivel vy, in Ao
amountrevisions-ciprent . o

Accumulated compensated absences are not addressed in existing ROC GAAP; thus, the
Company has not recognized the expected cost of employee benefits in the form of accumulatec
compensated absences at the end of reporting peribtisvever, under IFRSs, when the

employees render services that increase their entitlement to future compensated absences, ¢
entity should recognize the expected cost of employee benefits at the end of reporting periods
Thus, as of January 1, 2012, th&& RS adj ust ment resulted in a
by NT$99,321 thousand (US$3,410 thousand) and a decrease by the same amount ir

Afaccumul ated earnings. o I n addition, the
resulted in (@) a decrems i n fAaccumul ated earningso by
t housand) due to an increase of Afaccrued ¢
NT$5, 299 thousand (US$182 diihnogu seaxnpde)n saensddo fbs
thousand (US$166 thios a n d ) and (c) increases in fAgen

NT$557 thousand (US$19 thousand) and fArese
thousand (US$128 thousand).

Under ROC GAAP, deferred charges are classified under other asBessition to IFRSSs,
deferred charges are cl assi f ifetdh eurn dienrt afinpgri obj
andiot her-ottedsatsording to the nature.

As of January 1, 2012 and December 31, 2012Ctimapanyreclassified NT$10,217thousad
(US$14,083 thousand) and NTH1,485 thousand (US$9,619 thousand), respectively, of
Afdeferred chargeso t o fgndrecipssified NT307,03Bthonsand a n d
(US$7,107 thousand) and NTH62,765 thousand (US$588 thousand), respectivelyof
fndeferred othraerg e $  t d rogndfielclassifieal SNST#46,266 thousand
(US$6,021 thousand) and NTH62,914 thousand (US$593 thousand), respectively, of
Afdeferred chargahe® to fAother assets

The Company purchased fixedassesd made prepayment s, pur su.
t he Preparati on of Fi nanci al SucB tpeepagmnamsn dares o
presenteca spr B per fTrasndi ti on to | FRSs, the prepa
assets- othen. As of January 1, 2012 and December 31, 2012,Gbepanyreclassified
NT$207,062thousand (USH 108thousand) and NT282,011thousand (US%965thousand),
respectively, of Apropertysoth@ ant and equi f
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i) Under ROC GAAP, if annvestee issues new shares and an investor does not purchase new
shares proportionatelyagital surplus and the loAgrm equity investment accounts should be
adjusted for the change in the investor o6s
assets. By contrast, under |l FRSs, a reduc
loss of significant influence on or control over an investee would be treated as a deemed
disposal, with the related gain or loss recognized in profit or lo&s. entity may elect not to
adjust the difference retrospectively, and the Company elected to use the exemption from
retrospective application. The IFRS adjustment resulted in a decrease of capital surplus
long-term equity investments of NT$18,037 thaudqUS$619 thousand) and a corresponding
increase of accumulated earnings by related rules.

i) The Company elected to reset the cumulative translation differences to zero at the date of
transition to IFRSs, and the reversal has been used to adjust aatmdarnings as of January
1, 2012. The gain or loss on any subsequent disposals of any foreign operations shoulc
exclude cumulative translation differences that arose before the date of transition to IFRSs.
Therefore, the IFRS adjustment resulted earease in cumulative translation differences and
an increase in accumulated earnings by NT$32,134 thousand (US$1,103 thousand) each.

c. Under IFRS 1, an entity that adopts IFRS for the first time should apply all IFRSs in preparing financial
statement@nd should make adjustments retrospectively; however, the entity may select to use certair
optional exemptions and mandatory exemptions stated in IFR$He main optional exemptioritee
Company adopted are as follows:

1)

2)

3)

4)

Business combinations:

The Compny elected not to apply IFRS -3Business Combination retrospectively to business
combinations that occurred before the date of transition to IFRBuus, in the opening balance
sheet, the amount of goodwill generated from past business combinatioitssrémasame as that
shown under R.O.C. GAAP as of December 31, 2011.

Goodwill arising from business combinations and fair value adjustments:

In accordance with IAS 21AThe Ef fects of Changes in Forei
and any fair vale adjustment to the carrying amounts of assets and liabilities arising on the
acquisition of a foreign operation should be treated as assets and liabilities of the foreign operation
Thus, goodwill and those fair value adjustments should be expressethi@ f or ei gn o
functional currency and should be translated at the closing rate at the end of the reporting period
The Company elected not to apply IAS 21 retrospectively to goodwill and those fair value
adjustments arising from business combores that occurred before the date of transition to IFRSs.
Thus, goodwill and fair value adjustments that occurred before the date of transition to IFRSs are
expressed in New Taiwan dollars using the historical exchange rates.

Sharebased payment tngactions:

The Company elected to use the exemption from the retrospective application of IFRS 2
iSh-ameed Paymento to all equity instruments
transition to IFRSs.

Employee benefits:

The Company elded to recognize all cumulative actuarial gains and losses on employee benefits in
accumulated earnings at the date of transition to IFRSs.
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5) Cumulative translation differences:

The Company elected to reset the cumulative translation difference®tatzbe date of transition

to IFRSs, and the reversal has been used to offset accumulated earnings as of December 31, 20
Thus, the gain or loss on any subsequent disposal of foreign operations should exclude translatio
differences that arose befdree date of transition to IFRSs.

The foregoing optional exemptions that the Company plans to elect are subject to changes arising fror
the management 6s consideration and assessment ;

. Special reserve at the date i&rtsition to IFRSs

Under order V11010012865 issued by FSC on April 6, 2012, on thetiirs adoption of IFRSsf an

entity elects to use the exemption application specified in IFRS 1 terdsfers its unrealized
revaluation increment and cumulativarislation differences to retained earnings, the entity has to
appropriate the sum of the increment and the differences to special reddoveever, if the retained
earnings arising from IFRS adjustment at the irse adoption is insufficient, speciaserve should

be appropriated at the same amount by which retained earnings increased as a result of the IFR
adjustment. On the subsequent usage, disposal or reclassification of the related assets, the spec
reservecanbe reversed proportionately.

The Company elected to reset the cumulative translation differences of NT$32,134 thousand (US$1,10
thousand) to zero and credited NT$32,134 thousand (US$1,103 thousand) to retained earning:
However, the Companyds t o ttiemd addptoiR& IFRSH,) resdtédnrean t s
decrease in retained earnings by NT$74,837 thousand (US$2,569 thousand). Thus, no special reser
was appropriated.

. The Company has prepared the above assessments in compliance with (a) the 2010 version of the IFR
translated by the ARDF and issued by the FSC and (b) the Guidelines Governing the Preparation o
Financial Reports by Securities Issuers amended and issued by the FSC on December 22, 2011. The
assessments may be changed as the International Accountiag S ment s Board (Al A
issue or amend standards, and as the FSC may issue new rules governing the adoption of IFRSs |
companies with shares listed on the TWSE or traded on the Taiwan GreTai Securities Market or
Emerging Stock Market. Actuaesults may differ from these assessments. New and revised
standards, amendments or interpretations that have been issued by IASB and approved but are not y
effectedby the FSC are as follows:

Standards or Interpretations Content Effective Date bylASB

IFRSs (Amendments) Improvements to 2010 IFRS July 1, 2010 and January 1, 2C

IFRSs (Amendments) Improvements to 2009 IFRS, whi January 1, 2009 and January 1
amend IAS 39 (see note below 2010

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

comparative IFRS 7 disclosure
for first-time adopters

IFRS 1 (Amendment) Severe hyperinflation and remov: July 1, 2011
of fixed dates for firstime
adopters
IFRS 7 (Amendment) Disclosures transfers of financial July 1, 211
assets
IFRS 9 (Amendment) Financial instruments January 1, 2015
IAS 12 (Amendment) Deferred tax: Recovery of January 1, 2012
underlying assets
IAS 39 (Amendment) Eligible hedged items (see note Effective for a fiscal year endin
below) on or after dne 30, 2009
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Note:

In the ROC, although the amendment to IAS 39 that was issued by the IASB in 2009 has not yet beel
effected by the FSC, the Tai wan | nt er)nsaih i o n
compliance with the 2009 version of the IAS 39.

The Company believes that the fitshe and subsequent adoption of the foregoing new and revised
standards, amendments or interpretations approved by FSC will not affect its financial statements
except in the following areas:

IFRS 9: Financial instruments

All recognized financial assets are subsequently measured in their entirety at either amortized cost ¢
fair value, depending on the classification of the financial assets. In additionjdir@ssets that meet

the following conditions are measured at amortized cost and assessed for impairment in subseque
periods:

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

The contractual terms on the instrument state specific dates corresponding to cash flows that ar
solely payments of principal and interest on the principal outstanding.

All other financial assets are subsequently measured at fair value. Howeveinitipbrecognition,
the Company may choose to designate a financial asset as at FVTPL if such designation eliminates ¢
significantly reduces a measurement or recognition inconsistency.

Investments in equity instruments are classified as at FVTPL, utlies€ompany designates an

i nvest ment that is not held for trading as at
on initial recognition. If investments in equity instruments are classified as at FVTOCI, except for
dividends that are usuglrecognized in profit or loss in accordance with IAS-TBRevenue, 0 a
and losses are recognized in OCI and will not be reclassified to profit or loss.

For financial liabilities, the main difference in classification and measurement refersatwiéil
liabilities that are classified as at FVTPL. Under IFRS®Fi nanci al I nstrumer
liabilities that are designated as at FVTPL, the amount of change in the fair value of the financial
liability that is attributable to changes iretbredit risk of that liability is recognized in OCI, unless the
recognition of the effects of changes in the liability's credit risk in OCI would create or enlarge an
accounting mismatch in profit or loss. Changes in fair value attributable to a fingiwslay's credit

risk are not subsequently reclassified to profit or loss. For financial liabilities previously classified as
at FVTPL under IAS 33 i Fi nanci al l nstrument s: Recogni ti
change in the fair value of tlimancial liability is recognized in profit or loss.

For its firsttime adoption of IFRS 9Financial instruments, the Company expects that these items will
be designated as at FVTOCI: (a) investments in equity instruments (not held for tradingethat
initially classified as availableor-sale and measured at fair value at the end of each reporting period in
accordance with IAS 39 Financial Instruments: Recognition and Measurement; and (b) financial
assets initially classified as financial assedrried at cost. In addition, the investment in mutual funds
initially classified as availablfor-sale will be reclassified to financial asset at FVTPL.
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