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I.Report to shareholders
A. 2018 business performance

The Company's consolidated revenue grew by 9.4%, from NT$ 40,705.66 million in 2017
to NT$44,545.05 million in 2018, an increase of NT$ 3,839.39 million, with consolidated
pretax profit increasing by 19%, from NT$ 5,276.48 million to NT$6,280.36 million, an
increase of NT$ 1,003.88 million.

The business of 2018 had been influenced by the global financial environment. The main
attributor was a loose monetary policy that rendered new high of capital-market indices of
stocks, futures, and bonds, which in turn resulted in the rise of prices of raw materials and oil.
However, the increased costs of materials and pays were not easy to be passed on to consumers
due to weaker-than-expectation consumption power and acute competition in the downstream
sector.

Following inventory reduction in the fourth quarter in 2018, sports, fashion, and
functional apparel brands in the U.S. and Europe resumed purchase in the first quarter of 2019
while tariffs and the present international supply chain are being impacted by trade disputes
arose from trade deficits which the U.S. had with its major trade partners, including China,
Germany, and Japan. Should the disputes be settled smoothly, the Company expects to attain its

2019 growth target, given robust economy and rising consumption power in Northern America.

B. 2019 The company's business plan summary, company development
strategy in future, Influenced by the external competition environment,
regulatory environment and overall business environment.

(A) Filament woven and dyed fabrics:

In 2018, with continuous slow growth of the apparel consumption market and the
approach of completion of inventory adjustment on the end market, sales of autumn and
winter apparels picked up, leading to increase of orders from brand vendors. In 2019, the
U.S. apparel market is expected to remain robust and sports and casual wear featuring
coziness, functionality, and fashion will be market mainstream, providing the 2019
apparel market growth momentum, as a result of which orders from major sports brands
will increase. Meanwhile, in line with branded vendors' plan to integrate fabrics,
consolidate supply chain for garment production, in the hope of shortening delivery time
and increasing local sourcing. In 2019, the Company's Vietnamese plant is expected to see
phenomenal growth in orders from branded vendors and sales of the mainland Chinese
plants will also grow while the Taiwanese plants will focus on the development of
differentiated products, functioning as the platform for product development and

innovation and business integration for brand projects so as to sustain growth of orders.



There are four end markets for the Company's filament woven fabrics: outdoor
performance wear, sportswear, casual wear, and umbrella. In response to international
brands' development trend crossing fashion and sportswear, the Company will increase the
proportion of high niche and environment-friendly differentiated products, such as light
weight micro-denier textiles, spandex fabric, environment-friendly materials, special
breathable waterproof laminated fabric, and coated textiles, meeting customized demands

of emerging brand customers with potential.

For production and marketing, the Company's R&D team takes charge of product
innovation and upgrade while the marketing team focuses on market exploration and
augmentation of market share. As to the ordinary management, the Company has been
pushing process upgrading, lowering failure cost, conserving energy, and introducing Al
and industry 4.0 to consolidate the quality of core products, enhance productivity and
boost product competitiveness. On operation, to respond to local sourcing and take
advantage of regional preferential tariffs, the Company has been working on effective use
and integration of respective advantages of five production bases in Taiwan, mainland

China, and Vietnam and optimization of its product portfolio so as to maximize synergy.

The market of filament woven fabrics in 2019 is about to be of challenge as a result of
uncertainties of external financial and economic circumstances. Even with high
expectation for 2019 orders from main brands, to attain the 2019 growth target, the
Company has to strive for lead generation, intensify strategic partnership with various

brands, and ally with their designated apparel suppliers.
(B) Tire cord fabric

Trade disputes between the U.S. and its major trading partners, including China, Germany,
and Japan, had made worldwide impacts all through 2018. Auto and related assembly
manufacturing suffered a heavy blow, which had a ripple effect on production and sales of
the Company’s tire cord fabric. Besides such circumstances, unfavorable tariffs and
smaller production scale than that of competitors also challenge the operation of the
Company’s Taiwanese Tire cord Plant. To survive, the Company has still strived to beat
the odds via a flexible separate-production-n-centralized-distribution strategy through
taking the Vietnamese Plant as the distribution/production center for exploitation of the
zero-tariff privilege for exports to ASEAN (Association of Southeast Asian Nations)
markets, gains of orders from ASEAN, China, Korea, Japan, India, Europe and the U.S.,
and acceptance of orders of zero-profit products if they are produced in the Taiwanese
Plant. With completion of its expansion project, the Vietnamese Plant can adjust its

product portfolio to meet the needs of customers.

In 2019, along with solicitation of more orders from existing domestic and overseas
customers, the Company will intensify efforts to seek new customers, develop new

products with different specifications, expand business for low-denier high-margin



bread-winning products, and raise prices for slim-margin products. In addition, it will
improve process, such as an increase of the speed of dipping machines, the control of
repair-maintenance expenses and inventory level, etc., negotiate with material supplies,
especially tire cord yarn suppliers, for price cut, and take customers' demands in physical
properties as requirements for quality. The parent plant in Taiwan will continue raising its
share in the market of the world's top 30 tire brands, as well as the share of differentiated
products and those with high added value. 2019 profits are expected to be higher than the
2018 level.

(C) Gas station

As of the end of 2018, Formosa Petroleum Station had had 106 gas stations, making it one
of the top 5 gas-station brands in Taiwan for years. With international oil prices rising
continuously, thanks to agreement of output reduction by oil-producing countries, revenue
grew. Formosa Petroleum Station has been able to maintain steady profits for years,
thanks to the policy of removing inferior gas stations through assessment of their
performance, locations, plus the length of lease contract. Profit in Q4 2018 was affected
by the government policy of freezing oil prices, which reduced the valuation of oil in
stockpile. Given fluctuation in international oil prices in recent three years, inventory level
of oil tanks should be closely monitored and adjusted flexibly. The number of gas stations
with self-service has been increased to 93, such increase will go on if benefits justify.
Effort will be intensified to increase the number of contracted customers with monthly
settlement of bills, including enterprises and owners of agricultural or engineering
machines. Efforts have also been made to diversify income sources, such as service of
patented car washers and sales of travel and daily-life goods and auto accessories via B2C
channel. Formosa Petroleum Station has been continuously offering various training
courses, such as SOP, 5S, and TPM, to station workers to attain quality service and
standardized management. Its business scope is planned to include the operation of
charging stations for electronic products, service of car inspection, and sales of products
for car detailing and maintenance. In 2019, the volume of sold oil is anticipated to swell,
which benefits form the government’s advocacy of domestic tourism; its revenue is

expected to be stable even with the fluctuation of international oil prices.
(D) Cotton yarn

Despite the double impacts of the competition of increasing amount of imported yarn and
shrinking domestic demands, the Company is able to flexibly respond with the rapid
development capability by consolidating regular-yarn business of the domestic market
with branded vendors and channel partners, penetrating the markets of functional yarn and
regular yarn in Latin America, Southeast Asia, and Korea, leading to growth in revenue
and profits in 2018.



In 2019, the Company will continue tapping overseas markets, actively tapping business
of customers of protective-gear yarn, and launching operation of multi-function spinning
machines, accommodating the product portfolio of branded customers, as a result of

which sales of cotton yarn are expected to score slight growth.
(E) Special textiles

Sales of special fabrics reached the objective in 2018, thanks to increased open-bidding
orders for petroleum-worker uniforms and orders for fireproof fabric for military and
policemen clothes. Due to the requirement of lightweight, the Company’s ballistic fabric
is replaced by high-strength lightweight PE, and only Indonesian open-bidding order of
ballistic fabric for ballistic helmets is received. Orders for anti-static fabric also dropped,
as a result of price competition by Chinese suppliers. However, thanks to the contribution
of high-priced medical fabric and fabric for paint spray coveralls, revenue and profits

managed to grow in 2018.

In 2019, sales of special fabrics are expected to grow further, thanks to expected supply of
near-infrared fire-proof laminated camouflage fabric to the military, the just concluded
three-year contract for supply of petroleum-worker uniforms to Southeast Asia, and orders
of anti-static fabric for permeable paint spray coveralls and anti-bacterial clothes for food

manufacturing.
(F) Carbon-fiber composite material

Major products in this category include 3k and 12k carbon-fiber fabric, 12k reinforcement
material, 12k/24k one-way prepreg, 3k two-way prepreg, and carbon-fiber panel, mainly
for supply to domestic manufacturers of bike components and parts, sports gear,
reinforcement construction materials, and 3Cs, plus exports to Japan, Korea, Thailand,
Indonesia, Brazil, and Europe. Sales shot up in 2018, thanks in part to lower comparison
base in 2017.

In 2019, the Company should focus on seeking civil-engineering business via open
bidding for reinforced materials, developing high Tg (with glass transition temperature of
180 ‘C, 250 °C, or 300 C) resin prepreg, and tapping high value-added robotic arm
markets. In addition, it has to tap the markets of yacht, ship, and turbine blade for
multi-axis/-layer carbon fiber fabric, the markets of robotic arm and auto accessories for
expansion-fiber textiles, the water-transport robotic arm market for carbon fiber panel, and
the 3C market for thermoplastic and thermoset carbon fiber panel. Sales are expected to
expand further in 2019.

(G) Plastic bag

Following strike by some customs employees in Chile in the fourth quarter of 2017, influx

of orders from South America resumed in the first quarter of 2018, which, plus increased
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orders from 7-11 in Japan, the largest overseas market, enabled 2018 sales to score slight
growth, but efforts to hike unit price and effectively respond to fluctuation of the
exchange rate between NT dollar and Japanese yen have to be made for better

performance.

Sales are expected to drop significantly in 2019 as Japan's 7-11 channels will push
biodegradable plastic bags, then charging fee for plastic bags. In response, the Company
has rolled out T-shirt bags with biodegradable materials, which has higher added value,
and will have the product certified.

In 2019, energy and raw material prices are expected to rise, which, plus climate change
and price competition, will pose major difficulty and challenge for business operation,
especially in the consolidation and upholding of the existing supply chain. In response, the
Company will push various improvement projects, invest in new capacities and new
technologies, flexibly adjust the division of labor, in terms of regional sales, global marketing,
and specialty-based production, among the five production bases in Taiwan, China, and
Vietnam. The Company will take pains in eliminating failure cost, do the right things, pursue
high added value, uniform standards, and refined quality, and create and expand synergy, in
addition to intensifying corporate governance and fulfillment of corporate social
responsibilities and promoting environmental protection, in line with the global current so as to
attain performance target, co-benefits and co-prosperity with supply-chain partners, a
sustainable win-win outcome with customers, and the vision of creating sustainable growth for

investment returns for shareholders.



II Company profile

A. Incorporation date

B.

April 19, 1973
Company history

Founded by Formosa Chemicals & Fibre Corp. and a number of business figures, the
company was incorporated on April 19, 1973, dubbed "Formosa Fiber Co., Ltd.," for
engagement in the weaving, dyeing, and printing of long-fiber Polyamide and polyester
weaving fabric. Renamed as Formosa Taffeta Co., Ltd. in Jan. 1979, the company's paid-in
capital reached NT$120 million in the beginning, which has been enlarged in subsequent years,
via several capital increments with earnings, to fund business diversification, with existing
major products including long-fiber Polyamide and polyester dyeing-and-finishing converted
fabric, blended fabric, long- and short-fiber weaving fabric, composite functional fabric,
short-fiber yarn, tire cord, PE bag, stab-proof fabric, fire-proof and fire-fighting fabric, gas
station, and carbon-fiber fabric and composite materials. Formosa Taffeta Co., Ltd. has
become a world-class manufacturer, in terms of both production scale and quality, of
long-fiber Polyamide and polyester weaving fabric, notably in the fields of sportswear and
outdoor functional clothes, progressing in sync with fashion current and the development of
major international brands. Corporate chronology follows:

1972  Founders Wang,Yung-Chin; Wang Yung-tsai; Lai,Shu-Wang and Hsie Shih-ming
formed a preparatory office for the establishment of factories producing long-fiber
Polyamide and polyester weaving fabric, dyeing and finishing, and printing.

1973  Approved by the Ministry of Economic Affairs, Formosa Fiber Co., Ltd. came into
being, with Lai,Shu-wang as chairman of the Board and Hsie Shih-ming as president.
Ground was broken in Nov. for the construction of factories.

1974 Test run of factories in Sept.

1975 Official inauguration in Jan.

1977 Expansion of printing plant, for the production of flat and rotary printing fabric
umbrella cloth

1978 Expansion of 1st weaving fabric plant with addition of warping machine, sizing frame,
beaming machine and weaving machine, making it an plant with integrated weaving
operation.

1979  Approval for name change to Formosa Taffeta Co., Ltd. in Jan.; expansion of weaving
fabric plant and 2nd dyeing and finishing plant, and establishment of umbrella ribs
plant, doubling the output of taffeta fabric and diversifying operation with the addition
of umbrella ribs plant.

1980 Construction of tire-cord plant with monthly capacity of 600 tons, leading to further
diversification of the company's operation.

1981 Construction of new tire-cord plant, boosting total capacity to 14,400 ton/year, and
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1982
1983

1984
1985

1986

1987

1988

1989

1990

1991

expansion of the machinery equipment of umbrella ribs plant.

Installation of automated equipment and capacity at dyeing and printing plant.

Setup of 2nd weaving fabric plant, with annual capacity of 60 million yards of grey
cloth for dressing materials.

Setup of 3rd dyeing plant and PE bag Plastics Processing Plant.

Setup of function-oriented units, for the first time ever, including 1st production
division (for long-fiber fabric), business division, and 2nd production division (tire
cord, umbrella ribs, and PE bag); expansion of the president's office, in charge of
regular management works, instead of merely auditing and statistics works in the past;
installation of first Oil and electricity cogeneration motors; share listing in Taiwan on
Dec. 24, with IPO price set at NT$19.5 per share, transforming the company into a
public company, a milestone in the development of the company.

Setup of financial division in July, investment in the construction short-fiber cotton
spinning plant, cotton weaving plant, cotton dyeing plant featuring integrated
operation, greatly boosting the scale of diversification via the blending of long- and
short-fiber fabrics; expansion of printing equipment at 2nd dyeing plant of 1st
production division and the equipment of 2nd weaving plant.

Organizational reshuffle in May with setup of 1st, 2nd, and third business divisions, in
place of original function-oriented production divisions and business division, pushing
of profit-center system for business divisions, which are responsible for both
production and marketing performance; installation of special processing machinery
equipment and construction of warehouses for finished products.

Construction of second set of waste treatment equipment and expansion of the
machinery equipment of tire cord plant; registration of "Abletex" trademark for
water-proof/moisture-vapor fabric, initiating multi-brand marketing.

Setup of second set of oil and electricity cogeneration motors and PVA resin for
weaving recycling system at cotton dyeing plant. Setup of Hong Kong subsidiary in
April, renamed as Formosa Taffeta (H.K.) Co., Ltd. in Sept, with paid-in capital of
HKS$7 million, as the company's first overseas sales overseas office, mainly for
reception of transshipment orders, taking over agency business in Hong Kong and
Macao gradually, plus preparation for setup of factories in mainland China.

Setup of first Automatic Storage System for gray and construction of an eight-story
dormitory. Investment in the founding of Formosa Advanced Technologies Co., Ltd.
with paid-in capital of NT$200 million, in Hsinchu Science Park in Sept. for the
production of cathode power supply components and molybdenum sheets, and
investment in the founding of Formosa Development Co., Ltd. with paid-in capital of
NT$100 million, in Douliu City of Yunlin County for engagement in land rezoning
and development.

Installation of special fabric equipment, expansion of umbrella ribs plant equipment,

and setup of fifth dyeing plant; setup of Xiamen representative's office by Hong Kong
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1992

1993

1994

1995

1996

subsidiary, the company's first business establishment in mainland China, servicing
Taiwanese umbrella firms in Fujian; actively assisting Formosa Plastics Group to
obtain land dubbed the the nation's sixth naphtha cracking complex in the area of
Mailiao township Yunlin county, including shallow-sea culture area.

Acquisition of near 5% stake in Formosa Petrochemical Corp., following the latter's
founding in April. Formation of committee for expansion of the 2nd plant premises in
Neilinduan of Yinlin County, expansion of the capacity of 2nd tire-cord plant premises
by 1,300 tons/month, and setup of PVA resin for weaving recycling system at 2nd
weaving fabric plant. In Oct. Founding of " F.T.C. INTERNATIONAL s.rl " in
COMO, Italy with paid-in capital of 1 billion liras, for engagement in cloth trading in
Europe. In Dec. Investment in the founding of three subsidiaries in Shenwan township,
Zhongshan City of Guangdong Province in China. for production of tire
core(Syn-Formosa Textile Industrial Co.,Ltd.), chemical-fiber fabric (Syn-Formosa
Textile (Zhong Shan) Co.,Ltd.), and umbrella ribs (Syn-Formosa Indusrtila (Zhong
Shan) Co.,Ltd.), with initial registered capitals reaching US$11.2 million, US$11.2
million, and US$2.1 million, respectively.

Setup of Formosa (Xiamen) Drawing Co., Ltd. for engagement in drawing of patterns,
including patterns for umbrella cloth and PE bag, as well as fabric trading.

Change of umbrella ribs plant to steel coil processing plant; change of the registered
investor of the three subsidiaries in Zhongshan City to Hong Kong subsidiary and
increase of paid-in capital of one Formosa industrial(Zhongshan)Co.,Ltd. to US$1.47
million to fund construction of plant, which started test run in Dec; founding of
Xiamen Xiangyu Formosa Import & Export Trading Co., Ltd., with registered capital
of US$500,000, in Aug.; signing of ISO assistance plan with China Productivity
Center for pushing ISO certification.

Setup of textile industrial development center in Feb., putting under its auspices R&D
staffers at various plants and departments, to intensify development of new fabrics and
support business staffers in sales campaign. Acquisition of near 15% stake in Nanya
Technology Corp. following its founding in March, before gradual drop to less than
1% over the past years. 3rd dyeing plant, sixth dyeing plant, and tire-core plant
passing ISO9002 certification. Renaming of three Chinese subsidiaries (Syn-Formosa
Textile Industrial Co.,Ltd.—~ Formosa Chemical Fiber (Zhong Shan)Co.,Ltd.) along
with cash capital increment of US$1.43 million, unbuilt factory; (Syn-Formosa Textile
(Zhong Shan) Co.,LLtd. — Formosa Textile (Zhong Shan)Co.,Ltd.), with cash capital
increment of US$4.75 million to fund plant construction, (Syn-Formosa Industrial
(Zhong Shan) Co.,Ltd.—~ Formosa Industrial (Zhong Shan)Co.,Ltd.) with two cash
capital increments totaling US$2.25 million in scale, for mass production of umbrella
ribs.

Installation of 903 water-jet looms and other related new equipment at third section of

Ist weaving fabric plant in Neilinduan; Moving of Formosa Advanced Technologies
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1997

1998

1999

2000

2001

2002

Co., Ltd. to Douliu City, along with its transformation into a plant with integrated
operation, thanks to the installation IC assembly line, as well as capital reduction
before capital increment to NT$1 billion; mass production of silk cloth and umbrella
cloth at the dyeing and finishing plant of Formosa Textile (Zhongshan) Co., Ltd.; mass
production of umbrella ribs at Formosa Industrial (Zhongshan) Co., Ltd., with annual
capacity reaching 7,200 tons.

Installation of second automated storage system for gray and new dyeing machines,
increasing capacities by 52.32 million yards/year. Acquisition of Formosa (Xiamen)
Drawing Co., Ltd. by Xiamen Xiangyu Formosa Import & Export Trading Co., Ltd.
before write-off, with registered capital reaching US$570,000.

Following passing away of Lai Shu-wang, then chairman and a founder, at 90 in Feb.,
the board of directors elected Wong Wen-yuan to be the new chairman; completion of
expansion project with 58.8 million yards/year in scale for processing plant; formation
of petroleum business segment preparotory office; full-scale mass production of
Polyamide fabric and polyester fabric by Formosa Textile (Zhong shan) Co., Ltd.,
furnished with 600 looms, featuring integrated operation for weaving, dyeing, and
printing, and install two sets of generators; transfer of remaining equipment at steel
coil processing plant to Formosa Industry (Zhong shan) Co., Ltd., boosting the latter's
capacity to 14,400 tons/year. still retains part of its sales and service business for 3
years in Taiwan.

Acquisition of Ruiyuan Vietnam Co., Ltd., a trouser fabric manufacturer , in Feb.
before its transformation to Formosa Taffeta Vietnam Co., Ltd. in Long An Province of
Vietnam in June, with registered capital of US$25 million, for engagement in the
production of trouser fabric and dyed chemical-fiber fabric; formation of petroleum
business division and setup of gas stations in Changyi Kuaikuan, and Chihsiang,
marking foray into B2C retail business for the first time.

Renaming of Formosa Textile (Zhongshan) Co., Ltd. to Formosa Taffeta (Zhong shan)
Co., Ltd., in preparation for cross-line acquisition; passage of dividend payout policy
by shareholders' meeting in June, calling for appropriation of at least 50% of earnings
after deduction of legal provisions, compensations for directors and supervisors, and
employee bonus for payout of dividends, half of which should be in the form of cash.
Setup of Schoeller FTC (Hong Kong) Co., Ltd., as a 43:57 joint venture with Schoeller
Textil AG of Switzerland, for engagement, Be the first one in Taiwan, in the
production of electromagnetic shielding fabrics; Establishment of 21 new gas stations;
cash capital increment of US$12 million by Formosa Taffeta (Zhong shan) Co., Ltd.,
to fund installation of 605 looms and dyeing and finishing equipment at 2nd weaving
fabric plant; cash capital increment of US$14 million by Formosa Taffeta Vietnam Co.,
Ltd., to fund installation of 632 looms, along with warping machine,sizing machine,
dyeing and finishing, water treatment equipment.

Setup of 17 new gas stations, including that in Shetou; established a joint venture with
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2003

2004

2005

2006

2007

Nan Ya Plastic Corp. and King Car Industrial Co., of Formosa Industries Corp.,
holding 10% stake; expansion in the development of plot of land and facilities for its
plant in Nhon Trach industrial zone in Vietnam.

To expand sources for orders for fabric from clothes brands, the company spent NT$85
million to subscribe to 5 million new shares in the cash capital increment of Quang
Viet Enterprise Co., Ltd., holding 24.49% stake; invitation for the company, the first
among non-Japanese firms in Asia, to attend the Premiere Vision-Paris fair;
installation of 14 new gas stations, including Nan Ya gas station; establishment of
Shanghai representative's office by Formosa Taffeta (Zhong shan) Co., Ltd.;
establishment of 12"-wafer assembly plant and module production line by Formosa
Advanced Technologies Co., Ltd.

Setup of oversea filament division in Feb., to oversee the operation of plant premises
in China and Vietnam; installation 22 new gas stations, including Nankan gas station;
investment in the establishment of Formosa Taffeta Dong Nai Co., Ltd., with
registered capital of US$12 million, in Nhon Trach industrial zone in Vietnam;
installation of chafing-proof tire cord equipment, with annual capacity of 3,240 tons,
at tire cord plant in Aug.; acquisition of Formosa Industrial (Zhong shan) Co., Ltd. and
Formosa Chemical Fiber (Zhong shan) Co., Ltd. by Formosa Taffeta (Zhong shan) Co.,
Ltd. in Dec., whose registered capital rose to US$46.4 million subsequently.

Funding for installation of 504 looms by Formosa Taffeta (Dong Nai) Co., Ltd. in Jan.;
dismantling of 3rd business division in Feb., with its cotton weaving plant and cotton
dyeing plant being taken over by 1st business division; capital increment by Formosa
Taffeta (Hong Kong) Co., Ltd. in April before investment in the setup of Formosa
Taffeta (Changshu) Co., Ltd., in China's Jiangsu Province, with registered capital of
US$18 million, for producing chemical-fiber dyeing-and-finishing fabric in may;
setup of fifth production line at tire cord plant, with annual capacity of 13,200 tons;
cash capital increment of US$25 million by Vietnam subsidiary in Long An to fund
installation of 320 looms, plus interlace warping machines and automated
color-matching equipment; closure of F.T.C. international s.r.1 and application for its
write-off.

Cash capital increment of US$10 million by Long An subsidiary, to fund installation of
120 looms, plus air compressors, boosting annual capacity of dyeing and finishing
plant to 48 million yards and registered capital to US$74 million; capital increment of
US$21 million by Formosa Development Co., Ltd., boosting its paid-in capital to
US$161 million; capital increment of US$3 million by Dong Nai subsidiary, to fund
installation of 125 looms; increase of the number of gas stations to 87.

Reshuftle for the establishment of 3rd business division, overseeing spinning plant,
special fabrics plant, and newly established carbon-fiber composite material plant;
dismantling of oversea filament division, switch of subsidiaries in China and Vietnam

to the jurisdiction of 1st business division of the parent company; dismantling of the

~10~



2008

2009

Shanghai office of Zhong shan subsidiary in May; capital increment by Hong Kong
subsidiary to fund setup of Formosa Taffeta Trading (Shanghai) Co., Ltd., with
registered capital of US$150,000, located at the same site of the former Shanghai
office; eruption of the U.S. subprime mortgage crisis in the second half of July,
triggering stock and futures market crash, promoting governments worldwide to cut
interest rates to bolster market, boosting global oil price to over US$100 per barrel,
inducing price hike of grain and other raw materials, cutting gross margin of
transportation and manufacturing industries, and leading to stagnation of major
economies; Formosa Advanced Technologies going public in Taiwan with paid-in
capital increasing to NT$4,422 million; revenue and profit in consolidated financial
statement hitting record high for the fourth straight year.

Incorporation of 3rd dyeing plant, fifth dyeing plant, and processing plant of 1st
business division into Ist dyeing plant and 2nd dyeing plant in Jan.; QC Guarantee
Group of president's office renamed as standard section in March; completion and
gradual inauguration of third plant of Formosa Advanced Technologies in April, mass
production of DDR3 with 70 nm process in August, and foray into mass production of
LED gross dies, including grinding, cutting, spot check, and classification; capital
increment of US$10 million by Dong Nai subsidiary, to fund setup of new dyeing and
finishing plant, with annual capacity of 24 million yards, test run at the end of the year,
leading integrated operation of weaving and dyeing; global oil price peaking at
US$147 per barrel before crash, triggering similar general price fluctuation, outbreak
of Wall Street financial crisis in Sept., affecting manufacturing industries and
dampening interest rates to near zero, which resulted in negative growth; passing away
of founder Wang, Yung-Chin during a tour of the plant premises of Formosa Plastics
Corp. USA in New Jersey, with various affiliates of Formosa Plastics Group retaining
normal operation under established guidelines; TAIEX Index dropping below 4,000
and global oil price tumbling to the nadir of US$40 per barrel; completion of the
expansion of the capacity of fifth production line of tire cord plant by 13,200 tons/year
in Dec., boosting total capacity to 56,400 tons; completion of upgrading of domestic
ERP (enterprise resource planning) mainframe and management system at the end of
the year.

Execution of reorganization in Jan., including setup of 1st business group, overseeing
weaving business division, dyeing and finishing business division, R&D center, and
overseas weaving, dyeing and finishing plant premises; 2nd business group,
overseeing tire cord business division, industrial materials business division (merger
of original third business division and plastics processing plant), petroleum business
division, and energy & civil construction division; setup of general management
division, putting under its jurisdiction president's office, finance division, procurement
department, administration department, and safety and hygiene office; slump of

various global economic and trade indices to record low; capital increment of US$9
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2010

2011

2012

million both by Hong Kong subsidiary in April and Changshou subsidiary in June;
liquidation of F.T.C international s.r.l, provisions for impairment of assets of Nanya
Technology Corp.; austerity measures, to cope with the impact of global financial
tsunami and export decline, including cut on outlays and energy consumption,
reduction of cost, expenses, and stock, and manpower contraction.

Completion of new dyeing and finishing plant, with annual capacity of 24 million
yards, of Dong Nai subsidiary; in response to the new situation after ASEAN-China
Free Trade Agreements taking effect, cash capital increment of US$11 million in April,
to fund the construction of new tire cord plant, with annual capacity of 12,000 tons,
plus expansion of 2nd weaving fabric plant at cost of US$3.7 million; acquisition of
4.963% stake in Formosa Ha Tinh Steel Corp.; consolidated revenue reaching new
high.

Price hike of raw materials, notably gold, cotton, and CPL, due the effect of the
Jasmine Revolution in Northern Africa and the Middle East and military friction
between North and South Korea, with global crude-oil price breaking US$120/barrel
mark in April; transformation of short-fiber cotton spinning plant into 3rd long-fiber
weaving fabric plant, alongside installation of 524 new looms, including 269
weaving-fabric looms, 177 multi-arm looms, 66 weaving machine, and 12 rapier
looms; retirement of assistant president Kenbo Huang before joining the board of
directors; installation of 297 looms, in batches at 2nd weaving fabric plant of Dong
Nai subsidiary in Vietnam; appreciation of New Taiwan dollar against US dollar,
breaking the mark of US$1=NT$28.4 once; formation of the remuneration committee
in Aug., write-off of Formosa Taffeta Trading(Shanghai) Co., Ltd. in Sept.; completion
of installation of dipping machines at the new tire cord plant of Dong Nai subsidiary in
Dec.; selection of 2007 as the base year for compliance with ISO 14064-1 standard;
passage of the inspection of British Standards Institution (BSI) on Dec. 8; acquisition
of certified statement on greenhouse-gas emission by Taiwan Accreditation
Foundation (TAF), acknowledged by Taiwan's Environmental Protection
Administration and the International Accreditation Forum (IAF), with inventory
showing total CO2 emission of 686,177 metric tons, belonging to the grade of
reasonable assurance, a milestone of the company's effort in pushing environmental
protection and an honor for Taiwan's textile industry; the number of gas stations
surpassing the 102 mark; provisions for the impairment of assets of Nanya Technology;
revenue reaching NT$36.2 billion and revenue in consolidated financial statement
hitting NT$53.2 billion, both new highs.

Change of the titles of administrator and senior administrator, appointment of vice
president; plan for the construction of green-energy dyeing and finishing plant;
successive completion of the verification of PAS 2050 carbon footprints for 24
weaving functional fabrics; visit to the company by BSI representatives in Dec.;

completion of the installation of the first batch of dipping machines, weaving and
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2013

2014

twisting machines at tire cord plant of Dong Nai subsidiary in Vietnam; strengthening
of the organization for functional fabric of 1st business segment.

In compliance with the requirement of the Financial Supervisory Commission,
adoption of the International Financial Reporting Standards (IFRSs), compiling
financial statement, mainly consolidated one, in traditional Chinese, from Jan.;
formulation of six major policies for the year in Feb., including inroads into the global
market and removal of waste from repetitive works, notably the project for preventing
failure costs; preparation for waterless dyeing process; publication of declaration on
sustainable development by president Hsie Shih-ming in May; publication of "2012
report on green sustainable development" in Aug. for posting on related international
websites, for perusal by branded customers and major stakeholders; installation of 12
new looms for fire-proof production line at the plant of Dong Nai subsidiary in Oct.;
inauguration of first-phase capacity of 12,000 tons/year at tire core plant of Dong Nai
subsidiary in Vietnam, following investment in 2011; gradual increase of self-service
gas stations.

Approval of US$15.3 million cash capital increment plan of Dong Nai subsidiary in
Vietnam by the Vietnamese government in Jan., fund raising of another US$22.54
million by Dong Nai subsidiary for 2nd-phase capacity reaching 12,000 tons/year and
fire-proof fabric production line with annual capacity of 580,000 yards; suspension
of San Francisco office for western U.S.; takeover of the trading business of Hong
Kong subsidiary by the Taipei business department; installation waterless dyeing
machines at Taiwan plant in April; fund raising of US$6.4 million by Long An
subsidiary in Vietnam for construction of new plant for back-end finishing of
functional finishing fabric with annual capacity of 21.42 million yards; eruption of
anti-Chinese demonstration in Vietnam on May 14, prompting the Vietnamese plant to
suspend operation for two days; selection, for the first time ever, of three independent
directors by shareholders' meeting, ushering corporate governance into a new era;
setup of an investment company in Cayman, as the channel for indirect investment, in
place of original direct investment, Formosa Ha Tinh Steel Corp.; twa- credit rating
granted by Taiwan Ratings, elevated to twa+ in Oct.; In July, in accordance with the
initiative of the International Textile Finished Products Organization, the introduction
of the Chemical Management and Zero Discharge of Hazardous Substances (ZDHC)
project, in which the fluorine-free water repellent and biomass wicking agent were
introduced into the market. In August, polyester recycled gauze was certified by
McDonough Braungart Design Chemistry (MBDC), Cradle to Cradle product
innovation organization. The whole process of raw materials is non-toxic, energy clean,
water-saving and carbon-reducing, recycling, named BOOMETEX ® Recycled
Polyester, international brand identity. application for capital injection of US$15
million in Hong Kong subsidiary and Changshou subsidiary, to improve their financial

structure, including US$3 million for construction of leased plant buildings, approved
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2015

2016

by the Chinese government in Sept., passing away of co-founder Wang Yung-tsai on
Nov. 27; completion of installation of around-the-clock detection equipment for
printing and dyeing discharge, analyzing water quality and recording water volume,
which is connected to local environmental-protection bureau, for real-time detection
and response to abnormality; moving of the office of Hong Kong subsidiary and
Schoeller FTC (Hong Kong) to room 6 of 16th floor, from original room 5 of 11th
floor, of the same building.

Publication by president Hsie Shih-ming in Jan. management policy Transoform
Mentality; Accelerate innovation; Pursue Value;; approval by Chinese government in
March of spinoff of Changshu Fushun Enterprist Management Co., Ltd.; from
Changshou subsidiary, with the latter offering the former assets of 9,206 square meters
of residence and US$900,000 of capital; acquisition of Changshu Fushun Enterprist
Management Co., Ltd. in June by Changshu Yu Yuan Development Co., Ltd.; in
exchange of 40.78%; R&D on environment-friendly process, introduction of
non-water plazma repellent technology and equipment; publication of "CSR report
2014" in Dec., verified by a third party; passage of ISO 50001 certification for the
company's entire energy management system in Dec.; drop in the company's materials
and energy costs, including overseas plants, due to plunge in international prices of
raw materials, induced by continuous decline of global oil prices from Jan. 2014
through Jan. 2016; phenomenal 50% growth of profits of gas stations, despite revenue
decline on slump of oil prices; increase of the number of gas stations to 105.
Declaration by president Hsie Shih-ming again to push "Industry 4.0" and cut failure
costs in Jan.; cooperation with National Yunlin University of Science and Technology
in holding 160-hour education and training courses on programmable control
PLC/human-machine interface (HMI) for Industry 4.0, attended by 60 staffers;
inclusion, as the only textile company, into top 5%, or 41 companies, among public
companies in 2015 corporate governance evaluation by Taiwan Stock Exchange, with
award being granted in June; resolution by the board of directors in June promoting
president Hsie Shih-ming to be vice chairman; publication of "2015 CSR report," as an
established practice every year; inclusion of gas stations in the coverage of verification,
elevation to first-type AA1000 medium assurance; granting by third party of twA+ for
long-term credit rating and twA-1 for short-term credit rating, with a stable long-term
outlook; contract with renowned U.S. brand Gore for cooperative production of
high-end waterproof moisture-permeable laminating grey fabric, ceremony for
inauguration of “Bumblebee plant”, constructed under "Bumblebee" project, at the end
of August; completion and inauguration of 2nd-phase facility of tire cord plant of
Dong Nai subsidiary with annual capacity of 12,000 tons in Sept.; granting by the
Ministry of Labor of certificate for passage of corporate evaluation for TTQS (talent
quality management system) in Oct.; change of corporate charter, as well as corporate

representatives, directors, installation of supervisors, and registration items, by Long
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2017

2018

An subsidiary, according to corporate law of Vietnam, followed by issuance of new
corporate license in Oct.; continuing R&D on waterless, non-water plazma repellent
environment-friendly process, acquisition of new-type patent for Intelligent
temprerature control apparel.

Adoption of multiple austerity measures and intensification of global marketing, amid
jittery global economic and financial situation, caused by two interest-rate hikes by the
U.S. Federal Reserve Board, in Dec. 2016 and March 2017, respectively, triggering an
interest-rate rising cycle, and the new economic policy and "America First" approach
of U.S. President Donald Trump, who swore into office in Jan.; promotion of Lee
Ming-chang to be the executive vice president, from the original post of vice president
of 1st business group; increase of personnel cost, due to the implementation of
five-day workweek scheme; setup of Public More International Company Ltd., with
paid-in capital of NT$5 million, for engagement in manpower business, as a
100%-owned subsidiary of Formosa Development Co., Ltd., a subsidiary of the
company; change of corporate charter and representative of corporate investors,
institution of supervisors, and revision of corporate registration, before issuance of
new corporate license in March; approval for liquidation of Xiamen Xiangyu Formosa
Import & Export Trading Co., Ltd. in April, for limited commission income from
transshipment business; institution of auditing committee, in place of original
supervisors, in June; closure of steel coil processing plant for production of umbrella
ribs of Zhongshan subsidiary in Oct., due to lackluster performance resulting from
acute competition; appointment of Lee Ming-change as president, from original post
of executive vice president, by the board of directors; debut by Taipei branch of
Intelligent temprereture control clothes on Dec. 15, The highlights are active, filler
free, safe and comfortable, with conductive materials whose temperature can be
adjusted via Bluetooth technology and mobile-phone APP;to achieve the optional
temperature control warmth effect arrival at market in Feb. 2019, following adoption
by U.S. fashion brand Ralph Lauren.

Stationing of two contracted physicians, one in occupational medicine and the other in
general medicine, at Douliu plant premises from Jan., seven times for 3-hour stay each
a month, offering employees free medical consulting and service for arranging
outpatient treatment at hospitals; further revision of Labor Standards Law in March,
giving management more leeway in work schedule of employees; price hikes for raw
materials, energy, transportation, some merchandises, and pays, following bottoming
out of global oil prices in Jan. 2016, jacking up costs; installation of new dyeing and
finishing capacity at 12 million yards/year by Long An subsidiary in Vietnam, with
test run in March; reception of "best trade contribution award" and "award for
contribution to the exploration of major overseas emerging markets" for the textile
category of the 2017 "Awards for Excellent Trading Businesses," granted by the

Ministry of Economic Affairs on Sept. 6; acquisition of two certificates IATF
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2019

16949.2016 and ISO 9001.2015 by Taiwan plant premises of tire core business
division in Sept., after passing the IATF 16949.2016 certification for auto quality
management system, which covers ISO 9001,by SGS Taiwan; reshuffle of CSR committee
in Sept., overseeing 23 theme sections, including climate change CDP (carbon disclosure
project) and greenhouse-gas inventory; dispatch of eight staffers to attend Al technology
training program, held by Taiwan Al Academy, from Aug.through Dec., completing
384 hours/person of courses; execution by Taiwan head plant and overseas plants
of water conservation measures, including reduction of water consumption per product,
institution of separate sewer system, cut on water supply, water recycling, and water
regeneration; investment of NT$120 million in ultra-filtration water recycling
system and reuse of recycled water from weaving waste water reaching 212 tons/year,
attaining 20% water-conservation target for 2018; as for air-pollution abatement,
investment of NT$19.5 million during 2016 through 2018 for purchase RTO (regenerative
thermal oxidizer) equipment, boosting VOCs (volatile organize compounds) handling
rate to 90%, investment of NT$84 million for purchase of denitration control equipment
for SCR (selective catalytic reduction) for the two sets of combined heat and power
systems, slashing NOx (nitrogen oxides) emission by 72%; substitution of natural gas
for pyrolysis low-sulfur fuel oil for dip-dryer at 2nd plant premises and investment
of NT$30.38 million for renovation of equipment heating systems and installation
of natural-gas pipelines, thereby slashing SOx (sulfur oxides) emission by 83%; increase
of the number of gas stations to 106.

Initiation of trade talks between the U.S. and major trade partners since March 2018,
overshadowing global trade and indirectly affected exchange rates worldwide;
dedication of the company to consolidation of supply chain; good results of the
company in CDP questionnaire for 2018, including B for management, A for scope-3
emission (figures certified by SGS), A for value-chain participation, and A- for
participation of suppliers in related issues; application for write-off of subsidiary F. T.
C. America Corp.; selection by Taiwan Index Plus Corp. as a constituent stock of
Taiwan Sustainability Index in Dec. 2018; reception of two Taiwan Sustainability
Index labels in April 2019; application for write-off of Xiamen Xiangyu Formosa
Import & Export Trading Co., Ltd.; installation of new dyeing and finishing equipment
with annual capacity of 12 million yards by Long An subsidiary in

Vietnam, scheduled for inauguration in batches by the end of the year; plan for
investment of NT$150 million in RTO (regenerative thermal oxidizer) equipment in
2019, leading to reuse of 2.4 million tons/year of recycled water from dyeing and
finishing waste water, capable of slashing water consumption by 70% at domestic and

overseas plant premises.

~16~



Organizational chart of Formosa Taffeta Co., Ltd.

Shareholders' Meeting

General Management Divisions

President's
MIS Center

Office
Finance

Department

Accounting
Department
Procurement
Department
Administration
Department
Safety and
Hygiene
Office

Audit Committee

Remuneration Committee

Business Segment

st
1

Manager
Office

—Production Management Dept.
—— Weaving Plant 1
—— Weaving Plant 2

Weaving
Business Division

Manager
Office

—Weaving Plant 3
—Technology Department

—QC Department

L Mechanism & Maintenance Dept.
—Dyeing & Finishing Plant 1
—Dyeing & Finishing Plant 2

Board of Directors

Chairman
Vice Chairman
President

IIT Report on corporate governance

Audit Office

Business Division

Dyeing and Finishing

Construction
Division

Energy & Civil

—Printing Plant
—Processing Plant

—Bumblebee Plant

| Processing Quality-
Guarantee Department

—Sales Departments

Engineering affairs Department
{ Handling overall corporate energy operations )

Zhongshan Plant,

Overseas Plant

Changshou Plan t, China )

Long An Plant,

Vietnam )

Manager
Office

Tire Cord

Dong Nai Pla nt,
—Tire Cord Plant 1

—Tire Cord Plant 2

| Tire Cord Mechanism &
Maintenance Dept.

Business Division

nd )
2 Business Segment

Manager
Office

Technology Center

——Salse Department

—Dong Nai Plant, Vietnam
—Spinning Plant

—Plastics Processing Plant

A. Organizational system
(A)Organizational structure

Industrial Material
Business Division

Manager
Office

Carbon Fiber Composite Plant

——Special Fabrics Plant

—Special Fabrics Section, Vietnam

-

Operation Department 1

Petroleum
Business Division

~17~

R&D Center

LOperation Department 2



saLysnpuy
JO uoneIapa|
[euoneN f e
0 1|0 0 |LLL'8 0 0 0 0 L1'6°C661
o dwwwmwsou uoISNoy “d1o) 21qrg
OB UBMLIBS) o Kyisioatun 79 S[eoIWoY)
so130[0uy09], an : .
IIN IIN | TIIN POOUBADY SuroouIsuo € |€T9LIOT| OEIN gsouo (D O Y| uewdrey)
BSOULIO [etnsapul ‘uenk-uop
s HISTN _— - - Fuop
e m_mwhwﬁ 0 o 0 |0 0'LE |1EKTT00€9 | O LE |1€P°TTO0EY | 91°EEL6I
uw.oztom
‘ueuIIRy )
aosm_uw uMEZ OPIL soredmor) % |sareys| 9, | saieys % SoIeys % SaIeys
: 0
Hoﬁiomﬁm H wwowuwmo Pyo pue L) (€ aj0u) Sowreu ( 2100) (s1eax) :oz%%:mmmv ngommwoc_ (1930U)
“Jo1yo Os[E 218 os.\m ur uonIso| A:o:mo_wvov SI9UI0 Ul Surpjoyareys Surpjoyaieys 901JJ0 10J UONOJ[D uorodd omuaY :.o:uﬂo Iopuan) BN J00001d) oL
QEM%WM% wwmomwﬂwm f%wwﬂm PP guiproyareyg M F asnods Sunsixg uo Suipjoyareys | Is1y o ded Jooreq Kpeuone] .
6102 ‘zz 11ady (1) saos1a12dns pue s1030011p vo BIR( (V)

SYoue.I( pue SUOISIAIP
SNOLIBA JO SJIYD pue ‘s)udpisdad jue)sisse 1A jue)sisse ‘SpudpIsdad 3914 ‘quapisaad saosiarddns s1032341p uo vle(q g

‘3urysem Jed JO 991AIdS pue sdouerjdde

Ied QueoLqn| ‘[osaIp ‘wnajonad Jo sI9Po ‘suorie)s durjoses Jo uonerddo :Juowdog ssauisng pug Oy} JO UOISIAI( Ssoulsng wno[ondd Yl ‘f
-030 ‘s3eq onserd g4 ‘s1oxoel Juowdoioyurar durjadid ‘sone 10y sOLIe} 19qL U0GIed
‘sqnyo J103 pue ‘sayIq ‘souoyd[[oo pue s3y00gaj0u JO S[[AYS Jo s[eudjewr 1oy 3a1daid ‘souqey 10qy uoqred ‘ouqej armound-nue orqe} Jooid
19[N[q 1ySyaIy pue ‘udwddIod ‘Arejruu 10J suojiun Jo SoLIqe] 9A1309)01d ‘OLIqe} 90UR)SISAI dWe[} ‘1oql) d9AnRd01d 19ql A[pPudLF-009
‘19qQ1} JOJWOd 19q1y [euonduny ‘1oqy ur[id-mo] Ioql} UOIB[NSUL UONDIS MO[[OY IdqL) JOUIp Ul “I9qL WNIUBWLIAN) ‘IOqI} UOIUB OUBU ‘IOqL}

Kel1 pareyul Jej oueu ‘ureA SAJN ‘UIeA PIpud[q ‘UIeA U0309 JO dIMdBJNUBW JUIWSIS SSAUISng pug Y} JO UOISIAL( [BLIQIB]A [eLnSnpu] ¢
"WRUIAIA ‘Teu-3uo(] Ul Jue[d pI0D) 1] JO DUBUIIA0S 030 ‘OLIqe} Surul] ‘say1q 10} oLqe] aimgound-nue

sd1]-211) 10} SIOJBYD ‘SYONP JOAIAUOD JO SYIO[D dSkq ‘OLIqR] PIOD 311} JO dINJOBJNUBW JUIWSDS ssaulsng pug ay3 JO UOISIAL( PI0D I, T
‘suonouny UOLI [IIM SOLIQR) pue ‘soLiqej suods papuelq
[euoneuINUI ‘soLIqe) 19)sdA od ‘souiqey surweAjod apnjour syonpoid urey 039 ‘Youelg A1) NDH pue ‘Areipisqng Suoy SuUoy o130 odre,
‘sjued reu-3uo WeUAIA ‘Sjue[d Ue-3u0T WeUAIA ‘Sjue]d eury)) ns3ueif pue sjue[d eury) Suop3uens) ‘UOISIALJ J 29 ( ‘UOISIALJ SUIABIA

JO 90UBUIOAOT JUSWE[L [BOIUSYD JO dpeW SOLIqe] udAoMm Jo Sulssaoold pud-syjoeq pue ‘Funuiid ‘Furystuy ‘Furkp Juowdog ssouisng ([ [

:SUOISIAIP puUE SJudWIas [[& JO sassaursng urej\(g)

~18~



SRR
juowdojorsg
qe)sg
[eay 1e18uoz
Jo Jos1a1adns
‘144 pue Ansioarun
SABOIOUURL |y ey [euoreN ) ) o o ) 1030011p
IN | IN | IIN paduBApY ‘Sununosoy 0 |0 0 |0 0 000°¢ 0 000°¢ 97'9°S10T € | E€T9LIOT | oW | Io-BIYm o3 |15 O o Juopusdopuy
momwwwwmw 30 Juounredo(
juopuadopur
‘W]
Sununoddy
To-.IyD
ondy je vdo
K3ojouyoq],
. Jo aymnsuy
Q.HOU SpaIsSNYIesSeIN
epsIQ) 10J031Ip “90130p 91810100
juopuadopul|  wonensurwpy 1030011
IIN | IIN | [N “A3ojouyoa], Bed|0 |0 0 |0 0 0 0 0 9T'9v10T € |€T9LI0T| °lBN | SunySuem (D O H Juopuodopu
JO KNISIOATU[)| 9OUSIOS NUYIUISH p pu
euIy) ‘[eIoURZ-1030211(]
18 10SS9J01q UOISSTIIO))
opei[, Jrej
IOUOISSTUIWO))
KSIDATUN
‘T < qaguay)
P¥1 0D ¢
sar3ojouroay, _mco_%ﬂ QM mﬂ\m
PadUBAPY UOISIA[O],
BSOULIO] ueMIB 1030011
IIN | IIN | [N pue ‘dio) ‘uoptsaxd|o |0 0 |0 0 0 0 0 9T'9v10T € | €T9LIOT| °leIN nx3uoyy | O ¥ |iuepuddopul
[eoTuIdayo0NdJ “UOISSIWIUIO)) pue 1030311p
BSOULIO | . opEiL Surpue)g
‘Jooonrp| e ‘UPULIEYD
juopuadapuy oo_w BEM e
gsunyy
‘uewIRy))
PITo ‘ . . . ‘aricod
g sofoonpay| Bommarlo {o o |ooo'sT 100 fooo'ert  [10°0  [000°€tT SRR Juowidojorsq
uos | & 10} : Jo Ausioatupn . < UBULITEYD
- UIN padueApy € | €TOLIOT| SEN pIOJAY D O ¥
Toyped | Y0 esouto| UL [euoneN 3 901/
UoISH aenumep 251 m “lopoyoeg [0 |0 0 0 100 [000°€11 100 [000°€11 LT'9'800T :%m.mam
uoneoy|oweN| oIl % |sareys| 9, | saieys % SoIeys % SaIeys .
Auedwoo ayp yof - “moEMMEoU (¢ 100) (z a100) (3o uor
sos1A1adns 10 g0j0aip| PO PUE DL 3 Soureu 4 (s1eap)|uondumnsse) jeroxdoour|  ([oj0u)
31D OS[2 218 oYM ur uonisod|  (uoneonpa) S19U30 ur Surpjoyareys Surpjoyoreys 901}JO 10} UOIIOJ[d uonNIR |yt wonospe | PO oweN 10 008 opIL
drgsuny puooss Eﬂw\s o MMNMMM doudnadxyg wn__u_oaos.sm Jouruw 2 dsnods Sunsrxg uo 3uipjoyareys | 18I Jo e 10 9180 ipevonen !
soAlje[al Jo asnodg ¢ :

~19~



A3ojouyoq],
Surw| uew
L 29 90URIOS
uos Pr1 0D ! o . 1op-Sur
US| Treyd| ouxa], Sueng wo\%whw%m“w 0 0 870 |696°69LY [T6'0  [890°8S'ST |T60  |890°8¥SST 8C°9'T10T € | €T9LIOT| Sl MQEEE D O ¥ J1opalg
-1yre | nx ‘ueuurey) . bo:iomz
JISH| 201 '
"H A Jo juounaedaq
Kyis1oAtun)
Wi oSuay)|0 0 0 0 0 0 0 0 1€°¢€8661 uoIEepuUNoO,{
. . . Sununosoy [euoneN € |€z9L10Z| ore Suem-nyg e D O ¥| Iowanqg
NN N unyo-uey ‘Fununoooy - ‘unyo-uBy .
0T *VdD JO 100125510 0 0 0 STO0  |Tw6 ISIY  |STO  |TWEISTY 7’50661 9]
[enpein) ‘IISeIA
Kys1oAtun ; . ’ e “dio) 21q14
Auedwoo o ey Suog 0 0 0 0006t |0 000°SL 0 000°SL LT'9'800C 9 S[EoIaY)
I'N IIN | IIN Jojuoprsard ‘Sueourdug € | €T9LIOT| SIEN esowro |D O Y| I03091Q
90TA JOTUAS a[uxaL, . P . P — ‘uenys-uol],
J0 uouedog] 0 0 0 0 Ov'LE |1€¥°TTO0€9 | OF'LE |IEFTTO0EI oreeLel oS
umtm.séw
191A Suen
jo MMMQMMM Ksioarn 0 0 0 0 00 |8€S°18T 700 |8€S18C ¥1°9°200¢ ‘d10)) a1q1q
Suoq ﬁoﬁm& ey Sudy] 29 S[ROIWAYD)
IIN | IIN | IN BSOULIO ] ‘Sureauisuy € | €T9LIOT| SIBN esowlio |D O Y| JoRIq
. . pue ‘uy Blivels ‘Gueyo-3ury
Suor ejoge y . e 20
mmmswow jouounredaq), |, 0o o 0F'LE |1€4°TT0°0€9 | OF'LE |1€4°TT0°0E9 | 9TC'EL6T 1
‘Kuedwod ayy
JO JuapIsalg
A3orouyoay jo -d10A 21a1
o .mhmwﬁwwﬂm oimpsuy 1oder |0 |0 0 |0 0 0 0 0 9T'9t10T » m_mUo_EMﬂnw
IIN IIN | TIN ¥ _mmoctww _m_w%ﬁwwwwm € | €T9LIOT| OB gsowio (D O Y| JIowaIQ
’ . . ‘10ouI3ud : . o . . . ‘Furey-3uog
1Y) SureauIfus|o 0 0 0 OF'LE |TE€FTTO°0E9 | OF'LE 1€V TTO0E9 9T e'eL6l Sueny
[eoTtIay )
Ays1oAtun -dio
ISIOAL e D 21qid
‘d10) 21q14 uensLyd (0 0 0 0 0 0 0 0 L1'9°5002 29 S[EIIWAYD
N | BN | | FSTRMRID) A Bun) € |ecoLioz| oW | esowmog |5 O W| oweng
: : : BSOUWLIO] ‘urrosursuy ‘Uen&-ng
‘URWLIRYD SIA eorwsydlo [0 0o |0 0t'LE [1€F°TT0°0€9 | OY'LE | 1€V TTO0E9 | 9I'€EL6I Suoy
Jo yusunredaq
uonje[oy|oweN | opLL somreduon) o |sereys| o | soreys % sareys % soIeys A
Kuedwod 341 JO| 1ymA ; SPLL (z s10u) 3O o
¢ O pue DL [ ondunss peroxdoour|  (]90U)
Smwwww%%wmm MMUMM_\W Ut uoniso| Qmm%mwwwov mmwﬂmﬁ_ Surpjoyareys Surpjoyaieys 901JJ0 10J UONOJ[D uorno9L %%N% m%o%wﬂu& 1Ppush weN “Joooud) oL
! : ) : 1SI1J JO 918 : ;
diysuny puodes urgm S HM“MMMM oouonradxyg SurpjoyaIeys Jouru 79 osnods sunsixg uo urpjoyareys 33 a Jo e KyrreuonjeN]
SoAE[a1 10 9snodg| ¢ :

~20~



"SIOPIOYIRYS [RUONIMISUL 3} JO SAWERU JY) AJ10dS ‘SIOP[OYaILYS [BUONNIIISUI JO SOATIBIUISIIdAI QI8 OYM SIOSIAIdINS PUB SIOIAIIP JO] 1| JON

unyo-ueA 997 ‘UrU-IX NSH ‘Nyo-nysg

udy)) ‘Suns}-1oA 1es], ‘UenA-194 ury ‘udyd-nys uay) ‘-1 udy)) ‘sunsi-surjy re| ‘sunisy-surjy re|
(T€'€8) paywur] SUIp[OH [eLSNPU] d10JA33 (%L9" 1) BI-SUIA YISH

(%01) 1op-BUIN YIISH “(%L9" 1) UeYd-BUIX YIISH (%L9" 1) H-NISH Y2ISH (%L9'1) 3urj-udy) oY
(%0¢'1) "d10) Juowdoroadg

IOMO{ PAIepI[oSuo0)) 10§ Apoisn)) uf payrwr| (uemre]) yueqg DGSH Pue (%S¢ 1) douensuy

o1 Aeyie) ‘(% 1+ 1) ou] dnoiny Aynby sisouan) 10y Apoisn)) uf py(uemie]) jueq paiouey)
paepuels ‘(24,€9°1) "d10) Juswdo[oad 1omod parepriosuo)) ‘(2,07 ) uenk-uopy Suop ‘(%0¢°7) "dioD
sonsed BA UBN (%6¢€ €) "d1o) sonsed esowaoq (%08 €) ‘P¥1° 0D JUSWISIAU] [BUONBUINU] UOSBA
“(9%S¢€9) d10D JUdWISIAU] [RUONIBUINU] [[dMPSUIY)) (%8S ) UONBPUNO,] [BIIPIIN Suny) 3uey))

ollepuno Suem-nys e

P11 Q1100 WaWdo[aASQ pIoyhaY

d10) 21q1,] 29 S[EOTWOY) BSOULIO,]

(1 230U) sioployateys
(g 930U)SI9POYaIRYS [RUOTNIIISUI JO SIOPJOYSIRYS JO[R]A
[BUOTIN}TISUI JO SauWey

L10T ‘Tz udy SIOp[OYQIeYS [RUOIIMSUL JO SIOP[OYaIeys Jo[BJA ] 9[qeL

‘suonisod oy Jo saniqIqisuodsar pue (1 Ay} AJ10ads
‘porrod pauonuswaIoye Ay} SuLINp sJeI[IJe S IO WL} Sununoddse Sunipne Ay je suonisod ay) sopn[oul uonisod JUILIND 03 PAIB[I OUALIAAXD J € 9ION
"L10T ‘€7 dun( uo urede J0J091Ip [BUOHIMIISUI B SE JBIS S)I 10J PUB ‘R66 ] L7 Un( UO JOSIAIdANS [BUONINIIISUL B SE JBIS S)I 10J UdY)
‘8661 ‘1€ YOIBJA UO JOJOIIP [BUOHNIIISUL B SB J8AS S} 10J dANeIuasaIdal si1 se uonepuno,] Suem-nys 1e] Aq paieugIsop sem unyo-uejy 997 (S)
110 ‘8T dun[ uo Jeas ay} 10} dAneuasardar syt se dio)) a1qrq
29 S[BOIWAY)) BSOULIO J0JOIIP [BUONMIISUI AQ PIBUSISIP FUIdq 210Joq RO ‘LT SUN[ UO J0IAIIP S,Auedwod oy} se paAIds uenys-udl], resy, ()
"$10T ‘9 dun( uo Jeas 2y 10J 2AneIudsaxdar syt se'dio)) aIqr
2 S[BOIWAY)) BSOWLIO,] JOIDJIIP [euUOnMNsuUl Aq pajeudIsop 3urdq 910399 700 41 dunf uo 103011p s Auedwod oy se paAIds Sueyd-3urjp 297 (€)
"I0JOQIIP © SB JB3S SI1 10J 9AIRIUasaIdal s se 1933e] ay3 Aq pajeudIsop uroq 910J9q SO0T
‘L1 dunf uo jeds Ay} 10§ dANLIUASAIdar s3I se “d10)) 21qI] 29 S[eOIWAY)) BSOULIO,] J0SIAIddNS [euonimsur Aq pajeusisop sem uenk-ng Suoy (7)
"J83S o) 10} dA1RIUISAIdaI s3I se L 1¢0D
Juowdo[aAd( PIOJAIY J0303IIP [eUOHININSUL AQ PAIRUSISIP 3UIdQ A10JOq €661 ‘9T YOI UO J030IIp s,Auedwod ay) se paA1ds Surw-yrys sy (1)
‘Aue J1 ‘qof a3 103 uorsuadsns Jo 90UISIXd Y3 AJ109ds pue dwiI) ISIJ Y3 JOJ O1JO Y} SWNSSE 0} SIOSIAIIANS JO SI0JOAIIP JOJ d3ep Ay} UI [[1] 17 AION
"MO[oq [ 9[qel Ul [[J pue (1913e] Y JO SdWEU
o AJ10ads ‘siopjoyaseys [euonnirisul Jo soAnLIudsAIdar 10y) A[oreredos soAneIuasaIdal JI9Y) pue SIOP[OYIBYS [BUONNIIISUL JO SAWEU dY) ISI'T 1| AJON

~21~



‘s3urpjoyoreys

119y} Jo sa3eiudd1ad ayy pue (Surpjoyareys Jo swd) ul ([ dol) siopjoyaseys [euonninsul Jo sIopjoyreys Jolew ayy AJ103dg 7 90N

"SIOP[OYIeYS [RUOIIMIISUL A} JO SOUWIRU dY) UI [[1} ‘SIOP[OYSIBYS [BUOIIMIISUI Ak SIOp[OoyaIeys Jofew JI ‘1 9[qe) 0} Je[IWIS :] 9JON

(%001)pun, [erisnpuy projAay

paIWIT SUIPJOY [eLisnpuy pIojAay

JUNODOR JUOUNSIAU]

“d10) Juowdo[aAd( 19MmO0J PaIepI[OSU0))
10y Apoysno ut payruury (uemre]) yuedq DISH

(%001) sSurp[oy [eroueury Keyie)

2 ooueInsu] 91T Aeype)

JUNODOR JUOUNSOAU]

-ou dnoiny Anby sisouon
10J Apoisnd ur (uemIe] ) yueq poIdyey)) piepuels

(%00 1)uonerodio) eo0y 9p 0qe)

Py “d1o) Juswdo[ord 10mod poreprosuo))

(%cT1)

ooueInsuy 91T Aeyie)) ‘(2,97 1) UBMIR], JUBqNI)) JO APOISND O} JOpUN JUNOIOE JUSWISIAUL UL
“(9%96°T) (uemre]) Jueq paidiey) plepuelS JO ApoIsnd oY) Jopun Junodde JUSWISIAUL U (%498°1)
*d10)) JUOUMSAAU]T [RUOTIBWINIU] [[2MPSUIY)) (%97 7) "dI0)) [eoruayoonad esoutod ‘(%6€°7)
*d100) JUSWISAAU] TRUOTIRUINU] UOSBA (%00 1) As1oamun un) Suey) (%,17°¢) "d1o) a1qrg %
s[eorway) esouwo] ‘(%8°6) ‘d10)) sonse[d esowro (%S0 1) uonepuno,f [BIIPIN suno) Suey)

"d10)) sonse[q BA UBN

(%€ 1) A3010Ud9], JO ANSIOATUN

17D Surq pue ‘(%9 1) "P¥T UemIe] JuswdSeue]y 19SSy BINWON J& doueInsuy 9f1I] uoqn, Jo
JUN029. A1BUONRIISIP ‘(%446 T) JUNOJJE UONBPUNOJ JUSWUIIA0S UBa10de3uIg JO ApoISnd Ul uemIe],
Nueqn)) ‘(%,0°7) ‘d10) 1esruayo0nd esowo ‘(%60 ¢) "dI0D) JUSWISIAU] [BUOHBUINIU] UOSBA
(%91 t) "d10) JusUNSIAU] [EUOTEUINU] [[2MPTUTY) (%E£9) "dI0)) sonse|d ex ueN (%9Z'9)
(o10de3urg) 9ssIng JIPaI)) JO JUNOIIL JUIUNSIAUL UE J0J APOISnod Ul (UeMIB]) JYueq Paioley)
pIrepuels (%59'L) "d10) 21qI] 79 S[eIIAYD) BSOULIO] (%' 6) UONEPUNO,] [BIIPIA SUND) SUey)

*d10)) sonse[d BSOULIO ]

(%00 1) ou[ sSurp[oy [eyde)) sprewpue |

*d100) JUOWIISIAU] [BUOTJBUISIU] UOSBA

(%001 )ou] ‘ae10dio)) parroayg

*d100) JUSUISOAU] [RUOTJRUINU] [[oMPSUIYD)

20UEBNSSI AIBYS JNOYIIM UOIIBPUNO,]

uonepuUNO, [BIIPIN Sunn) Juey)

(7o10u)  SIOP[OYdIRYS [RUOMIISUI JO SIOP[OYAIRYS Jo[e]A]

(1 910U) SIOP[OYDIRYS [BUOHNITISUL JO SAUWEBN

6102 ‘7¢ THdy

[ 9]qe} Ul SI9P[OYaIeys [euonmIIsul Jofew Jo s19p[oyaIeys ol g 9[qeL

"SIOP[OYIBYS [RUONIMISUL dIB SIIPOYIRYS Jo[ew J1 ‘MO[dq 7 d[qe} Ul [[1j pue

‘sgurpjoyareys I1ay) Jo sa3ejud01ad oy} pue (Surp[oydreys Jo swd} ur ()1 doj) SIOpjoyaIeyS [BUOHIMIISUL JO SIOP[oYaIeys Jolew oy AJ109dS 17 910N

~22~



Perfessional qualifications and independence analysis of directors and supervisors (2)

April 22,2019

Criteria

Meet One of the Following Professional
Qualification Requirements, Together
with at Least Five Years Work

Independence Criteria

Experience (note 2) Number
Instructor or |Judge, prosecutor, [working of
higher attorney at law,  |experience in concurre
teaching certified public ~ [commerce, nt
positions in |accountant, or judicial affairs, positions
commerce, |other licensed finance, as
judicial professionals and |accounting, or independ
affairs, technicians with |other fields ent
finance, passage of related to the directors
accounting, |national company's 1 12 4 1516 |7 |18 9 |10 ofothe.r
or other examination in business companie
fields related |fields related to s with
to the the company's public
Names company's |business sha?e
business at offering
(note 1) public or
private
colleges
Wong,wen-yuan,
Formosa Chemicals A% \Y \Y V|V|V 0
& Fibre Corp.
Hsie,Shih-ming,
Keyford Development \% \Y% \Y% \Y 0
Co., Ltd.
Cheng, Yu,
independent A% V|V VIiViVIiVIVIVIVH 2
director
Wang,Kung,
independent \% A% V|V VIVIVIVIV|IV|V 1
director
Kuo,Chia-chi,
independent A% A% V|V VIiVIiVIVIVIVIVH 2
director
Hong,Fu-yuan,
Formosa Chemicals A% \Y% VIV|V 0
& Fibre Corp.
Huang,Dong-terng,
Formosa Chemicals A% vV V|iV|V 0
& Fibre Corp.
Lee,Ming-chang,
Formosa Chemicals A% V|V V|iV|V 0
& Fibre Corp.
Tsai, Tien-shuan,
Formosa Chemicals A% V|V V|iV|V 0
& Fibre Corp.
Lee,Man-chun,
Lai Shu-wang A" A% V|V VIiVIVIV V|V 0
Foundation
Hsieh,Ming-der A% V|V v ViV 0

Note 1: the number of columns can be adjusted, according to the actual situation

Note 2: For directors and supervisors meeting the following conditions in the two years before
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assuming the post and during the tenure, please mark "v™" in the blank space below the
code number of various conditions:

( 1) not an employee of the company and affiliates;

( 2) not a director or supervisor of the company and affiliates, exclusive of independent
director of the company, its parent company, subsidies appointed according to the law of
host countries;

( 3) not a person owning more than 1% of the company's shares in circulation in the name of
himself/herself, his/her spouse, children before the age of majority, or others, or among
the top 10 natural-person shareholders:

( 4) not spouse, relatives within second kinship, or direct-blood relatives within third kinship
of the aforementioned three kinds of persons;

( 5) not a director, supervisor, or employee of institutional shareholders owning directly over
5% of shares in circulation or one of the top five institutional shareholders;

( 6) not director, supervisor, managerial staffer, or shareholders with over 5% stake of
specific companies with financial or business dealings with the company;

( 7) not professionals providing services or consulting in commerce, judicial affairs, finance,
or accounting to the company or affiliates or owner, partner, director, supervisor,
managerial staffer and spouse of businesses of sole proprietorship, businesses of
partnership, companies, or institutions providing such services or consulting to the
company or affiliates, exclusive, however, of members of the compensation committee,
who exercise their power according to article 7 of the "measures governing the setup
and execution of power of the compensation committee of listed companies or
companies with share trading at the offices of securities companies."

( 8) not a spouse or a relative within second kinship of other directors;

( 9) without one of the situations listed in article 30 of the Company Act

(10) not elected as a representative of the government, judicial person, or other institutions
according to article 27 of the Company Act.

Note 3: Independent director Cheng Yu is also independent director of Formosa Petrochemical Corp.
and Formosa Advanced Technologies.
Independent director Wang Kung is also independent director of Qisda Corp.
Independent director Kuo Chia-chi is also independent director of Formosa Advanced
Technologies and Fine Blanking & Tool Co., Ltd., as well as supervisor of Zongtai Real
Estate Development Co., Ltd.
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(B) Diversification policy for membership of the board of directors

The company's directors have diversified professional backgrounds and abundant
management experience, in terms of management/administration, leadership and decision
making, industrial knowledge, international perspective, and financial/accounting analysis.
At present, there is one female director. The following table exhibits the education, gender,

professional qualifications, and working experience:

Management/professional background and
management/decision making capability
Name Nationality | Gender | Management | Leadership . . Financial/
.. Industrial | International .
and and decision accounting

. . . knowledge erspective .
administration] making wiedge | perspectiv analysis.

Wong,Wen-yuan
Formosa
Chemicals & Fibre
Corp.

ROC Male \Y \Y \Y \Y A%

Hsie,Shih-ming
Keyford
Development
Co., Itd.

ROC Male \Y \Y \Y \Y A%

Cheng,Yu
independent ROC Male \Y \Y \Y \Y \Y
director

Wang,Kung
independent ROC Male \Y \Y \Y \Y \Y
director

Kuo,Chia-chi,
independent ROC |Female A" A" A" V A%
director

Hong,Fu-yuan
Formosa
Chemicals & Fibre
Corp.

ROC Male \Y A\ \Y \Y \%

Huang,Dong-terng
Formosa
Chemicals & Fibre
Corp.

ROC Male \Y A\ \Y \Y \%

Lee,Ming-chang,
Formosa
Chemicals & Fibre
Corp.

ROC Male \Y A\ \Y \Y \%

Tsai, Tien-shuan,
Formosa
Chemicals & Fibre
Corp.

ROC Male \Y \Y \Y \Y A%

Lee,Man-chun,
Lai Shu-wang ROC Male A% A% A% A% A%

Foundation

Hsieh,Ming-der ROC Male \Y% \Y% \Y% \Y% A%
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4. Names of managerial staffers receiving payout of employee compensations and the

status of the payout
Unit: NT$1,000; March 31, 2019

Stock Share of the
Title Name Value Cash Total total in
Qz, (note 1) (note 1) (note 2) value after-tax net
C% profit ( 95 )
3 President Lee Ming-chang
= | Senior vice
© . Tsai Tien-shuan
5 | president 0 9 9 | 0.000190
&’ |Financial chief Cheng Hung-ning
cc;;:;gfmg Lee Shu-ming

Note 1: Disclose individual names and titles, along with payout of profits in summarized
form.

Note 2: Fill in employee compensations (including shares and cash)for managerial staffers
approved by the board of directors in the recent year. If it is impossible to forecast
the value of the payout this year, calculate the value, based on the actual payout
value last year. After-tax net profit refers to the figure of the recent year; for those
having adopted IFRS (international financial reporting standards), the figure refers to
the after-tax net profit in individual financial statement of the recent year.

Note 3: According to the definition of the Financial Supervisory Commission (decree
0920001301, March 27, 2003), the scope of managerial staffers includes
(1) president and equivalent positions;

(2) vice president and equivalent positions;

(3) assistant vice president and equivalent positions;

(4) financial chief;

(5) accounting chief:

(6) Other employees with management responsibility and signature right.

Note 4: If director, president, and vice president collects employee compensations (including
shares and cash), fill in the above table, in addition to attached table 1-2.
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(B) Analysis of shares of the total compensations for the company's directors, supervisors,
president, and vice presidents in after-tax net profits in recent two years, and explain
compensation policy, criteria, and combination, procedure for determination of
compensations and their association with business performance.

1. Shares of the total compensation for the company's directors, supervisors, president, and
vice presidents paid by the company and all the companies in the consolidated financial

statements in after-tax net profits in recent two years follow:
Unit: NT$1,000, %

Year/item 2018 2017 Difference Note
Total compensation for
directors and
supervisors paid out by
the board of directors

Total compensation for
directors 4,800 3, 940 860

Transportation fees 1, 320 1,310 10

Total compensation for

president and vice 10, 955 10, 840 115
presidents

Total 22, 347 20, 587 1, 760
After-tax net profit inl 4 737 406| 4,279, 871 457,535
individual financial
statement

share in after-tax net 0. 4717 0. 4810 ~0. 0093
profit
Explanation: After-tax net profit in the company's 2018 individual financial statement increased

5,272 4, 497 175

by 10.69% over 2017. According to the allocation plan for 2018 after-tax net profit,
after appropriation for legal surplus reserves, the company plans to pay out NT$2.1
in cash dividend. In 2018, share of total compensation for directors, president, and
vice presidents in after-tax net profit decreased by 0.0093 of a percentage point
from the 2017 level.
2. Explanation for the policy, criteria, and combination for compensation payout, procedure
for determination of compensation and its association with business performance:
The company's compensations for directors consist of fixed transportation fees for each
meeting and allocation of profits. According to the company's charter, the company
appropriates up to 0.5% of pre-tax profit as compensations for directors, which are
allocated among chairman, standing directors, and directors according to different

rankings of their positions.
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D. Operation of corporate governance
(A) Operating status of the board of directors

The board of directors convened 7 times (A) in 2018, with the attendances of directors

listed below:
Attendance
Number of | Number of
Title (gg?gi) attendance |attendance IY?ﬁ};?D Note
(B) via proxy (note?)
Wong, Wen-yuan
Chairman |Formosa Chemicals & 4 0 57.14
Fibre Corp.
Vice Hsie, Shih-ming
- Keyford Development 5 0 71.43
Chairman Co.. Ltd.
Standing director
(independent Cheng, Yu 7 0 100
director)
Independent
director Wang, Kung 7 0 100
Independent SN
director Kuo, Chia-chi 6 1 85. 71
Hong, Fu-yuan
Director | Formosa Chemicals & 6 0 85. 71
Fibre Corp.
Huang, Dong-terng
Director |Formosa Chemicals & 6 0 85. 71
Fibre Corp.
Lee, Ming-chang
Director | Formosa Chemicals & T 0 100
Fibre Corp.
Tsai, Tien-shuan
Director Formosa Chemicals & 7 0 100
Fibre Corp.
Lee, Man-chun
Director Lai Shu-wang 7 0 100
Foundation
Director Hsieh, Ming-der 7 0 100

Other items mandating record:

A. In case there occurs one of the following situations, related information should be specified,
including date of the board meeting, term of the board of directors, contents of agenda, opinions
of all the independent directors, and handling of the opinions by the company:

(A) Cases listed in article 14-3 of the Securities and Exchange Act: Not applicable.

(B) Except the aforementioned items, resolutions of the board of directors with opposition, or
reserved opinions, by any independent director: nil.
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B. For abstention of cases by directors due to involvement of related interests, specify the names of
directors, contents of agenda, reasons for abstention, and situation of voting:

1. Second meeting of the board of directors on May 4, 2018
(1) Name of director: Hong Fu-yuan

(2) Contents of agenda: proposal for signing "contract for commissioning of construction
work and execution of urban renewable project" with Formosa Construction Co., Ltd.

(3) Hong Fu-yuan abstained from the voting, as he is a director of Formosa Construction Co.,
Ltd.

(4) Situation of voting: Except Hong Fu-yuan abstaining from the voting, all other directors
present agreed to the proposal.

2. Fourth meeting of the board of directors on July 20, 2018
(1) Name of director: vice chairman Hsie Shih-ming

(2) Contents of agenda: disposal of less than 84,022,000 shares of Formosa Advanced
Technologies Co.,Ltd., via block trading on centralized securities exchange market,
mainly for sale to Nanya Technology Corp.

(3) Reason for abstention: Hsie abstained from the voting, as he is a director of Nanya
Technology Corp.

(4) Situation of voting: with Hsie abstaining from voting, all other directors present agreed to
the proposal.

3. Seventh meeting of the board of directors on Dec. 14, 2018
(1) Name of director: Hong Fu-yuan

(2) Contents of agenda: provision of guarantee to Formosa Ha Tinh (Cayman) Co., Ltd.,
indirectly invested by the company, for bank loan

(3) Reason for abstention: Hong Fu-yuan abstained from the voting, as he is a director of
Formosa Ha Tinh (Cayman) Co., Ltd.

(4) Situation of voting: With Hong Fu-yuan abstaining from the voting, all other directors
present agreed to the proposal.

C. Evaluation of execution of the objective for strengthening the functions of the board of directors in
the current year and the previous year:

(A) In its operation, the company's board of directors abides by laws/regulations, corporate
charter, and resolutions of shareholders' meeting. In addition to the professional knowledge,
skills, and literacy related to their positions, all the directors adhere to the principle of loyalty
and integrity in the execution of their duties, so as create maximum benefits for shareholders.

(B) In order to establish a good system of governance for the board of director, as well as
strengthen its supervisory and management functions, the company, in addition to the
selection of independent directors, has set up the norm for board meetings, covering contents
of agenda, operating procedure, items to be recorded in the minutes of meetings, official
notices, and others.

(C) In order to strengthen the functions of the board of directors, the company, in addition to
regular examination of the board's operation, has had its in-house auditors produce monthly
auditing report for perusal by independent directors at the end of every month, in compliance
with the requirement of the securities regulator.
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(D) In line with regulations of securities regulator, the board of directors resolved on Aug. 25,
2011 to set up compensation committee, which convened three times in 2018 reviewing the
compensations for directors and managerial staffers, to materialize corporate governance.

(E) In line with the requirement of securities regulator, the company's board of directors resolved
on June 23, 2017 to set up auditing committee, in place of supervisors, which convened six
times in 2018 and submitted its resolutions to the board of directors for ratification, so as to
materialize corporate governance.

Note 1: In case director is an judicial person, specify its name and the name of its representatives.

Note 2: (1) In case there is any director leaving the post by the end of the year, the following
information should be entered in the note column, including job expiration date, with
attendance rate (%) based on division of the actual number of attendances by the
number of committee meetings during his/her service period.

(2) In case there is reelection for the board of directors by the end of the year, information
on both original and new directors should be entered in the note column, including the
distinction of previous, new, or continuing membership and the date of reelection,
with attendance rate (%) based on division of the actual number of attendances by the
number of board meetings during his/her service period.
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(B) Operation of the auditing committee or status of participation of supervisors in the

operation of the board of directors.

1. Operation of the auditing committee

The auditing committee convened six times (A) in the year, as of Dec. 31, 2018,

with the status of attendance of independent directors listed below:

Number of Number of
Title Name attendance | attendance via Attendance rate (%) Note
(B) Droxy (B/A)

Convener Cheng, Yu 6 0 100 Indppendent

’ director
6 0 100 Independent

Member Wang, Kung director
N 5 1 83. 33 Independent

Member | Kuo, Chia-chi director

Other items mandating record:

A. In case there is one of the following situations in the operation of the auditing committee, specify
the date of the meeting of the board of directors, the term of the board of directors, contents of
agenda, resolutions of the auditing committee, and approach of the company in handling the
opinions of the auditing committee.

(A) Items listed in article 14-5 of Securities and Exchange Act
1. First meeting of the board of directors on March 16, 2018

(1) Contents of agenda: production of the company's 2017 financial statement
Resolution of the auditing committee: approval by the members present
Approach of the board of directors in handling the opinion of the auditing committee: all
the directors present agreed to the proposal

(2) Contents of agenda: production of the company's 2017 "statement on internal control
system"
Resolution of the auditing committee: all the members agreed to the draft statement
which was submitted to the board of directors for ratification.
Approach of the board of directors in handling the opinion of the auditing committee: all
the directors present accepted the drafted statement.

(3) Contents of agenda: appointment of Wang Chi-ho as the company's new chief of internal
auditing
Resolution of the auditing committee: all members present agreed to the proposal, which
was submitted to the board of directors for ratification.
Approach of the board of directors in handling the opinion of the auditing committee: all
directors present supported the appointment.

(4) Contents of agenda: plan to sell a plot of land in Tounan township of Yunli county to
HMK, which is not a stakeholder.
Resolution of the auditing committee: all members present agreed to the plan, which was
submitted to the board of directors for ratification.
Approach of the board of directors in handling the opinion of the auditing committee: all
the directors present agreed to the plan.

2.The second meeting of the board of directors on May 4, 2018

(1) Contents of agenda: proposal for revision of stock affairs-related regulations, including
"internal-control system" and "enforcement rules for internal auditing."
Resolution of the auditing committee: all members present agreed to the proposal, which
was submitted to the board of directors for ratification.
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Approach of the board of directors in handling the opinion of the auditing committee: all
the directors present approved the proposal.

(2) Contents of agenda: proposal for signing "contract for commissioning of construction

work and execution of urban renewable project" with Formosa Construction Co., Ltd.
Resolution: all members present agreed to the proposal, which was submitted to the
board of directors for ratification.
Approach of the board of directors in handing the opinion of the auditing committee: all
the directors present approved the proposal, except Hong Fu-yuan who abstained from
the case, due to involvement of related interest (please refer to "B. situation of abstention
from cases involving related interests by directors").

(3) Contents of agenda: sale of a plot of land in Dounan township of Yunlin county to Shih
Hsiang Auto Parts Co., Ltd., which is not a stakeholder.

Resolution of the auditing committee: all members present agreed to the proposal, which
was submitted to the board of directors for ratification.
Approach of the board of directors in handling the opinion of the auditing committee: all
directors present approved the proposal.

3. Fourth meeting of the board of directors on July 20, 2018

(1) Contents of agenda: disposal of less than 84,022,000 shares of Formosa Advanced
Technologies Co., Ltd., via block trading on centralized securities exchange market,
mainly for sale to Nanya Technology Corp.

Resolution of the auditing committee: all the members present agreed to the proposal,
which was submitted to the board of directors for ratification.
Approach of the board of directors in handling the auditing committee's opinion: all the
directors present approved the proposal, except the vice chairman, who abstained from
the case, due to involvement of related interest (please refer to "B. situation of abstention
from cases involving related interests by directors").

4. Fifth meeting of the board of directors on Aug. 9, 2018

(1) Contents of agenda: production of the company's financial statement of second quarter,
2018
Resolution of the auditing committee: all members present accepted the financial
statement.

Approach of the board of directors in handling the opinion of the auditing committee: the
board acknowledged the financial statement.
5. Sixth meeting of the board of directors on Nov. 2, 2018

(1) Contents of agenda: Contents of agenda: appointment of Cheng Hung-ning as the new
financial chief and Lee Shu-ming as the new accounting chief
Resolution of the auditing committee: all the members present agreed to the
appointments.

Approach of the board of directors in handling the opinion of the auditing committee: all
directors present approved the appointments.
6. Seventh meeting of the board of directors on Dec. 14, 2018

(1) Contents of agenda: provision of guarantee to Formosa Ha Tinh (Cayman), indirectly
invested by the company, for bank loan
Resolution of the auditing committee: all the members present agreed to the proposal,
which was submitted to the board of directors for ratification.

Approach of the board of the directors in handling the opinion of the auditing committee:
all the directors present approved the proposal, except Hong Fu-yuan, who abstained
from the case, due to involvement of related interest (please refer to "B. situation of
abstention from cases involving related interests by directors").

7. First meeting of the board of directors on March 15, 2019

(1) Contents of the case for deliberation: formulation of the company's 2018 financial
statement.
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Resolution of the auditing committee: approval by all the members in attendance.
Handling of the auditing committee's opinion by the company and resolution of the board
of directors: approval by all the directors in attendance.

(2) Contents of the case for deliberation: formulation of the company's 2018 "statement on
internal control system.

Resolution of the auditing committee: approval by all the members in attendance before
submission to the board of directors for resolution.

Handling of the auditing committee's opinion by the company and resolution of the board
of directors: approval by all the directors in attendance.

(3) Contents of the case for deliberation: Proposal to revise the company's "procedure for
acquisition or disposal of assets," "procedure for engagement in transaction for derives,"
"measures governing loan extension to others," "procedure for provision of endorsement
and guarantee."

Resolution of the auditing committee: approval by all the members in attendance before
submission to the board of directors for resolution.

Handling of the auditing committee's opinion by the company and resolution of the board
of directors: approval by all the directors in attendance before submission to 2019
shareholders' meeting for resolution.

(4) Content of the proposal: It is proposed to increase the investment of “FG INC” by
US$4.5 million according to the investment structure.

Resultion of the auditing committee : All the attending members agreed to pass and
submitted a resolution to the board of directors.

Handling of the auditing committee's opinion by the company and resolution of the board
of directors: All the attending directors agreed to pass.

8. Second meeting of the board of directors on May 3, 2019
(1) Contents of the case for deliberation: Proposal to revise the company's internal control
system for stock affairs.
Resolution of the auditing committee: approval by all the members in attendance before
submission to the board of directors for resolution.
Handling of the auditing committee's opinion by the company and resolution of the board
of directors: approval by all the directors in attendance.

(B) Except the aforementioned items, resolutions passed by the board of directors with the support
of two thirds of directors or higher, without screening by the auditing committee beforehand:
nil.

B. For abstention of cases by independent directors due to involvement of related interests, specify
the names of independent directors, contents of agenda, reasons for abstention, and situation of
voting: nil.

C. State of communications by independent directors with in-house auditing chief and certified public
accountant (including major items for communications, such as corporate finance and business
status, communications methods, and results):

1. State of communications by independent directors with certified public accountants:
The company's auditing committee consists of all the independent directors and certified
public accountant is invited to attend its meeting at least once a year, for report on the
audited results of the company's finance and business and possible effect of legal revision on
the company's accounting.
2. State of communications by independent directors with in-house auditing chief
(1) Formulation and revision of the company's "internal-control system" and "enforcement
rules for internal auditing" is subject to the approval by the auditing committee before
being submitted to the board of directors for ratification.
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(2) Evaluation of the effectiveness of the company's internal control system (with production
of statement) is subject to the approval by the auditing committee before being submitted
to the board of directors for ratification.

(3) The company's auditing office submits the monthly internal auditing report to independent
directors for perusal.

(4) Independent directors meet with in-house auditing chief at least once a quarter, for report
and communications on the execution status of the company's internal auditing and the
operation of internal control. In addition to the production of auditing report on flaws of
internal control system and abnormal items discovered in inspection, such problems are
recorded for follow-up tracking, to assure adoption of proper improvement measures by
related units timely.

3.Communication matters and operation of Independent directors with accountants and

in-house auditing chief

Date Communications | Communications Commupicat ions Communications
method target items result
2018.3.16 | Audit Certified Evaluation report on the Acknowledge the
committee public influence of the adoption of finding of Timited
accountant "IFRS16," an international mnfluence
guidance on accounting for
leases
2018.3.16 | Audit Certified Communications and Good
committee public explanation for auditing of
accountant 2017 financial statement
2018.3.16 | Audit In-house Production of 2017 "statement | Submission to
committee auditing chief | on internal control system" the board of
directors for
resolution
2018.3.16 | Board of In-house Report on the execution of the | Acknowledgem
directors auditing chief | auditing plan for the fourth ent
quarter of 2017 1
2018.5.4 | Audit In-house Revision of stock Submission to
committee auditing chief | affairs-related regulations, the board of
including "internal-control directors for
system" and "enforcement resolution
rules for internal auditing"
2018.5.4 | Board of In-house Report on the execution of the | Acknowledgem
directors auditing chief | auditing plan for first quarter ent
of 2018
2018.6.22 | Board of In-house Report on improvement of Acknowledgem
directors auditing chief | flaws and abnormal items in ent
internal control system in 2017
2018.8.9 | Board of In-house Report on the execution of the | Acknowledgem
directors auditing chief | auditing plan for second ent
quarter of 2018
2018.11.2 | Board of In-house Report on the execution of the | Acknowledgem
directors auditing chief | auditing plan for third quarter | ent
of 2018
2018.12.14 | Board of In-house Report on the execution of the | Acknowledgem
directors auditing chief | auditing plan for Oct. 2018 ent
2018.12.14 | Board of In-house Formulation of 2019 auditing | Approval by the
directors auditing chief | plan board of
directors

D. Annual work priorities and operational conditions:

1.The audit committee of the Company consists of 3 independent directors. In 2018, 6 meetings
were held. The contents of each proposal and the subsequent processing details are as
follows: “A. Results of the Audit Committee Resolution and the Company's Treatment of the
Audit Committee's Opinions”. Highlights are as follows:
(1) The Company amended the “Internal Control System” and “Internal Audit Implementation
Rules”.
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(2) Assess the effectiveness of the "internal control system".

(3) The rationality of the director's own interest relationship proposal.

(4) Significant asset transactions.

(5) Major funds are loaned, endorsed or provided with guarantees.

(6) Annual financial report and semi-annual financial report check and accounting policies
and procedures.

2.2019 will continue to assist the Board of Directors in overseeing the company's financial
statements, the selection and resolution of visa applicants, independence and performance,
effective implementation of internal control, compliance with relevant laws and regulations,
company presence or potential risks.

Note:

* In case there is any independent director leaving the post by the end of the year, the following
information should be entered in the note column, including job expiration date, with attendance
rate (%) based on division of the actual number of attendances by the number of committee
meetings during his/her service period.

* In case there is reelection for independent directors by the end of the year, information on both
original and new directors should be entered in the note column, including the distinction of
previous, new, or continuing post of independent directors and the date of reelection, with
attendance rate (%) based on division of the actual number of attendances by the number of board
meetings during his/her service period.

2. Situation of participation of supervisors in the operation of the board of directors

The company already set up the auditing committee on June 23, 2017 to replace the
SUpervisors.
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(D) Makeup, responsibilities, and operation of the remuneration committee

1. Data on the members of remuneration committee

Condition

Possession of over five years of
working experience and the following
professional qualifications or not

Compliance with independence
(note 2)

Instructor [Judge, WOTKIng
or higher |prosecutor, |experience in
teaching |attorney at |commerce,
positions |law, certified |judicial Number of
in pubhc affairs, concurrent
commerc accountant, ﬁnance,. memberships
e, judicial|or other accounting, on the
Identity affairs,  (licensed or other remuneration | Z
finance, |professionals |fields related . =
(note 1) accountin |and to the committees off &
g, or technicians |company's 5 other
other with passage |business companies
fields of national with public
related to |examination share offering
the in fields
company' related to the
s business|company's
at public |business
or private
Name colleges
Ind§pendent Cheng,Yu v v )
director
Independent
v v v
director Wang,Kung !
Independent |y, Chia-chi v v v 2
director

Note 1: Please fill in the identity column with director, independent director or others.

Note 2: For members meeting the following conditions in the two years before assuming the post
and during the tenure, please mark "v'" in the blank space below the code number of
various conditions:

(1) not an employee of the company and affiliates;

(2) not a director or supervisor of the company and affiliates, exclusive of independent
director of the company, its parent company, subsidies appointed according to the law of
host countries;

(3) not a person owning more than 1% of the company's shares in circulation in the name of
himself/herself, his/her spouse, children before the age of majority, or others, or among
the top 10 natural-person shareholders:

(4) not spouse, relatives within second kinship, or direct-blood relatives within third kinship

of the aforementioned three kinds of persons;

(5) not a director, supervisor, or employee of institutional shareholders owning directly over

5% of shares in circulation or one of the top five institutional shareholders;

(6) not director, supervisor, managerial staffer, or shareholders with over 5% stake of

specific companies with financial or business dealings with the company;

(7) not professionals providing services or consulting in commerce, judicial affairs, finance,
or accounting to the company or affiliates or owner, partner, director, supervisor,
managerial staffer and spouse of businesses of sole proprietorship, businesses of
partnership, companies, or institutions providing such services or consulting to the
company or affiliates;

(8) without provisions of article 30 of the Company Act.
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2. Information on the operation of the remuneration commitee

(1)The company's remuneration committee consists of three members.

(2)Term of the members of the current committee: From June 23, 2017 through Jun 22,
2020, with the qualifications of the members and their attendance in the three
meetings (A) in the recent year listed below:

' Times of Times of ' Attendance rate
Title Name attendance (B) attendance via (%) Note
proxy (B/A) (note)
Convener | Cheng Yu 3 0 100
Member | Wang Kung 2 1 66.67
Member | Kuo Chia-chi 2 1 66.67

Status of operation:

A. The company's board of directors resolved on Aug. 25, 2011 to set up the remuneration
committee.

B. The committee convened three times in 2018.

Other items mandating record:

A. In case of rejecting or revising the suggestions by the remuneration committee, the board
of directors should specify the date of the board meeting, the term of the board, contents
of agenda, resolutions of the board meeting, and handling of the opinions of the
remuneration committee (should the level of remunerations passed by the board of
directors be higher than that suggested by the remuneration committee, the extent of
difference and reasons should be specified): nil

B. In case there is any member opposing or having reservation for the resolutions of the
remuneration committee, on record or in written form, the committee should specify the
date of the meeting, the term of the committee, contents of agenda, opinions of all the
members, and handling of the contrarian opinion: nil.

Note:

1. In case there is any member of the remuneration committee leaving the post by the end of
the year, the following information should be entered in the note column, including job
expiration date, with attendance rate (%) based on division of the actual number of
attendances by the number of committee meetings during his/her service period.

2. In case there is reelection for the remuneration committee by the end of the year,
information on both original and new members should be entered in the note column,
including the distinction of previous, new, or continuing membership and the date of
reelection, with attendance rate (%) based on division of the actual number of attendances
by the number of committee meetings during his/her service period.

3. The company's remuneration committee is composed of all independent directors, and has
a remuneration committee organization rules. The functions of the committee are to assess
the remuneration policies and systems of the directors and managers of the company in a
professional and objective position, including (1) periodically reviewing the organization's
procedures and submitting amendments. (2) Establish and regularly review the policies,
systems, standards and structures of directors and managers for performance evaluation
and compensation. (3) Regularly assess and stipulate the performance of the directors and
managers' salary and other functions. The committee may invite the directors, relevant
department managers, internal auditors, accountants, legal consultants or other personnel
to attend the meeting and provide relevant information. And make recommendations to
the board of directors for reference in their decision making.
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http://www.ftc.com.tw/newftc/integrity.php

(G) How to inquire about the company's corporate governance best-practice principles:

The company has formulated corporate governance best-practice princ8iples; please access
the company's website at
http://www.ftc.com.tw/doc/ftc_govern provision.pdf

(H) Disclose other important information conducive to the understanding of the operation of

the company's corporate governance:

The company has formulated "Guidelines for Ethical Conducts of the Company's Directors
and Managerial Staffers" (for details, refer to the company's annual report, item 6 specially

registered items, VIII).
The company will publish the latest "CSR report 2018" by the end of June 2019; for reference

please access the company's website at
http://www.ftc.com.tw/doc/2018 FTC CSR_Report.pdf -
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http://www.ftc.com.tw/doc/ftc_govern_provision.pdf

(I) Execution status of internal control system
1. Statement on internal control system
Statement on internal control system by public companies

(Legal compliance specified in the statement is applicable to all laws/regulations)

Formosa Taffeta Co., Ltd.
Statement on Internal Control System
March 15, 2019
Based on self review, the company makes the following statement on the company's internal
control system in 2018:
. The company is fully aware that establishment, execution, and maintenance of internal control
system is the company's board of directors and managerial staffers, in order to provide reasonable
assurance for the efficacy and efficiency of operation (including profitability, performance, and
protection of the safety of assets), the reliability, timeliness, and transparency of reports, and
compliance with related norms, regulations, and laws.
. Internal control system has its inherent constraint, as it, no matter how perfect is its design, can
only provide reasonable assurance for the attainment of the aforementioned three objectives. In
addition, change in environment and status may affect the efficacy of internal control system.
Therefore, the company's internal control system has a mechanism of self supervision, capable of
locating defects for immediate rectification.
. The company evaluates the efficacy of its internal control system, according to the evaluation
items contained in the "Regulations Governing Establishment of Internal Control Systems by
Public Companies" ("regulations” in short hereafter), which divides internal control system into
five constituents, according to the procedure of management control: 1. control environment, 2.
risk management, 3. control activities, 4. information and communications, 5. monitoring
activities, with each containing several items (refer to the stipulations of the "regulations."
. The company has employed the aforementioned evaluation items in checking the efficacy of the
design and execution of the internal control system.
. Based on the aforementioned evaluation, the company believes that with reasonable assurance, the
company's internal control system (including supervision and management of subsidiaries) as of
Dec. 31, 2018 had been effective in both design and execution concerning understanding of the
efficacy and efficiency of management, reliability, timeliness, and transparency of reports, and
compliance with related norms, regulations, and laws.
. The statement will be publicized, as a major part of the company's annual report and prospectus.
Falsehood, concealment, and other illegalities in the aforementioned publicized contents would
entail legal responsibilities, according to article 20, article 32, article 171, and article 174 of the
Securities and Exchange Act.
. The statement was approved by the company's board of directors on March 15, 2019, endorsed by
all of the 11 directors in attendance, without any contrary opinion.

Wong Wen-yuan
Chairman
Signature

Lee Ming-chang
President

Signature

Formosa Taffeta Co., Ltd.

2. In case review of internal control system is outsourced to certified public accountant,
disclose the CPA review report: nil.
(J) Legal punishment for the company and its staffers or punishment of its staffers by the
company for violation of regulations of internal control system, major defects, and situation
of improvement: nil.
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(K) Major resolutions of shareholders' meeting and the board of directors in the recent year and
as of the date for the publication of the yearbook

1. Shareholders' meeting on June 22, 2018
Directors in attendance: Wong,Wen-yuan, Hsie,Shih-ming, Huang,Dong-terng, Lee,Ming-chang,
Tsai,Tien-shuan, Lee,Man-chun, Hsieh,Ming-der (attendees above are directors),
Cheng,Yu, Wang,Kung, Kuo,Chia-chi (attendees above are independent directors),
totaling 10 persons
(1) Acknowledged items
Case 1

Contents:Acknowledgement of the list of closing accounts for 2017

(put forth by the board of directors)

Resolution: The closing accounts were acknowledged with approval of 1,379,817,952
voting rights (1,225,356,390 of which cast electronically), 96.4% of the total
owned by the shareholders in attendance, against 190,991 rights in opposition
(all cast electronically), with no invalid vote and 50,967,857 which failed to
The amount of approval rights exceeded the required amount for the
acknowledgement.

Case 2
Contents:Acknowledgement of the distribution for 2017 earnings
(put forth by the board of directors)

Resolution:The distribution was acknowledged with approval of 1,381,832,944 voting
rights (1,227,371,382 of which cast electronically), 96.6% of the total owned by
the shareholders in attendance, against 195,998 rights in opposition (all cast
electronically), with no invalid vote and 48,947,858 which failed to vote. The
amount of approval rights exceeded the required amount for the
acknowledgement.

Status of execution: In line with the resolution of shareholders' meeting, the board of
directors resolved in its third meeting on June 22, 2018 to issue NT$1.9 cash
dividend per share, with July 24, 2018 as the base day, which was paid out
starting Aug. 22.

(2) Items for discussion
Case 1
Contents:Revision of the company's "rules of procedures for shareholders' meeting"
(put forth by the board of directors)

Resolution: The revised rules were approved with 1,381,825,357 voting rights
(1,227,363,795 of which cast electronically), 96.6% of the total owned by the
shareholders in attendance, against 201,586 rights in opposition (all cast
electronically), with no invalid vote and 48,949,857 which failed to vote. The
amount of approval rights exceeded the required amount for the passage of the
proposal.

Status of execution: The rules were revised, in line with the resolution of shareholders'

meeting, and then posted on the corporate website.

Case 2
Contents:Revision of the company's "procedure for acquisition or disposal of assets"
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(put forth by the board of directors)

Resolution: The revised procedure was approved with 1,381,824,257 voting rights
(1,227,362,695 of which cast electronically), 96.6% of the total owned by the
shareholders in attendance, against 202,686 rights in opposition (all cast
electronically), with no invalid vote and 48,949,857 which failed to vote. The
amount of approval rights exceeded the required amount for the passage of the
proposal.

Status of execution: The rules will be revised, in line with the resolution of shareholders'

meeting, and then reported to the Market Observation Post System before being
posted on the corporate website.

Case 3

Contents:Revision of the company's "procedure for engagement in the trading of
derivatives"

(put forth by the board of directors)

Resolution: The revised procedure was approved with 1,381,824,256 voting rights
(1,227,362,694 of which cast electronically), 96.6% of the total owned by the
shareholders in attendance, against 202,686 rights in opposition (all cast
electronically), with no invalid vote and 48,949,858 which failed to vote. The
amount of approval rights exceeded the required amount for the passage of the
proposal.

Status of execution: The rules will be revised, in line with the resolution of shareholders'

meeting, and then reported to the Market Observation Post System before being
on the corporate website.

Case 4
Contents:Revision of the company's "measures government provision of loans to others"
(put forth by the board of directors)

Resolution: The revised measures were approved with 1,381,823,944 voting rights
(1,227,362,382 of which cast electronically), 96.6% of the total owned by the
shareholders in attendance, against 202,997 rights in opposition (all cast
electronically), with no invalid vote and 48,949,859 which failed to vote. The
amount of approval rights exceeded the required amount for the passage of the
proposal.

Status of execution: The rules will be revised, in line with the resolution of shareholders'

meeting, and then reported to the Market Observation Post System before being
posted on the corporate website.

Case 5

Contents:Revision of the company's "procedure for the provision of endorsement and
guarantee"

(put forth by the board of directors)

Resolution: The revised procedure was approved with 1,380,523,257 voting rights
(1,226,061,695 of which cast electronically), 96.5% of the total owned by the
shareholders in attendance, against 1,503,686 rights in opposition (all cast
electronically), with no invalid vote and 48,949,857 which failed to vote. The
amount of approval rights exceeded the required amount for the passage of the
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proposal.
Status of execution: The rules will be revised, in line with the resolution of shareholders'
meeting, and then reported to the Market Observation Post System before being
posted on the corporate website.

(3) Extempore motion: nil

2. First 2018 meeting of the board of directors on March 16
Case 1

Contents:2017 compensations for employees and directors
(The secretariat reported that the compensations for directors have been agreed by the
compensation committee)

Opinion of independent directors and handling situation: nil

Resolution:all the directors present approved the proposal, which was reported to 2018

shareholders' meeting.

Case 2
Contents:Production of list of 2017 closing accounts and formulation of 2018 business
plan
(Chiefs of various business groups reported their respective 2017 business status and
2018 business plans)

Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the closing accounts and business plan.

Case 3
Contents:Distribution of 2017 earnings
Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

Case 4
Contents:Proposal for holding of 2018 shareholders' meeting on June 22, 2018
Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

Case 5
Contents:production of the company's "statement on internal control system"
(put forth by the auditing committee)
Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

Case 6
Contents:appointment of the company's new in-house auditing chief
(put forth by the auditing committee)
Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

Case 7
Contents:plan to sell a plot of land in Tounan township of Yunli county to HMK, which is
not a stakeholder
(put forth by the auditing committee)
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Schedule T Total Total ](Elxpectecll
ransaction . otal space |transactio| disposa
& sfoorsal partner Location of the land (square meters)| n value | benefit
p (NT$1, 000) |(NT$1, 000)
Th{}e]e pcllots 011; land,f 26, 047 401,841 (237,074
with code numbers o (correct
040, 943, and 5431, figure based
in Beiming section of b
Dounan township of on t i ;
Yunlin county registere
2018/4 'HMK (A plot of land, code No. spaces after
543-2, owned by the division)
company's subsidiary
Formosa Development Co.,
Ltd., was included in the
transaction.)

Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

3. Second 2018 meeting of the board of directors on May 4

Case 1:

Contents:revision of the company's stock affairs-related regulations
(put forth by the auditing committee)
Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

Case 2

Contents:proposal for signing "contract for commissioning of construction work and
execution of urban renewable project" with Formosa Construction Co., Ltd.

(put forth by

the auditing committee)

(Hung Fu-yuan, in attendance, should abstain from voting on the case, as he is a

director of Formosa Construction Co., Ltd.

Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal, except Hung Fu-yuan who
abstained from the case, due to involvement of related interest .

Case 3

Contents:sale of a plot of land in Dounan township of Yunlin county to Shih Hsiang Auto
Parts Co., Ltd., which is not a stakeholder.
(put forth by the auditing committee)

Total Expected
Schedule ) ) .
Transaction . Total space |transactio| disposal
for Location of the land 1 benef ]
disposal partner (square meters)| n value enefit
(NT$1, 000) |(NT$1, 000)
Shih The transaction covered
Hsiang eight plots of land, code
Auto Parts  |numbers 514, 514-1, 536,
2018/5 |Co., Ltd. 537, 538, 539, 540-2, and 51,533.3| 810,514 | 498,523
543-6, located in Beiming
section
(five plots of land, code
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Total Expected

Schedule : ) .
Transaction . Total space [transactio| disposal
for Location of the land 3
disposal partner (square meters)| n value benefit

(NT$1, 000) | (NT$1, 000)

numbers 514, 514-1, 537,
538, and 539, owned by the
company's subsidiary
Formosa Development Co.,
Ltd. were included in the
transaction.)

Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

4. Third 2018 meeting of the board of directors on June 22, 2018

Contents:designation of the base date and issuance date for the payout of cash dividends
from 2017 earnings

Opinion of independent directors and handling situation: nil

Resolution:all the directors present approved the proposal.

5. Fourth 2018 meeting (provisional) of the board of directors on July 20, 2018

Contents:disposal of less than 84,022,000 shares of Formosa Advanced Technologies Co.,
Ltd., via block trading on centralized securities exchange market, mainly for
sale to Nanya Technology Corp.

(put forth by the auditing committee)

(The vice chairman abstained from the case, as he is a director of Nanya Technology
Corp. The vice chairman designated standing director Cheng Yu as the acting
chairman of the meeting.)

Opinion of independent directors and handling situation: nil

Resolution:all the directors present approved the proposal, except the vice chairman who
abstained from the case, due to involvement of related interest.)

6. Fifth 2018 meeting of the board of directors on Aug. 9, 2018
Case 1
Contents:2018 pay hike for managerial staffers at a scale similar to that for employees
(put forth by the compensation committee)

Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

7. Sixth 2018 meeting of the board of directors on Nov. 2. 2018

Contents:appointment of the company's new financial and accounting chiefs
(put forth by the auditing committee)
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(Cheng Hung-ning in attendance should abstain from the case, since he is a party in
the personnel arrangement.)

Opinion of independent directors and handling situation: nil

Resolution:all the directors present approved the proposal.

8. 2018 meeting of the board of directors on Dec. 14, 2018
Case 1
Contents:formulation of the company's 2019 auditing plan
Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal.

Case 2
Contents:provision of guarantee to Formosa Ha Tinh (Cayman), indirectly invested by the

company, for bank loan
(put forth by the auditing committee)
(Director Hung Fu-yuan in attendance should abstain from the case, since he is a
director of Formosa Ha Tinh (Cayman).)
Opinion of independent directors and handling situation: nil
Resolution:all the directors present approved the proposal, except Hung Fu-yuan who
abstained from the case.

9. First meeting of the board of directors in 2019 on March 15

Case 1

Contents: Proposal for compensations for employees and directors for 2018.
(The secretariat reported that the proposed compensations for directors has been
approved by the remuneration committee.)

Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance before submission of report to 2019

shareholders' meeting.

Case 2

Contents: Production of 2018 final accounts and formulation of 2019 business plan
(Chiefs of various business groups reported their groups' 2018 business status and
2019 business plans.)

Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance.

Case 3

Contents: Proposal for distribution of 2018 earnings

Situation for handling the opinions of independent directors: nil.
Resolution: approval by all the directors in attendance.

Case 4

Contents: Proposal for convening 2019 shareholders' meeting on June 20, 2019
Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance.
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Case 5

Contents: Production of the company's "statement on internal control system"
(proposed by the auditing committee)

Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance.

Case 6
Contents: Proposal to revise the company's "procedure for acquisition or disposal of assets,"

"procedure for engagement in transaction for derives," "measures governing loan
extension to others," "procedure for provision of endorsement and guarantee."
(proposed by the auditing committee)

Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance before submission to 2019

shareholders' meeting for resolution.

Case 7

Contents: Proposal to increase investment in FG INC by US$4.5 million via investment
structure

Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance.

10. Second meeting of the board of directors in 2019 on May 3
Case 1
Contents: Proposal to revise the company's internal control system for stock affairs
(proposed by the auditing committee)
Situation for handling the opinions of independent directors: nil.
Resolution: approval by all the directors in attendance.

Case 2

Contents: Proposal to revise the company's "corporate governance best practice principles"
Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance.

Case 3

Contents: Proposal to institute the company's corporate-governance chief
(abstention by Cheng Hung-ning in attendance as he is a party of interest)

Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance.

Case 4

Contents: Formulation of the company's "standard operating procedure for handling
demands by directors"

Situation for handling the opinions of independent directors: nil.

Resolution: approval by all the directors in attendance.
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(L) Opinions of director or supervisor on record or in written statement different from major
resolutions of the board of directors in the recent year and the current year as of the date of
the publication of the annual report: nil

(M) Summary of resignation or dismissal of staffers related to financial report in the recent
year and the current year as of the date of the publication of the annual report:
1. Summary table of the resignation or dismissal of related members of the company

Starting Date of Reason for
Title Name date of dismi 1 resignation or
. 1smissa 57
service dismissal
Internal Huang 2007.03.29 | 2018.03.16 Adjustment of
auditing Ming-tang job
chief
Financial Lin 2009.04.01 | 2018.09. 26 Retirement
chief Chen-nan
Accounting Cheng 2013.07.01 | 2018.11.02 Adjustment of
chief Hung-ning job

Note: Related members of the company refer to chairman, president, accounting chief,

financial chief, internal auditing chief, and R&D chief.
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Information on professional fees for certified public accountants

. Information on professional fee for certified public accountants

Name of o ]
accounting Names of certified public Auditing period Note
firm accountants
PwC Taiwan Wu Han-chi | Chou Chien-hung | 2018.01.01-2018. 12. 31

Note: Should there be replacement of CPA or accounting firm, list the auditing period

of the original ones and explain reason for the replacement in note column.

Unit: NT$1, 000

Fee items | Auditing | Non-auditing Total

Fee brackets fee fee
1 | Less than NT$2, 000, 000
9 NT$2, 000, 000

(inclusive)~NT$4, 000, 000
3 | NT$4, 000, 000

(inclusive)-NT$6, 000, 000 3, 895 150 4,045
4 NT$6, 000, 000

(inclusive)~NT$8, 000, 000
5 NT$8, 000, 000

(inclusive)~NT$10, 000, 000
g | NT$10, 000,000 and more

(A) In case non-auditing fee paid to certified public accountants and their accounting firm and

affiliates exceeds one quarter of auditing fee, disclose auditing fee and non-auditing fee

and the contents of non-auditing service.

Information on professional fees for CPAs

Unit: NT$1,000

Non-auditing fee Auditing
Names of .. period of
Name (.)f certified public Auditing System| Company | Human | Others certified Note
accounting fee . . . Subtotal .
firm accountants design |registration| resources | (note 2) public
accountants
PwC | Wu Han-chi 2018,01.01
Taiwan [Chou Chien-hung 3,895 0 0 0 150 150
2018.12.31

Explanation: Non-auditing fee is the fee for transfer pricing report by certified public accountants in

2018.

Note 1: Should there be replacement of CPA or accounting firm in the year, list the auditing period

of the original ones and explain reason for the replacement in note column, in addition to

disclosure of information on the payment of auditing fee and non-auditing fee.
Note 2: Non-auditing fees should be listed for different service items separately; should

non-auditing fee under the item of "others" reach 25% of total non-auditing fee, specify

contents of the service in note column.
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(B) If accounting firm is replaced and auditing fee for the replacement year is less than that of
the previous year, disclose auditing fees before and after the replacement and explain the
reason: not applicable.

(C) In case auditing fee is 15% or more less than that of the previous year, disclose the
decreased value, percentage, and reason (auditing fee refers to professional fee paid by the
company to certified public accountants for the auditing, perusal, and review of financial

reports, as well as review of financial forecast and tax certification): not applicable.

F. Information on replacement of certified public accounts: If company
replaces certified public accountants in recent two years and before the
publication of the financial statement, disclose information on the following
items:

1. About original certified public accountants
Replacement dates March 20, 2015 and March 16, 2018
Replacement reason and

Job reshuffle of accounting firm

explanation
Explain whether the client i
replacement is due to the |(giq¢5 CPA Chent
termination of Termination of
appointment by client or appointment ) ]
refusal to accept Refusal to accept
appointment by CPA (continue) )

appointment

Any reservation in
auditing reports in recent |Nil
two years and reason

Accounting principle or
practice
Yes Disclosure of financial repot
Apy dlfferent opimion Auditing scope and procedure
with issuer Other

No |

Explanation: Nil

Other disclosure items 1. Financial report is unreliable, due to lack of sound internal

(stipulated in item 1-4 control system, as shown by notice by previous CPA: nil

through item 1-1 of 2. Previous CPA notifies the company expressing distrust of the

section 6 of article 10 of . 2. .

the guideline) company or uanhngness to .have any association with the

company's financial report: nil.

3. Previous CPA notifies the company demanding expansion of
auditing scope and data show expansion of auditing scope may
impair the credibility of financial report certified or going to be
certified but the suggestion of scope expansion fails to be
materialized, due to replacement of CPA or other reasons: nil.

4. Previous CPA notifies the company that data show possible
impairment of the credibility of financial report certified or
going to be certified but fails to rectify the problem, due to
replacement of CPA or other reason: nil.
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2.About succeeding original certified public accountants

Name of accounting firm PwC Taiwan
Names of certified public accountants(Chou Chien-hung, Juan|Wu Han-chao, Chou
Lu Man-yu Chien-hung
Appointment date March 20, 2015 March 16, 2018

Consultation before appointment on
the accounting method and principle
for specific transaction and opinions

on financial reports going to be Nil
certified and result

Written opinions of succeeding CPA
differing from opinions of previous Nil

CPA

3. Reply from previous CPA on items related to item 1 and item 2-2 of section 6

of article 10 of the guideline: nil.

G. In case the company's chairman, president, or financial or accounting
manager serves at the accounting firm of certified public account or its
affiliate in recent one year, disclose his/her name, title, and period of service
at the accounting firm or its affiliate: nil.
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H.The situation of share transfer and change in shareholding mortgage by
directors, managerial staffers, and shareholders with over 10% shareholding
in the recent year and as of the date of the publication of the yearbook

(A) Change in shareholding by directors, managerial staffers, and major shareholders:

2018 2019, as of April 22
amount of amount of
Title Amount of Amount of
(note 1) Name shareholding m(s)gagraegsed shareholding ng agraegsed
(cllrel:(érrzZZZ) Increased (érégrrzzzz) Increased
(decreased) (decreased)
Formosa Chemicals
Chairman & Fibre CorP.
Representative: i i i i
Wong,Wen-yuan
Keyford development ) ) ) )
Vice Co., Ltd.
Chairman Representative: i (143,000) i i

Hsie,Shih-ming

Standing director

(independent Cheng,Yu - - - -
director)
Independent
director Wang,Kung ] ] ) _
Independent |y, Chia-chi - - : :
director
Formosa Chemicals . _ _ _
Director R& Fibre Corp. :
epresentative: . } i -
Hong, Fu-yuan
Formosa Chemicals . _ _ _
Director R& Fibre Corp. :
epresentative: . } i -
Huang,Dong-terng
Formosa Chemicals ) _ _ -
Director & Fibre Corp. :
Representative: ) ) - -
Lee,Ming-chang
Formosa Chemicals ) _ _ -
Director & Fibre Corp. :
Representative: ) ) - -
Tsai, Tien-shuan
Lai Shu-wang
. Foundation ) ) _ ]
Director R C—
epresentative:

Lee,Man-chun

Director Hsieh,Ming-der - - - -

President Lee,Ming-chang - - - -

Senior vice Tsai, Tien-shuan - - - -
president
Chief of
financial Cheng,Hung-ning - - - -
division
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Chief of
accounting Lee,Shu-ming - - - -
division
Shareholder Formosa
with over 10% Chemicals & - - - -
shareholding Fibre Corp.

Note 1:Shareholders with over 10% shareholding should be specified as major shareholder and

listed separately.

Note 2: Filling in the following table, in case the recipient of share transfer or mortgaged shares is a

related party.

(B) Information on share transfer: nil

Name
(note 1)

Reason
for share
transfer
(note 2)

Relationship of

pver 10% shareholding

. . _ftransaction partner with|Amount .
Transaction|Transaction h di £ Transaction
date partner the company, 1rect9rs, 0 price

and shareholders with shares

Note 1:Fill in the names of directors, managerial staffers, and shareholders with over 10%

shareholding

Note 2: Fill in acquisition or disposal

(C) Information on mortgaged shares: nil

Reason for
Nae change in| Date Trqnsac
(notel)mortgaged of tion
shares |change|partner
(note 2)

Relationship of
transaction
partner with the
company, directors
, and shareholders
with over 10%
shareholding

Amount
of
shares

Percen
tage of
shareh
olding

Mortgage
rate

Mortgaged
(redeemed)
value

Note 1:Fill in the names of directors, managerial staffers, and shareholders with over 10%

shareholding

Note 2: Fill in mortgaged or redeemed shares
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I. Top 10 shareholders in terms of shareholding percentages and their

interrelationship
April 22,2019
. Shareholding of Shareholding N?m.e of SPOUSE Of relatly ¢
Name Shareholding of spouse and minor | in others' within 2nd kinship who is also >
(note 1) shareholder children among Fhe top 10 shareholders %
names and their relationship (note 3)
shares % shares % shares | % Title (or Name) | Relationship
Formosa l.Cha'ng Qung I. Thg same
. University, Chang chairman
Chemicals Gung University of | 2. A relative
& Fibre Science and within 2nd
Com. 1 630.002431| 37.40% | - : - | - | [Iechnology Ming }  kinshipof "}
Representat Chi University of chairman of
ive: Technology Asia Pacific
Wong 2. Asia Pacific Investment
Wen-yuan Ezestment Co., Co., Ltd.
Chang
Gung
Medical
Foundation
Representat | 97,599,254 5.79% - - - - - - -
ive:
Welfred
Wang
Jui-hui
Yu Yuang
Textile
Co., Ltd.
Representat | 43,005,328 2.55% - - - - - - -
ive:
Hsieh
Ming-der,
Mm;ﬁlsiung 41332277|  245% | 6,739,828| 0.40% - - - - -
1. Formosa Chemicals | 1. The same
& Fibre Corp., chairman
Chang Chang Gung 2. Chairman
Gung University, of of Asia
University Science and Pacific Co.,
Representat | 37,130,116 2.20% - - - - Technology,Ming Ltd.isa -
ive: Chi University of relative
Wong ) zeghrIl)olc).%y E,'ith}ilr'l 2nd
. Asia Pacific inshi
Wen-yuan Investment Co., P
Ltd.
Chang ) 1. The same
Gung 1. Forrposa Chemicals chairman
University & Fibre Corp., 2. Chairman
of Science Chang Gung of Asia
and University, Ming Pacific Co.,
Technology 35,812,944 2.13% - - - - Chi University of Ltd.is a -
R tat Technology relative
cpresen 2. Asia Pacific within 2nd
1ve. Investment Co., kinship
ngo;lfan Ltd.
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. Shareholding of Shareholding Ngmp of Spouse or relat1y ¢
Shareholding of . . , | within 2nd kinship who is also
Name spouse and minor | in others Z
(note 1) shareholder children among Fhe top 10 shareholders %
names and their relationship (note 3)
shares % shares % shares | % Title (or Name) | Relationship
1. Formosa Chemicals &| 1. The same
Ming Chi Fibre Corp., chairman
Institute of Chang Gung University| 2. Chairman
Technology Chang Gung University of Asia
of Science and Pacific Co.,
Representat | 31,427,255 1.87% - - - - . -
i Technology Ltd.is a
1ve: relative
Wong 2. Asia Pacific within 2nd
Wen-yuan Investment Co., kinship
Ltd.
As'la Formosa Chemicals & Rc.zla.tlve
Pacific Fibre Corp., Chang l‘iv.lthlr.l 2nd
Investment Gung University, inship with
Co., Ltd. Chang Gung the chairman
> 24,134,415 1.43% - - - - . . . of the -
Representat University of Science aforementione
ive: and Technology, | g poyy
Wong Ming Chi University juridical-perso
of Technology
Wen-chao n shareholders
Taiwan
Life
Insurance
Representat | 21,222,000 1.26% - - - - - - -
ive:
Huang
Shih-kuo
Nan Shan
Life
Insurance
Representat | 20,946,000 1.24% - - - - - - -
ive:
Tu
Ying-tsung
Note 1: List all the top 10 shareholders; for juridical-person shareholders, list the names of the
juridical persons and their representatives.
Note 2: In calculating percentage of shareholding, take into account not only shares owned by
shareholders themselves but also those owned under other others' names and those owned
by their spouses and minor children.
Note 3: Aforementioned shareholders include juridical persons and natural persons and their
relationship should be disclosed according to the guidelines for compiling the financial
reports of issuers.
Note 4: Chairman of Formosa Chemicals & Fibre Com. Ltd.. is a director as a representative of

Chang Gung Medical Foundation.

~95~




J. The amount of total shareholding of the company and the company's
directors, managerial staffers, and directly or indirectly controlled
enterprises in an invested enterprise and percentage of the shareholding.

Unit: share; %

2018.12.31

Investment by the

Investment by the
company's directors,
managerial staffers, and

Total investment

Invested enterprises company directly or indirectly
P controlled enterprises
(note 1) Percent Percent Percent
Number of | age of Number of shares| 2€ of | Number of | age of
shares shareho shareho shares shareho
lding lding lding
F Ad d
ormosa Acdvance 206,442,472 46.68 5375252 122 211,817,724 47.90
Technologies Co., Ltd.
F Devel t Co.,
Li’;mosa CYEROPIEL 0 1 16,100,000 100.00 ; - 16,100,000| 100.00
ggarﬁg’let Enterprise 18,595,352 17.99 240,014 023| 18,835,366 18.22
Formosa Taffeta ( Hong
Kong) Co., Ltd. - 100.00 - - - 100.00
Schoeller FTC (Hong
Kong) Co., Ltd, - 50.00 - - - 50.00
Xiamen Xiangyu Formosa
Import & Export Trading Co., - 100.00 - - - 100.00
Ltd.
Formosa Taffeta
(Zhongshan) Co., Ltd. i 100.00 i i i 100.00
Formosa Taffeta
Vietnam Co., Ltd. ) 100.00 ) ) ) 100.00
Formosa Industries Co., i 10.00 i 4250 i 5750
Ltd.
Formosa Taffeta Dong
Nai Co., Ltd. - 100.00 - - - 100.00
Formosa Taffeta
(Changshu) Co., Ltd. - 100.00 - - - 100.00
(note 2)
Formosa Taffeta
(Cayman) Co., Ltd. - 100.00 - - - 100.00
(note 2)
Public More
International Company - 100.00 - - - 100.00
Ltd. (note 2)

Note 1: Long-term investment based on equity method

Note 2: Company invested by subsidiary
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IV. Fund raising
A. Capital and shares
(A) Source of share capital
Approved share capital Paid-in capital Note
Per -
Month/ Capital
year Value share Amount share | Amount Sou(r)(ties Increased by| o,
(NTS$) (dollars) (dollars) | ... |Assets Other
P than Cash
Capital
July Same as Same as |increment
10 |1,684,664,637(16,846,646,370 left ; Nil Note
2006 left column| with
column .
earnings

Note: NT$330,326,400 of capital increment with earnings in 2005, following approval by the
Cabinet-level Financial Supervisory Commission (FSC No. 0950130979, July 17, 2006).

April 22,2019 Unit: share
Approved share capital
Kind of sh el ; Not
Ind of share Issued shares in circulation Un-issued shares|  Total share ote
(note)
Common share 1,684,664,637 — 1,684,664,637 —
(registered)
Note: all listed shares on the stock market
Information on self registration: not applicable
(B) Shareholder structure
April 22, 2019
Shareholder Other Foreign
tructure(Government] Financial . .. institution
. e juridical Individual Total
agencies institution and
A person X
mount foreigners
Number of 3 18 198 44,092 494 44805
shareholders
Shgﬁzfelg)mg 8,934,039 110,019,000 | 957,850,660 | 288,613,371 319,247,567 | 1,684,664,637
Shareholding o o o o o o
ratio 0.530% 6.531% 56.857% 17.132% 18.950% 100.00%

Notes: Disclose of Chinese shareholding by companies with primary share listing on the

stock market (over-the-counter market) and emerging enterprise market: Chinese

shareholding refers to shares owned by people, juridical persons, groups, other

institutions, or their invested companies in a third place, as stipulated in article 3

of the "Regulations Governing Permission for People from the Mainland Area to

Invest in Taiwan."
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(C) Shareholding distribution status

April 22, 2019

Class of Shareholding Number of Shareholding Shareholdine ratio
(Share) Shareholders (Share) £
1~999 22,556 5,319,188 0.31%
1,000~5,000 15,041 33,594,277 1.99%
5,001~10,000 3,192 24,225,644 1.44%
10,001~15,000 1,130 14,113,426 0.84%
15,001~20,000 671 12,119,570 0.72%
20,001~30,000 655 16,497,450 0.98%
30,001~50,000 532 21,160,271 1.26%
50,001~100,000 430 30,878,851 1.83%
100,001~200,000 243 34,542,938 2.05%
200,001~400,000 144 40,843,009 2.42%
400,001~600,000 52 25,754,196 1.53%
600,001~800,000 32 22,168,014 1.32%
800,001~1,000,000 19 17,321,818 1.03%
1,000,001 or over 108 1,386,125,985 82.28%
Total 44,805 1,684,664,637 100.00%
(D)List of Major Shareholders
April 22, 2019
Share Sharcholdi
Major archo’ding Shareholding ratio
(Share)
Shareholders
Formosa Chemicals & Fibre Corp. 630,022,431 37.40%
Chang Gung Medical Foundation 97,599,254 5.79%
Yu Yuang Textile Co., Ltd. 43,005,328 2.55%
Lai Ming-hsiung 41,332,277 2.45%
Chang Gung University 37,130,116 2.20%
Chang Gung University of .
Science and Technology 35,812,944 2.13%
Ming Chi Institute of Technology 31,427,255 1.87%
Asia Pacific Investment Co., Ltd. 24,134,415 1.43%
Taiwan Life Insurance Co., Ltd. 21,222,000 1.26%
Nan Shan Life Insurance Co., Ltd. 20,946,000 1.24%

Note: Shareholders ratio for the top ten shareholders
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(E) Market share price, net worth, earnings, stock dividends, and related data in recent two

years
Unit: NT$, share
Year Current year as of
2017 2018 March 31, 2019
Item (note 8)
Market Highest 33.60 37.95 37.35
share price Lowest 29.25 30.05 33.60
(notel) Average 30.92 33.35 35.53
Net worth Before distribution 43.44 44.50 46.43
per share —
(note2) After distribution 41.54 42.40 -
Weighted average number | | co4 664 637 | 1,684,664,637 | 1,684,664,637
. of shares
Barnings g o [Before adj 2.54 2.82 0.2
per share gs (Before adjustment 5 . 25
per share frer adi
(note 3) After adjustment - - -
Cash dividend
(note 9) 1.9 2.1 -
o Stock grant with 0 0
Dividend g Q earnings -
per share | & 5 [ Stock grant with 0 0 ]
capital reserve
Accrued dividend (note 4) - - -
Price earnings ratio
(note 5) 12.17 11.83 -
Return on Price dividend ratio
investment (note 6) 16.27 15.88 )
Yield rate of cash
dividend (note 7) 6.14 6.30 -

Note 1: List highest and lowest market prices of common shares in various years and calculate the

average market prices of various years according transaction values and volumes in those

years.

Note 2:

Note 3:

Note 4:

Note 5:

Note 6:

Note 7:
Note 8:

Note 9:

Based on the number of shares issued at the end of year and fill in the status of distribution
as resolved by shareholders' meeting next year.

In case there needs retroactive adjustment for stock grant, list earnings per share before and
after the adjustment.

If there is requirement in the issuance conditions for equity securities for accumulation of
unissued share dividends until a year with earnings for payout, disclose accrued dividend as
of current year.

Price earnings ratio = average closing share price of current year/earnings per share

Price dividend ratio = average closing share price of current year/cash dividend per share.
Yield rate of cash dividend = cash dividend per share/ average closing price of current year
Provide data on net work per share and earnings per share certified (reviewed) by certified
public accountants up to the latest quarter as of the date for the publication of the annual
report; provide data of current year as of the date for the publication of the annual report for
other columns.

NT$2.1 cash dividend and no stock dividend for distribution of 2018 earnings is a proposal,
which needs passage at the 2019 shareholders' meeting.
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(F)The company's dividend policy and execution status

1. Dividend policy
With business belonging to mature industry, the company retains stable profits, with
dividend policy focusing on cash-dividend payout, capital increment with earnings, and
capital increment with capital reserves. After deducting appropriations for legal reserve
and special reserve, at least 50% of the distributable earnings of the current year is used
in dividend payout, especially cash dividend. The combined amount of capital increment
with earnings and capital increment with capital reserves should not exceed 50% of the
dividend payout of the year.

2. Proposal for dividend payout at the shareholders' meeting
The proposed dividend distribution for this shareholder meeting is NT$2.1 per share, all
in cash.

3. Expected major change in dividend policy: nil.

(G)Eftect of proposal of stock grants at the shareholders' meeting on the company's business
performance and earnings per share: not applicable (the company doesn't compile financial
forecast).

(H) Compensations for employees and directors:

1. Percentage and scope of compensations for employees and directors specified in corporate
charter: After settlement of final account, the resulting net profit, after deduction of
business income tax, should be used in priority to cover accumulated loss of previous
years, before appropriation of 10% of the balance as legal reserve and, if necessary,
additional appropriation as special reserve, followed by appropriation for dividend. The
remaining earnings, should it exist, would be combined with accumulated retained
earnings of previous years for formulation of shareholder bonus payout by the directors
for submission to shareholders' meeting for approval.

According to revised corporate charter approved by shareholders' meeting on June 24,
2016, if the company turns in a profit, after deduction of compensations for employees
and directors, 0.05% to 0.5% of pretax profit would be appropriated for employee
compensations and up to 0.5% for compensations for directors. However, if the company
still has accumulated loss, appropriation should be made first on the profit to cover the
loss.

2. Accounting for difference between the estimate as the basis for compensations for
employees and directors and number of shares as the basis for stock payout as employee
compensations and the actual payout value:

Estimate as the basis for compensations for employees and directors is made according
to related law/regulation, the company's charter, and past experience. Difference between
the estimate and actual payout value, if any, would be handled as variable in accounting
and listed as profit/loss of next year.

3. Payout of compensations approved by the board of directors:

The company's board of directors passed the following resolution on March 15, 2019:
(1) Cash payout of NT$10,543, 152 for employee compensation and NT$5,271,576 for
compensations for directors.
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(2) No payout for employee compensation in the form of stock, with share of such
payout in after-tax net profit and total employee compensation being zero.
4.Explain the difference, if any, between actual payout for compensations for employees,

directors, and supervisors in previous year (including the number of shares and value of
money paid out and stock price) and the recognized amount of compensations for
employees, directors, and supervisors, the scale of difference, reason, and handling
status:

Status of execution of payout approved by shareholders' meeting of the company on June

22,2018:
(1) Actual bonus payout in cash for employees reaches NT$8,993,823 and
NT$4,496,911 for compensations for directors, with no stock payout;
(2) actual bonus payout for employees in the form of stock is zero, with share in capital
increment with earnings being zero;
(3) after deduction of aforementioned payouts, earnings per share is imputed at
NTS$2.54.
(4) there is no difference between the aforementioned actual payout and the payout plan
approved by the board of directors.

(I) Share buyback by the company: nil.
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B. Issuance of corporate bonds: nil
C. Issuance of special shares: nil
D. Issuance of overseas depository receipts: nil
E. Issuance of employee stock option certificates: nil
F. Managerial staffers with acquisition of employee stock option
certificates and names of top 10 employees with largest number
of employee stock option certificates and status of acquisition
and subscription: nil
G. Issuance of restricted stock awards: nil
H. Managerial staffers with acquisition of restricted stock awards
and names of top 10 employees with largest number of restricted
stock awards and status of acquisition: nil
I. Issuance of new shares for acquisition of other company or
transfer of other company's shares: nil
J. Status for the execution of fund utilization plan
(A) Contents of plan
1. Previous securities issuances or private share placements which have not
been completed as of the date of the publication of annual report: nil
2. Plans in recent three years which have been completed but have yet to
manifest significant benefits: nil
(B) Execution status
Analyze item by item the purposes of aforementioned various plan as of the
quarter prior to the publication of the annual report, execution status, and

comparison with anticipated benefits: nil
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V. Business Status
A. Business contents

(A) Business scope (according to business items registered with the Department of Commerce,
the Ministry of Economic Aftairs)

1. The company's major business items are:

( Dproduction and sale of nylon fabric and polyester fabric;
( 2)production and sale of the alveolar bone of umbrella rib and tyre cord;
( 3)manufacturing, processing, and sale of polymers and related products;

(4)traditional combed cotton yarn, blended yarn, new functional yarn, special protective

yarn, and woven fabric;

(5)production and sale of protective textile devices, including: [1] bulletproof vest,
jacket, helmet, shield, mask; abrasion-resistance fabric, and products with composite
materials (sports devices, fishing gear); [2] industrial work clothes, including clothes
with acid-, alkaline-, fire-, and high temperature endurance and reprocessed products
using such textiles, including fire-fighting coat, anti-heat clothes for working in
boiler room, and chemical-industry work clothes; [3] clean-room wares (sterilized
clothes, surgical gown, medical wrapping cloth, anti-static electricity clothes), and
sterilized clothes;

( 6)Information software and service and design, manufacturing, and sale of

communications software/hardware and components;

( 7)management of recreational area, children's amusement park, park, camping ground,
swimming pool, skating rink, zoo, and general sports ground and lease of gear for

water recreational activities and yacht;
( 8)management of hotel and affiliated restaurant;
( 9)transactions in staples, artifacts, groceries, general merchandise, and apparels;
(10)agency and production of domestic and foreign artistic and performing-art events;

(1D)running of gas stations for sale of gasoline, diesel oil, kerosene, and petroleum
products in small package, plus lubricant oil for autos and motorcycle, as well as
simple maintenance, car washing, auto and motorcycle products, convenience store,
parking lot, operation of automatic vending machine, and entrusted operation of

regular auto inspection;
(12)other businesses except those forbidden or restricted by law/regulation.

The above are the major business contents of Formosa Taffeta Co., Ltd.
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2. 2018 Revenue distribution

Unit: NT$1,000

Major products Unit Quantity Amount %
Oil products Kiloliter 463,812 12,144,072 27.26
Polyamine/Polyester 1,000 yards 295,981 14,016,859 31.47
Tire Cord Metric ton 53,324 7,664,363 17.21
Assembly 1,000 grains 930,102 4,740,224 10.64
Testing 1,000 grains 1,010,186 3,436,413 7.71
Special textile 1,000 yards 4,551 885,063 1.99
PE bags Metric tons 6,339 450,142 1.01
Number of yarn Pieces 23,206 430,760 0.97
Module 1,000 units 4,294 608,888 1.37
Cotton fabric 1,000 yards 939 81,245 0.18
Land development 34,155 0.08
Business recruitment 34,274 0.08
Commission income 18,595 0.04
Total 44,545,053 100.00

3.

The company's existing products:

Long-fiber PU/polyester woven fabric, short-fiber woven fabric, long- and short-fiber
interwoven fabric, dyed check, PU/polyester tire cord, PE bag, combed cotton yarn,
blended yarn, new functional yarn, special protective yarn and textile, bullet-proof fabric,
composite-material textile, gas-station service, daily-life products, and car-washing
service.

. New products planned to be developed:

Environment-protection materials, biomedicine products, textiles for senior citizens,
development and application of nano-level materials, fluorine-free water-repellant fabric,
smart temperature-control fabric, waterless dyeing technology, bluesign® PU textile
featuring chemical-free processing, protective clothes for servicemen and policemen,
firefighting clothes, composite-material auto and 3C products.

(B) Industry status
1.Polyamine/polyester long-fiber dyed fabric

In 2018, with inventory adjustment coming to an end, apparel market expanded at a
steady but slow pace. In 2019, consumption on the apparel market in North America has
picked up further, inducing influx of orders from branded customers. A major growth
driver is sportswear featuring comfort, functionality, and casual style tinged with some
flavor of fashion, as a result of which orders from major sports brands in the first quarter
grew over a year earlier. In order to shorten delivery time and lower costs, branded
customers tend to concentrate supply chain. In response, the company will continue
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transferring their orders to overseas plants in Vietnam and China. The Taiwanese plant
will focus on the development of differentiated products and environment-friendly
materials, consolidating its role for product development and innovation and
coordination for execution of projects of branded customers, so as to strengthen the
existing global supplying network and sustain growth of orders.

In 2019, in response to the development trend crossing fashion and sportswear
among international brands, the company will increase the shares of niche,
environment-friendly, and differentiated products in various kinds of textiles. In the
aspect of long-fiber textile, the R&D team will add fashion flavor to core products and
the marketing team will tap high-end market. In general, the company will utilize the
advantages of low production cost and regional preferential tariffs, as part of the division
of labor among the company's five plants in Taiwan, China, and Vietnam, so as to
materialize the benefit of synergy.

In 2019, given uncertain global economy, although orders from branded customers
on the long-fiber woven-fabric market will still grow, it is important to consolidate
supply chain and solicit new customers, strengthening partnership with major brands and
alliance with apparel suppliers designated by brands, so as to assure attainment of the
target for the year.

2. Cotton spun yarn

(1)Industry status and development: Due to acute competition and contracted domestic
market, some short-fiber spun yarn firms shrank their business scale in 2018, while
some shifted to the small-volume, large-variety niche markets.

(2)Association among the upstream, midstream, and downstream sectors of the industry:
Based on the demands of branded end customers, seek upstream suppliers of special
fiber materials, cooperate with specialized weaving, dyeing, and processing plants in
the medium and downstream sectors, and develop customized end products via
vertical integration, thereby boosting the overall margin of yarn plants.

(3)Product development trend: The company has renovated and installed multi-function
special spinning machines since 2018, for the production of long- and short-fiber
special composite yarns with high added value, which are supplied mainly to
sportswear brands. Via vertical integration with fabric firms and weaving and dyeing
plants, the company has establish a product lineup differentiated from traditional
market, thereby giving our yarn plants a robust growth momentum and high margin.

3. Special fabric, carbon-fiber fabric
3.1 Special fabric
(1) Industry status and development: Demands in advanced markets, including Europe,
the U.S., and Japan, grow slightly, compared with faster growth in Southeast Asia
and flat demands in the Middle East, China, and India.
(2) Association among upstream, midstream, and downstream sectors of the industry:
Situated in the midstream sector of the industry, the company engages in yarn
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spinning, fabric weaving, and dyeing and finishing, plus production of some
finished products, while obtaining fiber from upstream suppliers in Europe, the U.S.,
Japan, China, and South Korea and selling products to apparel plants in the
downstream sector.

(3) Development trend and competitive status of various products: In view the trend for
low-cost and comfortable blended yarn for low- and medium-tier fire-proof fabric,
the company will develop high-performance fabric for clothes of servicemen,
policemen, and firefighters; meanwhile, faced with price competition from
China-made products for anti-static cloth in Southeast Asia and Taiwan, the
company will develop highly comfortable fabric for use in foodstuff and
spray-painting works, as well as fabric for medical use.

3.2 Carbon-fiber fabric

(1) Industry status and development: Supply mainly flat fabric, twilled fabric,
epoxy-resin prepreg, and carbon-fiber flat and multi-axial and -layer fabric, for sale
to domestic and overseas carbon-fiber composite-material plants, mainly for
production of bicycle frame, rim, sports gear, robotic arm, footwear material, ship,
construction reinforcement, and auto parts.

(2) Association among upstream, midstream, and downstream sectors of the industry:
Carbon-fiber fabric and prepreg belong to secondary processing, with materials
supplied by Tairylan Division of Formosa Plastics Co., Ltd. and noted Japanese
firms, mainly for supply to bicycle component and part plants, sports gear plants,
shipbuilders, composite-material molding plants, and pipeline material plants,
construction reinforcement firms, and drone manufacturers.

(3) Development trend and competitive status: The company has a complete secondary
carbon-fiber processing product line, covering 1.5 K, 3 K, and 12 K flat fabric,
twilled fabric, epoxy-resin prepreg, and carbon-fiber flat and multi-axial and -layer
fabric, suitable for thermosetting and thermoplastic molding. In conjunction with
upstream and downstream sectors, the company has been development
thermoplastic/thermosetting cases for 3C products, auto parts and components, and
robotic arms, among others. In addition, the company has joined hands with
reinforced materials supplies, both in Taiwan and abroad, in bidding for
civil-engineering projects, so as to increase the magnitude of products. Major
competitors are three leading Japanese firms.

4. Tire cord

(1) Industry status and development: Combined tire-cord capacity of the company's
Taiwanese and Vietnamese plants hits 5,600 tons/month, including 3,600 tons/month
in Taiwan, 21% of which for domestic sales and 79% for shipment to Southeast Asia,
India, Sri Lanka, the U.S., China, Japan, South Korea, and Europe, and 2,000
tons/month in Vietnam, 43% for domestic sales and 57% for exports. The company
has been faced with acute price competition, due to oversupply on the international
market, which is aggravated by higher tariffs for exports from Taiwan.

~106~



(2) Association among upstream, midstream, and downstream sectors of the industry:
Major materials of tire cord are high-strength yarns, including PU 6, PU 66, and
polyester, which are supplied mainly by affiliates of Formosa Plastics Group and
tire-cord yarn plants in China. With sufficient capacity, the company suppliers tire
cord to tire manufacturers, both in Taiwan and abroad.

(3) Development trend and competitive status: Due to lower technology threshold, price
competition on the international market, and higher tariffs for exports from Taiwan
to major outlets, production of bulk tire cord has been shifted to Vietnamese plants
gradually, while the head plant in Taiwan has stepped up investments in equipment
for high-tier products with higher added value.

5. PE bags

(1) Industry status and development: Under chronic price competition, the company has
focused on the Japanese market, due to its demands for quality products with higher
prices, which now accounts for 77% of the company's sales of PE bags, leaving 22%
for shipment to America and 1% for domestic sales.

(2) Association among upstream, midstream, and downstream sectors of the industry:
Main material PE is supplied by Formosa Plastics Corporation. The company
engages in blowing of membrane, printing, and bag making and supplies PE bags to
supermarkets, mass merchandise stores, convenience stores, and other retailers.
Products include t-shire bags, purchasing sacks, and garbage bags.

(3) Development trend and competitive status: Despite price competition on the
international market, the company has enjoyed steady sales for PE bags, which are a
consumption product, thanks to better quality, enabling the company to secure
orders from convenience-store and supermarket chains in Japan and South American
customers. In recent years, the company has been endeavoring to develop
preservation and environment-friendly materials.

6. Formosa Taffeta gas station (106 stations)

(1) Industry status and development: There were 2,483 gas stations in Taiwan as of the
end of 2018 (source: the Bureau of Energy, the Ministry of Economic Affairs),
including 603 owned by CPC Corp., Taiwan directly, with the remainder being gas
stations run by private enterprises, franchised stations, and independent stations.

(2) Association among upstream, midstream, and downstream sectors of the industry:
Gas stations are situated at the end of the channel of oil-product market, with oil
products supplied by CPC Corp., Taiwan and Formosa Petrochemical Corp. mostly,
as import volume is very low.

(3) Development trend and competitive status: Multiple services are essential for the
operation of gas stations in Taiwan, which is a mature market with acute
competition. For the sake of differentiated quality, Formosa Petrochemical Corp. has
rolled out 95 + Plus gasoline, which enables steady, oil-saving, strong driving, plus
fast acceleration and reduction of carbon deposits in engine and pollutant emission.
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Gasoline accounts for 70% of sales and diesel oil 30%.

(4) In 2018, due to joint output reduction by OPEC members and tension in the Middle
East, crude-oil price jumped to US$83.9 per barrel in Oct., up from original US$60,
before crash to US$49.5 in fourth quarter, due to dispute between the U.S. and
major trade partners over chronic huge trade imbalance, the effect of prolonged talk
on the energy purchase policies of various countries, UN sanction against Iran, and
increased output of oil producing countries. In 2019, oil prices are predicted to
fluctuate in the medium-high range, which will be favorable to the company in the
valuation of oil in stockpile. Another uncertain factor is longstanding geopolitical
disputes in Northeast Asia, the Middle East, and South China Sea.

(5) Engaged in the running of gas stations, retail of oil products, plus some auto and
daily-life goods, and car-washing business, the company is not an oil-product
producer, raking in income from sale of oil products. Therefore, the company has
focused on the management of gas stations, including quality of services, personnel
deployment, promotion of by-products, and car washing.
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(C) The State of Technology and Research & Development

Year

Expense in

R & D(NT$) Result

2018

Wicking/ Air leaking textiles.

New air textured yarn.

Thermal/cooling comfort functional textiles.

Double layers & sandwhichs textiles.

Ultralight Polyamide 6.6(15D | ).

New conductive textiles.

Functional waterproof and breathable laminated textiles.
Eco-friendly printing products.

Wearable smart clothing textiles.

Textiles federation information cooperation.

.Resin for carbon framed tyre bicycle tyre rim Tg(210°c).
.Resin for no white dots high translucent 3K carbon prepreg.
.Bicycle fork high resistance prepreg.

271, 143, 122

© 0N T o=
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2019
Q1

Wearable smart thermal clothing.

High resistance fluorine free water repllent finish.
Nomex camouflage prints.

New double weave baffle textiles.

Improvement for the resin of flame retarted 3C carbon fiber.

62,416, 112

Ol o=

(D) Long- and short-term business development plan

1. Polyamine/polyester long-fiber woven & dyed fabric

1.1 Short term

(1) Expand supply of product mix featuring highly differentiated niche products and
environment-friendly materials.

(2) Tap business of emerging brands, flexibly adjust the interaction between orders and
capacity, and assure stability of order sources.

(3) In line with the trend of orders with short-delivery time among Chinese customers,
offer customized service covering product recommendation throughout product
development to specific customers, to solicit their orders.

(4) Overseas factories must dedicate to enhancement of competitiveness, via
R&D/equipment/quality/delivery time/service.

(5) In response to CSR current, actively seek treatment of discharged water, including
separate sewer, regeneration, and recycling, to attain the goal of volume reduction,
supply reduction, and consumption reduction.

1.2 Long term

(1) Intensify market information collection, strengthen strategic partnership with
branded customers, consolidate supply chain, and raise full-purchase rates of
branded customers.

(2) Tap multiple terminal markets, in the four categories of outdoor apparel, functional
sportswear, fashion and leisure, and umbrellas for both sunny and rainy days.

(3) Materialize the benefit of KPI (key performance indicators) and assure rapid and
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punctual delivery of goods, so as to meet customer demands.

(4) Form strategic alliance with apparel suppliers designated by branded firms, develop
and promote products with material suppliers, apparel firms, and design houses
jointly, and take lead in production and sale.

(5) In response to the request of branded firms to cut energy and water consumption in
process, Formosa Taffeta's various plant premises plan to complete various
environment-protection projects according to schedule, so as to enhance CSR

competitiveness.

2. Cotton spun yarn

2.1 Short term

(1) Collect various new fibers, alongside development of new products and new
channels by the company's special textile factory.

(2) Continue forming strategic alliance with upstream material suppliers in the
development of new type and new usage, so as to lengthen product line.

(3) In conjunction with branded customers, the company purchased multi-function
special spinning machines for the production of long- and short-fiber composite
yarns in 2018, to boost the added value of fabrics, as well as production of yarns
using silver-coated fiber and alginate fiber supplied by branded customers.

2.2 Long term

Continue introduce ever-progressing hi-tech textile materials, from both
domestic and overseas sources and in line with demands of end customers for
products with diversified and compound functions, carry out vertical integration of
upstream, midstream, and downstream sectors, for the development of customized,
differentiated, and environment-friendly products, in the hope of becoming a hub in
the supply chain for short-fiber functional textiles in Asia-Pacific.

3. Special textile
3.1 Short term
Develop low-cost fireproof blended fabric to meet market needs, actively tap
the high-end markets of fabric with digital camouflage pattern and laminating fabric
in Australia, the U.S., Taiwan, and Southeast Asia, develop anti-static fabric for use
in work clothes for paint spraying and foodstuff works, and develop industry-use
fabric and anti-stabbing fabric.
3.2 Long term
Develop differentiated products with different materials, to meet the plural

needs of emerging markets, and intensify the development of customized products.

4. Tire cord
4.1 Short term
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(1) Polyamine 6 tire cord of Taiwan plant: To offset reduced purchase by Indian
customers, caused by tariff factor, strive to expand shipments to Taiwan, the U.S.,
India, Sri Lanka, Southeast Asia, and Europe, 2019 We taking advantage of customers'
business growth and the company's R&D results, in addition to soliciting orders for
fine denier used in tires of high-end bicycles. Meanwhile, orders for low-price bulk
common products in Taiwan plant will be shifted to Vietnam plant, which has lost
competitiveness for such products.

(2) Polyamine 66 tire cord of tire cord: Focus in 2019 will be expansion of shipments to
Taiwan, U.S., India, Sri Lanka, Southeast Asia, and Europe.

(3) Polyester tire cord and fabric: Solicit more orders from specific customers in Taiwan,
Serbia, Sri Lanka, and Indonesia; join hands with THC of Japan in tapping Japan's
polyester tire cord market; increase orders from second-tier tire manufacturers in
Taiwan; solicit orders from South Korea for SR4 filament, developed by Nan Ya
Plastics and strive for certification of SRS filament by specific customers in South
Korea, the U.S., and Malaysia and seek orders from them.

(4) Other products with high added value: Increase orders for anti-rubbing fabric and
promote fine denier and anti-stabbing fabric for bike tires, and other products with
high added value.

(5) Vietnam plant: Inauguration of new capacities, including 1,700 tons/month for
weaving and 2,000 tons/month for impregnation, has greatly boosted the
competitiveness of Vietnam plant, thanks to economy of scale and more complete
product lineup. In addition, taking advantage of the advantages of Vietnam plant, in
terms of cost and zero tariff for ASEAN market, flexibly adjust the division of labor
between Vietnam and Taiwan plants, in terms of capacities, equipment, product mix,
and production/sales.

4.2 Long term

Offset the impact of changes in overall environment, via division of labor
between Taiwan plant and Vietnam plant, in terms of production and sales. In recent
years, Taiwan plant has suffered significant loss in order to low-cost common tire
cord, due to adverse tariff, expansion of peers, price competition, and oversupply in
Asia. The situation has been aggravated by higher U.S. tariff, a result of U.S. policy
to address huge deficit with major trade partners, and slackened demands of
downstream tire manufacturers, prompting Taiwan plant to adopt various measures
for turnaround, via soliciting new orders from the world's 10 tire brands and
develop differentiated products with high added value. In 2018, Vietnam plant
racked up average sales of 1,455 tons/month, thanks to preferential tariff treatment
on international and regional markets and successful inroads into the markets of
Vietnam, ASEAN, China, South Korea, Japan, India, Europe, and the U.S.
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5. PE bag
5.1 Short term
Sustain sales growth via retention of existing customers and soliciting new
customers, cut production cost further, and intensify cost control, via flexible
adjustment of stocks of raw materials and finished products, according price
fluctuation of raw materials.
5.2 Long term
Pay attention to the development of packaging materials and develop related
new products, such as products featuring environment-friendly biomass materials,

so as to facilitate business transformation and sustainable development.

6. Formosa Taffeta gas stations (106 stations)

6.1 Short term

(1) Solicit bulk oil-consumption customers in the fields of agricultural machines and
industries, so as to boost oil sales.

(2) Push plural payment instruments and intensify sales promotion, so as to stabilize
and enhance oil sales.

(3) Offer sophisticated car-washing service, to increase revenue.

(4) Adjust stocks, in line with price fluctuation.

(5) Enhance corporate image, via engagement in public service.

(6) In line with increasingly strict supervision of gas stations by municipal governments,
in terms of inspection of safety, equipment, and environmental protection, the
company carried out online management of all the 106 stations, improving report of
defects, reducing penalties, strengthening environmental protection, and assuring
communal safety.

6.2 Long term

(1) Phase out stations with lackluster performance, taking into account lease length and
locations, so as to boost overall profits of gas station operation.

(2) To save manpower and meet customer demands, increase installation of self-service
filling equipment, as part of the effort to fully automate the operation of gas
stations.

(3) Push co-brand card and membership card, to increase non-oil revenue and raise
customer loyalty.

(4) Pluralize revenue sources, including installation of vehicle inspection station,
battery swap station, and mini convenience stores, to achieve full land usage.

(5) With electric motorcycles have produced moderate effect on the operation of gas
stations, cautiously consider long-term countermeasures for the trend of electric

vehicles and driverless cars.
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B. Market and production/sale status
(A) Market analysis
1. Major outlets and market shares

The company produces textile products, which are common daily-life goods, for which

there are a multitude of suppliers worldwide, a far cry from oligopolistic markets for

many electronic lines or rare products. Given wide variety of products and materials,

lack of clear categorization and statistics on demands, absence of dominant suppliers,

market share is hard to calculate and irrelevant. The company focuses on the quest for

improvement of product quality and growth of sales volume, continuing orders and

full-purchase rate of long-fiber woven fabric customers, in addition to penetration of

emerging markets.

(1) Polyamine/Polyester long-fiber dyed fabric
Formosa Taffeta's textile products are shipped mainly to four end markets: outdoor
functional wear with 35.8%, sportswear with 40.2%, casual wear with 16.3%, and
umbrella with 7.7%. Major customers are international renowned brands, with
which the company has entered into strategic alliance, forming a tight supply chain
along with apparel manufacturer customs, which covers product design, joint
development of materials, fabric design, dyeing and finishing, and apparel. The
company's fabric is supplied mainly to apparel plants in China, Hong Kong,
Northeast Asia (South Korea, Japan), Southeast Asia (Vietnam, Indonesia, Thailand,
Laos, Burma). Customers' continuing purchase volume and full purchase rates
fluctuate along with performance for sales to branded customers.

(2) Cotton yarn:

1) Sales outlets: ratio between domestic sales and export and areas are shown in the

following table:
Area Year | Taiwan Southeast South Others Total
Asia America
Sales share | 2017 78 17 3 2 100
(%) 2018 82 12 4 2 100
Explanation | Calculation on yearly basis

2) Traditional yarn accounted for 68.6% of the sales volume of the cotton weaving
plant in 2018, with the remaining 31.4% for functional yarn, but in terms of sales
amounts the share of Traditional yarn was 35.4%, functional yarn was 64.6%,
which underscores the high added amounts of the latter.

3) Traditional yarn business is clouded by sluggish trading in yarn counts, as orders
received by downstream textile firms drop under the strong competition from
imported apparel and foreign brands.

4) Strengthen R&D on functional and high-price industrial yarn, develop in the
direction of small volume/large variety products, and focus on the production
functional yarn, in concerted effort with upstream and downstream firms, so as to

boost market competitiveness.
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5) In line with the needs of downstream fabric and apparel plants, accelerate
development via strategic alliance of differentiated products and
environment-friendly products, so as to avoid red-sea competition and augment
product competiveness.

(3) Special fabric
1) Sales outlets: Major outlets with shares are shown in the following table:

Area Year | Taiwan %E;OB?S% P?csilg c Total

Sales share | 2017 12 37 51 100

(%) 2018 26 55 19 100
Explanation | Calculation on yearly basis

2)Fire-proof fabric is shipped mainly to Southeast Asia, Taiwan, the Middle East,
Japan, and Australia and is aimed at U.S. and European markets and the market
of servicemen, policemen, and fire fighters.

3) Anti-static electricity fabric is shipped mainly to the European market and is
aimed at the markets of foodstuff industry in Southeast Asia and paint-spraying
work clothes in Europe.

(4) Tire cord, PE bag
1) Tire cord: Sales outlets: Major outlets with shares (Taiwan plant + Dong Nai

plant) are shown in the following table:

South | North The
Area Year | Taiwan | India| east | east | China Others | Total

. . U.S.
Asia | Asia

Sales share | 2017 22 26 20 13 8 5 6 100

(%) 2018 20 21 32 11 6 4 6 100

Explanation | Calculation on yearly basis (Taiwan plant + Dong Nai plant)

The company's plants in Taiwan and Vietnam have been endeavoring to cut
energy consumption, carbon emission, and water usage, in order to lower cost,
uphold quality and on-time delivery, on top of developing vigorously new
products, raising the share of differentiated environment-friendly products with
higher added value and augmenting revenue.

2) PE bag: Japan was the largest outlet for the company's PE bags, boasting 77%,
followed by America with 22% and Taiwan with 1%. On the basis of existing
niche, the company has been actively developing new customer sources, in order
to raise market share. The company has been substituting new equipment for old
ones, in order to meet the growth of demands from increasing convenience store
outlets in Japan, achieve energy conservation and cut carbon emission, lower
production cost, develop differentiated and environment-friendly products,
improve product mix, and enhance product competiveness. Meanwhile, in line
with Japanese government's policy restricting plastic products and cutting carbon

emission in 2019, the company has developed biomass bags.
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(5) Formosa Taffeta gas stations:

1) Market share: There were 106 Formosa Taffeta gas stations in 2018, whose oil
supply volume per station was slightly lower the industry average, with market
share reaching 4.3%. Taiwan's gas stations are divided into three groups, stations
directly owned by CPC Taiwan (603 stations for 24.4% share); sub-groups of
stations run by Formosa Taffeta, Formosa Oil, NPC, Uni-President Smile, Taiwan
Sugar, and Shan-loong (each with 70-120 stations); and small-chain or individual
stations.

2) Outlook for supply and demand and growth potential on the market: Under the
oligopoly of CPC Taiwan and Formosa Petrochemical Corp., supply on the
domestic oil-product market is not a problem. Different from the situation in
2018 when international oil prices rose before drop, oil prices are expected to
fluctuate in a medium range in 2019, which is favorable to gas stations in
inventory pricing.

3) Development of competition and countermeasures: Major competitive practices
on the gas-station market include price cut, preferential rate for credit-card
customers, and preferential charge for car washing, adopted by stations run by
large business groups or chain stations in pushing various sales campaigns. As a
member of Formosa Plastics Group, Formosa Taffeta gas stations boast the
advantages of established brand, quality, systemized operation, availability of
self-produced promotional items, preferential treatment for credit-card
consumption, and logistics support. Consequently, the company has carved out a
solid market share, especially in central and southern Taiwan. Faced with acute
competition on the mature market, Formosa Taffeta gas stations will continue
providing preferential rates to customers with cash or co-brand card payment and
VIP card holders and pushing personnel training, 5S operation, and TPM
management, plus promotion of self-service gas filling, monthly bills for
agricultural-machinery and corporate customers, professional car-washing service,
use of by-products in sales campaign.

2. Market sharers, demand-supply market outlook, growth potential, competitive edge,
favorable and unfavorable factors for business outlook and countermeasures: Refer to
aforementioned reports on various products and explanations in V. business staus and I.
business reports for shareholders of the pamphlet.

3. Market competitive status and countermeasure
Except the B2C service of gas stations, all other products of the company are B2B
products, for which the company has longstanding customers and enjoys the trust and
acclaim of international branded final buyers. However, faced with the acute price
competition from established firms and newcomers, the company has been endeavoring
to develop new materials, new functions, differentiated features, and green and
innovative products, plus insistence of quality and exploration of emerging markets, in
order to shed reliance on blue-sea markets, products, and customers.
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4. Linkage of supply chain
For years, the company has purchased 60% of raw materials from affiliates of Formosa
Plastics Group, without any concern about credit standing and transaction problems,
and supplied 60% of products to reliable longstanding and branded customers, assuring

stable business.
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(B) Major purposes and production processes of various products

1. Major purposes of various products

Product name

Major purposes

Polyamine fabric

Air-permeable raincoat, water-proof air-permeable snow
coat, jackets, smart temperature-controlled clothes,
sleeping bag, down jackets, sportswear, hunting jacket, hat,
tent, air mattress, golf umbrella, beach umbrella, wind sail,
gloves, and anti-magnetic wave shields

Polyester fabric

Casual sportswear, ultra thin-fiber clothes, curtain

Cotton fabric, blended
fabric, long- and short-fiber

interwoven fabric, dyed
check

Garment, jacket, shirt, knapsack, medical and sanitary
fabric

Tire cord

Various kinds of tire cords, tire chafer, base cloth of
conveyer belt, anti-stab fabric of bike tire, lining

PE bag

Shopping PE bag, point-broken roll garbage bag, sanitary
bag

Combed cotton yarn,
blended yarn

For production of various woven and knitted fabric, cotton
and blended woven fabric, long- and short-fiber interwoven
fabric, and dyed check

New functional yarn

For production of fabrics for various clothes, bedding,
health-related products, casual sportswear, clothes and hats,
overcoats, parasol (umbrella), as well as other kinds of
woven and knitted fabric

Protective textile

Fire-proof fabric and fabrics for uniform of air-force pilot,
tank-operator fatigues, clothes for task-force operatives,
firefighter clothes, arc-welding work clothes

Special textile

Clean-room clothes for electronics, foodstuff, and pharmaceutical
industries, surgeon clothes, wrapping fabric, anti- bullet and
anti-stabbing fabric, helmet, shield, drum paper for speaker,
magnetoelastic-wave fabric for stereo equipment

Carbon-fiber composite
fabric

Materials for sports equipment, bicycles, motorcycles, autos,
aeronautics, 3C products, industrial robotic arms and
mechanical structures, construction reinforcements, and
wind-turbine blades

Premium diesel oil,

98, 95 Plus, 92 unleaded
gasoline, various kinds of
engine oil, daily-life
merchandises, car washing

Auto fuel oil, generator oil, lubricants, and maintenance
and cleaning products
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2. Production process of major products
(1) filament fabric :

. o double drafting .
filament —»| warping —|warsizing | ends reeding —»| weaving | grey cloth|—»
sewing |—»|scouring—»|setting —»| 9Ycine Intermediate | | o100 dering|—»|VALCTPrOofl_
printing inspection (Ve lvet )
water other finished
. | functional —»| product | packaging —»| delivery
repelling .
processing check
(2) Tire cord:
. - packaging finished
filament —|1st throwing—»{nd throwing—»| weaving —»| dipping —» and roduct
inspection P
(3) PE bag:
. Film bag . . . finished
PE grain 1= blowing manufacturing inspection packaging product
(4) spun fabric:
Spinning Manufacture Process
Cotton » Blending —»| Carding -—» CoIr)Iil?)-ing » Lapping|—»| Combing >
Synthetics—p{ Blending —»{ Carding |— Pre-
Drawing
Ist 2nd 3rd . . .
— . > . > . > > >
Drawing Drawing Drawing Roving Spinning Winding
» MVS
Winding »| filament |—»| Warping |—»| sizing p| drafting |t \weaving
reeding l
(production process of white grey cloth)
» Weft yarn
scouring, other Fiished
” gre}tfi T glret}lfl »| desizing, —| dyeing | finishing functional || mlfl c ¢
Spectio co mercerizin processing procuc

~119~



http://terms.naer.edu.tw/detail/216692/?index=8
http://terms.naer.edu.tw/detail/216692/?index=8
http://terms.naer.edu.tw/detail/216692/?index=8
http://terms.naer.edu.tw/detail/985101/?index=2
http://terms.naer.edu.tw/detail/698066/?index=1
http://terms.naer.edu.tw/detail/698066/?index=1
http://terms.naer.edu.tw/detail/216692/?index=8
http://terms.naer.edu.tw/detail/309460/?index=1
http://terms.naer.edu.tw/detail/700866/?index=9
http://terms.naer.edu.tw/detail/2545290/?index=5

(C) Supply status of major raw materials

Dec. 31, 2018

unit: NT$1,000

Kinds of raw materials Unit Quantity | Amount Major suppliers
Tire-cord filament Metric 34.941| 3.695.299 Formosa Chemicals & Fibre Corp.,
ton Sheepon Company
Metric Formosa Chemicals & Fibre Corp.,
Polyamine filament 11,289 1,331,261 | Formosa Industries Corp., Far
ton
Eastern New Century
Metric Nan Ya Plastics Corp.,Lealea
Polyester filament 12,333 961,850 | Enterprise, Toray Industries,
ton i .
Sinkong Textile
. Metric Farsmart Co., Ltd., Huntsman,
Assistant ton 29,242 1,848,009 Global Shine Corp.
T08150, Nan Ya Printed Circuit
1,000 Board Corp. (Kunshan), Nan Ya
Substrate units 711,274 1,008,223 Printed Circuit Board Corp.,
JO5331, J05384, -~
P.olyester tire-core Metric 6.170 372,591 Nan Yq Plastics Corp., New Site
filament ton Industries
IC 1’0.00 1,846 96,681 |N12274
units
1,000
Gold thread 68,632 432,666(J05353,J105349
meters
Cotton, polyester Metric Formosa Chemicals & Fibre Corp.,
staple fiber ton 7,637 348,782 Nan Ya Plastics Corp.,Tsaiyi
Dye Mtztrrllc 2,956 592,673 |Jinhuang, Taifeng, Xiejing
1,000
Lead frame units 109,224 111,750(J05178,T08150
1,000 e o
Grey cloth yards 15,095 239,607 | Qinjiashang, Suzhou Xinjincheng
Alkene Mtzt;lc 6,035 253,716 | Formosa Plastics Corp.
PCB 1,000 3,517|  105.477|T08237,T03165
units
. Metric . .
Dressing compound for 6,115 172,924 | Lisong, Jinmeng, Wenhao, Juhe
Resin Kilo 225,362 137,139 |T05285
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(E) Output Quantity and amount in recent two years

Unit: NT$1,000

Year

2018 2017
Major o, Units . Output Output . Output | Output
%, Capacity : Capacity ;
products Gy Quantity | Amount Quantity | Amount
Polyamine/polyester
¥ fabr?c Y yards 340,000,000( 308,405,000( 13,725,237 330,000,000( 282,682,000 13,415,852
1 olyester|metric
Polyamine/poly 64.400 57.111| 8,148,909 64.400 54.088| 7.397.243
tire cord tons
metric
PE bag tons 8,040 6,259 444,469 8,040 6,021 408,575
Yarn count pieces 26,400 24,713 471,927 26,400 25,332 514,598
Cotton fabric yards 6,000,000 1,786,000 153,083 6,000,000 2,440,000 213,281
Special fabric | yards 3,481,000 4,459,000 977,955|  3,481,000] 4,871,000 450,972
metric
Alveolar bone - - - 6,000 3,361 80,056
ton
Packaging units 1,031,495,000| 938,660,000( 4,801,942| 1,018,870,000| 896,606,000 4,552,826
Testing units 1,094,420,000| 1,025,472,000( 3,460,515 981,879,000| 898,419,000 2,790,324
Module units 5,273,000 4,392,000 605,469 4,724,000 3,609,000 559,360
Total - - 44,933,578 - - 41,054,887

Note 1: Capacity refers to production amount of the company's existing production equipment under

normal operation, after excluding the factors of necessary suspension of operation and

holidays.
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(F) Sales Quantity and amount in recent two years

Unit: NT$1,000

Year 2018 2017
S
q;“f:,- Units Domestic sales Exports Domestic sales Exports
Major
products Quantity | Amount | Quantity | Amount| Quantity | Amount | Quantity | Amount
Polyamine/
Polyester yards 40,407,000| 1,449,212|255,574,000(12,567,647| 50,172,000( 1,670,212| 225,208,000| 10,539,034
fabric
Polyamine/ metric
Polyester 8,516 1,498,881 44,808| 6,165,482 8,925| 1,441,386 48,879| 6,532,330
tire cord tons
i
PE bag Htlz;;c 1327 73.458 5.012| 376,684 1142]  59.651 4952 353,847
Yarn count | pieces 21,168 407,882 2,038 22,878 23,670 474,974 260 4,417
Cotton
fabric yards 558,000 39,415 381,000 41,830 1,031,000 83,602 575,000 62,581
Special
Fabric yards 3,137,000 557,580 1,414,000 327,483 3,783,000 567,899 1,098,000 223,391
Petroleum 'y 4 iters 463,812 12,144,072| - - 467,609| 10,671,800 - -
product
"
Alveolar metric i i i i 3361 80,056 i i
bone ton
Packaging units 925,997,000 4,679,790 4,105,000 60,434( 913,391,000| 4,485,782 4,858,000 75,536
Testing units 1,009,930,000| 3,434,643 256,000 1,770] 919,773,000 2,784,144 281,000 2,995
Module units 3,644,000 559,931 650,000 48,957 3,626,000 539,986 6,000 51
Land - 34,155 - - - 21,043 - -
development
Business
Solicitation - 0 - 34,274 - - - 30,947
income
Commission . 8107 - 10,488 - - - -
mcome
Total - 24,887,126 - 19,657,927 - 22,880,535 - 17,825,129
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C. Human Resources

Current year as of
Year 2017 2018 March 31, 2019
Male 2,009 1, 877 1, 854
Number of Female 905 846 850
employees
Total 2,914 2,723 2,704
Average age 43. 90 44. 62 44.73
Average length of service 19. 6 920. 3 19. 39
Ph. D. 0 0 0
] ) ) Master 1.50 1.50 1.53
Distribution
Of. Bachelor 36. 96 37.71 38.55
Education
0/ N N
° Senior High 54.51 54. 32 53. 44
School
Below Senior
High School 7.03 6.47 6. 48

Note gas-station workers in 2018.

gas-station workers in 2019, as of March 31.

1. Additional employment of 483 foreign laborers, 201 contract laborers, and 1,135
gas-station workers in 2017.
2. Additional employment of 599 foreign laborers, 233 contract laborers, and 1,143

3. Additional employment of 603 foreign laborers, 221 contract laborers, and 1,134

D. Information on environmental-protection outlay

(A) In the recent year and as of the date for the publication of the annual report, total value of

the loss and handling cost for employee injuries from polluted environment and working

environment:

Year
Item

2018

As of April 30, 2019

Compensation recipient or
handling unit

Competent authority

Environmental Protection
Bureau, Yunlin County

Compensation value or

waste-water disposal.

handling status NT$922,000 NT$6,000
Other loss 0 0
Fine of NT$18,000 for violating the regulation on
waste disposal.
. Fine of NT$784,000 for violating regulation on
Explanation

Fine of NT$120,000 for three job-related injuries of

employees.
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(B) Future countermeasures and possible outlays

1.Plan for installation of pollution-abatement equipment within two years

Year

Item

2018

As of April 30, 2019

Planned installation of
pollution-abatement
equipment or contents of
outlays

1.Installation of 3,000-ton uf waste-water
recycling equipment at the head plant.

2.Installation of 2,600-ton waste-water
recycling equipment at the second
plant.

3.Renovation of one sludge dewatering
equipment.

1.Installation of one
RO equipment for
recycling printing
and dyeing waste
water.

2.Renovation of one
water softener.

Expected improvement

1.Water-conserving engineering capable
of reducing fresh-water consumption.

2. Water-conserving engineering capable
of reducing fresh-water consumption.

3. Waste-water treatment to assure
compliance of discharge with standard.

1.Water-conserving
engineering capable
of reducing fresh-
water consumption.

2. Assuring normal
supply in water
treatment to meet
production need. °

Value

NT$14,000,000

NT$43,500,000

2. Water pollution abatement management measures

The company applies for discharge approval, formulates measures governing water

pollution abatement, according to regulation, and enforce waste-water abatement to a

level conforming the standard for waste (polluted) water discharge.

In compliance with environmental-protection law/regulation, the company has installed

around-the-clock detection equipment for discharge at waste-water treatment plant,

analyzing water quality and recording water volume, which is connected to the website

of environment-protection agencies.

(1) Source management for waste water

Pertaining to facilities for waste-water collection, transmission, and advance

treatment, formulate regulations on operation, control, and monitoring of waste-water

resources, so as to materialize source management for waste-water quality and

quantity.

a. facilities for collection, transmission, and advanced treatment of waste water from

Pprocess;

b. facilities for collection, transmission, and advanced treatment of waste water from

daily-life activities;

c. properly install separate sewer system;

d. monitoring of waste-water quality and quantity from various sources;

e. purchase low energy-consumption, low-pollution, and high-efficiency cutting-edge

production equipment;

f. R&D on branded green products;
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g. improve process to cut fresh-water consumption and install extra water-recycling
equipment, to raise recycled-water utilization rate.

(2) Management of waste-water treatment facilities:

a. Management of waste-water quality and quantity:

a) setup of dedicated unit for managing waste-water treatment facilities;

b) application of permission for waste-water discharge and periodic declaration;

c) self management via in-house and outside auditing units;

d) commissioning outside unit for help with various application documents and
execution of periodic water-quality inspection;

e) Measures for installation and maintenance of autonomous CWMS continuous
water-quality monitoring system for discharged waste water;

f) intensification of the management and control of separated discharge of
rainwater and sewage and dismantling of aberrational pipelines by deadline.

b. Regulation on the operation and management of waste-water facilities;
a).regulation on the operation of waste-water treatment;
b).regulation on the discharge of waste water;
c).recording of waste-water treatment and online declaration;
d).declaration for water-pollution fee;
e).sludge treatment;
f).abnormality reporting;
g).monitoring of waste-water discharge and online connection.

c. Rainwater management: Inspection, maintenance, and operation of rainwater
discharge pipe and rainwater channel and lock gate in public area and installation
of separate sewer systems at head plant and second plant.

3. Measures for reducing greenhouse-gas emission

Dedicated unit conducts inventory and registration of greenhouse-gas emission and

supports pushing of energy conservation and carbon abatement, decreasing CO2

emission, in line with global environmental-protection trend. In 2018, 72 cases of energy

conservation and carbon abatement were completed, reducing CO2 emission by 4,529

tons/year.

4. Measures governing air-pollution abatement:

(1) Reduce pollutants of boilers and process equipment, such as Sox, Nox, VOCs, and
dust and install new and effective recycling equipment, to raise pollutant-removal
efficiency.

(2) Install air-pollution abatement equipment for boiler and process, including
static-electricity dust collector, wet-type flue gas desulfurization column, SCR
smoke-exhaust denitriding equipment, active-carbon and condensation-nucleus
recycling absorber, and heat-storage incinerator.

(3) Conduct eriodic calibration and inspection of autonomous boiler smoke detection

equipment and declaration of air-pollution fee.
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(4) The company invested NT$19.5 million for installation of RTO heat-storage
incinerators during 2016-2018, boosting treatment rate for VOCs (volatile organic
compounds) to over 90%, plus spending of NT$84 million for purchase of SCR
denitrification equipment, slashing Nox emission by 72%. For substitution of natural
gas for naphtha cracking fuel oil as the fuel for impregnation drying equipment at
second plant premises, the company has also invested NT$30.38 million in
renovating equipment heating system and installing natural gas pipelines, cutting Sox
emission by 83%.

5. Waste management measures:

For recycling and reuse of resources, it is necessary to control waste disposal and reduce

and classify waste in process before outsourcing waste disposal legally, with major

management measures listed below:

(1) Waste classification and storage:

Wastes are classified into common trash, process wastes, and engineering wastes for

separate storage before calculation of amount for registration and declaration. Storage

containers must be in good shape, without filth, corrosion, leakage, or deformation
and kept at sites with water (rain)-proof facilities and treatment facilities and labeling
for waste water and foul gas. Sludge must be dried to cut water content before
outsourcing for disposal.

(2) Waste disposal and treatment:

To assure legal reuse of final disposal of all wastes, pertinent management systems

include:

a. formulate (revise) and update waste disposal plan according to law/regulation;

b. set up data on waste-disposal contractors;

c. standard procedure to assure completion of online waste declaration;

d. management of waste disposal plan to assure conformance of factory wastes to
declaration data, in terms of items and quantity. In addition, for tracking the
destination of wastes, require contractors to formulate procedure for tracking the
progress of waste disposal, in conjunction with online declaration, plus spot check
of waste-transport vehicles and requirement for contractors to provide online

declaration documents when applying for disposal fees, to prevent illegal disposal
of wastes.

E. Labor-management relationship
(A)The company's various employee benefits, study and training, retirement system, plus

execution status, as well as labor-management agreements and measures upholding labor
rights and interests:
1. Employee benefit measures
(1) Leave benefit
Provision of various leaves for employees, including special leave, marriage leave,
funeral leave, official leave, work-related injury leave, maternity leave, election leave,
sick leave, menstrual leave, personal leave, family-care leave
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(2) Insurance benefit
Arrangement of the coverage of labor insurance and national health insurance for
employees according to the law
(3) Retirement benefit
Monthly appropriations for labor retirement fund and labor retirement reserve fund,
in preparation for retirement-fund payment for employees upon their retirement
according to the law.
(4) Marriage and child-rearing benefits

a. Gift of cash for marriage or death of employees or relatives and subsidies for
managerial staffers for the provision of such gift of cash.

b. Installation of nursery room, for breastfeeding by employees during work time

c. Provision of leave of absence for baby care, available for application by employees

(5) Health-care benefit

a. Regular physical examination for certain employees mandated by law every year

b. For factory workers exposed to noise and other hazards to health, arrange special
physical examination and carry out graded health management. The participation
rate for the examination has been 100% in past years.

c. Subsidies for employees and relatives receiving treatment at Chang Gung
Memorial Hospital, which also offers discounts for employees and relatives taking
physical examination there, provision of health and hygiene information
irregularly, and organization of lectures on health issues in factory premise

d. Establishment of medical room and full-time medical care staffers in the factory
premises, and organization of health-care events irregularly, including health and
weight management, promotion of quitting smoke, cancer screening, and disease
prevention and health care.

(6) Daily-life benefits

a. Provision of gift of cash for birthday, Labor Day, and Mid-Autumn Festival

b. Planning and subsidy for such activities as employee travel and year-end dinnery
party

c. Installation of employee restaurant, dormitory for singles, and convenience stores
in factory premises

d. Provision of scholarship for employees' children

e. Arrangement of designated stores where discounts are available

f. Setup of corporate kindergarten

(7) Employee restaurant

a. Subsidy for employees' meals daily

b. Two times of extra dishes every month and employees on duty during Spring
Festival

(8) Promotion of employee relationship

a. Subsidy for activities of employee associations
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b. Organization of sports contents to encourage sports hobbies among employees
c. Awarding staffers with excellent performance with citation certificates or prizes
(9) Personal and family care

a. Provision of work clothing or money for work clothing every year.

b. Setup of employee mutual assistance committee, with regular corporate
contribution, providing grants to employees for marriage, death, disablement, child
birth, and medical treatment, as well as death, medical treatment, marriage of
family members, and education loans for children, according to measures of the
committee.

c. Compensation for death of employee according to death compensation measures.

. Employee study and training
The company has regarded employee education and training highly, with its training
system including pre-job training for newcomers, job-related basic training, job-related
professional training, and training for managerial candidates. Annual education and
training plan has been formulated and executed, plus evaluation of the results. Moreover,
to facilitate internationalization of operation, language training, mainly for English and
Japanese, has been held.
. Retirement system
(1) Application for retirement
a. Age 55 or higher with over 15 years of service
b. Over 25 years of service, regardless of age
c. Age 60 or higher with over 10 years of service
(2) Mandatory retirement
a. Age 65 or over
b. Unsuited to job, due to mental or physical disability
(3) Options for retirement payment
a. Employees with the starting year of service before June 30 2005 has the option of
choosing the retirement payment, calculated according to the "Labor Standards
Act." For those who chose the retirement payment calculated according to the
"Labor Pension Act" before June 30, 2010, the retirement payment for the portion
of service years covered by the act will be calculated according to the stipulations
of the act, with the retirement payment for the previous service years still being
calculated according to the "Labor Standards Act." For service years covered by
the "Labor Pension Act," the "Labor Standards Act" is not applicable.
b. Employees joining the company after July 1, 2005 are all subject to the
stipulations on retirement payment of the "Labor Pension Act."
(4) Calculation criteria for retirement payment
a. Retirement payment is calculated by multiplying the average pay in the six months
before retirement with base number, at maximum of 45, calculated according to
article 55 of the "Labor Standards Act."
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b. Employees mandated to retire due to job-induced mental or physical disability are
entitled to 20% markup on retirement payment calculated according to "Labor
Standards Act."

c. For employees covered by the Labor Pension Act," the company would
appropriate 6% of their monthly pays for deposits into their personal
labor-retirement accounts, to be withdrawn by them at age 60 via application with
the Bureau of Labor Insurance, according to article 24 of the act.

(5) Application method for retirement
a. Retirement applications must fill out two copies of "voluntary (mandatory)

retirement application form," to be submitted, along with proof documents, to
superiors for approval.

b. For mandatory retirees, the retirement application form would be filled out by the
human-resource department.

. Status of the execution of employee benefit measures and retirement system: good

The aforementioned employee-related measures have been executed faithfully, with good

results. In addition to regular provisions for new and old retirement funds every month,

the company examines the balance in the account of labor retirement reserve fund at the
end of every year, to assure the amount is sufficient to cover retirement payments in the

coming year. The number of retirees in 2018 reaches 143.

. Status of labor-management agreement: good

(1) Labor-management meeting has been convened periodically, when labor and
management representatives would discuss a wide range of issues, including
labor-management relationship, promotion of labor-management cooperation,
improvement of labor conditions, planning for labor benefits, and improvement of
work efficiency.

(2) Formulate work rule and personnel management rule, setting definite regulations on
the rights and obligations of laborers and management, to help employees understand
and uphold their rights and interests.

(3) In line with legal requirements for labor safety, conduct physical examination for
employees regularly, institute staffers in charge of labor safety and hygiene, and
formulate various rules governing labor safety and hygiene, so as to prevent
accidents and disasters and uphold employee safety.

. Status for upholding various labor rights and interests: good

Based on the spirit of safeguarding employees' work rights and interests, set up
integrated manpower mechanism, featuring job reassignment rather than layoff during
business slowdown, which would be conducted after oral notice and according to set
procedure. The company complies strictly with domestic and foreign norms on labor and
human rights and institute a mechanism for regular communications with employees,
notifying employees business changes with possible major consequences and treating all
employees fairly, including:

(1) Formulate labor conditions according related labor laws/regulations.
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(2) In line with the "Employment Service Act," provide job opportunities to all job
seekers in an open, fair, and just manner.

(3) Set up multiple channel for complaints by employees on infringement on or improper
handling of their rights and interests.

(4) Set up reward and punishment committee, consisting of various senior managers, for
discussion and resolution on proposals of major rewards and punishments, for which
related employees can appeal within seven days after publication.

(5) Promote prevention of sexual harassment, formulate "measures against sexual
harassment," and provide channels for complaints by employees on the issue.

(6) Formulate "measures governing handling of complaints by internal and external
stakeholders," offering smooth channels for complaints by internal and external
stakeholders (including employees) on improper and unfair treatment or
encroachment on rights or interests. Complaints expressed via such channels,
including complaint box, dedicated complaint phones, and complaint e-mail address,
are handled promptly. Employees can also put forth proposals at regular
labor-management meetings and the meetings of employee benefit committee, an
arrangement which can promote a harmonious labor-management relationship and
contribute to the company's sustainable development. Complaint boxes are installed
at spots frequented by employees, enabling employees to request assistance for job-
or daily life-related problems, which are handled by designated staffers.

(B) Loss caused by labor-management disputes in the recent year and as of the date for the
publication of the annual report
1. Status of labor-management disputes
Loss resulting from labor-management disputes in the recent year and as of the date for
the publication of the annual report: nil
2. Value of loss: nil
3. Anticipated loss in the future

Given good labor-management relationship, as evidenced by rare labor-management

disputes, it is predicted that chance for loss resulting from labor-management dispute in

the future is slim.
4. Countermeasures:

Given increasing labor-right awareness, plus respect for labor dignity, confrontation can

only be removed via intensified communication. As a result, the company has been

striving to understand the opinions and needs of employees various methods and
channels. To ward off possible disputes, in case of revision of law/regulation and
government policy, the company has communicated and coordinated with labor union, to

attain consensus, in addition to revising corporate regulations accordingly.

F. important contracts: nil
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V1. Financial status
A. Brief balance sheet, comprehensive income statement, names of certified
public accountants, and auditing opinions in recent five years

(A) Brief balance sheet and comprehensive income statement of consolidated financial report
1. Brief balance sheet of consolidated financial report

Unit: NT$1,000

Financial
Year Financial data in recent five years data of
current as
2014 2015 2016 2017 2018 of March
Item (notel) (notel) (notel) (notel) (notel) 31,2019
Current assets 20,817,013 22,927,207 23,210,986 | 23,982,143 | 23,771,559 [ 24,755,709
Property, plant,
and equipment 17,846,148 | 17,311,841 | 16,644,213 | 17,022,278 | 18,770,958 [ 18,818,618
Intangible assets - - - - - -
Other assets 36,241,819 39,816,007 | 52,174,897 | 53,698,614 | 50,483,976 | 53,868,092
Total assets 74,904,980 | 80,055,055 | 92,030,096 | 94,703,035 93,026,493[97,442.419
 Before 10,523,012 | 10,690,001 | 9,293,527 | 9,413.895| 9,191,230 | 9,561,972
Current | distribution
liabilities| ~  After 12,881,542 | 12,630,599 | 11,820,524 | 12,614,758 | 12,729,026 | -
distribution
Non-current liabilities | 12,155,305 | 13,377,324 | 12,456,669 | 12,106,570 | 8,866,573 | 9,664,942
 Before 22,678,317 | 23,986,325 | 21,750,196 | 21,520,465 | 18,057,803 [ 19,226,914
distribution
Total Afier
liabilities| . ibution | 25,036,847 | 26,007.923 | 24.277.193 | 24.721.328 | 21,595,599 ;
(note 2)
Equity attributable to 149 17 509 | 52,699,135 | 66,748,150 | 69,379,395 | 68,013,204 | 71,929,528
shareholders of the parent
Share capital 16,846,646 | 16,846,646 | 16,846,646 | 16,846,646 | 16,846,646 | 16,846,646
Capital reserve 38,348 20,791 266,458 | 274343 | 1,268,860 | 1,268,860
 Before 11,437,719 11,701,373 | 13,330,120 | 14,752,410 | 19,525,220 19,949,665
) distribution
Retained
earnings | . A.fter.
distribution 9,079,189 | 9,688,755 | 10,803,123 | 11,551,547 | 15,987,424 -
(note 2)
Othercgﬁfy’lems of 1 20.717.519 | 24.143.610 | 36,326,427 | 37.525.951 | 31,291,978 | 33,883,857
reasury stoc , , ) > ) )
T k 22.723 22.285 21,501 19,935 19,500 19,500
Non-controlling interest 3,209,154 | 3,369,595 | 3,531,750 | 3,803,175| 6,055,486| 6,285,977
d.Be.f"re. 52,226,663 | 56,068,730 | 70,279,900 | 73,182,570 | 74,968,690 78,215,505
istribution
Total
equity . A.fter.
distribution | 49,868,133 | 54,047,132 | 67,752,903 | 69,981,707 | 71,430,894 -
(note 2)

Note 1: 1. Financial data of 2014 were adjusted according to 2013 IFRS (International Financial
Reporting Standards) and audited and certified by certified public accountants.

2. 2018 financial data were audited and certified by certified public accountants and 2019 Q1
financial data were reviewed by certified public accountants.

Note 2: After-distribution data of 2018 were estimation based on earnings distribution passed by the
board of directors on March 15, 2019.
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2. Comprehensive income statement of consolidated financial report

Unit: NT$1,000

Year . . . Current year
F 1 dat t fi
inancial data in recent five years 25 of March
2014 2015 2016 2017 2018 31,2019
Item (notel) (notel) (notel) (notel) (notel) (note 1)
Operating revenue 48,191,112 42,872,570 39,848,986 40,705,664 | 44,545,053 11,718,847
Operating gross Profit 5,739,762 6,139,631 5,494,107 5,138,771 5,281,046 1,419,653
Operating Income 2,896,575 3,332,500 2,772,232 2,461,490 2,458,729 707,882
Non-operating
revenueand expenses 1,275,395 428,797 1,702,567 2,814,994 3,821,632 25,248
Income before tax 4,171,970 3,761,297 4,474,799 5,276,484 6,280,361 733,130
Current net profit of
continuing operations 3,819,675 3,223,952 3,840,500 4,760,016 5,320,700 561,393
Loss of discontinued
operations ) ) ) ) ) )
Curren(tlgsg)lncome 3,819,675 3,223,952| 3,840,500 |  4,760,016| 5,320,700 561,393
Other Comprehensive
income (3,922,525) 3,222,562 12,457,558 971,444 | ( 3,151,652) 2,685,422
(Income after tax)
Total current
comprehensive income (102,850) 6,446,514 16,298,058 5,731,460 2,169,048 3,246,815
Net income attributed
to shareholders of the 3,518,325 2,828,679 3,481,285 4,279,871 4,737,406 424,445
parent company
Net income attributed
to non-controlling 301,350 395,273 359,215 480,145 583,294 136,948
interests
Comprehensive
income attributed to
shareholders of the (414,483) 6,057,275 15,824,162 5,148,811 1,730,196 3,016,324
parent company
Comprehensive
income attributed to
non-controlling 311,633 389,239 473,896 582,649 438,852 230,491
interests
Earnings per share
(NT$) 2.09 1.68 2.07 2.54 2.82 0.25

Note 1: 1. Financial data of 2014 were adjusted according to 2013 IFRS (International Financial
Reporting Standards) and audited and certified by certified public accountants.

2. 2018 financial data were audited and certified by certified public accountants and 2019 Q1
financial data were reviewed by certified public accountants.
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(B) Brief balance sheet and comprehensive income statement of individual financial report
1. Brief balance sheet of individual financial report

Unit: NT$1,000

Year Financial data in recent five years
2014 2015 2016 2017 2018
Item (notel) (notel) (notel) (notel) (notel)
Current assets 9,914,603 10,052,856 10,347,343 10,750,378 11,099,040
Property, plant,
and equipment 7,787,140 7,874,806 7,614,649 7,432,389 6,785,900
Intangible assets - - - - -
Other assets 48,864,669 52,995,345 65,055,570 67,321,393 62,614,563
Total assets 66,566,412 70,923,007 83,017,562 85,504,160 80,499,503
Before
. disteibution 5,773,826 5,292,875 4,240,651 4,408,906 2,953,605
urrent
liabilities | .. After
distribution 8,132,356 7,314,473 6,767,648 7,609,769 6,491,401
(note 2)
Non-current liabilities 11,775,077 12,930,997 12,028,761 11,715,859 8,632,694
Before
distribution 17,548,903 18,223,872 16,269,412 16,124,765 11,586,299
. T(-)t-a 1 After
liabilities | 4. dbution 19,907,433 20,245,470 18,796,409 19,325,628 15,124,095
(note 2)
Share capital 16,846,646 16,846,646 16,846,646 16,846,646 16,846,646
Capital reserve 38,348 20,791 266,458 274,323 1,268,860
Before
' distiibution 11,437,719 11,710,373| 13,330,120 14,752,410 19,525,220
Reta}ned After
Carnings | yistribution 9,079,189 9,688,775 10,803,123 11,551,547 15,987,424
(note 2)
Other Cga?}i’t"ynems of 20,717,519| 24,143,610 36,326,427 37,525,951 31,291,978
Treasury stock (22,723) (22,285) (21,501) (19,935) (19,500)
Before
distribution 49,017,509 52,699,135 66,748,150 69,379,395 68,913,204
Total Aftor
equity | qictribution 46,658,979 50,677,537 64,221,153 66,178,532 65,375,408
(note 2)

Note 1: 1. Financial data of 2014 were adjusted according to 2013 IFRS (International Financial

Reporting Standards) and audited and certified by certified public accountants.
2. 2018 financial data were audited and certified by certified public accountants.

Note 2: After-distribution data of 2018 were estimation based on earnings distribution passed by the

board of directors on March 15, 2019.
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2. Comprehensive income statement of individual financial report

Unit: NT$1,000

Year Financial data in recent five years
2014 2015 2016 2017 2018
Item (notel) (notel) (notel) (notel) (notel)
Operating revenue 32,842,284 | 27,761,888 | 24,595,183 | 25,713,839 | 27,593,484
Operating gross profit 3,598,189 3,282,044 2,773,594 2,498,379 2,150,618
Operating income 1,475,687 1,236,500 840,838 604,472 223,793
Non-operating 2,099,020 |  1,802,467| 2,927,147 3,878,948 5,031,969
revenue and expenses
Income before tax 3,574,707 3,038,967 3,767,985 4,483,420 5,255,762
Current net profit of 3,518,325 | 2,828,679| 3,481,285  4,279.871| 4,737,406
continuing operations
Loss of discontinued ) ) ) ) )
operations
Current net profit (loss) 3,518,325 2,828,679 3,481,285 4,279,871 4,737,406
Other comprehensive
income (3,932,808) 3,228,596 | 12,342,877 868,940 | (3,007,210)
(Income after tax)
Total current (414,483)|  6,057,275| 15,824,162 | 5,148,811| 1,730,196
comprehensive income
Earnings per share (NT$) 2.09 1.68 2.07 2.54 2.82

Note 1: Financial data of 2014 were adjusted according to 2013 IFRS (International Financial
Reporting Standards) and audited and certified by certified public accountants.
2. 2018 financial data were audited and certified by certified public accountants

(C) Names of certified public accountants and auditing opinions

Year CPA for certification Auditing opinion

2014 Wu Han-chi, Juan Lu Man-yu Modified unqualified opinion
2015 Chou Chien-hung, Juan Lu Man-yu Modified unqualified opinion
2016 Chou Chien-hung, Juan Lu Man-yu Ungqualified opinion
2017 Chou Chien-hung, Juan Lu Man-yu Ungqualified opinion
2018 Wu Han-chi, Chou Chien-hung Unqualified opinion

Note: 1. In line with change in the organization and job positions of PwC, CPA Juan Lu
Man-yu has been replaced by CPA Wu Han-chi for the certification for the

company's financial statements since Q1, 2018.
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B. Analysis of finance in recent five years
(A) Analysis of consolidated financial report

Unit: NT$1,000
Year . . . Current year
Financial data in recent five years as of March
Analysis items 2014 2015 2016 2017 2018 31,2019
(note 2) (notel)| (notel) | (notel) | (notel) | (notel) | (note 1)
Liabilities to assets | 30 70 2996 | 2363 22.72| 1941 19.73
. . ratio (%)
Financial
structure Long-term fund to
property, plant, and | 360.76| 401.15| 497.09 | 501.04| 446.62 466.99
equipment ratio (%)
Debt repaviment Current ratio 197.82| 216.11| 249.75| 254.75| 258.63 258.90
abiliit};f Quick ratio (%) 118.53] 132.99| 156.09 | 159.45| 158.90 162.18
Times interest earned 20.39] 19.89 23.92 27.14 28.93 12.77
Average collection 920 802 791 825 859 7.93
turnover (times)
AVGragg;;f““"“ 39.67) 4551| 46.14 4424| 4249  46.02
Average turnover 554 466|438  436| 458 4.74
. (times)
Operating Average payable
performance turnover (times) 14.73| 12.72 11.19 11.38 13.24 14.01
Average days of sales 65.88] 78.33 83.33 83.71 79.69 77.00
Turnover of property, 261 244 235 242| 249 2.49
plant, and equipment
Totalassets tumover | o g4l 55| 046  044| 047 0.49
(times)
Return on assets (%) 5.27 4.36 4.63 5.26 5.86 2.56
Return on equity (%) 7.18 5.95 6.08 6.64 7.18 2.93
Pretax net profit to
Earnings power|paid-in capital ratio(%) 24.76| 2233 26.56| 31.32| 37.28 17.41
Net profit rate (%) 7.93 7.52 9.64 11.69 11.94 4.79
Earnings per share
(NTS) 2.09 1.68 2.07 2.54 2.82 1.01
Cash flow ratio (%) 56.07| 56.58| 5277 67.30| 60.57 0.99
Cash flow | C28 fa‘:fg ?;)e)q“acy 14425 147.51| 152.21| 123.49| 102.23 92.97
Cash flow
reinvestment ratio (%) 3.76 3.10 2.19 2.84 1.78 0.07
Operating leverage 3.81 3.32 3.74 3.89 3.95 3.89
Leverage . :
Financial leverage 1.08 1.06 1.07 1.08 1.09 1.09

Note 1: 1. Financial data of 2014 were adjusted according to 2013 IFRS (International Financial
Reporting Standards) and audited and certified by certified public accountants.

2. 2018 financial data were audited and certified by certified public accountants.
Note 2: Reasons for changes in various financial ratios in recent two years (analysis not necessary for

changes

less than 20%).

1. Change in cash flow reinvestment ratio: mainly due to decrease by NT$1,442,351,000 in
the balance after deduction of cash dividends from operating net cash flow in 2018 from
the 2017 level.
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(B) Analysis of individual financial report

Year Financial data in recent five years
2014 | 2015 2016 2017 2018
Analysis item (notel) |(notel)| (notel) | (notel) | (notel)
: . . |Liabilities to assets ratio (%) 26.36| 25.70 19.60 18.86 14.39
Financial T " find ¢ v, plant. and
structure | -On&~teTM N L0 PIOperty, plant, ad | - 790 65| 833.42 | 1034.54  1091.11 | 1142.75
equipment ratio (%)
Debt Current ratio (%) 171.72 | 189.93 244 | 243.83| 375.78
repayment |Quick ratio (%) 94.34| 95.93| 130.05] 127.86| 206.97
ability  |Times interest earned 26.80| 23.16 32.84 38.16 50.51
Average collection turnover (times) 12.13| 10.90 10.69 11.34 11.66
Average collection days 30.09| 33.49 34.14 32.19 31.30
Inventory turnover (times) 6.82 5.70 5.06 4.98 5.16
Operating |Average payable turnover (times) 1371 11.51 9.80 10.57 12.62
performance |Average days of sales 53.52| 64.04 72.13 73.29 70.74
Turnover of property, plant, and 422| 3.53 3.23 3.46 4.07
equipment
Total assets turnover (times) 0.49 0.39 0.30 0.30 0.34
Return on assets (%) 5.38 427 4.65 5.19 5.81
Return on equity (%) 7.02| 5.56 5.83 6.29 6.85
Earnings Poretax net profit to paid-in capital ratio 2122 | 18.04 2237 26.61 31.20
power (%)
Net profit rate (%) 10.71| 10.19 14.15 16.64 17.17
Earnings per share (NT$) 2.09 1.68 2.07 2.54 2.82
Cash flow ratio (%) 58.79| 5439| 48.69  85.22| 13538
Cash flow [Cash flow adequacy ratio (%) 137.71123.70 | 118.44| 103.31| 100.92
Cash flow reinvestment ratio (%) 2.11 0.61 0.04 1.22 0.81
Operating leverage 5.04| 5.75 7.66 |  10.06 25.26
Leverage —: -
Financial leverage 1.10| 1.12 1.16 1.24 1.86

Notes 1:1. Financial data of 2014 were adjusted according to 2013 IFRS (International Financial

Reporting Standards) and audited and certified by certified public accountants.
2. 2018 financial data were audited and certified by certified public accountants and 2019 Q1

financial data were reviewed by certified public accountants.

Note 2: Reasons for changes in various financial ratios in recent two years (analysis not necessary for

changes less than 20%).

1. Reason for change in liabilities to assets ratio: mainly due to decrease of

NT$4,538,466,000 in total liabilities in 2018 from the 2017 level.
2. Reason for change in current ratio: mainly due to decrease of NT$1,455,301,000 in current
liabilities in 2018 from the 2017 level.
3. Reason for change in quick ratio: mainly due to decrease of NT$1,455,301,,000 in current
liabilities in 2018 from the 2017 level.
4. Reason for change in times interest earned: mainly due to increase of NT$772,342,000 in

total pre-tax net profit in 2018 from the 2017 level.

5. Reason for change in cash flow ratio: mainly due to decrease of NT$1,455,301,000 in
current liabilities in 2018 from the 2017 level.
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6. Reason for change in cash flow reinvestment ratio: mainly due to net decrease of
NT$6,048,259,000 in long-term investments and current liabilities in 2018 from the 2017
level.

7. Reason for change in operating leverage: mainly due to decrease of NT$380,679,000 in
operating income in 2018 from the 2017 level.

8. Reason for change in financial leverage: mainly due to decrease of NT$380,679,000 in
operating income in 2018 from the 2017 level.

Note 3: Calculation formulas for various financial ratio follow:

1. Financial structure

(1) liabilities to assets ratio = total liabilities/total assets

(2) Long-term fund to property, plant, and equipment ration = (shareholders' equity +
non-current liabilities)/net value of plant, plant, and equipment.

2. Debt-repayment ability

(1) Current ratio = Current assets/current liabilities

(2) Quick ratio = (Current assets - inventories - prepaid expenses)/current liabilities

(3) Times interest earned = Earnings before interest and taxes/interest expenses

3. Operating performance

(1) Average Collection Turnover = Net Sales / Average Trade Receivables

(2) Days Sales Outstanding = 365 / Average Collection Turnover

(3) Average Inventory Turnover = Cost of Sales / Average Inventory

(4) Average Inventory Turnover Days = 365 / Average Inventory Turnover

(5) Average Payment Turnover = Cost of Sales / Average Trade Payables

(6) Property, Plant and Equipment Turnover = Net Sales / Average Net Property, Plant and
Equipment

(7) Total Assets Turnover = Net Sales / Average Total Assets

4. Earnings power

(1) Return on Total Assets = (Net Income + Interest Expenses (1 - Effective Tax Rate)) /
Average Total Assets

(2) Return on Equity = After-tax income/average total equity

(3) Net Margin = Net Income / Net Sales

(4) Earnings Per Share = (Net Income Attributable to Shareholders of the Parent -
Preferred Stock Dividend) / Weighted Average Number of Shares Outstanding (note 4)

5. Cash Flow

(1) Cash Flow Ratio = Net Cash Provided by Operating Activities / Current Liabilities

(2) Cash Flow Adequacy Ratio = Five-year Sum of Cash from Operations / Five-year Sum
of Capital Expenditures, Inventory Additions, and Cash Dividend )

(3) Cash Flow Reinvestment Ratio = (Cash Provided by Operating Activities - Cash
Dividends)/ (Gross Property, Plant and Equipment + Long-term Investments + Other
Noncurrent Assets + Working Capital) (note 5)

6. Leverage

(1) Operating Leverage = (Net Sales - Variable Cost) / Income from Operations (note 6)

(2) Financial Leverage = Income from Operations / (Income from Operations - Interest
Expenses)

Note 4: When evaluating the aforementioned calculation formula for earnings per share, give special
notices for the following items:
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1. It should be based on weighted average number of common shares, rather than the number
of shares in circulation at the end of the year.

2. If there is cash increment or trading in treasury stocks, calculate weighted average number
of shares during the circulation period. ]

3. If there is capital increment with earnings or capital reserve, retroactive adjustments should
be made according to the scale of capital increment in calculating the earnings per share of
past year and half a year, without the need of taking into account the issuance period of the
capital increment.

4. If special shares are accumulated inconvertible special shares, their share dividends for the
current year (no matter issuance or not) should be deducted from after-tax net profit or be
increased to after-tax net loss. If special shares are not accumulated ones, dividends for
special shares should be deducted from after-tax net profit, if any; in the case of loss, it
doesn't need adjustment.

Note 5: When evaluating cash flow, give special notices to the following items:

1. Net cash flow of operating activities refer to net operating inflow in cash flow table.

2. Capital outlay refers to cash outflow for annual capital investments.

3. Inventory increase is taken into account, only when initial balance is larger than ending
balance; if inventory decreases at the end of year, it is calculated as zero.

4. Cash dividend includes cash dividends for common shares and special shares.

5. Gross property, plant, and equipment refers total value of property, plant, and equipment
before depreciation.

Note 6: Issuers should classify operation cost and operating expenses into fixed and variable ones and
notices its reasonable and consistent nature, if estimate or subjective judgment is involved.

Note 7: If company stock has no face value or has a face value other than NT$10, use the share of
parent company's equity ownership in balance sheet in the calculation of the share in paid-in
capital.
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C. The Audit Committee’s Review Report of the financial report for
the latest year

FORMOSA TAFFETA CO., LTD.
The Audit Committee’s Review Report

The Company’s 2018 Business Report, Financial Statements,
including Consolidated and Parent Company Only ones, and Earnings
Distribution Proposal have been prepared by the Board of Directors. An
audit of the Financial Statements was conducted by the CPAs of
PricewaterhouseCoopers Taiwan (PwC), and the audit reports were issued
by PwC. The Audit Committee members of Formosa Taffeta Co., Ltd.
reviewed the Business Report, Financial Statements, and Earnings
Distribution Proposal and determined the information to be correct and
accurate. According to the Securities and Exchange Act and the Company
Act, we hereby submit this report. Please be advised accordingly.

Formosa Taffeta Co., Ltd.

Chairman of the Audit Committee:

Cheng, Yu

March 15, 2019

~141~



D. Consolidated financial report of parent company and subsidiaries of the
recent year audited and certified by certified account er (for details refer to
page 167 -272)

E. Individual financial report of the recent year audited and certified by
certified accountanter (for details refer to page 273 -361)

F. Effect of financial problem, if any, of the company and affiliates on the
company's financial status in the recent year and the current year as of the
date of the publication of the annual report: nil
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VII Financial status, review and analysis of management

performance, and risk items

A. Review and analysis of financial status--consolidated financial report
Unit: NT$1,000

Year Difference
2018 2017

Item Amount % Explanation
Current assets 23,771,559| 23,982,143 (210,584)| (0.88) -
Non-Current assets 69,254,934| 70,720,892( (1,465,958)| (2.07) -
Total assets 93,026,493 | 94,703,035 | (1,676,542)| (1.77) -
Current liabilities 9,191,230 | 9,413,895 (222,665)| (2.37) -
Non-Current liabilities 8,866,573 | 12,106,570 | (3,239,997)| (26.76) 1.
Paid-in capital 18,057,803 | 21,520,465 | (3,462,662)| (16.09) -
Capital stock 16,846,646| 16,846,646 0 0.00 -
capital surplus 1,268,860 274,323 994,537 362.54 2.
Retained earnings 19,525,220 | 14,752,410 4,772,810 32.35 3.
Other equity 31,291,978 37,525,951| (6,233,973)| (16.61) -
Treasury stock (19,500) (19,935) 435 2.18 -
Equity ownership of 68,913,204 | 69,379,395 (466,191)| (0.67) -
parent company
Non-controlling equity 6,055,486 3,803,175 2,252,311 59.22 4,
Total equity 74,968,690 | 73,182,570 | 1,786,120 2.44 -
Explanation:

1. Current liabilities in 2018 decreased by NT$3,239,997,000 from the 2017 level: mainly
due to decrease of long-term loans by NT$3,061,273,000.
2. Capital reserve in 2018 increased by NT$994,537,000 over the 2017 level: mainly due to
disposal of shares of Formosa Advanced Technologies Co., Ltd. The difference between
price and book value increased by NT$980,948,000.
3. Retained earnings in 2018 increased by NT$4,772,810,000 over the 2017 level: mainly
due to the undistributed earnings increased by NT$4,344,823,000.
4. Non-controlling interest in 2018 increased by NT$2,252,311,000 over the 2017 level:
mainly due to decrease in shareholding in Formosa Advanced Technologies Co., Ltd.,
which drops by NT$2,177,716,000 in value.
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B. Review and analysis of management performance

(A) Comparative analysis of management performance--consolidated financial report
Unit: NT$1,000

Year Increase Change
Item 2018 2017 (decrease) (%§

Operating revenue 44,545,053 40,705,664 3,839,389 9.43
Gross profit 5,281,046 5,138,771 142,275 2.77
Operating expenses 2,822,317 2,677,281 145,036 5.42
Operating income 2,458,729 2,461,490 (2,761) (0.11)
i%“;’(f;fstgg fevenue 3,821,632 2,814,994 1,006,638 35.76
Income before Tax 6,280,361 5,276,484 1,003,877 19.03
grlf;rg‘ﬁgf;ie eome (3,151,652) 971,444 | (4,123,096) (424.43)
Total current

gomprehensive 2,169,048 5,731,460 (3,562,412) (62.16)

income

Explanation for analysis of change in share:

1. Non-operating revenue and expenses in 2018 increased by NT$1,006,638,000 over the 2017
level, Due to the disposal of land, factory building, and equipment revenues of NT$864,338,000
and NT$209,792,000 of income from foreign-currency exchange.

2. Other current comprehensive income in 2018 decreased by NT$4,123,096,000 from the 2017
level: due mainly to decrease of NT$5,705,300,000 in the unrealized valuation gain in
investment in equity instrument, evaluated with fair value, increase of NT$482,984,000 in
reassessed value of defined benefit plans, and increase of NT$910,311,000 from the
difference in exchange rate from conversion in the financial statements of overseas operating
units.

3. Total current comprehensive income in 2018 decreased by NT$3,562,412,000 from the 2017
level: due mainly to decrease of NT$5,705,300,000 in the unrealized valuation gain in
investment in equity instrument, evaluated with fair value, increase of NT$560,684,000 in
current net profit, increase of NT$482,984,000 in reassessed value of defined benefit plans,
and increase of NT$910,311,000 from the difference in exchange rate from conversion in the

financial statements of overseas operating units

(B) Analysis of change in operating gross profit: no need.
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C. Review and analysis of cash flow--consolidated financial report

Unit: NT$1,000

Net cash flow Cash Cash Remedy for cash shortfall
Cash balance . . - -
beginning of year from Operating | outflow in | balance Investment Financing
in the year the year | (shortfall) plan plan
4,942,919 5,567,339 7,118,362 3,391,896 - -

income tax (outflow).

1. Analysis of cash flow in the year:
(1) Business activities: Net cash inflow from operating activities in the year reached

NT$§5,567 million, mainly due to NT$8,382 million from operating income(excluding
depreciation and investment gains based on equity-method recognition), NT$260
million of cash dividend (inflow), based on equity method, NT$900 million of
income (outflow) from disposal of realties, factory buildings, and equipment, increase
of NT$300 million from contract assets (outflow), NT$580 million of accounts
receivable (outflow), increase of NT$650 million in inventory (outflow), decrease of
NT$130 million in other liabilities (outflow), and NT$530 million for payment of

3. Analysis of cash flow in the coming one year

(2) Investment activities: There was NT$3,052 million of net cash outflow for investment
activities in the year, mainly due to expenditure of NT$4,564 million for purchase of
realty, factory building, and equipment (outflow) and NT$1,398 million of proceeds
from acquisition and disposal of available-for-sale financial assets (inflow).

(3) Fund raising: There was NT$4,041 million of cash outflow from fund raising in the
year, mainly due to NT$4,633 million repayment for long-term loans (outflow),
decrease of NT$1,300 million in short-term notes and bills payable, NT$3,581 million
of cash-dividend payout (outflow), increase of NT$830 million in short-term loans
(inflow), NT$860 million from disposal of stake in subsidies (inflow), NT$1,600 million|
in long-term loans (inflow), and increase of NT$2,178 million from change in
non-controlling equity (inflow).

2. Remedy for cash shortfall and analysis of Currentity: not applicable.

Unit: NT$1,000

Cash balance Expected Net Expected |Expected cash Remedy for
o cash flow from expected cash shortfall
beginning of .. |cash outflow| balance
Operating in | . . .
year the year in the year | (shortfall) |Investment| Financing
(1) A 3) | )+2-G) | plan plan
3,391,896 6,803,305 | 6,272,195 3,923,006 - -
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D. Influence of major capital outlays in the recent year on finance and business

(A) Status of major capital outlays and funding sources

Unit: NT$1,000
Actual or | Actual or Total Actual or anticipated fund utilization
Projects planned planned capital
source of date of in need | 2018 | 2019 2020|2021 (2022 | 2023|2024 2025
capital completion
Replacement of | Cash and income
old machines with | generated from
new ones from the company's
2018 operation, with 2019.12.31 133,462| 108,262 25,200 o - - - -
the remainder
from banking
loans
Replacement of |Cash and income
old machines with | generated from
new ones and the company's
setup of new gas |operation, with 2020.12.31 208,866 -1 169,266|39,600 - - - - -
stations from the remainder
2019 from banking
loans

(B) Anticipated benefits

Anticipated contribution to production and sales volume and value, as well as gross

profit
NT$1,000
Year Item Production volume Sales volume Amount Gros.s
of Sales | profit
2019 | Count of yarn 4,176 pieces * - 48,6021 2,171
Tire cord 1,169 tons - 170,587 27,919
1.5 K carbon-fiber textile 90,000 square meters - 36,000 1,800
2020 . .
Environment-friendly
Sales of gasoline - 1663 kiloliters 41,575 4,004

E. Reinvestment policy, major reasons for profit or loss, improvement plan,
and investment plan in the coming year:

For information on businesses invested by the company, refer to description of
2018/2019 section and the description of waste-water and air-pollution treatment in the

company's history, as well as financial statements.

The company has been investing in equipment continuously at the company's five plan
premises, including those in Douliu, Taiwan (head plant), in China,. and Vietnam, focusing on
equipment updating, process improvement, removal of bottlenecks, automated transport,
inspection and testing devices, big-data analysis, innovative processing machines, new
high-performance machines, small-volume high-variety machines, and waste-discharge and
air-pollution abatement equipment, thereby boosting labor productivity and product value.

Meanwhile, in order to fill the increasing short-delivery orders from branded customers, the
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The company has expanded the production capacity of dyed and finished fabrics of Vietnam's
Longan subsidiary to 12 million yards/year, and continued to replace the equipment in 2018
and 2019. Those investments were funded by banking loans. In 2018, the head plant in Taiwan
installed RTO (regenerative thermal oxidizer), desulphurization equipment, two cogeneration
units, and renovation of pipelines, in order cut emission of VOC (volatile organic compound)
and sulfur oxide, on top of execution of various environment-protection projects at domestic
and overseas plants, including separate sewer system and recycling and regeneration of
ultra-filtration water. Consequently, the company managed to attain the object of cutting water
consumption by 20% in 2018.

In the cultivation of IT manpower, the company has been actively pushing education and
training for manpower related to Industry 4.0, in many cases via cooperation with outside
units, such as the 160-hour course on Industry 4.0 PLC (programming local controller/HMI
(human-machine interface), held in cooperation with National Yunlin University of Science
and Technology, in April 2015, which was attended by 60 staffers. Another example is
Industry 4.0-related Al project on big-data collection and analysis for one-time success rate
for dyeing, launched in May 2018, in cooperation with LEOSYS Co., Ltd. After passing
entrance exam, eight staffers attended the Al technology leadership cultivation course held by
the Taichung branch of Taiwan Al Academy, completing 384 hours/person training, during
Aug. through Dec. 2018.

In sum, in response to the needs of famous branded customers, both in Taiwan and
abroad, and market demands, the company has been offering all-round service, via integration
of supply chain spanning upstream, midstream, and downstream sectors, enhancing the
magnitude of new product development, pushing new production mode featuring energy
conservation and carbon abatement, water conservation, regeneration, and recycling,
employment of non-toxic chemicals, environment friendliness, and creation of high-quality
environment-friendly products, so as to meet customer need and environmental need at the

same time.
F. Risk items

(A) Influence of changes in interest rate and exchange rate and inflation on the company's
profit and future countermeasures:
1. Interest rate:

In order to hedge the risk of interest-rate fluctuation on the company's long-term
liabilities with floating interest rates, the company would cautiously evaluate the
situation and financial market and sign interest-swap contracts when interest rate is at
low level, so as to keep interest rate lower than the forecast funding cost in investment
plan.

2. Change of exchange rate:

The company would purchase spot or forward foreign exchange when market
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exchange rates are favorable, to fill the shortfall in foreign currency-denominated funds
for operation, and sign contracts for forward forex buying or exchange-rate swap at
relatively low exchange rate for the sake long-term forex-denominated liabilities, so as to
minimize exchange-rate fluctuation on the company's profit.

3. Inflation

According to the Cabinet-level Directorate General of Budget, Accounting, and
Statistics, annual increase of Taiwan's consumer price index reached 1.35% in 2018, with
core consumer prices rising by 1.22%. The low inflation risk poses no influence on the
company's profit.

(B) Policy for engagement in high-risk, high-leverage investments, loan extension, endorsement
and guarantee, and derivatives, major reasons for profit or loss, and countermeasures in the
future:

1. High-risk, high-leveraged investments:

The company engages mainly in textile, oil products, gas stations, which are mature
and stable industries, with low risk. With stable business management and sound finance,
the company shuns high-leverage investments.

2. Loan extension

Proposal for loan extensions by the company must be passed by the board of
directors and approved by shareholders' meeting, according to "measures for extension
of loans to others." Up to now, the company has not extended any loan to others. In the
future, loans will be only extended to affiliates for fund maneuvering and in compliance
with "measures for extension of loans to others."

3. Endorsement and guarantee:

The company's operating procedure for provision of endorsement and guarantee is
based on "operating procedure for endorsement and guarantee," which has been
approved by the board of directors and agreed by shareholders' meeting. In principle,
endorsement and guarantee are extended only to parent company, subsidiaries, affiliates
with business linkage, or joint ventures at an extent proportionate to the share of the
company's contribution. The company has never incurred loss from endorsement and
guarantee, mainly on loans, due to sound finance and stable business of affiliates.

4. Trading in derivates:

The company's engagement in trading in derivates is for hedging market risks
caused by fluctuation of exchange rates and interest rates, instead of arbitrage and
speculation.  Such trading is carried out according to the company's "procedure for
engagement in trading in derivatives," as well as related domestic laws and regulations

and IFRS (International Financial Reporting Standards).
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(C) Future R&D plan and expected R&D expenses (2019)
R&D items and new R&D equipment Expected input for R&D
(NT$1, 000)
1. Wearable smart thermal clothing (continue) 60, 000
2. Execution of A+ Industrial Innovation R&D 50, 000
Program
3. Development of recycled polyester/nylon 80, 000
(ocean/fishing net/blanket recycling) fabric
and enhancement of dyeing and finishing
technology
4. Application of thermoplastic carbon fiber in 50, 000
3C products
5. Development of new thermal retention fabric 20, 000
6. Development of technology for recycling and 50, 000
zero emission of fluorine water repellant
7. Development of Eco-friendly Dope Dyed HCR 30, 000
fabric
8. Development of special cross-section, 50, 000
wind-proof and down-proof differentiated
functional fabric
9. Development of ultra-light high-strength 50, 000
outdoor/sports fabric
10. Development of Nomex camouflage stealth 30, 000
fabric
11. Development of uni-directional conductive 20, 000
fabric with special totem
12. Cooperative program with Taiwan Textile 6, 000
Federation
Total 496, 000

(D) Eftect of change in major policies and laws, both in Taiwan and abroad, on the company's

finance and business and countermeasures:

The company has constantly kept a close eye on political and economic situations,

formulation of major policies, and legal changes, both in Taiwan and abroad, and has

staffers take professional courses and training, when necessary. Major legal changes related

to the company's finance and business, in 2018 and as of Feb. 28, 2019, follow:

1. According to the revised Company Act, promulgated by the President on Aug. 1, 2018,

shareholders with over 50% shareholding for over three months continuously can hold

provisional shareholders' meeting; earnings can be distributed once every quarter or

every half a year, according to corporate charter; proposals for capital reduction and

permission for directors to engage in competitive business cannot be put forth at

shareholders' meeting as extempore motion; with the agreement of all the directors,

meetings of the board of directors of private companies can be carried out in written

form; it's mandatory to report information on directors, supervisors, managerial staffers,
and shareholders with over 10% shareholding every year. The company will comply with

the legal revision, which is meant to strengthen corporate governance and doesn't have

much influence on the company's operation.
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2. Scheduled to become effective in 2019, International Financial Reporting Standards
(IFRS) 16 will not have much influence on the company's financial reports, according to
the evaluation of certified public account.

3. Revision of the "Individual Income Law of the People's Republic of China," passed by
the National People's Congress on Aug. 31, 2018, and the subsequent revision of the
enforcement rules of the law by the State Council on Dec. 18 are meant to tighten the
standards for determination of tax-paying citizens, establish individual income tax
regime, and continue exemption period for expatriates. Accordingly, the company will
calculate and adjust the income taxes for the wages and salaries of staffers dispatched to
subsidiaries and invested companies in China. Other policy and legal changes have not
much influence on the company's finance and business.

(E) Influence of technological and industrial changes on the company's finance and business and
countermeasures: There is no technological changes with major influence on the company,
since the company belongs to an industry with mature technology.

(F) Influence of change in corporate image on corporate crisis management and
countermeasures: Adhering to the management concept of "diligence and down-to-earth
style, quest for perfection, sustainable development, and contribution to society," the
company has established a good corporate image and will insist on the concept for further
progress, in order to make even bigger contribution to the society.

(G) Expected benefits from acquisition, possible risk, and countermeasures: nil.

(H) Expected benefits from factory expansion, possible risk, and countermeasures: Evaluation
shows that there is no major risk for factory expansion.

(D Risk for concentration of purchase or sale and countermeasures:

1. Purchase: The company's major raw materials, including tire-cord filament, PU filament,
and polyester filament are supply mainly by affiliates Formosa Chemicals &
Fibre Corporation and Nan Ya Plastics Corp. in abundant volume, with any
risk of shortage.

2. Sales: In 2018, the ratio between domestic sale and export of the company was
55.87% and 44.13%. Major exported products are long- and short-fiber fabric,
tire cord, and PE bag, shipped mainly to contracted customers in Southeast
Asia, Hong Kong, China, India, Japan, and South Korea, while major products
for domestic sales are long- and short-fiber fabric, tire cord, special fabric, and
oil products. Given diversification in markets and customers, related risk is
low.

(J) Influence and risk of massive share transfer by directors, supervisors, and major shareholders
with over 10% shareholding and countermeasures: nil.

(K) Influence and risk of change in management right and countermeasures: nil.

(L) List major litigations, non-contentious cases, administrative litigations, including those with
settled ruling or still in progress, involving the company and the company's directors,

supervisors, president, actual responsible person, major shareholders with over 10%
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shareholding, and subordinated companies, whose outcomes may have major influence on

shareholders' equity or security prices. Disclose the facts of the contentions, values of

targets, starting dates of litigations, major parties involved, and status of handling as of the
date of the publication of the annual report: nil.
(M) Management of operating risk:

The company's computer information system is developed by itself entirely and is
tailor-made, according to the company's organization and various functional systems,
stressing division of labor and check and balance, such as independent operation and
articulation of procurement, contract work, fund maneuvering, and financial management,
so as to avoid operating risk. The company's management system for computerized
operation includes personnel management, business management, production management,
engineering management, procurement management, and financial and accounting
management, which are interlinked. After being keyed in, data can be transmitted and
applied at multiple levels, to avoid mistakes. Various functional management reports are
used as reference in decision making and operational improvement. Therefore, in addition
to management purpose, the company's operating management also has the function of risk
management.

(N) Othe4r major risks and countermeasures: information-safety risk

1. In order to assure the safety and stability of information safety, prevent abnormality and
disaster of information systems and damage of computer information files, and
strengthen protection of personal data, the company has set up related management
measures and handling guidelines, plus multi-layer control and protection mechanisms,
so as to effectively manage risks of corporate information systems and uphold continuing
operation of the company. In order assure safety of information utilization and establish a
reliable environment for information usage, the company has embraced the following
information-safety policy:

(1) comply with legal requirements and arouse information-safety awareness;
(2) stress risk management and protection data safety;
(3) full employee participation and seek continuous improvement.

2. Given linkage of global information networks, which facilitates business promotion,
recurrent hacking may paralyze extensive network services, computer viruses and
malware compromise the services and confidentiality of information systems, and
culprits may steal corporate secrets via social media, taking advantage of the negligence
of the company's staffers. To prevent such risks, the company has put in place a set of
complete information measures, including:

(1) Establish firewall to ward off outside attacks and Websense Internet access filtration
mechanism for employees, to screen malicious websites and continuous advanced
attack on the defense system, in addition to forbid unnecessary Internet access by

employees and make backup copies for e-mails.
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(2) Establish access control, identity verification for access to application system,
password control, access authorization, and regular scanning for vulnerable spots,
plus installation of antivirus software, renovation of built-in safety patch program,
control of USB access, and setup of back-up copy mechanism.

(3) Hold information-safety education, training, and testing for employees every year, to
strengthen employees' awareness of information-safety risk.

(4) Review information-system protection measures and systems every year and concern
about information-safety issues and formulate contingency plan, to assure their
propriety and efficacy.

3. Due to constant progress and renovation of hackers' technology and methods, it is
impossible to ward off hacking activities entirely but the company has managed to

minimize such threat, via information-safety protection measures and education/training.

G. Other important items: nil.
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VIII. Items with special registration
A. Data on affiliates
(A) Consolidated business report with affiliates

1. Organizational chart of affiliates

Formosa Chemicals & Fibre Corp.

|
37.40% stake
|

Formosa Taffeta Co., Ltd.

46.68% 100.0% 100.0% 50.00% 100.0% 100.0% 100.0% 100.0% 100.0%
stake stake stake stake stake stake stake stake stake

| | |
g9
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2.Basic data on affiliates

unit: NT$1,000

Date of Address (the address | Paid-in ) . .
Company name | . . . ! Major business items
incorporation | on corporate license) | capital
Formosa Advanced 329, Henan Street, IC assembly. testine. and
Technologies Co., 1990.9.11 |Liuchung Li., Touliou | 4,422,222 module M &
Ltd. 640, Yunlin, Taiwan 4
Formosa 29, Lane 224, Shuliou ;Jnrgzlé laelllg ﬁ:;?gggtiggse
Development Co., 1990.9.20 |RD., Touliou 640, 161,000 Sveop
Ltd Yunlin. Taiwan of residences, office
' ’ buildings, and factories
Room 1606, Tower 6,
Formosa Taffeta China Hong Kong .
(Hong Kong) Co., | 1989.4.11 |City, 33 Canton RD., | 1,356,822 Sali‘ggiimem fabric and
Ltd. Tsimshatsui, pu
Kowloon, Hong Kong
167, S. Shenwan
Formosa Taffeta ?;\?Vr;uez’hsgfnsz;l Chemical long fiber
(Zhong shan) Co., 1992.12.3 City &}uang(%ong 1,402,085|polyamine fabric, polyester
Lud. Province 528462, fabric
China
Xiamen Xiangyu BS5, 7th fl., No. 22, . .
Formosa import & Xiangxing 4th Rd, Exp ort/.lmport bus.mess,
k 1994.8.24 . 15,273| transshipment business,
export Trading Co., Modern Logistics closed
Ltd. Park, Xiamen
1999.6.16 |Sec.1, Nhat Chanh, Production and processing
Formosa Taffeta Acquisition |Com, Ben Luc Dist., 2342353 ofchemical-fiber fabric,
Vietnam Co., Ltd. and Long An Province, T dyeing and finishing,
reorganization |Vietnam finished fabric
Nhon Trach 3 Ind.
Zone, Hiep Phuoc . .
Com. Nhon Trach Production, processing,
Formosa Taffeta Dist ’ Done Nai Pro and sale of various
Dong Nai Co., Ltd. 2004.6.25 Vie t;am (l?ranch V> 2,590,434 chemical-fiber fabrics,
factory premises of dyeing and finishing, and
Formosa Industries tire cord
Corp.)
15, Peng-Hu RD., Engagement in dyeing and
Formosa Taffeta Dongnan Street, ﬁnigshgin of hi h-};n dg
(Changshu) Co., 2005.4.4  |Changshu City, 1,302,019 " 1SHNE OF RIgA-CNE
Lid. Jiangsu Province, fabric; lease of facilities;
215500 CHINA property management
Cassia Court, Suite
Formosa Taffeta 716,10 Market Street,
2014.3.12 |Camana Bay, Grand 5,284,775| Investment

(Cayman) Co., Ltd.

Cayman, Island
KYI-9006
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Schoeller FTC
(Hong Kong) Co.,
Ltd.

Room 1606, Tower 6,
China Hong Kong
City, 33 Canton RD.,
Tsimshatsui,Kowloon,
Hong Kong

2001.10.31 6,879

Textile trading

Public more
International Co.,
Ltd.

27, Lane 224, Shuliou
RD., Touliou 640,
Yunlin, Taiwan

2017.2.15 5,000

Employment service,
temporary help service,
manpower brokerage

3. Inferred as having a control-subordination relationship: omitted

4. Overview of businesses engaged by affiliates:

(1) Formosa Advanced Technologies engages in IC assembly, testing, and module, as
well as contract production for flash memory card and LED chips.

(2 ) Formosa Development engages mainly in urban land consolidation.

(3 ) Formosa Taffeta (Hong Kong) Co., Ltd. engages in export and import of filament

fabric and spun fabric.

(4) Formosa Taffeta (Zhongshan) Co., Ltd. engages in production and sale of

polyretyane fabric and polyester fabric, plus weaving, dyeing, and finishing of
high-end fabric.
(5) Xiamen Xiangyu Formosa import & export Trading Co., Ltd. engages in
transshipment of fabric in bonded area, closed.

( 6 ) Formosa Taffeta Vietnam Co., Ltd. engages in the production and sale of

chemical-fiber woven fabric and dyeing and finishing.

(7 ) Formosa Taffeta Dong Nai Co., Ltd. engages in production and sale of
chemical-fiber woven fabric and tire cord, plus dyeing and finishing.

( 8 ) Formosa Taffeta (Changshu) Co., Ltd. engages in dyeing and finishing of high-end

fabric.

(9 ) Formosa Taffeta (Cayman) Limited. engages in investment activities.

(10) Schoeller FTC (Hong Kong) engages in textile trading.

(11) Public more International Co., Ltd. engages in employment service, temporary

help service, and manpower brokerage.

5. Names of the directors, supervisors, and presidents of affiliates and their shareholdings

or contributions

Information on the directors, supervisors, and presidents of affiliate

Unit: share
Number of owned shares
) ) Number of
Company name Title Name or representative owned shares |Percentage of]
at the end of | sharcholding
year
. Representative of Formosa Taffeta Co., Ltd. :
Chairman Wong,Wen-yuan 206,442,472 46.68%
Vice Representative of Formosa Taffeta Co., Ltd. :
Chairman |Hsie,Shih-ming (president) 206,442,472 46.68%
Formosa . Representative of Formosa Taffeta Co., Ltd. : o
Advanced Director Hon g,Fu-yu;m 206,442,472 46.68%
Technologies Director Representative of Formosa Taffeta Co., Ltd. : 206.442.472 46.68%
Co., Ltd. Isiléi)l;ler;;:(;ﬁlar‘fve of Formosa Taffeta Co., Ltd. :
Director |1 e, Ming-chang ’ 206,442,472 46.68%
Director |Solomon Chang 139,983 0.03%
Director |Chen,Wen-Tsai 247,669 0.06%
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Number of owned shares

Number of
Company name Title Name or representative owned shares |Percentage of]
at the end of | sharcholding
year
Director |Huang,Chun-Ming 100,000 0.02%
Independent
director  |CReng,Yu 0 0.00%
Independent \gpon Hui-Ya 0 0.00%
Independent |y 1o Chia-chi 0 0.00%
Supervisor [ cPresentative of Yu Yuang Textile: 1,600.851|  0.36%
Supervisor |Chen,Chiu-ming 0 0.00%
Supervisor |Hsieh,Ming-ta 766,750 0.17%
Supervisor |Hou,Bo-lie 0 0.00%
Chairman %}eg;zs%lg;[};ga%f Formosa Taffeta Co., Ltd. : 16,100,000 100.00%
. Representative of Formosa Taffeta Co., Ltd. :
Director |y ¢,Shih-ming 16,100,000 100.00%
. Representative of Formosa Taffeta Co., Ltd. :
Formosa Director Tseng,Ching-pin (president) 16,100,000 100.00%
Development | Director  [(yone Yo chon e e@ €0 M4 16,100,000 10000%
Co., Ltd. Re y : .
) . presentative of Formosa Taffeta Co., Ltd. :
Director Chang,Hsien-tang 16,100,000 100.00%
Supervisor Egg’rlgieon_t;tlve of Formosa Taffeta Co., Ltd. : 16,100,000 100.00%
. Representative of Formosa Taffeta Co., Ltd. :
Supervisor Lin,Chen-nan 16,100,000 100.00%
Chairman %}eg;zs%lg;[};ga%f Formosa Taffeta Co., Ltd. : B 100.00%
Formosa 2 .
. Representative of Formosa Taffeta Co., Ltd. :
Taffeta Director |, ¢, Ming-chang — 100.00%
(Hong Kong) . Representative of Formosa Taffeta Co., Ltd. :
Co., Ltd. Director |~pon o Hung-ning — 100.00%
President |Chen,Jui-mao — —
Chairman {I;/eg;s%q;ﬁl;sa%f Formosa Taffeta Co., Ltd. : o 100.00%
Formosa . Repre;,entative of Formosa Taffeta Co., Ltd. :
Taffeta Director Lee,Ming-chang f(president) — - B 100007
(Zhong Shan) Director Representative of Formosa Taffeta Co., Ltd. : - 100.00%
Co., Ltd. Wu,Li-jen 7
. Representative of Formosa Taffeta Co., Ltd. : .
Supervisor |~po. ¢.Hung-ning 100.00%
Kiamen Xiangyu| Chairman %}eg;zs%lg;[};ga%f Formosa Taffeta Co., Ltd. : - 100.00%
iogg o(s)?tlmp ort Director Representative of Formosa Taffeta Co., Ltd. : . 100.00%
' dig Co Hsie,Shih-ming (president) 79
[ td &0 Director Representative of Formosa Taffeta Co., Ltd. : o 100.00%
' Lee,Ming-chang )
1;0?;?53 Chairman Eeegrel\/lsiilgagl\; gf Formosa Taffeta Co., Ltd. : o 100.00%
affeta ) -
Vietnam . Representative of Formosa Taffeta Co., Ltd. : o
Co.Ltd, Director  |ywon g, Wen-yuan 100.00%
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Number of owned shares

i i Number of
Company name Title Name or representative owned shares |Percentage of]
at the end of | sharcholding
year
. Representative of Formosa Taffeta Co., Ltd. : o
Director Lee,Kuo-yi 100.00%
. Representative of Formosa Taffeta Co., Ltd. : o
Director Lee,Chien-kuan (president) 100007
. Representative of Formosa Taffeta Co., Ltd. : o
Director Chang,Jin-long 100.00%
. Representative of Formosa Taffeta Co., Ltd. : .
Supervisor Cheng,Hung-ning 100.00%
. Representative of Formosa Taffeta Co., Ltd. : o
Chairman Lee,Ming-chang 100.00%
. Representative of Formosa Taffeta Co., Ltd. : .
Director Wong,Wen-yuan 100.00%
. Representative of Formosa Taffeta Co., Ltd. :
Formosa Director Huang,Ming-tang - 100.00%
Taffeta . Representative of Formosa Taffeta Co., Ltd. : o
Dong Nai Director Tsai, Tien-shuan 100.00%
Co., Ltd. . Representative of Formosa Taffeta Co., Ltd. : -
Director Lee,Kuo-yi 100.00%
. Representative of Formosa Taffeta Co., Ltd. : o
Director Lee,Chien-kuan (president) 100007
. Representative of Formosa Taffeta Co., Ltd. : .
Supervisor Cheng,Hung-ning 100.00%
. Representative of Formosa Taffeta (Hong o
Chairman Kong) Co., Ltd.: Wong,Wen-yuan 100007
. Representative of Formosa Taffeta (Hong o
Director Kong) Co., Ltd.: Hong,Fu-yuan 100007
. Representative of Formosa Taffeta (Hong -
Formosa Director Kong) Co., Ltd.: Lee,Ming-chang (president) 100007
Taffeta . Representative of Formosa Taffeta (Hong
(Changshu) Director Kong) Co., Ltd.: Lee,Kuo-yi o 100007
Co., Ltd. . Representative of Formosa Taffeta (Hong .
Director Kong) Co., Ltd.: Lin,Chen-nan 100007
. Representative of Formosa Taffeta (Hong .
Director Kong) Co., Ltd.: Wu,Li-jen 100007
. Representative of Formosa Taffeta (Hong o
Supervisor Kong) Co., Ltd.: Cheng,Hung-ning 100.00%
Formosa
Taffeta . Representative of Formosa Taffeta Co., Ltd. :
(Cayman) Chairman Wong,Wen-yuan — 100.00%
Co., Ltd.
. Schoeller Textil AG representative :
Chairman Hans Jurgen Hubner 702,000 45.00%
Schoeller FTC Director Representative of Formosa Taffeta Co., Ltd. : 780,000 50.00%
(Hong Kong) Sehoelles Textll AG representative”
. choeller Texti representative :
Co., Ltd. Director |~y ictine Jenni 702,000 45.00%
. Representative of Formosa Taffeta Co., Ltd. :
Director Chen.Jui-mao (president) 780,000 50.00%
Public More Representative of Formosa Development
International Director |~ 0., Ltd. : Tseng,Ching-pin 500,000 100.00%
Company Ltd.

Note 1: In case an affiliate is a foreign company, list persons with equivalent positions.
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Note 2:

Note 3:

In case an invested company is a company limited by shares, please specify the number of
owned shares and percentage; for others, please specify contribution to paid-in capital and

percentage, plus notes.
in case directors or supervisors are institutional investors, information on their representatives

should also be provided.
1. Director Wong,Wen-yuan is chairman of Formosa Chemicals & Fibre Corp. and Formosa

Taffeta Co., Ltd.; 2. director Hsie,Shih-ming is vice chairman of Formosa Taffeta Co., Ltd.; 3.
director Hong,Fu-yuan is vice chairman of Formosa Chemicals & Fibre Corp.; 4. director Su,
Lin-ching is senior vice president of Nanya Technology Corp.; 5. director Lee,Ming-chang is
president of Formosa Taffeta Co., Ltd.; 6. director Tsai, Tien-shuan is senior vice president of
the second business segment of Formosa Taffeta Co., Ltd.; 7. director Huang,Ming-tang is
consultant to General Management Divisions of Formosa Taffeta Co., Ltd.; 8. supervisor
Lin,Chen-nan is former acting special assistant of General Management Divisions of Formosa
Taffeta Co., Ltd.; 9. director Tseng,Ching-pin is president of Formosa Development Co.,Ltd.;
10. director Chang,Yung-chiao is manager of engineering division of Formosa Taffeta Co.,
Ltd.; 11. director Chang,Hsien-tang is deputy senior specialist of Formosa Development
Co.,Ltd; 12. director Lee,Kuo-yi is assistant vice president of dyeing and finishing division of
Formosa Taffeta Co., Ltd.; 13. director Lee,Chien-kuan is manager of dyeing and finishing
division of Formosa Taffeta Co., Ltd.; 14. director Chang,Jin-long is assistan senior
administrator of dyeing and finishing division of Formosa Taffeta Co., Ltd.; 15. director
Lin,Chen-nan is assistant vice president of dyeing and finishing division (as well as acting
vice president of first business segment) of Formosa Taffeta Co., Ltd.; 16.director Wu,Li-jen
1s manager of dyeing and finishing division of Formosa Taffeta Co., Ltd.; 17. director
Cheng,Hung-ning is manager of General Management Divisions (as well as acting vice
president of General Management Divisions) of Formosa Taffeta Co., Ltd.; 18. director

Chen,Jui-mao is senior administrator of Formosa Taffeta Co., Ltd.
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6. Operating status of aftiliates

Unit: NT$1,000

Current Earnings
Company Paid-in Total Total Net | Operating | Operating rofit/loss| PET share
name capital assets | liabilities | worth | revenue | profit I()after tax) (NTS$)
(after tax)
Formosa Advanced
: 4422222 12,674,574 1318.095| 11.356.479| 8.785.525| 1,512,935| 1420293 321
Technologies Co., Ltd.
ii’;mosaDevek’pmemCO" 161,000 | 308,066]  17.968] 290,098 34,155 9,770 18,065 1.12
Formosa Taffeta ( Hong 1356822 | 1.841,166| 706927 | 1,134239| 1332572| 83249| 60477
Kong) Co., Ltd.
g‘(’)rmLotSda Taffeta (Zhongshan) ) 5 ges | 5174430 | 478580 | 1695852 | 1.653.601| 112959 | 94273
Xiamen Xiangyu Formosa
Import & Export Trading 15273 | 16,176 3022| 13,154 0 11263 7.203
Co., Ltd.
F Taffeta Viet
C‘(’)rmLotSda atieta Vietnam 2340866 | 2,657,085 | 685433 | 1.971,652 | 2552725 | 199851 | 139,974
F Taffeta Dong Nai
C‘(’)rmLotSda afeta Yong Nal | 5 500434 | 6248437 | 3915025 | 2333412 | 4387611 | 162214 5943
F Taffeta (Changsh
C‘(’)r_mLotSda" affeta (Changshu) | ) 300 019 | 1707463 | 691183 | 1016280 | 1322082|  84271| 60,688
Schoeller FTC (Hong Kong) 6879 | 56953 | 40489 |  16464| 153960 7.090 6.206
Co., Ltd.
Formosa Taffeta (Cayman) | 5 1o/ 275 | 5 504284 0| 5,524,284 0 - -
Co., Ltd.
Public More International 5000| 14016 4,022 9994 | 28074 6,125 4834

Company Ltd.
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(B) Consolidated financial statement of affiliated enterprises

Declaration

We hereby declare that the company's consolidated parent company-
subsidiary financial report for fiscal 2018 (Jan. 1, 2018, through Dec. 31,
2018), IFRS (International Financial Reporting Standards) 10, covers
parent company and subsidiaries, the same as the stipulation of "Criteria
Governing Preparation of Affiliation Reports, Consolidated Business
Reports and Consolidated Financial Statements of Affiliated Enterprises,"
and has disclosed information required by the latter. Therefore, the
company will not compile a separate consolidated financial statement of

affiliated enterprises.

Company Name: Formosa Taffeta Co.,Ltd. & Subsidiary
Responsible person: Wong Wen-yuan

March 15, 2019
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(C) Affiliation Report
Formosa Taffeta Co., Ltd.

Review report on affiliation report by certified public accountant

No. 18008780

To Formosa Taffeta Co., Ltd.

The 2018 aftiliation report compiled by Formosa Taffeta Co., Ltd. on
March 15, 2019 is based on the "Criteria Governing Preparation of
Affiliation Reports, Consolidated Business Reports and Consolidated
Financial Statements of Affiliated Enterprises," disclosing information
without much aberration from related information disclosed in the notes of

the financial statement covering the aforementioned period.

The certified public account has found no major aberration in the
notes of the 2018 affiliation report of Formosa Taffeta Co., Ltd. from the
"Criteria Governing Preparation of Affiliation Reports, Consolidated
Business Reports and Consolidated Financial Statements of Affiliated

Enterprises," after comparing the two documents.

Wu Han-chi, PwC Taiwan
Chou Chien-hung certified public accountant

March 15, 2019
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B. Disclose the status of securities issuance via private placement in 2018 and 2019 as of the

publication of the annual report, including date and amount approved by shareholders' meeting
or the board of directors, basis and reasonableness for the setting of issuance price, method for
the selection of specific persons, necessity for the private share placement, targets and
qualifications of the private share placement, their subscription amounts, relationship with the
company, participation in the company's management, actual subscription (or conversion)
prices, difference between actual subscription prices and reference prices, effect of private
share placement on shareholders' equity, utilization of the fund collected from private share
placement during the interval before formulation of utilization plan for the fund, status for the
utilization of the fund, progress for the execution of the fund utilization plan, and manifested

result: nil.

. Holding or disposal of the company's shares by subsidiaries in the recent year and as of the

date of the publication of the annual report:

Unit: NT$1,000; share; %

Value of
p Volume and gua;;lgtee I;zi:lns
Name of] ageé cent Date of Volume and Inves value of endorseme | ded
subsidia Stock | fund o share |shares and| value of share tment| shareholding as [Setting ot by the
capital [Source sharehol|acquisit amo.upt. off disposal inco | of the date of the| of undertaken c}(l)m
(no?é 0 collected ding ion of [acquisition| (norzte 2) me/lo |publication of thepledge by the |an tI())
by the |disposal| (note 2) ss annual report y vt
company| (note 3) ) company |subsid
for iaries
subsidiary
shares: 50,000 shares:2,243,228 . . .
Formosa 2018 " |amount: 1.839 |"?*!|amount: 77,504 | NIl | Nil ] Nil
2019 as
Develop Own
ment 101000 | fung 1000 ol | - Nil Nil [shares:2243.228 1 o N | i
Co., Ltd. repgrt amount: 83,560
date

Note 1: List the situation of subsidiaries separately.

Note 2: Value refers to actual value deriving from share acquisition of disposal.

Note 3: List the status of shareholding and share disposal separately.

Note 4: Explain their influence on the company's financial performance and status.

D. Other necessary supplementary explanations: nil

E. Whether or not there is items with major influence on shareholders' equity or securities prices,

as stipulated in item 3-2 of article 36 of the Securities and Exchange Act: nil.
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F. Guidelines for Ethical Conducts of the Company's Directors, Supervisors
and Managerial Staffers

Chapter 1
Article 1:
Chapter 2
Article 2:
Article 3:
Article 4:
Article 5:
Article 6:
Article 7:
Article &:
Article 9:

revised by the board of directors on June 23, 2017
General rules

The guidelines are formulated, to assure conformance to ethical conducts in carrying
out business activities related to their jobs by the company's directors and managerial
staffers (including president, executive vice president, senior vice president, vice
president, financial chief, accounting chief, and others with the authority of
management and signature), so as to prevent unethical conducts and conducts
detrimental to the interests of the company and shareholders.

Norms for ethical conducts

In handling the company's affairs, directors and managerial staffers should embrace a
self-disciplined attitude, based on honesty without deception, trustworthiness and law
abidance, fairness and justness, and compliance with ethics.

Directors and managerial staffers should avoid conflict of interests involving meddling
or possible meddling with the company's overall interests for personal interests,
including, but not limited to, inability to handle corporate affairs in an objective and
efficient manner, or provision of improper benefits to themselves, their spouses, parents,
children, or relatives within second-degree kinship, thanks to their positions in the
company. To prevent conflict of interest, it is necessary to pass the review by the board
of directors beforehand, for the company providing loans or guarantee to, or engaging
in major transactions of assets with, the aforementioned persons or their associated
affiliates. Related purchase or sale should be carried out, on the consideration of the
company's maximum benefits.

In the face of profit-making opportunities for the company, directors and managerial
staffers should uphold just and legal benefits available to the company. Directors and
managerial staffers shouldn't take advantage of the company's properties or information
or their positions to seek personal benefits. In addition to the requirements of the
Company Act or corporate charter, they should not engage in business activities, in
competition with the company.

Directors and managerial staffers have the duty of confidentiality for information on the
company, suppliers, and customers, except cases with authorized or legally mandated
publication. Information which should be kept confidential include those whose
utilization by rivals or leakage may harm the interests of the company or customers.
Directors and managerial staffers should treat the company's suppliers, customers, rivals,
and employees in a fair manner, avoiding acquisition of improper benefits via
manipulation, concealing, or abuse of information obtained from their positions, untrue
narration on major issues, or other unfair transaction methods.

Directors and managerial staffers should utilize the company's assets properly, according
to the needs of their jobs, and avoid stealth, negligent usage, or waste of the company's
assets, which may affect the company's profitability.

Directors and managerial staffers should abide by various laws and government
regulations, as well as the company's regulations and systems.

When discovering violation of laws/regulations or guidelines by directors or managerial
staffers, the company's employees should report, along with sufficient evidence, the
irregularities to the auditing committee, direct managerial superiors, personnel or
internal-auditing chiefs at the President's Office, or other proper parties. After the
reports are investigated and confirmed, the company will reward the informants
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Article 10:

Chapter 3
Article 11:

Chapter 4
Article 12:

Chapter 5
Article 13:

property, according to personnel management regulations.

The company will handle the aforementioned reports in a confidential and responsible
manner and make its utmost in protecting the safety of those who make the reports in
good faith, to shield them from retaliation in any form.

Should directors or managerial staffers be confirmed to violate the guidelines, in
addition to penalties according to personnel management regulations, the case should
be reported to the board of directors and the offenders should be subject to civil,
criminal, or administrative liabilities, in addition to disclosure on the Open Market
Observation Post System of relevant information, including date, situation, relevant
article of the guidelines of the offense, as well as the state of handling.

Procedure foe exemption

Proposal to exempt directors or managerial staffers from the requirements of the
guidelines under special situation should be approved by the board of directors with
agreement of over two thirds of the directors in attendance, whose number should be
more than half of the total. Relevant information for the exemption should be posted on
the Open Market Observation System instantly, including date of approval by the board
of directors, opposition or reservation of independent directors, if any, exemption
period, reasons for the exemption, and criteria for ht exemption, for evaluation of its
propriety by shareholders, so as to uphold the company's interests.

Method for information disclosure

The guidelines should be publicly disclosed on corporate website, in yearbook and
prospectus, and on the Market Observation Post System and the requirement also
applies to its revision.

Supplementary provision

The guidelines are put into practice after approval by the board of directors and should
be reported to shareholders' meeting; the requirement also applies to its revision.
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FORMOSA TAFFETA CO., LTD. AND
SUBSIDIARIES

CONSOLIDATED FINANCIAL STATEMENTS AND
REPORT OF INDEPENDENT ACCOUNTANTS
DECEMBER 31, 2018 AND 2017

For the convenience of readers and for information purpose only, the auditors’ report and the accompanying
financial statements have been translated into English from the original Chinese version prepared and used in
the Republic of China. In the event of any discrepancy between the English version and the original Chinese
version or any differences in the interpretation of the two versions, the Chinese-language auditors’ report and
financial statements shall prevail.
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REPORT OF INDEPENDENT ACCOUNTANTS TRANSLATED FROM CHINESE

To the Board of Directors and Shareholders of Formosa Taffeta Co., Ltd.

Opinion

We have audited the accompanying consolidated balance sheets of Formosa Taffeta Co., Ltd. and its
subsidiaries (the “Group”) as at December 31, 2018 and 2017, and the related consolidated statements
of comprehensive income, of changes in equity and of cash flows for the years then ended, and notes to
the consolidated financial statements, including a summary of significant accounting policies.

In our opinion, based on our audits and the reports of other independent accountants, the accompanying
consolidated financial statements present fairly, in all material respects, the consolidated financial
position of the Group as at December 31, 2018 and 2017, and its consolidated financial performance and
its consolidated cash flows for the years then ended in accordance with the “Regulations Governing the
Preparation of Financial Reports by Securities Issuers” and the International Financial Reporting
Standards, International Accounting Standards, IFRIC Interpretations, and SIC Interpretations as

endorsed by the Financial Supervisory Commission.

Basis for opinion

We conducted our audits in accordance with the “Regulations Governing Auditing and Attestation of
Financial Statements by Certified Public Accountants” and generally accepted auditing standards in the
Republic of China (ROC GAAS). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements section of our report.
We are independent of the Group in accordance with the Code of Professional Ethics for Certified Public
Accountants in the Republic of China (the “Code”), and we have fulfilled our other ethical
responsibilities in accordance with the Code. Based on our audits and the reports of other independent
accountants, we believe that the audit evidence we have obtained is sufficient and appropriate to provide

a basis for our opinion.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the consolidated financial statements of the current period. These matters were addressed in the
context of our audit of the consolidated financial statements as a whole and, in forming our opinion

thereon, we do not provide a separate opinion on these matters.

Key audit matters for the Group’s consolidated financial statements of the current period are stated as
followers:

Valuation of allowance for uncollectible accounts

Description

Refer to Note 4(10) for accounting policy on impairment of financial assets, Note 5(3) for accounting
estimates and assumption uncertainty in relation to accounts receivable valuation, and Note 6(4) for
details of allowance for uncollectible accounts. As of December 31, 2018, the Group’s accounts
receivable and allowance for uncollectible accounts amounted to NT$4,110,277 thousand and
NT$71,033 thousand, respectively.

The Group assesses the collectability of accounts receivable based on historical experience, known
reason or existing objective evidence. For those accounts which are considered uncollectible, the Group
recognizes impairment with a credit to accounts receivable. The Group examines the reasonableness
periodically. As the estimation of allowance for uncollectible accounts is subject to management’s
judgement, and given the significance of accounts receivable and allowance for uncollectible accounts
to the financial statements, we consider the valuation of allowance for uncollectible accounts a key audit

matter.

How our audit addressed the matter

Our procedures in relation to management’s assessment of the allowance for uncollectible accounts

includes:

A. Evaluating the reasonableness of the estimates used by management to estimate the expected credit
losses of accounts receivable and obtaining relevant supporting documents, including: forward-
looking adjustments, accounting disputes, overdue status, post-account collections and indications
that show that the customer cannot repay the loan as scheduled;

B. Assessing the adequacy of allowance for uncollectible accounts estimated by management to

confirm whether the provision policy on allowance for uncollectible accounts has been consistently
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applied in the comparative periods of financial statements and testing the related assessment to
confirm the accuracy of ageing analysis of accounts receivable; and
C. Testing collections after balance sheet date to check the adequacy of allowance for uncollectible

accounts.

Valuation of inventory

Description
Refer to Note 4(12) for accounting policy on inventory valuation, Note 5(4) for accounting estimates

and assumption uncertainty in relation to inventory valuation, and Note 6(5) for description of allowance
for inventory valuation loss. As of December 31, 2018, the Group’s inventory and allowance for market
value decline and obsolete and slow-moving inventories amounted to NT$9,394,237 thousand and
NT$684,200 thousand, respectively.

The Group is primarily engaged in fiber dyeing and finishing, manufacturing and sales of curtains. As
the textile manufacturing market is competitive, there is higher risk of incurring loss on inventory
valuation. The Group recognizes inventories at the lower of cost and net realizable value, and the net
realizable value is calculated based on the average price less estimated selling expenses. Since the
calculation of net realizable value involves subjective judgement and uncertainty and the inventory is

material to the financial statements, we consider the valuation of inventory a key audit matter.

How our audit addressed the matter

Our procedures in relation to management’s assessment of the allowance for inventory valuation loss

includes:

A. Assessing the reasonableness of policies and procedures on allowance for inventory valuation loss,
including the reasonableness of classification of inventory in determining the net realizable value;

B. Understanding the inventory management procedures, examining and participating in annual
physical count and assessing the effectiveness of inventory management and inventory
classification determined by management; and

C. Checking the method in calculating the net realizable value of inventory and assessing the

reasonableness of allowance for valuation loss.
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Other matter — Audits of other independent accountants

We did not audit the financial statements of a wholly-owned consolidated subsidiary and certain
investments accounted for under the equity method, which statements reflect total assets (including
investments accounted for using equity method) of NT$11,856,625 thousand and NT$10,614,122
thousand, constituting 13% and 11% of consolidated total assets as of December 31, 2018 and 2017,
respectively, and operating income of NT$6,050,124 thousand and NT$5,125,079 thousand, constituting
14% and 13% of consolidated total operating income for the years then ended, respectively. Those
financial statements were audited by other independent accountants whose reports thereon have been
furnished to us, and our opinion expressed herein, insofar as it relates to the accounts included in the
financial statements relative to these subsidiary and investees, is based solely on the audit reports of the

other independent accountants.

Other matter — Parent company only financial reports
We have audited and expressed an unqualified opinion on the parent company only financial statements
of Formosa Taffeta Co., Ltd. as at and for the years ended December 31, 2018 and 2017.

Responsibilities of management and those charged with governance for the
consolidated financial statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with the “Regulations Governing the Preparation of Financial Reports by
Securities Issuers” and the International Financial Reporting Standards, International Accounting
Standards, IFRIC Interpretations, and SIC Interpretations as endorsed by the Financial Supervisory
Commission, and for such internal control as management determines is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement, whether due

to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Group’s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and
using the going concern basis of accounting unless management either intends to liquidate the Group or

to cease operations, or has no realistic alternative but to do so.

Those charged with governance, including members of the Audit Committee, are responsible for

overseeing the Group’s financial reporting process.
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Auditor’s responsibilities for the audit of the consolidated financial statements

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

the basis of these consolidated financial statements.

As part of an audit in accordance with ROC GAAS, we exercise professional judgment and maintain

professional skepticism throughout the audit. We also:

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

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

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

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

E. Evaluate the overall presentation, structure and content of the consolidated financial statements,

including the disclosures, and whether the consolidated financial statements represent the
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underlying transactions and events in a manner that achieves fair presentation.

F. Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Group to express an opinion on the consolidated financial statements.
We are responsible for the direction, supervision and performance of the group audit. We remain

solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal

control that we identify during our audit.

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

safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the consolidated financial statements of the current period and
are therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we
determine that a matter should not be communicated in our report because the adverse consequences of

doing so would reasonably be expected to outweigh the public interest benefits of such communication.

Wu, Han-Chi Chou, Chien-Hung
For and on behalf of PricewaterhouseCoopers, Taiwan
March 15, 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.

As the financial statements are the responsibility of the management, PricewaterhouseCoopers cannot accept any liability for
the use of, or reliance on, the English translation or for any errors or misunderstandings that may derive from the translation.
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December 31, 2018

December 31, 2017

Assets Notes AMOUNT % AMOUNT %
Current assets

1100 Cash and cash equivalents 6(1) $ 3,391,896 4 4,942,919 5
1110 Financial assets at fair value 6(2)

through profit or loss - current 479,490 1 630,396 1
1120 Current financial assets at fair 6(3)

value through other

comprehensive income 3,674,217 4 - -
1125 Available-for-sale financial assets

- current - - 3,649,141 4
1140 Current contract assets 6(19) 788,643 1 - -
1150 Notes receivable, net 6(4) 116,511 - 164,311 -
1160 Notes receivable - related parties 7 4,429 - 13,007 -
1170 Accounts receivable, net 6(4) 4,110,277 4 3,567,731 4
1180 Accounts receivable - related 7

parties 1,228,428 1 1,168,315 1
1200 Other receivables 7 326,802 - 449,044 -
130X Inventory 6(5) and 8 8,710,037 9 8,452,053 9
1410 Prepayments 457,003 1 519,506 1
1470 Other current assets 483,826 1 425,720 -
11XX Total current assets 23,771,559 26 23,982,143 25

Non-current assets

1517 Non-current financial assets at 6(3)

fair value through other

comprehensive income 46,512,701 50 - -
1523 Available-for-sale financial assets 12(4)

- non-current - - 43,994,286 47
1543 Financial assets carried at cost - 7 and 12(4)

non-current - - 5,786,870 6
1550 Investments accounted for under 6(6)

equity method 3,216,506 3 3,123,456 3
1600 Property, plant and equipment 6(7) and 8 18,770,958 20 17,022,278 18
1840 Deferred income tax assets 6(25) 93,797 - 140,445 -
1900 Other non-current assets 6(8) 660,972 1 653,557 1
15XX Total non-current assets 69,254,934 74 70,720,892 75
1XXX Total assets $ 93,026,493 100 94,703,035 100

(Continued)
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December 31, 2018

December 31, 2017

Liabilities and Equity Notes AMOUNT % AMOUNT %
Current liabilities
2100 Short-term borrowings 6(9) and 8 $ 3,638,538 4 2,805,690
2110 Short-term notes and bills payable 6(10) - - 1,299,806
2120 Financial liabilities at fair value ~ 6(11)
through profit or loss - current 774 - - -
2150 Notes payable 251,576 - 199,518 -
2160 Notes payable - related parties 7 335,830 - 239,553 -
2170 Accounts payable 1,312,601 2 1,446,070 2
2180 Accounts payable - related parties 7 996,011 1 1,147,976 1
2200 Other payables 6(12) and 7 1,949,497 2 1,811,607 2
2230 Current income tax liabilities 6(25) 391,662 1 198,319 -
2300 Other current liabilities 6(13) 314,741 - 265,356 -
21XX Total current liabilities 9,191,230 10 9,413,895 10
Non-current liabilities
2540 Long-term borrowings 6(13) 8,022,299 9 11,083,572 12
2570 Deferred income tax liabilities 6(25) 292,165 - 170,798 -
2600 Other non-current liabilities 6(14) 552,109 - 852,200 1
25XX Total non-current liabilities 8,866,573 9 12,106,570 13
2XXX Total liabilities 18,057,803 19 21,520,465 23
Equity attributable to owners of
parent
Share capital 6(15)
3110 Share capital - common stock 16,846,646 18 16,846,646 18
Capital surplus 6(16)
3200 Capital surplus 1,268,860 1 274,323 -
Retained earnings 6(17)
3310 Legal reserve 7,567,594 8 7,139,607
3320 Special reserve 2,214,578 2 2,214,578
3350 Unappropriated retained earnings 9,743,048 11 5,398,225
Other equity interest 6(18)
3400 Other equity interest 31,291,978 34 37,525,951 40
3500  Treasury stocks 6(15) ( 19,500) - 19,935) -
31XX Equity attributable to owners
of the parent 68,913,204 74 69,379,395 73
36XX Non-controlling interest 6(18) 6,055,486 7 3,803,175 4
3XXX Total equity 74,968,690 81 73,182,570 77
Significant contingent liabilities 9
and unrecognized contract
commitments
Significant events after the 11
balance sheet date
3X2X Total liabilities and equity $ 93,026,493 100 94,703,035 100
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Years ended December 31

2018 2017
Items Notes AMOUNT % AMOUNT %
4000 Sales revenue 6(19) and 7 $ 44,545,053 100§ 40,705,664 100
5000 Operating costs 6(5)(22)(23)and 7 ( 39,264,007) ( 88) ( 35,566,893) ( 87)
5900 Net operating margin 5,281,046 12 5,138,771 13
Operating expenses 6(22)(23) and 7
6100 Selling expenses ( 1,774,767) ( 4) ( 1,727,181) ( 5)
6200 General and administrative expenses ( 966,574) ( 2) ( 890,287) ( 2)
6300 Research and development expenses ( 80,976) ( 1) ( 59,813) -
6000 Total operating expenses ( 2,822,317) ( T) ( 2,677,281) ( 7)
6900 Operating profit 2,458,729 5 2,461,490 6
Non-operating income and expenses

7010 Other income 6(20) and 7 2,908,802 6 2,697,364 7
7020 Other gains and losses 6(21) 885,932 2 108,885 -
7050 Finance costs 6(24) ( 211,415) - ( 185,189) -
7060 Share of profit of associates and joint 6(6)

ventures accounted for under equity

method 238,313 1 193,934 -
7000 Total non-operating income and

expenses 3,821,632 9 2,814,994 7
7900 Profit before income tax 6,280,361 14 5,276,484 13
7950 Income tax expense 6(25) ( 959,661) ( 2) ( 516,468) ( 1)
8200 Profit for the year $ 5,320,700 12 3 4,760,016 12
(Continued)
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9710

9750

Years ended December 31

2018 2017
Items Notes AMOUNT % AMOUNT %
Other comprehensive income 6(18)
Components of other comprehensive 6(3)
income that will not be reclassified to
profit or loss
8311 Actuarial gains (losses) on defined
benefit plans $ 150,329 1 ($ 332,655) ( 1)
8316 Unrealized gain on valuation of
financial assets at fair value through
other comprehensive income ( 3,472,754) ( 8) - -
8320 Share of other comprehensive
income of associates and joint
ventures accounted for under equity
method that will not be reclassified
to profit or loss 1,071 - - -
8310 Other comprehensive income
that will not be reclassified to
profit or loss ( 3,321,354) ( 7) ( 332,655) ( 1)
Components of other comprehensive
income that will be reclassified to
profit or loss
8361 Financial statements translation
differences of foreign operations 154,788 - ( 755,543) ( 2)
8362 Unrealized gain on valuation of
available-for-sale financial assets - - 2,232,546 5
8370 Share of other comprehensive
income (loss) of associates and joint
ventures accounted for under equity
method that will be reclassified to
profit or loss 14,914 - ( 172,904) -
8360 Other comprehensive income
that will be reclassified to profit
or loss 169,702 - 1,304,099 3
8300 Total other comprehensive (loss)
income for the year ($ 3,151,652) ( 7 $ 971,444 2
8500 Total comprehensive income for the
year $ 2,169,048 5 3 5,731,460 14
Profit attributable to:
8610 Owners of the parent $ 4,737,406 11 3 4,279,871 11
8620 Non-controlling interest 583,294 1 480,145 1
$ 5,320,700 12 4,760,016 12
Comprehensive income attributable
to:
8710 Owners of the parent $ 1,730,196 4 5,148,811 13
8720 Non-controlling interest 438,852 1 582,649 1
$ 2,169,048 5 % 5,731,460 14
Before Tax After Tax Before Tax After Tax
Basic and diluted earnings per share (in dollars) 6(26)
Profit for the year from continuing operations $ 3.73$ 3.17 $ 3.13 0% 2.83
Non-controlling interest ( 0.61 ) ( 0.35) «( 0.47 ( 0.29)
Profit attributable to common shareholders of
the parent $ 3.12 % 2.82 $ 2.66 $ 2.54
Assuming shares held by subsidiaries are not deemed as treasury stock:
Profit for the year from continuing operations $ 3.73 $ 3.16 $ 3.13 $ 2.83
Non-controlling interest ( 0.61 ) ( 0.35) «( 0.47 ) ( 0.29)
Profit attributable to common shareholders of the
parent $ 3.12 $ 2.81 $ 2.66 $ 2.54
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CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax
Adjustments
Adjustments to reconcile profit (loss)
(Reversal of impairment) provision for bad
debts expense
Reversal of expected credit loss
Depreciation
Interest expense
Interest income
Dividend income
Gain on disposal of investments
Gain on valuation of financial assets
Loss (gain) on valuation of financial liabilities
Share of profit of associates and joint ventures
accounted for under equity method
Cash dividends from investments accounted for
under equity method
Gain on disposal and scrap of property, plant
and equipment
Changes in operating assets and liabilities
Changes in operating assets
Current contract assets
Notes receivable
Notes receivable - related parties
Accounts receivable, net
Accounts receivable - related parties
Other receivables
Inventory
Prepayments
Other current assets
Changes in operating liabilities
Notes payable
Notes payable - related parties
Accounts payable
Accounts payable - related parties
Other payables
Other current liabilities
Other non-current liabilities
Cash inflow generated from operations
Interest received
Cash dividends received
Interest paid
Income tax paid
Net cash flows from operating activities

6(7)(22)
6(24)
6(20)
6(20)
6(21)
6(2)21)
6(12)(21)
6(6)

6(21)

(Continued)
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6,280,361 $ 5,276,484
- 2,223)
5,090 ) -
2,340,290 2,177,955
211,415 185,189
26,553 ) ( 20,315)
2,677,904 ) ( 2,411,958 )
- 275,611)
2,283 ) ( 2,774)
T4 ( 1,381)
238,313 ) ( 193,934 )
255,669 232,953
903,034 ) ( 38,696 )
297,011) -
47,800 20,783
8,578  ( 1,364)
537,456 ) ( 1,118 )
60,113) 24,854
36,846 ) 97,196
650,204 ) ( 595,626 )
62,503 329,103
58,106 ) ( 23,442 )
52,058 2,648
96,277 109,847
133,469 ) ( 315,440 )
151,965) 20,210
168,607 218,519
17,984  ( 6,045)
151,084) ( 335,181)
3,612,885 4,470,633
25,972 24,509
2,672,387 2,411,958
216,169 ) ( 199,036 )
527,736 ) ( 372,240 )
5,567,339 6,335,824




CASH FLOWS FROM INVESTING ACTIVITIES

Acquisition of financial assets at fair value through

other comprehensive income
Acquisition of available-for-sale financial assets
Proceeds from disposal of available-for-sale
financial assets
Proceeds from disposal of financial assets at fair
value through other comprehensive income
Proceeds from capital reduction of financial assets
at fair value through other comprehensive income
Acquisition of financial assets carried at cost
Proceeds from capital reduction of financial assets
carried at cost
Acquisition of property, plant and equipment
Proceeds from disposal of property, plant and
equipment
(Increase) decrease in other non-current assets
Proceeds from disposal of financial assets at fair
value through profit or loss
Net cash flows used in investing activities
CASH FLOWS FROM FINANCING ACTIVITIES
Increase (decrease) in short-term borrowings
(Decrease) increase in short-term notes and bills
payable
Payment of long-term borrowings
Increase in long-term borrowings
Cash dividends paid- non-controlling interest
Cash dividends paid
Change in share of consolidated subsidiaries
Change in non-controlling interest
Net cash flows used in financing activities
Effect of foreign exchange rate
Net decrease in cash and cash equivalents
Cash and cash equivalents at beginning of year
Cash and cash equivalents at end of year

6(3)

6(27)

6(28)
6(28)

6(17)

6(1)
6(1)
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($ 766,058 ) $ -
-« 934,669 )
- 524,055
769,609 -
5,780 -
- 785,138 )
- 23,549
( 4,563,815) ( 2,845,591)
1,397,713 90,034
( 48,202 ) 10,284
153,189 -
( 3,051,784 ) ( 3,917,476 )
832,848  ( 183,693 )
( 1,299,806 ) 299,979
( 4,633,083 ) ( 11,314,825)
1,600,000 10,942,085
( 380,089 ) ( 311,242)
( 3,200,863 ) ( 2,526,997)
862,142 -
2,177,729 -
( 4,041,122 ) ( 3,094,693 )
( 25,456) ( 34,590)
( 1,551,023 ) ( 710,935 )
4,942,919 5,653,854
$ 3,391,896 $ 4,942,919




FORMOSA TAFFETA CO., LTD. AND SUBSIDIARIES
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2018 AND 2017

(Expressed in thousands of New Taiwan dollars, except as otherwise indicated)

1. HISTORY AND ORGANIZATION
(1) Formosa Taffeta Co., Ltd. (the “Company”) was incorporated on April 19, 1973 under the provisions

of the Company Law of the Republic of China (R.O.C.). Factories were established in Douliou City
of Yulin County, R.O.C. On December 24, 1985, the Company’s common stock was officially listed

on the Taiwan Stock Exchange. The major operations of the Company’s various departments are as

follows:
Business departments Major activities
Primary department: Amine fabrics, polyester fabrics, cotton fabrics,
Fabrics, dyeing and others blending fabrics and umbrella ribs
Secondary department: Cord, plastic bags, refineries for gasoline, diesel,
Cord fabrics, petroleum crude oil and the related petroleum products, cotton
fibers, blending fibers and protection fibers
Formosa Advanced Technologies Co., Ltd. Assembly, testing, model processing and research

and development of various integrated circuits
(2) Formosa Chemicals & Fiber Corp. has significant control over the Company since Formosa
Chemicals & Fiber Corp. holds over half of the Board seats after the stockholders’ meeting on June
27, 2008. Since June 27, 2008, Formosa Chemicals & Fiber Corp. became the Company’s parent
company and accordingly, the Company and its subsidiaries are included in its consolidated financial
statements.
(3) As of December 31, 2018, the Company and its subsidiaries (collectively referred herein as the
“Group”) had 10,228 employees.
2. THE DATE OF AUTHORIZATION FOR ISSUANCE OF THE CONSOLIDATED FINANCIAL
STATEMENTS AND PROCEDURES FOR AUTHORIZATION
These consolidated financial statements were authorized for issuance by the Board of Directors on March
15, 2019.
3. APPLICATION OF NEW STANDARDS., AMENDMENTS AND INTERPRETATIONS

(1) Effect of adoption of new issuances of or amendments to International Financial Reporting

Standards (“IFRS”) as endorsed by the Financial Supervisory Commission (“FSC”)

New standards, interpretations and amendments as endorsed by the FSC effective from 2018 are as
follows:
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Effective date by
International Accounting
New Standards, Interpretations and Amendments Standards Board

Amendments to IFRS 2, ‘Classification and measurement of share-based
payment transactions’

Amendments to IFRS 4, ‘Applying IFRS 9 Financial instruments with
IFRS 4 Insurance contracts’

IFRS 9, ‘Financial instruments’

IFRS 15, ‘Revenue from contracts with customers’

Amendments to IFRS 15, ‘Clarifications to IFRS 15 Revenue from
contracts with customers’

Amendments to IAS 7, ‘Disclosure initiative’

Amendments to IAS 12, ‘Recognition of deferred tax assets for
unrealised losses’
Amendments to IAS 40, ‘Transfers of investment property’

IFRIC 22, ‘Foreign currency transactions and advance consideration’
Annual improvements to IFRSs 2014-2016 cycle-Amendments to IFRS
1, ‘First-time adoption of International Financial Reporting Standards’

Annual improvements to IFRSs 2014-2016 cycle-Amendments to IFRS
12, ‘Disclosure of interests in other entities’
Annual improvements to IFRSs 2014-2016 cycle-Amendments to IAS

January 1, 2018

January 1, 2018

January 1, 2018
January 1, 2018
January 1, 2018

January 1, 2017
January 1, 2017

January 1, 2018
January 1, 2018
January 1, 2018

January 1, 2017

January 1, 2018

28, ‘Investments in associates and joint ventures’

Based on the Group’s assessment, significant impacts to the Group’s financial condition and financial

performance of the above standards and interpretations are as follows:
A. IFRS 9, ‘Financial instruments’

(a) Classification of debt instruments is driven by the entity’s business model and the contractual

(b)

cash flow characteristics of the financial assets, which would be classified as financial asset at
fair value through profit or loss, financial asset measured at fair value through other
comprehensive income or financial asset at amortised cost. Equity instruments would be
classified as financial asset at fair value through profit or loss, unless an entity makes an
irrevocable election at inception to present subsequent changes in the fair value of an
investment in an equity instrument that is not held for trading in other comprehensive income.
The impairment losses of debt instruments are assessed using an ‘expected credit loss’
approach. An entity assesses at each balance sheet date whether there has been a significant
increase in credit risk on that instrument since initial recognition to recognize 12-month
expected credit losses or lifetime expected credit losses (interest revenue would be calculated
on the gross carrying amount of the asset before impairment losses occurred); or if the
instrument has objective evidence of impairment, interest revenue after the impairment would

be calculated on the book value of net carrying amount (i.e. net of credit allowance). The
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Company shall always measure the loss allowance at an amount equal to lifetime expected
credit losses for trade receivables that do not contain a significant financing component.

(c) The amended general hedge accounting requirements align hedge accounting more closely
with an entity’s risk management strategy. Risk components of non-financial items and a group
of items can be designated as hedged items. The standard relaxes the requirements for hedge
effectiveness, removing the 80-125% bright line, and introduces the concept of ‘rebalancing’;
while its risk management objective remains unchanged, an entity shall rebalance the hedged
item or the hedging instrument for the purpose of maintaining the hedge ratio.

(d) The Group has elected not to restate prior period financial statements using the modified
retrospective approach under IFRS 9. For details of the significant effect as at January 1, 2018,
please refer to Note 12(4).

B. IFRS 15, ‘Revenue from contracts with customers’ and amendments

(a)IFRS 15, ‘Revenue from contracts with customers’ replaces IAS 11, ‘Construction contracts’,
IAS 18, ‘Revenue’ and relevant interpretations. According to IFRS 15, revenue is recognized
when a customer obtains control of promised goods or services. A customer obtains control of
goods or services when a customer has the ability to direct the use of, and obtain substantially
all of the remaining benefits from, the asset.

The core principle of IFRS 15 is that an entity recognizes revenue to depict the transfer of
promised goods or services to customers in an amount that reflects the consideration to which
the entity expects to be entitled in exchange for those goods or services. An entity recognizes
revenue in accordance with that core principle by applying the following steps:

Step 1: Identify contracts with customer

Step 2: Identify separate performance obligations in the contract(s)

Step 3: Determine the transaction price

Step 4: Allocate the transaction price

Step 5: Recognize revenue when the performance obligation is satisfied

Further, IFRS 15 includes a set of comprehensive disclosure requirements that requires an
entity to disclose sufficient information to enable users of financial statements to understand
the nature, amount, timing and uncertainty of revenue and cash flows arising from contracts
with customers.

(b) The Group has elected not to restate prior period financial statements and recognized the
cumulative effect of initial application as retained earnings at January 1, 2018, using the
modified retrospective approach under IFRS 15. The significant effects of adopting the

modified transition as of January 1, 2018 are summarized below:
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Consolidated balance sheet

Book value Adjustment for Adjusted amount
under previous  initial application of  after IFRS 15
Affected items revenue standard IFRS 15 adoption Remark
January 1, 2018
Contract assets $ - $ 491,632 $ 491,632
Inventory 826,956 ( 392,220) 434,736
Retained earnings 3,566,041 99,412 3,665,453

Revenue recognition of customised products
Formosa Advanced Technologies Co., Ltd. provides assembly and testing services of various
integrated circuits based on the specifications as required by the customers. The revenue is
recognized when the significant risks and rewards are transferred under previous accounting
policies, and the timing of recognition usually occurred upon acceptance. Considering that the
highly customised products have no alternative use to Formosa Advanced Technologies Co.,
Ltd. and Formosa Advanced Technologies Co., Ltd. has an enforceable right to payment for
performance completed to date in accordance with the contract terms, the revenue will have
to be recognized based on the percentage of completion under the new revenue standard. As a
result, retained earnings and non-controlling interest will have to be increased by $65,924 and
$34,118, respectively, inventory decreased by $392,220 and contract assets increased by
$491,632 with the application of the new standard.
C. Amendments to IAS 7, ‘Disclosure initiative’
This amendment requires that an entity shall provide more disclosures related to changes in
liabilities arising from financing activities, including both changes arising from cash flows and
non-cash changes.
The Group expects to provide additional disclosure to explain the changes in liabilities arising from
financing activities.
(2) Effect of new issuances of or amendments to [FRSs as endorsed by the FSC but not yet adopted by
the Group
New standards, interpretations and amendments endorsed by the FSC effective from 2019 are as
follows:
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Effective date by
International Accounting

New Standards, Interpretations and Amendments Standards Board
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 and joint January 1, 2019
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, ‘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.
The Group expects to recognize the lease contract of lessees in line with IFRS 16. However, the
Group does not intend to restate the financial statements of prior period (referred herein as the
“modified retrospective approach”). On January 1, 2019, it is expected that ‘right-of-use asset’ and
lease liability will be increased by $1,048,552 (including reclassified from long-term prepaid rent)
and $787,655, respectively.

(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
International Accounting
New Standards, Interpretations and Amendments Standards Board
Amendments 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’ International Accounting
Standards Board
IFRS 17, ‘Insurance contracts’ January 1, 2021

The above standards and interpretations have no significant impact to the Group’s financial condition
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and financial performance based on the Group’s assessment.
4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these consolidated financial statements

are set out below. These policies have been consistently applied to all the periods presented, unless

otherwise stated.

(1) Compliance statement
The consolidated financial statements of the Group have been prepared in accordance with the
“Regulations Governing the Preparation of Financial Reports by Securities Issuers”, International
Financial Reporting Standards, International Accounting Standards, IFRIC Interpretations, and SIC
Interpretations as endorsed by the FSC (collectively referred herein as the “IFRSs”).

(2) Basis of preparation

A. Except for the following items, these consolidated financial statements have been prepared under
the historical cost convention:

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

(b) Financial assets at fair value through other comprehensive income/Available-for-sale financial
assets measured at fair value.

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

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

C. Inadopting IFRS 9 and IFRS 15 effective January 1, 2018, the Group has elected to apply modified
retrospective approach whereby the cumulative impact of the adoption was recognized as retained
earnings or other equity as of January 1, 2018 and the financial statements for the year ended
December 31, 2017 were not restated. The financial statements for the year ended December 31,
2017 were prepared in compliance with International Accounting Standard 39 (‘IAS 39°),
International Accounting Standard 18 (‘IAS 18’) and related financial reporting interpretations.
Please refer to Notes 12(4) and (5) for details of significant accounting policies.

(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
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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.

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

(d) Changes in a parent’s ownership interest in a subsidiary that do not result in the parent losing
control of the subsidiary (transactions with non-controlling interests) are accounted for as
equity transactions, i.e. transactions with owners in their capacity as owners. Any difference
between the amount by which the non-controlling interests are adjusted and the fair value of
the consideration paid or received is recognized directly in equity.

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

B. Subsidiaries included in the consolidated financial statements:

Ownership (%)
December 31, December 31,

Name of investor Name of subsidiary =~ Main business activities 2018 2017 Description
Formosa Taffeta Formosa Advanced Assembly, testing, model 46.68 65.68 Note 1
Co., Ltd. Technologies Co., processing and research and

Ltd. development of various
integrated circuits
Formosa Taffeta Formosa Taffeta =~ Manufacturing of nylon and 100.00 100.00
Co., Ltd. (Zhong Shan) Co, polyester filament greige
Ltd. cloth, coloured cloth, printed

cloth and textured processing
yarn products
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Ownership (%)

December 31, December 31,

Name of investor Name of subsidiary  Main business activities 2018 2017 Description
Formosa Taffeta Formosa Urban land consolidation, 100.00 100.00
Co., Ltd. Development Co., development and rent and sale
Ltd. of residences and buildings,

and development of new
community and specialised

zones
Formosa Taffeta Formosa Taffeta =~ Manufacturing, processing, 100.00 100.00
Co., Ltd. Vietnam Co., Ltd. supply and marketing of yarn,

knitted fabric, dyeing and
finishing, carpets, curtains and
cleaning supplies

Formosa Taffeta Formosa Taffeta  Sale of nylon and polyamine 100.00 100.00
Co., Ltd. (Hong Kong) Co., goods

Ltd.
Formosa Taffeta Schoeller F.T.C.  Sale of hi-tech performance 50.00 50.00
Co., Ltd. (Hong Kong) Co., fabric for 3XDRY,

Ltd. Nanosphere, Keprotec,

Dynatec, Spirit and Reflex

Formosa Taffeta Xiamen Xiangyu  Export trading, entrepot 100.00 100.00
Co., Ltd. Formosa Import & trading, displaying goods,
Export Trading processing of exporting
Co., Ltd. goods, warehousing and black
and white and colour design
and graph
Formosa Taffeta Formosa Taffeta =~ Manufacturing of nylon and 100.00 100.00
Co., Ltd. Dong Nai Co., Ltd. polyester filament products
Formosa Taffeta Formosa Taffeta ~ Holding company 100.00 100.00
Co., Ltd. (Cayman) Limited
Formosa Taffeta Formosa Taffeta =~ Manufacturing and processing 100.00 100.00
(Hong Kong) Co.,  (Changshu) Co.,  fabric of nylon filament
Ltd. Ltd. knitted cloth, weaving and

dyeing as well as post
processing of knitted fabric

Formosa Public More Employment service, 100.00 100.00
Development Co.,  Internation manpower allocation and
Ltd. Company Ltd. agency service etc.

Note 1: The Company sold shares of Formosa Advanced Technologies Co., Ltd. to Nan Ya
Technology Corp. in July, 2018. The Company owns more than half of the seats in the
Board of Directors of Formosa Advanced Technologies Co., Ltd. and has substantive
control over the company.

Except for the subsidiaries, Formosa Taffeta Vietnam Co., Ltd., Xiamen Xiangyu Formosa Import
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& Export Trading Co., Ltd., Formosa Taffeta Dong Nai Co., Ltd. and Schoeller F.T.C. (Hong Kong)
Co., Ltd. whose financial statements were audited by other independent accountants, the financial

statements of other subsidiaries were audited by the parent company’s auditors.

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

. Significant restrictions: None.

Subsidiaries that have non-controlling interests that are material to the Group:
As of December 31, 2018 and 2017, the non-controlling interest amounted to $6,055,486 and
$3,803,175, respectively. The information on non-controlling interest and respective subsidiaries

is as follows:

Non-controlling interest
Name of Principal place December 31, 2018 December 31, 2017
subsidiary of business Amount  Ownership (%) Amount  Ownership (%)
Formosa Advanced
Technologies Co., Taiwan $ 6,055,275 53.32 $ 3,803,168 34.32
Ltd.

Summarized financial information on the subsidiaries:

Balance sheets
Formosa Advanced Technologies Co., Ltd.
December 31, 2018 December 31, 2017

Current assets $ 6,792,443 $ 8,283,373
Non-current assets 5,882,131 3,891,808
Current liabilities ( 1,231,815) ( 1,010,778)
Non-current liabilities ( 86,280) ( 82,910)
Total net assets $ 11,356,479 $ 11,081,493

Statements of comprehensive income

Formosa Advanced Technologies Co., Ltd.
Years ended December 31,

2018 2017

Revenue $ 8,785,525 $ 7,888,494
Profit before income tax 1,750,953 1,585,566
Income tax expense ( 330,660) ( 192,480)
Profit for the year 1,420,293 1,393,086
Other comprehensive (loss) income,

net of tax ( 138,670) 302,131
Total comprehensive income for the year $ 1,281,623 $ 1,695,217
Comprehensive income attributable to non-

controlling interest $ 541,315 $ 581,798
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Statements of cash flows

Formosa Advanced Technologies Co., Ltd.
Years ended December 31,

2018 2017

Net cash provided by operating activities $ 2,266,218 § 2,358,444
Net cash used in investing activities ( 3,372,679) ( 1,949,538)
Net cash used in financing activities ( 1,105,556) ( 884.,444)
Decrease in cash and cash equivalents ( 2,212,017) ( 475,538)
Cash and cash equivalents, beginning of

year 3,479,352 3,954,890
Cash and cash equivalents, end of year $ 1,267,335 §$ 3,479,352

(4) Foreign currency translation

Items included in the financial statements of each of the Group’s entities are measured using the
currency of the primary economic environment in which the entity operates (the “functional
currency’’). The consolidated financial statements are presented in New Taiwan Dollars, which is the
Company’s functional and the Group’s presentation currency.

A. Foreign currency transactions and balances

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

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

(c¢) Non-monetary assets and liabilities denominated in foreign currencies held at fair value
through profit or loss are re-translated at the exchange rates prevailing at the balance sheet
date; their translation differences are recognized in profit or loss. Non-monetary assets and
liabilities denominated in foreign currencies held at fair value through other comprehensive
income are re-translated at the exchange rates prevailing at the balance sheet date; their
translation differences are recognized in other comprehensive income. However, non-
monetary assets and liabilities denominated in foreign currencies that are not measured at fair
value are translated using the historical exchange rates at the dates of the initial transactions.
All foreign exchange gains and losses are presented in the statement of comprehensive income
within ‘other gains and losses’.

B. Translation of foreign operations

The operating results and financial position of all the group entities, associates and joint

arrangements that have a functional currency different from the presentation currency are

translated into the presentation currency as follows:

(a) Assets and liabilities for each balance sheet presented are translated at the closing exchange

~190~



rate at the date of that balance sheet;
(b) Income and expenses for each statement of comprehensive income are translated at average
exchange rates of that period; and

(c) All resulting exchange differences are recognized in other comprehensive income.

(5) Classification of current and non-current items

A.

Assets that meet one of the following criteria are classified as current assets; otherwise they are

classified as non-current assets:

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

(b) Assets held mainly for trading purposes;

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

(d) Cash and cash equivalents, excluding restricted cash and cash equivalents and those that are to

be exchanged or used to settle liabilities more than twelve months after the balance sheet date.

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

are classified as non-current liabilities:

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

(b) Liabilities arising mainly from trading activities;

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

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

classification.

(6) Cash equivalents

Cash equivalents refer to short-term, highly liquid investments that are readily convertible to known

amounts of cash and which are subject to an insignificant risk of changes in value. Time deposits that

meet the definition above and are held for the purpose of meeting short-term cash commitments in

operations are classified as cash equivalents.

(7) Financial assets at fair value through profit or loss

Effective 2018

A.

B.

Financial assets at fair value through profit or loss are financial assets that are not measured at
amortized cost or fair value through other comprehensive income.
On a regular way purchase or sale basis, financial assets at fair value through profit or loss are

recognized and derecognized using settlement date accounting.

. At initial recognition, the Group measures the financial assets at fair value and recognizes the

transaction costs in profit or loss. The Group subsequently measures the financial assets at fair

value, and recognizes the gain or loss in profit or loss.

. The Group recognizes the dividend income 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
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dividend can be measured reliably.
(8) Financial assets at fair value through other comprehensive income
Effective 2018

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 aregular way purchase or sale basis, financial assets at fair value through other comprehensive
income are recognized and derecognized using trade date accounting.

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 as revenue 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.

(9) Accounts and notes receivable

A. Accounts and notes receivable entitle the Group a legal right to receive consideration in exchange
for transferred goods or rendered services.

B. The short-term accounts and notes receivable without bearing interest are subsequently measured
at initial invoice amount as the effect of discounting is immaterial.

(10) Impairment of financial assets

For financial assets at amortized cost including accounts receivable or contract assets that have a
significant financing component, at each reporting date, the Group recognizes the impairment
provision for 12 months expected credit losses if there has not been a significant increase in credit
risk since initial recognition or recognizes the impairment provision for the lifetime expected credit
losses (ECLs) if such credit risk has increased since initial recognition after taking into consideration
all reasonable and verifiable information that includes forecasts. On the other hand, for accounts
receivable or contract assets that do not contain a significant financing component, the Group
recognizes the impairment provision for lifetime ECLs.

(11) Derecognition of financial assets

The Group derecognizes a financial asset when one of the following conditions is met:

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

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

C. The contractual rights to receive cash flows of the financial asset have been transferred and the
Group has not retained control of the financial asset.

(12) Inventories
Inventories are stated at the lower of cost and net realizable value. Cost is determined using the
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weighted-average method. The cost of finished goods and work in process comprises raw materials,
direct labor, other direct costs and related production overheads (allocated based on normal
operating capacity). It excludes borrowing costs. The item by item approach is used in applying the
lower of cost and net realizable value. Net realizable value is the estimated selling price in the
ordinary course of business, less the estimated cost of completion and applicable variable selling
expenses.

(13) Investments accounted for using equity method / associates

A. Associates are all entities over which the Group has significant influence but not control. In
general, it is presumed that the investor has significant influence, if an investor holds, directly or
indirectly 20% or more of the voting power of the investee. Investments in associates are
accounted for using the equity method and are initially recognized at cost.

B. The Group’s share of its associates’ post-acquisition profits or losses is recognized in profit or
loss, and its share of post-acquisition movements in other comprehensive income is recognized
in other comprehensive income. When the Group’s share of losses in an associate equals or
exceeds its interest in the associate, including any other unsecured receivables, the Group does
not recognize further losses, unless it has incurred legal or constructive obligations or made
payments on behalf of the associate.

C. When changes in an associate’s equity do not arise from profit or loss or other comprehensive
income of the associate and such changes do not affect the Group’s ownership percentage of the
associate, the Group recognizes the Group’s share of change in equity of the associate in ‘capital
surplus’ in proportion to its ownership.

D. Unrealized gains on transactions between the Group and its associates are eliminated to the extent
of the Group’s interest in the associates. Unrealized losses are also eliminated unless the
transaction provides evidence of an impairment of the asset transferred. Accounting policies of
associates have been adjusted where necessary to ensure consistency with the policies adopted
by the Group.

E. In the case that an associate issues new shares and the Group does not subscribe or acquire new
shares proportionately, which results in a change in the Group’s ownership percentage of the
associate but maintains significant influence on the associate, then ‘capital surplus’ and
‘investments accounted for under the equity method’ shall be adjusted for the increase or
decrease of its share of equity interest.

F. When the Group disposes its investment in an associate and loses significant influence over this
associate, the amounts previously recognized in other comprehensive income in relation to the
associate, are reclassified to profit or loss, on the same basis as would be required if the relevant
assets or liabilities were disposed of. If it retains significant influence over this associate, the
amounts previously recognized in other comprehensive income in relation to the associate are

reclassified to profit or loss proportionately in accordance with the aforementioned approach.
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(14) Property, plant and equipment

A.

B.

Property, plant and equipment are initially recorded at cost. Borrowing costs incurred during the
construction period are capitalized.

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

during the financial period in which they are incurred.

. Land is not depreciated. Other property, plant and equipment apply cost model and are

depreciated using the straight-line method to allocate their cost over their estimated useful lives.
Each part of an item of property, plant, and equipment with a cost that is significant in relation

to the total cost of the item must be depreciated separately.

. The assets’ residual values, useful lives and depreciation methods are reviewed, and adjusted if

appropriate, at each financial year-end. If expectations for the assets’ residual values and useful
lives differ from previous estimates or the patterns of consumption of the assets’ future economic
benefits embodied in the assets have changed significantly, any change is accounted for as a
change in estimate under IAS 8, ‘Accounting Policies, Changes in Accounting Estimates and
Errors’, from the date of the change. The estimated useful lives of property, plant and equipment

are as follows:

Items Estimated useful lives
Land improvements 3 ~ 15 years
Buildings 10 ~ 60 years
Machinery and equipment 2 ~20 years
Transportation equipment 3 ~ 15 years
Other equipment 2 ~ 17 years

(15) Impairment of non-financial assets

The Group assesses at each balance sheet date the recoverable amounts of those assets where there

is an indication that they are impaired. An impairment loss is recognized for the amount by which

the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the higher

of an asset’s fair value less costs to sell or value in use. When the circumstances or reasons for

recognizing impairment loss for an asset in prior years no longer exist or diminish, the impairment

loss is reversed. The increased carrying amount due to reversal should not be more than what the

depreciated or amortized historical cost would have been if the impairment had not been recognized.

(16) Borrowings
Borrowings comprise long-term and short-term bank borrowings. Borrowings are recognized

initially at fair value, net of transaction costs incurred. Borrowings are subsequently stated at

amortized cost; any difference between the proceeds (net of transaction costs) and the redemption
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value is recognized in profit or loss over the period of the borrowings using the effective interest
method.
(17) Notes and accounts payable

A. Accounts payable are liabilities for purchases of raw materials, goods or services and notes
payable are those resulting from operating and non-operating activities.

B. The short-term notes and accounts payable without bearing interest are subsequently measured
at initial invoice amount as the effect of discounting is immaterial.

(18) Financial liabilities at fair value through profit or loss

A. Financial liabilities are classified in this category of held for trading if acquired principally for
the purpose of repurchasing in the short-term. Derivatives are also categorized as financial
liabilities held for trading unless they are designated as hedges.

B. At initial recognition, the Group measures the financial liabilities at fair value. All related
transaction costs are recognized in profit or loss. The Group subsequently measures these
financial liabilities at fair value with any gain or loss recognized in profit or loss.

(19) Derecognition of financial liabilities

A financial liability is derecognized when the obligation under the liability specified in the contract
is discharged or cancelled or expires.

(20) Offsetting financial instruments

Financial assets and liabilities are offset and reported in the net amount in the balance sheet when
there is a legally enforceable right to offset the recognized amounts and there is an intention to settle
on a net basis or realize the asset and settle the liability simultaneously.

(21) Financial guarantee contracts

A financial guarantee contract is a contract that requires the Group to make specified payments to
reimburse the holder for a loss it incurs because a specified debtor fails to make payment when due
in accordance with the original or modified terms of a debt instrument. At initial recognition, the
Group measures financial guarantee contracts at fair value and subsequently at the higher of the
amount of provisions determined by the expected credit losses and the cumulative gains that were
previously recognized.

(22) Employee benefits

A. Short-term employee benefits
Short-term employee benefits are measured at the undiscounted amount of the benefits expected
to be paid in respect of service rendered by employees in a period and should be recognized as
expenses in that period when the employees render service.
B. Pensions
(a) Defined contribution plans
For defined contribution plans, the contributions are recognized as pension expenses when
they are due on an accrual basis. Prepaid contributions are recognized as an asset to the extent

of a cash refund or a reduction in the future payments.
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(b) Defined benefit plans

1. Net obligation under a defined benefit plan is defined as the present value of an amount of
pension benefits that employees will receive on retirement for their services with the
Company in current period or prior periods. The liability recognized in the balance sheet
in respect of defined benefit pension plans is the present value of the defined benefit
obligation at the balance sheet date less the fair value of plan assets, together with
adjustments for unrecognized past service costs. The net defined benefit obligation is
calculated annually by independent actuaries using the projected unit credit method. The
rate used to discount is determined by using interest rates of government bonds (at the
balance sheet date) instead.

ii. Remeaurements arising on defined benefit plans are recognized in other comprehensive
income in the period in which they arise and recoreded as retained earnings.

iii. Past service costs are recognized immediately in profit or loss.

C. Employees’ compensation and directors’ and supervisors’ remuneration
Employees’ compensation and directors’ and supervisors’ remuneration are recognized as
expense and liability, provided that such recognition is required under legal or constructive
obligation and those amounts can be reliably estimated. Any difference between the resolved
amounts and the subsequently actual distributed amounts is accounted for as changes in estimates.
If employee compensation is paid by shares, the Group calculates the number of shares based on
the closing price at the previous day of the board meeting resolution.

(23) Income tax

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

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

C. Deferred income tax is recognized, using the balance sheet liability method, on temporary
differences arising between the tax bases of assets and liabilities and their carrying amounts in
the consolidated balance sheet. However, the deferred income tax is not accounted for if it arises
from initial recognition of goodwill or of an asset or liability in a transaction other than a business
combination that at the time of the transaction affects neither accounting nor taxable profit or

loss. Deferred income tax is provided on temporary differences arising on investments in
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subsidiaries and associates, except where the timing of the reversal of the temporary difference
is controlled by the Group and it is probable that the temporary difference will not reverse in the
foreseeable future. Deferred income tax is determined using tax rates (and laws) that have been
enacted or substantially enacted by the balance sheet date and are expected to apply when the
related deferred income tax asset is realised or the deferred income tax liability is settled.

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

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

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

(24) Share capital

Where the Company repurchases the Company’s equity share capital that has been issued, the

consideration paid, including any directly attributable incremental costs (net of income taxes) is

deducted from equity attributable to the Company’s equity holders. Where such shares are
subsequently reissued, the difference between their book value and any consideration received, net
of any directly attributable incremental transaction costs and the related income tax effects, is
included in equity attributable to the Company’s equity holders.

(25) Dividends

Dividends are recorded in the Company’s financial statements in the period in which they are

resolved by the Company’s shareholders. Cash dividends are recorded as liabilities.

(26) Revenue recognition

A. The Group manufactures and sells various fabrics and IC products, and renders services as an oil
distributor. Sales are recognized when control of the products has transferred, being when the
products are delivered to the customer, the customer has full discretion over the channel and price
to sell the products, and there is no unfulfilled obligation that could affect the wholesaler’s
acceptance of the products. Delivery occurs when the products have been shipped to the specific
location, the risks of obsolescence and loss have been transferred to the customer, and either the
customer has accepted the products in accordance with the sales contract, or the Group has

objective evidence that all criteria for acceptance have been satisfied.
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B. Revenue is measured at the fair value of the consideration received or receivable taking into
account business tax, returns, rebates and discounts for the sale of goods to external customers in
the ordinary course of the Group’s activities.

C. A receivable is recognized when the goods are delivered as this is the point in time that the
consideration is unconditional because only the passage of time is required before the payment is
due.

D. Formosa Advanced Technologies Co., Ltd. renders IC packaging and testing services.
Considering that the highly customized products have no alternative use to the entity and the entity
has an enforceable right to payment for performance completed to date in accordance with the
contract terms, the revenue will have to be recognized in the reporting period in which the services
are delivered to the customers. For fixed-price contracts, revenue is recognized based on the actual
service provided to the end of the reporting period as a proportion of the total services to be
provided. This is determined based on the costs incurred relative to the total expected costs. The
customer pays at the time specified in the payment schedule. If the services rendered exceed the
payment, a contract asset is recognized. If the payments exceed the services rendered, a contract
liability is recognized.

(27) Operating segments

Operating segments are reported in a manner consistent with the internal reporting provided to the
chief operating decision-maker. The Group’s chief operating decision-maker, who is responsible for
allocating resources and assessing performance of the operating segments, has been identified as the
Board of Directors that makes strategic decisions.
. CRITICAL ACCOUNTING JUDGEMENTS, ESTIMATES AND KEY SOURCES OF
ASSUMPTION UNCERTAINTY

The preparation of these consolidated financial statements requires management to make critical

judgements in applying the Group’s accounting policies and make critical assumptions and estimates
concerning future events. Assumptions and estimates may differ from the actual results and are
continually evaluated and adjusted based on historical experience and other factors. Such assumptions
and estimates have a significant risk of causing a material adjustment to the carrying amounts of assets
and liabilities within the next financial year; and the related information is addressed below:

(1) Revenue recognition

For fixed-price contracts, revenue is recognized based on the actual service provided to the end of the
reporting period as a proportion of the total services to be provided. This is determined based on the
actual costs spent relative to the total expected costs.

(2) Impairment assessment of investments accounted for using equity method

The Group assesses the impairment of an investment accounted for using equity method as soon as
there is any indication that it might have been impaired and its carrying amount cannot be recovered.
The Group assesses the recoverable amounts of an investment accounted for under the equity method

based on the present value of the Group’s share of expected future cash flows of the investee, and
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analyses the reasonableness of related assumptions.

(3) Impairment assessment of accounts receivable

In evaluating impairment, the Group determines future recoverability of accounts receivable based
on subjective judgement and estimates, taking into consideration the customer’s financial condition,
internal credit rating, and historical transaction records. If the future indicators declined, the
impairment of accounts receivable may be significant.

(4) Evaluation of inventories

As inventories are stated at the lower of cost and net realizable value, the Group must determine the
net realizable value of inventories on balance sheet date using judgements and estimates. Due to the
rapid technology innovation, the Group evaluates the amounts of normal inventory consumption,
obsolete inventories or inventories without market selling value on balance sheet date, and writes
down the cost of inventories to the net realizable value. Such an evaluation of inventories is
principally based on the demand for the products within the specified period in the future. Therefore,
there might be material changes to the evaluation.

As of December 31, 2018, the carrying amount of inventories was $8,710,037.

6. DETAILS OF SIGNIFICANT ACCOUNTS

(1) Cash and cash equivalents

December 31, 2018 December 31, 2017

Cash on hand and petty cash $ 156,022 $ 131,912

Checking accounts and demand
deposits 1,797,743 1,524,572
Time deposits 419,938 318,588
Commercial paper 1,018,193 2,967,847
$ 3,391,896 $ 4,942,919

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

B. The rate range of time deposit on December 31, 2018 and 2017 are 2.75%~5.47% and
1.55%~7.40%, respectively.

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

(2) Financial assets at fair value through profit or loss

Items December 31, 2018 December 31, 2017
Current items:

Beneficiary certificates $ 466,353 $ 619,504

Forward foreign exchange
contracts - 398
466,353 619,902
Valuation adjustment 13,137 10,494
$ 479,490 $ 630,396
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A. Amounts recognized in profit or loss in relation to financial assets at fair value through profit or

loss are listed below:

Years ended December 31,

2018 2017
Beneficiary certificates $ 2,681 $ 2,376
Forward foreign exchange contracts ( 398) 398
$ 2,283 § 2,774

B. The Group entered into contracts relating to derivative financial assets which were not accounted

for under hedge accounting. The information is listed below:

December 31, 2017

Derivative Contract Amount
Instruments (Notional Principal) Contract Period
Current items:

Forward foreign exchange contracts
Taipei Fubon Bank JPY 192,020 2017.11~2018.02

The Group had no financial assets held for trading on December 31,2018.
The forward exchange contracts are buy and sell to hedge the change of exchange rate due to
import and export transactions, but not adopting hedge accounting.

C. Information relating to credit risk of financial assets at fair value through profit or loss is provided
in Note 12(2).

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

Effective 2018
Items December 31, 2018
Current items:
Equity instruments
Listed stocks $ 2,482,503
Unlisted stocks 100,000
2,582,503
Valuation adjustment 1,091,714
$ 3,674,217
Non-current items:
Equity instruments
Listed stocks $ 8,739,607
Unlisted stocks 6,747,554
15,487,161
Valuation adjustment 31,025,540
$ 46,512,701

A. The Group has elected to classify equity investments that are considered to be steady dividend
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income as financial assets at fair value through other comprehensive income. The fair value of
such investments amounted to $50,186,918 as at December 31, 2018.

B. Aiming to satisfy the operating capital needs, the Group sold its equity investment in Nan Ya
Technology Corp. at fair value of $772,686 which resulted in loss on disposal (including the
portion attributable to non-controlling interests) of ($1,804,708) during the year ended December
31, 2018 which was reclassified to retained earnings.

C. Amounts recognized in profit or loss and other comprehensive income in relation to the financial
assets at fair value through other comprehensive income are listed below:

Year ended
December 31, 2018

Equity instruments at fair value through other
comprehensive income

Fair value change recognized in other

comprehensive income ($ 3,471,683)
Cumulative losses reclassified to

retained earnings due to derecognition

(including the portion attributable to

non-controlling interest) (% 1,813,704)

D. As at December 31, 2018, without taking into account any collateral held or other credit
enhancements, the maximum exposure to credit risk in respect of the amount that best represents
the financial assets at fair value through other comprehensive income held by the Group was
$50,186,918.

E. Information relating to credit risk of financial assets at fair value through other comprehensive
income is provided in Note 12(2).

F. Information on available-for-sale financial assets and financial assets at cost as of December 31,
2017 is provided in Note 12(4).

(4) Notes and accounts receivable

December 31, 2018 December 31, 2017

Notes receivable $ 116,511 $ 164,311
Accounts receivable $ 4,181,310 $ 3,644,252
Less: Allowance for uncollectible
accounts ( 71,033) ( 76,521)
$ 4,110,277 $ 3,567,731
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A. The ageing analysis of notes and accounts receivable are as follows:

December 31, 2018

Not past due

Up to 30 days
31 to 90 days
Over 90 days

December 31, 2017

$ 4,092,982 $ 3,618,474
154,591 146,964

45,066 32,878

5,182 10,247

$ 4297821 $ 3,808,563

The above ageing analysis was based on past due date.

B. As at December 31, 2018 and 2017, without taking into account any collateral held or other credit

enhancements, the maximum exposure to credit risk in respect of the amount that best represents

the Group’s notes and accounts receivable were $4,297,821 and $3,808,563, respectively.

C. Information relating to credit risk of accounts receivable and notes receivable is provided in Note

122).

(5) Inventories

Raw materials

Supplies

Work in process

Finished goods

Merchandise inventory
Materials in transit

Outsourced processed materials
Construction in progress

Land for construction

Raw materials

Supplies

Work in process

Finished goods

Merchandise inventory
Materials in transit

Outsourced processed materials
Construction in progress

Land for construction

December 31, 2018

Allowance for

Cost valuation loss Book value
1,762,233 ($ 94,897) § 1,667,336
212,154 ( 3,968) 208,186
2,866,411 ( 6,643) 2,859,768
3,789,718 ( 578,621) 3,211,097
159,786 - 159,786
348,702 - 348,702
216,874 ( 71) 216,803
16,135 - 16,135
22,224 - 22,224
9,394,237 ($ 684,200) $ 8,710,037

December 31, 2017
Allowance for

Cost valuation loss Book value
1,595,346 ($ 92,680) $ 1,502,666
230,935 ( 8,023) 222,912
2,581,319 ( 6,731) 2,574,588
3,629,029 ( 413,191) 3,215,838
286,276 - 286,276
414,289 - 414,289
190,085 ( 109) 189,976
23,284 - 23,284
22,224 - 22,224
8,972,787 ($ 520,734) $ 8,452,053
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Information about the inventories that were pledged to others as collateral is provided in Note 8.
The cost of inventories recognized as expense for the year:

Years ended December 31,

2018 2017
Cost of goods sold $ 39,145,029 $ 35,574,881
Inventory valuation loss 176,918 16,813
Others (Note) ( 57,940) ( 24,801)
$ 39,264,007 $ 35,566,893

Note : Others consist of inventory overage/shortage and disposal of scrap and defective materials and
service costs.

(6) Investments accounted for using equity method

December 31, 2018 December 31, 2017

Formosa Industries Co., Ltd. $ 2,008,842 $ 1,938,483

Quang Viet Enterprise Co., Ltd. 1,191,261 1,149,965
Changshu Yu Yuan

Development Co., Ltd. 16,403 35,008

$ 3,216,506 $ 3,123,456

A. Associates

(a) The basic information of the associates that are material to the Group is as follows:

Shareholding ratio
Principal
place December  December Nature of ~ Method of

Company name  of business 31,2018 31,2017  relationship measurement
Formosa Vietnam 10.00% 10.00%  Associate Equity method
Industries Co.,
Ltd.
Quang Viet Taiwan 17.99% 17.92%  Associate Equity method
Enterprise Co.,
Ltd.
Changshu Yu China 40.78% 40.78%  Associate Equity method
Yuan
Development
Co., Ltd.
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(b) The summarized financial information of the associates that are material to the Group is shown

below:

Balance sheets

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Total net assets

Share in associate’s net assets
Difference

Carrying amount of the associate

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Total net assets

Share in associate’s net assets
Difference
Carrying amount of the associate

Current assets
Non-current assets
Current liabilities
Total net assets

Share in associate’s net assets
Difference
Carrying amount of the associate

Formosa Industries Co., Ltd.
December 31, 2018 December 31, 2017

$ 12,272,938 $ 9,291,100
21,232,063 20,614,037

( 11,529,804) ( 5,965,869)
( 2,749,255) ( 5,439,066)
$ 19225942 $ 18,500,202
$ 1,922,594 $ 1,850,020
86,248 88,463

$ 2,008,842 $ 1,938,483

Quang Viet Enterprise Co., Ltd.
December 31, 2018 December 31, 2017

$ 7,605,631 $ 5,987,697

3,222,091 2,705,609
( 3,043,953) ( 2,064,121)
( 329,187) ( 52,152)
$ 7,454582 $ 6,577,033
$ 1,341,079 S 1,178,604
( 149,818) ( 28,639)
$ 1,191,261 S 1,149,965

Changshu Yu Yuan Development Co., Ltd.
December 31, 2018 December 31, 2017

$ 96,864 S 157,599

106 280
( 26,867) ( 54,986)
$ 70,103 S 102,893
$ 28,588 S 41,960
( 12,185) ( 6,952)
$ 16,403 S 35,008
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Statements of comprehensive income

Formosa Industries Co., Ltd.
Years ended December 31,

2018 2017
Revenue $ 31,560,607 $ 25,827,459
Profit for the year from continuing
operations
(Total comprehensive income) $ 1,202,739 $ 806,833
Quang Viet Enterprise Co., Ltd.
Years ended December 31,
2018 2017
Revenue $ 13,280,440 § 10,203,655
Profit for the year from continuing
operations $ 857,041 $ 546,996
Other comprehensive income (loss),
net of tax 4,405 ( 110,617)
Total comprehensive income $ 861,446 $ 436,379
Changshu Yu Yuan Development Co., Ltd.
Years ended December 31,
2018 2017
Revenue $ - 5 34,761
(Loss) profit for the year from continuing
operations (Total comprehensive income)  ($ 240) $ 11,436

B. The investment income of $238,313 and $193,934 for the years ended December 31, 2018 and
2017, respectively, were accounted for under the equity method based on the audited financial
statements of the investee companies.

C. The Group is the director of Formosa Industries Co., Ltd. and Quang Viet Enterprise Co., Ltd. and
has significant impact to its operations, thus, Formosa Industries Co., Ltd. and Quang Viet
Enterprise Co., Ltd. are accounted for under the equity method.

D. The Group’s material associate, Quang Viet Enterprise Co., Ltd., has quoted market prices. As of
December 31, 2018 and 2017, the fair value was $1,952,512 and $2,426,693, respectively.
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A. Amount of borrowing costs capitalised as part of property, plant and equipment and the range of

the interest rates for such capitalisation are as follows:

Years ended December 31,
2018 2017
Amount capitalized $ 13,002 $ 16,058
Range of the interest rates for capitalisation 0.98%~4.45% 0.98%~3.03%

B. The significant components and useful lives of property, plant and equipment are as follows:

Items Significant components Estimated useful lives
Land improvements Pipelines 3 ~ 15 years
Buildings Factory and gasoline stations 10 ~ 60 years
Machinery and equipment Impregnating machine, dyeing machine and 2 ~ 20 years

other machinery equipment

Transportation equipment  Pallet trucks and fork lift trucks 3 ~ 15 years
Other equipment Cogeneration power generation equipment 2 ~ 17 years

C. Information about the property, plant and equipment that were pledged to others as collateral is
provided in Note 8.

D. Certain regulations restrict ownership of land to individuals. Accordingly, the titles of land which
the Company has acquired for future plant expansion is under the name of third parties. Such land
titles were transferred and mortgaged to the Company. As of December 31, 2018 and 2017, the
land mortgaged to the Company was $808,300.

(8) Long-term prepaid rent (shown as ‘Other non-current assets’)

December 31, 2018 December 31, 2017

Land use right - Formosa

Taffeta Co., Ltd. 3 108 3 269
Land use right - Formosa
Taffeta (Zhong Shan) Co., Ltd. 28,492 30,278
Land use right - Formosa
Taffeta Dong Nai Co., Ltd. 123,200 125,868
Land use right - Formosa
Taffeta (Changshu) Co., Ltd. 109,097 114,212
$ 260,897 $ 270,627

A. Land use right of Formosa Taffeta Co., Ltd. pertains to the payment for the right to establish a
petrol station and title transfer of land leasing right and is amortized over the land lease period
under the contract. The Group recognized rental expense for the years ended December 31, 2018
and 2017 amounting to $161 and $171, respectively.

B. Formosa Taffeta (Zhong Shan) Co., Ltd. has leased land of Xijiangbian Dingxi Village, Shenwan

Town, Zhengshan, Guangdong amounting to 508 acres from Shenwan Town People’s Government
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of Zhongshan City in Guangdong Province, Mainland China and paid land use right of HK 12,599
thousand. The effective period is 50 years from the date of issuance of certificate of land use right,
and the lease period is from November 20, 1991 to November 20, 2041. The Group recognized
rental expense for the years ended December 31, 2018 and 2017 amounting to RMB 266 thousand
for both years.

C. Formosa Taffeta Dong Nai Co., Ltd. has paid land use right of VND75,655,550 thousand and
VND48,134,338 thousand for the leased land of 273,661.1 square meters and 65,086 square
meters in Nhon Trach 3 Industrial Zone in Nhon Trach District, Dong Nai Province, Vietnam from
Formosa Industries Corporation in September 2004 and December 2012, respectively. The lease
period started from September 1, 2004 and December 1, 2012, respectively, and the effective
periods both end on April 1, 2051. The Group recognized rental expense for the years ended
December 31, 2018 and 2017 amounting to VND 2,738,932 thousand for both years.

D. Formosa Taffeta (Changshu) Co., Ltd. has leased 3 parcels of land amounting to 277,172 square
meters in the Economic Development Zone from Changshu City Land and Resources Bureau in
Jiangsu Province, Mainland China. The effective period of land use right started from the date of
issuance of certificate of land use right and the lease period ends in December 2056 to December
2076. Furthermore, partial land was not used until November 18, 2011, so the government has
taken back the land. Proceeds of land amounted to RMB 12,738 thousand in February 2012 and
impairment loss in 2011 was RMB 4,726 thousand. Otherwise, the Economic Development Zone
refunded a part of money and reissued the land use right for resumption of 794 square meters of
land in December, 2012. In March 2015, Formosa Taffeta (Changshu) Co., Ltd. divided some part
of housing land and established a new company, Changshu Fushun Enterprise Management Co.,
Ltd. (details are provided in Note 6(8)E). As of December 31, 2018, the area of the Company’s 2
leased parcels of land was 166,509 square meters, and the effective period of land use right ends
in December 2056. The Group recognized rental expense for the years ended December 31, 2018
and 2017 amounting to RMB 640 thousand for both years.

E. In order to effectively utilise Formosa Taffeta (Changshu) Co., Ltd.’s partial residential land, the
Company has reduced capital and split land of 9,206 square meters in development zone to
Changshu Fushun Enterprise Management Co., Ltd. The acquisition cost is RMB 6,400 thousand
and the effective period starts from the approval of certificate of land use right and ends in
December 2076. However, Changshu Fushun Enterprise Management Co., Ltd. merged with
Changshu Yu Yuan Development Co., Ltd. and was deconsolidated in July 2015.

(9) Short-term borrowings

Type of borrowings  December 31, 2018  Interest rate range Collateral

Bank borrowings
Mortgage Loan $ 3,63 8,538 1.40%~4.35% Property’ plant and equipment

and inventories
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Type of borrowings  December 31,2017  Interest rate range Collateral

Bank borrowings
Secured borrowings $ 2,798,304  1.40%~4.79%  Property, plant and equipment
and inventories
Purchase loans 7,386 0.32%~0.36% -

$ 2,805,690

(10) Short-term notes and bills payable

December 31, 2018 December 31, 2017

Commercial paper payable $ - 3 1,300,000
Less: Commercial paper
payable discount - ( 194)
$ - 8 1,299,806
Interest rate - 0.56%

The abovementioned commercial paper payable is issued by International Bills Finance Corp. etc.

(11) Financial liabilities at fair value through profit or loss - current

Items December 31, 2018 December 31, 2017

Financial liabilities held for trading

Forward foreign exchange contracts $ 774 $ -

A. The Group recognized net (loss) gain of ($774) and $1,381 on financial liabilities held for trading
for the years ended December 31, 2018 and 2017, respectively.

B. Explanations of the transactions and contract information in respect of derivative financial
liabilities that the Group does not adopt hedge accounting are as follows:

December 31, 2018

Derivative Financial Contract Amount Contract
Liabilities (Notional Principal) Period
Current items:

Forward foreign
exchange contracts

Taipei Fubon Bank JPY 50,000,000 2018.12~2019.2
Taipei Fubon Bank JPY 56,800,000 2018.12~2019.2
Chang Hwa Bank JPY 50,000,000 2018.12~2019.1
Chang Hwa Bank JPY 50,210,000 2018.12~2019.1

The Group had no financial liabilities held for trading on December 31, 2017.

The Group entered into forward foreign exchange contracts to hedge exchange rate risk of assets
and liabilities denominated in foreign currencies. However, these forward foreign exchange
contracts do not meet all conditions of hedge accounting and are not accounted for under hedge

accounting.
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(12) Other payables

December 31, 2018 December 31, 2017

Salaries and year-end bonus payable $ 784,330 $ 791,135
Accrued utilities expenses 130,048 139,213
Payable on equipment 62,814 86,955
Commission payable 54,564 56,485
Dividend payable 9,943 9,092
Others 907,798 728,727

$ 1,949,497 $ 1,811,607

(13) Long-term borrowings

December 31, 2018 December 31, 2017

Credit borrowings $ 8,192,200 $ 11,222,071
Less: Current portion ( 169,901) ( 138,499)
$ 8,022,299 $ 11,083,572
Interest rate 0.98%~4.45% 1.00%~3.36%
(14) Pensions

A. (a) The Company and its domestic subsidiaries have a defined benefit pension plan in accordance
with the Labor Standards Law, covering all regular employees’ service years prior to the
enforcement of the Labor Pension Act on July 1, 2005 and service years thereafter of
employees who chose to continue to be subject to the pension mechanism under the Law.
Under the defined benefit pension plan, two units are accrued for each year of service for the
first 15 years and one unit for each additional year thereafter, subject to a maximum of 45
units. Pension benefits are based on the number of units accrued and the average monthly
salaries and wages of the last 6 months prior to retirement. The Company and its domestic
subsidiaries contribute monthly an amount equal to 2%~15% of the employees’ monthly
salaries and wages to the retirement fund deposited with Bank of Taiwan, the trustee, under
the name of the independent retirement fund committee. Also, the Company and its domestic
subsidiaries would assess the balance in the aforementioned employees pension reserve
account by December 31, every year. If the account balance is insufficient to pay the pension
calculated by the aforementioned method to the employees expected to qualify for retirement
in the following year, the Company and its domestic subsidiaries will make contributions for
the deficit by next March.

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

December 31, 2018 December 31, 2017

Present value of defined benefit

obligations $ 2,674,363 $ 2,953,789
Fair value of plan assets ( 2,157,689) ( 2,138,501)
Net defined benefit liability $ 516,674 $ 815,288
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(c) Movements in net defined benefit liabilities are as follows:

Present value of

defined Fair value of =~ Net defined
benefit obligations  plan assets  benefit liability
Year ended December 31, 2018
Balance at January 1 $ 2,953,789 ($ 2,138,501) $ 815,288
Current service cost 29,909 - 29,909
Interest expense (income) 36,922 ( 27,355) 9,567
3,020,620 ( 2,165,856) 854,764
Remeasurements:
Return on plan assets - ( 57,917) ( 57,917)
(excluding amounts included in interest
income or expense)
Experience adjustments ( 91,091) - ( 91,091)
( 91,091) ( 57,917) ( 149,008)
Pension fund contribution - ( 185,679) ( 185,679)
Paid pension ( 255,166) 251,763 ( 3,403)
Balance at December 31 $ 2,674,363 ($ 2,157,689) $ 516,674
Present value of
defined Fair value of ~ Net defined
benefit obligations  plan assets  benefit liability
Year ended December 31, 2017
Balance at January 1 $ 2,790,471 ($ 1,963,103) $ 827,368
Current service cost 32,194 - 32,194
Interest expense (income) 34,881 ( 25,244) 9,637
2,857,546 ( 1,988,347) 869,199
Remeasurements:
Return on plan assets - 10,910 10,910
(excluding amounts included in interest
income or expense)
Change in financial assumptions 6,809 - 6,809
Experience adjustments 315,358 - 315,358
322,167 10,910 333,077
Pension fund contribution - ( 378,212) ( 378,212)
Paid pension ( 225,924) 217,148 ( 8,776)
Balance at December 31 $ 2,953,789 ($ 2,138,501) $ 815,288

(d) The Bank of Taiwan was commissioned to manage the Fund of the Company’s and domestic

subsidiaries’ defined benefit pension plan in accordance with the Fund’s annual investment

and utilisation plan and the “Regulations for Revenues, Expenditures, Safeguard and
Utilisation of the Labor Retirement Fund” (Article 6: The scope of utilisation for the Fund

includes deposit in domestic or foreign financial institutions, investment in domestic or
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foreign listed, over-the-counter, or private placement equity securities, investment in
domestic or foreign real estate securitization products, etc.). With regard to the utilisation of
the Fund, its minimum earnings in the annual distributions on the final financial statements
shall be no less than the earnings attainable from the amounts accrued from two-year time
deposits with the interest rates offered by local banks. If the earnings is less than
aforementioned rates, government shall make payment for the deficit after being authorized
by the Regulator. The Company and domestic subsidiaries have no right to participate in
managing and operating that fund and hence the Company and domestic subsidiaries are
unable to disclose the classification of plan assets fair value in accordance with IAS 19
paragraph 142. The composition of fair value of plan assets as of December 31, 2018 and
2017 is given in the Annual Labor Retirement Fund Utilisation Report announced by the
government.

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

Years ended December 31,
2018 2017
Discount rate 1.25% 1.25%

Future salary increases 1.00% 1.00%

Assumptions regarding future mortality experience are set based on the Taiwan Standard
Ordinary Experience Mortality Table for the years ended December 31, 2018 and 2017,
respectively.

Because the main actuarial assumption changed, the present value of defined benefit
obligation is affected. The analysis was as follows:

Discount rate Future salary increases
Increase 0.25%  Decrease 0.25% Increase 1% Decrease 1%

December 31, 2018
Effect on present value of
defined benefit obligation ($ 37,514) $ 39,070 § 168,731 (§  146,458)

December 31, 2017
Effect on present value of
defined benefit obligation ($ 43,023) $ 44829 § 197,246 ($ 170,847)

The sensitivity analysis above was based on one assumphion which changed while the other
conditions remain unchanged. In practice, more than one assumption may change all at once.
The method of analysing sensitivity and the method of calculating net pension liability in the
balance sheet are the same.The methods and types of assumptions used in preparing the
sensitivity analysis did not change compared to the previous period.

(f) Expected contributions to the defined benefit pension plans of the Company and its domestic

subsidiaries for the year ending December 31, 2019 amount to $88,821.
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(g) As of December 31, 2018, the Company’s and its domestic subsidiaries’ weighted average
duration of that retirement plan is 8 years and 20 years, respectively.

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

(b) The Company’s mainland China subsidiaries, Formosa Taffeta (Zhong Shan) Co., Ltd.,
Formosa Taffeta (Changshu) Co., Ltd., and Xiamen Xiangyu Formosa Import & Export
Trading Co., Ltd., have defined contribution plans. Monthly contributions to an independent
fund administered by the government in accordance with the pension regulations in the
People’s Republic of China (PRC) are based on a certain percentage of the employees’
monthly salaries and wages. The contribution percentage was between 10% and 20%. Other
than the monthly contributions, the Group has no further obligations.

(c) The Company’s subsidiaries, Formosa Taffeta Vietnam Co., Ltd. and Formosa Taffeta Dong
Nai Co., Ltd., have defined contribution plans. Contributions of social security to an
independent fund administered by the government in accordance with the pension regulations
of local governments are based on certain percentage of employees’ salaries and wages. Other
than the monthly contributions, the Group has no further obligations.

(d) Formosa Taffeta (Hong Kong) Co., Ltd. and Schoeller FTC (Hong Kong) Co., Ltd. have
defined contribution plans whereby contributions are made to the mandatory provident fund
based on a percentage of the employees’ salaries and wages as full-time employees’ pension
benefit.

(e) Formosa Taffeta (Cayman) Co., Ltd. does not have a pension plan, and is not required to have
one under local regulation.

(f) The pension costs under the defined contribution pension plans of the Group for the years
ended December 31, 2018 and 2017 were $165,871and $159,924, respectively.

(15) Share capital

A. As of December 31, 2018, the Company’s authorized and issued capital was $16,846,646,

consisting of 1,684,665,000 shares of common stock, with a par value of $10 per share.

B. For the years ended December 31, 2018 and 2017, changes in the number of treasury stocks are

as follows (in thousands of shares):

~214~



Year ended December 31, 2018

Reason for Investee Beginning
reacquisition company shares Additions Disposal Ending shares
Long-term equity
investment transferred to
treasury stock for parent Formosa
company’s shares held by Development
subsidiaries Co., Ltd. 2,293 - ( 50) 2,243
Year ended December 31, 2017
Reason for Investee Beginning Disposal
reacquisition company shares Additions  (Note) Ending shares
Long-term equity
investment transferred to
treasury stock for parent Formosa
company’s shares held by Development
subsidiaries Co., Ltd. 2,473 - ( 180) 2,293

Note: The capital surplus amounting to $1,041 and $2,891 resulted from the subsidiary, Formosa

Development Co., Ltd.’s disposal of 50,000 and 180,000 shares of the parent company

during the years ended December 31, 2018 and 2017, respectively.

C. The abovementioned treasury stocks were acquired by the subsidiary, Formosa Development Co.,

Ltd., for investment purposes.

(16) Capital surplus

Pursuant to the R.O.C. Company Act, capital surplus arising from paid-in capital in excess of par

value on issuance of common stocks and donations can be used to cover accumulated deficit or to

issue new stocks or cash to shareholders in proportion to their share ownership, provided that the

Company has no accumulated deficit. Further, the R.O.C. Securities and Exchange Act requires that

the amount of capital surplus to be capitalized mentioned above should not exceed 10% of the paid-

in capital each year. Capital surplus should not be used to cover accumulated deficit unless the legal

reserve is insufficient.
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2018

Difference between Changes in net equity of

Treasury  consideration and carrying  Donated associates and joint
share amount of subsidiaries assets ventures accounted for
transactions acquired or disposed received under equity method Other

At January 1 $ 19,899 $ 545 $ 2,032 $ 250,345 $ 1,502
Disposal of treasury

shares 1,041 - - - -
Adjustment of cash

dividends paid to
consolidated
subsidiaries 4,357 - - - -
Difference between
consideration and
carrying amount of
subsidiaries acquired
or disposed

- 1,105 - 980,948 -
Changes in the net

interest of associates

recognized under the

equity method ) ) ) 5264 )

Expired cash dividends
transferred to capital
surplus - - - - 1,822

At December 31 $§ 25297 § 1,650 §$ 2,032 § 1,236,557 $§ 3,324

2017

Difference between Changes in net equity of
Treasury  consideration and carrying  Donated associates and joint
share amount of subsidiaries assets ventures accounted for
transactions acquired or disposed received under equity method Other

At January 1 $ 13,569 $ 545 $ 2,032 $ 250,312 § -
Disposal of treasury

shares 2,891 - - - R
Adjustment of cash

dividends paid to

consolidated

subsidiaries 3,439 - - _ )
Changes in the net

interest of associates
recognized under the
equity method - - - 33 -

Expired cash dividends
transferred to capital

surplus - - - - 1,502
At December 31 § 19,899 § 545 $ 2,032 §$ 250,345 § 1,502

(17) Retained earnings

A. According to the R.O.C. Securities and Exchange Act No. 41, a company should reserve the
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amount equal to any valuation or contra-account in the stockholders' equity in the fiscal year
from the net income and prior unappropriated earnings as special reserve. If the valuation or
contra-account in stockholders’ equity belongs to prior periods, the same amount from prior
period earnings should be considered as special reserve and cannot be distributed. The special
reserve includes: 1) reserve for special purposes, ii) investment income recognized under the
equity method, iii) net proceeds from the recognition of financial asset transactions; only when
the accumulated value decreases should the special reserve be adjusted by the same amount,
subject to the provisions in this section; and iv) other special reserves set out by legal provisions.

B. The Company’s dividend policy is summarized below:

As the Company operates in a volatile business environment and is in the stable growth stage,
the dividend policy includes cash dividends, stock dividends and capital increase by earnings
recapitalization. At least 50% of the Company’s distributable earnings shall be appropriated as
dividends after deducting the legal reserve and special reserves. The Company would prefer
distributing cash dividends. However, if significant investment measures are taken or the
Company’s financial structure needs to be improved, part of the dividends would be in the form
of stock dividends but not to exceed 50% of the total dividends.

C. Except for covering accumulated deficit or issuing new stocks or cash to shareholders in
proportion to their share ownership, the legal reserve shall not be used for any other purpose.
The use of legal reserve for the issuance of stocks or cash to shareholders in proportion to their
share ownership is permitted, provided that the distribution of the reserve is limited to the portion
in excess of 25% of the Company’s paid-in capital.

D. The appropriations of 2017 and 2016 earnings had been resolved at the stockholders’ meeting on

June 22, 2018 and June 23, 2017, respectively. Details are summarized below:

2017 earnings 2016 earnings
Dividends Dividends
Amount per share Amount per share
(in thousands) (in dollars) (in thousands) (in dollars)
Legal reserve $ 427,987 $ 348,129
Special reserve - 506,036
Cash dividends 3,200,863 $ 1.90 2,526,997 $ 1.50
$§ 3,628,850 $ 3,381,162

E. As of December 31, 2018 and 2017, unpaid stock dividends amounted to $9,943 and $9,092,
respectively.
F. The appropriations of 2018 earnings had been resolved by the Board of Directors on March 15,

2019. Details are summarized below:
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2018 earnings

Dividends
Amount per share
(in thousands) (in dollars)
Legal reserve $ 473,741
Cash dividends 3,537,796 $ 2.10

G. For information relating to employees’ compensation and directors’ and supervisors’
remuneration, please refer to Note 6(23).
(18) Other equity items

Unrealized gains Currency Non-controlling
(losses) on valuation translation interest

January 1, 2018 $ 38,440,218 ($ 914,267) $ 3,803,175
Retrospective adjustments ( 4,760,072) - 33,939
January 1, 2018 after adjustments 33,680,146 ( 914,267) 3,837,114
Revaluation

— Group ( 3,330,847) - -

— Associates 1,071 - -

— Non-controlling interest - - ( 141,907)
Revaluation transferred to

retained earnings

— Group 1,810,626 - -

— Non-controlling interest - - 3,114
Difference of currency translation

— Group - 154,507 -

— Associates - 14,914 -

— Non-controlling interest - - 281
Remeasurement of defined

benefit plan

— Non-controlling interest - - ( 2,816)
Net income of

non-controlling interest - - 583,294
Difference between consideration

and carrying amount of

subsidiaries aquired or disposed ( 118,806) - ( 1,105)
Change of net share under equity

method ( 1,562) - -
Changes in share of consolidated

subsidiaries ( 3,804) - ( 20,129)
Cash dividends paid by

consolidated subsidiaries - - ( 380,089)
Change of non-controlling interest - - 2,177,729
December 31, 2018 $ 32,036,824 (§  744,846) $ 6,055,486
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Available-for-sale Currency Non-controlling
investments translation interest

January 1, 2017 $ 36,313,040 $ 13,387  $ 3,531,750
Change in unrealized gain

or loss on available-for-

sale financial assets

— Group 2,126,784 - -

— Associates 394 - -

— Non-controlling interest - - 105,762
Difference of long-term equity

investment from cumulative

translation differences of

foreign operations

— Group - ( 754,356) -

— Associates - ( 173,298) -

— Non-controlling interest - - ( 1,187)
Remeasurement of defined

benefit plan

— Non-controlling interest - - ( 2,071)
Net income of

non-controlling interest - - 480,145
Change in the ownership of

consolidated subsidiaries - - 18
Cash dividends paid by

consolidated subsidiaries - - ( 311,242)
December 31, 2017 $ 38,440,218 ($ 914,267) $ 3,803,175

(19) Operating revenue

Year ended December 31,

2018
Sales revenue $ 44,258,290
Service revenue 286,763
$ 44,545,053

A. Contract assets
Formosa Advanced Technologies Co., Ltd. has recognized the following IC revenue-related

contract assets:

December 31, 2018
Contract assets relating to IC revenue $ 788,643

B. All Formosa Advanced Technologies Co., Ltd. assembly and testing services contracts of various
integrated circuits are for periods of one year or less. As permitted under IFRS 15, the transaction
price allocated to these unsatisfied contracts is not disclosed.

C. Related disclosures on operating revenue for 2017 are provided in Note 12(5) B.
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(20) Other income

Years ended December 31,

2018 2017
Interest income from bank deposits $ 26,553 $ 26,315
Dividend income 2,677,904 2,411,958
Other income 204,345 259,091
$ 2,908,802 $ 2,697,364

(21) Other gains and losses

Years ended December 31,

2018 2017
Gains on disposals of property, plant and
equipment $ 903,034 $ 38,696
Gains on disposals of investments - 275,611
Foreign exchange gains (losses) 71,102 ( 138,690)
Forward foreign exchange contracts
Gains on financial assets at fair
value through profit or loss 2,283 2,774
Gains (losses) on financial liabilities at fair
value through profit or loss ( 774) 1,381
Bank charges ( 37,700) ( 33,578)
Other gains and losses ( 52,013) ( 37,309)
$ 885,932 $ 108,885

(22) Expenses by nature

Years ended December 31,

2018 2017
Employee benefit expense $ 4,924960 $ 4,931,294
Depreciation charges on property, plant and
equipment 2,340,290 2,177,955
$ 7,265,250 $ 7,109,249

(23) Employee benefit expense

Years ended December 31,

2018 2017
Wages and salaries $ 4,110984 $ 4,146,223
Labor and health insurance fees 438,399 412,750
Pension costs 205,347 201,756
Other personnel expenses 170,230 170,565
$ 4,924960 $ 4,931,294

A. In accordance with the Company’s Articles of Incorporation, a ratio of distributable profit of the

current year after covering accumulated losses, shall be distributed as employees’ compensation
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and directors’ and supervisors’ remuneration. The ratio shall be between 0.05%-0.5% for
employees’ compensation and shall not be higher than 0.5% for directors’ and supervisors’
remuneration.

B. For the years ended December 31, 2018 and 2017, employees’ compensation was accrued at
$10,543 and $8,994, respectively; while directors’ and supervisors’ remuneration was accrued
at $5,272 and $4,497, respectively. The aforementioned amounts were recognized in salary
expenses.

The employees’ compensation and directors’ and supervisors’ remuneration were estimated and
accrued based on the Company's Articles of Incorporation of profit of current year distributable
for the year ended December 31, 2018. The employees’ compensation and directors’ and
supervisors’ remuneration resolved by the Board of Directors were $10,543 and $5,272, and the
employees’ compensation will be distributed in the form of cash.
The employees’ bonus and directors’ and supervisors’ remuneration for 2017 approved by
shareholders were the same as the amounts shown in the 2017 financial statements. The
employees’ compensation and directors’ and supervisors’ remuneration resolved by the Board of
Directors were both $8,994 in the form of cash.
Information about employees’ compensation and directors’ and supervisors’ remuneration of the
Company as resolved by the Board of Directors will be posted in the “Market Observation Post
System” at the website of the Taiwan Stock Exchange.

(24) Finance costs

Years ended December 31,

2018 2017
Interest expense:
Bank borrowings $ 224417 $ 201,247
Less: Capitalization of qualifying assets ( 13,002) ( 16,058)
$ 211,415 °$ 185,189
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(25) Income tax
A. Components of income tax expense

Years ended December 31,

2018 2017

Current tax:
Current tax on profits for the year $ 508,113 $ 278,626
Land value increment tax 129,638 -
Tax on undistributed surplus earnings 46,659 78,984
Prior year income tax

underestimation 105,505 27,972
Effect of foreign exchange rate 1,731 1,363
Total current tax 791,646 386,945
Deferred tax:
Origination and reversal of temporary

differences 153,584 129,523
Impact of change in tax rate 14,431 -
Total deferred tax 168,015 129,523
Income tax expense $ 959,661 $ 516,468

B. Reconciliation between income tax expense and accounting profit

Years ended December 31,

2018 2017

Tax calculated based on profit before tax and

statutory tax rate (Note) $ 1,483,990 $ 1,144,144
Effect from permanent differences of income

tax ( 684,578) ( 634,447)
Effect from temporary differences of income

tax ( 89,184) ( 123,831)
Effect from investment tax credits - ( 24,998)
Tax exempt income by tax regulation ( 173,443) -
Prior year income tax underestimation 105,505 27,972
Effect from alternative minimum tax - 31
Net change in deferred tax assets and

liabililies 153,584 129,523
Effect of income tax from loss carryforward - ( 80,910)
Land value increment tax from selling land 129,638 -
Tax on undistributed earnings 46,659 78,984
Impact of change in tax rate 14,431 -
Suspension of securities trading income ( 26,941) -
Tax expense $ 959,661 $ 516,468

Note: The basis for computing the applicable tax rate is the rate applicable in the respective

countries where the Group entities operate.
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C. Amounts of deferred tax assets or liabilities as a result of temporary differences, loss carryforward

and investment tax credits are as follows:

Year ended December 31, 2018

Recognized in
Recognized other
in profit or comprehensive
January 1 loss income December 31

Deferred tax assets:
-Temporary differences

Provision for inventory
obsolescence $ 29,365 $§ 40,081 $ - 3 69,446
Allowance for bad

debts in excess of tax

deductible limit 2,128 375 - 2,503
Unrealized gains on

disposal of equipment 17,711 ( 5,654) ) 12,057
Accrued pension

liabilities 39,203 ( 29,793) - 9,410
Loss carryforward 49,389 ( 49,389) - -
Unrealized foreign

exchange loss 2,649 ( 2,268) - 381

140,445 ( 46,648) - 93,797

Deferred tax liabilities:
-Temporary differences
Gain on valuation of
financial assets ( 641) 641 - -
Investment income
accounted for under

equity method ( 170,157) ( 114,136) S (0 284,293)
Others - ( 7,872) - ( 7,872)
( 170,798) ( 121,367) _ (. 292,165)
(S 30,353) ($ 168,015) $ - (S 198.368)
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Deferred tax assets:
-Temporary differences
Provision for inventory

obsolescence
Allowance for bad

debts in excess of tax
deductible limit

Unrealized gains on
disposal of equipment

Accrued pension
liabilities

Loss carryforward

Unrealized foreign
exchange loss

Loss on valuation of
financial assets

Deferred tax liabilities:
-Temporary differences

Unrealized foreign
exchange gain

Gain on valuation of
financial assets

Investment income
accounted for under
equity method

Year ended December 31, 2017

Recognized in

Recognized

in profit or comprehensive

other

(

(

(

January 1 loss income December 31
$ 260647 § 2,718 § $ 29,365
2,084 44 2,128
17,507 204 17,711
97,622 (  58,419) 39,203
118,938 (  69,549) 49,389

- 2,649 2,649

4 ( 4) -

262,802 ( 122,357) 140,445
7,031) 7,031 -

- ( 641) ( 641)

156,601) ( 13,556) ( 170,157)
163,632) ( 7,166) ( 170,798)

$ 99,170 (§ 129,523) $ S 30,353)

D. The income tax returns of the Company, Formosa Advanced Technologies Co., Ltd. and Formosa

Development Co., Ltd. through 2016 have been assessed and approved by the Tax Authority.

E. Under the amendments to the Income Tax Act which was promulgated by the President of the

Republic of China in February, 2018, the Company’s applicable income tax rate was raised from

17% to 20% effective from January 1, 2018. The Group has assessed the impact of the change in

Income tax rate.

F. Starting from January 1, 2007, the enterprise income tax of Formosa Taffeta (Zhong Shan) Co.,

Ltd., Formosa Taffeta (Changshu) Co., Ltd. and Xiamen Xiangyu Formosa Import & Export
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Trading Co., Ltd. is based on 25% of income generated within and outside Mainland China. In
addition, Formosa Taffeta (Zhong Shan) Co., Ltd. was certificated as high-tech enterprise by
Guangdong Provincial Government and contributed to the applicable income tax rate of the
Company to be 15% for 3 years from 2018.

G. The income tax rate of Formosa Taffeta Vietnam Co., Ltd. was approved by Vietnam government
to be 10% for 15 years from the year of official establishment (December 1993). The Company
was granted income tax exemption for 4 years from the first profit-making year and 20% income
tax exemption for the next 4 years.

H. The income tax rate of Formosa Taffeta Dong Nai Co., Ltd. was approved by Vietnam
government to be 15% for 12 years from the year of official establishment (October 2006); 20%
after 12 years. The Company was granted income tax exemption for 3 years from the first profit-
making year and income tax reduction of 15% or 20% for the next 4 to 10 years.

I. In accordance with local tax regulations, the applicable income tax rate of Schoeller F.T.C. (Hong
Kong) Co., Ltd. and indirectly owned subsidiary, Formosa Taffeta (Hong Kong) Co., Ltd., was
16.5%.

(26) Earnings per share

A. Basic earnings per share
The calculation of basic earnings per share is profit or loss attributable to the common
stockholders of the Company’s parent company divided by the weighted average number of

outstanding common stocks for the period.

Year ended December 31, 2018
Weighted-average

common shares Earnings per share
Amount outstanding (in dollars)
Before tax After tax (in thousands)  Before tax ~ After tax
Net income $ 6,280,361 § 5,320,700 1,682,385 $ 373§ 3.17
Profit attributable to
the non-controlling
interest ( 1,024,599) ( 583,294) ( 0.61) ( 0.35)
Profit attributable to
the parent $ 5,255,762 $ 4,737,406 $ 312 § 2.82
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Year ended December 31, 2017
Weighted-average

common shares Earnings per share
Amount outstanding (in dollars)
Before tax After tax (in thousands)  Before tax =~ After tax
Net income $ 5,276,484 $ 4,760,016 1,682,339 $ 313§ 2.83
Profit attributable to
the non-controlling
interest ( 793,064) ( 480,145) ( 0.47) ( 0.29)
Profit attributable to
the parent $ 4,483,420 $ 4,279,871 $ 2.66 $ 2.54

The following is earnings per share assuming the shares of the Company held by its subsidiary,
Formosa Development Co., Ltd., are not deemed as treasury stock:
Year ended December 31, 2018

Common shares Earnings per share
Amount outstanding (in dollars)
Before tax After tax (in thousands)  Before tax  After tax
Net income $ 6,280,361 § 5,320,700 1,684,665 $ 373 § 3.16
Profit attributable to
the non-controlling
interest ( 1,024,599) ( 583,294) ( 0.61) ( 0.35)
Profit attributable to
the parent $ 5,255,762  § 4,737,406 $ 3.12  § 2.81
Year ended December 31, 2017
Common shares Earnings per share
Amount outstanding (in dollars)
Before tax After tax (in thousands)  Before tax  After tax
Net income $ 5,276,484 § 4,760,016 1,684,665 $ 3.13  § 2.83
Profit attributable to
the non-controlling
interest (__793,064) (__ 480,145) ( 0.47) ( 0.29)
Profit attributable to
the parent $ 4,483,420 $ 4,279,871 $ 266 $ 2.54

B. Employees' bonuses could be distributed in the form of stock. It does not have significant effect

on the financial statements and diluted earnings per share for the years ended December 31,2018
and 2017.
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(27) Supplemental cash flow information

Investing activities with partial cash payments:

Years ended December 31,

2018 2017
Purchase of property, plant and equipment $ 4,539,674 § 2,889,317
Add: Opening balance of payable on
equipment 86,955 43,229
Less: Ending balance of payable on equipment  ( 62,814) ( 86,955)
Cash paid during the year $ 4,563,815 § 2,845,591

(28) Changes in liabilities from financing activities

For the year ended December 31, 2018, the change of short-term borrowings, short-term notes and

bills payable, long-term borrowings and effect of foreign exchange rate are $832,848, ($1,299,806),

($3,033,083) and $3,211, respectively.
7. RELATED PARTY TRANSACTIONS

(1) Parent and ultimate controlling party

The Company is controlled by FORMOSA CHEMICALS & FIBRE CORPORATION (incorporated
in R.0.C), which owns 37.4% of the Company’s shares, and is also the ultimate controlling party.

(2) Names of related parties and relationship

Names of related parties

Relationship with the Group

Formosa Chemicals & Fibre Corp.
Kuang Yueh Co. Corp.

Formosa Industries Corp.
Formosa Biomedical Technology Corp.

Toa Resin Corp.

Formosa Petrochemical Corp.
Formosa Heavy Industries Corp.
Formosa Network Technology Corp.

Formosa Plastics Corp.

Formosa Plastics Transport Corp.
Formosa Asahi Spandex Corp.
Nan Ya Technology Corp.

Nan Ya Plastics Corp.

Nan Ya PCB Corp.

Nan Ya Photonics Inc.

Yumaowu Enterprise Co., Ltd.

Great King Garment Co., Ltd.
Bellmart Industrial Co., Ltd.

Yugen Yueh Co.,Ltd.

Chang Gung Biotechnology Co., Ltd.

Parent company
Associate

Associate
Other related party

Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
Other related party
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Names of related parties

Relationship with the Group

ﬁ%n aaPC%remt CafsgérF(lkunqle{g) Corp.

3%? lastic (?}uan zhou) Co.,Ltd.

Rommosa padusine

EQ%ga«?éP@fgh %}J@&hﬂl@gy Corp.

YoaResis Cexpile Co., Ltd.

W&@%@Hﬁf@%ﬁé&m.
?gg:relg%a ers CIEII Is(‘gg}e]:’s 8.r?Note)

Rommaosa N afedsideetnolqgy Corp.

Ea%ogs uaaﬁq’gtglvleqo&rment Co., Ltd.
ormosa asﬂn%?éaélﬁHalﬁ CoPted

Formosa Asahi Spandex Corp.

eer%tr(e:?l?éjf Xrty
ther retlated party
6tsfsler retlated party

Sther related party
Other related party

Other related party
Other refated party
Other related party
Sther refated pary

Bther refated Baﬁy

Other related party

Ng{ey§lpg&ﬁ{ﬁlag¥pc%%l}nology Corp. sold all Wﬂ&drémg%{sp%@tylecemakers Technology Inc. in
Nan YE%{&?@A%.Piecemakers Technology In@gﬁé}(}épd}garﬂm};elated party of the Group.

(3) Nagnyfacputpatalgd party transactions and balanceg)ther related party

NariOparPhograeeidne.
Yumaowu Enterprise Co., Ltd.
Great King Garment Co., Ltd.
Bellmart Industrial Co., Ltd.

Yugaloy aEReesis td.
Chan@@ﬁﬁé@ﬂﬁ’é’t‘ﬁnology Co., Ltd.
Nan YAsﬁé)r? rglster Fiber (Kunshan) Corp.
Nany?\llgl? Lﬁlﬁ(%zo ou Co Ltd
Nan %tflKunshan) Corp

Kwang Viet Garment Co., Ltd.

Yu Yuang Textile Co., Ltd.

Other related party

Other related part
erieate e%gs ended December 31,

Yu SredsCaalsdbaed. ontthe price lists in force@iitktaanstdigiatguld be available to third parties.

ﬁeg&?&h?é%s"f’évcgﬁﬁﬂégy, Inc. (Note)
Kong You Industrial Co., Ltd.

Jiaxing Quang Viet Garment Co., Ltd.
Formpsa taslipbfoayman) Limited

— Ultimate parent

— Associates

— Other related party
Formosa Petrochemical Corp.
Others

Othcl 1c1atcu Pdal L_y
o 2017
Other related party
Other related party 565 % 17,705
Other related pa 33’650 372,424
Other related p&rltgl,227 5.295.339
Other related Pag¥q 139 838.163
Otper related pARgyy 631 3 6,523,631
Offierrelated party———
Other related party
Other relatedﬂ%%‘frs}'ended December 31,
Other relateg) party 2017
Other related party
$ 2,432,999 $ 2,021,526
897,996 860,117
10,916,187 9,606,981
1,787,121 1,756,387
$ 16,034,303 § 14,245,011

Goods and services are purchased from ultimate parent and other related parties on normal
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commercial terms and conditions.

C. Receivables from related parties

December 31, 2018 December 31, 2017

Notes and accounts receivable:

— Ultimate parent $ 98 $ 75
— Associates 41,091 50,477
— Other related party
Nan Ya Technology Corp. 1,006,359 953,005
Others 185,309 177,765
1,232,857 1,181,322
Other receivables - dividends
— Associates
Formosa Industries Corp. - 90,347

$ 1,232,857 § 1,271,669

The receivables from related parties arise mainly from sale transactions. The receivables are due
45~120 days after the date of sale. There are no provisions held against receivables from related
parties.

D. Notes and accounts payable

December 31, 2018 December 31, 2017

Notes and accounts payable:

— Ultimate parent $ 693,798 $ 573,447

— Associates 46,854 118,943
— Other related party

Formosa Petrochemical Corp. 397,563 542,953

Others 193,626 152,186

$ 1,331,841  $ 1,387,529

The payables to related parties arise mainly from purchase transactions and are due 15~60 days
after the date of purchase. The payables bear no interest.
E. Property transactions

(a) Disposal of property, plant and equipment:

Year ended December 31, 2018 Year ended December 31, 2017
Gain (loss) on Gain (loss) on
Disposal proceeds disposal Disposal proceeds disposal
Other related party  $ 24967 § - 9 3900 § -
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(b) Acquisition of financial assets:

Other
related

party

Other
related

party

Other
related

party

Year ended December 31, 2018

Other Investments
related accounted for
party under equity

Accounts No. of shares  Objects Consideration
Non-current 19,000,970 Formosa
financial assets Ha Tinh
at fair value (Cayman)
through other Limited
comprehensive
income $ 566,417
Year ended December 31, 2017
Accounts No. of shares  Objects Consideration
Non-current 19,000,970 Formosa
available-for- Ha Tinh
sale financial (Cayman)
assets Limited $ 587,072
Non-current 600 FG INC
available-for-
sale financial
assets 198,066
$ 785,138
(c) Disposal of financial assets:
Year ended December 31, 2018
No. of shares
Accounts  (in thousands) Objects Proceeds Gain/(loss)
84,022 Formosa
Advanced
Technologies
method Co., Ltd. § 3.,039.857 Note

Note: The gain on disposal (including the portion attributable to non-controlling interests) of

$980,948 was reclassified to capital surplus.

F. Others

Formosa Taffeta Dong Nai Co., Ltd. was engaged by the related party, Formosa Industry, to provide

management services to Nhon Trach 3 Industrial Zone. In accordance with the yearly service

consignment contract signed by Formosa Taffeta Dong Nai Co., Ltd. and Nhon Trach 3 Industrial

Zone, Formosa Taffeta Dong Nai Co., Ltd. is responsible for managing land that is available for

rent, meter reading and payment collection of water, electricity, steam and other utilities sold to

lessees in investment district, repairing and performing services on various public facilities of

power plant. Under the contract, Formosa Taffeta Dong Nai Co., Ltd. shall collect a service fee as

follows:
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1. Land lease fee: 3% of Formosa Industry’s land rent revenue

i1. Utilities service fee: 3% of Formosa Industry’s monthly sale of electricity to lessees in
investment district

iii. Management fee: the full amount of management fee collected from lessees in investment
district to Formosa Industry shall be paid to the Company and its subsidiaries.

For the years ended December 31, 2018 and 2017, Formosa Taffeta Dong Nai Co., Ltd. has

recognized lease service fee income in investment district of $34,274 and $30,947, respectively,

for rendering the abovementioned consigned services. As of December 31, 2018 and 2017, the

uncollected amount of $3,241 and $2,877, respectively, was recognized under ‘other receivables’.

For the above land leasing, as of December 31, 2018 and 2017, the total management expenses

and utility expenses which Formosa Taffeta Dong Nai Co., Ltd. is due to collect from the related

party, Formosa Industry, were $37,745 and $23,285, respectively, and was recognized under

‘other payables’.

(4) Key management compensation

Years ended December 31,

2018 2017
Salaries and other short-term employee benefits $ 48,895 § 40,055
Post-employment benefits 105 1,047
$ 49,000 $ 41,102
8. PLEDGED ASSETS
The Group’s assets pledged as collateral are as follows:
Book Value
Item December 31, 2018 December 31, 2017 Purpose
Property, plant and Security for short-
equipment $ 137,962 $ 138,662 term borrowings
Inventories Security for short-
(Held-to-maturity land) 21,264 21,264 term borrowings
$ 159,226 $ 159,926
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(2) The Company leases factory and land of gas station. The lease expense estimated to be incurred is as

follows:

December 31, 2018 December 31, 2017
Less than 1 year $ 133,799 $ 124,729
Between 1 and 5 years 398,418 352,236
More than 5 years 327,310 280,489

$ 859,527 § 757,454

(3) As of December 31, 2018, the significant commitments and contingent liabilities are the outstanding

letters of credit for materials and equipment purchases with various companies listed as follows:

Currency Amount
USD $ 2,225
JPY 2,109,474
EUR 904

(4) Endorsements and guarantees
As of December 31, 2018, in order to assist the subsidiaries in obtaining credit line, the Company has

guaranteed the following amounts for subsidiaries:

Name of company December 31, 2018
Formosa Taffeta (Zhong Shan) Co., Ltd. $ 1,013,595
Formosa Taffeta Vietnam Co., Ltd. 1,535,750
Formosa Taffeta (Changshu) Co., Ltd. 1,689,325
Formosa Taffeta Dong Nai Co., Ltd. 4,668,680
Formosa Ha Tinh (Cayman) Limited 7,125,084
Public More Internation Company Ltd. 3,000

10. SIGNIFICANT DISASTER LOSS

None.

11. SIGNIFICANT EVENTS AFTER THE BALANCE SHEET DATE

(1) Please refer to Note 6(17) F for the distribution of 2018 earnings which was proposed by the Board
of Directors on March 15, 2019.

(2) Owing to the capital increase of FG INC. the Board of Directors during its meeting on March 15,
2019 resolved to increase its investment in FG INC. in the amount of USD 4,500 thousand, in
proportion to the original shareholding ratio of 3% in FG INC. Consequently, the total investment
in FG INC. will be USD 11 million.

12. OTHERS

(1) Capital management

The Group’s objectives when managing capital are to safeguard the Group’s ability to continue as a

going concern in order to provide returns for shareholders and to maintain an optimal capital

structure to reduce the cost of capital. In order to maintain or adjust the capital structure, the Group
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may adjust the amount of dividends paid to shareholders, return capital to shareholders, issue new
shares or sell assets to reduce debt. The Group monitors capital on the basis of the gearing ratio. This
ratio is calculated as net debt divided by total capital. Net debt is calculated as total borrowings
(including ‘current, non-current borrowings and short-term notes and bills payable’ as shown in the
consolidated balance sheet) less cash and cash equivalents. Total capital is calculated as ‘equity’ as
shown in the consolidated balance sheet plus net debt.

During the year ended December 31, 2018, the Group’s strategy, was unchanged from 2017. The

gearing ratios at December 31, 2018 and 2017 were as follows:

December 31, 2018 December 31, 2017

Total borrowings $ 11,830,738 $ 15,327,567
Less: Cash and cash equivalents ( 3,391,896) ( 4,942,919)
Net debt 8,438,842 10,384,648
Total equity 74,968,690 73,182,570
Total capital 83,407,532 83,567,218
Gearing ratio 10% 12%

(2) Financial instruments

A. Financial instruments by category
December 31, 2018 December 31, 2017

Financial assets
Financial assets measured at fair

value through profit or loss $ 479,490 $ 630,396
Financial assets measured at fair

value through other comprehensive

profit or loss 50,186,918 -
Available-for-sale financial assets - 47,643,427
Financial assets at cost - 5,786,870
Financial assets at amortized cost 9,178,343 10,305,327
$ 59,844,751 $ 64,366,020
Financial liabilities
Financial liabilities measured at fair
value through profit or loss $ 774 $ ,
Financial liabilities at amortized
cost 16,676,253 20,172,291
$ 16,677,027 $ 20,172,291

Note: Financial assets at amortized cost includes cash, notes and accounts receivable and other
receivables; financial liabilities at amortized cost includes short-term borrowings, short-
term notes and bills payable, notes and accounts payable, other payables and long-term
borrowings.

B. Financial risk management policies
(a) The Group’s activities expose it to a variety of financial risk: market risk (including foreign

exchange risk, interest rate risk and price risk), credit risk and liquidity risk. The financial
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risk management policies of the Group focus on unpredictable factors in financial market,

and aim to reduce unfavorable impact on financial position and financial performance.

(b) Risk management is carried out by a central treasury department under policies approved by

the Board of Directors. Group treasury identifies, evaluates and hedges financial risks in close

cooperation with the Group’s operating units. The Board provides written principles for

overall risk management, as well as written policies covering specific areas and matters, such

as foreign exchange risk, interest rate risk, credit risk, use of derivative financial instruments

and non-derivative financial instruments, and investment of excess liquidity.

C. Significant financial risks and degrees of financial risks

(a) Market risk

Foreign exchange risk

1. Some of the Group’s transactions are conducted in foreign currencies, which are subject to

exchange rate fluctuation. The information on foreign currency denominated assets and

liabilities are as follows:

Financial assets
Monetary items
USD:NTD
JPY:NTD
Non-monetary items

December 31, 2018

Foreign Currency

VND:NTD
HKD:NTD
RMB:NTD
USD:NTD
Financial liabilities

Monetary items
USD:NTD

Amount Book Value
(In Thousands) Exchange Rate (NTD)

$ 117,372 30.73 $ 3,606,842
412,840 0.28 115,595
4,723,641,239 0.0013 6,140,734
289,967 3.93 1,139,570
439,400 4.48 1,968,512
183,430 30.73 5,636,804
3,951 30.73 121,414
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December 31, 2017
Foreign Currency

Amount Book Value
(In Thousands) Exchange Rate (NTD)
Financial assets
Monetary items
USD:NTD $ 105,965 2085 $ 3,163,055
USD:RMB 5,856 6.53 174,802
JPY:NTD 443,701 0.26 115,362
Non-monetary items
VND:NTD 4,545,840,640 0.0013 5,909,593
HKD:NTD 287,387 3.82 1,097,818
RMB:NTD 406,178 4.57 1,856,233
USD:NTD 190,780 29.85 5,694,783
Financial liabilities
Monetary items
USD:NTD 3,819 29.85 113,997
USD:RMB 21,882 6.53 653,178

i1.The total exchange income (loss), including realized and unrealized arising from significant
foreign exchange variation on the monetary items held by the Group for the years ended
December 31, 2018 and 2017, amounted to $71,102 and ($138,690), respectively.
iii. Analysis of foreign currency market risk arising from significant foreign exchange variation:
Year ended December 31, 2018

Sensitivity analysis

Effect on other

Effect on comprehensive
Degree of variation  profit or loss income
Financial assets
Monetary items
USD:NTD 1% $ 36,068 $ -
JPY:NTD 1% 1,156 -
Non-monetary items
VND:NTD 1% - 61,407
HKD:NTD 1% - 11,396
RMB:NTD 1% - 19,685
USD:NTD 1% - 56,368
Financial liabilities
Monetary items
USD:NTD 1% 1,214 -
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Year ended December 31, 2017

Sensitivity analysis

Effect on other

Effect on comprehensive
Financial assets Degree of variation  profit or loss income
Monetary items
USD:NTD 1% $ 31,631 § -
USD:RMB 1% 1,748 -
JPY:NTD 1% 1,154 -
Non-monetary items
VND:NTD 1% - 59,096
HKD:NTD 1% - 10,978
RMB:NTD 1% - 18,562
USD:NTD 1% - 56,948
Financial liabilities
Monetary items
USD:NTD 1% 1,140 -
USD:RMB 1% 6,532 -

Price risk

1.

The Group’s equity securities, which are exposed to price risk, are the held financial
assets at fair value through profit or loss, financial assets at fair value through other
comprehensive income and available-for-sale financial assets. To manage its price risk
arising from investments in equity securities, the Group diversifies its portfolio.

Diversification of the portfolio is done in accordance with the limits set by the Group.

ii. The Group’s investments in equity securities comprise shares, open-end funds and

beneficiary certificates issued by the domestic companies. The prices of equity
securities would change due to the change of the future value of investee companies. If
the prices of these equity securities had increased/decreased by 1% with all other
variables held constant, post-tax profit for the years ended December 31, 2018 and 2017
would have increased/decreased by $3,830 and $5,232, respectively, as a result of
gains/losses on equity securities classified as at fair value through profit or loss. Other
components of equity would have increased/decreased by $501,869 and $476,434,
respectively, as a result of other comprehensive income classified as equity investment
at fair value through other comprehensive income and available-for sale equity

investment.

Cash flow and fair value interest rate risk

L.

The Group’s main interest rate risk arises from long-term borrowings with variable rates,

which expose the Group to cash flow interest rate risk. During the years ended
December 31, 2018 and 2017, the Group’s borrowings at variable rate were
denominated in the NTD and USD.
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ii. The Group’s borrowings are measured at amortized cost. The borrowings are periodically
contractually repriced and to that extent are also exposed to the risk of future changes
in market interest rates.

iii. If the borrowing interest rate of NTD dollars had increased/decreased by 1% with all
other variables held constant, profit, net of tax for the years ended December 31, 2018
and 2017 would have increased/decreased by $63,200 and $151,060, respectively. The
main factor is that changes in interest expense result in floating-rate borrowings.

iv. If the borrowing interest rate of USD dollars had increased/decreased by 1% with all
other variables held constant, profit, net of tax for the years ended December 31, 2018
and 2017 would have increased/decreased by $978 and $2,269, respectively. The main

factor is that changes in interest expense result in floating-rate borrowings.

(b) Credit risk

1.

1l

1il.

1v.

V1.

Vii.

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.
The Group manages their credit risk taking into consideration the entire group’s concern.
For banks and financial institutions, only independently rated parties with good rating are
accepted. According to the Group’s credit policy, each local entity in the Group is
responsible for managing and analysing the credit risk for each of their new clients before
standard payment and delivery terms and conditions are offered. Internal risk control
assesses the credit quality of the customers, taking into account their financial position,
past experience and other factors. Individual risk limits are set based on internal or external
ratings in accordance with limits set by the Board of Directors. The utilisation of credit
limits is regularly monitored.

The Group adopts the following assumption under IFRS 9 to assess whether there has been
a significant increase in credit risk on that instrument since initial recognition:

If the contract payments were past due over 30 days based on the terms, there has been a
significant increase in credit risk on that instrument since initial recognition.

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

The Group classifies customer’s accounts receivable and contract assets in accordance with
product types and customer types. The Group applies the simplified approach using
provision matrix to estimate expected credit loss under the provision matrix basis.

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.

The Group uses the forecastability of National Development Council Business Cycle

Indicator to adjust historical and timely information to assess the default possibility of notes
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receivable, accounts receivable and contract assets. On December 31, 2018, the provision

matrix is as follows:

Upto30 31to90 Over 90
days past  days past  days past

Not past due due due due Total
At December 31, 2018
Expected loss rate 1% 9% 47% 75%
Total book value $ 4,092,982 § 154,591 § 45,066 § 5,182 § 4,297,821
Loss allowance 31,694 14,088 21,367 3,884 71,033

viii. Movements in relation to the Group applying the simplified approach to provide loss

allowance for notes receivable, accounts receivable and contract assets are as follows:

Year ended December 31, 2018

Notes receivable Accounts receivable  Contract assets

At January 1 $ - (% 76,521) $ -

Reversal of impairment loss - 5,090 -

Effect of foreign exchange - 398 -

At December 31 $ - 71,033) § -
(c¢) Liquidity risk

1. Cash flow forecasting is performed in the operating entities of the Group and aggregated
by Group treasury. Group treasury monitors rolling forecasts of the Group’s liquidity
requirements to ensure it has sufficient cash to meet operational needs. Such forecasting
takes into consideration the Group’s debt financing plans, covenant compliance,
compliance with internal balance sheet ratio targets.

ii.Surplus cash held by the operating entities over and above balance required for working
capital management are transferred to the Group treasury. Group treasury invests surplus
cash in interest bearing current accounts, time deposits, commercial paper and marketable
securities, choosing instruments with appropriate maturities or sufficient liquidity to
provide sufficient headroom as determined by the abovementioned forecasts. As at
December 31, 2018 and 2017, the Group held money market position of $53,902,282 and
$58,871,700, respectively, that are expected to readily generate cash inflows for managing
liquidity risk.

iii. The table below analyses 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.
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Non-derivative financial liabilities:

Between 1 and Between 2 and
Less than 1 year 2 years 5 years
Long-term borrowings
(including current portion)
December 31, 2018 $ 169,901 $ 7,761,150 $ 261,149
December 31, 2017 138,499 7,564,884 3,518,688

(d) The Group does not expect the timing of occurrence of the cash flows estimated through the
maturity date analysis will be significantly earlier, nor expect the actual cash flow amount will
be significantly different.

(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 take place with sufficient
frequency and volume to provide pricing information on an ongoing basis. The fair
value of the Group’s investment in listed stocks and beneficiary certificates with quoted

market prices is included in Level 1.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset
or liability, either directly or indirectly. The fair value of the Group’s investment in some

unlisted stocks and most derivative instruments is included in Level 2.

Level 3: Unobservable inputs for the asset or liability. The fair value of the Group’s investment

in equity investment without active market is included in Level 3.

B. Financial instruments not measured at fair value
The carrying amounts of cash and cash equivalents, notes receivable (including related parties),
accounts receivable (including related parties), other receivables, short-term borrowings, short-
term bills payable, notes payable (including related parties), accounts payable (including related
parties), other payables and long-term borrowings (including current portion) are approximate to
their fair values.

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 and liabilities are as follows:

(a) The related information of nature of the assets and liabilities is as follows:
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December 31, 2018 Level 1

Level 2

Level 3

Total

Financial assets:
Recurring fair value

measurements
Financial assets at fair value

through profit or loss

Beneficiary certificates $ 479,490

Financial assets at fair value

through other comprehensive

income

Equity securities 43,914,680

403,500

5,868,738

$ 479,490

50,186,918

$ 44,394,170

$ 403,500

$ 5,868,738 $§ 50,666,408

Financial liabilities:
Recurring fair value
measurements
Financial liabilities at fair value
through profit or loss
Forward exchange contracts $ -

$ 774

$ 774

December 31, 2017 Level 1

Level 2

Level 3

Total

Financial assets:
Recurring fair value

measurements
Financial assets at fair value

through profit or loss
Forward exchange contracts $ -
Beneficiary certificates 629,998
Available-for-sale financial
assets
Equity securities 47,023,027

$ 398

620,400

$ 398
629,998

47,643,427

§ 47,653,025 § 620,798

$

$ 48,273,823

(b)The methods and assumptions the Group used to measure fair value are as follows:

1. The instruments the Group used market quoted prices as their fair values (that is, Level 1)

are listed below by characteristics:

Listed shares

Open-end fund

Market quoted price Closing price

Net asset value

ii.Except for financial instruments with active markets, the fair value of other financial

instruments is measured by using valuation techniques or by reference to counterparty

quotes. The fair value of financial instruments measured by using valuation techniques such

as current fair value of instruments with similar terms and characteristics in substance,

discounted cash flow method or other valuation methods, including applying a model using
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market information available at the consolidated balance sheet date.
1ii. The valuation of derivative financial instruments is based on valuation model widely
accepted by market participants, such as present value techniques and option pricing
models. Forward exchange contracts are usually valued based on the current forward
exchange rate.
iv.The Group takes into account adjustments for credit risks to measure the fair value of
financial and non-financial instruments to reflect credit risk of the counterparty and the
Group’s credit quality.
D. For the years ended December 31, 2018 and 2017, there was no transfer between Level 1 and
Level 2.
E. The following chart is the movement of Level 3 for the year ended December 31, 2018:

Year ended December 31, 2018
Non-derivative equity instruments

At January 1 $ 5,786,870
Retrospective adjustments 65,372
At January 1 after adjustments 5,852,242
Acquired in the period 566,417
Gains and losses recognized in other comprehensive

income

Recorded as unrealized losses on valuation of
investments in equity instruments measured
at fair value through other comprehensive income (

724,632)
Effect of exchange rate changes 174,711
At December 31 $ 5,868,738

For the year ended December 31, 2017, there was no movement of Level 3.
F. For the years ended December 31, 2018 and 2017, there was no transfer into or out from Level 3.
G. The accounting segment 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, updating inputs used to the
valuation model and making any other necessary adjustments to the fair value.
The accounting segment set up valuation policies, valuation processes and rules for measuring
fair value of financial instruments and ensure compliance with the related requirements in IFRS.
The related valuation results are reported to the supervisor of accounting segment monthly. The
supervisor is responsible for managing and reviewing valuation processes.
H. The following is the qualitative information of significant unobservable inputs and sensitivity

analysis of changes in significant unobservable inputs to valuation model used in Level 3 fair
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value measurement:

Fair value at

December 31, Valuation Significant Relationship
2018 technique unobservable input of inputs to fair value
Non-derivative
equity
instrument:
Unlisted shares $§ 344,372 Market Price to earnings ratio The higher the multiple,

comparable multiple, price to book ratio the higher the fair value

companies multiple, enterprise value to the higher the discount for
EBITA multiple, discount  lack of marketability, the
for lack of marketability lower the fair value

5,524,366 Netasset  Not applicable Not applicable
value

I. The Group has carefully assessed the valuation models and assumptions used to measure fair
value. However, use of different valuation models or assumptions may result in different
measurement. The following is the effect of other comprehensive income from financial assets
and liabilities categorized within Level 3 if the inputs used to valuation models have changed:

December 31, 2018

Recognized in other

comprehensive income

Favourable Unfavourable
Input Change  change change

Financial assets

Equity instrument Price to earnings ratio multiple, +1%
price to book ratio multiple,
enterprise value to EBITA
multiple, discount for lack of

marketability $§ 3444 § 344

There is no effect on other comprehensive income from financial assets and liabilities categorized
within Level 3 for the year ended December 31, 2017.
(4) Effects on initial application of IFRS 9 and information on application of TAS 39 in 2017

A. Summary of significant accounting policies adopted for the year ended December 31, 2017:
(a) Financial assets at fair value through profit or loss
1. They are financial assets held for trading or financial assets designated as at fair value
through profit or loss on initial recognition. Financial assets are classified in this category
of held for trading if acquired principally for the purpose of selling in the short-term.

Derivatives are also categorized as financial assets held for trading unless they are
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designated as hedges.

ii. On a regular way purchase or sale basis, financial assets at fair value through profit or loss
are recognized and derecognized using settlement date accounting.

iii. They are initially recognized at fair value. Related transaction costs are expensed in profit
or loss. They are subsequently remeasured and stated at fair value, and any changes in the
fair value are recognized in profit or loss.

(b) Available for sale financial assets

1. They are non-derivatives that are either designated in this category or not classified in any
of the other categories.

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

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

(c) Loans and receivables

Loans and receivables receivable are originated by the entity. They are created by the entity

by selling goods or providing services to customers in the ordinary course of business. They

are initially recognized at fair value and subsequently measured at amortized cost using the
effective interest method, less provision for impairment. However, short-term accounts
receivable without bearing interest are subsequently measured at initial invoice amount as
the effect of discounting is immaterial.

(d) Impairment of financial assets

1. The Group assesses at each balance sheet date whether there is objective evidence that a
financial asset or a group of financial assets is impaired as a result of one or more events
that occurred after the initial recognition of the asset (a ‘loss event’) and that loss event (or
events) has an impact on the estimated future cash flows of the financial asset or group of
financial assets that can be reliably estimated.

ii. The criteria that the Group uses to determine whether there is objective evidence of an
impairment loss is as follows:

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

(i) Abreach of contract, such as a default or delinquency in interest or principal payments;

(ii1) The Group, for economic or legal reasons relating to the borrower’s financial difficulty,
granted the borrower a concession that a lender would not otherwise consider;

(iv) It becomes probable that the borrower will enter bankruptcy or other financial

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

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

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

(viii) A significant or prolonged decline in the fair value of an investment in an equity

instrument below its cost.

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

(i)Financial assets at amortized cost
The amount of the impairment loss is measured as the difference between the asset’s
carrying amount and the present value of estimated future cash flows discounted at the
financial asset’s original effective interest rate, and is recognized in profit or loss. If,
in a subsequent period, the amount of the impairment loss decreases and the decrease
can be related objectively to an event occurring after the impairment loss was
recognized, the previously recognized impairment loss is reversed through profit or
loss to the extent that the carrying amount of the asset does not exceed its amortized
cost that would have been at the date of reversal had the impairment loss not been
recognized previously. Impairment loss is recognized and reversed by adjusting the
carrying amount of the asset through the use of an impairment allowance account.

(i)Financial assets at cost
The amount of the impairment loss is measured as the difference between the asset’s
carrying amount and the present value of estimated future cash flows discounted at
current market return rate of similar financial asset, and is recognized in profit or loss.
Impairment loss recognized for this category shall not be reversed subsequently.
Impairment loss is recognized by adjusting the carrying amount of the asset directly.

(iii)Available-for-sale financial assets
The amount of the impairment loss is measured as the difference between the asset’s
acquisition cost (less any principal repayment and amortization) and current fair value,

less any impairment loss on that financial asset previously recognized in profit or loss,
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and is reclassified from ‘other comprehensive income’ to ‘profit or loss’. Impairment
loss of an investment in an equity instrument recognized in profit or loss shall not be
reversed through profit or loss. Impairment loss is recognized and reversed by
adjusting the carrying amount of the asset through the use of an impairment allowance

account.

(f) Financial guarantee contracts

A. A financial guarantee contract is a contract that requires the Group to make specified
payments to reimburse the holder for a loss it incurs because a specified debtor fails to
make payment when due in accordance with the original or modified terms of a debt
instrument. A financial guarantee contract is initially recognized at its fair value adjusted
for transaction costs on the trade date. After initial recognition, the financial guarantee is
measured at the higher of the initial fair value less cumulative amortization and the best

estimate of the amount required to settle the present obligation on each balance sheet date.
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C. The significant accounts as of and for the year ended December 31, 2017 are as follows:

(a)Available-for-sale financial assets

Items December 31, 2017
Current items:
Listed stocks $ 2,282,862
Unlisted stocks 100,000
Valuation adjustment 1,266,279
$ 3,649,141

Non-current items:

Listed stocks $ 11,317,003
Valuation adjustment 37,437,306
48,754,309

Accumulated impairment ( 4,760,023)
$ 43,994,286

1. The Group recognized $2,232,940 in other comprehensive income for fair value change for
the year ended December 31, 2017.

ii. As of December 31, 2017, no available-for-sale financial assets held by the Group were
pledged as collateral.

(b) Financial assets at cost

Items December 31, 2017
Unlisted stocks $ 5,786,870

1. According to the Group’s intention, its investment should be classified as ‘available-for-
sale financial assets’. However, as the stocks are not traded in active market, and no
sufficient industry information of companies similar to the corporations or the
corporation’s financial information cannot be obtained, the fair value of the investment in
the stocks cannot be measured reliably. Accordingly, the Group classified those stocks as
‘financial assets measured at cost’.

ii. As of December 31, 2017, no financial assets measured at cost held by the Group were
pledged to others.

D. Credit risk information for the year ended December 31, 2017 is as follows:

(a) The equity financial instruments have active markets and are transacted through a stock
exchange market or over-the counter market, or with financial institutions which are all in
good credit standing. Therefore, the credit risk is low. Besides, the Group’s policy requires
that transactions for financial assets carried at cost be conducted with counterparties that meet

the specified credit rating requirement; thus, the possibility that credit risk will arise is remote.
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(b) The Group’s policy requires that wholesale sales of products are made to clients with an
appropriate credit review procedures. Therefore, the possibility of credit risk is low, and the
maximum loss arising from credit risk is equal to the book value of accounts receivable.

(c) Loan guarantees provided by the Company are in compliance with the Company’s
“Procedures for Provision of Endorsements and Guarantees” and are only provided to
affiliated companies of which the Company owns directly or indirectly more than 50%
ownership. As the Company is fully aware of the credit conditions of these related parties, it
has not asked for collateral for the loan guarantees provided. In the event that these related
parties fail to comply with loan agreements with banks, the maximum loss to the Company
is the total amount of loan guarantees.

(d) No credit limits were exceeded during the year ended December 31, 2017, and management
does not expect any significant losses from non-performance by these counterparties.

(e) The credit quality of accounts receivable that were neither past due nor impaired was in the
following categories based on the Group’s Credit Quality Control Policy:

December 31, 2017

Group 1 $ 3,023,454
Group 2 289,231
Group 3 141,478

$ 3,454,163
Note:

Group 1: Transnational customers, brand customers or credit customers that have applied for
collateralised mortgage.

Group 2: Non-transnational customers, non-brand customers or credit customers that have
not applied for collateralised mortgage with 2 or more years of transaction history
with the Group.

Group 3: Non-transnational customers, non-brand customers or credit customers that have
not applied for collateralised mortgage with less than 2 years of transaction history
with the Group.

(f) The ageing analysis of accounts receivable that were past due but not impaired is as follows:

December 31, 2017

Up to 30 days $ 146,964
31 to 90 days 32,878
91 to 180 days 3,172
Over 180 days 7,075

$ 190,089
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(g) Movement analysis of financial assets that were impaired - allowance for bad debts is as
follows:
i. As of December 31, 2017 the Group’s accounts receivable that were impaired were $0.
ii. Movements on the Group’s provision for impairment of accounts receivable are as follows:
Year ended December 31, 2017

Individual provision  Group provision Total
At January 1 $ 13,443 § 79,909 $ 93,352
Re.tvers.al of provision for - 2.223) ( 2.223)
impairment
Write-offs during the year  ( 13,443) - ( 13,443)
Effect of exchange rate - ( 1,165) ( 1,165)
At December 31 $ - 9 76,521 $ 76,521

(5)Eftects of initial application of IFRS 15 and information on application of IAS 11 and IAS 18 in
2017
A. The significant accounting policies applied on revenue recognition for the year ended December
31, 2017 are set out below.

The Group manufactures and sells various fabrics and renders services as an oil distributor.

Revenue is measured at the fair value of the consideration received or receivable taking into
account business tax, returns, rebates and discounts for the sale of goods to external customers
in the ordinary course of the Group’s activities. Revenue arising from the sales of goods is
recognized when the Group has delivered the goods to the customer, the amount of sales revenue
can be measured reliably and it is probable that the future economic benefits associated with the
transaction will flow to the entity. The delivery of goods is completed when the significant risks
and rewards of ownership have been transferred to the customer, the Group retains neither
continuing managerial involvement to the degree usually associated with ownership nor effective
control over the goods sold, and the customer has accepted the goods based on the sales contract
or there is objective evidence showing that all acceptance provisions have been satisfied.

B. The revenue recognized by using above accounting policies for the year ended December 31,
2017 are as follows:

Year ended December 31, 2017

Sales revenue $ 40,409,558
Service revenue 296,106
$ 40,705,664
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C. The effects and description of current balance sheet and comprehensive income statement if the
Group continues adopting above accounting policies are as follows:

December 31, 2018

Balance by using

previous Effects from
Balance by using  accounting changes in

Balance sheet items Description IFRS 15 policies accounting policy
Contract assets $ 788,643 $ - $ 788,643
Inventory 8,710,037 9,512,094 ( 802,057)
Retained earnings 9,743,048 9,729,634 13,414

Year ended December 31, 2018
Balance by using Effects from

Comprehensive income Balance by using previous accounting changes in
statement items Description IFRS 15 policies accounting policy
Sales revenue $ 44,545,053 $ 44,246,305 $ 298,748
Operating costs ( 39,264,007) ( 38,852,433) ( 411,574)
Net operating margin 5,281,046 5,393,872 ( 112,826)

Explanation:

Formosa Advanced Technologies Co., Ltd. provides assembly and testing services of various
integrated circuits based on the specifications as required by the customers. The revenue is
recognized when the significant risks and rewards are transferred under previous accounting policies,
and the timing of recognition usually occurred upon acceptance. Considering that the highly
customised products have no alternative use to Formosa Advanced Technologies Co., Ltd. and
Formosa Advanced Technologies Co., Ltd. has an enforceable right to payment for performance
completed to date in accordance with the contract terms, the revenue will have to be recognized
based on the percentage of completion under the new revenue standard.

13. SUPPLEMENTARY DISCLOSURES
(1) Significant transactions information

In accordance with “Rules Governing the Preparation of Financial Statements by Securities Issuers”,
significant transactions for the year ended December 31, 2018 are stated as follows. Furthermore,
the inter-company transactions were eliminated based on the financial statements of investees which

were audited by other independent accountants. The following disclosures are for reference only.

A. Loans to others: None.
B. Provision of endorsements and guarantees to others: Please refer to table 1.
C. Holding of marketable securities at the end of the period (not including subsidiaries, associates

and joint ventures): Please refer to table 2.
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D. Acquisition or sale of the same security with the accumulated cost exceeding $300 million or
20% of the Company’s paid-in capital: Please refer to table 3.

E. Acquisition of real estate reaching $300 million or 20% of paid-in capital or more: None.

F. Disposal of real estate reaching $300 million or 20% of paid-in capital or more: Please refer to
table 4.

G. Purchases or sales of goods from or to related parties reaching $100 million or 20% of paid-in
capital or more: Please refer to table 5.

H. Receivables from related parties reaching $100 million or 20% of paid-in capital or more: Please
refer to table 6.

I. Trading in derivative instruments undertaken during the reporting periods: Please refer to Notes
6(2), 6(11) and 12(2).

J. Significant inter-company transactions during the reporting periods: Please refer to table 7.

(2) Information on investees

Names, locations and other information of investee companies (not including investees in Mainland
China): Please refer to table 8.

(3) Information on investments in Mainland China

A. Basic information: Please refer to table 9.
B. Significant transactions, either directly or indirectly through a third area, with investee companies
in the Mainland Area: Please refer to table 10.
14. SEGMENT INFORMATION

(1) General information

A. The Group operates and sets policies from product and service perspective; thus, management
also identifies reportable segments using the same method.

B. The Group has four reportable segments: First business group, Second business group consisting
of Cord fabric department, Gasoline department and FORMOSA ADVANCED
TECHNOLOGIES CO., LTD. (FATC) department. Details are as follows:

(a) First business group: Mainly produces and sells woven, dyeing and finishing products and
manages plants of overseas subsidiaries—FFORMOSA TAFFETA (ZHONG SHAN) CO.,
LTD., FORMOSA TAFFETA VIETNAM CO., LTD. and FORMOSA TAFFETA (HONG
KONG) CO., LTD, etc.

(b) Cord fabric department: Mainly produces and provides tire cords.

(c) Gasoline department: Mainly operates gasoline stations, sells gasoline and provides car
washing.

(d) FATC department: The subsidiary - FORMOSA ADVANCED TECHNOLOGIES CO., LTD.
mainly provides installation and testing of various integrated circuit and engages in
processing and research and development of modules.

(2) Measurement of segment information

The measurement based on each operating segment’s profit before tax excludes the effects of non-
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recurring expenditure, i.e. from the unrealized gain or loss on financial instruments. Furthermore,

interest income and expense are not allocated to operating segments.

(Blank)
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FORMOSA TAFFETA CO., LTD.

PARENT COMPANY ONLY FINANCIAL
STATEMENTS AND REPORT OF INDEPENDENT
ACCOUNTANTS

DECEMBER 31, 2018 AND 2017

For the convenience of readers and for information purpose only, the auditors’ report and the accompanying
financial statements have been translated into English from the original Chinese version prepared and used in
the Republic of China. In the event of any discrepancy between the English version and the original Chinese
version or any differences in the interpretation of the two versions, the Chinese-language auditors’ report and
financial statements shall prevail.
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REPORT OF INDEPENDENT ACCOUNTANTS TRANSLATED FROM CHINESE

To the Board of Directors and Stockholders of Formosa Taffeta Co., Ltd.

Opinion

We have audited the accompanying balance sheets of Formosa Taffeta Co., Ltd. (the “Company”) as at
December 31, 2018 and 2017, and the related statements of comprehensive income, of changes in equity
and of cash flows for the years then ended, and notes to the financial statements, including a summary
of significant accounting policies.

In our opinion, based on our audits and the reports of other independent accountants, the accompanying
financial statements present fairly, in all material respects, the financial position of the Company as at
December 31, 2018 and 2017, and its financial performance and its cash flows for the years then ended
in accordance with the “Regulations Governing the Preparation of Financial Reports by Securities

Issuers”.

Basis for opinion

We conducted our audits in accordance with the “Regulations Governing Auditing and Attestation of
Financial Statements by Certified Public Accountants” and generally accepted auditing standards in the
Republic of China (ROC GAAS). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the Company in accordance with the Code of Professional Ethics for Certified Public
Accountants in the Republic of China (the “Code”), and we have fulfilled our other ethical
responsibilities in accordance with the Code. Based on our audits and the reports of other independent
accountants, we believe that the audit evidence we have obtained is sufficient and appropriate to provide

a basis for our opinion.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most significance in our
audit of the financial statements of the current period. These matters were addressed in the context of
our audit of the financial statements as a whole and, in forming our opinion thereon, we do not provide
a separate opinion on these matters.

Key audit matters for the Group’s consolidated financial statements of the current period are stated as
follows:

Valuation of allowance for uncollectible accounts

Description

Refer to Note 4(9) for accounting policy on financial assets impairment, Note 5(2) for accounting
estimates and assumption uncertainty in relation to accounts receivable, and Note 6(4) for details of
allowance for uncollectible accounts. As of December 31, 2018, the Company’s accounts receivable
amounted to NT$2,128,150 thousand (excluding allowance for bad debts amounting to NT$31,678
thousand), respectively.

The Company assesses the collectability of accounts receivable based on historical experience, known
reason or existing objective evidence. For those accounts which are considered uncollectible, the
Company recognizes impairment with a credit to accounts receivable. The Company examines the
reasonableness periodically. As the estimation of allowance for uncollectible accounts is subject to
management’s judgement, and given the significance of accounts receivable and allowance for
uncollectible accounts to the financial statements, we consider the valuation of allowance for
uncollectible accounts a key audit matter.

How our audit addressed the matter

Our procedures in relation to management’s assessment of the allowance for uncollectible accounts

included:

A. Evaluating the reasonableness of the estimates used by management to estimate the expected credit
losses of accounts receivable and obtaining relevant supporting documents, including: forward-
looking adjustments, accounting disputes, overdue status, post-account collections and indications
that show that the customer cannot repay the loan as scheduled;

B. Assessing the adequacy of allowance for uncollectible accounts estimated by management to
confirm whether the provision policy on allowance for uncollectible accounts has been consistently

applied in the comparative periods of financial statements and testing the related assessment to
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confirm the accuracy of ageing analysis of accounts receivable; and
C. Testing collections after the balance sheet date to check the adequacy of allowance for uncollectible

accounts.

Valuation of inventory

Description

Refer to Note 4(11) for accounting policy on inventory valuation, Note 5(3) for accounting estimates
and assumption uncertainty in relation to inventory valuation, and Note 6(5) for description of allowance
for inventory valuation losses. As of December 31, 2018, the Company’s inventory and allowance for
market value decline and obsolete and slow-moving inventories amounted to NT$5,334,258 thousand
and NT$440,522 thousand, respectively.

The Company is primarily engaged in fiber dyeing and finishing, manufacturing and sales of curtains.
As the textile manufacturing market is competitive, there is higher risk of incurring loss on inventory
valuation. The Company recognizes inventories at the lower of cost and net realizable value, and the net
realizable value is calculated based on the average price less estimated selling expenses. Since the
calculation of net realizable value involves subjective judgement and uncertainty and the inventory is

material to the financial statements, we consider the valuation of inventory a key audit matter.

How our audit addressed the matter

Our procedures in relation to management’s assessment of the allowance for inventory valuation losses

included:

A. Assessing the reasonableness of policies and procedures on allowance for inventory valuation loss,
including the reasonableness of classification of inventory in determining the net realizable value;

B. Understanding the inventory management procedures, examining and participating in annual
physical count and assessing the effectiveness of inventory management and inventory
classification determined by management; and

C. Checking the method in calculating the net realizable value of inventory and assessing the

reasonableness of allowance for valuation loss.
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Other matter - audits of the other independent accountants

We did not audit the financial statements of certain investments accounted for under the equity method.
The balance of these investments accounted for under the equity method amounted to NT$7,464,179
thousand and NT$7,133,622, constituting 9% and 8% of total assets as of December 31, 2018 and 2017,
respectively, and comprehensive income was NT$382,256 thousand and NT$412,764 thousand,
constituting 22% and 8% of total comprehensive income for the years then ended, respectively. The
financial statements of these investees were audited by other independent accountants whose reports
thereon have been furnished to us, and our opinion expressed herein, insofar as it relates to the amounts
included in the financial statements relative to these investees is based solely on the audit reports of the
other independent accountants.

Responsibilities of management and those charged with governance for the financial statements
Management is responsible for the preparation and fair presentation of the financial statements in
accordance with the “Regulations Governing the Preparation of Financial Reports by Securities Issuers”
and for such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, management is responsible for assessing the Company’s ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the
going concern basis of accounting unless management either intends to liquidate the Company or to
cease operations, or has no realistic alternative but to do so.

Those charged with governance, including members of the Audit Committee, are responsible for

overseeing the Company’s financial reporting process.

Auditor’s responsibilities for the audit of the financial statements

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

As part of an audit in accordance with ROC GAAS, we exercise professional judgment and maintain
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professional skepticism throughout the audit. We also:

A.

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

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

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

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

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

Obtain sufficient appropriate audit evidence regarding the financial information of the entities or
business activities within the Company to express an opinion on the financial statements. We are
responsible for the direction, supervision and performance of the group audit. We remain solely

responsible for our audit opinion.
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We communicate with those charged with governance regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal

control that we identify during our audit.

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

safeguards.

From the matters communicated with those charged with governance, we determine those matters that
were of most significance in the audit of the financial statements of the current period and are therefore
the key audit matters. We describe these matters in our auditor’s report unless law or regulation precludes
public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter
should not be communicated in our report because the adverse consequences of doing so would

reasonably be expected to outweigh the public interest benefits of such communication.

Wu, Han-Chi Chou, Chien-Hung

For and on behalf of PricewaterhouseCoopers, Taiwan
March 15, 2019

The accompanying parent company only 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 parent company only 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.

As the financial statements are the responsibility of the management, PricewaterhouseCoopers cannot accept any liability for
the use of, or reliance on, the English translation or for any errors or misunderstandings that may derive from the translation.

~279~



December 31, 2018 December 31, 2017

Assets Notes AMOUNT % AMOUNT %
Current assets
1100 Cash and cash equivalents 6(1) $ 1,447,966 2 9 851,569 1
1110 Financial assets at fair value 6(2)
through profit or loss - current - - 398 -
1120 Current financial assets at fair 6(3)

value through other

comprehensive income 1,717,779 2 - -
1125 Available-for-sale financial assets 12(4)

- current - - 1,911,496 2
1150 Notes receivable, net 109,709 - 114,555 -
1160 Notes receivable - related parties 7 4,429 - 13,007 -
1170 Accounts receivable, net 6(4) 2,128,150 3 1,948,346 3
1180 Accounts receivable - related 7

parties 220,365 - 194,371 -
1200 Other receivables 7 290,656 1 415,375 1
130X Inventory 6(5) 4,893,736 6 4,963,569 6
1410 Prepayments 92,227 - 149,485 -
1470 Other current assets 194,023 - 188,207 -
11XX Total current assets 11,099,040 14 10,750,378 13

Non-current assets
1517 Non-current financial assets at 6(3)

fair value through other

comprehensive income 40,556,651 50 - -
1523 Available-for-sale financial assets 12(4)

- non-current - - 43,363,486 51
1543 Financial assets carried at cost - 7 and 12(4)

non-current - - 266,009 -
1550 Investments accounted for under 6(6)

equity method 21,385,854 27 22,905,965 27
1600 Property, plant and equipment 6(7)and 7 6,785,900 8 7,432,389 9
1760 Investment property - net 7 473,658 1 498,499 -
1840 Deferred income tax assets 6(23) 79,023 - 124,629 -
1900 Other non-current assets 119,377 - 162,805 -
15XX Total non-current assets 69,400,463 86 74,753,782 87
1XXX Total assets $ 80,499,503 100§ 85,504,160 100

(Continued)
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December 31, 2018

December 31, 2017

Liabilities and Equity Notes AMOUNT % AMOUNT %
Current liabilities
2100 Short-term borrowings 6(8) $ - - 7,386 -
2110 Short-term notes and bills payable 6(9) - - 1,299,806 2
2120 Financial liabilities at fair value ~ 6(10)
through profit or loss - current 774 - - -
2150 Notes payable 127,600 - 135,455 -
2160 Notes payable - related parties 7 331,828 - 239,553 -
2170 Accounts payable 484,745 1 684,049 1
2180 Accounts payable - related parties 7 964,825 1 1,062,882 1
2200 Other payables 7 854,276 1 837,873 1
2230 Current income tax liabilities 6(23) 104,403 - 51,445 -
2300 Other current liabilities 85,154 - 90,457 -
21XX Total current liabilities 2,953,605 3 4,408,906 5
Non-current liabilities
2540 Long-term borrowings 6(11) 7,900,000 10 10,800,000 13
2570 Deferred income tax liabilities 6(23) 290,513 - 170,157 -
2600 Other non-current liabilities 6(12) 442,181 1 745,702 1
25XX Total non-current liabilities 8,632,694 11 11,715,859 14
2XXX Total liabilities 11,586,299 14 16,124,765 19
Equity
Share capital 6(13)
3110 Share capital - common stock 16,846,646 21 16,846,646 20
Capital surplus 6(14)
3200 Capital surplus 1,268,860 2 274,323 -
Retained earnings 6(15)
3310 Legal reserve 7,567,594 9 7,139,607 8
3320 Special reserve 2,214,578 3 2,214,578 3
3350 Unappropriated retained earnings 9,743,048 12 5,398,225 6
Other equity interest 6(16)
3400 Other equity interest 31,291,978 39 37,525,951 44
3500  Treasury stocks 6(13) ( 19,500) - 19,935) -
3XXX Total equity 68,913,204 86 69,379,395 81
Commitments and contingent
liabilities
Subsequent event
3X2X Total liabilities and equity $ 80,499,503 100 85,504,160 100
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Years ended December 31

2018 2017
Items Notes AMOUNT % AMOUNT %
4000 Sales revenue 6(17) and 7 $ 27,593,434 100§ 25,713,839 100
5000 Operating costs 6(5)(20)21)and 7  ( 25,442 ,866) ( 92) ( 23,215,460) ( 90)
5900 Net operating margin 2,150,618 8 2,498,379 10
Operating expenses 6(20)(21) and 7
6100 Selling expenses ( 1,397,836) ( 5) ( 1,396,951) ( S)
6200 General and administrative expenses ( 528,989) ( 2) ( 496,956) ( 2)
6000 Total operating expenses ( 1,926,825) ( 7) ( 1,893,907) ( 7)
6900 Operating profit 223,793 1 604,472 3
Non-operating income and expenses
7010 Other income 6(18) and 7 2,820,730 10 2,664,014 10
7020 Other gains and losses 6(19) and 7 924,798 3 ( 168,551) ( 1)
7050 Finance costs 6(22) ( 103,358) - ( 117,088) -
7070 Share of profit of associates and joint 6(6)
ventures accounted for using equity
method, net 1,389,799 ) 1,500,573 6
7000 Total non-operating income and
expenses 5,031,969 18 3,878,948 15
7900 Profit before income tax 5,255,762 19 4,483,420 18
7950 Income tax expense 6(23) ( 518,356) ( 2) ( 203,549) ( 1)
8200 Profit for the year $ 4,737,406 17 § 4,279,871 17
Other comprehensive income (net) 6(16)
Components of other comprehensive
income that will not be reclassified to
profit or loss
8311 Actuarial gains (losses) on defined
benefit plans $ 153,145 1 ($ 330,584) ( 1)
8316 Unrealized loss on valuation of 6(3)
financial assets at fair value through
other comprehensive income ( 2,635,914) ( 10) - -
8330 Share of other comprehensive loss of
associates and joint ventures
accounted for under equity method
that will not be reclassified to profit
or loss ( 693,862) ( 3) - -
8310 Other comprehensive income
that will not be reclassified to
profit or loss ( 3,176,631) ( 12) ( 330,584) ( 1)
Components of other comprehensive
income that will be reclassified to
profit or loss
8361 Financial statements translation
differences of foreign operations 154,507 1 ( 927,654) ( 4)
8362 Unrealized gain on valuation of 12(4)
available-for-sale financial assets - - 2,127,178 8
8380 Share of other comprehensive
income of associates and joint
ventures accounted for under equity
method that will be reclassified to
profit or loss 14,914 - - -
8360 Other comprehensive income
that will be reclassified to profit
or loss 169,421 1 1,199,524 4
8300 Total other comprehensive (loss)
income for the year ($ 3,007,210) ( 11) §$ 868,940 3
8500 Total comprehensive income for the
year $ 1,730,196 6 $ 5,148,811 20
Before Tax After Tax Before Tax After Tax
9750 Basic earnings per share 6(24) $ 3.12 $ 2.82 $ 2.66 $ 2.54
Assuming shares held by subsidiary are not deemed as treasury stock:
Basic earnings per share $ 3.12 $ 2.81 $ 2.66 $ 2.54
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CASH FLOWS FROM OPERATING ACTIVITIES
Profit before tax $ 5,255,762 $ 4,483,420
Adjustments
Adjustments to reconcile profit (loss)

Reversal of impairment of receivable - 1,995)
Reversal of expected credit loss ( 5,386 ) -
Depreciation (including depreciation on investment 6(7)(20) and 7

property) 740,702 804,763
Interest expense 6(22) 103,358 117,088
Interest income 6(18) ( 5,537) ( 1,883)
Dividend income 6(18) ( 2,531,826 ) ( 2,310,238 )
Loss (gain) on valuation of financial assets 6(2)(19) 398 ( 398 )
Loss on valuation of financial liabilities 6(10)(19) 774 -
Receipt of cash dividends from investment accounted

for under the equity method 893,308 898,499
Share of profit of subsidiaries and associates accounted 6(6)

for under the equity method ( 1,389,799 ) ( 1,500,573 )
Gain on disposal and scrap of property, plant and 6(19) and 7

equipment ( 870,873 ) ( 46,693 )
Unrealized (gain) loss on disposal and scrap of 6(19) and 7

property, plant and equipment, net ( 43,894 ) 1,078

Changes in operating assets and liabilities

Changes in operating assets

Notes receivable 4,846  ( 8,144 )

Notes receivable - related parties 8,578 ( 1,364 )

Accounts receivable, net ( 174,418 ) 4,368

Accounts receivable - related parties ( 25,994 ) 653

Other receivables 55,398  ( 67,673 )

Inventories 69,833 ( 599,219 )

Prepayments 57,258 318,583

Other current assets ( 5,816 ) ( 8,539)
Changes in operating liabilities

Notes payable ( 7,855) ( 25,869 )

Notes payable - related parties 92,275 109,847

Accounts payable ( 199,304 ) ( 180,892 )

Accounts payable - related parties ( 98,057 ) ( 51,877)

Other payables 34,188 ( 31,210)

Other current liabilities ( 5,303) 11,275

Other non-current assets ( 147,909 ) ( 347,246 )

Cash inflow generated from operations 1,804,707 1,565,761

Interest received 5,537 1,883
Dividends received 2,526,309 2,310,238
Interest paid ( 107,748 ) ( 120,511)
Income tax paid ( 230,114 ) ( 179)

Net cash flows from operating activities 3,998,691 3,757,192

(Continued)
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CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of available-for-sale financial assets

Proceeds from disposal of financial assets at fair value
through other comprehensive income

Proceeds from capital reduction of financial assets at fair
value through other comprehensive income

Acquisition of financial assets measured at cost

Proceeds from capital reduction of financial assets

measured at cost

Acquisition of investments accounted for under the equity

method

Proceeds from disposal of investments accounted for under

the equity method
Acquisition of property, plant, and equipment
Proceeds from disposal of property, plant and equipment
Decrease (increase) in other non-current assets
Net cash flows from (used in) investing activities
CASH FLOWS FROM FINANCING ACTIVITIES

Decrease in short-term borrowings

(Decrease) increase in short-term notes and bills payable
Increase in long-term borrowings
Payment of long-term borrowings
Cash dividends paid
Net cash flows used in financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents at beginning of year

Cash and cash equivalents at end of year

6(25)

6(15)

6(1)
6(1)
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(

- (% 85,852)
693,200 -
5,780 -
- ( 198,066 )
- 23,549
566,417 ) ( 585,073)
3,039,857 -
446,701 ) ( 570,916 )
1,236,614 86,080
43,428 ( 59,498 )
4,005,761  ( 1,389,776 )
7,386) ( 12,776 )
1,299,806 ) 299,979
1,600,000 10,900,000
4,500,000 ) ( 11,200,000 )
3,200,863 ) ( 2,526,997)
7,408,055 ) ( 2,539,794 )
596,397  ( 172,378 )
851,569 1,023,947
1,447,966 $ 851,569




FORMOSA TAFFETA CO., LTD.
NOTES TO THE PARENT COMPANY ONLY FINANCIAL STATEMENTS
YEARS ENDED DECEMBER 31, 2018 AND 2017

(Expressed in thousands of New Taiwan dollars, except as otherwise indicated)

1. HISTORY AND ORGANIZATION
(1) Formosa Taffeta Co., Ltd. (the “Company”) was incorporated on April 19, 1973 under the provisions

of the Company Law of the Republic of China (R.O.C.). Factories were established in Douliou City
of Yulin County, R.O.C. On December 24, 1985, the Company’s common stock was officially listed
on the Taiwan Stock Exchange Corporation.

The major operations of each department are as follows:

Business department Major activities
Primary department: Amine fabrics, polyester fabrics, cotton fabrics, blending
Fabrics, dyeing and others fabrics and umbrella ribs
Secondary department: Cord, plastics bags, refineries for gasoline, diesel, crude oil
Cord fabrics & petroleum and the related petroleum products, cotton fibers, blending

fibers and protection fibers
(2) Formosa Chemicals & Fiber Corp. has significant control over the Company since Formosa
Chemicals & Fiber Corp. holds over half of the Board seats after the stockholders’ meeting on June
27, 2008. Since June 27, 2008, Formosa Chemicals & Fiber Corp. became the Company’s parent
company and accordingly, the Company and its subsidiaries are included in its consolidated financial
statements.
(3) As of December 31, 2018 and 2017, the Company had 4,706 and 4,741 employees, respectively.
2. THE DATE OF AUTHORIZATION FOR ISSUANCE OF THE PARENT COMPANY ONLY
FINANCIAL STATEMENTS AND PROCEDURES FOR AUTHORIZATION
These parent company only financial statements were authorized for issuance by the Board of Directors
on March 15, 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 (“IFRS”) as endorsed by the Financial Supervisory Commission (“FSC”)

New standards, interpretations and amendments as endorsed by the FSC effective from 2018 are as
follows:

Effective date by
International
Accounting
New Standards, Interpretations and Amendments Standards Board

Amendments to IFRS 2, ‘ Classification and measurement of share-based  January 1, 2018
payment transactions’
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New Standards, Interpretations and Amendments

Effective date by
International

Accounting
Standards Board

Amendments to IFRS 4, ‘Applying IFRS 9, Financial instruments with
IFRS 4, Insurance contracts’

IFRS 9, ‘Financial instruments’

IFRS 15, ‘Revenue from contracts with customers’

Amendments to IFRS 15, ‘Clarifications to IFRS 15, Revenue from
contracts with customers’

Amendments to IAS 7, ‘Disclosure initiative’

Amendments to IAS 12, ‘Recognition of deferred tax assets for unrealised
losses’

Amendments to IAS 40, ‘Transfers of investment property’

IFRIC 22, ‘Foreign currency transactions and advance consideration’
Annual improvements to IFRSs 2014-2016 cycle - Amendments to IFRS 1,
‘First-time adoption of International Financial Reporting Standards’

Annual improvements to IFRSs 2014-2016 cycle - Amendments to IFRS
12, ‘Disclosure of interests in other entities’

Annual improvements to IFRSs 2014-2016 cycle - Amendments to IAS 28,

January 1, 2018
January 1, 2018
January 1, 2018
January 1, 2018

January 1, 2017
January 1, 2017

January 1, 2018
January 1, 2018
January 1, 2018
January 1, 2017

January 1, 2018

‘Investments in associates and joint ventures’

Based on the Company’s assessment, the major effects of the above standards and interpretations on
the Company’s financial condition and financial performance are summarized below:

A. IFRS 9, ‘Financial instruments’

(a) Classification of debt instruments is driven by the entity’s business model and the contractual
cash flow characteristics of the financial assets, which would be classified as financial asset at
fair value through profit or loss, financial asset measured at fair value through other
comprehensive income or financial asset at amortized cost. Equity instruments would be
classified as financial asset at fair value through profit or loss, unless an entity makes an
irrevocable election at inception to present subsequent changes in the fair value of an
investment in an equity instrument that is not held for trading in other comprehensive income.

(b) The impairment losses of debt instruments are assessed using an ‘expected credit loss’
approach. An entity assesses at each balance sheet date whether there has been a significant
increase in credit risk on that instrument since initial recognition to recognize 12-month
expected credit losses or lifetime expected credit losses (interest revenue would be calculated
on the gross carrying amount of the asset before impairment losses occurred); or if the
instrument has objective evidence of impairment, interest revenue after the impairment would
be calculated on the book value of net carrying amount (i.e. net of credit allowance). The
Company shall always measure the loss allowance at an amount equal to lifetime expected
credit losses for trade receivables that do not contain a significant financing component.

(c) The amended general hedge accounting requirements align hedge accounting more closely
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with an entity’s risk management strategy. Risk components of non-financial items and a group
of items can be designated as hedged items. The standard relaxes the requirements for hedge
effectiveness, removing the 80-125% bright line, and introduces the concept of ‘rebalancing’;
while its risk management objective remains unchanged, an entity shall rebalance the hedged
item or the hedging instrument for the purpose of maintaining the hedge ratio.

(d) The Company has elected not to restate prior period financial statements using the modified
retrospective approach under IFRS 9. For details of the significant effect as at January 1, 2018,
please refer to Note 12(4).

B. IFRS 15, ‘Revenue from contracts with customers’ and amendments

IFRS 15, ‘Revenue from contracts with customers’ replaces IAS 11, ‘Construction contracts’, IAS

18, ‘Revenue’ and relevant interpretations. According to IFRS 15, revenue is recognized when a

customer obtains control of promised goods or services. A customer obtains control of goods or

services when a customer has the ability to direct the use of, and obtain substantially all of the
remaining benefits from, the asset.

The core principle of IFRS 15 is that an entity recognizes revenue to depict the transfer of promised

goods or services to customers in an amount that reflects the consideration to which the entity

expects to be entitled in exchange for those goods or services. An entity recognizes revenue in
accordance with that core principle by applying the following steps:

Step 1: Identify contracts with customer

Step 2: Identify separate performance obligations in the contract(s)

Step 3: Determine the transaction price

Step 4: Allocate the transaction price

Step 5: Recognize revenue when the performance obligation is satisfied

Further, IFRS 15 includes a set of comprehensive disclosure requirements that requires an entity

to disclose sufficient information to enable users of financial statements to understand the nature,

amount, timing and uncertainty of revenue and cash flows arising from contracts with customers.
C. Amendments to IAS 7, ‘Disclosure initiative’

This amendment requires that an entity shall provide more disclosures related to changes in

liabilities arising from financing activities, including both changes arising from cash flows and

non-cash changes.

The Company expects to provide additional disclosure to explain the changes in liabilities arising

from financing activities.

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

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

follows:
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Effective date by

International
Accounting
New Standards, Interpretations and Amendments Standards Board
Amendments to IFRS 9, ‘Prepayment features with negative compensation’ January 1, 2019
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 and joint January 1, 2019
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
Company’s financial condition and financial performance based on the Company’s assessment.
IFRS 16, ‘Leases’
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.
The Company expects to recognize the lease contract of lessees in line with IFRS 16. However, the
Company does not intend to restate the financial statements of prior period (referred herein as the
“modified retrospective approach”). On January 1, 2019, ‘right-of-use asset’ and lease liability will
both be increased by $725,099.

(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
International
Accounting
New Standards, Interpretations and Amendments Standards Board
Amendments to IAS 1 and IAS 8, ‘Disclosure Initiative-Definition of January 1, 2020
Material’
Amendments to I[FRS 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’ International
Accounting Standards
Board
IFRS 17, ‘Insurance contracts’ January 1, 2021

The above standards and interpretations have no significant impact to the Company’s financial
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condition and financial performance based on the Company’s assessment.
4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The principal accounting policies applied in the preparation of these parent company only financial

statements are set out below. These policies have been consistently applied to all the periods presented,
unless otherwise stated.

(1) Compliance statement

The parent company only financial statements have been prepared in accordance with the

“Regulations Governing the Preparation of Financial Reports by Securities Issuers”, International
Financial Reporting Standards, International Accounting Standards, IFRIC Interpretations, and SIC
Interpretations as endorsed by the FSC (collectively referred herein as the “IFRSs”).

(2) Basis of preparation

A. Except for the following items, these parent company only financial statements have been prepared
under the historical cost convention:

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

(b) Financial assets at fair value through other comprehensive income/Available-for-sale financial
assets measured at fair value.

(c) Defined benefit liabilities recognized based on the net amount of pension fund assets and
unrecognized actuarial losses, and less unrecognized actuarial gains and present value of
defined benefit obligation.

B. The preparation of financial statements in conformity with International Financial Reporting
Standards, International Accounting Standards, IFRIC Interpretations, and SIC Interpretations as
endorsed by the FSC (collectively referred herein as the “IFRSs”) requires the use of certain
Ecritical accounting estimates. It also requires management to exercise its judgment in the process
of applying the Company’s accounting policies. The areas involving a higher degree of judgment
or complexity, or areas where assumptions and estimates are significant to the parent company
only financial statements are disclosed in Note 5.

C. In adopting IFRS 9 and IFRS 15 effective January 1, 2018, the Company has elected to apply
modified retrospective approach whereby the cumulative impact of the adoption was recognized
as retained earnings or other equity as of January 1, 2018 and the financial statements for the year
ended December 31, 2017 were not restated. The financial statements for the year ended
December 31,2017 were prepared in compliance with International Accounting Standard 39 (‘IAS
39’), International Accounting Standard 18 (‘IAS 18’) and related financial reporting
interpretations. Please refer to Notes 12(4) and (5) for details of significant accounting policies.

(3) Foreign currency translation

Items included in the financial statements of the Company are measured using the currency of the
primary economic environment in which the entity operates (the “functional currency”). These parent

company only financial statements are presented in New Taiwan Dollars, which is the Company’s
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functional and presentation currency.
A. Foreign currency transactions and balances

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

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

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

B. Translation of foreign operations

The operating results and financial position of all the company entities and associates that have a

functional currency different from the presentation currency are translated into the presentation

currency as follows:

(a) Assets and liabilities for each balance sheet presented are translated at the closing exchange
rate at the date of that balance sheet;

(b) Income and expenses for each statement of comprehensive income are translated at average
exchange rates of that period; and

(c) All resulting exchange differences are recognized in other comprehensive income.

(4) Classification of current and non-current items

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

classified as non-current assets:

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

(b) Assets held mainly for trading purposes;

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

(d) Cash and cash equivalents, excluding restricted cash and cash equivalents and those that are to
be exchanged or used to pay off liabilities more than twelve months after the balance sheet
date.
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B. Liabilities that meet one of the following criteria are classified as current liabilities; otherwise they
are classified as non-current liabilities:

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

(b) Liabilities arising mainly from trading activities;

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

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

(5) Cash equivalents

Cash equivalents refer to short-term, highly liquid investments that are readily convertible to known
amounts of cash and which are subject to an insignificant risk of changes in value. Time deposits that
meet the definition above and are held for the purpose of meeting short-term cash commitments in
operations are classified as cash equivalents.

(6) Financial assets at fair value through profit or loss
Effective 2018

A. Financial assets at fair value through profit or loss are financial assets that are not measured at

amortized cost or fair value through other comprehensive income.

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

C. At initial recognition, the Company measures the financial assets at fair value and recognizes the
transaction costs in profit or loss. The Company subsequently measures the financial assets at fair
value, and recognizes the gain or loss in profit or loss.

D. The Company recognizes the dividend income when the right to receive payment is established,
future economic benefits associated with the dividend will flow to the Company and the amount
of the dividend can be measured reliably.

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

Effective 2018

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

which are not held for trading, and for which the Company has made an irrevocable election at
initial recognition to recognize changes in fair value in other comprehensive income.

B. On aregular way purchase or sale basis, financial assets at fair value through other comprehensive
income are recognized and derecognized using trade date accounting.

C. At initial recognition, the Company measures the financial assets at fair value plus transaction
costs. The Company 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 as revenue when the right to receive
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payment is established, future economic benefits associated with the dividend will flow to the
Company and the amount of the dividend can be measured reliably.

(8) Accounts and notes receivable

A. Accounts and notes receivable entitle the Company a legal right to receive consideration in
exchange for transferred goods or rendered services.

B. The short-term accounts and notes receivable without bearing interest are subsequently measured
at initial invoice amount as the effect of discounting is immaterial.

(9) Impairment of financial assets

For financial assets at amortized cost including accounts receivable or contract assets that have a
significant financing component, at each reporting date, the Company recognizes the impairment
provision for 12 months expected credit losses if there has not been a significant increase in credit
risk since initial recognition or recognizes the impairment provision for the lifetime expected credit
losses (ECLs) if such credit risk has increased since initial recognition after taking into consideration
all reasonable and verifiable information that includes forecasts. On the other hand, for accounts
receivable or contract assets that do not contain a significant financing component, the Company
recognizes the impairment provision for lifetime ECLs.

(10) Derecognition of financial assets

The Company derecognizes a financial asset when one of the following conditions is met:

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

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

C. The contractual rights to receive cash flows of the financial asset have been transferred, and the
Company has not retained control of the financial asset.

(11) Inventories

Inventories are stated at the lower of cost and net realizable value. Cost is determined using the

weighted-average method. The cost of finished goods and work in process comprises raw materials,

direct labour, other direct costs and related production overheads (allocated based on normal

operating capacity). It excludes borrowing costs. The item by item approach is used in applying the

lower of cost and net realizable value. Net realizable value is the estimated selling price in the

ordinary course of business, less the estimated cost of completion and applicable variable selling

exXpenses.

(12) Investments accounted for using equity method / subsidiaries and associates
A. Subsidiaries refer to the entities (including special purpose entities) that the Company has control
over their financial and operating policies and own more than 50% of voting shares directly or
indirectly. The Company evaluates investments in subsidiaries accounted under equity method in
these parent company only financial statements.
B. Unrealized profit (loss) from the transactions between the Company and subsidiaries have been

offset. The accounting policies of the subsidiaries have been adjusted to ensure consistency with
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the polices of the Company.

C. The Company’s share of its subsidiaries’ post-acquisition profits or losses is recognized in profit
or loss, and its share of post-acquisition movements in other comprehensive income is recognized
in other comprehensive income.

D. Associates are all entities over which the Company has significant influence but not control. In
general, it is presumed that the investor has significant influence, if an investor holds, directly or
indirectly 20% or more of the voting power of the investee. Investments in associates are
accounted for using the equity method and are initially recognized at cost.

E. The Company’s share of its associates’ post-acquisition profits or losses is recognized in profit or
loss, and its share of post-acquisition movements in other comprehensive income is recognized
in other comprehensive income. When the Company’s share of losses in an associate equals or
exceeds its interest in the associate (including any other unsecured receivables), the Company
does not recognize further losses, unless it has incurred legal or constructive obligations or made
payments on behalf of the associate.

F. When changes in an associate’s equity do not arise from profit or loss or other comprehensive
income of the associate and such changes do not affect the Company’s ownership percentage of
the associate, the Company recognizes the Company’s share of change in equity of the associate
in ‘capital surplus’ in proportion to its ownership.

G. Unrealized gains on transactions between the Company and its associates are eliminated to the
extent of the Company’s interest in the associates. Unrealized losses are also eliminated unless
the transaction provides evidence of an impairment of the asset transferred. Accounting policies
of associates have been adjusted where necessary to ensure consistency with the policies adopted
by the Company.

H. In the case that an associate issues new shares and the Company does not subscribe or acquire
new shares proportionately, which results in a change in the Company’s ownership percentage of
the associate but maintains significant influence on the associate, then ‘capital surplus’ and
‘investments accounted for under the equity method’ shall be adjusted for the increase or decrease
of its share of equity interest.

I. When the Company disposes its investment in an associate and loses significant influence over
this associate, the amounts previously recognized as capital surplus in relation to the associate are
transferred to profit or loss.

J. Pursuant to the “Regulations Governing the Preparation of Financial Reports by Securities
Issuers,” profit (loss) of the current period and other comprehensive income in the parent
company only financial statements shall equal to the amount attributable to owners of the parent
in the consolidated financial statements. Owners’ equity in the parent company only financial
statements shall equal to equity attributable to owners of the parent in the consolidated financial

statements.
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(13) Property, plant and equipment

A.

B.

Property, plant and equipment are initially recorded at cost. Borrowing costs incurred during the
construction period are capitalised.

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

during the financial period in which they are incurred.

. Land is not depreciated. Other property, plant and equipment apply cost model and are

depreciated using the straight-line method to allocate their cost over their estimated useful lives.
Each part of an item of property, plant, and equipment with a cost that is significant in relation

to the total cost of the item must be depreciated separately.

. The assets’ residual values, useful lives and depreciation methods are reviewed, and adjusted if

appropriate, at each balance sheet date. If expectations for the assets’ residual values and useful
lives differ from previous estimates or the patterns of consumption of the assets’ future economic
benefits embodied in the assets have changed significantly, any change is accounted for as a
change in estimate under IAS 8, ‘Accounting Policies, Changes in Accounting Estimates and
Errors’, from the date of the change.

The estimated useful lives of property, plant and equipment are as follows:

Item Estimated useful lives
Buildings and structures 10 ~ 60 years
Machinery and equipment 5 ~ 20 years
Transportation equipment 5~ 10 years
Other equipment 2 ~ 15 years

(14) Investment property

An investment property is stated initially at its cost and measured subsequently using the cost model.

Except for land, investment property is depreciated on a straight-line basis over its estimated useful

life of 30 years.

(15) Impairment of non-financial assets

The Company assesses at each balance sheet date the recoverable amounts of those assets where

there is an indication that they are impaired. An impairment loss is recognized for the amount by

which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the

higher of an asset’s fair value less costs to sell or value in use. When the circumstances or reasons

for recognising impairment loss for an asset in prior years no longer exist or diminish, the

impairment loss is reversed. The increased carrying amount due to reversal should not be more than

what the depreciated or amortised historical cost would have been if the impairment had not been

recognized.
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(16) Borrowings
Borrowings comprise long-term and short-term bank borrowings. Borrowings are recognized

initially at fair value, net of transaction costs incurred. Borrowings are subsequently stated at
amortized cost; any difference between the proceeds (net of transaction costs) and the redemption
value is recognized in profit or loss over the period of the borrowings using the effective interest
method.

(17) Notes and accounts payable

A. Accounts payable are liabilities for purchases of raw materials, goods or services and notes
payable are those resulting from operating and non-operating activities.

B. The short-term notes and accounts payable without bearing interest are subsequently measured
at initial invoice amount as the effect of discounting is immaterial.

(18) Financial liabilities at fair value through profit or loss

A. Financial liabilities are classified in this category of held for trading if acquired principally for
the purpose of repurchasing in the short-term. Derivatives are also categorized as financial
liabilities held for trading unless they are designated as hedges.

B. At initial recognition, the Company measures the financial liabilities at fair value. All related
transaction costs are recognized in profit or loss. The Company subsequently measures these
financial liabilities at fair value with any gain or loss recognized in profit or loss.

(19) Derecognition of financial liabilities

A financial liability is derecognized when the obligation under the liability specified in the contract
is discharged or cancelled or expires.

(20) Offsetting financial instruments

Financial assets and liabilities are offset and reported in the net amount in the balance sheet when
there is a legally enforceable right to offset the recognized amounts and there is an intention to settle
on a net basis or realize the asset and settle the liability simultaneously.

(21) Financial guarantee contracts

A financial guarantee contract is a contract that requires the Company to make specified payments
to reimburse the holder for a loss it incurs because a specified debtor fails to make payment when
due in accordance with the original or modified terms of a debt instrument. At initial recognition,
the Company measures financial guarantee contracts at fair value and subsequently at the higher of
the amount of provisions determined by the expected credit losses and the cumulative gains that
were previously recognized.

(22) Employee benefits

A. Short-term employee benefits
Short-term employee benefits are measured at the undiscounted amount of the benefits expected
to be paid in respect of service rendered by employees in a period and should be recognized as
expenses in that period when the employees render service.

B. Pensions
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(a) Defined contribution plan
For defined contribution plan, the contributions are recognized as pension expenses when
they are due on an accrual basis. Prepaid contributions are recognized as an asset to the extent
of a cash refund or a reduction in the future payments.
(b) Defined benefit plan
1. Net obligation under a defined benefit plan is defined as the present value of an amount of
pension benefits that employees will receive on retirement for their services with the
Company in current period or prior periods. The liability recognized in the balance sheet
in respect of defined benefit pension plans is the present value of the defined benefit
obligation at the balance sheet date less the fair value of plan assets, together with
adjustments for unrecognized past service costs. The net defined benefit obligation is
calculated annually by independent actuaries using the projected unit credit method. The
rate used to discount is determined by using interest rates of government bonds (at the
balance sheet date) instead.
ii. Remeaurements arising on defined benefit plan are recognized in other comprehensive
income in the period in which they arise and recorded as retained earnings.
iii. Past service costs are recognized immediately in profit or loss.

C. Employees’ compensation and directors’ and supervisors’ remuneration
Employees’ compensation and directors’ and supervisors’ remuneration are recognized as
expense and liability, provided that such recognition is required under legal or constructive
obligation and those amounts can be reliably estimated. Any difference between the resolved
amounts and the subsequently actual distributed amounts is accounted for as changes in estimates.
If employee compensation is paid by shares, the Group calculates the number of shares based on
the closing price at the previous day of the board meeting resolution.

(23) Income tax

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

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

C. Deferred income tax is recognized, using the balance sheet liability method, on temporary

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

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

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

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

(24) Share capital

Where the Company repurchases the Company’s equity share capital that has been issued, the

consideration paid, including any directly attributable incremental costs (net of income taxes) is

deducted from equity attributable to the Company’s equity holders. Where such shares are
subsequently reissued, the difference between their book value and any consideration received, net
of any directly attributable incremental transaction costs and the related income tax effects, is
included in equity attributable to the Company’s equity holders.

(25) Dividends

Dividends are recorded in the Company’s financial statements in the period in which they are

approved by the Company’s shareholders. Cash dividends are recorded as liabilities.

(26) Revenue recognition

A. The Company manufactures and sells various fabrics and renders services as an oil distributor
Sales are recognized when control of the products has transferred, being when the products are
delivered to the customer, the customer has full discretion over the channel and price to sell the

products, and there is no unfulfilled obligation that could affect the wholesaler’s acceptance of
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the products. Delivery occurs when the products have been shipped to the specific location, the
risks of obsolescence and loss have been transferred to the customer, and either the customer has
accepted the products in accordance with the sales contract, or the Company has objective
evidence that all criteria for acceptance have been satisfied.

B. Revenue is measured at the fair value of the consideration received or receivable taking into
account business tax, returns, rebates and discounts for the sale of goods to external customers
in the ordinary course of the Company’s activities.

C. A receivable is recognized when the goods are delivered as this is the point in time that the
consideration is unconditional because only the passage of time is required before the payment
is due.

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

The preparation of these parent company only financial statements requires management to make critical

judgements in applying the Company’s accounting policies and make critical assumptions and estimates
concerning future events. Assumptions and estimates may differ from the actual results and are
continually evaluated and adjusted based on historical experience and other factors. Such assumptions
and estimates have a significant risk of causing a material adjustment to the carrying amounts of assets
and liabilities within the next financial year; and the related information is addressed below:

(1) Impairment assessment of investments accounted for using equity method

The Company assesses the impairment of an investment accounted for using equity method as soon
as there is any indication that it might have been impaired and its carrying amount cannot be
recovered. The Company assesses the recoverable amount of an investment accounted for under the
equity method based on the present value of the Company’s share of expected future cash flows of
the investee, and analyses the reasonableness.

(2) Impairment valuation of accounts receivable

In evaluating impairment, the Company determines future recoverability of accounts receivable based
on subjective judgement and estimates, taking into consideration the customer’s financial condition,
internal credit rating, and historical transaction records. If the future indicators decline, the

impairment of accounts receivable may be significant.

(3) Evaluation of inventories

As inventories are stated at the lower of cost and net realizable value, the Company must determine
the net realizable value of inventories on balance sheet date using judgements and estimates. Due to
the rapid technology innovation, the Company evaluates the amounts of normal inventory
consumption, obsolete inventories or inventories without market selling value on balance sheet date,
and writes down the cost of inventories to the net realizable value. Such an evaluation of inventories
is principally based on the demand for the products within the specified period in the future. Therefore,
there might be material changes to the evaluation.

As of December 31, 2018, the carrying amount of inventories was $4,893,736.
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6. DETAILS OF SIGNIFICANT ACCOUNTS
(1) Cash and cash equivalents

December 31, 2018 December 31, 2017

Cash on hand and petty cash $ 137,858 $ 127,882
Checking accounts and demand deposits 716,435 583,406
Cash equivalents - Commercial paper 593,673 140,281

$ 1,447,966 $ 851,569

A. The Company associates with a variety of financial institutions all with high credit quality to
disperse credit risk, so it expects that the probability of counterparty default is remote.
B. The Company has no cash and cash equivalents pledged to others.

(2) Financial assets at fair value through profit or loss

Items December 31, 2018 December 31, 2017

Current items:
Forward foreign exchange contracts $ -3 398

A. For the years ended December 31, 2018 and 2017, the Company recognized ($398) and $398 in
profit or loss in relation to financial assets at fair value through profit or loss, respectively.
B. The Company entered into contracts relating to derivative financial assets which were not

accounted for under hedge accounting. The information is listed below:

December 31, 2017

Derivative Contract Amount
Instruments (Notional Principal) Contract Period

Current items:
Forward foreign exchange contracts
Taipei Fubon Bank JPY 192,020  2017.11~2018.02
The forward exchange contracts are buy and sell to hedge the change of exchange rate due to
import and export transactions, but not adopting hedge accounting.

C. Information relating to credit risk of financial assets at fair value through profit or loss is provided

in Note 12(2).
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(3) Financial assets at fair value through other comprehensive income

Effective 2018
Items December 31, 2018
Current items:
Equity instruments
Listed stocks $ 900,285
Unlisted stocks 100,000
1,000,285
Valuation adjustment 717,494
$ 1,717,779
Non-current items:
Equity instruments
Listed stocks $ 8,163,125
Unlisted stocks 403,790
8,566,915
Valuation adjustment 31,989,736
$ 40,556,651

A. The Company has elected to classify equity investments that are considered to be steady dividend
income as financial assets at fair value through other comprehensive income. The fair value of
such investments amounted to $42,274,430 as at December 31, 2018.

B. Aiming to satisfy the operating capital needs, the Company sold its equity investment in Nan Ya
Technology Corp. at fair value of $696,277 which resulted in loss on disposal of ($1,810,626)
during the year ended December 31, 2018 which was reclassified to retained earnings.

C. Amounts recognized in profit or loss and other comprehensive income in relation to the financial

assets at fair value through other comprehensive income are listed below:

Year ended December 31, 2018

Equity instruments at fair value through
other comprehensive income

Fair value change recognized in other

comprehensive income $ 2,635,914)
Cumulative losses reclassified to

retained earnings due to derecognition
(including the portion attributable to
non-controlling interest) S 1,813,704)

D. As at December 31, 2018, without taking into account any collateral held or other credit
enhancements, the maximum exposure to credit risk in respect of the amount that best represents
the financial assets at fair value through other comprehensive income held by the Company was
$42,274,430.

E. Information relating to credit risk of financial assets at fair value through other comprehensive
income is provided in Note 12(2).

F. Information on available-for-sale financial assets and financial assets at cost as of December 31,
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2017 is provided in Note 12(4).

(4) Notes and accounts receivable

December 31, 2018 December 31, 2017

Notes receivable $ 109,709 $ 114,555

Accounts receivable $ 2,159,828 $ 1,985,410

Less: Allowance for uncollectible accounts ( 31,678) ( 37,064)
$ 2,128,150 $ 1,948,346

A. The ageing analysis of notes and accounts receivable are as follows:

December 31, 2018 December 31, 2017

Not past due $ 2,222,050 $ 2,046,580
Up to 30 days 28,939 42,773
31 to 90 days 17,818 6,944
Over 90 days 730 3,668

$ 2,269,537 $ 2,099,965

The above ageing analysis was based on past due date.

B. As at December 31, 2018 and 2017, without taking into account any collateral held or other credit
enhancements, the maximum exposure to credit risk in respect of the amount that best represents
the Company’s notes and accounts receivable were $2,269,537 and $2,099,965 respectively.

C. Information relating to credit risk of accounts receivable and notes receivable is provided in Note
12(2).

(5) Inventories

December 31, 2018
Allowance for

Cost valuation loss Book value
Raw materials $ 471,312 ($ 9,898) $ 461,414
Supplies 66,872 ( 1,287) 65,585
Work in process 1,835,698 - 1,835,698
Finished goods 2,409,232 ( 429,337) 1,979,895
Merchandise inventory 159,786 - 159,786
Materials in transit 251,557 - 251,557
Outsourced processed
materials 139,801 - 139,801
$ 5,334,258 ($ 440,522) $ 4,893,736
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December 31, 2017
Allowance for

Cost valuation loss Book value
Raw materials $ 435,007 ($ 8,283) $ 426,724
Supplies 73,480 ( 5,309) 68,171
Work in process 1,710,500 - 1,710,500
Finished goods 2,212,326 ( 230,286) 1,982,040
Merchandise inventory 286,276 - 286,276
Materials in transit 369,828 - 369,828
Outsourced processed
materials 120,030 - 120,030
$ 5,207,447 ($ 243,878) $ 4,963,569
The cost of inventories recognized as expense for the years ended December 31, 2018 and 2017 were
as follows:
Years ended December 31,
2018 2017
Cost of inventories sold $ 25,252,173  $ 23,211,459
Loss on inventory valuation 196,644 24,564
Others (Note) ( 5,951) ( 20,563)
$ 25,442,866 $ 23,215,460

Note: Others consist of inventory overage/shortage and disposal of scrap and defective materials.

(6) Investments accounted for using equity method

A. List of long-term investments

December 31, 2018 December 31, 2017

Formosa Advanced Technologies Co., Ltd. $ 5,350,424  $ 7,347,846
Formosa Taffeta (Cayman) Limited 5,524,284 5,490,420
Formosa Taffeta Dong Nai Co., Ltd. 2,281,893 2,228,212
Formosa Industry Co., Ltd. 2,008,842 1,938,483
Taffeta (Zhong Shan) Co, Ltd. 1,695,852 1,635,550
Formosa Taffeta Vietnam Co., Ltd. 1,963,366 1,806,539
Formosa Taffeta (Hong Kong) Co., Ltd. 1,133,880 1,092,248
Quang Viet Enterprise Co., Ltd. 1,191,261 1,149,965
Formosa Development Co., Ltd. 217,235 206,279
Schoeller F.T.C. (Hong Kong) Co., Ltd. 5,663 4,217
Xiamen Xiangyu Formosa Import & Export
Trading Co., Ltd. 13,154 6,206
$ 21,385,854 $ 22,905,965
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B. The investment income (loss) on subsidiaries and associates accounted for using equity method

for the years ended December 31, 2018 and 2017 was as follows:

Years ended December 31,

2018 2017

Formosa Advanced Technologies Co., Ltd. $ 838,593 § 914,979
Quang Viet Enterprise Co., Ltd. 116,954 112,417
Formosa Taffeta Vietnam Co., Ltd. 139,974 163,188
Formosa Industry Co., Ltd. 121,457 77,090
Formosa Development Co., Ltd. 13,708 11,313
Taffeta (Zhong Shan) Co, Ltd. 94,273 72,999
Formosa Taffeta Dong Nai Co., Ltd. ( 5,943) 57,981
Schoeller F.T.C. (Hong Kong) Co., Ltd. 3,103 2,653
Formosa Taffeta (Hong Kong) Co., Ltd. 60,477 89,049
Xiamen Xiangyu Formosa Import & Export
Trading Co., Ltd. 7,203 ( 959)
Formosa Taffeta (Cayman) Limited - ( 137)

$ 1,389,799 $ 1,500,573

Except for the investee companies, Formosa Advanced Technologies Co., Ltd., Formosa Taffeta
(Zhong Shan) Co., Ltd., Formosa Taffeta (Cayman) Co., Ltd., Formosa Taffeta (Hong Kong) Co.,
Ltd. and its subsidiary, Formosa Taffeta (Changshu) Co., Ltd., Formosa Development Co., Ltd.
and its subsidiary, Public More Internation Ltd. (established in 2017), the investment income or
loss for the years ended December 31, 2018 and 2017 was based on the investees’ financial
statements audited by other auditors.

C. The share of income of subsidiaries and associates accounted for using equity method of $382,748
and $412,370 for the years ended December 31, 2018 and 2017, respectively, were based on the
audited financial statements of the investee companies.

D. Subsidiaries
(a) Information on the Company’s subsidiaries is provided in Note 4(3) of the Company’s 2018

consolidated financial statements.
(b) As at December 31, 2018 and 2017, the Company’s common stocks owned by its subsidiary,
Formosa Development Co., Ltd., were 2,243,228 and 2,293,228 shares, respectively, treated

as treasury stock.

E. Associates
(a) The financial information of the Company’s principal associates is summarized below:
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Shareholding ratio

Principal place December 31, December 31, Nature of Method of
Company name of business 2018 2017 relationship measurement
lézrmft? Industry Vietnam 10.00% 10.00% Associate  Equity method
Etléang Yueh Co., Taiwan 17.99% 17.92% Associate  Equity method

(b) As the Company is a director of Formosa Industry Co., Ltd. and Quang Viet Enterprise Co.,

Ltd., it exercises significant influence over its operations. Accordingly, Formosa Industry Co.,

Ltd. and Quang Viet Enterprise Co., Ltd. are accounted for using equity method.

(c) The financial information of the Company’s

Balance sheets

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Total net assets

Share in associate’s net assets
Difference
Carrying amount of the associate

Current assets
Non-current assets
Current liabilities
Non-current liabilities
Total net assets

Share in associate’s net assets
Difference
Carrying amount of the associate

Statements of comprehensive income

Revenue

Profit for the year from continuing
operations

(Total comprehensive income)
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principal associates is summarized below:

Formosa Industry Co., Ltd.
December 31, 2018 December 31, 2017

$ 12,272,938 ' $ 9,291,100
21,232,063 20,614,037

( 11,529,804) ( 5,965,869)
( 2,749,255) ( 5,439,066)
$ 19225942 $ 18,500,202
$ 1,922,594 $ 1,850,020
86,248 88,463

$ 2,008,842 $ 1,938,483

Quang Viet Enterprise Co., Ltd.
December 31, 2018 December 31, 2017

$ 7,605,631 $ 5,987,697
3,222,091 2,705,609
( 3,043,953) ( 2,064,121)
( 329,187) ( 52,152)
$ 7,454,582 $ 6,577,033
$ 1,341,079 $ 1,178,604
( 149,818) ( 28,639)
$ 1,191,261 $ 1,149,965
Formosa Industry Co., Ltd.
Year ended Year ended
December 31, 2018 December 31, 2017
$ 31,560,607 $ 25,827,459
$ 1,202,739 $ 806,833




Quang Viet Enterprise Co., Ltd.

Year ended Year ended
December 31, 2018 December 31, 2017
Revenue $ 13,280,633 $ 10,203,655
Profit for the year from continuing 849,357 546,996
operations
Other comprehensive income (loss) 9 ( 110,617)
Total comprehensive income $ 849,366 $ 436,379

F. The significant associate, Kuang Yueh Co., Ltd., has quoted market prices. As of December 31,
2018 and 2017, the fair value was $1,952,512 and $2,426,693, respectively.

G. Investment in Formosa Advanced Technologies Co., Ltd. has quoted market price and the fair
value was $6,564,871 and $9,135,108 as of December 31, 2018 and 2017, respectively.

H. The Company sold 84,022 thousand shares of Formosa Advanced Technologies Co., Ltd. at fair
value of $3,039,857 on July 23, 2018, resulting in gain on disposal of $980,948 in 2018 which

was reclassified to retained earnings, causing the decline in shareholding ratio to 46.68%.
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A. Borrowing costs capitalized as part of property, plant and equipment and the range of the interest
rates for such capitalization are as follows:

Years ended December 31,

2018 2017
Amount capitalized $ 2,733 $ 3,485
Interest rate 0.98%~1.04% 0.97%~1.03%
B. The components and useful lives of property, plant and equipment are as follows:

Items Significant components Estimated useful lives
Buildings Factory and gasoline stations 10 ~ 60 years
Machinery and equipment Impregnating machine, dyeing machine 5 ~ 20 years

and other machinery equipment

Transportation equipment Pallet trucks and fork lift trucks 5 ~ 10 years
Other equipment Cogeneration power generation equipment 2~ 15 years

C. Certain regulations restrict ownership of land to individuals, thus, the title of land which the
Company has acquired for future plant expansion is under the name of third parties but the titles
were transferred and mortgaged by the Company. As of December 31,2018 and 2017, the amount
of titles mortgaged to the Company was $808,300.

(8) Short-term borrowings

Type of borrowings December 31, 2018 Interest rate range Collateral
Bank borrowings
Purchase loans $ - - -
Type of borrowings December 31, 2017 Interest rate range Collateral
Bank borrowings
Purchase loans $ 7,386 0.32%~0.36% -

(9) Short-term notes and bills payable

December 31, 2018 December 31, 2017

Commercial papers payable $ -3 1,300,000
Less: Commercial papers payable discount - ( 194)

$ -3 1,299,806
Interest rate - 0.56%

As at December 31, 2017, the abovementioned commercial papers payable are guaranteed by
International Bills Finance Corporation, etc.

(10) Financial liabilities at fair value through profit or loss - current

Items December 31, 2018
Financial liabilities held for trading
Forward foreign exchange contracts $ 774

A. The Company recognized net loss of $774 and $0 on financial liabilities held for trading for the
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years ended December 31, 2018 and 2017, respectively.
B. Explanations of the transactions and contract information in respect of derivative financial

liabilities that the Company does not adopt hedge accounting are as follows:

December 31, 2018

Derivative Financial Contract Amount Contract
Liabilities (Notional Principal) Period

Current items:
Forward foreign exchange contracts

Taipei Fubon Bank JPY 50,000,000 2018.12~2019.2
Taipei Fubon Bank JPY 56,680,000 2018.12~2019.2
Chang Hwa Bank JPY 50,000,000 2018.12~2019.1
Chang Hwa Bank JPY 50,210,000 2018.12~2019.1

The Company had no financial liabilities held for trading on December 31, 2017.

The Company entered into forward foreign exchange contracts to hedge exchange rate risk of
assets and liabilities denominated in foreign currencies. However, these forward foreign
exchange contracts do not meet all conditions of hedge accounting and are not accounted for
under hedge accounting.

(11) Long-term borrowings

December 31, 2018 December 31, 2017

Credit borrowing $ 7,900,000 $ 10,800,000
Interest rate 0.98%~1.04% 1.00%~1.05%
(12) Pensions

A. (a) The Company has a defined benefit pension plan in accordance with the Labor Standards Law,
covering all regular employees’ service years prior to the enforcement of the Labor Pension
Act on July 1, 2005 and service years thereafter of employees who chose to continue to be
subject to the pension mechanism under the Law. Under the defined benefit pension plan, two
units are accrued for each year of service for the first 15 years and one unit for each additional
year thereafter, subject to a maximum of 45 units. Pension benefits are based on the number
of units accrued and the average monthly salaries and wages of the last 6 months prior to
retirement. The Company contributes monthly an amount equal to 2% of the employees’
monthly salaries and wages to the retirement fund deposited with Bank of Taiwan, the trustee,
under the name of the independent retirement fund committee. Also, the Company would
assess the balance in the aforementioned labor pension reserve account by December 31,
every year. If the account balance is not enough to pay the pension calculated by the
aforementioned method to the employees expected to qualify for retirement in the following

year, the Company will make contribution for the deficit by next March.
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(b) The amounts recognized in the balance sheet are determined as follows:

December 31, 2018 December 31, 2017

Present value of defined benefit

obligations $ 2,500,851 $ 2,789,932
Fair value of plan assets ( 2,068,801) ( 2,055,899)
Net defined benefit liability $ 432,050 $ 734,033
(c) Movements in net defined benefit liabilities are as follows:
Present value of
defined Fair value of Net defined
benefit obligations plan assets benefit liability
Year ended December 31, 2018
Balance at January 1 $ 2,789,932 ($ 2,055,899) § 734,033
Current service cost 29,226 - 29,226
Interest expense (income) 34,874 ( 26,293) 8,581
2,854,032 ( 2,082,192) 771,840
Remeasurements:
Return on plan assets
(excluding amounts included in
interest income or expense) - ( 55,693) ( 55,693)
Experience adjustments ( 99,918) - ( 99,918)
( 99,918) ( 55,693) ( 155,611)
Pension fund contribution - ( 180,776) ( 180,776)
Paid pension ( 253,263) 249,860 ( 3,403)
Balance at December 31 $ 2,500,851 ($ 2,068,801) $ 432,050
Present value of
defined Fair value of Net defined
benefit obligations plan assets benefit liability
Year ended December 31, 2017
Balance at January 1 $ 2,635,292 ($ 1,885,026) $ 750,266
Current service cost 31,452 - 31,452
Interest expense (income) 32,941 ( 24,238) 8,703
2,699,685 ( 1,909,264) 790,421
Remeasurements:
Return on plan assets
(excluding amounts included in
interest income or expense) - 10,450 10,450
Experience adjustments 316,171 - 316,171
316,171 10,450 326,621
Pension fund contribution - ( 373,420) ( 373,420)
Paid pension ( 225,924) 216,335 ( 9,589)
Balance at December 31 $ 2,789,932 ($ 2,055,899) $ 734,033
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(d) The Bank of Taiwan was commissioned to manage the Fund of the Company’s defined benefit
pension plan in accordance with the Fund’s annual investment and utilisation plan and the
“Regulations for Revenues, Expenditures, Safeguard and Utilisation of the Labor Retirement
Fund” (Article 6: The scope of utilisation for the Fund includes deposit in domestic or foreign
financial institutions, investment in domestic or foreign listed, over-the-counter, or private
placement equity securities, investment in domestic or foreign real estate securitization
products, etc.). With regard to the utilisation of the Fund, its minimum earnings in the annual
distributions on the final financial statements shall be no less than the earnings attainable from
the amounts accrued from two-year time deposits with the interest rates offered by local banks.
If the earning is less than aforementioned rates, government shall make payment for the deficit
after being authorized by the Regulator. The Company has no right to participate in managing
and operating that fund and hence the Company is unable to disclose the classification of plan
asset fair value in accordance with IAS 19 paragraph 142. The composition of fair value of
plan assets as of December 31, 2018 and 2017 is given in the Annual Labor Retirement Fund
Utilisation Report announced by the government.

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

Years ended December 31,

2018 2017
Discount rate 1.25% 1.25%
Future salary increases 1.00% 1.00%

Assumptions regarding future mortality experience are set based on the Taiwan Standard
Ordinary Experience Mortality Table for the years ended December 31, 2018 and 2017,
respectively.

Because the main actuarial assumption changed, the present value of defined benefit

obligation is affected. The analysis was as follows:

Discount rate Future salary increases
Increase Decrease Increase Decrease
0.25% 0.25% 1.00% 1.00%

December 31, 2018
Effect on present value of
defined benefit obligation ($ 31,086) $ 32,308 $ 139,373 (§ 122,059)

December 31, 2017
Effect on present value of
defined benefit obligation ($ 36,610) $ 38,067 $ 167,805 ($ 146,598)

The sensitivity analysis above was arrived at based on one assumption which changed while
the other conditions remain unchanged. In practice more than one assumption may change all
at once. The method of analysing sensitivity and the method of calculating net pension liability
in the balance sheet are the same.
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(f) For the aforementioned pension plan, the Group recognized pension costs of $37,807 and
$40,155 for the years ended December 31, 2018 and 2017, respectively.
(g) Expected contributions to the defined benefit pension plan of the Company for the year
ending December 31, 2019 are $83,938.
(h) As of December 31, 2018, the weighted average duration of that retirement plan is 8 years.
B. (a) Effective July 1, 2005, the Company has 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 contributes 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.
(b) The pension costs under the defined contribution pension plan of the Company for the years
ended December 31, 2018 and 2017 were $74,523 and $72,370, respectively.
(13) Share capital
A. As of December 31, 2018, the Company’s authorized and issued capital was $16,846,646,
consisting of 1,684,665,000 shares of common stocks, with a par value of $10 per share.
B. For the years ended December 31, 2018 and 2017, changes in treasury stocks are as follows (in

thousands of shares):

2018
Investee Beginning Disposal Ending
Reason for reacquisition  company Shares Additions (Note) Shares
Long-term equity
investment transferred
to treasury stock for
parent company’s Formosa
shares held by Development
subsidiaries Co., Ltd. 2,293 - ( 50) 2,243
2017
Investee Beginning Disposal Ending
Reason for reacquisition  company Shares Additions (Note) Shares
Long-term equity
investment transferred
to treasury stock for
parent company’s Formosa
shares held by Development
subsidiaries Co., Ltd. 2,473 - ( 180) 2,293

Note: For the years ended December 31, 2018 and 2017, the subsidiary company disposed its
investment in the Company of 50,000 shares and 180,000 shares and generated capital
surplus of $1,041 and $2,891, respectively.
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C. The abovementioned treasury stocks were acquired by the subsidiary, Formosa Development Co.,

Ltd., for investment purposes.

(14) Capital surplus

Pursuant to the R.O.C. Company Act, capital surplus arising from paid-in capital in excess of par

value on issuance of common stocks and donations can be used to cover accumulated deficit or to

issue new stocks or cash to shareholders in proportion to their share ownership, provided that the

Company has no accumulated deficit. Further, the R.O.C. Securities and Exchange Law requires

that the amount of capital surplus to be capitalised mentioned above should not exceed 10% of the

paid-in capital each year. Capital surplus should not be used to cover accumulated deficit unless the

legal reserve is insufficient.
2018

Difference between
Treasury consideration and carrying Donated

Changes in net equity of

associates and joint

share amount of subsidiaries assets  ventures accounted for

transactions  acquired or disposed  received  under equity method Other
At January 1 $ 19,899 $ 545 $2,032 $ 250,345 $ 1,502
Disposal of treasury shares 1,041 ; - -
Adjustment of cash dividends
paid to consolidated subsidiaries 4,357 - - - -
Changes in the net interest of
associates recognized under the
equity method - - - 5,264 -
Difference between consideration
and carrying amount of
subsidiaries acquired - 1,105 - 980,948 -
Expired cash dividends
transferred to capital surplus - - - - 1,822
At December 31 § 25297 § 1,650 $2,032 § 1,236,557 $3,324

2017
Difference between Changes in net equity of
Treasury consideration and carrying Donated  associates and joint
share amount of subsidiaries assets  ventures accounted for

transactions  acquired or disposed  received  under equity method Other
At January 1 $ 13,569 $ 545 $2,032 § 250,312 $ -
Disposal of treasury shares 2,891 - - - -
Adjustment of cash dividends
paid to consolidated subsidiaries 3,439 - - - -
Changes in the net interest of
associates recognized under the
equity method - - - 33 -
Expired cash dividends
transferred to capital surplus - - - - 1,502
At December 31 § 19,899 § 545 $2,032 $ 250,345 $ 1,502

(15) Retained earnings

A. According to the R.O.C. Securities Exchange Law No. 41, a company should reserve the amount
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equal to any valuation or contra-account in the stockholders' equity in the fiscal year from the
net income and prior unappropriated earnings as special reserve. If the valuation or contra-
account in stockholders' equity belongs to prior periods, the same amount from prior period
earnings should be considered special reserve and cannot be distributed. The special reserve
includes: 1) reserve for special purposes, ii) investment income recognized under the equity
method, iii) net proceeds from the recognition of financial asset transactions; only when the
accumulated value decreases should the special reserve be adjusted by the same amount, subject
to the provisions in this section; and iv) other special reserves set out by legal provisions.
According to the R.O.C. Company Law and the Company’s Articles of Incorporation, the annual
net income should be used initially to cover any accumulated deficit; 10% of the annual net
income should be set aside as legal reserve and special reserve. The remaining balance shall be
distributed to shareholders according to their shareholding percentage.

B. The Company’s dividend policy is summarized below:

As the Company operates in a volatile business environment and is in the stable growth stage,
the dividend policy includes cash dividends, stock dividends and capital increase by earnings
recapitalization. At least 50% of the Company’s distributable earnings shall be appropriated as
dividends after deducting the legal reserve and special reserves. The Company would prefer
distributing cash dividends. However, if significant investment measures are taken or the
Company’s financial structure needs to be improved, part of the dividends would be in the form
of stock dividends but not to exceed 50% of the total dividends.

C. Except for covering accumulated deficit or issuing new stocks or cash to shareholders in
proportion to their share ownership, the legal reserve shall not be used for any other purpose.
The use of legal reserve for the issuance of stocks or cash to shareholders in proportion to their
share ownership is permitted, provided that the distribution of the reserve is limited to the portion
in excess of 25% of the Company’s paid-in capital.

D. The appropriations of 2017 and 2016 earnings had been resolved at the stockholders’ meeting on

June 22, 2018 and June 23, 2017, respectively. Details are summarized below:

2017 2016
Dividends Dividends
per share per share
Amount (in dollars) Amount (in dollars)
Legal reserve $ 427,987 $ 348,129
Special reserve - 506,036
Cash dividends 3,200,863 $ 1.90 2,526,997 $ 1.50
$ 3,628,850 $ 3,381,162

E. As of December 31, 2018 and 2017, unpaid stock dividends amounted to $9,455 and $8,444,
respectively.

F. The appropriations of 2018 earnings had been resolved by the Board of Directors on March 15,
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2019. Details are summarized below:

2018
Dividends
per share
Amount (in dollars)
Legal reserve $ 473,741
Cash dividends 3,537,796 $ 2.10

As of March 15, 2019, the above appropriations of 2018 earnings have not yet been resolved by
the shareholders.
G. For information relating to employees’ compensation and directors’ and supervisors’
remuneration, please refer to Note 6(21).
(16) Other equity items

Unrealized gains Currency
on valuation translation
January 1, 2018 $ 38,440,218 ($ 914,267)
Retrospective adjustments ( 4,760,072) -
January 1, 2018 after adjustments 33,680,146 ( 914,267)
Revaluation
— Parent company ( 2,635,914) -
— Associates ( 693,862) -
Revaluation transferred to
retained earnings
— Parent company 1,810,626 -
— Associates ( 5,366) -
Difference of currency translation
— Parent company - 154,507
— Associates - 14,914
Difference between consideration
and carrying amount of subsidiaries
aquired or disposed ( 118,806) -
December 31, 2018 $ 32,036,824 ($ 744,846)
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January 1, 2017
Change in unrealized gain or loss

on available-for-sale financial assets

— Parent company

— Subsidiaries and associates
Difference in long-term equity
investment from financial
statements translation differences
of foreign operations

— Parent company

— Associates
December 31, 2017

(17) Operating revenue

Sales revenue
Service revenue

Currency

Hedging reserve translation
$ 36,313,040 § 13,387
1,922,389 -
204,789 -
- ( 732,473)
- ( 195,181)
$ 38,440,218 ($ 914,267)
Year ended
December 31, 2018
$ 27,350,551
242,933
$ 27,593,484

Related disclosures on operating revenue for 2017 are provided in Note 12(5) B.

(18) Other income

Interest income from bank deposits
Dividend income
Other income

Years ended December 31,

2018 2017
$ 5,537 $ 1,883
2,531,826 2,310,238
283,367 351,893
$ 2,820,730 ' $ 2,664,014
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(19) Other gains and losses

Years ended December 31,

2018 2017
Forward foreign exchange contracts
Net gain on financial assets at fair value
through profit or loss ($ 398) $ 398
Net gain on financial liabilities at fair value .
through profit or loss ( 774)
Net currency exchange loss 100,476 ( 120,816)
Gain on disposal of property, plant
and equipment 914,767 45,615
Bank charges ( 37,700) ( 33,578)
Other losses ( 51,573) ( 60,170)
$ 924,798 ($ 168,551)

(20) Expenses by nature

Years ended December 31,

2018 2017
Employee benefit expense $ 2,785,539 § 2,804,386
Depreciation charges on property, plant and
equipment 715,861 779,922
$ 3,501,400 $ 3,584,308

(21) Employee benefit expense

Years ended December 31,

2018 2017
Wages and salaries $ 2,346,420 $ 2,361,835
Labour and health insurance fees 235,499 234,761
Pension costs 112,330 112,525
Other personnel expenses 91,290 95,265
$ 2,785,539 $ 2,804,386

A. According to the Articles of Incorporation, the Company distributed employees’ compensation at
a ratio of profit before income tax of the current year, after covering accumulated losses. The
ratio shall not be lower than 0.05% and shall not be higher than 0.5% for employees’
compensation.

B. For the years ended December 31, 2018 and 2017, employees’ compensation was accrued at
$10,543 and $8,994, respectively; while directors’ and supervisors’ remuneration was accrued at
$5,272 and $4,497, respectively. The aforementioned amount was recognized in salary expenses.
For the year ended December 31, 2018, the employees’ compensation was estimated and accrued
based on the Articles of Incorporation. The employees’ compensation and directors’ and

supervisors’ remuneration resolved by the Board of Directors totalled to $10,543 and $5,272,
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respectively, and the employees’ compensation will be distributed in the form of cash.
Employees’ compensation and directors’ and supervisors’ remuneration for 2017 as resolved by
the Board of Directors were in agreement with those amounts recognized in the 2017 financial
statements. For the year ended December 31, 2017, employees’ compensation was $8,994 and
distributed in cash.

Information about employees’ compensation and directors’ and supervisors’ remuneration of the
Company as resolved by the Board of Directors and shareholders will be posted in the “Market
Observation Post System” at the website of the Taiwan Stock Exchange.

(22) Finance costs

Years ended December 31,

2018 2017
Interest expense:
Bank borrowings $ 106,091 $ 120,573
Less: Capitalization of qualifying assets ( 2,733) ( 3,485)
Finance costs $ 103,358 $ 117,088

(23) Income tax
A. Income tax expense

Years ended December 31,

2018 2017
Current tax:
Current tax on profits for the year $ 111,830 ($ 24,998)
Additional 10% tax on undistributed earnings 32,440 76,622
Adjustments in respect of prior years 81,038 24,997
Prepayment of taxes 127,086 -
Total current tax 352,394 76,621
Deferred tax:
Impact of change in tax rate 16,750
Origination and reversal of temporary differences 149,212 126,928
Tax expense $ 518,356 $ 203,549
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B. Reconciliation between income tax expense and accounting profit

Years ended December 31,

2018 2017

Tax calculated based on profit before tax and $ 1,051,152 § 762,182

statutory tax rate (Note)
Tax effect of permanent differences ( 654,125) ( 558,800)
Tax effect of temporary differences ( 84,813) ( 122,472)
Tax exempt income by tax regulation ( 173,443) -
Land Value Increment Tax from selling land 127,086 -
Tax effect of investment tax credits - ( 24,998)
Under provision of prior year’s income tax 81,038 24,997
Net change in deferred income tax assets and

liabilities 149,212 126,928
Impact of change in tax rate 16,750 -
Suspension of securities trading income ( 26,941) -
Effect on income tax from loss carryforward - ( 80,910)
Additional 10% tax on undistributed earnings 32,440 76,622
Tax expense $ 518,356 $ 203,549

Note: The basis for computing the applicable tax rate is the rate applicable in the respective
countries where the Group entities operate.
C. Amounts of deferred tax assets or liabilities as a result of temporary differences and loss

carryforward are as follows:

Year ended December 31, 2018
Recognized in  Recognized in other =~ December

January 1~ profit or loss comprehensive income 31
Deferred tax assets:
-Temporary differences
Provision for inventory obsolescence $§ 21,049 § 43,044 $ - $ 64,093
Allowance for bad debts in excess of
tax deductible limit 2,128 375 - 2,503
Accrued pension liabilities 31,776 ( 31,776) - -
Unrealized foreign exchange loss 2,576 ( 2,206) - 370
Unrealized gain on disposal
of equipment 17,711 ( 5,654) - 12,057
-Loss carryforward 49,389 ( 49,389) - -
124,629 ( 45,606) - 79,023
Deferred tax liabilities:
-Temporary differences
Unrealized foreign exchange gain - ( 6,219) - ( 6,219)
Investment income accounted for under
equity method ( 170,157) ( 114,137) - ( 284,294)
(. 170,157) ( 120,356) - ( 290,513)
($ 45,528) ($ 165,962) $ - ($ 211,490)
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Year ended December 31, 2017

Recognized in  Recognized in other =~ December
January 1 profit or loss comprehensive income 31
Deferred tax assets:
-Temporary differences
Provision for inventory obsolescence $ 16874 §$ 4,175 $ - $ 21,049
Allowance for bad debts in excess of
tax deductible limit 2,084 44 - 2,128
Accrued pension liabilities 88,432 ( 56,656) - 31,776
Unrealized foreign exchange loss - 2,576 - 2,576
Unrealized gain on disposal
of equipment 17,506 205 - 17,711
-Loss carryforward 118,938 ( 69,549) - 49,389
243,834 ( 119,205) - 124,629
Deferred tax liabilities:
-Temporary differences
Unrealized foreign exchange gain ( 5,833) 5,833 - -
Investment income accounted for under
equity method (. 156,601) ( 13,556) - ( 170,157)
( 162,434) ( 7,723) - (. 170,157)
$ 81,400 ($ 126,928) $ - ($ 45,528)

D. The Company’s income tax returns through 2016 have been assessed and approved by the Tax

Authority.

E. Under the amendments to the Income Tax Act which was promulgated by the President of the

Republic of China in February, 2018, the Company’s applicable income tax rate was raised from

17% to 20% effective from January 1, 2018. The Company has assessed the impact of the change

in income tax rate.

(24) Earnings per share

A. Basic earnings per share

The calculation of basic earnings per share is profit or loss attributable to the common

stockholders of the Company divided by weighted average amount of outstanding common

stocks for the year.

Year ended December 31, 2018

Weighted-average

outstanding Earnings per share
Amount common shares (in dollars)
Before tax After tax (in thousands) Before tax ~ After tax
Net income $ 5,255,762 § 4,737,406 1,682,385 §$ 3.12 8§ 2.82
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Year ended December 31, 2017
Weighted-average

outstanding Earnings per share
Amount common shares (ln dollars)
Before tax After tax (in thousands) Before tax ~ After tax
Net income $ 4,483,420 $ 4,279,871 1,682,339 §$ 2.66 $ 2.54

The following is the earnings per share assuming the shares of the Company held by its subsidiary,

Formosa Development Co., Ltd., are not deemed as treasury shares:

Year ended December 31, 2018

Outstanding Earnings per share
Amount common shares (in dollars)
Before tax After tax (in thousands) Before tax ~ After tax
Net income $ 5,255,762 ' § 4,737,406 1,684,665 $ 3.12 8§ 2.81

Year ended December 31, 2017

Outstanding Earnings per share
Amount common shares (in dollars)
Before tax After tax (in thousands) Before tax ~ After tax
Net income $ 4,483,420 §$ 4,279,871 1,684,665 $ 2.66 $ 2.54

B. Employees’ compensation could be distributed in the form of stock. It does not have significant
effect on the financial statements for the years ended December 31, 2018 and 2017. It also had

no significant effect on earnings per share.

(25) Non-cash transaction

Investing activities with partial cash payments:

Years ended December 31,

2018 2017
Purchase of property, plant and equipment $ 435,113  § 574,174
Add: Opening balance of payable on equipment 13,354 10,096
Less: Ending balance of payable on equipment  ( 1,766) ( 13,354)
Cash paid during the year $ 446,701 $ 570,916

(26) Changes in liabilities from financing activities

For the year ended December 31, 2018, the change of short-term borrowings, short-term notes and
bills payable and long-term borrowings are ($7,386), ($1,299,806) and ($2,900,000), respectively.
7. RELATED PARTY TRANSACTIONS
(1) Parent and ultimate controlling party
The Company is controlled by FORMOSA CHEMICALS & FIBRE CORPORATION (incorporated

in R.0.C), which owns 37.4% of the Company’s shares and is the Company’s ultimate controlling

~322~



party.
(2) Names of related parties and relationship

Names of related parties Relationship with the Company

Formosa Chemicals & Fibre Corp.

Parent Company

Formosa Taffeta Dong Nai Co., Ltd. Subsidiary
Formosa Advanced Technologies Co., Ltd. Subsidiary
Formosa Taffeta Vietnam Co., Ltd. Subsidiary
Schoeller F.T.C. (Hong Kong) Co., Ltd. Subsidiary
Formosa Taffeta (Zhong Shan) Co., Ltd. Subsidiary
Formosa Taffeta (Hong Kong) Co., Ltd. Subsidiary
Formosa Taffeta (Changshu) Co., Ltd. Subsidiary

Quang Viet Enterprise Corp. Associate

Formosa Industries Corp. Associate

Formosa Heavy Industries Corp. Other Related Party
Formosa Biomedical Technology Corp. Other Related Party
Formosa Petrochemical Corp. Other Related Party
Formosa Asahi Spandex Corp. Other Related Party
Formosa Technologies Corp. Other Related Party
Formosa Plastics Corp. Other Related Party
Chang Gung Biotechnology Corp. Other Related Party
Nanya Technology Corp. Other Related Party
Nan Ya Plastics Corp. Other Related Party
Yugen Yueh Co., Ltd. Other Related Party
Yumaowu Enterprise Co., Ltd. Other Related Party
Yu Yuang Textile Co., Ltd. Other Related Party
Yu Maowu Complex Co., Ltd. Other Related Party
Great King Garment Co., Ltd. Other Related Party
Kong You Industrial Co., Ltd. Other Related Party
Bellmart Indurstrial Co., Ltd. Other Related Party
TOA Resin Corp. Other Related Party
Formosa HA TINH (CAYMAN) LIMITED Other Related Party
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(3) Significant related party transactions

A. Operating revenue

Years ended December 31,

2018 2017
Sales of goods:
— Ultimate parent $ 565 $ 17,705
— Subsidiaries 386,125 271,589
— Associates 393,650 372,384
— Other related parties 500,161 435,493
$ 1,280,501 $ 1,097,171

Goods are sold based on the price lists in force and terms that would be available to third parties.

B. Purchases of goods

Years ended December 31,

2018 2017
Purchases of goods:
— Ultimate parent $ 1,978,969 $ 1,745,553
— Subsidiaries 622,950 883,791
— Other related parties
Formosa Petrochemical Corp. 10,916,187 9,606,981
Others 1,187,012 1,178,958
$ 14,705,118 $ 13,415,283

Goods and services are purchased from parent company, subsidiaries and associates on normal
commercial terms and conditions.

C. Notes and accounts receivable
December 31, 2018 December 31, 2017

Receivables from related parties:

— Ultimate parent $ 98 $ 75
— Subsidiaries 72,017 52,738
— Associates 41,091 50,477
— Other related parties 111,588 104,088

$ 224,794 $ 207,378

The receivables from related parties arise mainly from sale transactions. The receivables are due
45~120 days after the date of sale. The receivables are unsecured in nature and bear no interest.

There are no provisions held against receivables from related parties.
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D. Notes and accounts payable

December 31, 2018 December 31, 2017

Payables from related parties:

— Ultimate parent $ 644,076 $ 537,314

— Subsidiaries 159,888 125,659
— Other related parties

Formosa Petrochemical Corp. 397,563 542,953

Others 95,126 96,509

$ 1,296,653 $ 1,302,435

The payables to related parties arise mainly from purchase transactions and are due 15~60 days
after the date of purchase. The payables bear no interest.

E. Property transactions, investment property and other receivables
(a)The Company sold fixed assets to related parties at cost plus any necessary expense. Gain or

loss is recorded as gain or loss on disposal of property, plant and equipment. Details are as

follows:

Years ended December 31,
2018 2017
Disposal Gain (loss) Disposal Gain (loss)
proceeds on disposal proceeds on disposal

Sale of property, plant and
equipment:
— Subsidiaries $ 35777 §$ 17,560 $§ 92305 § 53,807

The unrealized gain on disposal of property, plant and equipment from the transactions above
amounted to $11,117 and $32,816 for the years ended December 31, 2018 and 2017,
respectively.
(b) Rental income (shown as other income)
The Company rent out buildings on No. 319 and 329, Henan St., Douliu City, Yunlin County,
and land on No. 497-1 Neilin Section and employees’ dormitory to Formosa Advanced
Technologies Co., Ltd. The lessee pays the Company at the beginning of every month. For the
years ended December 31, 2018 and 2017, rental income amounted to $36,883 and $36,883,
respectively.

Investment property leased to Formosa Advanced Technologies Co., Ltd. are as follows:
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Building and

Land structures Total
At January 1, 2018
Cost $ 6,833 § 764,479 $ 771,312
Accumulated depreciation - ( 272,813) ( 272,813)
$ 6,833 § 491,666 $ 498,499
Year ended December 31, 2018
Opening net book amount $ 6,833 §$ 491,666 $ 498,499
Depreciation charge - ( 24,841) ( 24,841)
Closing net book amount $ 6,833 §$ 466,825 $ 473,658
At December 31, 2018
Cost $ 6,833 § 764,479 $ 771,312
Accumulated depreciation - ( 297,654) ( 297,654)
$ 6,833 § 466,825 $ 473,658
Building and
Land structures Total
At January 1, 2017
Cost $ 6,833 $ 764,479 $ 771,312
Accumulated depreciation - ( 247,972) ( 247,972)
$ 6,833 $ 516,507 $ 523,340
Year ended December 31, 2017
Opening net book amount $ 6,833 § 516,507 $ 523,340
Depreciation charge - ( 24,841) ( 24.841)
Closing net book amount $ 6,833 § 491,666 $ 498,499
At December 31, 2017
Cost $ 6,833 § 764,479 $ 771,312
Accumulated depreciation - ( 272,813) ( 272,813)
$ 6,833 $ 491,666 $ 498,499

The fair value of the Company’s investment property was based on the selling price of similar
property in neighbouring areas. As of December 31, 2018 and 2017, the fair value was $520,354
and $524,963, respectively.

(c) Other income
Other income pertains to the Company’s collections and payment transfer of utilities and
disposal fee, etc. for Formosa Advanced Technologies Co., Ltd. For the years ended December
31,2018 and 2017, other income amounted to $16,068 and $13,710, respectively.
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(d) Other receivables

Items

December 31, 2018

December 31, 2017

Subsidiaries

-Formosa Taffeta ~ Purchase of raw materials $ 42,469 $ 39,699
Dong Nai Co., Ltd. and supplies and disposal
-Formosa Taffeta  of equipment, payments 43,168 41,891
Vietnam Co., Ltd. made by the Company on
-Other behalf of related party 4,514 4,883
Associates
-Formosa Industries Dividends receivable - 90,347
Corp.
Other related party
-Formosa HA TINH Payments of guarantee 9,409 3,686
(CAYMAN) commission
LIMITED
-Other Payments made by the
Company on behalf of
related party 2 2
$ 99,562 $ 180,508
(e) Acquisition of financial assets:
Year ended December 31, 2017
Account No. of shares Object Consideration
Other Non-current
related financial assets 600 FG INC
parties  carried at cost $ 198.066
(f) Disposal of financial assets:
Year ended December 31, 2018
No. of shares
Accounts  (in thousands) Objects Proceeds Gain/(loss)
Other Investments 84,022 Formosa
related accounted for Advanced
party under equity Technologies
method Co., Ltd. $ 3,039,857 Note

Note: The gain on disposal of $980,948 was reclassified to capital surplus.
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(g) Other payables
December 31,2018 December 31, 2017

Subsidiaries $ 8,167 $ 2,848
Associates 930 677
Other related parties 27,880 3,918

$ 36,977 $ 7,443

F. Commission expenses and commissions payable
(a) The Company paid commissions for sales rendered to Formosa Taffeta (Hong Kong) Co., Ltd.

equivalent to 2.5%. Details are as follows (shown as sales and marketing expenses):

Years ended December 31,
2018 2017

Subsidiaries $ 3272 $ 4,084

(b) The balances of commission payable (shown as other payables) consisted of the following:

December 31, 2018 December 31, 2017
Subsidiaries $ 788 $ 1,943

G. Endorsements and guarantees provided to related parties:
December 31, 2018 December 31, 2017

Formosa Taffeta (Zhong Shan) Co., Ltd. $ 1,013,595 $ 982,080
Formosa Taffeta Vietnam Co., Ltd. 1,535,750 1,488,000
Formosa Taffeta (Changshu) Co., Ltd. 1,689,325 1,636,800
Formosa Taffeta Dong Nai Co., Ltd. 4,668,680 4,523,520
Formosa HA TINH (CAYMAN) Ltd. 7,125,084 5,186,248

$ 16,032,434 § 13,816,648

(4) Key management compensation

Years ended December 31,
2018 2017
Salaries and other short-term employee benefits ~ $ 33,399 § 27,909

8. PLEDGED ASSETS

None.
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9. SIGNIFICANT CONTINGENT LIABILITIES AND UNRECOGNIZED CONTRACT
COMMITMENTS

(1) The Company leases factory and land of gas station. The lease expense estimated to be incurred is as

follows:

December 31, 2018 December 31, 2017
Less than 1 year $ 129,761 $ 120,690
Between 1 and 5 years 382,264 336,082
More than 5 years 242,499 191,640

$ 754,524 $ 648,412

(2) As of December 31, 2018, the significant commitments and contingent liabilities are the outstanding

letters of credit for materials and equipment purchases with various companies listed as follows:

Currency Amount
USD $ 1,171
JPY 105,462
EUR 904
10. SIGNIFICANT DISASTER LOSS

None.
11. SIGNIFICANT EVENTS AFTER THE BALANCE SHEET DATE
(1) Refer to Note 6(15) F for the distribution of 2018 earnings which was proposed by the Board of Directors
on March 15, 2019.
(2) Owing to the capital increase of FG INC. the Board of Directors during its meeting on March 15,

2019 resolved to increase its investment in FG INC. in the amount of USD 4,500 thousand, in
proportion to the original shareholding ratio of 3% in FG INC. Consequently, the total investment
in FG INC. will be USD 11 million.

12. OTHERS

(1) Capital management

The Company’s objectives when managing capital are to safeguard the Company’s ability to
continue as a going concern in order to provide returns for shareholders and to maintain an optimal
capital structure to reduce the cost of capital. In order to maintain or adjust the capital structure, the
Company may adjust the amount of dividends paid to shareholders, return capital to shareholders,
issue new shares or sell assets to reduce debt. The Company monitors capital on the basis of the
gearing ratio. This ratio is calculated as net debt divided by total capital. Net debt is calculated as
total borrowings (including ‘current, non-current borrowings and short-term notes and bills payable’
as shown in the parent company only balance sheet) less cash and cash equivalents. Total capital is
calculated as ‘equity’ as shown in the consolidated balance sheet plus net debt.

At December 31, 2018, the Company’s strategy, was unchanged from December 31, 2017. The

gearing ratios at December 31, 2018 and 2017 were as follows:
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December 31, 2018 December 31, 2017

Total borrowings $ 7,900,000 $ 12,107,192
Less: Cash and cash equivalents ( 1,447,966) ( 851,569)
Net debt 6,452,034 11,255,623
Total equity 68,913,204 69,379,395
Total capital $ 75,365,238 $ 80,635,018
Gearing ratio 9% 14%

(2) Financial instruments

A. Financial instruments by category

December 31, 2018 December 31, 2017

Financial assets

Financial assets measured at fair $ -3 398
value through profit or loss

Financial assets measured at fair
value through other comprehensive

profit or loss 42,274,430 -
Available-for-sale financial assets - 45,274,982
Financial assets at cost - 266,009
Financial assets at amortized cost 4,201,275 3,537,223
$ 46,475,705 $ 49,078,612
Financial liabilities
Financial liabilities measured at fair $ 774 $ -
value through profit or loss
Financial liabilities at amortized cost 10,663,274 15,067,004
$ 10,664,048 $ 15,067,004

Note: Financial assets at amortized cost includes cash, notes and accounts receivable and other
receivables; financial liabilities at amortized cost includes short-term borrowings, short-
term notes and bills payable, notes and accounts payable, other payables and long-term
borrowings.

B. Financial risk management policies

(a) The Company’s activities expose it to a variety of financial risk: market risk (including
foreign exchange risk, interest rate risk and price risk), credit risk and liquidity risk. The
financial risk management policies of the Company are focus upon unpredictable factors in
financial market, and aim to reduce unfavorable impact on financial position and financial
performance.

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

matters, such as foreign exchange risk, interest rate risk, credit risk, use of derivative financial
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instruments and non-derivative financial instruments, and investment of excess liquidity.
C. Significant financial risks and degrees of financial risks
(a) Market risk
1. Foreign exchange risk
Some of the Company’s transactions are conducted in foreign currencies, which are subject
to exchange rate fluctuation. The information on foreign currency denominated assets and
liabilities are as follows:

December 31, 2018
Foreign Currency

Amount Book Value
(In Thousands) Exchange Rate (NTD)
Financial assets
Monetary items
USD:NTD $ 60,910 3073 $ 1,871,764
Non-monetary items
VND:NTD 4,723,641,239 0.0013 6,140,734
HKD:NTD 289,967 3.93 1,139,570
RMB:NTD 439,198 4.48 1,967,607
USD:NTD 179,768 30.73 5,524,271

December 31, 2017
Foreign Currency

Amount Book Value
(In Thousands) Exchange Rate (NTD)
Financial assets
Monetary items
USD:NTD $ 57,288 2985 §$ 1,710,047
Non-monetary items
VND:NTD 4,545,840,640 0.0013 5,909,593
HKD:NTD 287,387 3.82 1,097,818
RMB:NTD 406,178 4.57 1,856,233
USD:NTD 183,934 29.85 5,490,430

The total exchange income (loss), including realized and unrealized arising from
significant foreign exchange variation on the monetary items held by the Company for the
years ended December 31, 2018 and 2017, amounted to $100,476 and ($120,816),

respectively.

~331~



Analysis of foreign currency market risk arising from significant foreign exchange

variation:
Year ended December 31, 2018
Sensitivity analysis

Effect on other

Effect on comprehensive
Degree of variation  profit or loss income
Financial assets
Monetary items
USD:NTD 1% $ 18,718 $ -
Non-monetary items
VND:NTD 1% - 61,407
HKD:NTD 1% - 11,396
RMB:NTD 1% - 19,676
USD:NTD 1% - 55,243
Year ended December 31, 2017
Sensitivity analysis
Effect on other
Effect on comprehensive
Financial assets Degree of variation  profit or loss income
Monetary items
USD:NTD 1% $ 17,100 $ -
Non-monetary items
VND:NTD 1% - 59,096
HKD:NTD 1% - 10,978
RMB:NTD 1% - 18,562
USD:NTD 1% - 54,904

ii. Price risk

(1) The Company’s equity securities, which are exposed to price risk, are the held
financial assets at fair value through profit or loss, financial assets at fair value through
other comprehensive income and available-for-sale financial assets. To manage its
price risk arising from investments in equity securities, the Company diversifies its
portfolio. Diversification of the portfolio is done in accordance with the limits set by
the Company.

(i) The Company’s investments in equity securities comprise shares. The prices of equity
securities would change due to the change of the future value of investee companies.
If the prices of these equity securities had increased/decreased by 1% with all other
variables held constant, post-tax profit for the years ended December 31, 2018 and
2017 would have increased/decreased by $6 and $3, respectively, as a result of
gains/losses on equity securities classified as at fair value through profit or loss. Other
components of equity would have increased/decreased by $422,724 and $452,750,
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respectively, as a result of other comprehensive income classified as equity investment
at fair value through other comprehensive income and available-for sale equity
investment.

ii1. Cash flow and fair value interest rate risk
(1) The Company’s main interest rate risk arises from long-term borrowings with variable

rates, which expose the Company to cash flow interest rate risk. During the years ended
December 31, 2018 and 2017, the Company’s borrowings at variable rate were
denominated in the NTD and USD.

(i1)) The Company’s borrowings are measured at amortized cost. The borrowings are
periodically contractually repriced and to that extent are also exposed to the risk of
future changes in market interest rates.

(ii1)At December 31, 2018 and 2017, if interest rates on NTD-denominated borrowings
had been 1% higher with all other variables held constant, post-tax profit for the years
ended December 31, 2018 and 2017 would have been $63,200 and $89,640 lower,
respectively, mainly as a result of higher interest expense on floating rate borrowings.

(b) Credit risk

1. Credit risk refers to the risk of financial loss to the Company 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.

ii. The Company manages their credit risk taking into consideration the entire company’s
concern. For banks and financial institutions, only independently rated parties with good
rating are accepted. According to the Company’s credit policy, each local entity in the
Company is responsible for managing and analysing the credit risk for each of their new
clients before standard payment and delivery terms and conditions are offered. Internal risk
control assesses the credit quality of the customers, taking into account their financial
position, past experience and other factors. Individual risk limits are set based on internal
or external ratings in accordance with limits set by the Board of Directors. The utilisation
of credit limits is regularly monitored.

iii. The Company adopts the following assumption under IFRS 9 to assess whether there has

been a significant increase in credit risk on that instrument since initial recognition:

If the contract payments were past due over 30 days based on the terms, there has been a

significant increase in credit risk on that instrument since initial recognition.

iv. The Company adopts the assumption under IFRS 9, that is, the default occurs when the

contract payments are past due over 90 days.

v. The Company classifies customer’s accounts receivable and contract assets in accordance

with product types and customer types. The Company applies the simplified approach

using provision matrix to estimate expected credit loss under the provision matrix basis.
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vi. The Company wrote-off the financial assets, which cannot be reasonably expected to be
recovered, after initiating recourse procedures. However, the Company will continue
executing the recourse procedures to secure their rights.

vii. The Company uses the forecastability of National Development Council Business Cycle

Indicator to adjust historical and timely information to assess the default possibility of
notes receivable, accounts receivable and contract assets. On December 31, 2018, the

provision matrix is as follows:

Upto30 31to90 Over 90
days past  days past  days past

Not past due due due due Total
At December 31, 2018
Expected loss rate 0% 30% 78% 82%
Total book value $ 2,222,050 § 28939 § 17,818 § 730 $ 2,269,537
Loss allowance 8,498 8,729 13,852 599 31,678

viil. Movements in relation to the Company applying the simplified approach to provide loss

allowance for notes receivable, accounts receivable and contract assets are as follows:

Year ended December 31, 2018

Notes receivable Accounts receivable
At January 1 $ - (8 37,064)
Reversal of impairment loss - 5,386
At December 31 $ - (3 31,678)

(c) Liquidity risk

1. The Company’s investments in equity financial instruments which have active markets are
expected to be sold easily and quickly in the market at the price close to fair value. The
Company’s investments in equity financial instruments without active markets are exposed
to liquidity risk.

ii. Due to well-managed operations, the Company has an excellent credit in financial
institutions and the money market, and has adequate working capital to meet commitments
associated with receivables and payables. Therefore, no liquidity risk is expected to arise.

iii. The table below analyses the Company’s non-derivative financial liabilities and net-

settled or gross-settled derivative financial liabilities into relevant maturity groupings
based on the remaining period at the balance sheet date to the contractual maturity date
for non-derivative financial liabilities and to the expected maturity date for derivative

financial liabilities.
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Non-derivative financial liabilities:

December 31, 2018

Notes payable (including
related parties)

Accounts payable (including
related parties)

Other payables

Long-term borrowings

Financial guarantee contracts

Derivative financial liabilities

December 31, 2018
Forward exchange contracts

Non-derivative financial liabilities:

December 31, 2017

Short-term borrowings

Short-term bills payable

Notes payable (including
related parties)

Accounts payable (including
related parties)

Other payables

Long-term borrowings

Financial guarantee contracts

(d) The Company does not expect the timing of occurrence of the cash flows estimated through

the maturity date analysis will be significantly earlier, nor expect the actual cash flow amount

will be significantly different.

(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 take place with sufficient
frequency and volume to provide pricing information on an ongoing basis. The fair

value of the Company’s investment in listed stocks and beneficiary certificates with

quoted market prices is included in Level 1.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset
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Between 1  Between 2 and

Less than 1 year and 2 years 5 years
459,428 - -
1,449,570 - -
854,276 - -
- 7,000,000 200,000
16,032,434 - -
Between 1 Between 2 and

Less than 1 year and 2 years 5 years
$ 774 - -
Between 1  Between 2 and

Less than 1 year and 2 years 5 years
$ 7,412 - -
13,000,000 - -
375,008 - -
1,746,931 - -
837,873 - -
- 7,509,683 3,436,380
13,816,648 - -



or liability, either directly or indirectly. The fair value of the Company’s investment in

some unlisted stocks and most derivative instruments is included in Level 2.

Level 3: Unobservable inputs for the asset or liability. The fair value of the Company’s

investment in equity investment without active market is included in Level 3.

B. Financial instruments not measured at fair value
The carrying amounts of cash and cash equivalents, notes receivable (including related parties),
accounts receivable (including related parties), other receivables, short-term borrowings, short-
term bills payable, notes payable (including related parties), accounts payable (including related
parties), other payables and long-term borrowings (including current portion) are approximate to
their fair values.

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 and liabilities are as follows:

(a) The related information of nature of the assets and liabilities is as follows:

December 31, 2018 Level 1 Level 2 Level 3 Total

Financial assets:
Recurring fair value

measurements
Financial assets at fair value

through other comprehensive

income
Equity securities 41,552,550 403,500 318,380 42,274,430

$41,552,550 $§ 403,500 § 318,380 $42,274,430

Financial liabilities:
Recurring fair value

measurements
Financial liabilities at fair value

through profit or loss

Forward exchange contracts ~ $ - $ 774 $ - S 774
December 31, 2017 Level 1 Level 2 Level 3 Total

Financial assets:
Recurring fair value

measurements
Financial assets at fair value

through profit or loss

Forward exchange contracts  $ -5 398 § - $ 398
Available-for-sale financial
assets
Equity securities 44,654,582 620,400 - 45,274,982

$44,654,582 § 620,798 § $45,275,380
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(b)The methods and assumptions the Company used to measure fair value are as follows:
1. The instruments the Company used market quoted prices as their fair values (that is, Level
1) are listed below by characteristics:
Listed shares
Market quoted price Closing price

ii. Except for financial instruments with active markets, the fair value of other financial

instruments is measured by using valuation techniques or by reference to counterparty
quotes. The fair value of financial instruments measured by using valuation techniques
such as current fair value of instruments with similar terms and characteristics in substance,
discounted cash flow method or other valuation methods, including applying a model using
market information available at the balance sheet date.

iii. The valuation of derivative financial instruments is based on valuation model widely
accepted by market participants, such as present value techniques and option pricing
models. Forward exchange contracts are usually valued based on the current forward
exchange rate.

iv. The Company takes into account adjustments for credit risks to measure the fair value of
financial and non-financial instruments to reflect credit risk of the counterparty and the
Company’s credit quality.

D. For the years ended December 31, 2018 and 2017, there was no transfer between Level 1 and
Level 2.
E. The following chart is the movement of Level 3 for the year ended December 31, 2018:

Year ended December 31, 2018
Non-derivative equity instruments

At January 1 $ -
Retrospective adjustments 331,904
At January 1 after adjustments 331,904
Gains and losses recognized in other comprehensive

income

Recorded as unrealized losses on valuation of

investments in equity instruments measured

at fair value through other comporehensive income ( 13,524)
At December 31 $ 318,380

For the year ended December 31, 2017, there was no movement of Level 3.
F. For the years ended December 31, 2018 and 2017, there was no transfer into or out from Level 3.
G. The accounting segment 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
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exercisable price, and frequently calibrating valuation model, updating inputs used to the
valuation model and making any other necessary adjustments to the fair value.
The accounting segment set up valuation policies, valuation processes and rules for measuring
fair value of financial instruments and ensure compliance with the related requirements in IFRS.
The related valuation results are reported to the supervisor of accounting segment monthly. The
supervisor is responsible for managing and reviewing valuation processes.

H. The following is the qualitative information of significant unobservable inputs and sensitivity
analysis of changes in significant unobservable inputs to valuation model used in Level 3 fair

value measurement:

Fair value at
December 31, Valuation Significant unobservable Relationship of inputs to

2018 technique input fair value
Non-
derivative
equity
instrument:
Unlisted $ 318,380 Market Price to earnings ratio The higher the multiple,
shares comparable multiple, price to book  the higher the fair value

companies ratio multiple, enterprise the higher the discount
value to EBITA multiple, for lack of marketability,
discount for lack of the lower the fair value
marketability

There are no financial instruments within Level 3 for the year ended December 31, 2017.

I. The Company has carefully assessed the valuation models and assumptions used to measure fair
value. However, use of different valuation models or assumptions may result in different
measurement. The following is the effect of other comprehensive income from financial assets

and liabilities categorized within Level 3 if the inputs used to valuation models have changed:

December 31, 2018
Recognized in other

comprehensive income

Favourable Unfavourable
Input Change change change

Financial assets

Equity instrument Price to earnings ratio multiple, +1%
price to book ratio multiple,
enterprise value to EBITA
multiple, discount for lack of

marketability § 3184 % 3,184

There is no effect of other comprehensive income from financial assets and liabilities categorized
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within Level 3 for the year ended December 31, 2017.
(4) Effects on initial application of IFRS 9 and information on application of IAS 39 in 2017

A. Summary of significant accounting policies adopted for the year ended December 31, 2017:
(a) Financial assets at fair value through profit or loss

1. They are financial assets held for trading or financial assets designated as at fair value
through profit or loss on initial recognition. Financial assets are classified in this category
of held for trading if acquired principally for the purpose of selling in the short-term.
Derivatives are also categorized as financial assets held for trading unless they are
designated as hedges.

ii. On a regular way purchase or sale basis, financial assets at fair value through profit or loss
are recognized and derecognized using settlement date accounting.

iii. They are initially recognized at fair value. Related transaction costs are expensed in profit
or loss. They are subsequently remeasured and stated at fair value, and any changes in the
fair value are recognized in profit or loss.

(b) Available for sale financial assets
1. They are non-derivatives that are either designated in this category or not classified in any
of the other categories.
ii. On a regular way purchase or sale basis, available-for-sale financial assets are recognized
and derecognized using trade date accounting.

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

(c) Loans and receivables

Loans and receivables receivable are originated by the entity. They are created by the entity

by selling goods or providing services to customers in the ordinary course of business. They

are initially recognized at fair value and subsequently measured at amortized cost using the
effective interest method, less provision for impairment. However, short-term accounts
receivable without bearing interest are subsequently measured at initial invoice amount as
the effect of discounting is immaterial.

(d) Impairment of financial assets

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

financial assets that can be reliably estimated.

~339~



ii. The criteria that the Company uses to determine whether there is objective evidence of an

impairment loss is as follows:

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

(i1) Abreach of contract, such as a default or delinquency in interest or principal payments;

(i11)) The Company, for economic or legal reasons relating to the borrower’s financial
difficulty, granted the borrower a concession that a lender would not otherwise
consider;

(iv) It becomes probable that the borrower will enter bankruptcy or other financial
reorganisation;

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

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

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

(viil) A significant or prolonged decline in the fair value of an investment in an equity

instrument below its cost.

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

(1) Financial assets at amortized cost
The amount of the impairment loss is measured as the difference between the asset’s
carrying amount and the present value of estimated future cash flows discounted at the
financial asset’s original effective interest rate, and is recognized in profit or loss. If,
in a subsequent period, the amount of the impairment loss decreases and the decrease
can be related objectively to an event occurring after the impairment loss was
recognized, the previously recognized impairment loss is reversed through profit or
loss to the extent that the carrying amount of the asset does not exceed its amortized
cost that would have been at the date of reversal had the impairment loss not been
recognized previously. Impairment loss is recognized and reversed by adjusting the

carrying amount of the asset through the use of an impairment allowance account.
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(i1) Financial assets at cost
The amount of the impairment loss is measured as the difference between the asset’s
carrying amount and the present value of estimated future cash flows discounted at
current market return rate of similar financial asset, and is recognized in profit or loss.
Impairment loss recognized for this category shall not be reversed subsequently.
Impairment loss is recognized by adjusting the carrying amount of the asset directly.

(ii1) Available-for-sale financial assets
The amount of the impairment loss is measured as the difference between the asset’s
acquisition cost (less any principal repayment and amortization) and current fair value,
less any impairment loss on that financial asset previously recognized in profit or loss,
and is reclassified from ‘other comprehensive income’ to ‘profit or loss’. Impairment
loss of an investment in an equity instrument recognized in profit or loss shall not be
reversed through profit or loss. Impairment loss is recognized and reversed by
adjusting the carrying amount of the asset through the use of an impairment allowance
account.

(e) Financial guarantee contracts
A. A financial guarantee contract is a contract that requires the Company to make specified

payments to reimburse the holder for a loss it incurs because a specified debtor fails to

make payment when due in accordance with the original or modified terms of a debt

instrument. A financial guarantee contract is initially recognized at its fair value adjusted

for transaction costs on the trade date. After initial recognition, the financial guarantee is

measured at the higher of the initial fair value less cumulative amortization and the best

estimate of the amount required to settle the present obligation on each balance sheet date.
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C. The significant accounts as of December 31, 2017 and for the year ended December 31, 2017 are
as follows:

(a)Available-for-sale financial assets

Items December 31, 2017
Current items:
Listed stocks $ 900,285
Unlisted stocks 100,000
Valuation adjustment 911,211
$ 1,911,496
Non-current items:
Listed stocks $ 10,670,029
Valuation adjustment 37,110,306
47,780,335
Accumulated impairment ( 4,416,849)
$ 43,363,486

i. The Company recognized $2,127,178 in other comprehensive income for fair value change
for the year ended December 31, 2017.

i1. As of December 31, 2017, no available-for-sale financial assets held by the Company were
pledged as collateral.

(b) Financial assets at cost

Items December 31, 2017
Unlisted stocks $ 266,009

1. According to the Company’s intention, its investment should be classified as ‘available-
for-sale financial assets’. However, as the stocks are not traded in active market, and no
sufficient industry information of companies similar to the corporations or the
corporation’s financial information cannot be obtained, the fair value of the investment in
the stocks cannot be measured reliably. Accordingly, the Company classified those stocks
as ‘financial assets measured at cost’.

ii. As of December 31, 2017, no financial assets measured at cost held by the Company were
pledged to others.

D. Credit risk information for the year ended December 31, 2017 is as follows:

(a) Credit risk refers to the risk of financial loss to the Company arising from default by the
clients or counterparties of financial instruments on the contract obligations. According to
the Company’s credit policy, each local entity in the Company is responsible for managing
and analysing the credit risk for each of their new clients before standard payment and
delivery terms and conditions are offered. Internal risk control assesses the credit quality of
the customers, taking into account their financial position, past experience and other factors.

Individual risk limits are set based on internal or external ratings in accordance with limits
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set by the Board of Directors. The utilisation of credit limits is regularly monitored. Credit
risk arises from cash and cash equivalents, derivative financial instruments and deposits with
banks and financial institutions, as well as credit exposures to wholesale and retail customers,
including outstanding receivables. For banks and financial institutions, only independently
rated parties with good rating are accepted.

(b) For the year ended December 31, 2017, no credit limits were exceeded during the reporting
periods, and management does not expect any significant losses from non-performance by
these counterparties.

(c) The credit quality of accounts receivable that were neither past due nor impaired was in the

following categories based on the Company’s Credit Quality Control Policy:
December 31, 2017

Group 1 $ 1,669,468
Group 2 221,529
Group 3 41,028

$ 1,932,025
Note:

Group 1: Transnational customers, brand customers or credit customers that have applied for
collateralised mortgage.

Group 2: Non-transnational customers, non-brand customers or credit customers that have
not applied for collateralised mortgage with 2 or more years of transaction history
with the Company.

Group 3: Non-transnational customers, non-brand customers or credit customers that have
not applied for collateralised mortgage with less than 2 years of transaction history
with the Company.

(f) The ageing analysis of accounts receivable that were past due but not impaired is as follows:

December 31, 2017

Up to 30 days $ 42,773
31 to 90 days 6,944
91 to 180 days 32
Over 180 days 3,636

$ 53,385

(g) Movement analysis of financial assets that were impaired - allowance for bad debts is as
follows:
i. As of December 31, 2017, the Company’s accounts receivable that were impaired were $0.
ii. Movements on the Company’s provision for impairment of accounts receivable are as

follows:
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Year ended December 31, 2017

At January 1 $ 35,059
Reversal of provision for impairment ( 1,995)
At December 31 $ 33,064

(5)Effects of initial application of IFRS 15 and information on application of IAS 11 and IAS 18 in
2017
A. The significant accounting policies applied on revenue recognition for the year ended December
31, 2017 are set out below.

The Company manufactures and sells various fabrics and renders services as an oil distributor.

Revenue is measured at the fair value of the consideration received or receivable taking into
account business tax, returns, rebates and discounts for the sale of goods to external customers
in the ordinary course of the Company’s activities. Revenue arising from the sales of goods is
recognized when the Company has delivered the goods to the customer, the amount of sales
revenue can be measured reliably and it is probable that the future economic benefits associated
with the transaction will flow to the entity. The delivery of goods is completed when the
significant risks and rewards of ownership have been transferred to the customer, the Company
retains neither continuing managerial involvement to the degree usually associated with
ownership nor effective control over the goods sold, and the customer has accepted the goods
based on the sales contract or there is objective evidence showing that all acceptance provisions
have been satisfied.

B. The revenue recognized by using above accounting policies for the year ended December 31,

2017 are as follows:
Year ended December 31, 2017

Sales revenue $ 25,453,390
Service revenue 260,449
$ 25,713,839

C. There is no impact on line item of current balance sheet and comprehensive income statement if
the Company continues adopting above accounting policies.
13. SUPPLEMENTARY DISCLOSURES

(1) Significant transactions information

In accordance with “Rules Governing the Preparation of Financial Statements by Securities Issuers”,
significant transactions for the year ended December 31, 2018 are stated as follows. Furthermore,
the inter-company transactions were eliminated when preparing financial statements of investees
which were audited by other independent accountants. The following disclosures are for reference
only.

A. Loans to others: None.

B. Provision of endorsements and guarantees to others: Please refer to table 1.

C. Holding of marketable securities at the end of the period (not including subsidiaries, associates
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and joint ventures): Please refer to table 2.

D. Acquisition or sale of the same security with the accumulated cost exceeding $300 million or
20% of the Company’s paid-in capital: Please refer to table 3.

E. Acquisition of real estate reaching $300 million or 20% of paid-in capital or more: None.

F. Disposal of real estate reaching $300 million or 20% of paid-in capital or more: Please refer to
table 4.

G. Purchases or sales of goods from or to related parties reaching $100 million or 20% of paid-in
capital or more: Please refer to table 5.

H. Receivables from related parties reaching $100 million or 20% of paid-in capital or more: Please
refer to table 6.

I. Trading in derivative instruments undertaken during the reporting periods: Please refer to Notes
6(2), (10) and 12(2).

J. Significant inter-company transactions during the reporting periods: Please refer to table 7.

(2) Information on investees

Names, locations and other information of investee companies (not including investees in Mainland
China): Please refer to table 8.

(3) Information on investments in Mainland China

A. Basic information: Please refer to table 9.
B. Significant transactions, either directly or indirectly through a third area, with investee companies
in the Mainland Area: Please refer to table 10.
14. SEGMENT INFORMATION

None.
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Formosa Taffeta Co., Ltd.

Chairman: Wong Wen-yuan

Published on May 17, 2019
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