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| NDEPENDENT AUDI TORSG6 REPORT

The Board of Directors and Stockholders
Winbond Electronics Corporation

We have auditedhe accompanyingbalance sheets of Winbond Electronics Corporation (the

i Co mp an y@eiemzesl, 2008and2007, and the related statementsimfome changes in
stockhol dersdéd equity, and cash fl ows #&®the t he vy
responsibility of the Companyd0s management .
these financial statements based on our audits.

We conducted our audits in accordance wile Rules Governing the Audit of Financial
Statements by Ceriifd Public Accountantand auditing standards generally accepted in the
Republic of China. Thoswilesand standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of mattatahmiss An

audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the
financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as weallvakiating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position ofthe Company as obecember3l, 2008 and 2007, and the results of its
operations and its cash flows for the years then enmhedonformity with the Guidelines
Governing the Preparation of Financial Reports by Securities Issagusrements of thBusiness
Accounting Lawand Guidelines Governing Business Accountigdevant to financial accounting
standardsandaccounting principles generally accepted in the Republic of China.

We have also audited the consolidated balance sheets of Winbond Electiampigsation and its
subsidiaries as ddecembe3l, 2008and2007, and the related consolidated statements of income,

changes in stockholddérequity, and cash flows for the years then ended (not presented herewith),
and have expressed an unqualified opinaatedMarch 20, 2009

March 20, 2009

Notice to Readers

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

For the conveniencef readers, teau di t or s 6 rac@anpanyindirancil staténents
have been translated into English from the original Chinese versieparedand used in the
Republic of China. If there is any conflict between the English version and the original Chinese
vergon or any difference in the interpretation of the two versions, the Chlapgaage auditorg
report and financial statements shplievail. Alsg asstaied in Note 2 to the financial statements,
the additional footnotedisclosuresthat are not requiredunder generally accepted accounting
principleswere not translated into English.



WINBOND ELECTRONICS CORPORATION

BALANCE SHEETS
DECEMBER 31, 2008AND 2007
(In Thousands of New Taiwan Dollars)

2008 2007
ASSETS Amount % Amount %
CURRENT ASSETS
Cash and cash equivalents (Notes 2 and 4) 5,661,938 8 $ 15,096,382 16
Financial assets at fair value through profit or loss,
current (Notes 2 and 5) 16,025 - 436,294 1
Availablefor-sale financial assets, current (Notes 2 and 8) 1,912,619 3 299,789 -
Notes receivable, net (Notes 2 and 6) 7,679 - 16,368 -
Accounts receivable, net (Notes 2 and 6) 1,507,911 2 2,880,960
Accounts receivable from related parties, net (Notes 6 and
23) 413,108 - 961,307 1
Other financial assets, current 91,383 - 106,660 -
Invenbries (Notes 2 and 7) 3,857,540 5 5,079,392 5
Noncurrent assets classified as held for sale (Note 11) - - 7,411,554 8
Deferred income tax assets, current (Notes 2 and 21) 586,000 1 389,000 -
Other current assets 657,662 1 653,914 1
Total current assets 14,711,865 20 33,331,620 35
FUND AND INVESTMENTS
Availablefor-sale financial assets, noncurrent (Notes 2 anc
8) 353,645 1 5,658,894 6
Financial assets carried at cost, honcurrent (Notes 2 and 9 268,889 - 360,754 -
Longterm equity investments at equity method (Notes 2 ar
10) 5,444,698 7 5,258,755 6
Total fund and investments 6,067,232 8 11,278,403 12
PROPERY, PLANT AND EQUIPMENT (Notes 2 and 11)
Cost
Land 828,802 1 824,490 1
Buildings 14,458,294 19 15,665,115 16
Machinery and equipment 59,246,672 81 61,475,803 65
Other equipment 2,294,010 3 2,591,059 3
Total cost 76,827,778 104 80,559,467 85
Accumulated depreciation (28,813,897 (39 (88,527,47% (40
Construction in progress and prepayments on purchase of
equipment 560,181 1 3,231,496 3
Property, plant and equipment, net 48,574,062 66 45,263,397 48
INTANGIBLE ASSETS (Notes 2 and 12) 565,545 1 1,209,645 1
OTHER ASSETS
Refundable deposits 133,153 - 240,405 -
Deferred incone tax assets, noncurrent (Notes 2 and 21) 3,156,000 5 3,631,000 4
Others 168,602 - 106,248 -
Total other assets 3,457,755 5 3,977,653 4
TOTAL $ 73,376,459 100 $ 95,060,718 100

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

LI ABI'LI'TI'ES AND STOCKHOLDER!

CURRENT LIABILITIES
Shortterm bank borrowings (Note 13)
Commercial paper payable (Note 14)
Financial liabilities at fair value through profit or loss,
current (Notes 2 and 5)
Notes payable
Accounts payable
Payable on equipment
Accrued expenses and other payables
Receipts in advance (Note 11)
Current portion of londerm liabilities (Notes 15 and 16)
Other current liabilities

Total current liabilities

LONG-TERM LIABILITIES
Long-term debt (Note 16)

OTHER LIABILITIES
Accrued pension liabilities (Notes 2 and 17)
Reserve for product guarantee (Bl@)
Other liabilities- others

Total other liabilities
Total liabilities

STOCKHOLDERSG6 EQUITY
Common stock (Note 18)
Capital surplus
Paidin capital in excess of pacommon stock
Treasury stock transaction

Adjustment on longerm equity investments under equity

method
Stock conversion option (Notes 2 and 19)
Others (Note 15)
Retained earnings
Legal reserve
Special reserve
Accumulated deficit
Other equity
Cumulative translation adjustments (Note 2)

Unrealized (loss) gain on financial instruments (Note 2)

Treasury stock (Notes 2 and 18)

Total stockholdersdé6 equity

TOTAL

2008 2007

Amount % Amount %
$ 2,613,926 4 - -
297,154 - - -

- - 402,781 -
431,114 1 1,029,386 1
1,525,618 2 2,209,248 2
2,085,767 3 3,668,138 4
1,018,811 1 1,954,822 2
- - 7,075,000 8
7,666,667 10 10,882,645 12
63,354 - 60,130 -
15,702,411 21 27,282,150 29
19,033,333 26 16,000,000 17
165,472 - 662,130 1
49,200 - 48,645 -
171,734 1 212,322 -
386,406 1 923,097 1
35,122,150 48 44,205,247 47
37,273,812 51 37,906,612 40
10,995,806 15 16,000,820 17
1,544,992 2 1,366,638 1
95,943 - 127,914 -
2,362 - 368,825 -
368,825 - - -

- - 236,437 -

- - 151,358 -
(7,364,903 (10 (5,206,132 (5
519,091 1 473,190 1
(4,559,530 (6) 212,215 -
(622,089 1) (782,409 (1)
38,254,309 52 50,855,471 53
$ 73,376459 100 $ 95,060,718 100



WINBOND ELECTRONICS CORPORATION

STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2008 AND 2007

(In Thousands of New Taiwan Dollars, ExcepLossPer Share)

NET SALES
COST OF SALES

(UNREALIZED) REALIZED INTERCOMPANY
PROFIT

GROSS (LOSS) PROFIT

OPERATING EXPENSES
Selling expenses
General and admistirative expenses
Research and development expenses

Total operating expenses
LOSS FROMOPERATIONS

NON-OPERATING INCOME AND GAINS
Interest income
Investment income
Gain on sale of pragty, plant and equipment (Not
2 and 11)
Gain on disposal of investments
Foreign exchange gain, net (Note 2)
Recovery from bad debt
Gain on valuation of financial instruments (Note &
Others (Notes 10 and 23)

Total nonroperating income and gains

NON-OPERATING EXPENSES AND LOSSES

Interest expense

Investment loss recognized under equity method
(Note 10)

Other investment losses

Loss on disposal of property, plant and equipmer
(Note 2)

Loss on decline in market value and obsolescenc
and abandonment of inventories

Others (Note 15)

Total nonroperating expenses and losses

2008 2007

Amount % Amount %
$21,828,011 100 $32,104,435 100
23,900,005 110 30,115,828 94
(398 - 130 -
(2,072,392 (10 1,988,737 6
1,010,343 5 623,827 2
679,880 3 1,174,073 4
2,258,298 10 3,893,878 12
3,948,521 18 5,691,778 18
(6,020,913 (28 (3,703,04) (12
169,055 1 177,674 1
340,235 1 222,017 1
346,718 2 3,320 -
184,493 1 71,995 -
116,177 - 122,169 -
- - 274,000 1
72,187 - 241,384 1
154,868 1 157,149 -
1,383,733 6 1,269708 4
808,372 4 846,853 3
1,103,689 5 1,319,902 4
71,865 - - -
36,525 - 28,878 -
414,217 2 1,155,871 3
293,055 1 27,310 -
2,727,723 12 3,378,814 10

(Continued)



WINBOND ELECTRONICS CORPORATION

STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars, ExceplLoss Rer Share)

2008 2007
Amount % Amount %
LOSS BEFORE INCOME TAX $ (7,364,903 (39 $ (5,812,147 (18
CREDIT FOR INCOME TAX (Notes 2nd 21) - - - -
NET LOSS $(7,364,903 (39 $(5,812,14Y (18
2008 2007
Before After Before After
Income Income Income Income
Tax Tax Tax Tax
LOSS PER SHARE (Notes 2 and 22)
Basic loss per share $ 200 $ (200 $ (159 $ (1.57
(Concluded)

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



WINBOND ELECTRONICS CORPORATION

STATEMENTS OF CHANGES IN STOCKHOLDERS' EQUITY
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars)

Capital Surplus Retained Earnings Other Equity
Adjustments
on Long-Term
Paid-in Capital Equity (Accumulated Unrealized
in Excess of Investments Stock Deficit) Cumulative (Loss) Gain on
Par - Common Treasury Stock under Equity Conversion Special Unappropriated Translation Financial
Common Stock Stock Transaction Method Option Others Legal Reserve Reserve Earnings Adjustments Instruments  Treasury Stock Total

BALANCE, JANUARY 1, 2007 $ 38,705,002 $16,337,829 $ 1,112,258 $ 117,057 $ 368825 $ - $ - $ - $ 2,364,370 $ 473379 $ (625,014 $ (1,914,065 $56,939,641
Appropriation of 2006 net income

Legal reserve - - - - - - 236,437 - (236,437 - - - -

Special reserve - - - - - - - 151,358 (151,358 - - - -

Cash dividends - - - - - - - - (1,113,60% - - - (1,113,60%

Bonus to employees - - - - - - - - (217,423 - - - (217,423

Remuneration to directors and supervisors - - - - - - - - (39,532 - - - (39,532
Net loss for 2007 - - - - - - - - (5,812,147 - - - (5,812,147
Cumulative translation adjustments - - - - - - - - - (189 - - (189
Changes in unrealized gain on financial instrument: - - - - - - - - - - 837,229 - 837,229
Capital surplus from investee under equity method - - - 25,318 - - - - - - - - 25,318
Adjustment to capital surplus due to disposal of

investments - - - (14,461 - - - - - - - - (14,461
Transfer of treasury stock - - (660 - - - - - - - - 248,753 248,093
Cancellation of treasury stock (798,390 (337,009 252,493 - - - - - - - - 882,906 -
Cash dividends to subsidiary - - 2,547 - - - - - - - - - 2,547
BALANCE, DECEMBER 31, 2007 37,906,612 16,000,820 1,366,638 127,914 368,825 - 236,437 151,358 (5,206,132 473,190 212,215 (782,406 50,855,471
Offsetting accumulated deficit - (4,818,337 - - - - (236,437 (151,358 5,206,132 - - - -
Net loss for 2008 - - - - - - - - (7,364,903 - - - (7,364,903
Cumulative translation adjustments - - - - - - - - - 45,901 - - 45,901
Changes in unrealized loss on financial instruments - - - - - - - - - - (4,771,74% - (4,771,74%
Capital surplus from investee under equity method - - - (1,569 - - - - - - - - (1,569
Adjustment to capital surplus due to disposal of

investments - - - (30,409 - - - - - - - - (30,409
Adjustment to capital surplus of conversion option ¢

to the redemption of bonds payable - - - - (368,825 368,825 - - - - - - -
Increase in treasury stock - - - - - - - - - - - (480,806 (480,806
Cancellation of treasury stock (632,800 (186,677 178,354 - - - - - - - - 641,123 -
Compensation cost of employee stock options - - - - 2,362 - - - - - - - 2,362
BALANCE, DECEMBER 31, 2008 $37,273,812 $10,995806 $ 1544992 $ 95,943 $ 2,362 $ 368825 $ - $ - $ (7,364,903 $ 519,091 $ (4559530 $ (622,089 $ 38,254,309

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



WINBOND ELECTRONICS CORPORATION

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash provided by operati
activities
Depreciation
Amortization
Loss on (recovery from) bad debt
Loss on decline in market value and obsolescence of inventorie
Loss on abandonment of inventories
Gain on disposal of investmentst
Investment loss recognized under equity method, net
Impairment losses on financial assets carried at cost
Net (gains) losses on disposal of property, plant and equipmen
rental properties
Recovery from obsolescence of spare parts
Gain on valuation of put option of convertible bonds
Amortization of discount on bonds payable and reserve for
redemption of bonds
Loss on redemption of bonds
Foreign exchange adjustment on bonds payable
Compensation cost of employee stock options
Net changes in operating assetd dabilities
Financial assets at fair value through profit or loss, current
Notes receivable
Accounts receivable
Accounts receivable from related parties
Other financial assets, current
Inventories
Other current assets
Other assets
Notes payable
Accounts payable
Accrued expenses and other payables
Other current liabilities
Other liabilities

Net cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions of property, plant and equipment
Acquisition of longterm investments under equity method
Acquisition of availal#-for-sale financial assets
Proceeds from return of capital by letegm investment under equity
method
Proceeds from return of capital by financial assets carried at cost

2008 2007

$ (7,364,903 $ (5,812,147
8,410,726 10,636,328
731,228 1,422,606
551,000 (274,000
345,986 613,725
68,231 542,146
(184,493 (71,995
1,103,689 1,319,902

71,865 -
(310,100 25,558
(37) (5,450
(67,089 (114,385
65,522 196,471

271,835 -
(203,527 (13,001

2,247 -
420,269 (296,853
7,689 38,414
823,049 3,393,043
536,016 107,765
15,277 11,602
(303,15) (162,194
(38,979 (389,85)
72,405 8,221
(598,272 112,433
(683,630 2,739
(734,397 (406,202}
9,702 1,223
(288,704 20,576
2,729,458 10,906,675
(14,088,56) (7,925,008
(676,569 (2,055,517
(654,018 (1,354,709

583,630 -

20,000 -

(Continued)



WINBOND ELECTRONICS CORPORATION

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars)

Proceeds from disposal of lotgrm investments under equity meth:

Proceeds frm disposal of availabléor-sale financial assets
Proceeds from disposal of financial assets carried at cost

Proceeds from disposal of property, plant and equipment and ren

properties

Receipts in advance from disposal of property, plant and equipme

Payments for intangible assets
Cash transferred to spwrff Logic IC business

Net cash used in investirgtivities

CASH FLOWS FROM FINANCING ACTIVITIES
Increase in shottierm bank borrowings
Increase in commercial paper payable
Increase in longerm debt
Redemption of convertible bonds
Distribution of cash dividends
Distribution of bonus to employees, directors and supervisors
(Increase in) transfer of treasury stock

Net cash provided by (used in) financing activities

NET (DECREASE) INCREASE IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS, BESINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

SUPPLEMENTAL DISCLOSURES OF CASH FLOW INFORMATIC

Cash paid for interest during the year

SUPPLEMENTAL DISCLOSURES OF NONCASH INVESTING AN

FINANCING ACTIVITIES

Current portion of longerm liabilities

Property, plant and equipment reclassified to noncurrent assets
classified as held for k&

Cumulative translation adjustments

Unrealized (loss) gain on financial instruments

Adjustment to capital surplus due to disposal of investments

Capital surplus from investee under equity method

Cancellation of treasury stock

Equity-method investments reclassified into availdollesale financia

assets due to the merger

2008 2007

$ - $ 89,275
720,376 1,439,313

- 2,742

588,138 26,698

- 7,075,000

(200,193 (131,338
(234,813 -
(13,942,00% (2,833,543
2,613,926 -
297,154 -
3,033,383 766,667
(3,685,500 -
- (1,113,60%

- (256,955

(480,806 248,093
1,778,107 (355,800
(9,434,444 7,717,331
15,096,382 7,379,051
$ 5,661,938 $ 15,096,382
$ 924,072 $ 719021
$ 7,666,667 $ 10,882,645
$ - $ 7.411,554
$ 45,901 $ (189
$ (4,771,74% $ 837,229
$ (30,409 $  (14,46)
$ (1,569 $ 25,318
$ 641,123 $ 882,906
$ (584,090 $ -
(Continued)



WINBOND ELECTRONICS CORPORATION

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars)

2008 2007
ITEMS AFFECTED BY SPINOFF OF LOGIC IC BUSINESS
Noncash assets trsfierred to spuoff Logic IC business $ 2,852,582 $ -
Liabilities transferred to spuoff Logic IC business (363,489 -
Acquired net equity in Logic IC business (2,723,910 -
Cash transferred to spuff Logic IC bushess $ (234,813 $ -
CASH PAYMENT FOR ACQUISITIONS OF PROPERTY, PLANT
AND EQUIPMENT
Net increase in acquisition of property, plant and equipment $ 12,506,189 $ 9,231,431
Add payable for property, plant and equipment, begimoif year 3,668,138 2,361,715
Less payable for property, plant and equipment, end of year (2,085,767 (3,668,138
Cash payment for acquisitions of property, plant and equipm: $ 14,088,560 $ 7,925,008
(Concluded)

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



WINBOND ELECTRONICS CORPORATION

NOTES TO FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2008 AND 2007
(In Thousands of New Taiwan Dollars, Unless Stated Otherwise

1. ORGANIZATION AND OPERATIONS

Wi nbond El ectronics Corporation (the fACompal
China (AROCO) on September 29, 1987 and i s
manufacture and marketing of Ver yd dirautsge Sc a
(AlCs0) used in a variety of microel eteetronic

Company offers a foundry service for other Taiwanese and foreign IC producers and
designers. A public offering dhe Compan§s common stock was nade on October 18,
1995, and the stoslaretraded on the Taiwan Stock Exchange.

For the specialization and division of labors and the reinforcement otoorpetitive ability,
the plan tospinoff the Logic IC businesshas beermapprowed in theC o mp & negutar
st o ¢ k hmektihgeonAprd 30, 2008. The logic IC business was spiininto Nuvoton
TechnologyCorporation wholly-owned subsidiaryof the Companywhich is devoted to the
Logic IC business. It assumed all the existing asset$iahilities of the Logic IC business on
July1, 2008. (See note 10)

There are 2,015 and 4,4%nployees in the Company as of December 31, 2008 and 2007,
respectively

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanyindfinancial statements were preparén conformity withthe Guidelines
Governing the Preparation of Financial Reports by Securities Issuers, Business Accounting
Law, Guidelines Governing Business Accounting, amtounting principles generally
accepted in the @C. In preparing financial atements in conformity with theggiidelines

and principles, the Company is required to makeneestimates and assumptions that could
affect the amounts of allowance for doubtful accounts, allowance for invetdentuation
property depreciatignpensia liabilities and product guaranteefc. Actual resultsmay

differ from these estimates.

For the convenience of readers, the accompanying financial statements have been translated
into English from the original Chinese version prepared and used RQie If there is any

conflict between the Engliskersionand the original Chinese version or any difference in the
interpretation of the two versions, the Chinémeguage financial statements shall prevail.
However, the accompanying financial statemeddsnot include English translation of the
additional footnote disclosures that are not required under generally accepted accounting
principles but are required by the Securities and Futures Bureau for their oversight purposes.

The significant accountingrinciples are summarized as follaw

Current/Noncurrent Assets and Liabilities

Current assets include caahdcash equivalents, and those assets held primarily for trading
purposesor to be reared sold or consumed withione yearfrom the balance €et date.

All other assets such ggoperty, plant and equipmeahnd intangible assets are classified as

noncurrent. Current liabilities are obligations incurred for trading purposes or to be settled
within one yeafrom the balance sheet date. All athabilities are classified as noncurrent

-9-



Cash and Cash Equivalents

Cash includes unrestricted cash on hand and cash in bank. Government bonds under
repurchasagreementsind notes acquired with maturities of less ttiaee monthgrom the

date of puchase are classified as cash equivalents. cahging amoungpproximates fair

value.

Financial Instrument at Fair Value through Profit or Loss

Financialinstrumentsat fair value through profit or logaclude financial assets and financial
liabilities held for trading purpose. Upon initietognition they are recognized at the fair
values plus transaction costs. After initial recognition, they are measured at fair values and
the changes in the fair values are recognized as the profits or logsh dividends
received are recorded as dividends revenue, including the dividends received in the year of
acquisition When the financial instruments are disposed of, the difference between carrying
amount and the price received or paid is recognizeéteaprofit or loss. All purchases and
sales ofinancial assetare recorded on the trade date basis.

Derivatives that are not subject to measurement under hedge accountitigsaifed as

financial assets or financial liabilities at fair value thgbuprofit or loss. The positive fair

values of derivatives are recognized as financial assets; negative fair values are recognized as
financial liabilities.

The fair valueof openend mutual fund is the published fair value per ahihe balance sheet
date. Marketable securities agtated at the closing price at th&lance sheet date

Allowance for Doubtful Accounts

Al l owance for doubt f ul accounts is deeer mi ne
evaluation of theprobability of collectionof notes andaccountseceivable The Company

determines the amount of allowance for doukditdountdy examining the aging analysis of
outstandingaccountsreceivableand current trends in the credit quality of its customers as

well as its internal cretlpolicies.

Revenue Recognition

Sales are recognized when titles of products and risks of ownership are transferred to
customers.

Inventories

Inventories are stated at the lower of weigkdgdrage cost or market valueStandard cost
system is adoptednd production variances are allocated to inventory and cost of goods sold
based on preetermined formula. Inventories are evaluated for their net realizable value and
obsolescence based on age of inventoriedhestaricalsales data.

Available-for-sde Financial Assets

Availablefor-sale financial assets atially recognized at fair value plus transaction costs

that are directly attributable to the acquisition of the financial asseiéter initial

recognition, they are measuredait valueand the change# fair valueof availablefor-sale

financial assets areecorded as aadjustmentof stockh ol der sé equi ty. Wh en
assets are disposed of, the related accumulated fair value changéskeareout of

sockh ol der s & e q uzedtiy theapnofit and dossoAf purchases and sales of
availablefor-salefinancial assetare recorded on the trade date basis.

-10-



Stock dividends are recordeib anincreasein the number of shares and do not affect
investmenincomeor thecarrying amout of theinvestment

The fair valueof openend mutual fund is the published fair value per ahihe balance sheet
date. Marketable securities agtated at the closing price at th&lance sheet date

If there is objective evidence which indicatiémt a financial asset is impaired, a loss is
recognized. If, in a subsequent period, the amount of the impairment loss decreases, for equity
securities, the previously recognized impairment loss is reversed to the extent of the decrease
and recorded as adjustment to stockholdgeréquity; for debt securities, the amount of the
decrease is recognized in earnings, provided that the decrease is clearly attributable to an
event which occurred after the impairment loss was recognized.

Financial Assets Carried at Cost

Equity instruments, including unlisted stocks, are measured by the original cost sintartheir
valuecartt be reliably measured. Accounting policies for dividends received are similar to
those in &ailablefor-sale financial assets

An impairment loss is recognizedttiere is objective evidence of impairment and subsequent
reversal of such impairment loss is not allowed.

Long-Term Equity Investments Accounted for Using Equity Method

I nvest ments in corporat i oshigintarest iowdn20% lorthe he Con
Companyexercisesnfluence on the operating and financial policy decisiosm accounted for
by the equity methad

When equityinvestmentsare made, the excess of the purchase cost over the fair value of net
assets represting goodwill will not be amortized, but will be tested for impairment
periodically, or more frequently, if events or changes in circumstances indicate that such
carrying value may not be recoverable.

When theCompanysubscribes for additional investsleares at a percentadéferert from its
existingownershippercentage, the resultimgrrying amounbf theinvestmenin the investee
will differ from the amount of theC o mp & rsha@ of the investéenet equity. The
Company records suchdifference as an adjustmentto longterm investmentswith the
corresponding amount charged or creditedtapital surplus If the balance of theapital
surplusaccountrelating to along-term equity investment is not sufficient to absorb such an
adjustment, any exes is charged againstained earnings

If there is objective evidence which indicates that a financial asset is impaired, a loss is
recognized. For those investees over whichGbmpanyexercises significant influence on

their operating andinancial decision, the assessment of impairment is based on carrying
value. For those investees over which the Company has control, the assessment of
impairment is based on cagknerating units of the consolidated company as a whole.

Longterm equity investmentaccounted for using equity method in which the investee is
acquired by another company and the Company had lost its ability to exercise significant
influence over the investegereclassified into availablor-sale financial assets and stated at
fair value. The difference between the fair value dditablefor-sale financial assetnd the
carrying value of longerm equity investments accounted for using equity method is
recognized in the profit and loss.

-11-



Property, Plant and Equipment

Property, plat and equipment are stated at cost less accumulated depreciation. Expenditures
that would increase the value or extend the useful lives of property, plant and equipment are
capitalized.

Interest is capitalized during the construction penbgropery, plant and equipmenintil a
qualifying asset is substantially completed and ready for its intended use.

Depreciation is provided on the straidime method over the following estimated useful lives
of the related assetslus one additional year foalsage

Buildings 5 to 20 yeal
Machinery and equipment 5 year:
Otherequipment 3to 5 year

When an indication of significant impairment determined any excess of thearrying
amountof an asset over its recoverable amount is recognized as a lbfise recoverable
amountincreass in the future period, the subsequent reversal dhtpairment lossvould be
recognized as a gain. However, thereasd carrying amounof an asset due to reversal of
animpairment losshould not exceed thgarrying amounthat would have been determined
(net ofdepreciatiol, had ndmpairment losdeen recognized for the assets in prior years.

Upon sale or disposal of property, plant and equipment, the related cost and accumulated
depreciation argemovedfrom the accountsand any related gain or loss is included in
norroperating income or neoperating expenses.

Intangible Assets

Intangible assets are stated at acquisition costaleasmulatecamortization and included in

assets Such assets are amortizedeothree to five years from the commencement of
production using the straighti ne met hod. | f t dneémparedgshet s 6 f u
excess of carrying amount will be recognized in current loss to present the fair value of the
assets.

Bonds Payabé

a. Convertible bonds issued befal@nuaryl, 2006
The convertible bondare issued at par value, and the issuing costs are amortized using
the straighine method over the period from the datdssuancedo the date of maturity.
If the put option epires without exercise, the reserve for redemption of convertible bonds
is amortized as a deduction of interest expense over a period starting from the next day of
expiration date of put option to the maturity date of the bonds using the effectivetinteres
rate method.

b. Convertible bonds issued after January 1, 2006

Initial recognition and measurement

In accordance withStatementof Financial Accounting Standards No. 36, Fi nanci al
Instruments: Disclosurand Measuremerit,embedded derivatige such a conversion

option and put optiomvith economic characteristics and rigksit are not closely related

to the economic characteristics and risks of the host comtraseparated from the host
contract Conversion option, giving bondholdec®ntractual ight to receivea fixed

number ofthe Compangs share fora fixed stated principal amount tiie bonds, is
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initially recognized asficapital surplusi stock conversionoptiond The Company
determines thearrying amounbf the conversion option by measugithe fair value of a

similar liability (including any embedded naguity derivatives) that does not have an
associated equity componeatfid thendeducts the fair value of the liability component

from the fair value of the convertible bonds as a whokut option is initially recognized

as ffinancial liabilities at fair value through profit or lo8s When fair value is
subsequently measured, the changes in fair value are recognized in current income. The
carrying value of host contract is measured mbrized cost using the straight line
method; the related interest expense or redemption gain or loss is recognized as current
income.

Conversion angut option

When the bondholders exercise the conversion option, the Company shall adjust the
carrying vdue ofiffinancial liabilitesat f ai r val ue ttofarealugdnd pr of i t
fibonds payableto amortized cost by the straight line method. The aforesaid carrying

value of the bonds and put option is credited to capital stock accounts as ficelpial

surplusi stockconversion optiom.

If the bondholders can exercise put option within one near year after the balance sheet
date, bonds payable and the embeddedeaumity derivatives shall be classified as current
liabilities. However, when theut option expires, unexercised bonds payable and the
embedded noerquity derivatives shall be reclassified to noncurrent liabilities.

If the put option expires withoutexercise the carrying amount of thput optionis
reclassified tacapital surplus ithe strike price is belowhe Companys share priceon the
expiration date of the put option; otherwisige put option shall be credited or charged to
current income.

Reserve for Product Guarantee

For potential product risk, the Company accrues redervproduct guarantee based on the
commitment to specific customers.

Benefit PensionPlan

For employees under defined contribution plamensioncosts are recorded based on the
actual contributions made to employ@epersonal pensioaccounts For emjpyees under
defined benefit pension plans, pension costs are recorded baaetianalcalculations.

Transaction in Foreign Currencies and Translation of Foreign Currency Financial
Statements

Foreigncurrencytransactions are recordedhtew Taiwan dbars at the rates of exchange in
effect when the transactions occur. Exchange gains or losses desiveidreign currency
transactions or monetary assets diabilities denominated inforeign currenciesare
recognized in current income. At thalan@ sheet datessets anliabilities denominated in
foreign currenciesare revalued at thprevailing exchange rates with the resulting gains or
losses recognized in current income or loss.

Foreign norcurrency assets and liabilities (e.g., equity insenthwhich are measured at fair
value shall be revalued #&he balance sheet date exchange ralée related translation
adjustment on\ailablefor-sale financial asseis included in stockholded®quity; and the
translation adjustment oméancialinstrumentat fair value through profit or loss recorded in
current yeads profit or loss. Financial assets carried at cost are measured at historical rate on
the transaction dates.
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Longterm equity investments denominated in foreign currencies argekstathe balance
sheet date exchange rates. The related translation adjustments are re Tt ment
of stockhol dersdo equity.

The aforesaidalance sheet date exchange ratesbased on the middle prices of the major
transaction banks.

Income Tax

The Companyuses an inteperiod tax allocation method fancome tax Deferred income

tax assets and liabilities arecognized for the tax effect of temporatifferences operating

loss carryforwardsand investmenttax credits Valuation allowaces are provided when
necessary to reduce deferred tax assets to the amount expected to be realized. Income tax
expense or benefit is the tax payable or refundable for the period plus or minus the change
during the period in deferred tax assets andliiegs.

Income tax credits, such as for purchase of machinery, research and development expenses
and training expenses, are recognized as deduction of current income tax expense.

Income tax on unappropriated earniags rateof 10%is expensed in theear of sockholder
approval which is the year subsequent to the §eaearnings are generated

Loss per Share

Basic lossper shares calculated by dividing neloss applicable to common stock by the
weighted average number of shares outstanding.

Stok-based Compensation

Employee stock optiangranted betweedanuaryl, 2004 andDecember3l1, 2007 were
accounted for under the interpretations issued by the Accounting Research and Development
Foundation fRARDFQ). Under the interpretations, the Compauppted the intrinsic value
method. Employee stock options granted on or dfieuaryl, 2008 are accounted for under
SFAS No. 39fiAccounting for Shardased Paymernit. Under SFAS No. 39, the Company
adopted the fair value method.

Treasury Stock

The cet of shares purchased or fair value of shares donated by outside parties is charged to
the treasury stock account.

Upon reissuance, the discrepancy between the cost of the treasury shares and the price
received is reflecteds.in stockholdersdé equit)

The Companyo6s st ocikalshtedted ashrgasusywstock.i di ar i es
Spin-off
The Companyspun off the assets, liabilities and operations of its logic IC business into a

wholly owned subsidiary. The Compdayinvestment cost and the subsigdarequity are
based on the book values of the spun off assets and liabilities with no gain or loss.
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CHANGES IN ACCOUNTING PRINCIPLES

Accounting forBonuses t&cmployees, Directors and Supervisors

In March 2007, theAccounting Research andevelopnent Foundation § A R D)Rséued
Interpretation2007052 that requires companies to recognize as compensation expenses
bonuses paid to employeeadirectors and supervisors beginning January 1, 2008. These
bonuseswere previouslyrecorded as appropriationsoin earnings The adoptionof this
interpretationdidn@& result in material effect on the financial statemdntsthe year ended
December 312008.

Accounting forSharebased Payments

On January 1, 2@) the Company adopted the newly released SFAS38lgi Accounting f
Sharebased Paymeatto account for employee stock options. Thus, ®empany
recognized the compensation cost of employee stock options of $@d3andand the

investment loss recognized under equity method of $hbhisandfor the year ended
December 312008.

CASH AND CASH EQUIVALENTS

December 31

2008 2007
Cash on hand $ 23C $ 26C
Checkingaccount 2,33( 62¢
Demand deposit 289,33 164,24
Time deposit 4,774,641 12,063,26
Shortterm bills 595,40( 2,867,98:
$ 5,661,93 $15,096,38

Time deposkin the amounts 0$94,232thousandand $227,068housandas of December 31,
2008 and 200#espectivelywere pledged to secure purchase orders of materials and customs
tariff obligations and arencluded in refundable deposits

FINANCIAL INSTRUMENTS AT FAIR VALUE THROUGH PROFIT OR LOSS

December 31

2008 2007

Financial assets at fair value through profit or{assrent

Openend mutual fund $ - $ 354,41

Forward exchangeontracts 16,02¢ 14,14

Foreign exchange option contracts - 67,73t

$ 16,02 $ 436,29

Financial liabilities at fair value through profit or less

current

Put option ofconvertible bond¢Note 1) $ - $ 402,78:

For the years eded December 31, 2008 and 20QfFe C o mp & rstyatiegy forforward
exchange contracis to hedge its exposures to fluctuations of foreign exchange rate. The
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C o mp & fingnéial risk managementbjective is to hedge most of the market price risk and

cashflows risk.

Outstanding forward exchange contractand foreign exchange option contracts as of
December 31, 2008 and 20G&re summarizeds follows:

December 31, 2@

Sellforward exchange
contracts

Buy forward exchange
contracts

Sellforward exchange
contracts

Sellforward exchange
contracts

December 31, 200

Buy forward exchange
contracts

Buy forward exchange
contracts

Sell foreign exchange
option contracts

Buy foreign exchange
option contracts

Currencies

USD toJPY

JPY toNTD

USD to EUR

USD toNTD

NTD to USD

EURtoNTD

JPY toNTD

JPY toNTD

Contract
Expiration Date

200901.08
200901.22
200901.15

200901.05-200902.05

2008.01.03~2008.01.1
2008.07.10
2008.01.04~2008.07.C

2008.01.04~2008.07.C

Contract Amount
(In Thousands)

US$2,0001P¥95,360
JP¥00,000NT$136,000
US$2,000EURG1,389

US$23,000NT$756,590

NT$485,7500S$15,000
E U R7{DOONT$315,175
JPR49,000,000/N%2,455,500

JP&4,500,000/N$1,227,750

The transactions dfnancial instrumentsat fair valuethroughprofit or loss resulted in a net
gain of $72,18thousandand $241,384housandor theyears ended December 31, 2008 and

2007, respectively

NOTES AND ACCOUNTS RECEIVABLE

Notesreceivable

Less allowance for doubtfulotes

Accounts receivable

Less allowance for doubtful accounts

Accounts receivable from related parties

December 31

2008 2007
$ 8,67¢ $ 16,36¢
(1,000 -
$2,128,91 $2,951,96!
(621,00) (71,000
$1,507,91 $2,880,96!
$ 413,10t $ 961,30
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INVENTORIES

December 31

2008 2007

Finished goods $ 1,793,18 $ 1,408,78.
Work-in-process 3,588,86! 4,660,93
Raw materials and supplies 147,42: 686,77!
Inventories in transit 9 22,71¢
5,529,48 6,779,21.

Less valuation allowance (1,671,94) (1,699,82)
$ 3,857,54 $ 5,079,39.

AVAILABLE -FOR-SALE FINANCIAL ASSETS

December 31
2008 2007
Ownership Ownership
Amount Percentage Amount Percentage

Listed stocks

HannstaDisplay Corporation $1,131,44. 5 $3,653,00: 5
Walsin LihwaCorporation 428,75! 2 924,60: 2
Walton Advanced Engineeririgc. 281,40 14 851,27. 14
Novatek Microelectronics

Corporation 166,36« 1 - -
PowertechTechnologyinc. 87,38: - - -
Asustek Compute€orporation 73,58¢ - - -
Walsin TechnologyCorporation 72,24 2 230,01° 2
Etron Technologyinc. 25,09 1 - -
Openend mutual fund - - 299,78! -

2,266,268 5,958,68:

Less current portion (1,912,61) (299,789

$ 353,64! $5,658,89.

FINANCIAL ASSETS CARRIED AT COST

December 31

2008 2007
Ownership Ownership
Amount Percentage Amount Percentage
United Industial Gase<Co., Ltd. $ 154,86 8 $ 154,86 8
Others 114,02. - 205,88 -
$ 268,88¢ $ 360,75

TheC o mp @& fingndial assetsarried at cost do not have a quoted market price in an active
market, and thdair value cannot be reliably measured. Impairment lossis evaluated
periodically.
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10. LONG-TERM EQUITY INVESTMENTS AT EQUITY METHOD

December 31

2008 2007
Original
Investment Carrying Ownership  Carrying Ownership
Cost Value Percentage Value Percentage

NuvotonTechnologyCorporation

(ANTCO) $ 2,724911 $ 2,666,20. 100 $ - -
Winbond Intél Co 2,419,45 1,568,54i 100 1,550,09 100
Win I nvestment C. 790,11¢ 1,029,60: 100 1,486,43 100
Landmark Group Holdingktd.

(ALandmarlo) 1,127,20: 146,15t 100 527,51: 100
Mobile Magic Design Corporation

(AMMD ©) 50,00( 34,18t¢ 100 31,14« 100
Newf ound Asian C. 231,27 1 100 633,67: 100
Winbond Electronics (H.K.) Limited

( i WE H(éstaplished idune

2008) 1,94¢ 1 100
Marketplace Management Ltd.

(AMMLO) - - - 134,98: 100
Pigeon Creek Holding Co., Ltd.

(APCHO) - - - 1 100

Nuvotoninvestmens HoldinglLtd.

(ANIHQ) (formerly known as WEC

Investmentolding Ltd.) - - - 155,50¢ 100
NuvotonElectronics Technology

(H. K. ) NTHKG® Yfoererly

known as Winbond ElectronicklK)

Limited) - - - 441,56¢ 100
Cheertek I ncorpo - - - 297,84( 24
$ 7,344911 $ 5,444,69 $ 5,258,75!

Equity ingains (osse$ of equity method inveseswassummarized as follows:

Years Ended December 31

2008 2007

NTC $ (69,179 $ -
WIC (226,77 (450,199
Win (71,32)) 51,75¢
NAC (103,63)) 38,42t
Landmark (149,66 (134,959
MMD 2,92¢ 7,207
WEHK (23,73) -
MML (50,319 (120,209
PCH (A79) (282)
NIH (366,08) (759,54)
NTHK (14,25%) 40,10z
Cheertek (41,469 7,79¢

$ (1,103,68) $ (1,319,90)

The carrying amounbf the investmentaccounted for using thequity methodand the related
equity in earnings or losses efiuity methodnvestees were determined based on the audited
financial statenentsof the investees as of and for the same periods ended @ertigany
Adjustmentsto thelongterm equity investmentaccount and unrealized valuation loss on
financial assetswhich were recognized on the basis of she a r e hexuity & invesiees,
are amountedto $860,098thousandand $121,357 thousand as D&cember 312008 and
2007.
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11.

For the specialization and division of labors and the reinforcement otcomeetitive ability,

the Company spun off its Logic IC business and related assets and liabititidhsamounted

to $2,723,910 thousaridto Nuvoton Technology Cogpr at i on ( ANTCO) , a su
Company set wup in April 2008, and then acqui
issued shares on July 1, 2008 according to Enterprise Mergers and Acquisitions Law of the
ROC. After the spiroff, the capital of NC amounted to $2,500,000 thousand, and the
Company had a 100% ownership interest in NTC. Furthermore, the Company reorganized

the structure of the whole group and transferred its Logic IC subsidiaries including NTHK,

PCH, MML and NIH to NTC on July 1, 28 to completethe spinoff project

Cheertek Incorporatiorfi( Geertelk) was merged with Novatek Microelectroni€srporation
(ANovateld) on June 30, 2008with Cheertek as the terminated entityrhus, 24,833,74
commonsharef Cheertek owned by th€ompanywere convertednto 6,622,33%ommon
shares of Novatelequivalento 1%ownershipnterest in Novatek, according to the exchange
ratio. The Companyrecognized a gain on this transaction of $355 B®rsandwhich was
recorded in nofoperating incme and gains- gain on disposal oinvestmens for the year
ended December 32008.

As of June 30, 2008, thenrealizedgain on sale of thintangible assetef LCD Driver IC
department tadCheertek in 2006which amounted to $90,92housandwas recogried as
non-operating incomeand gains- others for the year ended December 32008 since
Cheertek was terminated.

PROPERTY, PLANT AND EQUIPMENT

Accumulated depreciation of property, plant and equipment cedsisthe following:

December 31

2008 2007
Buildings and improvements $ 2,198,75i $ 5,960,03:
Machinery and equipment 25,690,21 31,916,60
Others 924,92¢ 650,83t
$28,813,89 $38,527,47

Capitalized interest for the year ended December 31, 2008 andagtinted t0$189,293
thousandand $73,19Xhousandrespectively The interest rates of interest capitalized were
3.33~3.43% and 2.90%~3.18%, respectively.

As of December 31, 2@) the carrying value of $34,955,906 thousand ofinth Fab
manufacturindacilities was pledged to secure leteym debt. Please refer to Note 16.

In March 2007, the Company entered into an asset transfer agreement with Vanguard
International Semiconductor Corporatidiv[So) to sell the 8nch Fab (located in EShin

Rd.) facilties and manufacturingequipmentfor the price of $7,848 million. Thelosing

date was odanuaryl, 2008. Net profit on this transaction amounted to $451 million, with
leaseback profit of $135 million deferred and will be recognized in the future lpased,

and the remainder of $316 million was recognized as gain on sgeopérty, plant and
equipment for thgear ended December 21008.

As of Decembe31, 2007, the related properties and equipment with a total net book value of
$7,411,554 thousal had been recognized @soncurrent assets classified as held forgale
and the proceeds of $7,Q0B0 thousandcollected under the agreement were recorded as
fireceipts in advance
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12. INTANGIBLE ASSET

December 31
2008 2007

Deferred techical assetsnet $ 565,54! $1,209,64!

In connection with certain technical transfer agreements, the Company made technical transfer
fee payments. Such deferressets areamortized over Iree to five years from the
commencement of production usinget straighdine methodand tested for impairment
periodicdly .

13. SHORT-TERM BANK BORROWING S

2008 2007
Interest Rate % Amount Interest Rate % Amount
Materials procurement loans 1.32-4.24 $1,198,92 - $ -
Bank lines of crdit 1.93~3.84 1,415,00! - -
$2,613,92 $ -

14. COMMERCIAL PAPER PAYABLE

2008 2007

Interest Rate % Amount Amount
Commercialpapermayable 3.12 $ 300,000 $ -
Discounton commercialpape payable (2,84¢) -
$ 297,15 % -

15. BONDS PAYABLE

December 31

2008 2007
Domestic convertible bond#) $ - $  6,90(
Reserve for redemption of convertible bonds - 157
Non-derivativeliability componentf Overseasonvertible
bonds(l11) - 3,208,92

- 3,215,97

Less current portion of loagrm bonds payable - (3,215,97)
$ - $ -

Domestic Convertible Bonds (Il)
(a) Date of issuance: April 15, 1998

(b) Par value: $100 thousand
(c) Location of issuance: Taiwan
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(d) Price of issuance: 100%

(e) Total amount: $6,000,000 thousand

(f) Interest rate: 0%

(g) Date of maturity: April 15, 2008

(h) Provisionof request to redeem the bonds:
The Companymay either redeem the bonds after 2 years until 5 yearsthe date of
issue at 8% as redemption yield rate, or redeem the bonds after Srgeatke date of
issue until 40 days before the date of maturity at a redemption price equal to the par value
of theoutstandingrincipal amount.
A bondholder may request the Compatay redeem the bonds ofpril 15, 2003 at
146.93% of par value.

(i) Conversion price$52.83dollarsper share at the issue date.

(1) Restriction:
) Cash dividend not to exceed 15% of the Co
(i) Effective dividend rate of preferred stocdsued after April 15, 1998 not to exceed

200% of the stated interest rate of the latest issued convertible bonds.

As of April 15, 2008, theonvertiblebonds wereepaidat maturity.
Overseas Convertible Bonds( )

() Date of issuancevlay 24, 2006

(b) Par valuelUS$1 thousand

(c) Location of issuancéssued overseas and listed on 8iegapore Exchange Limited

(d) Price of issuance: 100%

(e) Total amountiyS$120,000 thousand

(f) Interest rate: 0%

(g) Date of maturityMay 24, 2011

(h) Provision of conersion option:

The bonds are convertible into theCompany s c o0 shares at predetermined
conversion pricéat an exchangete of US$1.00 to NTH349

(i) Conversion period: From June 23, 2006 to May 9, 2011

(j) Conversion price$13.69dollarsper shae at the issag date.

(k) Provisionof request to redeem the bonds:

(i) Redemption at maturity
Unless previously redeemed or converted or purchased and cancelled, the Company
will redeem theBonds at 100 percertf their principalamount in US dollars othe
Maturity Date

(i) Redemption at the option of the Company
The Company may redeem tBends (i) in whole or in part at any time on or after
May 24, 2008 and prior to May 24, 2011, if the Closing Price of the Common Shares
on the TSE translated into &l.dollars at the Prevailing Rate for any 20 Trading Days
out of aperiod of 30 consecutive Trading Days, is at least 125% of the Conversion
Price then in effect translated into U.S. dollars at the rate of NT$31.49=U.S.$1.00; or
(ii) in whole but not in pa at any time prior to May 24, 2011, if at least 90% in
principal amount of the Notes has already been redeemed, converted or purchased and
cancelled.

(i) Redemption at the option of holders of tends
The Company will, at the option of the holderaofy Bond, redeem all or somaf that
h ol dRond® an May 24, 2008, at 100 per cent of thgiincipal amount in US
dollars.

() According to SFAS No. 36, the Company has bifurcated the bonds intiability
component and equity component. The bondholdagsexecuted the redemption of the
option on May 24, 2008 Thus, theCompanyhad redeemed all the bonds and waifte
the unamortized discount on bonds of $607 BitRisancand theput option ofconvertible
bondsof $335,692thousand The loss on the edemptionof $271,835thousandwas
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recorded as neoperatingexpensesind losse$ others. Additionally, theapital surplus
of conversion optin, which amounted to$368,825thousandwas adjusted taapital
surplus- others.

16. LONG-TERM DEBT

Decemter 31
2008 2007
Period Interest Rate % Amount Amount
Loan collateralized by tihch Fab
equipment in Centralaiwan 200506.23~
Science Park 201006.23 2.91~337 $ 4,000,000 $ 6,666,66
Loan collateralized by tihch Fab
andequipment in Centralaiwan 200512.29~
Science Park 201012.29 3.08-362 10,000,000  15,000,00
Chinatrust Commercial Bank 2007.12.28~
syndication agreement (1) 201112.28 3.43~3.4 5,000,00! 2,000,001
Chinatrust Commercial Bank 2008.06.27~
syndication agrgement (II) 2013.06.27 3.14-3.94 7,700,001 -

26,700,000 23,666,66
Less current portion of lontgrm
debt (7,666,66) (7,666,66)

$19,033,33  $16,000,00

Loan Collateralized by 12inch Fab Equipment in Central Taiwan Science Park

(8 OnJanuary 24, 2005, the Company entered into a syndication agreement, amounting to $8
billion, with a group of financiahstitutionsto procure equipment for 1ich Fab.

(b) The principal will be repaid @ry six months fronDecembe3, 2007 until maturity.

(c) Please refer to Note 11 for collateral on bank borrowing.

Loan Collateralized by 12inch Fab and Equipment in Central Taiwan Science Park

(&) On October24, 2005, theCompanyentered into a syndition agreementamounting to
$15 billion, with a group offinancial institutions to build plant factory and procure
equipments for l:ihch Fab.

(b) The principal will be repaid every six montlhem June29, 2008 until maturity.

(c) Please refer to NotelXfor collateral on bankorrowing

Chinatrust Commercial Bank Syndication Agreement (1)
(@) In SeptembeR007, the Company entered into a syndication agreement, amounting to $5
billion, with a group of financial institutions to finance the working capit

(b) The principal will be repaid every six months from June 28, 2011 until maturity.
(c) Please refer to Note 11 for collateral on bank borrowing.
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17.

Chinatrust Commercial Bank Syndication Agreement (l1)

(@) OnJune4, 2008, the Company entered intgyandication agreement, amounting to $7.7
billion, with a group of financiahstitutionsto procure equipment for 1ich Fab.

(b) The principal will be repaid every six months fr@acembel7, 2010 until maturity.

(c) Please refer to Note 11 for collaaéon bank borrowing.

The Companyis required to maintain certafimancial covenants, including current ratio, debt

ratio and tangible net equity, on June 30 and December 31 during the tenors of the loans.
Additionally, theprincipaland interest covege ratio should be also maintained on December

31 during the tenors of the loansThe computations dinancial ratios mentioned above are

done based on the audited consolidated financial statements except that the semiannual
financial ratios under the a@nants of the loan collateralized by-ib2h fab equipment in
Central Taiwan Science Park are calculated based on the audited semiannual financial
statements. Although the tangible net equity angtheipaland interest coverage ratio on
December 312008 did not meet the requirements, G@mpanyhad obtained the waivers

from themajority of banks in March 2009.

PENSION PLAN

The Companyhas defined contribution plan based on fihabor Pension Aab. According

to the Act, the Company has madenthly contributions equal to 6% of each empldgee
monthly salaries to employé&eindividual pension accounts starting from July 1, 2005, and
recognized pension cost of $94,387 thousand for the year BredednbeB1, 2008.

The Companyhas a defined befiepension plan covering all eligible employeedfased on

the Labor Standards Law of the Republic of ChitteeC o mp & poyicg is to fund the plan

at 2% of employesb s al ari es and wages. aPénkien Fiind nd
Administration Commiee and is deposited with tigank of Taiwan (theCentral Trust of
Chinahadmergednto the Bank of Taiwan in 2007)

Pension information on the defined benefit plan was summarized as follows:

(a) The components of pension cost for year@@@re as fdbws:

Service cost $ 39,83¢
Interest cost 42,61¢
Expected return on plan assets (26,08%)
Amortization net 8,56¢
Curtailment gain (121,469
Net pensiomain $ (56,52%)

(b) The assumptiongised in determining the actuariakepent value of the projected benefit
obligationas ofDecembeB1, 2008 were as follows:

Discount rate 2.2%%
Expected longerm rate of return on plan assets 2.50%
Rate of increase in compensation 3%~4%
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(c) The funded status of the Plan @aPecember 31, 2008 was summarized as follows:

Benefitobligation

Vested benefit obligation $ 4,01t

Accumulated benefit obligation 551,85!

Projected benefibbligation 968,03:
Funded status

Projected benefit obligation (968,03))

Fair valueof plan assets 591,76:.
Projected benefit obligation in excess of plan asset: (376,270
Unrecognized net transitiabligation 14,96¢
Unrecognized net gain 195,83
Accrued pension liabilities $(165,472

18. STOCKHOLDERSG6 EQUI TY

Common Stock

December 31

2008 2007

Authorized capital

Shares (in thousand shares) 6,700,00! 6,70Q00C

Par value (in dollars) $ 10 $ 10

Capital $67,000,00 $67,000,00(
Outstandingapital

Shares (in thesand shares) 3,727,38. 3,790,66.

Par value (in dollars) $ 10 $ 10

Capital $37,273,81 $37,906,61

As of December 31, 200 the balance of th€ o mp & rcapifal accountamounted to
$37,906,612housanddivided into 3,790,661,193 shares at$H0.00 dollars per share.

In Decembe007, May 2008, anduly 2008, the Company reduced its capital by cancellation

of its treasury stocks of 79,839,000 shares, 4000@0sharesand 23,28Q000 shares,
respectively As of December 31, 2@) the balanceof the Compangs capital account
amounted to $37,273,812 thousand, divided into 3,727,381,193 shares at par $10.00 dollars
per share. Walsin Lihwa is a major stockholder of the Company and held approximately
23% ownership interest in the Company aBetember 31, 208.

According to theCompanylLaw of theROCand theC o0 mp & Articlies of Incorporatiorthe
C o mp & anpudl net income (after income tax) should first be appropriated in the following
order:

(a) offset any accumulated deficit;

(b) appropride 10% of the remainder thereafter as a legal reserve until such reserve equals to
the amount of common stock; and

(c) appropriate necessary special reserve as regulated bgraemestiauthorities.

Unappropriated earnings could be retained for opgyateeds, if necessary. The priority

and the percentage of di st rsiAfiades of tncorpaasionst i pul
are as follows:
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(a) 2% asremuneration to directors and supervisors;
(b) 11% as bonuses to employees;
(c) the remainderthereafter as dividends and bonuses to stockholders.

The total amount of dividends and boesisould be appropriated, in part or in whole, as
general special reserve and then, be distributed.

The aforesaid bonuses to employees include the employees sifliatibs meeting the
conditions set by the board of Directors or, by the Comizaalyairman duly authorized by
the board of directors.

On April 30, 2008, theC 0 mp & negufars t 0 ¢ k hroeetmgapmo¥ed to offset deficits
by legal reserve, special serve, andadditional paidin capital amounted t0$236,437
thousand$151,358housandand $4,818,33thousandrespectively

The appropriation of earnings for 2006 had been approved in the stockbohdeting on
June 15, 2007. The appropriation ofrélags and dividend per share was as follows:

For Year 2007

Appropriation Dividend Per
of Earnings Share (Dollar)
Legal reserve $ 236,43
Special reserve 151,35¢
Remunerationo directors and supervisors 39,53
Bonus to employees 217,42:
Cash dividend 1,113,60! $0.3
$ 1,758,35!

Information on earnings appropriatios available orthe Market Observation Post System
Website of thlaiwanStock Exchange.

Treasury Stock

Treasury stock transactions for the yearezhdecember 31, 2008 were summarized as
follows:

Treasury Stock Treasury Stock

Held as of Increase Decrease Held as of
January 1, During the During the December 31,
Purpose ofPurchase 2008 Year Year 2008
For transferringto the
employees 57,164,00 - 23,280,00 33,884,00
To maintainth&C o mp & n
credibility and
s h ar e hiatdredte r : - 77,000,00 40,000,00 37,000,00
Common shares held by
subsidiaries 10,618,36 - - 10,618,36
67,782,36 77,000,00 63,280,00( 81,502,36
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Treasury stock transactions for the year ended December 31, 2007 were summarized as
follows:

Treasury Stock Treasury Stock
Held as of Increase Decrease Held as of
January 1, During the During the December 31,
Purpose ofPurchase 2007 Year Year 2007
For transferringto the
employees 161,000,00 - 103,836,00 57,164,00
Common shares held by
subsidiaries 10,618,36 - - 10,618,36

171,618,36 103,836,00 67,782,36

Securities and Exchaad-aw Article 28.2 stipulates that the number of treasury stock held by
the Company shall not exceed 10% of the outstanding shares and the amount shall be no more
than the total of retained earnings and realized capital surplus, such as additiosial paid
capital. As of December 31, 280the numberf sharesand cost of treasury stockeve
70,884000shares and $471,838ousand

As of December 31,28 t he Co mp a nBldLshelds10,618,364haes of the
Company6s c whthmamounted t@#1l6k253housand. The shares held by BHL
were treated aseasury stock

Under the Securities and Exchange Act, the Compaaly séitherpledge treasurytsck nor
exercise shareholdersd rights on theThe shar e
Companys stock held by subsidiaries is treated as treasury stock, and the holders are entitled

to the rights of shareholders, except for the right to participate in the Co@apsingre

issuance for cash and vote in sharehofifeeeting.

EMPLOY EE STOCK WARRANTS

In 2002, 2003, and 2008, the Board of Directors of the Company resolved to issue employee
stockwarrans within the quantity of 263,730 thousand, 4,034 thousand, and 45,764 thousand
units. Each individual employee stockarrant is graned the right to purchase the
Companys new issued one common share. The warrants were granted to qualified
employees of th&€ompanyand itssubsidiaries The warrants granted are valid for 5 or 6
years and exercisable at certain percentages after thedsanniversary yedrom the grant

date. The warrants were granted at an exercise price equal to the closing price of the
C o mp & cognrdon sharefisted onthe Taiwan Stock Exchangen the grant date.  For any
subsequent changes in tBeo mp & paydd capital the exercise price and the number of
options are adjusted accordingly.
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Employee stock warrants for the years enbedembe31, 2008 and 2007 were summarized
as follows:

2008 2007
Weighted Weighted
Average Average
Exercise Exercise
Unit Price Unit Price
Employee Stock Warrants (Thousand) (Dollar) (Thousand) (Dollar)

Outstanding balance, beginning

year 9,37¢ $21.79 177,89¢ $19.38
Warrants granted 45,76¢ 3.02 - -
Warrants exercised - - - -
Warrants cancédd - - - -
Warrants expired (9,427 21.0 (168,52)) 19.22

3.02

Outstanding balance, end of yee 45,71¢ - 9,37¢ 21.79
Warrants exercisable, end of ye: - 9,37¢ 21.79

Information aboubutstandingvarrantsas d December 31, 2@and 2007 wass follows:

December 31
2008 2007
Weighted Average Range of Exercise

Range of Exercise Weighted Average

Price (NT$) Contractual Life (Years) Price (NT$) Contractual Life (Years)
$3.02 4.83 $24.30 0.27
$12.25-$14.10 0.23

PERSONNEL EXPENSE, DEPRECIATION, AND AMORTIZATION

Year Ended December 31, 2008

Non-
Operation
Operation Operation Expense
Cost Expense and losses Total
Personnel expense

Salary $ 1,510,811 $ 1,008,69 $ - $ 2,519,53
Insurance 95,45: 49,82 - 145,28(
Pension 94,33: 64,81°* - 159,14t
Others 13,34( 6,69¢ - 20,03t
$ 1,713,96! $ 1,130,03 $ - $ 2,843,99
Depreciation $ 8,213,511 $ 197,21t $ - $ 8,410,72
Amortization $ - $ 712,76t $ 18,46: $ 731,22¢
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Year Ended December 31, 2007

Non-
Operation
Operation Operation Expenses
Cost Expense and losses Total
Personnel expense

Salary $ 262531 $ 1,389,231 $ - $ 4,01454
Insurance 175,70t 68,50: - 244,20t
Pension 181,61( 93,51¢ - 275,12
Others 24,69 9,37¢ - 34,07
$ 3,007,320 $ 1,560,63 $ - $ 4,567,95
Depreciation $10,402,49 $ 233,83 $ - $10,636,32
Amortization $ - $1,407,28 $ 15,32 $ 1,422,60

INCOME TAX

Components of income tasredit @€xpensg for the year ended December 31, 20@ere

summarized as follows:

Current hcome taxcredit

Deferred incoméax assetand valuation allowance

adjustment

Provision forincome tax

$ 1,730,00t

(1,730,00)

$ -

Components ofleferredncometax assets as of December 31,20@reas follows:

Deferredincometax assets
Net operating loss cafforwards
Investmentax credits
Allowance for inventory devaluation losses
Allowance for doubtful accounts
Deferredtechnicalassets
Unrealizedexchange loss
Unrealized investent loss
Unrealizedreserve for product guarantee
Deferred income
Unrealized profit on intercompany sales

Deferredincometax assets
Less aluation allowance
Deferred income tax liabilities

Unrealized gain on financial instruments

Deferred income tax assetset

Deferredincometax assetscurrent (undeother current

assetp

Deferredincometax asset, noncurrent (undeother

assetp
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$ 4,339,001
7,439,001
418,00(
149,00(
137,00(
20,00(
13,00(
12,00(
8,00(

3,00(

12,538,00
(8,792,00))

3,746,001
(4,000
3,742,001

(586,000



Reconciliation ofincome taxcredit and operating loss carryforward®r the year ended
December 31, 2@wasas follows:

Income taxcreditat statutory rate $ 1,841,00!
Increase (decrease) in tax ritisg from
Unrealized investment loss (293,001)
Tax-exempt income on disposal of domestic
investmens 46,00(
Dividend income 85,00(
Othes 51,00(
Current income tax credit 1,730,001
Provision fordeferred tax assets (282,0M)
Operating losgarryforward $ 1,448,00!

According to Enterprise Mergers and Acquisitions Law of the R@®@ Compand s
investmentax credis transferred to NTC due to the logic IC Business-gfirproject on July
1, 2008 weras follows:

Investment Tax
Expiry Year Credits
2008 $ 274,00(
2009 349,00(
2010 437,00(
2011 435,00(
2012 173,00(
The Compapd s i n vtexsctedisemdtoperating loss carryforwards of December 31,
2008 wereas follows:
Investment Operating Loss
Expiry Year Tax Credits Carryforwards
2009 $ 3,309,00t $ -
2010 1,795,001 -
2011 867,00( -
2012 1,468,00C -
2013 - 1,02600C
2014~2018 - 3,313,001
$ 7,43900( $ 4,339,00

At Decanber 31, 208,t h e C o napcanmuhatédsdeficifrom 1998 onward amounted to
$7,364,903housand.

The Imputation Credit Accourdas of December 31, 28amounted to 3,089 thousand.
The creditable ratios for distribution of earnings of 2007 were 6.16%.

The Companyds i nc o 205hava lBeenreramined arsl approvedhby thé
tax authority
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23.

As of December 31, 200&he Companyhas tax refundeceivableunderother assetsothers
amounted t&44,500thousandvhich occurredn 2008 and yearngrior to 2008.

LOSSPER SHARE

Basic losger shargin dollar)

Years Ended December 31

2008 2007
Before After Before After
Tax Tax Tax Tax
$ (200 $(200 $(1.5) $ (1.57)

Calculation of losper sharevas summarizeds follows:

Year Ended December 31, 2008

LossPer Share

Amount (In Dollar)
Before After Shares(In Before  After
Tax Tax Thousands! Tax Tax
Basic losger share
Netloss $(7,364,90) $(7,364,907) 3,674,281 $(2.00) $(2.00

Year Ended December 31, 200

LossPer Share

Amount (In Dollar)
Before After Shares(In Before  After
Tax Tax Thousands, Tax Tax
Basic losger share
Netloss $(5,812,47) $(5,812,14) 3,709,801 $(1.579) $(1.57)

RELATED PARTY TRANSACTIONS

The names and relationshipf related parties are as follows:

Related Party

Wal sin Lihwa Corpo

Winbond Electronics (HK.) Limited
(AWEHKO)

Mobile Magic Design Corporation
(AMMD 0)

Cheertek Incorpora

Winbond Electronics Corporation Americ
(AWECADO)
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Relationship with the Company

Walsints chairmars one of the immediate
family members of
chairmanmand Walsin holds a 23%
ownership in the Company as of
December 31, 2008

The Company holds a 100% ownership
interest directlyestablished idune 2008

The Company holds a 100% ownership
interest directly

The Company holds 24% ownership
interest directly and% ownership
interest indirectlymerged by Novatek
MicroelectonicsCorporationand
terminated odune 30, 2008

The Company holds a 100% ownership
interest indirectly



Related Party

Winbond Electronics Corporation Japan
(AWECJO)

Nuvoton Electronic§echnology(H.K.)
Limited (ANTHK0) (formerly known as
WinbondElectronics HK) Limited)

Walton Advanced Engineeririgc.
(AWaltono)

Hannstar Display C
Di spl ayo)

Walsin TechnologyCorpaation (RWTCOQ)

WinbondInt@ Corporation(AiWIC0)
Win InvestmentCorporation(fiWIN0)
NuvotonTechnologyCorporation(fiNTCo)

CFPTechnologyCorporation(fiCFR))

Relationship with the Company

The Company holds a 100% ownership
interestindirectly

The Company holds H0®% ownership
interestindirectly

Waltons chairmans one of the immadiate
family members of
chairman The Company is a director
Walton.

Ha nn st a rschliimarg dna gf the
immediate family members of the
Companyd6s chair ma

WTCG& chairmanis one of the immediate
family members of
chairman The Company is a supervis
of WTC.

The Company holds H0% ownership
interest directly

The Company holds H00% ownership
interest directly

The Company holds H00% ownership
interest directly

A 70% indirectly owned subsidiabefore
August 2008 and a 47% indutly owned
equitymethod investee after August
2008.

Major transactions with related parties were summarized below:

Sales

NTHK
WECJ
WEHK
WECA
Walton
CFP
Cheertek
Others

Purchase

NTC
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Years Ended December 31

2008 2007
$2,106,94 $5,589,85!
1,413,171 1,527,94.
779,68! -
357,95 965,12t
14,04¢ 188,79:
8,08¢t 24,152
- 131,44:
75€ 78€
$4,680,64' $8,428,10i

Years Ended December 31
2008 2007

$ 93,87¢ $ -



Manufacturing Expenses

Walton
MMD

Selling Expenses

WECJ

General and Administrative Expenses

Walsin
Others

Years Ended December 31

2008 2007
$ 808,17 $1,043,54

3,251 20,93¢
$ 811,43 $1,064,48:

Years Ended December 31
2008 2007

$ 25,38! $ 34,93

Years Ended December 31

2008 2007
$ 8,70( $ 9,15¢

9 -
$ 8,70¢ $ 9,15¢

Research and Development Expenses

MMD
NTC

Years Ended December 31

2008 2007
$ 87,11« $ 88,91¢

4,06¢ -
$ 91,18: $ 88,91«

Service Revenudrecorded asfinon-operating incomeand gains- otherso)

NTC
Cheertek
Others

Years Ended December 31

2008 2007
$ 694 $ -
43¢ 2,83¢
39¢ 39¢
$ 1,52¢ $ 3,231
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Notes and Accounts Receivable

December 31

2008 2007
WEHK $ 173,78: $ -
WECJ 140,35! 349,25
WECA 98,61t 23,94¢
NTHK - 578,11¢
Others 35¢ 9,991
$ 413,10t $ 961,30

Other Financial Assets, Current andOther Current Assets

December 3:
2008 2007
NTC $ 20,20! $ -
Others - 71
$ 20,20 $ 71
Notes and Accounts Payable
December 3:
2008 2007
Walton $106,13! $297,28!
NTC 14,18 -
$120,32! $297,28!
Other Payablesand Other Current Liabilities
December 3:
2008 2007
Walton $ 39,56° $ 3,71t
MMD 28,96¢ 29,90:
WECA 6,56¢ 9,99¢
NTC 5,15¢ -
WECJ 3,60( 9,59
NTHK 3,56: -
Others 1,357 1,40(
$ 88,77( $ 54,60°
Deposits Received
December 3.
2008 2007
Hannsar Display $ 1,69 $ 1,69
WTC 1,69¢ 1,69¢
Others 1,69¢ 1,917
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The related party transactions were conducted under normal terms.
Property Transactions

The Compangs sale of property iR00B wassummarizeds follows:

Selling Carrying Disposal
Related Party Sales Items Price Value Income
Cheertek Machinery andequipment $ 3251 $ 2847 $ 41C

Guarantee
Please refer to Note 25.
Compensationinformation of directors, supervisors, and management psonnel

Years endec

December 3:
2008 2007
Salary $ 38,81 $ 38,61¢
Bonus and special compensation 12,70¢ 17,46¢
$ 51,52( $ 56,08

PLEDGED AND COLLATERALIZED ASSET

Please refer to Nott, Note 11 and Note 16.

COMMITMENTS AND CONTINGENCIES
Letters of Credit

Amounts available under unuseétters of credit as of December 31, 800vere
approximatehJS$,117thousandJP¥,712,892housanchndE U RL{220 thousand.

Guarantee

As of December 31, 2@)the Company guanteed US$000thousand$500,000thousand
and $1,05M00thousandor its related parties, WIGNin, and NTC respectively.

Agreement

In August 2004, the Company entered into an agreement with-eelated party to license

90nm DRAM manufacturing échnology The Company has to pay the technical transfer

fee. Additionally, the Company has agreed to provide some capacity and make royalty
payments until the end of 2009 based on the net sales of the related products at the rates
specified in the agreeent.

In August 2006, the Company entered into an agreement with aelated party to license

80nm DRAM manufacturing technology and reserved a certain percentage of production
capacity of 12nch Fab.
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In June 2007, the Company entered into an agreemigm a nonrelated party to license
75nm and 58nm DRAMnanufacturing technology The Company has to pay the technical
transfer fee. Additionally, the Company has agreed to provide some capacity and make
royalty payments for 5 years based on the netssaf the related products at the rates
specified in the agreement.

In April 2008, theCompanyentered into aragreementwith a nonrelated party to license

65nm Buried Worldline DRAM manufacturintgchnologyfor replacemenbf 58nm DRAM
manufacturing technology ~ The Company has to pay the technical transfer fee.
Additionally, theCompanyhas agreed to provide some capacity and make royalty payments
for 5 years based on the net sales of the related products at the rates specified in the
agreement

DISCLOSURES FORFINANCIAL INSTRUMENTS
Fair Value of Financial Instruments

Carrying value andafr value of financial instruments as of December 31,82@@re
summarizeds follows:

Carrying Fair
Nonderivative Financial | nstruments Value Value
Assets
Available-for-salefinancialassets, current and
noncurrent $ 2,266,26 $ 2,266,26.
Liabilities
Shorttermbank borrowings 2,613,92 2,613,92
Commercial papgpayable 297,15« 297,15¢
Longterm debtincluding current portion) 26,700,00( 26,700,00
Carrying Fair
Derivative Financial I nstruments Value Value
Financial assets at fair value through profit or Jossrent
Forward exchangeontracts $ 16,02t $ 16,02t

Methods and assumptions used determiningfair value of financial instrumentsvere
summarizeds follows:

(a) The fair value of cash and cash equivalentdées and accounts receivatiéher financial
assetsrefundable depositshorttermbank borrowings, commercial papsayable notes
and accourst payable and other payablesapproximats their carrying value due to the
shorttermmaturitiesof these financial instruments.

(b) The fair value of financial instruments at fair value through profit or loss and
availablefor-sale financial assets isugted by market priceThe fair value offorward
exchange contracts measured, according to its specific confimsettlement rate, by the
middle exchange rate and the discount rate quoted by Reuters. The fair value of foreign
exchange option contradts measured, according to its specific contiasettlement rate,
by the discount rate and volagliguoted by underwriting bank.

(c) TheC o mp & fingn@ial assetsarried at cost do not have a quoted market price in an
active market, and tHair value cannotbe reliably measured.
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(d) The fair values of longerm debt arestimatedy discounted cash flow analysis, based
the Gmpany s c ur r e nldng terentb@rswindgsonith similar types. As of
December 31, 2@) the discount rate used intelemining thefair valueswas 3.08%.

The fair value of financial instruments that used the quoted market price in active market or
other method of valuation is summarized as follows:

Quoted
Market Price Other
in Active Method of
Market Valuation Total
Assets
Financial assets at fair value through profit
loss, current $ - $ 16,028 $ 16,02t

Available-for-sale financial assets, current 1,912,61! - 1,912,61
Available-for-sale financial assets, noncurre 353,64! - 353,64!

Net loss on changesof the fair value determined using valuation techniques is $65,852
thousandor the year ended December 31, 2008.

As of December 31, 2008, financial assets and liabilities exposure to cash flow risk that
resulted from interest rate cheges amounted to $244,232 thousand and $22,076,635
thousand, respectively. Financial assets &alilities exposure to fair value risk that
resulted from interest rate changes amounted to $5,220,046 thousand and $7,534,445
thousand, respectively, as oé&mber 31, 2008.

Adjustment of stockholde@sequity due to the fair value changes of availdbtesale
financial assets amounted to $3,699,432 thousand as of December 31, 2008.

Financial Risk Information

a. Market risk
All the derivative financial istrumentshe Companyentered into are forward exchange
contracts in order to hedge changes in fair valu®reign-currencyassets and liabilities.
The fair value of forward exchange contracts will fluctuate because of changes in foreign
exchange rates.

b. Credit iisk
The Company is exposed to the credit risk that cowpdgres or thireparties may breach
the contracts. The risk results from the concentrations of credit risk, elements, contract
price, and accounts receivable. The Company requéstethjor transaction parties to
provide collaterals or other rights to reduce such risk.

c. Liquidity risk

The Company has sufficient operating capital to meet the cash demand for the contracts.
Thus, the fundaising and cash flow risks are nmoateral.

-36-



d. Cash flow risk orchange ofnterest rate

The C o mp & foggferm debt is with floating interest rate.

thousand per year.

27. FOREIGN SALES AND MAJOR CUSTOMERS

Effective rate and future
cash flow of the Company will fluctuate as a result of changes in market interest rate. |If
the market interest ratecreases by 1%, the cash outflow will increase by $220,766

Years Ended December 31

2008

Europe $ 7,478,06
Hong Kong 3,764,63
Japan and Korea 3,327,583’
United States 384,64¢
Others 2,805,94.

$17,760,83
Percentage to total sales 81%

2007

$10,268,88
7,208,40.
3,554,90:
972,08t
2,372,84.

$24,377,11

76%

Themajor customerthat accounted fat0%ormoreo f t he Companyds

Years Ended December 31

2008
Customer H $ 6,319,11.
NTHK 2,106,94.
Percentage to total sales 3%
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2007

$10,134,41
5,589,85

$15,724,27

4%

sal es



