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REVIEW REPORT OF INDEPENDENT ACCOUNTANTS

PWCR19000029
To GCS Holdings, Inc.

Introduction

We have reviewed the accompanying consolidated balance sheets of GCS Holdings, Inc. and
subsidiaries (the “Group”) as of March 31, 2019 and 2018, and the related consolidated statements of
comprehensive income, of changes in equity and of cash flows for the three-month periods then ended,
and notes to the consolidated financial statements, including a summary of significant accounting
policies. Management is responsible for the preparation and fair presentation of these consolidated
financial statements in accordance with “Regulations Governing the Preparation of Financial Reports by
Securities Issuers™ and International Accounting Standard 34, “Interim Financial Reporting™ as endorsed
by the Financial Supervisory Commission. Our responsibility is to express a conclusion on these
consolidated financial statements based on our reviews.

Scope of our review

We conducted our reviews in accordance with the Statement of Auditing Standards No. 65 “Review
of Financial Information Performed by the Independent Auditor of the Entity” in the Republic of China.
A review of consolidated financial statements consists of making inquiries, primarily of persons
responsible for financial and accounting matters, and applying analytical and other review procedures.
A review is substantially less in scope than an audit and consequently does not enable us to obtain
assurance that we would become aware of all significant matters that might be identified in an audit.
Accordingly, we do not express an audit opinion.

Conclusion

Based on our reviews, nothing has come to our attention that causes us to believe that the
accompanying consolidated financial statements do not present fairly, in all material respects, the
consolidated financial position of the Group as of March 31, 2019 and 2018, and of its consolidated
financial performance and its consolidated cash flows for the three-month periods then ended in
accordance with “Regulations Governing the Preparation of Financial Reports by Securities Issuers” and
International Accounting Standard 34, “Interim Financial Reporting” as endorsed by the Financial
Supervisory Commission.

LI, T1 EN‘ YI W"%‘f #‘&_

Li, Tien-Yi1 Hsieh, Chih-Cheng

For and on behalf of PricewaterhouseCoopers, Taiwan
May 10, 2019

The accompanying consolidated financial statements are not intended to present the financial position and results of
operations and cash flows in accordance with accounting principles generally accepted in countries and jurisdictions other
than the Republic of China. The standards, procedures and practices in the Republic of China governing the audit of such
financial statements may differ from those generally accepted in countries and jurisdictions other than the Republic of China.
Accordingly, the accompanying consolidated financial statements and report of independent accountants are not intended for
use by those who are not informed about the accounting principles or auditing standards generally accepted in the Republic
of China, and their applications in practice.
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GCS HOLDINGS. INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS

(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)
(THE BALANCE SHEETS AS OF MARCH 31, 2019 AND 2018 ARE REVIEWED, NOT AUDITED)

March 31, 2019 December 31, 2018 March 31, 2018
Assets Notes AMOUNT % AMOUNT % AMOUNT %
Current assets
1100 Cash and cash equivalents 6(1) $ 1,709,872 45 § 1,512,863 44 § 1,215,937 40
1150 Notes receivable, net 48 - 127 - 65 -
1170 Accounts receivable, net 6(3) 272,692 7 212,806 6 267,515 9
1200 Other receivables 20,254 - 19,026 1 23,655 1
1220 Current income tax assets 24,613 1 28,459 1 1,791 -
130X Inventories 6(4) 340,801 9 330,694 10 331,345 11
1410 Prepayments 5,806 - 14,813 - 4,563 -
1470 Other current assets 8 93,458 2 92,571 3 29,529 1
11XX Total current assets 2,467,544 64 2,211,359 65 1,874,400 62
Non-current assets

1517 Non-current financial assets at fair 6(2)

value through other comprehensive

income 164,000 4 - - - -
1550 Investment accounted for using 6(5)

equity method - - - - 14,459 1
1600 Property, plant and equipment 6(6) and 8 744,473 19 723,641 21 668,747 22
1755 Right-of-use assets 6(7) 43,099 1 - - - -
1780 Intangible assets 6(8) 187,268 5 185,489 6 176,343 6
1840 Deferred income tax assets 169,676 5 171,323 5 161,511 5
1900 Other non-current assets 6(9) and 8 58,610 2 110,472 3 125,002 4
15XX Total non-current assets 1,367,126 36 1,190,925 35 1,146,062 38
IXXX  Total assets $ 3,834,670 100 § 3,402,284 100 § 3,020,462 100

(Continued)



GCS HOLDINGS, INC. AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEETS
(EXPRESSED IN THOUSANDS OF NEW TATWAN DOLLARS)
(THE BALANCE SHEETS AS OF MARCH 31, 2019 AND 2018 ARE REVIEWED, NOT AUDITED)

March 31, 2019 December 31, 2018 March 31, 2018
Liabilities and Equity Notes AMOUNT % AMOUNT % AMOUNT %
Current liabilities
2100 Short-term borrowings 6(10) $ 20,000 - % 20,300 1 % 20,000 1
2130 Current contract liabilities 6(21) 15,483 - 16,302 - 26,942 1
2170 Accounts payable 25,351 1 19,423 - 30,074 1
2200 Other payables 6(13) 138,461 4 164,280 5 128,550 4
2230 Current income tax liabilities 15 - - - 11,403 -
2280 Current lease liabilities 13,703 - - - - -
2320 Long-term borrowings, current 6(12)
portion 21,089 1 20,818 1 21,911 1
2399 Other current liabilities 6(14) 4,842 - 6,185 - 9,007 -
21XX Total current liabilities 238,944 6 247,308 7 247,887 8
Non-current liabilities
2540 Long-term borrowings 6(12) 52,255 1 57,424 2 69,275 3
2570 Deferred income tax liabilities 84,182 2 34,451 2 38,604 1
2580 Non-current lease liabilities 25,705 i - - - -
2600 Other non-current liabilities 6(14) 318 - 316 - 3,669 -
25XX Toatal non-current liabilities 162,460 4 142,191 4 111,548 4
23X Total liabilities 401,404 10 389,499 11 359,435 12
Equity
Equity attributable to owners of
the parent
Share capital 6(17)
3110 Commeon stock 907,470 24 821,691 24 819,290 27
Capital surplus 6(18)
3200 Capital surplus 1,433,375 38 1,092,635 32 1,072,679 35
Retained earnings 6(19)
3320 Special reserve 6,821 - 6,821 - 6,821 -
3350 Unappropriated retained earnings 1,158,686 30 1,143,944 34 086,357 33
Other equity interest 6(20)
3400 Other equity interest 8,284 - 27,805 1 ¢ 133,250) ( 4}
3500  Treasury stocks 6(17) 90,87 ( 2)¢ 90,870y 3)( 90,870) ( 3
31XX Equity attributable to owners
of the parent 3,423,766 90 3,002,026 a8 2,661,027 88
36XX Non-controlling interest 9,500 - 10,759 1 - -
3XXX Total equity 3,433,266 90 3,012,785 89 2,661,027 88
Significant contingent liabilities 9
and unrecognized contract
commitments
Significant events after the 11
reporting period
3X2X Total liabilities and equity $ 3,834,670 100 § 3,402,284 100 § 3,020,462 100

The accompanying notes are an integral part of these consolidated financial statements.
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GCS HOLDINGS, INC. AND SUBSIDIARIES

CONSQOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS)
(REVIEWED, NOT AUDITED)

Three months ended March 31

2019 2018
Items Notes AMOQUNT % AMOUNT %
4000  Operating revenue 6(21) $ 377,909 100 $ 479,020 100
5000  Cost of operating revenue 6(4)(24) { 241,849 ( 64) ( 264,716} ( 55)
5900 Net operating margin 136,060 36 214,304 45
Operating expenses 6(24)(25)
6100 Selling and marketing expenses ( 10,975} ( 3 ( 13,126) ( 3
6200 General and administrative expenses ( 60,973} ( 16) ( 68,186) ( 14
6300 Research and development expenses ( 44,4323 ( 12} { 41,802) ( 9
6450 Net impairment loss on financial 12(2)
assets ( 6,100 ( 23 ( 1,287 -
6000 Total operating expenses ( 122,480 ( 33 ( 124,401) ( 26)
6900  Operating profit 13,580 3 89,903 19
Non-operating income and expenses
7010 Other income 5,204 1 1,696 -
7020 Other gains and losses 6(22) ( 109) - 1,268) -
7050 Finance costs 0(23) ( 1,382) - 1,917) -
7060 Share of net loss of associates and ~ 6(5)
joint ventures accounted for using
equity method - - 269) -
7000 Total non-operating income and
expenses 3,713 1 ¢ 1,758) -
7900  Profit before income tax 17,293 4 88,145 19
7950 Income tax expense 6(26) ( 4,300) ( 1) ¢ 4,490 ( 1)
8200  Net income for the period $ 12,993 3% 83,655 18
Other comprehensive income (loss)
Other comprehensive income (loss)
components that will not be
reclassified to profit or loss
8361 Financial statements translation 6(20)
differences of foreign operations $ 0,472 3 (3 57,131) ¢ 12)
8300  Total other comprehensive income
(loss), net $ 9,472 3 (% 57,131) ¢ 12}
8500  Total comprehensive income for the
period $ 22,465 6 8 26,524 6
Profit attributable to:
8610 Owners of the parent $ 14,742 4 % 83,655 18
8620 Non-controlling interest ( 1,749) ( 1) - -
Total $ 12,993 3 0§ 83,655 18
Total comprehensive income
attributable to:
8710 Owners of the parent $ 23,724 6 % 26,524 6
8720 Non-controlling interest ( 1,259 - - -
Total $ 22,465 6 % 26,524 6
Earnings per share 6(27)
9750 Basic earnings per share (in
dollars) $ 0.17 § 1.06
9850 Diluted earnings per share (in
dollars) $ 0.17 % 1.05

The accompanying notes are an integral part of these consolidated financial statements.

~h~



—

l@l

'SYUSLUSIEIS [RIOUBLL] PIIEPIOSUOS Asal) Jo ped [eidajur ue axe sajou SmAuedwoade sy,

99Z°¢Lr't § 005'6 $ 90L°¢Tr'E §  (048°06  $) (EOL°EV $)  186°1S $ 989°8ST°1 § 178'9 $ SLEEEY' T § oLy'Los % G10T ‘1€ UMW I8 saueeg
$55 068 - §6S 068 - - - - - 686 nIE 000" 08 sidiaosy Lseysodac] [eqoro - [enden a1els Jo aouenss|
868 - 85¢ - - - - - [ Z4% 81 B1L1Xo1)0 suondo yools sado[dwz Jo as1oaaxy
- - - - 6kl - - ) (b9 ) (g0 ) uam:?:@ww saoko[duIo 0} $O0)S PAIOLASDI JO JUSWIANY
- - - - { Tes’ve oo - ) 758'8C ooL’s umm:r..:GA_m.w s2540]dWD 0} $00)S PBIOLISAI JO SIUETSS]
£06°9 - €060 . 00g*S - - - £09°1 - (e 1Mo1)0 Jusutded paseg-aleys Jo 1500 uenesuaduo)
A (652°1 ) vEL'eT - - 786°8 (A7 A4 - - - pousad 3y; 105 (ssof) swodur amsusyaduies QoL
Tir'e 06t 7868 - - 785'3 - - - - (T4 pouad ay) Joj swrooun aarsuaqadwos PO
£66°C1 CarL’1 ) IRL'pI - - - A A - - - poiad a1]) J0f (SSO]) AWOIU Joul PIABPIJOSEC])
saLtzio'e ¢ 65L°01 $ 970°'700°t $ (0L8°06 $) (o00Z'Sl $)  coney b3 PrETERL'T § 1289 £ SE9°TO0T § [69°128 §$ 6107 ‘1 Axenuer je aouejeg

6L0z 1t DIE Papia pouad quom-sail L

£70°199'C § - $ LT0°199't ¢ (0i8°06  $) (GSo'0v $) (565°T6 $)  15£'986 ¢ 1289 $ 619'TLO'T § 06z°'618 § 8107 "I UoTe J€ 20ue[egd
£56'08 - £66°08 - - - - - 760°9L [98°01 [€:101FAN] SPUOQ 2]QIIFALDD JO UOISIDAUCL)
17T - 1Tz - - - - - 191 09 QRIXLD01)9 stonydo yooks safo)dwa Jo 951010XF
- - - - (8Le'es ) - - B 86£°6C 08¢ s BQSG%W s92£0]duIa O} $120)S PRIOLISK JO 2OUENSS]
09L'6 - 09L'6G - €81 - - - LT3 - (ozXz0)(51)9 Juamided paseq-aIpys Jo 51503 uonesuadaoy)
¥75°0C - e ot - - (Ig1'LS )} G60%EQ B - - powsad a1 107 (s50]) awoau; sarsutRIdwes elo],
[E1°LS ) - CIE1°LS ) - - (151718 y - - - - {029 pouad oy} Jof sso0] aarsuagaduos g
£59°¢€8 - £59°¢e8 - - - [N - - - poriad a1y JoJ SWIODUT 13U PIIEPHOSUOT)
695°LES°T § - H 6967 Les't £ (0i8°06  $) (09L°8 [T $)  TOL'T06 & 178°9 $ 15L°856 % 68¢°'v08  $ 8107 1 Arenuey Je 2oue[eq

ST0Z T€ B PopUa porad [ITow-0an [,

Annbg (@10, JEEYET] [GLR s320)g AInsear], 150D suoneradQ sHuruey pauieoy  aesyy [erdadg sniding penden oois uounuo) SION,
durjonuc)-uop uonesusduro] udia104 pajeuidoaddenn
pauseaupfy JO S30021333%
UOneSULL],
BUETE N
[erauBuLy
15aKur by 180 sunireg pawmesy

e a1} Jo S1aUm() O} ajqenquyy Ambyg

(ILIANY LON ‘GIMITATY)
(SYVTIOA NVMIV.L MAN 10 SUNVSNOHL NI QASSTHIXH)
ALINOA NI SADNVHD 40 SINAWALYLS A2 LVaTr TOSNOD
SAMVIAIRANS ANV oMl SONKI TOH 505D




GCS HOLDINGS, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS})

(REVIEWED, NOT AUDITED)
Three months ended March 31,
Notes 2019 2018
CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax 17,293 88,145
Adjustments
Adjustments to reconcile profit (loss)
Net impairment loss on financial assets 12(2) 6,100 1,287
Depreciation 6(6)(24) 31,582 27,572
Amortization 6(8)(24) 1,007 1,369
Interest expense 6(23) 1,382 1,917
Interest income ( 5,204 )y ¢ 1,378)
Compensation cost of share-based payment 6(16) 6,903 9,760
Net gain on financial liabilities at fair value through profitor  6(22)
loss - { 2,322
Share of net loss of associates and joint ventures accounted 6(5)
for using equity method - 269
Changes in operating assets and liabilities
Changes in operating assets
Notes receivable 80 529
Accounts receivable ( 66,528 ) 23,078
Other receivables ( 1,448) ¢ 392)
Inventories ( 9,125) ¢ 8,064 )
Prepayments 4,580 ¢ 5,401 )
Other current assets - { 422)
Changes in operating liabilities
Contract liabilities ( 372) 3,342
Accounts payable 5,874 12,572
Other payables ( 8,131) ¢« 6,214)
Other current liabilities 4,512 ( 1,272
Cash {outflow) inflow generated from operations ( 11,995) 144,375
Interest received 5,168 1,378
Interest paid ( 897y ( 1,168 )
Income tax refund received - 4,549
Net cash flows {used in) from operating activities ( 7,724 149,134
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of non-current financial assets at fair value through ~ 12(3)
other comprehensive income ( 164,000 ) -
Acquisition of property, plant and equipment 6(30) ( 22,209 « 25,452)
Acquisition of intangible assets 6(8) ( 2,184) ¢ 648 )
Increase in other current assets ( 585) -
Decrease in other non-current assets 348 -
Net cash flows used in investing activities ( 188,631 ) ¢ 26,1009
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from short-term borrowings 6(31) 20,000 20,000
Repayments of short-term borrowings 6(31) ( 20,300 ) | 20,000)
Repayments of lease liabilities 6(31) ( 4,591 ) -
Repayments of long-term borrowings 6(31) ( 5,154 ( 4,707 )
Proceeds from exercise of employee stock options 558 221
Proceeds from issuance of share capital - Global Depositary
Receipts 390, 555 -
Net cash flows from (used in) financing activities 381,068  ( 4,486 )
Effect of changes in exchange rates 12,296 22,323)
Net increase in cash and cash equivalents 197,009 96,225
Cash and cash equivalents at beginning of period 6(1) 1,512,863 1,119,712
Cash and cash equivalents at end of period 6(1) 1,709,872 1,215,937

The accompanying notes are an integral part of these consolidated financial statements.
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GCS HOLDINGS, INC. AND SUBSIDIARIES

NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

THREE MONTHS ENDED MARCH 31, 2019 AND 2018

(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS,

EXCEPT AS OTHERWISE INDICATED)
(REVIEWED, NOT AUDITED)

1. HISTORY AND ORGANISATION

GCS Holdings Inc. (the “Company’) was incorporated in the Cayman Islands on November 30, 2010,
as a holding company for the purpose of registering its shares with the Taipei Exchange. The Company
was approved by the Financial Supervisory Commission to be listed on the Taipei Exchange. The
Company's common shares have been traded on the Taipei Exchange since September 15, 2014.

The Company and subsidiaries (collectively referred herein as the “Group™) are engaged in the
manufacturing of compound semiconductor wafer and foundry related services as well as licensing of
intellectual property. The Company and its subsidiaries are also engaged in the research, development,

manufacture and sales of advanced optoelectronics technology products.

. THE DATE OF AUTHORISATION FOR ISSUANCE OF THE CONSOLIDATED FINANCIAL

STATEMENTS AND PROCEDURES FOR AUTHORISATION

These consolidated financial statements were reported to the Board of Directors on May 10, 2019.
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™)

New standards, interpretations and amendments endorsed by FSC effective from 2019 are as

follows:

New Standards, Interpretations and Amendments

Effective date by
International Accounting
Standards Board (“IASB™)

Amendments to IFRS 9, ‘Prepayment features with negative January 1, 2019
compensation’

IFRS 16, ‘Leases’ January 1, 2019
Amendments to IAS 19, ‘Plan amendment, curtailment or settlement’ [January 1, 2019
Amendments to IAS 28, ‘Long-term interests in associates January 1, 2019
and joint ventures’

IFRIC 23, ‘Uncertainty over income tax treatments’ January 1, 2019

Annual improvements to IFRSs 2015-2017 cycle

January 1, 2019

Except for the following, the above standards and interpretations have no significant impact to the
Group’s financial condition and financial performance based on the Group’s assessment.




IFRS 16, ‘Leases’ (“IFRS 16™)

(a) IFRS 16, ‘Leases’, replaces IAS 17, ‘Leases’ and related interpretations and SICs. The standard
requires lessees to recognize a ‘right-of-use asset’ and a lease liability (except for those leases
with terms of 12 months or less and leases of low-value assets). The accounting stays the same
for lessors, which is to classify their leases as either finance leases or operating leases and
account for those two types of leases differently. IFRS 16 only requires enhanced disclosures
to be provided by lessors.

(b) The Group has elected to apply [FRS 16 by not restating the comparative information (referred
herein as the ‘modified retrospective approach’) when applying the International Financial
Reporting Standards, International Accounting Standards, IFRIC Interpretations, and SIC
Interpretations as endorsed by the FSC (collectively referred herein as the “IFRSs™) effective
in 2019. Accordingly, the Group decreased ‘property, plant and equipment’ by $12,992, and
increased ‘right-of-use asset’ and ‘lease liabilities’ by $46,467 and $43,420, respectively, with
respect to the lease contracts of lessees on January 1, 2019.

{c) The Group has adopted the following practical expedients permitted by the standard at the date
of initial application of IFRS 16:

i. Reassessment as to whether a contract is, or contains, a lease is not required, instead, the
application of IFRS 16 depends on whether or not the conftracts were previously identified
as leases applying IAS 17 and IFRIC 4.

ii.The use of a single discount rate to a portfolio of leases with reasonably similar
characteristics.

iii.The accounting for operating leases whose period will end before December 31, 2019 as
short-term leases and accordingly, rent expense of $192 was recognized in the first quarter
of2019.

iv. The use of hindsight in determining the lease term where the contract contains options to
extend or terminate the lease.

(d) The Group calculated the present value of lease liabilities by using the incremental borrowing

interest rate ranging from 2.22% to 6.50%.



(e) The reconciliation between operating lease commitments for the remaining lease payments

under JAS 17 and lease liabilities recognized as of January 1, 2019, measured at the present
value of the remaining lease payments, discounted using the lessee’s incremental borrowing

rate is as follows:
Operating lease commitments disclosed by applying IAS 17 as at

December 31, 2018 $ 42,413
Add: Lease payable recognized under finance lease by
applying IAS 17 as at December 31, 2018 4,793

Less: Short-term leases ( 217)
Total lease contracts amount recognized as lease liabilities by applying

IFRS 16 on January 1, 2019 $ 46,989
Incremental borrowing interest rate at the date of

initial application 2.22% t0 6.50%
Lease liabilities recognized as at January 1, 2019 by applying IFRS 16 $ 43,420

(2) Effect of new issuances of or amendments to IFRSs as endorsed by the FSC that has not yet adopted

None.
(3) IFRSs issued by IASB but not yet endorsed by the FSC

New standards, interpretations and amendments issued by IASB but not yet included in the IFRSs

as endorsed by the FSC are as follows:

Effective date by

New Standards, Interpretations and Amendments IASB
Amendment to IAS 1 and IAS 8, ‘Disclosure initiative-definition of  [January 1, 2020
material’
Amendments to IFRS 3, ‘Definition of a business’ January 1, 2020
Amendments to IFRS 10 and IAS 28, ‘Sale or contribution of assets | To be determined by
between an investor and its associate or joint venture’ IASB
IFRS 17, ‘Insurance contracts’ January 1, 2021

The above standards and interpretations have no significant impact
condition and financial performance based on the Group’s assessment.

~10~
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4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies adopted are consistent with Note 4 in the conseolidated financial

statements for the year ended December 31, 2018, except for the compliance statement, basis of
preparations, basis of consolidation and additional policies as set out below. These policies have been
consistently applied to all the periods presented, unless otherwise stated.

(1) Compliance statement

A. The consolidated financial statements of the Group have been prepared in accordance with the
“Regulations Governing the Preparation of Financial Reports by Securities Issuers” and the IAS
34, ‘Interim financial reporting’ as endorsed by the FSC.

B. These consolidated financial statements are to be read in conjunction with the consolidated
financial statements for the year ended December 31, 2018.

(2) Basis of preparation

A. Except for the non-current financial assets at fair value through other comprehensive income, the
consolidated financial statements have been prepared under the historical cost convention.

B. The preparation of financial statements in conformity with IFRSs requires the use of certain
critical accounting estimates. It also requires management to exercise its judgement in the process
of applying the Group’s accounting policies. The areas involving a higher degree of judgement or
complexity, or areas where assumptions and estimates are significant to the consolidated 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 Group’s consolidated financial statements. Subsidiaries are
all entities (including structured entities) controlled by the Group. The Group controls an entity
when the Group 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 Group obtains control of the subsidiaries and ceases
when the Group loses control of the subsidiaries.

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

~11-~



B. Subsidiaries included in the consolidated financial statements:

Ownership (%)
Name of March 31, |December 31,| March 31,
investor Name of subsidiary Main business activities 2019 2013 2018 Note
The Company  [Glebal Communication |1. Manufacturing of compound 100 100 100 -
Semiconductors, LLC semiconductor wafer and foundry
related services as well as granting
royalty rights for intellectual
property
2, Manufacturing and selling of
advanced optoelectronics
technology products
The Company  |GCS Device Product design and research 100 100 100 -
Technologies, Co., Ltd. [development services
The Company  |Xiamen Global Developing, manufacturing and selling 51 51 - (Note 1)
Advanced of mobile phone radio frequency, filter,
Semiconductor Co., optical communication chip, power
Ltd. management and optical fiber
The Company |GCOM Semiconductor |Wholesaling and retailing of electronic 100 - - (Note 2)
Co., Ltd. components, product design, and
outsourcing management services
Global D-Tech Developing, manufacturing and selling 100 100 100 -
Communication |Optoelectronics, Inc,  |of positive, intrinsic, negative
Semiconductors, components and avalanche photo diodes
LLC for telecommunication systems and data
communication networks
D-Tech D-Tech Manufacturing, retailing and wholesaling 100 100 100 -
Optoelectronics, |Optoelectronics of telecommunications devices, and
Inc. (Taiwan) Corporation |manufacturing and wholesaling of
electronic components

Note 1: The Group completed the acquisition of an additional 2% sharcholding of Xiamen Global
Advanced Semiconductor Co., Ltd. (‘Xiamen Global®) in September 2018 and has included
Xiamen Global in the Group’s consolidated financial statements since then.

Note 2; GCOM Semiconductor Co., Ltd. was established on February 22, 2019.

C. Subsidiaries not included in the consolidated financial statements: None.
D. Adjustments for subsidiaries with different balance sheet dates: None.

E. Significant restrictions: None.
F. Subsidiaries that have non-controlling interests that are material to the Group: None.

(4) Financial assets at fair value through other comprehensive income

A. Financial assets at fair value through other comprehensive income comprise equity securities

which are not held for trading, and for which the Group has made an irrevocable election at initial

recognition to recognize changes in fair value in other comprehensive income.

B. On a regular way purchase or sale basis, financial assets at fair value through other comprehensive

income are recognized and derecognized using trade date accounting.

~12~




C. At initial recognition, the Group measures the financial assets at fair value plus transaction costs.
The Group subsequently measures the financial assets at fair value:
The changes in fair value of equity investments that were recognized in other comprehensive
income are reclassified to retained earnings and are not reclassified to profit or loss following the
derecognition of the investment. Dividends are recognized when the right to receive payment is
established, future economic benefits associated with the dividend will flow to the Group and the
amount of the dividend can be measured reliably.

(5) Leasing arrangements (lessee}—right-of-use assets/ lease liabilities
Effective from 2019
A. Leases are recognized as aright-of-use asset and a corresponding lease liability at the date at which

the leased asset is available for use by the Group. For short-term leases or leases of low-value
assets, lease payments are recognized as an expense on a straight-line basis over the lease term.
B. Lease liabilities include the net present value of the remaining lease payments at the
commencement date, discounted using the incremental borrowing interest rate. Lease payments
are comprised of the following fixed payments, less any lease incentives receivable.
The Group subsequently measures the lease liability at amortized cost using the interest method
and recognizes interest expense over the lease term. The lease liability is remeasured and the
amount of remeasurement is recognized as an adjustment to the right-of-use asset when there are
changes in the lease term or lease payments and such changes do not arise from contract
modifications.
C. At the commencement date, the right-of-use asset is stated at cost comprising the following:
(2) The amount of the initial measurement of lease liability;
(b) Any lease payments made at or before the commencement date.
The right-of-use asset is measured subsequently using the cost model and is depreciated from the
" commencement date to the earlier of the end of the asset’s useful life or the end of the lease term.
When the lease liability is remeasured, the amount of remeasurement is recognized as an
adjustment to the right-of-use asset.

(6) Income tax

A. The interim period income tax expense is recognized based on the estimated average annual
effective income tax rate expected for the full financial year applied to the pretax income of the
interim period, and the related information is disclosed accordingly.

B. If a change in tax rate is enacted or substantively enacted in an inferim period, the Group
recognizes the effect of the change immediately in the interim period in which the change occurs.
The effect of the change on items recognized outside profit or loss is recognized in other
comprehensive income or equity while the effect of the change on items recognized in profit or
loss is recognized in profit or loss.
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5. CRITICAL ACCOUNTING JUDGEMENTS, ESTIMATES AND KEY SOURCES OF ASSUMPTION
UNCERTAINTY

There have been no significant changes during the period. Please refer to Note 5 in the consolidated
financial statements for the year ended December 31, 2018.

6. DETAILS OF SIGNIFICANT ACCOUNTS

(1) Cash and cash equivalents

March 31, 2019 December 31, 2018 March 31, 2018

Cash on hand $ 122§ 117 $ 118

Checking accounts and
demand deposits 931,949 1,512,746 1,215,819
Time deposits 777,801 - -
$ 1,709,872 § 1,512,863 § 1,215,937

A. The Group transacts with a variety of financial institutions with high credit quality to disperse
credit risk and expects that the probability of counterparty default is remote.

B. The Group has no cash and cash equivalents pledged to others.

(2) Financial assets at fair value through other comprehensive income

Items March 31, 2019
Non-current items:
Equity instruments
Unlisted stocks $ 164,000

As of December 31, 2018 and March 31, 2018, the Group has no financial assets at fair value through

other comprehensive income.

A. The Group has elected to classify financial assets that are considered to be strategic investments
or steady dividend income as financial assets at fair value through other comprehensive income.
The fair value of such investments amounted to $164,000 as of March 31, 2019.

B. No amount was recognized in other comprehensive income in relation to the financial assets at
fair value through other comprehensive income for the three-month period ended March 31, 2019.

(3) Accounts receivable

March 31, 2019 December 31, 2018 March 31, 2018

Accounts receivable $ 275,259 § 213,433 § 269,886
Less: Loss Allowance ( 2,567) ( 627) ( 2,371)
$ 272,692 § 212,806 § 267,515

Information relating to credit risk of accounts receivable is provided in Note 12(2).
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(4) Inventories

March 31, 2019

Cost Allowance Book value
Raw materials $ 150,810 (% 18,352) § 132,458
Work in progress 195,122 ( 44,386) 150,736
Finished goods 61,056 ( 3,449) 57,607
$ 406,988 (8 66,187} $ 340,801

December 31, 2018

Cost Allowance Book value
Raw materials $ 145,388 ($ 31,297) § 114,091
Work in progress 185,761 ( 31,979 153,782
Finished goods 66,146 ( 3,325) 62,821
$ 397,295 ($ 66,601) $ 330,694

March 31, 2018

Cost Allowance Book value
Raw materials $ 139,073 (3 32,906) $ 106,167
Work in progress 199,772 ( 29,614) 170,158
Finished goods 61,775 ( 6,755) 55,020
$ 400,620 (% 69,275) § 331,345

Expenses and costs incurred as cost of operating revenue for the three-month periods ended March
31,2019 and 2018 were as follows:

Three-month periods ended March 31,

2019 . 2018
Cost of inventories sold $ 251,796 $ 276,186
Recovery of market price decline ( 610) ( 11,361)
Revenue from sale of scraps ( 9,337} ( 109)
$ 241,849 § 264,716

The Group recognized recovery of loss of market price decline for the three-month periods ended
March 31, 2019 and 2018 because some of the inventories previously written down were sold.

(5) Investment accounted for using equity method

2019 2018
At January 1 $ -5 14,520
Share of net loss of investment accounted for
using equity method - ( 269)
Translation differences of foreign operation - 208
At March 31 $ - 3 14,459
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A, The basic information of the joint venture that is material to the Group is as follows:

Principal place Nature of  Method of
Company name of business Shareholding ratio (Note) relationship measurement
March 31, December  March 31,
2019 31,2018 2018

Xiamen Global Xiamen City,
Advanced Fujian ) ) 49% Joint Equity
Semiconductor Co., Province, venture method
Ltd. China

Note: In September 2018, the Company obtained the control over Xiamen Global Advanced
Semiconductor Co., Ltd, through acquisition of an additional 2% shareholding of Xiamen
Global Advanced Semiconductor Co., Ltd in cash, and amended the original Joint Venture
Agreement entered into with Xiamen San’an Integrated Circuit Co., Ltd. Please refer to Note
6(28).

B. The summarized financial information of the joint venture that is material to the Group is as
follows:
Balance sheet

Xiamen Global Advanced
Semiconductor Co., Ltd.

March 31, 2019  December 31, 2018  March 31, 2018

Cash and cash equivalents $ - $ - 3 29,535
Current assets - - 29,535
Total assets - - 29,535
Other current liabilities - - 26
Current liabilities - - 26
Total liabilities - - 26
Total net assets $ - 3§ - 3 29,509
Share in joint venture's net assets $ - 3 - § 14,459
Carrying amount of the joint venture $ - $ - § 14,459
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Statement of comprehensive income

Xiamen Global Advanced
Semiconductor Co., Ltd.

Three-month periods ended March 31,

2019 (Note) 2018
Interest income $ - 13
Net foreign exchange losses - ( ' 556)
Other losses - 6)
Net loss / total comprehensive loss $ - (8 549)
Dividends received from joint venture  $ - § -

Note: Xiamen Global Advanced Semiconductor Co., Ltd, became a subsidiary of the Group in
September 2018, and was included in the Group’s consolidated financial statements since
then. Please refer to Note 6(28) for details.
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(7) Leasing arrangements —lessee
Effective from 2019
A. The Group leases various assets including land, plant, office premise and machinery equipment.
Lease agreements are typically made for periods of 1 to 8 years. Lease terms are negotiated on an
individual basis and contain a wide range of different terms and conditions. The lease agreements
do not impose covenants.

B. The carrying amount of right-of-use assets and the depreciation charges are as follows:

Three-month period

March 31, 2019 ended March 31, 2019
Carrying amount Depreciation charge
Buildings 5 31,207 § 2,347
Machinery equipment 11,892 1,141
$ 43,099 § , 3,488

C. The information on income and expense accounts relating to lease agreements is as follows:

Three-month period
ended March 31, 2019

Items affecting profit or loss

Interest expense on lease liabilities $ 484
Expense on short-term lease agreements 289
Expense on leases of low-value assets 24

D. For the three-month period ended March 31, 2019, the Group’s total cash outflow for leases
amounted to $4,904.
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(8) Intangible assets

Software Goodwill Total
At January 1, 2019
Cost $ 62,791 § 178,486 $§ 241,277
Accumulated amortization and
impairment ( 55,788) - ( 55,788)
$ 7,003 $ 178,486 § 185,489
2019
At Janunary 1 $ 7,003 § 178,486 $ 185,489
Additions 2,184 - 2,184
Amortization charges ( 1,007) - ( 1,007)
Net exchange differences 21 581 602
At March 31 $ 8201 $ 179,067 $ 187,268
At March 31, 2019
Cost $ 64,130 $ 179,067 § 243,197
Accumulated amortization and
impairment ( 55,929) - ( 55,929)
$ 8201 § 179,067 §$ 187,268
Software Goodwill Total
At January 1, 2018
Cost $ 56,744 § 176,569 § 233,313
Accumulated amortization and
impairment { 49,659) - 49,659)
$ 7,085 § 176,569 $ 183,654
2018
At January 1 $ 7,085 § 176,569 $ 183,654
Additions 1,640 - 1,640
Amortization charges ( 1,369) - ( 1,369)
Net exchange differences { 145) ( 7,437) ( 7,582)
At March 31 $ 7211 $ 169,132 § 176,343
At March 31, 2018
Cost $ 56,163 § 169,132 § 225,295
Accumulated amortization and
impairment ( 48.,952) - 48,952)

$ 7,211 % 169,132 § 176,343
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A. Details of amortization on intangible assets are as follows:
Three-month periods ended March 31,

2019 2018
Cost of operating revenue $ 058 § 1,320
General and administrative expenses 49 49
$ 1,007 § 1,369

B. Goodwill is tested annually for impairment. The recoverable amount is determined based on the
value-in-use.
As of March 31, 2019, the Group’s assumptions used for impairment testing did not change
significantly. Please refer to Note 6(6) for the goodwill impairment testing in the consolidated
financial statements for the year ended December 31, 2018.
(9) Non-current assets

Item March 31, 2019 December 31, 2018 March 31, 2018
Prepayments for equipment $ 51,078 § 106,676 $ 63,072
Refundable deposits 3,434 3,425 3,187
Time deposits (Note) 311 371 58,528
Other non-current assets 3,787 - 215
$ 58,610 § 110,472 3§ 125,002

Note: Please refer to Note 8 for the information of the Group’s pledged assets.
(10) Short-term borrowings

March 31, December 31, March 31,

Type of borrowings 2019 2018 2018 Interest rate range Collateral
Bank borrowings

Secured borrowings $ 20,000 $ 20,300 § 20,000 1.75%~2.22%  Time deposit (Note)

Note: Please refer to Note 8 for the information of the Group’s assets pledged to secured
borrowings.
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(11) Bonds payable

Item March 31, 2019  December 31, 2018  March 31, 2018
Convertible bonds
First secured convertible bonds $ - 3 300,000 $ 300,000
Second unsecured convertible
bonds - 300,000 300,000
- 600,000 600,000
Less: Bonds converted - ( 597,200) ( 597,200)
Less: Repayment of principal
at maturity - ( 2,800) -
Less: Discount on bonds payable - - ( 23)
- - 2,777
Less: Current portion (Note) - - ( 2,777)
$ - 3 - § -

Note: The bondholders may request the Company to redeem the bonds, in whole or in part, with an

added interest rate on the carrying amount as the premium after two years from the issue date.

As aresult, the convertible bonds are recognized as “Long-term borrowings, current portion”.

A. On May 13, 2015, the Company issued the first secured domestic convertible bonds. Key terms

and
(2)
(b)
O
(d)
(e)

)

(2)

(h)
(@

conditions of bonds are as follows:

Issue amount: $300,000.

Issue price: Issued at 100% of par value; $100 in thousands.
Issue period: Three years; from May 13, 2015 to May 13, 2018
Coupon rate: 0% per annum

Repayment date and method: The bonds will be redeemed at par at maturity if the bonds are
not converted into common stocks at maturity, or redeemed early by the Company, or resold
early to the Company by the bondholders, or redeemed from the Company’s underwriter and
cancelled by the Company.

Conversion period: Except that the bonds are in the lock-up peried, or redeemed early by the
Company, the conversion right can be exercised at any time from June 14, 2015 through May
13, 2018 in accordance with the terms of the bonds and relevant regulations.

Conversion price and price reset: The conversion price was set at NT$79.3 (in dollars) per
share on the issue date. The conversion price is subject to adjustments on the ex-right date
of new shares issuance based on the formula specified in the terms of the bonds, due to
changes in the number of the Company’s common shares. The conversion price was
subsequently adjusted to NT$53.6 (in dollars) per share due to aforementioned rationale.

The converted shares have the same rights as common shares.

Call options of the Company: The bonds may be called, in whole or in part, at the option of
the Company after one month from the issue date (June 14, 2015) to forty days before the
maturity date (April 3, 2018) at 100% of their principal amount, provided the closing price
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of the Company’s common shares on the Taipei Exchange exceeds 130% (inclusive) of the
then-current conversion price of the bonds over 30 (inclusive) trading days during 30
consecutive trading days, or when over 90% (inclusive) of the bonds have been redeemed,
converted, called and retired.

Put options of the holders: The bondholders may request the Company to redeem the bonds,
in whole or in part, with an added interest rate on the carrying amount as the premium, which
is equivalent to 102.516% (real yield rate is 1.25%) of their principal amount, after two yeats
from the issue date. The non-equity conversion options, call options, put options embedded
in bonds payable were separated from their host contracts and were recognized in “financial
assets or liabilities at fair value through profit or loss” in net amount in accordance with IAS
39 because the economic characteristics and risks of the embedded derivatives were not
closely related to those of the host contracts. The effective interest rate of the bonds payable
after such separation was 7.2%.

All conversion rights have already been exercised by March 15, 2019. Convertible bonds
amounting to $297,600 were converted to 5,300,002 ordinary shares.

Please refer to Note 8 for the information of the Group’s assets pledged for secured domestic
convertible bonds.

B. On May 14, 2015, the Company issued the second unsecured domestic convertible bonds. Key

terms and conditions of bonds are as follows:

(a)
(b)
(©)
(d)
(e)

®

(g

(h)
@

)

Issue amount: $300,000.

Issue price: Issued at 100% of par value; $100 in thousands.
Issue period: Three years; from May 14, 2015 to May 14, 2018
Coupon rate: 0% per annum

Repayment date and method: The bonds will be redeemed at par at maturity if the bonds are
not converted into common stocks at maturity, or redeemed early by the Company, or resold
early to the Company by the bondholders, or redeemed from the Company’s underwriter and
cancelled by the Company.

Conversion period: Except that the bonds are in the lock-up period, or redeemed early by the
Company, the conversion right can be exercised at any time from June 15, 2015 through May
14, 2018 in accordance with the terms of the bonds and relevant regulations.

Conversion price and price reset: The conversion price was set at NT$81.2 (in dollars) per
share on the issue date. The conversion price is subject to adjustments on the ex-right date
of new shares issuance based on the formula specified in the terms of the bonds, due to
changes in the number of the Company’s common shares. The conversion price was
subsequently adjusted to NT$54.9 (in dollars) per share due to the aforementioned rationale.

The converted shares have the same rights as commeon shares.

Call options of the Company: The bonds may be called, in whole or in part, at the option of
the Company after one month from the issue date (June 15, 2015) to forty days before the
maturity date (April 4, 2018) at 100% of their principal amount, provided the closing price
of the Company’s common shares on the Taiwan Exchange exceeds 130% (inclusive) of the
then-current conversion price of the bonds during 30 consecutive trading days, or when over
90% (inclusive) of the bonds have been redeemed, converted, called and retired.

Put options of the holders: The bondholders may request the Company to redeem the bonds,
in whole or in part, with an added interest rate on the carrying amount as the premium, which
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(k)

is equivalent to 103.023% (real yield rate is 1.5%) of their principal amount, after two years
from the issue date. The non-equity conversion options, call options, and put options
embedded in bonds payable were separated from their host contracts and were recognized in
“financial assets or liabilities at fair value through profit or loss” in net amount in accordance
with IAS 39 because the economic characteristics and risks of the embedded derivatives were
not closely related to those of the host contracts. The effective interest rate of the bonds
payable after such separation was 5.66%.

All conversion rights have already been exercised by March 15, 2019. Convertible bonds
amounting to $299,600 were converted to 4,948,016 ordinary shares.

{12) Long-term borrowings

Borrowing period
and repayment  Interest

Type of borrowings term rate  Collateral March 31, 2019 December 31, 2018
Long-term bank borrowings L‘Sﬁjﬂiﬂ:
Secured borrowings (Note 2) 4% (Note ;’; 73,344 § 78,242
(Note 1)
Less: Current portion ( 21,089) ( 20,818)
$ 52,255 % 57,424
Borrowing period
and repayment  Interest
Type of borrowings term rate  Collateral March 31, 2018
Long-term bank borrowings l%ljﬁgiin:
Secured borrowings (Note 2) % Note 35 $ 88,409
(Note 1)
Less: Current portion { 19,134)
b 69,275
Note 1: According to the secured loan contract, the Group was required to comply with certain

Note 2:

Note 3:

financial covenants by maintaining certain financial ratios, such as debt coverage ratio, on
an annual basis. As of March 31, 2019, December 31, 2018 and March 31, 2018, the Group
had not violated any of the required financial covenants.

Borrowing period is from August 6, 2015 to August 6, 2022; interest and principal are
repayable monthly.

Please refer to Note & for the information of the Group’s assets pledged for secured
borrowings.
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(13} Other pavables

March 31, December 31, March 31,
2019 2018 2018

Accrued salaries and bonuses $ 33,956 $ 48,852 $ 31,349
Accrued employees’ compensation

and directors’ remuneration 29,374 29,431 25,479
Accrued unused compensated

absences 26,199 27,117 23,468
Payables for equipment 9,344 27,460 3,867
Accrued professional service fees 5,276 7,179 4,706
Accrued outsourcing manufacturing

services charges 2,573 2,885 -
Accrued utilities 2,258 2,089 2,150
Accrued rental expenses - 503 334
Accrued miscellaneous tools - .- 4,089
Other accrued expenses 29,481 18,764 33,108

$ 138,461 § 164,280 $ 128,550

(14) Finance lease liabilities
Effective 2018
The Group leases machinery equipment under finance lease. Based on the terms of the lease

contracts, the Group has the option to purchase the leased machinery equipment at a price which is
expected to be sufficiently lower than fair value at the date the option becomes exercisable when the
leases expire. Future minimum lease payments and present value as of December 31, 2018 and
March 31, 2018 are as follows:

December 31, 2018

Present value of

Total finance Future finance lease
lease liabilities finance charges liabilities
Current
No later than one year
(shown as “Other current
liabilities™) $ 4,793 (8 98) $ 4,695
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March 31, 2018

Present value of

Total finance Future finance lease
lease liabilities finance charges liabilities
Current
No later than one year
(shown as “Other current
liabilities™) $ 7,797 ($ 266) $ 7,531
Non-current
Later than one year but not
later than five years
(shown as “Other non-~current
liabilities™) 3,406 ( 54) 3,352
$ 11,203 ($ 320) $ 10,883

(15) Pension plan
A. The Group’s US subsidiary has established a 401(K) pension plan (the “Plan”) covering

C.

substantially all employees. The Plan provides voluntary salary reduction contributions by
eligible participants in accordance with Section 401(K) of the Internal Revenue Code (IRC), as
well as discretionary matching contributions below 15% of employees’ salaries from the
Company’s subsidiary to its employees’ individual pension accounts.

The Group’s Taiwan 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’s Taiwan 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
lump sum upon termination of employment.

The pension costs under the above pension plans of the Group for the three-month periods ended
March 31, 2019 and 2018 amounted to $5,265 and $5,694, respectively.

(16) Share-based payment-employee compensation plan
A. Through March 31, 2019, December 31, 2018 and March 31, 2018 the Group’s share-based

payment transactions are set forth below:
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Contract Vesting
Type of arrangement Grant date Quantity granted period condition
Employee stock options April 2013 1,538,000 shares 10 years (Note 1)
Employee stock options October 2013 538,000 shares 10 years {Note 1)
Employee stock options February 2014 60,000 shares 10 years (Note 1)
Employee stock options November 2014 75,000 shares 10 years {Note 1)
Employee stock options January 2015 30,000 shares 10 years (Note 1)
Employee stock options February 2015 652,200 shares 10 years (Note 1)
Employee stock options March 2016 5,000 shares 10 years (Note 1)
Enployee stock options August 2016 895,000 shares 10 years (Note 1)
Employee stock options November 2016 34,000 shares 10 years (Note 1)
Employee stock options February 2017 15,000 shares 10 years (Note 1)
Employee stock options August 2017 215,000 shares 10 years (Note 1)
Employee stock options January 2018 13,000 shares 10 years (Note 1)
Employee stock options February 2018 355,000 shares 10 years {Note 1)
Employee stock options August 2018 27,000 shares 10 years (Note 1)
Employee stock options November 2018 5,000 shares 10 years (Note 1)
Employee stock options March 2019 578,000 shares 10 years (Note 1)
Restricted stocks to January 2016 93,700 shares 2 years (Note 2)
employees (Note 3)
Restricted stocks to March 2016 8,000 shares 2 years {Note 2)
employees (Note 3)
Restricted stocks to August 2017 180,000 shares 2 years {(Note 2)
employees (Note 3)
Restricted stocks to February 2018 398,000 shares 2 years {(Note 2)
employees (Note 3)
Restricted stocks to September 2018 28,000 shares 2 years {Note 2)
employees (Note 3}
Restricted stocks to March 2019 570,000 shares 2 years {Note 2)

employees (Note 3}

Note 1: Some employee stock options shall be vested and become exercisable up to 50% of the
shares after fulfilling two years of service, and in accordance with the agreement, the
remaining 50% of such options will be vested ratably in equal installments as of the last

day of each of the succeeding 24 months.

Note 2: Some restricted stocks to employees shall be vested up to 50% of the shares after one
year of service, and the remaining 50% of such shares to be vested after fulfilling two
years of service.

Note 3: The restricted stocks to employees are restricted from transferring within vesting period,
but are allowed for voting rights and rights to receive dividends. The Company will
recover restricted stocks at no consideration and cancel registration if employees resign
or die not due to occupational hazards. However, employees do not need to return

dividends already received.
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B. Details of the employee stock options are set forth below:

Three-month period ended March 31, 2019

exercise price

No. of options Currency
(in dollars)

Options outstanding at beginning of

the period 2,029,457 NTD $ 58.48
Options granted 578,000 NTD 60.70
Options exercised ( 18,396) NTD 30.20
Options forfeited ( 5,000} NTD 64.00
Options outstanding at end of the 58.92

period 2,584,061 NTD
Options exercisable at end of the

period 1,146,894 NTD 48.12

Three-month period ended March 31, 2018
Weighted average
No. of options Currency exercise price
(in dollars)

Options outstanding at beginning of

the period 1,912,541 NTD $ 50.44
Options granted 368,000 NTD 83.71
Options exercised ( 5,959) NTD 37.00
Options forfeited { 50,000) NTD 80.03
Options outstanding at end of the

period 2,224,582 NTD 55.32
Options exercisable at end of the

period 695,819 NTD 27.65
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C. The weighted-average stock price of stock options at exercise dates for the three-month periods
ended March 31, 2019 and 2018 was $58.59 (in dollars) and $83.72 (in dollars), respectively.

D. As of March 31, 2019, December 31, 2018 and March 31, 2018, the range of exercise prices of
stock options outstanding are as follows:

March 31, 2019

No. of Stock options
Grant date Expiry date Shares Currency exercise price
(in dollars)
April 2013 April 2023 170,396 NTD 11.35
October 2013 October 2023 24,835 NTD 17.63
November 2014 November 2024 54,188 NTD 32.65
January 2015 January 2025 7,500 NTD 41.90
February 2015 February 2025 303,142 NTD 41.00
March 2016 March 2026 5,000 NTD 70.60
August 2016 August 2026 840,000 NTD 65.40
November 2016 November 2026 26,000 NTD 64.00
February 2017 February 2027 15,000 NTD 56.80
August 2017 August 2027 205,000 NTD 66.10
January 2018 January 2028 13,000 NTD 86.20
February 2018 February 2028 315,000 NTD 83.10
August 2018 August 2028 22,000 NTD 63.60
November 2018 November 2028 5,000 NTD 49.20
March 2019 March 2029 578,000 NTD 60.40
2,584,061
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December 31, 2018

No. of Stock options
Grant date Expiry date Shares Currency exercise price
(in dollars)
April 2013 April 2023 170,396 NTD 11.35
October 2013 October 2023 33,335 NTD 17.63
November 2014 November 2024 54,188 NTD 32.65
January 2015 January 2025 7,500 NTD 42.09
February 2015 February 2025 313,038 NTD 41.21
March 2016 March 2026 5,000 NTD 71.01
August 2016 August 2026 840,000 NTD 65.73
November 2016 November 2026 26,000 NTD 64.40
February 2017 February 2027 15,000 NTD 57.10
August 2017 August 2027 205,000 NTD 66.50
January 2018 January 2028 13,000 NTD 86.70
February 2018 February 2028 315,000 NTD 83.60
August 2018 August 2028 27,000 NTD 64.00
November 2018 November 2028 5,000 NTD 49,50
2,029,457
March 31, 2018
No. of Stock options
Grant date Expiry date Shares Currency exercise price
(in dollars)
April 2013 April 2023 224,229 NTD 11.35
October 2013 October 2023 94,689 NTD 17.63
February 2014 February 2024 7,500 NTD 19.20
November 2014 November 2024 58,667 NTD 32.65
January 2015 January 2025 7,500 NTD 42.09
February 2015 February 2025 402,997 NTD 41.21
March 2016 March 2026 5,000 NTD 71.01
August 2016 August 2026 840,000 NTD 65.73
November 2016 November 2026 26,000 NTD 64.40
February 2017 February 2027 15,000 NTD 57.10
August 2017 August 2027 215,000 NTD 66.50
January 2018 January 2028 13,000 NTD 86.70
February 2018 February 2028 315,000 NTD 83.60
2,224,582
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E. Details of the restricted stocks to employees are set forth below:
Three-month periods ended March 31,

Employee restricted stocks 2019 2018
No. of shares No. of shares
Outstanding at beginning of the period 510,500 215,850
Granted (Notes 1 and 2) 570,000 398,000
Vested ( 193,500) ( 35,850)
Retired { 8,000) -
Qutstanding at end of the period 879,000 578,000

Note 1: For the restricted stocks granted with the compensation cost accounted for using the fair
value method, the fair values on the grant date are calculated based on the closing price on
the grant date.

Note 2: The fair value of restricted stocks granted in March 2019 was $60.70 (in dollars).

. For the stock options granted with the compensation cost accounted for using the fair value method,
their fair value on the grant date is estimated using the Black-Scholes option-pricing model and
discounted cash flow valuation. The parameters used in the estimation of the fair value are as
follows:

Expected Expected Expecied Risk-free Weighted

Type of Fair Exercise  price option  dividend interest average
arrangement Grant date Currency _ value price volatility  period  yield rate rate fair value
(in dollars) (in dollars) (years) (in dollars)
Employee January 2018 NTD § 8643 § 8670 42.83% 6.26 1.00% 0.97% § 4574
stock options
Employee February 2018 NTD 84.61 83.60 45.43% 6.26 1.00% 0.97% 46.31
stock options
Employee Angust 2018 NTD 67.41 64.00 32.93% 6.26 1.00% 0.90% 38.38
stock options
Employee November 2018 NTD 50.24 49.50 58.84% 6.26 1.00% 0.89% 34,22
stock options
Employee March 2019 NTD 57.58 6070 37.33% 6.26 1.00% 0.78% 36.30

stock options

G. Expenses incurred on share-based payment transactions are shown below:

Three-month periods ended March 31,
2019 2018
Equity-settled $ 6,903 § 9,760
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(17) Common stock

A. As of March 31, 2019, the Company’s paid-in capital was $907,470, consisting of 90,747,022
shares with a par value of $10 (in dollars) per share.
Movements in the number of the Company’s ordinary shares outstanding are as follows:

Unit: Numbers of shares

2019 2018

At January 1 80,789,626 79,059,886
Exercise of employee stock options 18,396 5,959
Conversion of convertible bonds - © 1,086,156
Issuance of restricted stocks to employees 570,000 398,000
Retirement of restricted stocks to employees ( 8,000) -
Issuance of share capital - Global

Depositary Receipts 8,000,000 -
At March 31 89,370,022 80,550,001

B. On June 1, 2017, the shareholders adopted a resolution to reserve 1,000,000 shares for the
purpose of granting employee restricted stocks with par value of $10 (in dollars) per shares, with
the effective date filed with the regulator on August 8, 2017. The subscription price is $0 (in
dollar) per share. The employee restricted stocks issued are subject to certain transfer restrictions
before their vesting conditions are met. Other than these restrictions, the rights and obligations
of these shares issued are the same as other issued ordinary shares. On August 21, 2017 and
February 27, 2018, the Board of Directors adopted a resolution to grant 180,000 and 398,000
employee restricted stocks, respectively. In April 2018, October 2018 and January 2019, the
Company had retrieved 3,000, 2500 and 8000 employee restricted stocks, respectively, due to
the employees’ resignation and the retrieved shares have been retired.

C. On May 15, 2018, the shareholders adopted a resolution to reserve 1,000,000 shares for the
purpose of granting employee restricted stocks with par value of $10 (in doliars) per shares, with
the effective date filed with the regulator on August 16, 2018. The subscription price is $0 (in
dollar) per share. The employee restricted stocks issued are subject to certain transfer restrictions
before their vesting conditions are met. Other than these restrictions, the rights and obligations
of these shares issued are the same as other issued ordinary shares. On August 2, 2018 and March
5, 2019, the Board of Directors resolved to grant 28,000 and 570,000 employee restricted stocks,
respectively.

D. On April 2, 2018, the Board of Directors resolved to increase cash capital by issuing ordinary
shares for participating in issuance of Global Depositary Receipts (“GDRs”) in order to fund the
purchase of plant, machinery and equipment, and overseas purchases of raw materials. On July
31, 2018, the Company received the official letter No. 1070326367 from the FSC of approval of
the issuance of ordinary shares for participating in issuance of GDRs, while on October 31, 2018,
the Company received another official letter No.1070118798 for the extension of three months
to complete the aforementioned issuance. On December 19, 2018, the Board of Directors
resolved to adjust the number of shares to be issued from the range of 15,000,000 to 25,000,000
ordinary shares to 8,000,000 to 25,000,000 ordinary shares. The aforementioned adjustment was
approved by the FSC with the receipt of the official letter No.1070121974. The Company’s
GDRs began trading on the Luxembourg Stock Exchange on January 21, 2019.

The actual units of GDRs for this offering were 1,600,000 and each GDR represents five of the
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Company’s ordinary shares, which in the aggregate representing 8,000,000 ordinary shares. The
offering price per GDR was US$8.20 (in dollars). The actual cash received was US$12,989
thousand (approximately $400,717) after deducting issuance costs. The fundraising had been
fully collected by the Company as of January 22, 2019, and the change registration of this capital
increase had been completed.

The terms of GDR are as follows:

Voting rights

(a) The voting right of GDR holders may, pursuant to the Depositary Agreement and the relevant
laws and regulations of the R.O.C., exercise the voting rights pertaining to the underlying
common shares represented by the GDRs.

Dividends, stocks warrants and other rights

{b) GDR holders and common shareholders are all entitled to receive dividends, stock warrants
and other rights.

E. Treasury stocks
(a) Reason for share repurchase and the number of the Company’s treasury stocks are as follows:

March 31, 2019

Name of company
holding the shares Reason for repurchase  Number of shares Carrying amount

The Company To be reissued to employees 1,377,000 $ 90,870

December 31, 2018

Name of company
holding the shares Reason for repurchase = Number of shares Carrying amount

The Company To be reissued to employees 1,377,000 $ 90,870

March 31, 2018

Name of company
holding the shares Reason for repurchase = Number of shares Carrying amount

The Company To be reissued to employees 1,377,000 $ 90,870

(b) Pursuant to the R.O.C. Securities and Exchange Act, the number of shares repurchased as
treasury shares should not exceed 10% of the number of the Company’s issued and
outstanding shares and the amount bought back should not exceed the sum of retained
earnings, paid-in capital in excess of par value and realized capital surplus.

(c) Pursuant to the R.O.C. Securities and Exchange Act, treasury stocks should not be pledged
as collateral and is not entitled to dividends before it is reissued.

(d) Pursuant to the R.O.C. Securities and Exchange Act, treasury stocks should be reissued to the
employees within three years from the date of repurchase, and shares not reissued within the
three-year period are to be retired. Treasury stocks to enhance the Company’s credit rating
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and the shareholders’ equity should be retired within six months of repurchase.

(18) Capital surplus

Capital surplus can be used to cover accumulated deficit or distributed as dividend as proposed by
the Board of Directors and resolved by the shareholders.

At January 1
Compensation costs of
share-based payment
Issuance of restricted stocks
to employees
Restricted stocks
to employees vested
Retrieve restricted
stocks from employees
Exercise of employee stock
options
Issuance of share capital
-GDRs

At March 31

At January 1

Compensation costs of
share-based payment

Issuance of restricted stocks
to employees

Retrieve restricted stocks
from employees

Exercise of employee stock
options

Conversion of convertible
bonds

Forfeiture of employee
stock options

At March 31

2019
Employee Employee
Share stock restricted
premium options stocks Others Total

$ 965,170 $ 57,456 § 38,457 § 31,552 § 1,092,635
- 1,603 - - 1,603

- - 28,852 - 28,852

14,647 - ( 14,647) - -
- - ( 644) - ( 644)

1,216 ( 842) - - 374
310,555 - - - 310,555

$ 1,291,588 $ 58217 $ 52,018 $ 31,552 § 1,433,375

2018
Employee = Employee
Share stock restricted
premium options stocks Others Total

$ 843,765 $§ 46,693 $§ 37,550 $§ 30,743 § 958,751
- 8,277 - - 8,277

- - 29,398 - 29,398

23,833 - ( 23,833) - -
490 ( 329) - - 161

76,092 - - - 76,092

- ( 786) - 786 -

$ 944,180 $§ 53855 § 43,115 § 31,529 § 1,072,679
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(19) 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 losses incurred in previous years and then a special reserve as
required by the applicable securities authority under the applicable public company rules in
Taiwan. After combining accumulated undistributed earnings in the previous years and setting
aside a certain amount of remaining profits of such financial year as a reserve or reserves for
development purposes as the Board of Directors may from time to time deem appropriate, subject
to the compliance with the Cayman Islands Companies Law, the Company shall distribute no
less than 10% of the remaining profit as dividends to the shareholders.

B. The Company’s dividend policy is as follows: As the Company operates in a capital intensive
industry and in the stable growth stage, the residual dividend policy is adopted taking into
consideration the Company’s operation scale, cash flow demand and future expansion plans, and
cash dividends shall account for at least 10% of the total dividends distributed.

C. The appropriations of 2018 earnings had been resolved by the Board of Directors on March 15,
2019 and the appropriations of 2017 earnings had been resolved by the shareholders’ meeting on
May 15, 2018. Details are summarized below:

2018 (Note) 2017
Dividends Dividends
per share per share
Amount (in dollars) Amount (in dollars)
Cash dividends $ 106,561 $ 1.20 $ 79,060 § 1.00

Note: The appropriations of 2018 earnings had not been resolved by the shareholders’ meetings.

D. For the information relating to employees’ compensation and directors’ remuneration, please
refer to Note 6(25).

(20) Other equity interest

2019
Currency Uneamed
translation employee
differences compensation Total
At January 1 $ 43,005 (§ 15,200) 8 27,805
Currency translation
differences 8,982 - 3,982
Compensation costs of
share-based payment - 5,300 5,300
Issuance of restricted stocks
to employees - A 34,552) ( 34,552)
Retrieve restricted
stocks from employees - 749 749
At March 31 $ 51,987 (§ 43.,703) $ 8,284
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At January 1
Currency translation
differences
Compensation costs of
share-based payment
Issuance of restricted stocks
to employees

At March 31

(21) Operating revenue

Revenue from contracts
with customers

2018

Currency Uneamed
translation employee
differences compensation Total
(% 35,464} ($ 8,760) ($ 44,224)
( 57,131) - ( 57,131)
- 1,483 1,483
- ( 33,378) ( 33,378)
($ 92,595) (§ 40,655) (8 133,250)
Three-month period Three-month period
ended March 31, 2019 ended March 31, 2018
$ 377,909 § 479,020

A. Disaggregation of revenue from contracts with customers
The Group derives revenue from the transfer of goods and services over time and at a point in

time in the following major product lines and geographical regions:

China
United States
Taiwan
Others

China
United States

Taiwan
Others

Three-month period ended March 31, 2019

Sales revenue  Service revenue Royalty revenue Total
$ 187,604 $ 3,854 § - § 191,458
152,926 - - 152,926
20,681 - 2,017 22,698
10,827 - - 10,827
$ 372,038 $ 3,854 § 2,017 § 377,909

Three-month period ended March 31, 2018

Sales revenue  Service revenue Royalty revenue Total
$ 247,815 § 3,663 % - 8 251,478
145,475 - - 145,475
61,557 - 7,910 69,467
12,600 - - 12,600
$ 467,447 § 3,663 $ 7910 § 479,020
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B. Contract liabilities

The Group has recognized the following revenue-related contract liabilities:
March 31, 2019 December 31, 2018 March 31, 2018

Contract liabilities —
advance sales receipts $ 15483 § 16,302 $ 26,942

Revenue recognized that was included in the contract liability balance at the beginning of the
period:

Three-month periods ended March 31,

2019 2018

Contract liabilities —
advance sales receipts $ 8,276 $ 6,507

(22) Other gains and losses

Three-month periods ended March 31,

2019 2018
Net currency exchange losses ($ 109) ($ 2,581)
Net gains on financial liabilities at
fair value through profit or loss - 2,322
Other losses - ( 1,009)
3 109) (§ 1,268)

(23) Finance costs
Three-month periods ended March 31,

2019 2018
Interest expense $ 898 § 1,917
Leased liabilities - Interest expense 484 -
$ 1,382 § 1,917
(24) Expenses by nature
Three-month periods ended March 31,
2019 2018
Employee benefit expense $ 188,041 § 190,344
Depreciation charges on property, plant and
equipment and right-of-use assets $ 31,582 § 27,572
Amortization charges on intangible assets
(recognized as cost of operating revenue and
operating expenses) $ 1,007 § 1,369
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(25) Emplovee benefit expense

Three-month periods ended March 31,
2019 2018

Wages and salaries $ 160,672 3 159,322
Compensation costs of share-based payment 6,903 9,760

Insurance expenses 14,758 14,835

Pension costs 5,265 5,694
Other personnel expenses 443 733

A

$ 188,041 $ 190,344

According to the Articles of Incorporation of the Company, when distributing earnings, an
amount equal to the ratio of distributable profit of the current year, after covering accumulated

losses, shall be distributed as employees’ compensation and directors’ remuneration. The ratio
shall not be higher than 15% and lower than 5% for employees’ compensation, and shall not

be higher than 2% for directors’ remuneration.

For the three-month periods ended March 31, 2019 and 2018, employees’ compensation was
accrued at $930 and $4,599, respectively; directors’ remuneration was accrued at $372 and
$1,839, respectively. The aforementioned amounts were recognized in wages and salaries. The
employees’ compensation and directors® remuneration were estimated and accrued based on
5% and 2% of distributable profit of current period from January 1 to March 31, 2019.
Employees’ compensation and directors’ remuneration of 2018 as resolved by the Board of
Directors were in agreement with those amount recognized in the 2018 financial statements.
The employees’ compensation will be distributed in the form of cash.

Information about employees’ compensation and directors’ remuneration of the Company as
proposed by the Board of Directors and resolved by the shareholders will be posted in the
“Market Observation Post System” at the website of the Taiwan Stock Exchange.
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(26) Income tax
A. Income tax expense
(a) Components of income tax expense:

Current tax:

Current tax on profit for the period
Prior year income tax overestimation
Total current tax

Deferred tax:

Origination and reversal of
temporary differences

Total deferred tax

Income tax expense

Three-month periods ended March 31,

2019
$ 3,090 $ 9,039
- ( 4,549)
3,000 4,490
1,210 -
1,210 -
$ 4300 $ 4,490

B. Through March 31, 2019, the assessment of income tax returns of Taiwan subsidiaries are as

follows:

Name of subsidiary

Assessment of income tax returns

Global Device Technologies, Co., Ltd.

D-Tech Optoelectronics (Taiwan) Corporation

(27) Earnings per share (EPS)

Assessed and approved up to 2016
Assessed and approved up to 2016

The basic EPS is determined by the net income divided by the weighted average number of
outstanding stocks. The diluted EPS is under the assumption that all potential ordinary stocks have
been converted into ordinary stocks at the beginning of the year. The revenue and expense generated
from the conversion shall be included in the computation.

Details of ordinary stocks per share are as follows:
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Basic earnings per share
Profit attributable to ordinary
shareholders of the parent
Diluted earnings per share

Profit attributable to ordinary
shareholders of the parent

Assumed conversion of all dilutive
potential ordinary shares
Employees’ bonus
Employee stock options
Employee restricted stocks

Profit attributable to ordinary

shareholders of the parent plus
assumed conversion of all dilutive
potential ordinary shares

Three-month period ended March 31, 2019

Weighted
average
outstanding
stocks Earnings
Amount (shares in per share
after tax thousands) (in dollars)
$ 14,742 86,066 § 0.17
$ 14,742 86,066
- 312
- 271
- 109
$ 14,742 86,758 § 0.17
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Three-month period ended March 31, 2018

Weighted
average
outstanding
stocks Earnings
Amount (shares in per share
after tax thousands) (in dollars)

Basic earnings per share

Profit attributable to ordinary
shareholders of the parent $ 83,655 78,808 § 1.06

Diluted earnings per share
Profit attributable to ordinary
shareholders of the parent $ 83,655 78,808
Assumed conversion of all dilutive
potential ordinary shares

Employees’ bonus - 343
Employee stock options - 303
Employee restricted stocks - 103

Profit attributable to ordinary
shareholders of the parent plus

assumed conversion of all dilutive
potential ordinary shares $ 83,655 79,557 $ 1.05

(28) Business combinations

The Acquisition of Xiamen San’an Integrated Circuit Co., Ltd.

A. The Company’s Board of Directors approved on June 25, 2018 that the Company enter into an
Equity Interest Transfer Agreement (the “Agreement™) with Xiamen San’an Integrated Circuit
Co., Ltd. (“San’an”) to acquire the 2% shareholding of Xiamen Global Advanced Semiconductor
Co., Ltd. (“Xiamen Global”) in the amount of US$80 thousand. After the completion of the
transfer, Xiamen Global became a subsidiary of the Group. After the 2% shareholding of Xiamen
Global was transferred to the Company, the Company’s investment in Xiamen Global will be
US$2.04 million and San’an’s investment will be US$1.96 million, which represents 51% and
49% of the registered capital, respectively. The purpose of this equity transfer is to speed up the
manufacturing transfer process, enabling the Group to accelerate the application of advanced
production process in connection with 5™ generation wireless system and other smartphones.
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B. The following table summarizes the consideration paid for Xiamen Global and the fair values of
the assets acquired and liabilities assumed at the acquisition date:
September 30, 2018

Consideration
Cash paid (US$80 thousand) $ 2,442
2,442
Fair value of equity interest in Xiamen Global held before the
business combination 11,401
Fair value of the non-controlling interest 13,300
27,143
Fair value of the identifiable assets acquired and liabilities assumed
Cash 27,263
Property, plant and equipment 52
Other payables ( 168)
Other current liabilities ( 4)
Total identifiable net assets 27,143

Goodwill $ -

C. The operating revenue and profit before income tax included in the consolidated statement of
comprehensive income since September 2018 contributed by Xiamen Global were $0 and
($5,319), respectively. Had Xiamen Global been consolidated from January 1, 2018, the 2018
consolidated statement of comprehensive income would show an increase in operating revenue
of $0 and a decrease in profit before income tax of ($6,862).

(29) Operating lease commitments

Effective 2018

The Group leases property and plant under non-cancellable operating lease agreements. Most of the
lease agreements can be renewed based on the market prices upon termination of the lease, The
future aggregate minimum lease payments under non-cancellable operating leases are as follows:

December 31,2018  March 31, 2018

Not later than one year $ 11,602 $ 11,933

Later than one year but not later
than five years 30,811 35,179
Later than five years - 300
$ 42,413 § 47,412
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(30) Supplemental cash flow information
A. Investing activities with partial cash payments:

Three-month periods ended March 31,

2019 2018

Acquisition of property, plant and equipment $ 59691 $ 10,412
Add: Ending balance of prepayments for

equipment (Note) 51,078 63,072
Less: Beginning balance of prepayments for

equipment (Note) ( 106,676) ( 52,857)
Less: Ending balance of finance lease liabilities - ( 10,883)
Add: Beginning balance of finance lease

liabilities - 13,872
Less: Ending balance of payables for equipment ( 9,344) ( 3,867)
Add: Beginning balance of payables for

equipment 27,460 5,703
Cash paid $ 22209 $ 25,452

Note: Shown as “Other non-current assets”.
B. Financing activities with no cash flow effect:

Three-month periods ended March 31,
2019 2018

Convertible bonds being converted to capital
stocks $ - $ 58,700

(31) Changes in liabilities from financing activities

Short- Long-term Liabilities from
term Lease borrowings financing
borrowings  liabilities (Note) activities
At January 1, 2019 $ 20,300 $ 43,420 § 78,242 $ 141,962
Changes in cash flow
from financing activities ( 300) ( 4,591) ( 5,154) ( 10,045)
Interest expense - 484 - 484
Net exchange differences - 95 256 351
At March 31, 2019 $ 20,000 $ 39,408 § 73,344 § 132,752
Short-term Long-term Liabilities from
borrowings borrowings (Note) financing activities
At January 1, 2018 $ 20,000 $ 05,163 $ 115,163
Changes in cash flow
from financing activities - ( 4,707) ( 4,707)
Net exchange differences - ( 2,047) ( 2,047)
At March 31, 2018 $ 20,000 $ 88,400 $ 108,409
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Note: Current portion is included.
7. RELATED PARTY TRANSACTIONS

Key management compensation

Three-month periods ended March 31,

2019 2018
Salaries and other short-term employee benefits $ 35580 § 37,893
Post-employment benefits 1,370 1,379
Compensation costs of share-based payment 3,354 4,421
$ 40,304 § 43,693

8. PLEDGED ASSETS

As of March 31, 2019, December 31, 2018 and March 31, 2018, the Group’s assets pledged as collateral
were as follows:

March 31, December31, March 31,

Assets 2019 2018 2018 Purpose
Land $ 141,926 $ 141,466 $ 134,052 Long-term borrowings
Buildings 84,705 85,103 82,559 Long-term borrowings
Time deposits (Shown as

“Other current assets™) 31,818 31,131 29,500 Sport-term borrowings

Custom guarantee for
imported goods and
secured convertible bonds

Time deposits (Shown as
“QOther non-current assets™)
311 371 58,528
Refundable deposits (Shown as Deposits for office rental
“Other non-current assets™) 3,434 3,425 3,187 and waste water treatment

9. SIGNIFICANT CONTINGENT LIABILITIES AND UNRECOGNIZED CONTRACT
COMMITMENTS

(1) Please refer to Note 6(29) for the operating lease commitments.
(2) Capital expenditures contracted for at the balance sheet date but not yet incurred and are cancellable
without cause are as follows:

March 31, 2019 December 31, 2018 March 31, 2018
Property, plant and equipment ~ $ 22,598 §$ 16,491 § 40,158

10. SIGNIFICANT DISASTER LOSS

None.

11. SIGNIFICANT EVENTS AFTER THE REPORTING PERIOD

On April 22, 2019, the Board of Directors resolved to issue new common shares, totaling no greater
than 4 million shares, through private placement. The Board of Directors requested the authorization
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from the shareholders to determine the actual pricing date and actual issuance price with the number of
shares not lower than a certain percentage resolved by the shareholders’ meeting and based on the
negotiation with the specific parties and market status. The Company is now discussing with the
subscriber, Epistar Corporation (Epistar) which is not the Company’s insider or related party, and there
is no other subscriber on the list at this stage.

12. OTHERS

(1) Capital management

In order to safeguard the Group’s ability to adapt to the changes in the industry and to accelerate the
new product development, the Company’s objective when managing capital is to maintain the
sufficient financial resources to support the operating capital, capital expenditures, research and
development activities, repayment of debts and dividend paid to shareholders, etc.

(2) Financial instruments

A. Financial instruments by category
March 31, 2019  December 31, 2018 March 31, 2018

Financial assets
Financial assets measured at fair value
through other comprehensive income

3 16,400 § - 8 -
Financial assets at amortised cost
fLoans and receivables
Cash and cash equivalents 5 1,709,872 § 1,512,863 § 1,215,937
Notes receivable 43 127 65
Accounts receivable 272,692 212,806 267,515
Other receivables 20,254 19,026 23,655
Guarantee deposits paid 3,434 3,425 3,187
Time deposits (over three-month
period) (Shown as “Other
current assets”) 93,769 92,942 88,028
$ 2,100,069 §$ 1,841,189 § 1,598,387
Financial liabilities
Financial liabilities at amortised cost
Short-term borrowings $ 20,000 % 20,300 $ 20,000
Accounts payable 25,351 19,423 30,074
Other payables 138,461 164,280 128,550
Lease liabilities 39,408 - -
Finance lease liabilities - 4,695 10,883
Bonds payable
(including current portion) - - 2,777
Long-term borrowings
(including current portion) 73,344 78,242 88,400
5 296,564 $ 286,940 § 280,693
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B. Financial risk management policies

a) The Group’s activities expose it to a variety of financial risks: market risk (including
foreign exchange risk, price risk and interest rate risk), credit risk and liquidity risk.

b) Risk management is carried out by the Group’s finance team under policies approved by
the Board of Directors. The Group’s finance team identifies, evaluates and hedges financial
risks in close cooperation with the Group’s operating units.

C. Significant financial risks and degrees of financial risks

a) Market risk
Foreign exchange risk

The Group’s businesses are mainly conducted in its functional currency. Therefore, the
foreign exchange risk is deemed minimal.

Cash flow and fair value interest rate risk

i. The Group’s interest rate risk arises from short-term borrowings. Borrowings issued at
variable rates expose the Group to cash flow interest rate risk which is partially offset
by cash and cash equivalents held at variable rates. Borrowings issued at fixed rates
expose the Group to fair value interest rate risk. During the three-months periods ended
March 31, 2019 and 2018, the Group’s borrowings at variable rate were denominated
in the NTD.

il. Based on the simulations performed, the impact on post-tax profit of a 1% shift, with
all other variables held constant, would be a maximum increase or decrease of $40 and
$40 for the three-months periods ended March 31, 2019 and 2018, respectively, as a
result of the decrease or increase in interest expense which is affected by variable rates.
b) Credit risk

i. Credit risk refers to the risk of financial loss to the Group arising from default by the
clients or counterparties of financial instruments on the contract obligations. The main
factor is that counterparties could not repay in full the accounts receivable based on the
agreed terms, and the credit risk of financial assets at amortized cost.

ii. The Group manages their credit risk taking into consideration the entire group’s concern.
For banks and financial institutions, only independently rated parties with a minimum
rating of “BBB+” are accepted. According to the Group’s credit policy, each local entity
in the Group is responsible for managing and analyzing 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 andv other factors. Individual risk limits are set based
on internal or external ratings in accordance with limits set by the Board of Directors.
The utilization of credit limits is regularly monitored.

iii.The Group does not hold any collateral as security for notes receivable and accounts
receivable. As of March 31, 2019 December 31, 2018 and March 31, 2018, with no
collateral held or other credit enhancements, the maximum exposure to credit risk in
respect of the Group’s notes receivable was $48, $127 and $65, and the maximum
exposure to credit risk in respect of the Group’s accounts receivable was $272,692,
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$212,806 and $267,515, respectively.

iv.The Group adopts the assumption under IFRS 9, that is, the default occurs when the
contract payments are past due over 90 days.

v. The Group wrote off the financial assets, which cannot be reasonably expected to be
recovered, after initiating recourse procedures. However, the Group will continue
executing the recourse procedures to secure their rights.

vi.The Group classifies customers’ notes receivable and accounts receivable in accordance
with credit risk on trade. The Group applies the simplified approach using loss rate
methodology to estimate expected credit loss.

vii.The Group used the forecastability of external research report to adjust historical and
timely information for a specific period to assess the default possibility of notes
receivable and accounts receivable. On March 31, 2019, December 31, 2018 and March
31, 2018, the loss rate methodology is as follows:

Not
Notes receivable past due
At March 31, 2019
Expected loss rate 0%
Total book value $ 48
Loss allowance $ -

Less than
Less than 180 daysand More than

Not 90 days past more than 90 180 days
Accounts receivable past due due days past due  past due Total
At March 31, 2019
Expected loss rate 0%~1% 1%~15%  16%~31% 31%~75%
Total book value $ 231,871 § 36,229 § 5134 § 2,025 § 275,259
Loss allowance $ 23§ 362 § 912 § 1,270 $ 2,567
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Notes receivable

At December 31, 2018

Expected loss rate
Total book value
Loss allowance

Accounts receivable

At December 31, 2018

Expected loss rate
Total book value
Loss allowance

Notes receivable

At March 31, 2018
Expected loss rate

Total book value
Loss allowance

Accounts receivable

At March 31, 2018
Expected loss rate

Total book value
Loss allowance

Not

past due
0%
$ 127
$ -
Less than
Less than 180 daysand More than
Not 90 days past more than 90 180 days
past due due days past due  past due Total
0%~1% 1%~15%  16%~31% 31%~75%
$ 173,428 § 38,750 § 1,255 § - § 213,433
$ 17 % 388 § 222§ - 3 627
Not
past due
0%
$ 65
$ -
Less than
Lessthan 180 daysand More than
Not 90 days past more than 90 180 days
past due due days past due  past due Total
0%~1% 1%~15%  27%~48%  48%~75%
$ 212,755 § 51,232 § 5214 § 685 § 269,886
$ 21 § 512 § 1,408 § 430 § 2,371
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viii. Movements in relation to the Group applying the simplified approach to provide loss
allowance for notes and accounts receivable was as follows:

2019
Notes and accounts receivable
At January 1 $ 627
Provision for impairment 6,100
Write-offs ( 4,161)
Effect of foreign exchange 1
At March 31 $ 2,567
2018
Notes and accounts receivable
At January 1_TAS 39 $ 1,117
Adjustments under new standards -
At January 1 _IFRS 9 1,117
Provision for impairment 1,287
Effect of foreign exchange ( 33)
At March 31 $ 2,371

The abovementioned provision amounts are made based on the easimated expected
credit loss in the next 12 months.

c) Liquidity risk
i. Cash flow forecasting is performed by the operating entities of the Group and
aggregated by the Group’s finance team. The Group’s finance team monitors rolling
forecasts of the Group’s liquidity requirements to ensure the Group has sufficient cash
to meet operational needs. Such forecasting takes into consideration the Group’s debt
financing plans, compliance with internal balance sheet ratio targets and, if applicable,
external regulatory or legal requirements.

ii. Surplus cash held by the operating entities over and above balance required for working
capital management are managed for investment appropriately. The instruments chosen
would be with appropriate maturities or sufficient liquidity to provide sufficient head-
room as determined by the above-mentioned forecasts.

iii. The Group has the following undrawn borrowing facilities:

March 31,2019 December 31, 2018 March 31, 2018

Floating rate:
Expiring within one year $ 26,000 § 25,700 3 194,660

Note: The facilities expiring within one year are annual facilities subject to renegotiation

at various dates during 2020.
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iv. The table below analyzes the Group’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. The amounts disclosed in the table are the contractual undiscounted cash

flows.

Less than [ year Over 1 year
Non-derivative financial liabilities:
March 31, 2019
Short-term borrowings 3 20,293 -
Accounts payable 25,351 -
Other payables 138,461 -
Lease liabilities 15,078 27,128
Long-term borrowings
(including current portion} 23,681 56,812
Less than 1 year Over | year
Non-derivative financial liabilities:
December 31, 2018
Short-term borrowings $ 20,340 -
Accounts payable 19,423 -
Other payables 164,280 -
Finance lease liabilities 4,793 -
Long-term borrowings
(including current portion) 23,604 62,529
Less than 1 year Over 1 year
Non-derivative financial liabilities:
March 31, 2018
Short-term borrowings $ 20,294 -
Accounts payable 30,074 -
Other payables 128,550 -
Finance lease liabilities
(including current portion) 7,797 3,406
Bonds payable
(including current portion} 2,777 -
Long-term borrowings
(including current portion} 22,367 74,163
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(3) Fair value information

A. The different levels that the inputs to valuation techniques are used to measure fair value of
financial and non-financial instruments have been defined as follows:

Level 1: Quoted prices (unadjusted in active markets for identical assets or liabilities that the
entity can access at the measurement date.) A market is regarded as active where a
market in which transactions for the asset or liability takes place with sufficient
frequency and volume to provide pricing information on an ongoing basis.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the
asset or liability, either directly or indirectly.

Level 3: Unobservable inputs for the asset or liability.

B. Financial instruments not measured at fair value

(a) Except for the item listed in the table below, the carrying amounts measured at amortized
cost approximate the fair values of the Group’s financial instruments, including cash and
cash equivalents, notes receivable, accounts receivable, other receivables, guarantee
deposits paid, time deposits (over three-month peried), short-term borrowings, current
contract liabilities, accounts payable, other payables, lease liabilities, finance lease liabilities
(accounted for under ‘Other current liabilities’ and ‘Other non-current liabilities’) and long-

term borrowings (including current portion):
As of March 31, 2019 and December 31, 2018, the Group had no financial instruments not
measured at fair value.

March 31, 2018
Fair value
Book value Level 1 Level 2 Level 3

Bonds payable
(Shown as

“ Long-term

borrowings,

current portion”) $ 2,777 § - 3§ - $ 2,777

(b) The methods and assumptions of fair value measurement are as follows:

Convertible bonds payable: Regarding the convertible bonds issued by the Group, the fair
value is estimated using Binomial Model.

~52~



C. The related information of financial and non-financial instruments measured at fair value by
level on the basis of the nature, characteristics and risks of the assets are as follows:

(a) The related information of natures of the assets is as follows:

Level 1 Level 2 Level 3
March 31, 2019
Recurring fair value measurements
Financial assets measured at fair value
through other comprehensive income $ - § - 3 164,000

As of December 31, 2018 and March 31, 2018, the Group had no financial and non-financial
instruments measured at fair value.

D. The following chart is the movement of Level 3 financial instruments for the three-month
periods ended March 31, 2019 and 2018:

Financial assets measured
at fair value through other Financial liabilities at fair
comprehensive income  value through profit or loss

2019 2018
At January 1 $ - 3 31,204
Gain recognized in profit or loss - | 2,322)
Acquired in the period 164,000 -
Converted during the period - ( 28,961)
Net exchange differences - 79
At March 31 $ 164,000 $ -

E. For the three-month periods ended March 31, 2019 and 2018, there was no transfer into or out
from Level 3 financial instruments.

F. The Group’s Accounting Department is in charge of valuation procedures for fair value
measurements being categorized within Level 3, which is to verify independent fair value of
financial instruments. Such assessment is to ensure the valuation results are reasonable by
applying independent information to make results close to current market conditions, confirming
the resource of information is independent, reliable and in line with other resources and
represented as the exercisable price, and frequently calibrating valuation model, performing
back-testing, updating inputs used to the valuation model and making any other necessary
adjustments to the fair value.
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G. The following is the quantitative information and sensitivity analysis of changes in significant
unobservable inputs to valuation model used in Level 3 fair value measurement:

Significant Range
Fair value at Valuation  unobservable  (weighted Relationship of
March 31,2019 technique input average)  input to fair value
Non-derivative equity $ 164,000 Same as latest Not applicable Not Not applicable
instruments: trading price applicable
Unlisted stocks on unlisted

market

As of December 31, 2018 and March 31, 2018, the Group had no financial instruments measured
in Level 3 fair value measurement.
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14. SEGMENT INFORMATION

(1) General information

The Company operates business only in a single industry. The Chief Operating Decision-Maker,
who allocates resources and assesses performance of the Group as a whole, has identified that the
Company has only one reportable operating segment.

(2) Segment information

The segment information provided to the Chief Operating Decision-Maker for the reportable
segments is as follows:

Three-month periods ended March 31,

2019 2018
Revenue from external customers $ 377,909 § 479,020
Inter-segment revenue - -
Total segment revenue $ 377,909 $ 479,020
Segment income (Note) $ 17,293 § 88,145
Segment assets $ 3,834,670 $ 3,020,462
Segment liabilities ¥ 401,404 § 359,435

Note: Exclusive of income tax.

(3) Reconciliation for segment income (loss)

The Company and subsidiaries engage in a single industry. The Chief Operating Decision-Maker
assesses performance and allocates resources of the whole group. The Company is regarded as a
single operating segment. Therefore, there is no inter-segment revenue. The revenue from external
parties reported to the Chief Operating Decision-Maker is measured in a manner consistent with
that in the statement of comprehensive income. The amount provided to the Chief Operating
Decision-Maker with respect to total assets is measured in a manner consistent with that in the
balance sheet.
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