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REPRESENTATION LETTER

The entities that are required to be included in the combined financial statements of YC
INOX Co., Ltd. as of and for the year ended December 31, 2016, under the Criteria
Governing the Preparation of Affiliation Reports, Consolidated Business Reports and
Consolidated Financial Statements of Affiliated Enterprises are the same as those included in
the consolidated financial statements prepared in conformity with the Infernational Financial
Reporting Standard No. 10, “Consolidated and Separate Financial Statements.” In addition,
the information required to be disclosed in the combined financial statements is included in
the consolidated financial statements. Consequently, YC INOX Co., Ltd. and Subsidiaries do

not prepare a separate set of combined financial statements.

Very truly yours,
YC INOX CO,, LTD.
By

CHIN KER CHANG
Chairman

March 17, 2017



INDEPENDENT AUDITORS’ REPORT

The Board of Directors and Shareholders
YCINOX Co., Lid,

Opinion

We have audited the accompanying consolidated financial statements of YC INOX Co., Ltd.
and subsidiaries, which comprise the consolidate balance sheets as of December 31, 2016 and
2015, and the consolidated statements of comprehensive income, changes in equity and cash
flow for the years then ended, and the notes to the consolidated financial statements, including
a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all
material respects, the consolidated financial position of YC INOX Co., Ltd. and subsidiaries
as of December 31, 2016 and 2015, and its consolidated financial performance and its
consolidated cash flows for the years then ended in accordance with the Regulations
Governing the Preparation of Financial Reports by Securities Issuers and the International
Financial Reporting Standards (IFRS), International Accounting Standards (IAS), IFRIC
Interpretations (IFRIC), and SIC Interpretations (SIC) endorsed and issued into effect by the
Financial Supervisory Commission of the Republic of China.

Basis for Opinion

We conducted our audit in accordance with the Regulations Governing Auditing and
Attestation of Financial Statements by Certified Public Accountants and auditing standards
generally accepted in the Republic of China. Our responsibilities under those standards are
further described in the Audifors® Responsibilities for the Audit of the Consolidated Financial
Statements section of our report. We are independent of YC INOX Co., Ltd. and subsidiaties
in accordance with The Norm of Professional Ethics for Certified Public Accountant of the
Republic of China and we have fulfilled our other ethical responsibilities in accordance with
these requirements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our opinion,

Key Audit Matters

Key audit matiers are those matters that, in our professional judgment, were of most
significance in our audit of the consolidated financial statements for the year ended December
31, 2016. These matters were addressed in the context of our audit of the consolidated
financial statements as a whole, and in forming our opinion thereon, and we do not provide a
separate opinion on these matters.



(1) Valuation of inventories

As of December 31, 2016, the inventory of YC INOX Co., Ltd. and subsidiaries amounted

to $4,029,127 thousand, the accounting policy of valuation of inventories please refer to

Note 4(11). YC INOX Co., Ltd. engages in manufacturing, processing and trading of

stainless steel products, as the carrying amount of inventories are material; constituting

35% of the consolidated total assets, and the policy of valuation of inventories is based on

the management’s judgment, simultaneously because international raw material market

prices frequent fluctuation affect the price of stainless steel raw materials and products, we

consider the valuation of inventories a key audit matter. Our key audit procedures

performed in report ot the above area included the following:

A. Assessing and testing the effectiveness of design and operation of the intemal control
of valuation of inventories established by the management.

B. Testing the accuracy and completeness of the lower of cost and net realizable value.

C. Evaluating the bases used by management in assessment of net realizable value.

D. Performing the analytical review procedures to assess the reasonableness of valuation
of inventories.

(2) Impairment assessment of trade receivable

As of December 31, 2016, the note receivable and account receivable of YC INOX Co.,

Ltd. and subsidiaries amounted to $1,945,955 thousand, constituting 17% of the

consolidated total assets, the accounting policy of valuation of receivable please refer to

Note 4(8). Since the provision of allowance for doubtful accounts and the individual

impairment of trade receivables are subject to the management’s judgment, we consider

the impairment allowance for doubtful accounts that are individual significant and long
pass its due date a key audit matter. Qur key audit procedures performed in report of the
above area included the following:

A. Assessing the estimation method of allowance for doubtful accounts established by the
management, and testing the accuracy of aging of accounts receivable.

B. Reviewing the management’s report used in manages the overdue receivable, and
referred historical aging and transaction record, understood account receivables that
are individual significant and long pass its due date whether there is any uvnusual
situation, as well as examining the historical recovery records, and examining the
amount received in subsequent period to confirm the possibility of recovery.

Responsibilities of Management and Those Charged with Governance for the
Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated
financial statements in accordance with the Regulations Governing the Preparation of the
Financial Reports by Securities Issuers and the IFRS, IAS, IFRIC, and SIC endorsed and
issued into effect by the financial Supervisory Commission of the Republic of China, and for
such internal control as management determines is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to
fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing
the Company’s ability to continue as a going concern, disclosing, as applicable, matters



related to going concern and using the going concern basis of accounting unless management
either intends to liquidate the Company or to cease operations, or has no realistic alternative
but to do so.

Those charged with governance (including members of the Audit Committee) are
responsible for overseeing YC INOX Co., Ltd. and subsidiaries’ financial reporting process.

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and
to issue an auditors’ report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with the auditing
standards generally accepted in the Republic of China will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these consolidated financial statements.

As part of an audit in accordance with the auditing standards generally accepted in the
Republic of China, we exercise professional judgment and maintain professional skepticism
throughout the audit. We also:

1. Identify and assess the risk of material misstaterment of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

2. Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control.

3. Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.

4. Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may coast significant doubt on YC INOX Co,,
Ltd. and subsidiaries® ability to continue as a going concern. If we conclude that a
material uncertainty exists, we are required to draw attention in our auditors’ report to the
related disclosures in the consolidated financial statements or, if such disclosures are
inadequate, to modify our opinion. Our conclusions are based on the audit evidence
obtained up to the date of our auditors’ report. However, future events or conditions may
cause YC INOX Co., Ltd. and subsidiaries to cease to continue as a going concern.

5. Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
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represent the underlying transactions and events in a manner that achieves fair
presentation.

6. Obtain sufficient appropriate audit evidence regarding the financial information of the
entities or business activities within YC INOX Co., Litd. and subsidiaries to express an
opinion on the consolidated financial statements. We are responsible for the direction,
supervision and performance of the group audit. We remain solely responsible for our
audit opinion.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied
with relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those
matters that were of most significance in the audit of the consolidated financial statements for
the year ended December 31, 2016 and are therefore the key audit matters. We describe these
matters in our auditors’ report unless law or regulation precludes public disclosure about the
matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in out report because the adverse consequences of doing so would reasonably
be expected to outweigh the public interest benefits of such communication.

Other Matters

We have also audited the parent company only financial statements of YC INOX Co,, Ltd.
as of and for the years ended December 31, 2016 and 2015 on which we have issued an
unqualified opinion.

Certified Public Accountants
Taipei, Taiwan R.O.C.
March 17, 2017




YC INOX CO,, LTD.

CONSOLIDATED BALANCE SHEETS
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)

Note December 31, 2016 December 31, 2015
ASSLETS Amount 94 Amount %%
CURRENT ASSETS
Cash 6(1) 3472.882 4 $682,821 7
Financial assets al fair value through profit or loss - cunent 6(2) 30,392 0 58,133 I
Available-for-sale financial assets - current G(3) 25,853 0 21,408 L}
Notes receivable - net 6(5) 116,746 1 61,748 1
Accounts receivable - net 6(6) 1,820,200 16 1,492,407 15
Other receivables 6(T) 552,011 5 391,034 4
Inventories 6(8) 4,029,127 35 3,792,822 17
Prepayments 26,276 Q0 10,592 ¢
Other current assels 8 1,547 { 27,974 Q
Total cutrenl assets 7,084,043 6l 6,538,939 65
NON-CURRENT ASSETS
Financial assets carried at cost - non-current 6(4) B74.818 8 725,902 7
Pruperty, plant and equipment 6(9) 8 2,553,194 22 2,580,446 25
Deferred income tax assets 6(22) 23,838 0 62,372 1
Prepayment for equipment 41,483 0 49,139 0
Refundable deposits 83,085 1 25024 0
Other non-gurrent assets 6{0} 878,559 8 199,739 2
Total other asseis 4454977 19 3,642,822 35
TOTAL ASSETS $11.,539,020 100 $10.181,761 100
LIABILITIES AND EQUITY
CURRENT LIABILITIES
Short-term loans 6(10) $2,695,702 23 31,629,725 16
Short-term bills payable B(11) 299,607 3 99,969 1
Financial liabilities at fair value through profit or [oss-current 6(2) 0 0 2,794 0
Motes payahle 257 ] 371 0
Accounts payable 192,505 2 194,050 2
Onher payables 6C12) 347,705 3 257,263 3
Current inconie lax liabilities 40,161 4] 67,951 1
Advance receipts 337,534 3 215,265 2
Current portion of long-term liabilities 6(13) 0 0 123,008 1
Other current liabilities 12,690 0 52,369 1
Total current liabilities 3,926,161 34 2,642,765 27
NON-CURRENT LIABILITIES
Long-tern loans 8(13) 0 0 312,859 3
Deferred income tax liabilities 6(22) 4903 0 3,727 0
Net defined benefit liabilities - non-current 8(14) 121,725 1 164,192 2
Gusrantee deposits 7.190 0 3,160 0
Total not-current liabilitics 133.813 1 438,938 5
TOTAL LIABILITIES 4,059,979 35 3,131,703 32
EQUITY ;
Capital stock - common stock G{15) 4,071,307 36 3,701,189 36
Capital surplus B6Ci6) 1,663,578 14 1,848,637 18
Retained Earnings 6C17)
Legal reserve 809,860 7 756,744 7
Special reserve 10,244 0 0 0
Unapptopriated eamings 923958 8 753,932 7
Other equity 6(18) 94 0 (10,244) {0)
Total equity 7479041 65 1.050,052 68
TOTAL LIABILITIES AND EQUITY $11,539.020 100 $10,181,761 100

The accompanying netes are an integral part of the consolidated financial statements,
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YCINOX CO., LTD.

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS, EXCEPT EARNING PER SHARE)

Note For the Years Ended December 31
2016 2015
Amouni s Amount %
NET REVENUE $17,624,922 100 $18,374,720 100
COST OF REVENUE 6(8) (15,822,961) (90) (17,028,938) (93)
GROSS PROFIT 1,801,961 10 1,345,782 7
OPERATING EXPENSES

Selling and marketing (633,032) {4) (618,764) (3)

General and adminisiraiive (201,715) (N (166.230) [t
TOTAL OPERATING EXPENSES (834.747) (3) (784,994) (4)
OPERATING INCOME 967,214 5 560,788 3
NON-OPERATING INCOME AND EXPENSES

Others gains and losses 6(19) (14,482) (0} 88,852 0

Finance costs 6(20) (22,051) (0y (25,162} [{4}]

Interest income 396 0 604 0

Dividend income 250 0 1,752 0

Total Non-Operating Income and Expenses {35,887 4] 66,046 0
INCOME BEFORE INCOME TAX 931,327 5 626,834 k]
INCOME TAX EXPENSE 6(22) (137,764) (1 (95,672) (1)
NET INCOME 793.563 4 531,162 2
OTHER COMPREHENSIVE INCOME

[terns that will not be reclassified subsequently to profit or loss:

Remeasurement of defined benefit obligation 6(14) {(5,782) {0) {4,467) (0}

Income tax benefit (expense) related to jitems that will not be

reclassified subsequently 6(22) 983 0 759 0

Ttemns that may be reclassified subsequently to profit or loss:

Unrealized gains(losses) on available-for-sale financial assets 10,338 0 (16,445) ()
COther comprehensive income for the year, net of income tax 5,339 0 {20,153) {0
TOTAL COMPREHENSIVE INCOME FOR THE YEAR $799,102 4 $511,009 2
NET INCOME ATTRIBUTED TO

Owners of the parent $793,563 4 $531,162 2

Nen-controlling interests, 0 0 0 0

$793,563 4 $331,162 2
TOTAL COMPREHENSIVE INCOME ATTRIBUTED 10
Owners of the parent $799. 102 4 $511,009 2
Non-controlling interests. 0 0 ¢ 0
$799,102 4 $511,009 2
EARNINGS PER SHARE 6{23)
Basic earnings per share $1.95 $1.30
Diluted earnings per share $1.94 $1.30

The accompanying notes are an integral part of the consolidated financial statements.
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YCINOX CO, LTD.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)

CASII FLOWS FROM OPERATING ACTIVITIES :
[ncome before income tax
Adjustments for:
Depreciation
Finance costs
Interest income
Dividend income
(Gain) Loss on disposal of prepetty, plant and equipments
Property, plant and equipments reclassified to expenses
Gains (losses) on disposal of investments
Changes in operating assets and liabilities:
{Increase) Decrease in financial assets held for trading
{Increase) Decrease in notes receivable
(Increase) Decrease in accounts receivable
(Increase) Decrease in other receipts
{Increase) Necrease in inventories
{Increase) Decrease in prepayments
{Increase} Decrease in other current assets
Increase (Decrease) in financial liabilities held for trading
Increase (Decrease) in notes payable
Increase (Decrease) in accounts payable
Increase {Decrease) in other payables
Increase (Decrease) in advance receipts
Increase (Decrease) in other current liabilities
Increase (Decrease) in net defined benefit liabilities
Cash generated from operations
Interest received
Dividend received
Interest paid
Income tax paid
Net cash generated from (uscd in) operating activitics

CASH FLOWS FROM INVESTING ACTIVITIES :
Proceceds from disposal of available-for-sale financial asscts
Acquisitions of financial assets carried at cost -non-current
Acquisitions of property, plant and equipment
Proceeds from disposal of property, plant and equipment
Refundable deposits refunded (paid)
[ncrease in other noti-current assets
Decrease in other non-current assets
Net cash generated from {used in) investing activities

CASH FLOW FROM FINANCING ACTIVITIES :
Increase (Decrease) in short-term loans
Increase (Decrease) in shori-term bills payable
Payment in long-term loans
Guarantee deposits recevied (refunded)
Cash dividends
Net cash generated from (used in) financing activities

INCREASF (DECREASE) I[N CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF THE YEAR

CASH AND CASH EQUIVALENTS, END OF THE YEAR

For the Years Ended December 31

2016 2015

$931,327 $626,834
200,113 194,421
22,051 25,162
(396) (604)
(250) (1,752)
4473 7,184

3 406

(805) 0
27,741 (10,447)
(49,798) (4,938)
(336,802) 991,549
(160,977) (186,538)
(236,618) 798,430
(15,684) 14,185
(747) (27,174)
(2.794) 1,455
(114) (257)
{1,545) 26,890
81,512 (66,007)
122,269 (124,683)
(39,679) (2.393)
(48,249) (2,403)
495,031 2,259,320
396 604

250 1,752
(21,988) (25,376)
(124,861) (139,151)
148,828 2,097,149
6,699 0
(148,916) (370,332)
(837,480) (387,823)
13,632 14,960
(58,061) (3)
(2,100) 0
8,800 0
(1,017,426) (743,198)
1,065,977 (73,891)
199,638 114
(435,867) (718,841)
(970) 41,622
(370,119) (740,238)
458,659 (1,491,234)
(209,939) (137,283)
682,821 820,104
$472,882 $682,821

The accompanying notes are an integral part of the consolidated financial statements,



YCINOX CO, LTD.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

FOR THE YEARS ENDED DECEMBER 31, 2016 AND 2015
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS, UNLESS OTHERWISE STATED )

1. ORGANIZATION AND QOPERATIONS
YC INOX Co., Ltd (the “Company”) was incorporated on January 31, 1973 under the
provisions of the Company Act of the Republic of China. The Company engages in the
manufacturing, processing and trading of stainless steel pipe, and cutting processing and
trading of stainiess steel plate and stainless steel coil. The Company’s stocks was listed
on the Taiwan Stock Exchange since September ,2001.

2. THE AUTHORIZATION OF CONSOLIDATED FINANCIAL STATEMENTS

The consolidated financial statements were authorised for issuance by the Board of
Directors on March 17, 2017.

3. APPLICATION OF NEW STANDARDS, AMENDMENTS AND INTERPRETATIONS

(1) Effect of the adoption of new issuances of or amendments to International Financial
Reporting Standards (“IFRSs™) as endorsed by the Financial Supervisory Commission

[“FSC)j]

None.

(2} Effect of new issuances of or amendments to IFRSs as endorsed by the FSC but not
yet adopted by the Company
The following IFRSs as endorsed by the FSC should be adopted by the Company

starting 2017:

New Standards, Interpretations and Amendments IASB Effective Date
Amendments to IFRS 10, Investment Entities: January 1, 2016
[FRS 12 and IAS 28 Applying the Consolidation

Exception

Amendment to IFRS 11 Accounting for Acquisitions of  January 1, 2016
Interests in Joint Operations

IFRS 14 Regulatory Deferral Accounts January 1, 2016
Amendment to IAS 1 Disclosure Initiative January 1, 2016
Amendments to JAS 16 Clarification of Acceptable January 1, 2016
and IAS 38 Methods of Depreciation and
Amortization
Amendments to TAS 16 Agriculture: Bearer Plants January 1, 2016
and [AS 41
Amendment to IAS 19 Defined Benefit Plans: July 1,2014
Employee Contributions
Amendment to IAS 27 Equity Method in Separate January 1,2016

Financial Statements



New Standards, Interpretations and Amendments IASB Effective Date
Amendment to [AS 36 Recoverable Amount January 1, 2014
Disclosures for Non-Financial
Assets

Amendment to IAS 39 Novation of Derivatives and January 1, 2014
Continuation of Hedge

Accounting

IFRIC 21 Levies January 1, 2014

Amendments to IFRS Improvements to IFRSs 2010- July 1, 2014
2012

Amendments to [FRS Improvements to IFRSs 2011-  July 1, 2014
2013

Amendments to IFRS Improvements to IFRSs 2012- January 1, 2016
2014

Base on the Company’s assessments, the adoption of aforemetioned standards or
interpretations will not have a significant effect on the its financial position and
financial performance.

(3) IFRSs issued by IASB but not yet endorsed by the FSC

The following are the assessment of 2017 Taiwan-IFRSs, interpretations and
amendments issued by IASB but not yet endorsed by the FSC:

New Standards, Interpretations and Amendments IASB Effective Date
Classification and Measurement  January 1, 2018
Amendment to [FRS 2 of Share-based Payment
Transactions
Applying IFRS 9 Financial January ], 2018
Amendment to IFRS 4 Instruments with IFRS 4

Insurance Contracts

IFRS 9 Financial instruments January 1, 2018

Amendments to I[FRS 10 Sale or Contribution of Assets Effective date to be

and IAS 28 between an Investor and its determined by IASB
Associate or Joint Venture

IFRS 15 Revenue from Contracts with January 1, 2018
Customers

Amendment to IFRS 15 Clarifications to IFRS 15 January 1, 2018

IFRS 16 Leases January 1, 2019

Amendment to IAS 7 Disclosure Initiative January 1, 2017

Amendment to JAS 12 Recognition of Deferred Tax January 1, 2017
Assets for Unrealized Losses

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

Amendments to IFRS Improvements to IFRSs 2014- Note
2016



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

Except for the following, the initial application of the above new standards and
interpretations has not had any material impact on the Company’s accounting
policies:

A.TFRS 9 “Financial Instruments”

(a) Financial assets debt instruments according to the business
model and the contractual cash flow characteristics of the business to judge,
may be classified financial assets at fair value through profit or loss,
financial assets at fair value through other profit or loss and financial assets
carried at amortized cost; financial assets equity instruments as classified
financial assets at fair value through profit or loss, unless companies
make Irrevocable option to fair value of non-trading purposes equity
instruments recognized in other comprehensive income.

(b) Impairment assessment of financial asset debt instruments should
allowexpected loss impairment model, at each balance sheet date to assess
whether the credit risk of the tool it has significantly increased in order to
apply the expected credit losses or anticipated credit losses existing period of
12 months (interest income before impairment should be estimate as total book
assets), or whether impairment has occurred, interest after impairment should
estimate as net book amount after allowance of debts,

(¢) Amendment of generally accounting of hedge makes accounting treatment and
risk management policy of enterprise more consistent, open component of
non-financial item group, etc. have been used as the hedged item, highly
effective hedging of threshold be deleted, and adds hedge ratio of rebalancing
hedge item and hedge instruments withrisk management objectives
of the enterprise unchanged.

B. IFRS 15 “Revenue from Contracts with customers”

IFRS 15 “Revenue from Contracts with customers,” will supersede IFRS11

“Construction Contracts,” IAS 18 “revenue,” and a number of revenue-related

interpretations. Accordingly, the Company should recognize revenue when

“Control” of the underlying goods or services is transferred to the customers.

“Control” is defined as the customer has the ability to direct the use of and obtain

substantially all of the remaining benefits from the asset.

The core principle of IFRS15 is that an entity should recognize revenue to

depict the fransfer of promised goods or services to customers in an

amount that reflects the consideration to which the entity expects to
be entitle exchange for those goods or services. Accordingly, the entity
shall recognize revenue by applying the following 5-steps:

Step 1 : Identify the contract with the customer;

Step 2 * Identify the performance obligations in the contract;
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Step 3 * Determine the transaction price;
Step 4 : Allocate the transaction price to the performance obligations
in the contracts; and

Step 5 : Recognize revenue when the entity satisfies a performance obligation.

In  addition, IFRSI5 also includle a set of  integrated

disclosure rule, the disclosure requirements are driven by the objective of

providing users of the financial statements with information that will help them to

understand the nature, amount, timing and uncertainty of revenue and cash flows

arising from contracts with customers,
Except for the aforementioned impact, as of the date that the accompanying
consolidated financial statements were authorized for issue, the Company continues
in evaluating the impact on its financial position and financial performance as a
result of the initial adoption of the other standards or interpretations. The related
impact will be disclosed when the Company completes the evaluation.

4, SUMMARY OF SIGNIFICANTACCOUNTING POLICIES

The principal accouniing policies applied in the preparation of these consolidated
financial statements are set out below. These policies have been consistently applied to
all the periods presented, unless otherwise stated.

(1) Compliance statement
The accompanying consolidated financial statements have been prepared in
conformity with the Regulations Governing the Preparation of Financial Reports by
Securities Issuers, the International Financial Reporting Standards, International
Accounting Standards, Interpretations as well as related guidance translated by the
Accounting Research and Development Foundation.

(2) Basis of preparation
A.Except for the following items, these consolidated financial statements have been

prepared under the historical cost convention:

{(a)} Financial assets and financial liabilities (including derivative instruments) at
fair value through profit or loss.

(b} Available-for-sale financial assets measured at fair value.

(¢) Defined benefit liabilities recognized based on the net amount of pension fund
assets less present value of defined benefit obligation.

B.The preparation of financial statements in compliance with IFRSs requires the use
of certain critical accounting estimates. It also requires management to exercise its
judgment in the process of applying the Company’s accounting policies. The areas
involving a higher degree of judgment or complexity, or areas where assumptions
and estimates are significant to the financial statements are disclosed in Note 5.

(3) Basis of consolidation
A.Basis for preparation of consolidated financial statements
{a)All subsidiaries are included in the Company’s consolidated financial
statements. Subsidiaries are all entities (including structured entities) controlled




by the Company. The Company controls an entity when the Company is
exposed, or has rights, to variable returns from its involvement with the entity
and has the ability to affect those returns through its power over the entity.
Consolidation of subsidiaries begins from the date the Company obtains control
of the subsidiaries and ceases when the Company loses control of the
subsidianies.

(b)Intra-company transactions, balances, and unrealized gains or losses are
eliminated. Accounting policies of subsidiaries have been adjusted where
necessary to ensure consistency with the policies adopted by the Company.

(c)Profit or loss and each component of other comprehensive income are attributed
to the owners of the parent and to the non-controlling interests. Total
comprchensive income is attributed to the owners of the parent and to the
non-controlling interests even if this results in the non-controlling interests
having a deficit balance.

(d)Changes in a parent's ownership interest in a subsidiary that do not result in the
parent losing control of the subsidiary are equity transactions. Any difference
between the amount by which the non-controlling interests are adjusted and the
fair value of the consideration paid or received is recognised directly in equity.

(e)When the Company loses control of a subsidiary, the Company remeasures any
investments retained in the former subsidiary at its fair value. The fair value is
regarded as the fair value on initial recognition of a financial assets or the cost
on initial recognition of the associate or joint venture, Any difference between
fair value and carrying amount is recognized in profit or loss. All amounts
previously recognized in other comprehensive income in relation to the
subsidiary are reclassified to profit or loss, on the same basis as would be
required if the related assets or liabilities were disposed of. That is, when the
Company loses control of a subsidiary, all gains or lossed previously recognized
in other comprehensive income in relation to the subsidiary should be
reclassified from equity to profit or loss, if such gains or losses would be
reclassified to profit or loss when the related assets or liabilities are disposed of.

B.Basis for preparation of consolidated financial statements

Main Ownership(%)
Name of .
. Name of subsidiary =~ business December31, December 31,
investor L
activities 2016 2015

Ji-mao investment
The Company Investment - 100% 100%

Cotporation,Ltd (Ji-imao)
(4) Foreign currency translation
A.ltems included in the financial statements of each of the Company are measured
using the currency of the primary economic environment in which the Company
operates (the “functional currency”). The consolidated financial statements are
presented in New Taiwan Dollars, which is the Company’s functional and the
Company’s presentation currency.




B.Foreign currency transactions are translated into the functional currency using the
exchange rates prevailing at the dates of the fransactions or valuation where items
are remeasured. Foreign exchange gains and losses resulting from the settlement of
such transactions are recognized in profit or loss in the period in which they arise.

C.Monetary assets and liabilitics denominated in foreign currencies at the period end
are re-translated at the exchange rates prevailing at the balance shect date.
Exchange differences arising upon re-translation at the balance sheet date are
recognized in profit or loss.

D.Non-monetary assets and liabilities denominated in foreign currencies held at fair
value through profit or loss are re-translated at the exchange rates prevailing at the
balance sheet date; their translation differences are recognized in profit or loss.
Non-monetary assets and liabilities denominated in foreign currencies held at fair
value through other comprehensive income are re-franslated at the exchange rates
prevailing at the balance sheet date; their translation differences are recognized in
other comprehensive income. However, non-monetary assets and liabilities
denominated in foreign currencies that are not measured at fair value are translated
using the historical exchange rates at the dates of the initial transactions.

E.All foreign exchange gains and losses are presented in the statement of
comprehensive income within ‘other gains and losses’.

(5) Classification of current and non-current items

A.Assets that meet one of the following criteria are classified as current assets;
otherwise they are classified as non-current assets:

(a) Assets arising from operating activities that are expected to be realized, or are
intended to be sold or consumed within the normal operating cycle;

(b) Assets held mainly for trading purposes;

(c) Assets that are expected to be realized within twelve months from the balance

sheet date;

(d) Cash and cash equivalents, excluding restricted cash and cash equivalents and
those that are to be exchanged or used to pay off liabilities more than twelve
months after the balance sheet date.

B.Liabilities that meet one of the following criteria are classified as current liabilities;
otherwise they are classified as non-current liabilities:

(a) Liabilities that are expected to be paid off within the normal operating cycle;

(b) Liabilities arising mainly from trading activities;

(c) Liabilities that are to be paid off within twelve months from the balance sheet
date;

(d) Liabilities for which the repayment date cannot be extended unconditionally to
more than twelve months after the balance sheet date. Terms of a liability that
could, at the option of the counterparty, result in its settlement by the issue of
equity insttuments do not affect its classification.

(6) Financial assets at fair value through profit or loss
A.Financial assets at fair value through profit or loss are financial assets held for




trading or financial assets designated as at fair value through profit or loss on

initial recognition. Financial assets are classified in this category of held for

trading if acquired principally for the purpose of selling in the short-term.

Derivatives are also categorized as tinancial assets held for trading unless they are

designated as hedges. Financial assets that meet one of the following criteria are

designated as at fair value through profit or loss on initial recognition:

(a) Hybrid (combined) contracts; or

(b) They eliminate or significantly reduce a measurement or recognition
inconsistency; or

(c) They are managed and their performance is evaluated on a fair value basis, in
accordance with a documented risk management or investment strategy.

B.On a regular way purchase or sale basis, financial assets at fair value through profit
or loss arc recognized and derecognized using settlement date accounting,
designated at initial recognition as financial assets at fair value through profit or
loss using settlement date accounting.

C.Derivatives are initially recognized at fair value at the date the derivative contracts
are entered into and are subsequently remeasured and stated at fair value, and any
changes in the fair value are recognized in profit or Joss.

D.Financial assets at fair value through profit or loss are initially recognized at fair
value. Related transaction costs are expensed in profit or loss. These financial
assets are subsequently remeasured and stated at fair value, and any changes in the
fair value of these financial assets are recognized in profit or loss. Investments in
equity instruments that do not have a listed market price in an active market and
whose fair value cannot be reliably measured and derivatives that are linked to and
must be settled by delivery of such unquoted equity instruments are recognized in
a separate line item as financial assets carried at cost.

(7) Available-for-sale financial assets
A.Available-for-sale financial assets are non-derivatives that are either designated in

this category or not classified in any of the other categories.

B.On a regular way purchase or sale basis, available-for-sale financial assets are
recognized and derecognized using settlement date accounting.

C.Available-for-sale financial assets are mitially recognized at fair value plus
transaction costs. These financial assefs are subsequently remeasured and stated at
fair value, and any changes in the fair value of these financial assets are recognized
in other comprehensive income. Investments in equity instruments that do not have
a quoted market price in an active market and whose fair value cannot be reliably
measured or derivatives that are linked to and must be settled by delivery of such
unquoted equity instruments are presented in ‘financial assets measured at cost’.

(8) Loans and receivables

Accounts receivable are loans and receivables originated by the entity. They are
created by the entity by selling goods or providing services to customers in the
ordinary course of business. Accounts receivable are initially recognized at fair value



and subscquently measured at amortized cost using the effective interest method, less
provision for impairment, except for short-term accounts receivable when the effect
of discounting is immaterial.

(9) Impairment of financial assets
A.The Company assesses at each balance sheet daie whether there is objective
evidence that a financial asset or a group of financial assets is impaired as a result
of one or more events that occurred after the initial recognition of the asset and
that loss event (or events) has an impact on the estimated future cash flows of the

financial asset or group of financial assets that can be reliably estimated.

B.The criteria that the Company uses to determine whether there is objective
evidence of impairment loss is as follows:

(a) Significant financial difficulty of the issuer or debtor;

(b) A breach of contract, such as a defanlt or delinquency in interest or principal
payments;

(c) The Company, for economic or legal reasons relating to the borrower’s
financial difficulty, granted the borrower a concession that a lender would not
otherwise consider;

(d) It becomes probable that the borrower will enter bankruptcy or other financial
reorganization;

(¢) The disappearance of an active market for that financial asset because of
financial difficulties;

(f) Observable data indicating that there is a measurable decrease in the estimated
future cash flows from a group of financial assets since the initial recognition
of those assets, although the decrease cannot yet be identified with the
individual financial asset in the group, including adverse changes in the
payment status of borrowers in the group or national or local economic
conditions that correlate with defaults on the assets in the group;

(g) Information about significant changes with an adverse effect that have taken
place in the technology, market, economic or legal environment in which the
issuer operates, and indicates that the cost of the investment in the equity
instrument may not be recovered;

(h) A significant or prolonged decline in the fair value of an investment in an
equity instrument below its cost.

C.When the Company assesses that there has been objective evidence of impairment
and an impairment loss has occurred, accounting for impairment is made as
follows according to the category of financial assets:

(a) Financial assets measured at amortized cost

The amount of the impairment loss is measured as the difference between the
asset’s carrying amount and the present value of estimated future cash flows
discounted at the financial asset’s original effective interest rate, and is
recognized in profit or loss. If, in a subsequent period, the amount of the
impairment loss decreases and the decrease can be related objectively to an
event occurring after the impairment loss was recognized, the previously
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recognized impairment loss is reversed through profit or loss to the extent that
the carrying amount of the asset does not exceed its amortized cost that would
have been at the date of reversal had the impairment loss not been recognized
previously. Impairment loss is recognized and reversed by adjusting the
carrying amount of the asset through the use of an impairment allowance
account.
{b) Financial assets measured at cost
The amount of the impairment loss is measured as the difference between the
asset’s carrying amount and the present value of estimated future cash flows
discounted at current market return rate of similar financial asset, and is
recognized in profit or loss. Impairment loss recognized for this category shall
not be reversed subsequently. Impairment loss is recognized by adjusting the
carrying amount of the asset through the use of an Impairment allowance
account.
(c) Available-for-sale financial assets
The amount of the impairment loss 1s measured as the difference between the
asset’s acquisition cost (less any principal repayment and amortisation) and
current fair value, less any impairment loss on that financial asset previously
recognized in profit or loss, and is reclassified from ‘other comprehensive
income’ to ‘profit or loss’. If, in a subsequent period, the fair value of an
investment in a debt instrument increases, and the increase can be related
objectively to an event occurring after the impairment toss was recognized, then
such impairment loss is reversed through profit or loss. Impairment loss of an
investment in an equity instrument recognized in profit or loss shall not be
reversed through profit or loss. Impairment loss is recognized and reversed by
adjusting the carrying amount of the asset through the use of an impairment
allowance account.
(10) Derecognition of financial assets
The Company derecognizes a financial asset when one of the following conditions is

met:

A. The contractual rights to receive the cash flows from the financial asset expire,

B. The contractual rights to receive cash flows of the financial asset have been
transterred and the Comapny has transferred substantially all risks and rewards of
ownership of the financial asset.

C. The Company neither transfers nor retains substantially all risks and rewards of
the financial asset, however, the Company has not retained control of the
financial asset.

(11) Inventories
Inventories are stated at the lower of cost and net realizable value. Cost is determined
using the weighted-average method. The cost of finished goods and work in progress
comprises raw materials, direct labor, other direct costs and related production
overheads (allocated based on normal operating capacity). It excludes borrowing
costs. The item by ilem approach is used in applying the lower of cost and net



realizable value. Net realizable value is the estimated sclling price in the ordinary
course of business, less the estimated cost of completion and applicable variable
selling expenses.

(12) Property. plant and equipment

A.Property, plant and equipment are initially recorded at cost.

B.Subsequent costs are included in the asset’s carrying amount or recognized as a
separate asset, as appropriate, only when it is probable that future economic
benefits associated with the item will flow to the Company and the cost of the item
can be measured reliably. The carrying amount of the replaced part is derecognized.
All other repairs and maintenance are charged to profit or loss during the financial
period in which they are incurred.

C.Land is not depreciated. Other property, plant and equipment apply cost model and
are depreciated using the straight-line method to allocate their cost over their
estimated useful lives. The assets’ residual values, useful lives and depreciation
methods are reviewed, and adjusted if appropriate, at each balance sheet date. If
expectations for the assets” residual values and useful lives differ from previous
estimates or the patterns of consumption of the assets’” firture economic benefits
embodied in the assets have changed significantly, any change is accounted for as
a change in estimate under IAS 8, ‘Accounting Policies, Changes in Accounting
Estimates and Errors’, from the date of the change. The estimated useful lives of
land improvements are 10 years, buildings are 10~35 years, machinery and
equipment are 3~15 years, transportation equipment are 8 years, and others are
1-20 years.

(13) Leases
A.Based on the terms of a lease contract, a lease is classified as a finance lease if the
Company assumes substantially all the risks and rewards incidental to ownership
of the leased asset.
B.Operating lease is a lease other than a finance lease. Payments made under an
operating lease (net of any incentives received from the lessor) are recognized in
profit or loss on a straight-line basis over the lease term.

(14) Impairment of non-financial assets
The Company assesses at each balance sheet date the recoverable amounts of those
assets where there is an indication that they are impaired. An impairment loss is
recognized for the amount by which the asset’s carrying amount exceeds its
recoverable amount. The recoverable amount is the higher of an asset’s fair value less
costs to sell or value in use. When the circumstances or reasons for recognizing
impairment loss for an asset in prior years no longer exist, the impairment loss is
reversed, The increased carrying amount due to reversal should not be more than
what the depreciated or amortised historical cost would have been if the impairment

had not been recognized.

(15) Borrowings cost
Borrowing costs that are directly attributable to the acquisition, construction or




production of a qualifying asset form part of the cost of that asset and, therefore,
should be capitalised. Capitalisation should cease when substantially all of the
activities necessary to prepare the asset for its intended use or sale are complete.
Other borrowing costs are recognized as an expense.

(16) Employee benefits
A Employee benefits
Short-term employee benefits are measured at the undiscounted amount of the
benefits expected to be paid in respect of service rendered by employees in a
period and should be recognized as expenses in that period when the employees
render service.
B.Pensions
(aYDefined contribution plans
For defined contribution plans, the confributions are recognized as pension
expenses when they are due on an accrual basis. Prepaid contributions are
recognized as an asset to the extent of a cash refund or a reduction in the future
payments.
(b)Defined benefit plans
i. Net obligation under a defined benefil plan is defined as the present value of
an amount of pension benefits that employees will receive on retirement for
their services in current period or prior periods. The liability recognized in the
balance sheet in respect of defined benefit pension plans is the present value
of the defined benefit obligation at the balance sheet date less the fair value of
plan assets. The defined benefit net obligation is calculated annually by
independent actuaries using the projected unit credit method. The rate used to
discount is determined by using interest rates of high-quality corporaie bonds
that are denominated in the currency in which the benefits will be paid, and
that have terms to maturity approximating to the terms of the related pension
liability; when there is no deep market in high-quality corporate bonds, the
Company uses interest rates of government bonds (at the balance sheet date)
instead.
ii.Remeasurments arising on defined benefit plans are recognized in other
comprehensive income in the period in which they arise, and are recorded as
retained earnings.
1i.Past-service costs are recognized immediately in profit or loss.
C.Employees’ and directors’ remuneration
Employees” and directors’ remuneration are recognized as expenses and liabilities,
provided that such recognition is required under legal obligation or constructive
obligation and those amounts can be reliably estimated. However, if the accrued
amounts for employees® and directors’ remuneration are different from the actual
distributed amounts as resolved by the stockholders at their stockholders® meeting
subsequently, the differences should be recognized based on the accounting for
changes 1n estimates.



A.The tax expense for the period comprises current and deferred tax. Tax is
recognized in profit or loss, except to the extent that it relates to items recognized
in other comprehensive income or items recognized directly in equity, in which
cases the tax is recognized in other comprehensive income or equity.

B.The current income tax expense is calculated on the basis of the tax laws enacted
or substantively enacted at the balance sheet date in the countries where the
Company and its subsidiaries operate and generate taxable income. Management
periodically evaluates positions taken in tax returns with respect to situations in
accordance with applicable tax regulations, It establishes provisions where
appropriate based on the amounts expected to be paid to the tax authorities. An
additional 10% tax is levied on the unappropriated retained earnings and is
recorded as income tax expense in the year the stockholders resolve to retain the
earnings.

C.Deferred income tax is recognized, using the balance sheet liability method, on
temporary differences arising between the tax bases of assets and liabilities and
their carrving amounts in the balance sheet. However, the deferred income tax is
not accounted for if it arises from initial recognition of goodwill or of an asset or
liability in a transaction other than a business combination that at the time of the
trangaction affects neither accounting nor taxable profit or loss. Deferred income
tax is provided on temporary differences arising on investments in subsidiaries,
except where the timing of the reversal of the temporary difference is controlled by
the Company and it is probable that the temporary difference will not reverse in
the foreseeable future. Deferred income tax is determined using tax rates (and laws)
that have been enacted or substantially enacted by the balance sheet date and ate
expected to apply when the related deferred income tax asset is realised or the
deferred income tax liability is settled.

D.Deferred income tax assets are recognized only to the extent that it is probable that
future taxable profit will be available against which the temporary differences can
be utilised. At each balance sheet date, unrecognized and recognized deferred
Income tax assets are reassessed.

E.Current income tax assets and liabilities are offset and the net amount reported in
the balance sheet when there is a legally enforceable right to offset the recognized
amounts and there is an intention to settle on a net basis or realise the asset and
settle the HLability simultaneously. Deferred income tax assets and liabilities are
offset on the balance sheet when the entity has the legally enforceable right to
offset current tax assets against current tax liabilities and they are levied by the
same taxation authority on either the same ¢ntity or different entities that intend to
settle on a net basis or realise the asset and settle the liability simultaneously.

F.A deferred tax asset shall be recognized for the carryforward of unused tax credits
resulting from acquisitions of equipment or technology, research and development
expenditures, employees’ training costs and equity investments to the extent that it
is possible that future taxable profit will be available against which the unused tax
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credits can be utilized.

(18) Revenue recognition
A.The Company manufactures and sells stainless steel products. Revenue is
measured at the fair value of the consideration received or receivable taking nto
account of business tax, returns, rebates and discounts for the sale of goods to
external customers in the ordinary course of the Company’s activities. Revenue
arising from the sales of goods should be recognized when the Company has
delivered the goods to the customer, the amount of sales revenue can be measured
reliably and it is probable that the future economic benefits associated with the

transaction will flow to the entity. The delivery of goods is completed when the
significant risks and rewards of ownership have been transferred to the customer,
the Company retains neither continuing managerial involvement to the degree
usually associated with ownership nor effective control over the goods sold, and
the customer has accepted the goods based on the sales contract or there is
objective evidence showing that all acceptance provisions have been satisfied.

B.Dividend income from investments is recognized when the shareholder’s right to
receive payment has been established, provided that it is probable that the
economic benefits will flow to the Group and the amount of income can be
measured reliably.

C.Interest income from a financial asset is recognized when it is probable that the
cconomic benefits will flow to the Company and the amount of income can be
measured reliably. Interest income is accrued on a time basis, by reference to the
principal outstanding and at the effective interest rate applicable.

(19) Operating segments
Operating segments are reported in a manner consistent with the internal reporting
provided to the chief operating decision-maker. The operating decision-maker, who
is responsible for allocating resources and assessing performance of the operating

segments.

5. CRITICAL ACCOUNTING JUDGEMENTS, ESTIMATES AND KEY SOURCES OF
ASSUMPTION UNCERTAINTY

The preparation of these consolidated financial statements requires management to
make critical judgement in applying accounting policies and make critical assumptions

and estimates concerning future events. Assumptions and estimates may differ
from the actual results and are continually evaluated and adjusted based on
historical experience and other factors. Such assumptions and estimates
have a significant risk of causing a material adjustment to the carrying amounts of assets
and liabilities within the next financial year; and the related information is addressed

below:
(1) Impairment assessment of tangible and intangible assets (excluding goodwill)

Assessing impairment based on its subjective judective and determines the separate
cash flow of specific group of assets, useful lives of assets and the future possible
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income and expenses arising from the assets depending on how assets are utilised
and industrial characteristics. Any changes of economic circumstances or estimates
due to the change of Company strategy might cause material impairment on assets in
the future,

(2) Evaluation of inventories
As inventories are stated at the lower of cost and net realisable value, the Company
must determine the net realisable value of inventories on balance sheet date using
judgements and estimates. Due to the rapid technology innovation, the Company

evaluates the amounts of normal inventory comsumption, obsolete inventories or
inventories without market selling value on balance sheet date, and writes down the
cost of inventories to the net realisable value. Such an evaluation of inventories is
principally based on the demand for the products within the specified period in the
future. Therefore, there might be material changes to the evaluation.

As of December 31, 2016, the carrying amount of inventories was $4,029,127
thousand.

(3) Impairment assessment of financial assets without active markets

When there is an impairment indication that a financial instrument is impaired so the
carrying amount of such investment may not be recoverable, the Company would
assess the impairment loss of the investment accordingly. For a financial asset
without an active market, the Company assesses its impairment based on the present
value of estimated future cash flows from the expected cash dividends and disposal
value discounted using the market rate of return at the balance sheet date for a
similar financial instrument to determine its recoverable amount as well as by
analysing the reasonableness of the related assumptions used.

As of December 31, 2016, the carrying amount of financial assets measured at cost
was $874,818 thousand.

(4} Realisability of deferred income tax assets
Deferred income tax assets are recognized only to the extent that it is probable that
future taxable profit will be available against which the deductible temporary
differences can be utilised. Assessment of the realisability of deferred income tax
assets involves critical accounting judgements and estimates of the management,
including the assumptions of expected future sales revenue growth rate and profit
rate, tax exempt duration, available tax credits, tax planning, etc. Any variations in
global economic environment, industrial environment, and laws and regulations

might cause material adjustments to deferred income tax assets.

(5) Calculation of defined benefit liabilities
When calculating the present value of defined benefit obligations, the Company must
apply judgements and estimates to determine the actuarial assumptions on balance

sheet date, including discount rates and expected rate of return on plan assets. Any
changes in these assumptions could significantly impact the carrying amount of
defined benefit obligations,



6. DETAILS OF SIGNIFICANTACCOUNTS

(1) CASH
December 31, 2016 December 31, 2015
Cash on hand and petty cash $1,438 $1,103
Checking accounts and demand deposits 471,444 681,718
Total $472,882 $682,821

A.The Company associates with a variety of financial institutions all with high credit
quality to disperse credit risk, so it expects that the probability of counterparty default

is remote.
B.Please refer to Note 8 for cash pledged as collateral.

(2) FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS-CURRENT

Items December 31, 2016 December 31, 2015
Financial assets held for trading

Listed stocks $28,544 $69,819
Valuation adjustment (6,144) {13,292)
Subtotal 22,400 56,527

Non-hedging derivatives
Exchange contracts futures 7,992 1,606
Total $30,392 $58,133

Financial liabilities held for trading
Non-hedging derivatives
Exchange contracts futures $0 $2,794
A.The Company’s financial assets or liabilities held for trading recognized net loss of
$7,377 thousand and $12,872 thousand for the year periods ended December 31, 2016
and 20135, respectively.
B.Outstanding forward exchange contracts consisted of the following:

Contract Amount
December 31, 2016 (Notional Principal} Contract Period
Exchange contracts futures
Sell JPY/Buy NT JPY 238,000 thousand 2016.10.19~2017.02.10
Sell EUR /Buy USD EUR 390 thousand 2016.09.09~2017.02.24
December 31, 2015 )
Exchange contracts futures
Sell JPY/Buy NT JPY 127,000 thousand 2015.11.17~2016.03.30
Sell JPY/Buy USD JPY 292,000 thousand 2015.11.30~2016.03.31
Sell EUR /Buy USD EUR 3,470 thousand 2015.09.23~2016.02.26

The Company entered into derivative contracts to manage exposures due to
fluctuations of foreign exchange rates. The derivative contracts entered into by the
Company did not meet the criteria for hedge accounting. Therefore, the Company did



not apply hedge accounting treatment for derivative contracts.
C.The Company has no financial assets at fair value through profit or loss pledged to
others.

(3) AVAILABLE-FOR-SALE FINANCIAL ASSETS

Items December 31, 2016 December 31, 2015

OTC stocks $25,759 $31,652
Valuvation adjustment 94 (10,244)
Total $25,853 $21,408

The Company has no available-for-sale financial assets pledged to others.

(4) FINANCIAL ASSETS CARRIED AT COST-NON-CURRENT

Ttems December 31, 2016 December 31, 2015

Non-publicly traded stocks $874.818 $725.902
Accumulated impairment 0 0

Total $874,818 §725,902

ABased on the Company’s intention, its stocks should be classified as
available-for-sale financial assets. However, as the investments are not traded in
active market, and no sufficient industry and financial information can be obtained,
the fair value of the investments cannot be measured reliably. Thus, the Company
classified those investments as ‘financial assets measured at cost’.

B.The Company has no financial assets measured at cost pledged to others.

(5) NOTES RECEIVABLE
December 31, 2016 December 31, 2015
Notes receivable $116,746 $61,748
Less: allowance for doubtful receivables ¢ 0
Total ) $116,746 $61,748

(6) ACCOUNTS RECEIVABLE

December 31, 2016 December 31, 2015

Accounts receivable $1,830,745 $1,494,885
Less: allowance for doubtful receivables (1,536) (2,478)
Total $1,829,209 $1,492.407

December 31, 2016 December 31, 2015

Overdue receivable $3,782 $4,285
Less: allowance for doubtful receivables (3.782) (4,285)
Total 50 $0




A.The ageing analysis of accounts receivable is as follows:
December 31. 2016 December 31, 2015

Neither past due nor impaired $1,677,091 $1,397,834
Past due but not impaired
Past due within 30 days 141,003 55,766
Past due 31-90 days 11,115 3,003
Past due 91-180 days 0 35,804
Total $1,829,209 $1,492.407

B.Movement analysis of financial assets that were impaired is as follows:

Individually  Collectively

Provision Provision Total
Balancc at January 1, 2016 $6,169 $594 $6,763
Provision for impairment 0 942 942
Write-offs during the period 2,387) 0 (2,387)
Balance at December 31, 2016 $3,782 $1,536 $5,318

Individually  Collectively

~ Provision  Provision Total
Balance at January 1, 2015 $4.338 $3,534 $7.872
Provision for impairment 1,884 0 1,884
Write-offs during the period ) (25940 (2,993)
Balance at December 31, 2015 36,169 $594 $6,763

C.The Company does not hold any collateral as security.

{7) TRANSFERS OF FINANCIAL ASSETS
The Company entered into an agreement with bank to sell its accounts receivable. Under
the agreement, the Company is not required to bear uncoliectible risk of the underlying
accounts receivable, the burden of losses caused by the commercial disputes only, and
the Company has transferred the receivables does not have any continuing involvement.
The Company has derecognized the accounts receivable. As of December 31, 2016 and
2015, the outstanding accounts receivable sold to bank were as follow :

December 31, 2016

Purchaser Sold Amount advanced Amount retained
Fubon Bank USD 13,371 thousand  USD2,499 thousand USD10,872 thousand
Fubon Bank EUR 553 thousand EUR 497 thousand EUR 56 thousand

December 31, 2015

Purchaser Sold Amount advanced Amount retained
Fubon Bank USD 9,859 thousand USD 159 thousand USD 9,704 thousand
Fubon Bank EUR 180 thousand EUR 138 thousand EUR 42 thousand



(8) INVENTORIES

Finished goods(including merchandise)
Work in process

Semi-finished goods

Raw materials

Supplies

Carrying amount

December 31, 2016 December 31, 2015
$£2,241,227 $2,007,212

62,163 57,727

247,556 208,330

1,430,741 1,461,971

47,440 57,582

$4,029,127 $3,792,822

A.lnventory related operating costs of December 31, 2016 and 2013, respectively are

listed as below:

Cost of goods sold

Loss(Gain) on physical inventory
[nventory disposal

Scrap sales

Loss for value declined

(Gain from value recover)

Total

Years ended December 31

2016 2015
$16,004,724 $16,994,143
(341) (287)
8,640 8,125
(95,862) (95,333)
(184,200) 122,290
$15,822,961 $17,028,938

Gain from value recovery in 2016 results mainly from the increase in price of raw

materials.

B.No inventories held by the Company were pledged to others.

(9) PROPERTY, PLANT AND EQUIPMENT

Jaraary 1, 2016 Additions Disposals  Rechssifications December 31, 2016

Cost
Land $1,170,362 $0 $0 $0  $1,170362
Land improvements 8,533 2,000 0 0 10,533
Buildings 778,637 8,345 0 0 786,982
Machinery and equipment 1,876,128 82,493 (6,079 2,094 1,954,636
Transportation equipment 118,008 54,193 (29,688) 0 142,513
Office equipment 72,813 5,445 (1,709) 0 76,549
Other equipment 281,028 24,743 (6,545) 0 299,226
zimf;::zfm 2,004 13,747 0 (2,004) 13,747

4,307,603  $190,966  {$44,021) $0 4,454,548




Accumulated depreciation

Land improvements
Buildings

Machinery and equipment
Transportation equipment
Office equipment

Cther equipment

Net book amount

Cost

Land

Land improvements
Buildings

Machinery and equipment
Transportation equipment
Office equipment

Other equipment
Construction in progress and
equipment under acceptance

Accumulated depreciation

Land improvements
Buildings

Machinery and equipment
Transportation equipment
Office equipment

Other equipment

Net book amount

Janvary 1,2016  Additions  Disposals  Reclassifications December 31,2016
2217 $1,003 $0 $0 3,220
290,579 39,937 0 0 330,516
1,212,152 117,736 (6,075) 0 1,323,813
22,331 16,484 (13,246) 0 25,569
41,717 8,260 (1,709) 0 48,268
158,161 16,693 (4,386) 0 169,968
- 1,727,157 $200,113  ($25,916) $0 1,901,354
$2,580,446 $2,553,194

January 1,2015  Additions  Disposals  Reclassifications December 31,2015
$1,154,362 $16,000 $0 $0 $1,170,362
8,533 0 0 0 8,533
698,267 18,720  (7,024) 68,665 778,637
1,805,410 75170 (4.452) 0 1,876,128
90,488 67,896 (40,376) 0 118,008
61,936 11,381 (504) 0 72,813
250,301 35,303 (4,576) 0 281,028
68,665 2,094 0 (68,665) 2,094
4,137,962  $226,573  ($56,932) $0 4,307,603
1,363 $854 30 $0 2,217
254,460 37,679 (1,560) 0 290,579
1,097,791 118,613 (4,252) 0 1,212,152
32,506 13,967 (24,142) 0 22,331
33,626 8,595 (504) 0 41,717
147,778 14,713 (4,330) (0) 158,161
1,567,524 $194,421  ($34,788) $0 1,727,157
$2,570,438 $2,580,446

A.The significant part of the Company’s buildings includes main plants, and the related
depreciation is calculated using the estimated useful lives of 10-35 years.

B.Interest capitalization amounted to $47 thousand and $522 thousand for the years ended
December 31, 2016 and 2015, respectively, and the range of interest rates is
0.73%~1.13% and 0.99%~1.45% for the years ended December 31, 2016 and 2015,

respectively.

C.The Company won a bid which registers to Yunlin Technology-based Industrial Park
Phase II (Shiliuban Farms) land in advance. The land covers an area of 67,919.46 m’, the
Company paid $829,432 thousand for the land price (reported under other non-current



asset) and $82,943 thousand for completion guarantee (reported under refundable
deposits). However, the Company has not handed over and transferred the land.

D.The Company’s land meant for 75-1, 75-2 (2,044m2) located at Jinmei Section, Xizho
Township, Changhua County and land meant for Lot 115 (171 m>) , 115-1 and 115-2 (
3218 m?), and 116 (120 m?) located at Xinguan Section, Puxin Township, it is zoned
for agriculture and ranch but used for a parking lot and finished goods storage, and
delivery loading/unloading area ; moreover, the ownership to the lot cannot be
transferred by law temporarily; therefore, it 1s registered in the name of Mr. G.Y. Chang,
General manager of the Company. The said six lots of land are used as collateral for a
mortgage loan for an amount of $40,000 thousand.

E.Please refers to Note 8 for property, plant and equipment pledged as collateral.

(10) SHORT-TERM LOANS

December 31, 2016

December 31,2015

Unsecured bank loans
Material purchase $1,447,935 $690,488
Exporting 747,767 639,237
Fiduciary loans 500,000 300,000
Net $2,695,702 $1,629,725
Range of interest rates 0.05%~2.24% 0.61%~1.47%

(11) SHORT-TERM BILLS PAYABLE

December 31, 2016

December 31, 2015

Short-term bills payable $300,000 $100,000
Less: Unamortized discounts (393) (31
Net $299,607 $99,969
Range of interest rates 0.65%~0.75% 0.93%
(12) OTHER PAYABLE
December 31, 2016 December 31, 2015
Salary and bonus payable $147,951 $116,016
Accrued employees', and directors'
remuneration 70,100 47,149
Payable on construction and equipment 14,525 5,658
Commissions payable 19,508 17,718
Other payable -others 95,621 70,722
Total $347,705 $257,263




(13) LONG-TERM LOANS

December 31,2016  December 31, 2015

Secured loans :

Bank Of Taiwan $0 $435,867
Less ! Current portion I L) (123,008)
Long-term loans I $312,859
Range of interest rates NA 1.33%

A The long-term secured loans maturity dates are from August, 2017 to June, 2027. On
September 20, 2016, the Company prepaid all Joans before maturity.
B. The Company’s collateral information for long-term loans please refer to Note 8.
C. The Company’s loan commitment is as follow:
December 31, 2016 December 31, 2015

Drawing amount $2,995.702 $2,165,591
Remaining amount 12,305,548 14,031,784
$15,301,250 $16,197,375
{14) PENSION
A.Defined benefit plans

(a)The Company have a defined benefit pension plan in accordance with the Labor
Standards Law, covering all regular employees’ service years prior to the
enforcement of the Labor Pension Act on July 1, 2005 and service years thereafter
of employees who chose to continue to be subject to the pension mechanism under
the Law. Under the defined benefit pension plan, two units are accrued for each
year of service for the first 15 years and one unit for each additional year thereafter,
subject to a maximum of 45 units. Pension benefits are based on the number of
units accrued and the average monthly salaries and wages of the last 6 months prior
to retirement. The Company contributes monthly an amount equal to 5% of the
employees’ monthly salaries and wages to the retirement fund deposited with Bank
of Taiwan, the trustee, under the name of the independent retirement fund
committee.

{b)The amounts recognized in the balance sheet are determined as follows:

December 31, 2016 December 31, 2015

Present value of defined benefit obligations $195,258 $189.368
Fair value of plan assets (73,008} (24,651)
Net liability in the balance sheet 122,250 164,717
Booked as other payable (525) (525)
Booked as defined benefit liabilitics $121,725 $164,192




(c)Changes in present value of funded obligations are as follows:

Present value of defined benefit obligations 2016 2015 _

At January | $189,368 $185,839
Current service cost 742 746
Interest expense 2,779 3,190
Remeasurements:

Actuarial loss (gain) arising from

experience adjustments 374 (1,248)
changes in demographics assumptions 130 522
changes in financial assumptions 5,338 5,357
Benefits paid (3.473) (5,038)
At December 31 $195,258 $189,368
(d)Changes in fair value of plan assets are as follows:
Fair value of plan assets 2016 2015
At January | $24,651 $23,173
Interest income 357 400
Remeasurements;

Return on plan assets 60 164
Contributions from employer 51,413 5,952
Benefits paid (3,473) (5,038)

At December 31 $73,008 $24,651

(e)Changes in present value of defined benefit obligations are as follows:

Net defined benefit liability 2016 2015

At January 1 $164,717 $162,606
Current service cost 742 746
Net interest expense of net defined
benefit liabilit; 2422 2790
Remeasurements:

Actuarial loss (gain) arising from

experience adjustments 374 (1,248)
changes in demographics assumptions (30 522
changes in financial assumptions 5,338 5,357

Return on plan assets (60) (164}

Contributions from employer (31,413 (5,952}
At December 31 $122,250 $164,717




(f)Amounts of expenses recognized in comprehensive income statements are as follows:

2016 2015
Current service costs $742 $?46_-
Net interest expense 2,422 2,790
Components of defined benefit costs a
recognized in profit or loss 3,164 3,536
Remeasurements:
Actuarial loss (gain) arising from
experience adjustments 374 (1,248)
changes in demographics assumptions 130 322
changes in financial assumptions 5338 5.357
Return on plan assets (60) (164)
Components of defined benefit costs
recognized in profit or loss 5,782 4,467
Total $8,946 - $8,003

The pension costs of the aforementioned defined benefit plans were recognized in

profit or loss by the following categories:

2016 2015
Cost of revenue 32,199 $2,334
Selling and marketing expenses 267 303
General and adminisirative expenses 698 899
$3,164 $3,536

(2)The Bank of Taiwan was commissioned to manage the Fund of the Company’s
defined benefit pension plan in accordance with the Fund’s annual investment and
utilisation plan and the “Regulations for Revenues, Expenditures, Safeguard and
Utilisation of the Labor Retirement Fund” (Article 6: The scope of utilisation for
the Fund includes deposit in domestic or foreign financial institutions, investment
in domestic or foreign listed, over-the-counter, or private placement equity
securities, investment in domestic or foreign real estate securitization products,
etc.). With regard to the utilisation of the Fund, its minimum earnings in the annual
distributions on the final financial statements shall be no less than the earnings
attainable from the amounts accrued from two-year time deposits with the interest
rates offered by local banks. If losses, national treasury to make up. The company
does not have any right participate operation and management of the fund. The
constifution of fair value of plan assets as of December 31, 2016 and 2015 is given
in the Annual Labor Retirement Fund Utilization Report published by the
government.

(h)The principal actuarial assumptions used were as follows:

2016 ] 2015
Discount rate used in determining present values 1.25% 1.50%
Future salary increase rate 2.00%6 2.00%



Assumptions regarding future mortality cxperience are set based on Taiwan Standard
Ordinary Experience Sth Mortality Table.

The sensitivity of defined benefit obligation to changes in actuarial assumptions is
set out below:

Discount rate Future salary increase rate
Effect of defined benefit Increase Decrease Increase Decrease
obligation present value 0.25% 0.25% 0.25% 0.25%
December 31, 2016 ($5.343) $5,565 $5,509 ($5,318)
December 31,2015 ($5,381) $5,611 $5.569 ($5.368)

The sensitivity analysis disclosed above is based on changing one assumption while
holding all other assumptions constant. In practice, changes in some of assumptions
may be correlated. The same method has been applied as for calculating the net
pension liability recognized in the Balance Sheet.

(i)Expected contributions to the defined benefit pension plans of the Company in
2017 are $6,552 thousand.

(3)As of December 31, 2016, the weighted average duration of the defined benefit
obligation is I lyears,
Expected maturity analysis of pension payments as follows:

Less than 1 year $8.831
1 to 2 years 6,344
2 to 5 years 27414
Over 5 years 183,905

$226,494

B.Defined contribution plans

(a)Effective July 1, 2005, the Company and its domestic subsidiaries have established
a defined contribution pension plan (the “New Plan") under the Labor Pension Act
(the “Act™), covering all regular employees with R.O.C. nationality. Under the New
Plan, the Company and its domestic subsidiaries contribute monthly an amount
based on 6% of the employees’ monthly salaries and wages to the employees’
individual pension accounts at the Bureau of Labor Insurance. The benefits accrued
are paid monthly or in Jump sum vpon termination of employment.

(b)The net pension costs recognized under the defined contribution plan for the year
periods ended December 31, 2016 and 2015 were $20,491 thousand and $19,786
thousand respectively.



(15)CAPITAL STOCK

December 31, 2016 December 31, 2015

Authorized shares (in thousands) L 460,000 460,000
Authorized capital $4,600,000 $4,600,000
Issued and paid shares (in thousands) 407,131 370,119
Issued capital $4,071,307 $3,701,189

On June 15, 2016, the Company’s stockhoiders’ meeting adopted a resolution to
capitalized retained earnings and capital surplus of $185,059 thousand, respectively, The
amount of capitalization had been approved by FSC and had been registered on August
9, 2016.

(16)CAPITAL SURPLUS

~ December 31, 2016 December 31, 2015
Share issuance in excess of par value - $ 1,663,578 $1,848.637

Pursuant to the R.O.C. Company Act, capital surplus arising from paid-in capital in
excess of par value on issuance of common stocks and donations can be used to cover
accumulated deficit or to issue new stocks or cash to shareholders in proportion to their

share ownership, provided that the Company has no accumulated deficit. Further, the
R.O.C. Securities and Exchange Law requires that the amount of capital surplus to be
capitalized mentioned above should not exceed 10% of the paid-in capital each year.
Capital surplus should not be used to cover accumulated deficit unless the legal reserve
1s insufficient.

(17)RETAINED EARNINGS
A.Under the Company’s Articles of Incorporation, the current year’s earnings, if any,
shall first be used to pay all taxes and offset prior years’ operating losses and then
10% of the remaining amount shall be set aside as legal reserve. The Company may
then appropriate or reverse a certain amount as special reserve according to the
demand for the business or relevant regulations. After the distribution of earnings, the
remaining earnings and prior vear’s undistributed eamings may be appropriated
according to a resolution of the Board of Directors adopted in the shareholders’

meeting.

B.The Company’s dividend policy subject to current and future development plan, take
into consideration the Company’s investment environment, capital demand, market
competition situation, shareholders” benefits, and etc., the amount of bonus
distributed to shareholders” shall be no less than 50% of the distributable earnings for
the current period, however, if the amount of bonus distributed to shareholders is
lower than 0.5 per share, it may be reserved and not distributed. Since the Company is
in a conventional industry at the steady stage of its business, distribution of earnings
shall be made preferably by way of cash dividend. Distribution of earnings may also
be made by way of stock dividend, provided however, the ratio for cash dividend shall
not less than 20% of total distribution.

_._35_



C.Except for covering accumulated deficit, increasing capital or payment of cash in
proportion to ownership percentage, the legal reserve shall not be used for any other
purpose. The amount capitalized or the cash payment shall be limited to the portion of
legal reserve which exceeds 25% of the paid-in capital.

D.(a)ln accordance with the regulations, the Company shall set aside special reserve
from the debit balance on other equity items at the balance sheet date before
distributing earnings. When debit balance on other equity items is reversed
subsequently, the reversed amount could be included in the distributable earnings.

(b)The amounts previously set aside by the Company as special reserve on initial
application of IFRSs in accordance with Jin-Guan-Zheng-Fa-Zi Lefter No.
1010012865, dated April 6, 2012, shall be reversed proportionately when the
relevant assets are used, disposed of or reclassified subsequently. Such amounts are
reversed upon disposal or reclassified if the assets are investment property of land,
and reversed over the use period if the assets are investment property other than
land.

E.The appropriations of 2015 and 2014 earnings have been approved by the Company’s
shareholders in its meetings held on June 15, 2016 and on June 17, 2015, respectively.

December 31, 2016 December 31, 2015
Dividends Dividends
pet share per share
Amount  (in dollars) Amount  (in dollars)
Legal reserve $53,116 $98,281
Special reserve 10,244 0
Cash Dividend 370,119 $1 740,238 $2
Stock dividends 185,059 0.5 0 .
Total $618,538 $838,519
(18)OTHER EQUITY
Unrealized Gains/(Losses) on
Available-for-sale financial assets 2016 2015
Balance at January 1 ($10,244) $6,201
Changes in fair value of available-for-sale financial assets 10,338 (16,445)
Balance at December 31 $94 ($10,224)




(190OTHER GAINS AND LOSSES

Years ended December 31

2016 2015
Net gains (losses) on financial assets and liabilities at
fair value through profit or loss $1,407 ($2,932)
Gains (losses) on disposal of investments (8,074) (9.940)
Gains {losses) on disposal of prope
plan(t and e)quipmeflt rores: (“4:473) (7,184)
Net currency exchange gains (losses) (16,461) 100,280
Others 13,119 8.628
Total ($14.,482) $88.,852
(20)0FINANCE COSTS
Years ended December 31
2016 2015
Interest expense
Bank borrowings $21,024 $24,757
Short-term bills payable 1,074 927
22,098 25,684
Less: capitalisation {47) (522)
Finance costs $22,051 $25,162

{21) ADDITIONAL INFORMATION OF EXPENSES BY NATURE

2016 2015
Operating  Operating Operating  Operating
Costs Expenses Total Costs Expenses Total
Employee benefit expense
Salary $475,668 $188,639 $664,307 $418,738 $152,009 $570,767
Labor and health insurance 39476 8,937 48,413 39,472 9,504 48,976
Pension expense 18,771 4,884 23,655 18,237 3,085 23,322
Other 43,746 7.820 53,566 44,384 8.476 52,860

$579,661 $210,280 $789.541 $520,851 $175,074 $695,925

Depreciation $176.166 $23,947 $200,113 $172.879 $21,542 $194,421

A.According to the Articles of Incorporation of the Company, a ratio of
profit of the current year distributable, after covering accumulated losses, should
be distributed as employees’ compensation and directors’ remuneration. The ratio
shall be 5% for employees’ compensation and shall not be higher than 2% for
directors’ remuneration.

B.For the years ended December 31, 2016 and 2015, employees® compensation was
accrued at $50,071 thousand and $33,678 thousand, respectively; while directors’
remuneration was accrued at $20,029 thousand and $13,471 thousand, respectively.



The employees’ bonus and directors’ remuneration were estimated and accrucd based
on profit of current year distributable as of the end of reporting period.
The employees’ bonus and directors’ remuneration of 2015 as resolved by the Board
of Directors were in agreement with those amounts recognized in the 2015
financial statements. Information about the appropriation of employees’ bonus and
directors’ remuneration by the Company as proposed by the Board of Directors and
resolved by the stockholders will be posted in the “Market Observation Post System”

at the website of the Taiwan Stock Exchange.

C.As of December 31, 2016 and 2015, the Company had 891 and 867 employees,

respectively.

(22)INCOME TAX
A Income tax expense
(a)Components of income tax expense:

Current tax
Current tax on profit for the period
Additional 10% tax on undistributed earnings
Adjustments in respect of prior years

Total current tax

Deferred tax
Origination and reversal of temporary differences

Income tax expense

2016 2015
$87,795 $93,360
0 17,547
9,277 5,200
97,072 116,107
40,692 (20,435)
$137,764 $95,672

(b)The income tax (charge)/credit relating to components of other comprehensive

income are as follows:

Actnarial gains/losses on defined benefit obligations

B. Reconciliation between income tax expenses and accounting profit:

Accounting profit (income before tax)
Income tax expense at the statutory rate 17%
Effect from investment tax credit
Tax-exempt income
Nondeductible items in determining taxable income
Change in assessment of realization of
deferred tax assets
Additional 10% tax on undistributed earnings
Difference between prior year’s
income tax estimation and assessed results

Income tax expense

2016 2015
$983 $759
2016 2015
$931,327 $626,834
$158,325 $106,562
(31,706) (36,325)
(1,319) 3,392
3,014 (704)
173 0
0 17,547
9,277 5,200
$137,764 $95,672

C.Amounts of deferred income tax assets or liabilities as a result of temporary difference



as follows:

Temporary differences
—Deferred tax assets
Loss on inventory
Accrued pension cost
Unrealized investment loss
Subtotal

—Deferred tax liabilities
Unrealized exchange gain(loss)
Allowance for bad debts
Unrealized revaluation increments

Subtotal

Temporary differences
— Deferred tax assets
Loss on inventory
Accrued pension cost
Unrealized investment loss
Subtotal
— Deferred tax liabilities
Unrealized exchange gain(loss)
Allowance for bad debts
Unrealized revaluation increments
Subtotal

D.Unrecognized deferred tax assets of deductible temporary differences are as follows:

Deductible temporary differences

2016
Recognizedin ~ Recognized in other
January | pofitrkss _ eomprebensivinoome December 31
$34,034  ($31,314) $0 $2,720
28,002 (8,203) 983 20,782
336 0 0 336
$62,372  ($39,517) $983 $23,838
$1,423 $1,176 50 $2,599
1,414 0 0 1,414
890 0 0 890
$3,727 $1,176 $0 $4,903
2015
Recognizedin ~ Recognized nother
anuary 1_ ~ profitorless  comprehensive income ber31
$13,245 $20,789 $0 $34,034
27,653 (410) 759 28,002
336 0 0 336
$41,234  $20,379 $759 $62,372
$1.479 ($56) $0 $1,423
1,414 0 0 1,414
890 0 0 890
$3.783 ($56) $0 $3,727
2016 2015
$1,591 $1,418

E.The Company’s expansion plan is eligible for a five-year(1st January, 2012—31th

December, 2016) exemption on income tax.

F.The Company’s income tax returns prior to 2014 have been assessed and approved by

the Tax Authority.

For 1997 and prior years
For 1998 and thereafter
Total

G.The unappropriated retained earnings information:

December 31, 2016

December 31, 2015

$0 $0
923,958 753,732
$923,958 $753,732




H.Integrated income tax information:
December 31, 2016 December 31, 2015
Imputation Credit Account $81,903 $80,247

The creditable tax rate for earnings distribution was 19.85% for 2015 and is
estimated to be 13.21% for 2016.

(23)EARNINGS PER SHARE

2016

Weighted average of
Amount outstanding shares EPS
after tax (share in thousands)  {in dollars)

Basic earnings per share

Profit attributable to the parent $793,563 407,131 $1.95
Diluted earnings per share

Net income attributable io the shareholders of parent ~ $793,563 407,131
Effect of dilutive potential common shares:

Employees’ bonus 0 1,847
Net income attributable to the sharcholders of parent

including effect of dilutive potential common shares $793,563 408,978 $1.94

2015
Weighted average of
Amount  outstanding shares EPS

aftertax  (share in thousands) (in dollars)

Basic earnings per share
Profit attributable to the parent $531,162 407,131 $1.30

Diluted earnings per share
Net income attributable to the shareholders of parent ~ $531,162 407,131

Effect of dilutive potential common shares:

Employees” bonus 0 1,710
Net income aftributable to the shareholders of parent
including effect of dilutive potential common shares

§531,162 408,841 $1.30

(249)OPERATING LEASES
The Company leases in land and buildings under non-cancellable operating lease

agreements. The lease terms are between 5 and 12 years, the Company both recognized
rental expenses of $740 thousand for these leases in profit or loss for the years ended
December 31, 2016 and 2015. The future aggregate minimum lease payments under
non-cancellable operating leases are as follows:

2016 2015
Later later than one year $740 $740
Later than one year but not later than five years 2,220 2,960
Later than five years 30 30
Total $2,990 $3,730




(25)SUPPLEMENTARY CASH FLOW INFORMATION

Investing activities with partial cash payments:

2016 2015
Purchase of fixed assets $846,347 $369,017
Add: opening balance of payable on equipment 5,658 24,464
Less: ending balance of payable on equipment (14,525) (5,658)
Cash paid during the period $837,480 $387,823
7.RELATED-PARTY TRANSACTIONS
(1)Significant related party (ransactions
None.
{2)Key management compensation
2016 2015
Short-term employee benefits $87.093 $72,459
Post-employment benefits 493 522
Total $87.586 $72,981
S.PLEDGED ASSETS
Book value
Pledged asset December 31, 2016 December 31, 2015 Purpose
Property, plant and equipment $0 $570,503 Long-term loans

Other current assets

0 Reserve account

800 Guaraniee deposits

- Demand deposits 481
- Time deposits 800
Total $1.281 $571,303

9 SIGNIFICANT CONTINGENT LIABILITIES AND UNRECOGNIZED CONTRACT COMMITMENTS

Capital expenditure contracted for at the balance sheet date but not yet paid is as follows:

December 31, 2016

December 31, 2015

Property, plant and equipment

$32,912

$691,887

10.SIGNIFICANT DISASTER LOSS
None.

11.SIGNIFICANT EVENTS AFTER THE BALANCE SHEET DATE

None.



12.0THERS
{1)Capital management
The Company plans its working capital needs, capital asset purchases, research and
development expenditures, dividend payments and other requirements over the future
periods based on industry features, future development and influence of the exterior

environment, to secure its ability to continue as a going concern, deserved return of
shareholders and the interests of other stakeholders at the same time. The Company also
maintains an optimal capital structure in order to enhance the value of the sharcholders
in the long term.
The Company may adjust the dividend payment to stockholders, issue new shares or
return capital to stockholders to maintain or adjust the capital structure.
(2)Financial instruments
A.Fair value information of financial instruments
Except those listed in the table below, the carrying amounts of the Company’s
financial instruments not measured at fair value other receivables, short-term loans,

notes payable, accounts payable and other approximate to their fair value. The fair
value information of financial instruments measured at fair value is provided in Note

12(3):
December 31, 2016 December 31, 2015
Financial assets Book value  Fair value  Book value Fair value
Financial assets carried at cost $874,818 - $725,902 —

B Financial risk management policies

(a)The Company’s activities expose it to a variety of financial risks: market risk,
credit risk and liquidity risk. The Company’s overall risk management program
focuses on the unprediclability of financial markets and seeks to minimize
potential adverse effects on the Company’s financial position and financial
performance. The Company uses derivative financial instruments to hedge certain
risk exposures (see Notes 6(2)).

(b)Risk management is carried out by a treasury department (Company treasury)
under policies approved by the management. Company treasury identifies,
evaluates and hedges financial risks in close co-operation with the Company’s
operating units. The Company provides written principles for overall risk
management, as well as written policies covering specific areas and matters.

C.Significant financial risks and degrees of financial risks

(a)Market risk
Foreign exchange risk
The Company operates internationally and is exposed to foreign exchange risk
arising from various currency exposures, primarily with respect to the USD and
JPY. Foreign exchange risk arises from future commercial transactions, recognized

assets and liabilities. The Company has foreign currency risk arising from
purchases or sales and applies natural hedges, and the Company utilizes currency
forward contracts to hedge its part of currency exposures ©

The information on assets and liabilitics denominated in foreign currencies whose



values would be materially affected by the exchange rate fluctuations is as follows:

Financial assets
Monetary items
usD
EUR
JPY
Financial liabilities

Monetary items
UusD

Financial assets
Monetary items
USD
EUR
JPY
Financial liabilities
Monetary items
USD

December 31, 2016

Amount
Exch Rat NTD
(In Thousands) xehahge Rate
$39,804 32.25 $1,283,675
504 339 17,082
467,779 0.2756 128,920
$919 32.25 $29,627
B December 31, 2015
Amount
Exch Rat NTD
(In Thousands) xchange Hate
$30,050 32.825 $986,407
1,350 35.880 48,437
118,637 0.2727 32,352
$1,440 32.825 $47.275

Analysis of foreign currency market risk arising from significant foreign exchange

variation;

Financial assets
USD
FUR
JPY

Financial assets
UsD
EUR
JPY

2016
B Sensitivity analysis
Degree of Effect on Effect on other
variation profit or loss  comprehensive income
1% $12,837 $0
1% 171
1% 1,289
2015
Sensitivity analysis
Degree of Effect on Effect on other
variation profit or loss  comprehensive income
1% $9,864 $0
1% 484 0
1% 324 0



Price risk
The Company is exposed to equity securities price risk because of investments held
by the Company and classified on the balance sheet as at fair value through profit
or loss. The Company is not exposed to commodity price risk. To manage its price
risk arising from investments in equity securities, the Company diversifies its
portfolio. Diversification of the portfolio is done in accordance with the limits set
by the Company.
The Company’s investments in equity securities comprise domestic listed and
unlisted stocks. The prices of equity securities would change due fo the change of
the future value of investee companies. If the prices of these equity securities had
increased/decreased by 1% with all other variables held constant, post-tax profit for
the years ended December 31, 2016 and 2015 would have increased/decreased by
$224 thousand and $565 thousand, respectively, as a result of gains/losses on equity
securities classified as at fair value through profit or loss; stockholder’s equity for
the years ended December 31, 2016 and 2015 would have increased/decreased by
$259 thousand and $214 thousand, respectively, as a result of gains/losses on equity
securities classified as profit or loss of available-for-sale.
Interest rate risk
The Company’s interest rate risk arises from long-term borrowings. Borrowings
issued at variable rates expose the Company to cash flow interest rate risk which is
partially offset by cash and cash equivalents held at variable rates. During the years
ended December 31, 2016 and 2015, the Company’s borrowings at variable rate
were denominated in the NTD.
At December 31, 2016 and 2015, if interest rates on TWD-denominated borrowings
at that date had been 0.1% higher/lower with all other variables held constant,
post-tax profit for the years ended December 31, 2016 and 2015 would have been
$0 thousand and $826 thousand lower/higher, respectively, mainly as a result of
higher/lower interest expense on floating rate borrowings.

(b)Credit risk
Credit risk refers to the risk of financial loss to the Company arising from defauit
by the clients or counterparties of financial instruments on the contract obligations.
According to the Company’s credit policy, each local entity in the Company is
responsible for managing and analysing the credit risk for each of their new clients
before standard payment and delivery terms and conditions are offered. Internal risk
control assesses the credit quality of the customers, taking into account their
financial position, past experience and other factors. Individual risk limits are set
based on internal or external ratings in accordance with limits set by the
management. The utilisation of credit limits is regularly monitored. Credit risk
arises from cash and cash equivalents and deposits with banks and financial
institutions, as well as credit exposures to wholesale and retail customers, including
outstanding receivables. For banks and financial institutions, only independently

rated parties with good rating are accepted.



No credit limits were exceeded during the reporting periods, and management does

not expect any significant losses from non-performance by these counterparties.

The credit quality information of financial assets that are neither past due nor

impaired and past due but not impaired in Note 6(6).

(c)Liquidity risk

i.The Company manages liquidity risk to ensure that the Company possesses
sufficient financial flexibility by maintaining adequate reserves of cash and
reserve financing facilities, and also monitor forecasts of its liquidity
requirements to ensure the Company has sufficient liquidity to fund its business
requirements associated with existing operations.

i1.The table below analyses the Company’s non-derivative financial liabilities and
net-settled or gross-settled derivative financial liabilities into relevant maturity
groupings based on the remaining period at the balance sheet date to the
contractual maturity date for non-derivative financial liabilities and to the
expected maturity date for derivative financial liabilities.

Non-derivative financial Less than Between Between Between Over 5
liabilities 1 year 2and 3 year 3 and4 years 4 and5 years years
December 31, 2016
Short-term borrowings $2,695,702 50 50 30 %0
Short-term notes and bills 299,607 0 0 0 0
payable
Notes payable 257 0 0 0 0
Accounts payable 192,505 ¢ 0 0 0
Guatantee deposits 7,190 Y 0 0 0
Between Between Between

Derivative financial liabilities Less than 3 months land 2 2and5 Over 5

3 months and 1 year years years years
December 31, 2016
Forward exchange contracts $0 30 50 30 30
Non-derivative financial Less than Between Between Between Over 5
liabilities 1 year 2 and 3 yeat 3 and 4 years 4 and 5 years years
December 31, 2015
Short-term borrowings $1,629,725 $0 $0 30 $0
Short-term notes and bills

99,969 0 0 0 0

payable
Notes payable 371 0 0 0 0
Accounts payable 194,050 0 0 0 0
Long:term borrowings 123,008 123,008 39,674 39674 110,503
(including current portion)
Guarantee deposits 45,842 0 0 0 0



Between Between Between

Derivative financial liabilities Less than 3 months 1and?2 2and 3 Over 5

3 months and 1 vear years years years

Pecember 31, 2015

Forward exchange contracts 32,794 $0 50 $0

(3)Fair value estimation
A. The company’s financial assets and financial liabilities not measured at fair value

B.

please refer to Note 12(2)A.
The following table provides an analysis of financial instruments that are measured

subsequent to initial recognition at fair value, grouped into Levels 1 to 3 based on the

degree to which the fair value is observable:

Level 1:Quoted prices (unadjusted) in active markets for identical assets or liabilities.

Level 2: Inputs other than quoted prices included within level 1 that are observable
for the asset or liability, either directly (that is, as prices) or indirectly (that
is, derived from prices).

Level 3: Inputs for the asset or liability that are not based on observable market data.

The following table presents the Company’s financial assets and liabilities that are

measured at fair value at December 31, 2016, December 31, 2015:

December 31, 2016 Level 1 Level 2 Level 3 Total

Financial assets:
Financial assets at fair

value through profit or loss
Equity securities $22,400 $0 $0 $22,400
Forward exchange 0 7,992 0 7,992

Available-for-sale

financial assets
Equity securities 25,853 0 0 25,853

December 31, 2015 Level 1 Level 2 Level 3 Total

30

Financial assets:
Financial assets at fair
value through profit or loss
Equity securities $56,527 $0 $0 $56,527
Forward exchange 0 1,606 0 1,606
Available-for-sale
financial assets
Equity securitics 21,408
Financial liabilities:
Financial assets at fair

value through profit or loss
Forward exchange $0 $2,794 $0 $2.794

The Company has no transfers between the fair value Level 1 and Level 2.
The Company has no purchases and disposals for assets on Level 3.

0 0 21,408



C. Technique and assumption used in fair value measurement
(1) The listed stock’s value is determined with reference to quoted market prices.
(2) Evaluation of derivative financial instruments is accordance with generally
accepted pricing models. For example, discounted method and option pricing
models. Forward exchange contracts based on current forward exchange rates.

13.SUPPLEMENTARY DISCLOSURES
(1) Significant transactions information

No. Items Remark
1 Loans to others None
2 Provision of endorsements and guarantees to othets None

Holding of marketable securities at the end of the period
{not include Investee, Associates and Joint ventures)

Table 1

Acquisition or sale of the same security with the
4 accumulated cost exceeding $300 million or 20% of the None
Company’s paid-in capital

Acquisition of real estate reaching NT$300 million or 20%

5 o ] None
of paid-in capital or more

6 Disposal of real estate reaching NT$300 million or 20% of Nomte
paid-in capital or more

7 Purchases or sales of goods from or to related parties None
reaching NT$100 million or 20% of paid-in capital or more

3 Receivables from related parties reaching NT$100 million Nore
or 20% of paid-in capital or more

9 Derivative financial instruments undertaken during the year Note 6(2)

ended December 31, 2016
Business relationship between the parent company and its
10 subsidiaries and significant dealing circumstances and the| None

amount.

(2) Related information of investees : Table 2

(3) Information on investment in Mainland China: None
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14 SEGMENT INFORMATION
(1)General information

The Company recognizes the operating segmenis based on the reporting information
used by chief operating decision maker to allocate resources to the segments and
assess their performance. The chief operating decision maker operates the business by
products, and the Company’s reportable segments are segregated into stainless steel
sheet/coil, stainless steel welded pipe/tube, and other operating segments (such like
stainless steel angles, flat bar, and U-Channel) which did not exceed the quantitative
threshold so that they are not the reportable segments. The reportable segments’
revenue is arising from manufacturing and selling stainless steel products.

(2)Measurement of segment information
The accounting policies of the operating segments are in agreement with the
significant accounting policies summarized in Note 4. The Company’s segment
profit(loss) is measured with the operating profit(loss) exclude directors’ and
supervisors’ remuneration, which is used as a basis for the Company assessing the
performance of the operating segment.

(3)Information about segment profit or loss, assets and liabilities
The segment information provided to the chief operating decision maker for the
reportable segments is as follows:
As of and for the year ended December 31, 2016

Stainless Steel

Stainless Steel

Sheet/Coil Welded Others Total
Pipe/Tube
Revenue
External revenue-net $9.921,186 $7.471,744 $231,992 $17,624,922
Internal revenue-net $0 30 $0 $0
Segment profit(loss) $338,408 $650,976 ($221) $989.163
Segment assets $1,387,214 $2,624,188 $422.083 $4,433,485

As of and for the vear ended December 31,2015
Stainless Steel

Stainless Steel

Sheet/Coil Welded Others Total
Pipe/Tube
Revenue
External revenue-net $9.763,397 $8.364,613 $246,710 518,374,720
Internal revenue-net $0 50 $0 $0
Segment profit(loss) $106,962 $490,631 ($21,784) $575,800
Segment assets $1,442,135 $2,411,244 $435,339 $4,288,718




(4) Reconciliation for segment income (loss)
The sales between segments were under the fair trading principle. The external revenue
reported to chief operating decision maker adopts the same measurement for revenues in
income statement.
The reconciliations of pre-tax income between reportable segments and continuing
operation were as follows:

2016 2015
[ncome of reportable segments $989,163 $575,809
Directors’ remuneration (21,949) (15,021)
Non-operating income and expenditure (35,887) 66,046
[ncome from continuing operations before income tax $931,327 $626,834

(5) Geographical Information
The geographical information for the years ended December 31, 2016 and 2015 are as

follow:
A. Revenue from external customers

2016 2015
Asia $6,148,965 $7,068,275
Europe 6,096,867 4,628,256
America 2,702,465 3,555,268
Other 2,676,625 3,122,921
Total $17,624,922 $18.374,720

B.All non-current assets are located in the Company’s country of domicile.

(6) Major customers’ information
The company had no customers with exceeding 10% of the total operating
revenues for 2016 and 2015.




