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Independent Auditors® Report
The Board of Directors

Tung Ho Steel Enterprise Corporation

We have audited the accompanying balance sheets of Tung Ho Steel Bnterprise Corporation (the
“Company”) as of December 31, 2015 and 2014 and the related statemerits of comprehensive income,
changes in equity and cash flows for the ycars ended December 31, 2015 and 2014 (restated). These
financial statements are the responsibility of the Company’s management.. Qur responsibility is to express
an opinion on these financial statements besed on our audits. The financial statements of some of the
Company's investee companies accounted for using the equity method were sudited by other auditors,
whose reports have been furnished to us, and our opinion, insofar as it relates to the amount included for
these investees, is based solely on the reports of other anditors. The carrying value of these equity-method
investments amounted to NT$436,363 thousand and NT$547,245 thousand, constituting 1% and 2% of the
total assets as of December 31, 2015 and 2014, respectively. The related investment income of these
investments under equity method amounted to NT$77,945 thousand and NT$119,136 thousand,
constituting 5% and 9% of income before income tax for the years ended December 31, 2015 and 2014
(restated), respectively.

We conducted our audits in accordance with the Rulss Governing Auditing and Certification of Financial
Statements by Certified Public Accountants and the auditing standards generally acoepted in the Republic
of China. Those rules and standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are fre¢ of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation, We believe that our audits abd the reports
of the ather auditors provide a reasonable basis for our opinion.

In our opinion, based on our audits and the reports of the other auditors, the financial statements referred to
in the first paragraph present fairly, in all material respects, the financial position of Tung He Steel
Enterprise Corporation as of December 31, 2015 and 2014 (restated), and the results of its operations and
its cash flows for the years then ended, in conformity with the Guidelines Governing the Preparation of
Financial Reports by Securities Issuers.
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As described in Nots 3(1), the financial staternents of Tung Ho Stee} Enterprise Corporation were preparod

in conformity with the 2013 version of IFRSs {excluding IFRS 9 “Financial Instruments™)endorsed by the

Financial Supervisory Commission, R.O.C., the International Accounting Standards, and the IFRIC

Interpretations and SIC Interpretations commencing from 2015, The financial statements as of and for the
. year ended December 31, 2014 were retrospectively restated accordingly.

KPMG

Taipei, Tafwan (the Republic of China)
March 28, 2016

Note to Reagders
The accompanying financial stetements are intendod orly to prezent 1Be financlal position, results of operations and cash flows in
accordance with the International Financial Reporting Standards es endorse by the FSC and not those of any other jurisdictions.
The standards, procedures and pructices to sudif such financial statements are fhose generalty sccepled and applied in the Republic
of China,

For the convenlence of readers, the auditors’ report and the accompanying {Inancial stalcanenis have been translated into English
from the eriginal Chinese version prepared and used in the Republic of China. I there is any conflict beiwean or any differcace in
the inferpratation of the two, the Chinese versian shall provail.
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TUNG HO STEEL ENTERPRISE CORFORATION

STATEMENTS OF COMPREHENSIVE INCOME

FOR THE YEARS ENDED DECEMBER 31, 2015 AND 2014
{Expressed in thousands of New Taiwsn Dollars, except for carnings per share)

Operating revenues, net {Notes 6(21) and 7)
Operaling costs (Nates 6{7)(17yand 7)

Gross profit, net
Less: unreafized inter-company prafil {(Mote 7)
Add; reallzzd inter-company profit (Nots 7)
Realtzed gooss profit
Operating sxpsases:
Selling cxpensas {Nokes 6(17) and T)
Administrative expenses (Notes 6(17) end 7)

Toml operating exponses
Operating Ineame

Non-operating [ncome and expenses:
Other income (Motes 6(15)23) wnd 7)

Other gains andt loxses (Noles 6{4)(5)(23) and 7)
Finaneial costs (Notes 6{14) emd (23))
Share of profit {oss) of subsidiaries and associales accounted for using the equity method (Note §(8))
Tatal non-operating income and expenses
Income before income tax
Lass: Incowie tax expense (Nate 6(18))
Netmcome
Otirer comprehensive Income (Jess) (Notes S(17)(18))

Ftems that niay not be reclassified subsequently to profit or tess:
Remcastrement of defined benefit Hability
Share of other campechensive income (loss) of subsidlackes and assaclates accounted for using the equity methed
Lass: incons fax related fa Tiams tbat may wof be reclessified subscquently to profil or losy

Tota] iesws that may not B reelnsslﬂ'ld subsequoently to profit or loss

Fteras that mzy be rechusificd cabsequently to profit or lexs:
Exchungs differcnces arising on tranalatian of foreign operations
Unsealized gains (Josses) on available-for-sale fingncial assels
Loases oh effcetive portion of cash fiow hedge
Share af other comprehensive (loss) fncame of subsidiatles and associates accounted forusing the equity method
Less: incomc tax retated 40 fema that moy be realassifled sutsequently to profit or loss

Total itetas that may ba reclassifies subsequently fo profit or lass
Other comproliensive income for the yoar, net of tax
Total comprebensive incane for the year
Baste earnings per share {in dollars} (Note 6(20))
Diluted earnings par share (in dollars) (Note 6(20%)

Sce accompanying notes to financial statements.

For the yeat ended December 3,

3015 2014 (Restated)
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TUNG O STEEL ENTERPRISE CORPORATION
STATEMENTS OF CASH FLOWS

FOR THE YEARS ENDED DECEMBER 31, 2028 AND 2034
(Bxpressed in thousands of New Talwan Dullars)

Forikeyrar ended b o 33,
2Hs 2014

Cash fiows from spernilng octivitizn
Fucome before income (ag 1 1.435.49Q° 1318264
Adjurtments:
Revanuo [Income) and expenes (losees)
Depnsintion 993,386 1,013,003
Amcrilaalion 16AS3 38,081
imenest expanss 69321 102,623
OIS FEVETDE @REI6T} @T1176)
Dividead revenwe (14,350) {12497)
Shera af toss (profl) of subsldinries wed mmack d for esing the canity metked 343079
Loss on dtspoml of propeny, plat, axd equipmnet m Liq
Propexy, plant, agd oqud) -
Gain on disposal of favestninss $2,295) {30,935)
Losa on bngaiomen of financlal sxoets -
Usarealfzd Inwercompany profid 18,541 134926
Roaltzad ltsr-company proflt {3,928)
Foraign onchange (gain) loss [32,314) 709
mwmwm“““ . e
[ .
Lasa on decling of invoniory madon prico — 3883
Total of sovanio (Jacon) sed wipaases (losm) PSRN T T SN ¥ 1 Y
Changes in opsraiing aszats -nllhllh-
Domlu a Moancie! m Tk for mendlen 142209 146653
Dotrewss I notea wechblo 46327 133,680
656,105 (&m}
Dumunuum}nmummbh Froso retaied panlss 3326 (136,758}
Tnaresra b sther reivables i 22,104) (24650
Decreass in othor cocelvablos From ndwied panies 45 ]
Dau-.w Il Imveniorfes S,Az.‘i’.m I.!f::;g
Dmmﬂumfncﬂﬂ'dnﬂm __305 %
Chml ing Ihlﬂkf:: = l
e | )
Mhhﬂﬁllﬂﬁhiﬂl forlding 44988 (40216}
{Doorcass) Ircrenss In woics pryzbi @27y 19708
Inveo bt notos payalbdo 10 pdaed mariies 2446 . ]
Digeresse in aceounts payablo (563,070 {
ncresms (n w [ Mé 9173
Docrorso n other paysiles {68414y {30,738)
Deoecasc bn gdvanne reeclpts (128,108) }
Ineroase {Dacroaso) [ net definod heacti Bubiltics L2403
Total changes n operaling NabiThiey [R26501) LHL530
Net changes In operxiag fswis ond InbBlales FETTTITY 134937
Taial sdforments SI3842% 25055
Cush gonorated fiam oporations 6620912 4,134,957
Inionen recclved 80 6517
Dividends ragelved 52,195 14,906
pall 5687} {64,065)
Tnoama Ly (id 1150.380) G145
Net exsh provided by sparating setivities £04953 1505974
Cuh Mows from investing setiviiles
Proceeds from dispose) of sveliahle-for-mle macial wroris 200,000 -
Acquisition of Snanchal psoes camied af coal {2 14.180)
Proceedy from disposal of financial agscin carded st cost s7 8 0
M;mﬂqﬂm“uﬂdﬂmdm Repuis carviod ot ool §760 31,348
Fraoveds nnmihpml of progrerey, plae, snd equigmcal - 5384
mueomm ofdesivalive Sianndiel Hoblhios mlhrhmhs (17385} -
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b fn oE {SI2) uash
Acquisition af Tivtnemt pranorty RO.56) {16384}
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¥ In eash and eash oguivall LiGLAGS 63,705
Cash and cash equivalents, beglouing aof year L6352 858 LiE9.253
Cush and cash squivalouts, cnd of yor S emcanddMA o LERDS

See gccompanying notes 1o financial siatements,




TUNG HO STEEL ENTERPRISE CORPORATION
NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2015 AND 2014
(ATl amounts are expressed in thowsands of New Taiwan dollars
Except for per share information or unless otherwise specified)

1. Organization and Business Scope

Tung Ho Steel Enterprise Corporation (the “Company) was incorporated in May, 1962, as a company
limited by shares and registered under the Ministry of Bconomic Affairs, R.O.C The address of the
Company’s registered office is 6F., No. 9, Sec. 1, Chang-an E. Rd., Taipei City, Taiwan (R.0.C.). The
Company is primarily involved in manufacturing and selling steel bars, steel sections, and steel plates.

2. Approval Date and Procedures of the Financiad Statements

The financial statements as of and for the year ended December 31, 2015 were approved and
authorized for issuance by the baard of directors on March 28, 2016,

3. Application of New and Revised Standards and Interpretations

(1) Effects on adoption of new standards and interpretations endorsed by the Financial Supervisory
Commissions R.O.C. (*FSC™)

Since 2015, the Company has fully adopted the 2013 version of International Financial Reporting
Standards, International Accounting Standards, IFRIC Interpretations, and SIC Interpretations
(excluding IFRS 9 “Financial Instroments*) endorsed and published by the FSC, in preparing the
financial statements.

Effective date

New, Revised or Amended Standards and Interpretations Prescribed by IASB
Amendment to IFRS 1 “Limited Exemption from Comparative IFRS 7 July 1, 2010
"Disclosures for First-time Adopters”
Amendment to IFRS 1 “Severe Hyperinflation and Removal of Fixed July 1, 2011
Dates for First-time Adopters”
Amendment to IFRS 1 "Government Loans” January 1, 2013
Amendment to JFRS 7 "Disclosures-Transfer of Financial Asset” July 1,2011

Amendment to JFRS 7 “Disclosures—Offsetting Financial Assets and Financial January 1, 2013
Lijabhilities™

IFRS 10 “Consolidated Financial Statements™ January }, 2013
(With January 1,
2014, the effective
date for investment
entities)

IFRS 11 “Joint Arrangements” January 1, 2013

IFRS 12 “Disclosure of Interests in Other Entities™ Janvary 1, 2013

IFRS 13 “Fair Value Measurement” January 1, 2013

Amendment to IAS 1 “Presentation of ltems of Other Comprebensive Income” July 1, 2012
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TUNG HO STEEL ENTERPRISE CORPORATION
NOTES TO FINANCIAL STATEMENTS

Effective date
New, Revised or Amended Standards Inferpretations Prescribed by IASB
Amendment to 1AS 12 “Deferred Tax: Recovery of Underlying Assets™ January 1, 2012
Amendment to IAS 19 “Employes Benefits™ Janary 1, 2013
Amendment to IAS 27 “Separate Financial Statements® Janvary 1, 2013
Amendment to IAS 32 “Offsetting Financial Assets and Financial Liabilities” January 1, 2014
IFRIC 20 “Stripping Costs in Production Phase of & Surface Ming” Jamuary 1, 2013

Except for the following items, the Company believes that the adoption of aforementioned 2013
version of IFR8s endorsed by the FSC endorsed by the FSC did not have any significant effect
on the Company’s financial statements:

(a) IFRS 12 “Disclosure of Interests in Other Entities”

The Company has increased disclosures on information about jts related entities according
to this standard. Please refer to Note 6(8) for related information.

(b) IFRS 13 “Fair Value Measuremens™

The standard changes the definition of fajr value, provides a framework for fair value
measorement, and regulates related disclosures about fair value measurement. The
Company has increased related disclosures on fair value measarement accordingly. (Please
refor to Note 6(24) for detaile.) In accordance with the teansitional provisions of the
standard, the Company has postponed the application of regulations on fair value
measurement. Comparative information on the additionally demended disclosures is not
required. Despite the posiponed application of the standard, there are no significant
influences on the Company*s financial statements.

(¢) IAS 1 “Presentation of Financial Statements”

The standard amends the presentation of other comprehensive incoms (OCI), classifying
items presented in OCI info two categories: may not be reclassified subsequently to profit
or loss, and may be reclassified subsequently to profit or loss. The amendment also requires
that the tax effect of OCI items presented in untaxed amount should be presented in the two
categories according to the above requirement,

The Company hes amended the presentation of statement of comprehensive income and has
also amended the presentation of comparable period accordingly.

(d) IAS 19 “Employee Benefits”
The amendments to JAS 19 require companies to calculate net interest by applying the
discount rate to the net defined benefit liability or asset to replace the interest cost and the
expected return on plan assets,

(Continved)




3
TUNG HO STEEL ENTERPRISE CORFORATION
NOTES TO FINANCIAL STATEMENTS

In addition, the amendments require all remeasurement of defined benefit plan (including
actuarial gains and losses) be recognized immediately through other comprehensive incoms,
eliminating the accounting treatment of the corridor approach and the immediate
recognition of actuarial gains and losses to profit or loss when it is incurred.

Past service cost, on the other hand, should be expensed inmediately when it is incurred
and should no longer be amortized over the average period before vesting on a straight-line
basis. In addition, the amendments also require a broader disclosure on the defined benefit
plazs.

Termination benefit is recognized as a liability and expensed at the earlier of the date when
the entity can no longer withdraw the offer of the termination benefits and the date when
the entity recognizes related restructuring costs.

In compliance with the abovementioned regulations, the Company has modified related
accounting policies regarding net defined benefit obligations, pension costs, and
measurement and presentation of actnarial gains and losses, recognized all unrecognized
past service costs, and retroactively adjusted its retained earnings. Pleass refer to Note 5 for
the effect of such change in accounting policy.

(e) The following chart summarizes the effect on the Company’s financial position,
comprehensive income, and cash flows. The effect is related to defined benefit plan. (Please
refer to Note 3(d).

Affected items Amount before  Effect of the change  Amount after
on the balance sheet restatement in accounting policy restatement
December 31, 2054
Nat defined benefit liability-noncurrent 782,250 (47,623} 734,627
Unapproptisted retained earnings 3,379,956 45,362 3,425,318
Other equity inlerest 160,468 2,261 162,729
Affected items Amount before  Effect of the change  Amount after
on the balance sheet resiztement in aceounting policy restatement
January 1, 2014
Net defined benefit liabitity-noncurrent § 771,087 (51,952) 719,145
Unappropriated retained carnings 4,301,006 50,084 4,351,090
Other equity interest (285,139} 1,868 {283,271)

Affected items on the statement of  Amount before  Effect of the change  Amount after
compreliensive Income restatement in accounting poliey _ restatement

For the year ended December 31, 2014
Administrative expenses $ 665,901 4,329 670,230

(Continued)



4
TUNG HO STEEL ENTERPRISE CORPORATION
NOTES TO FINANCIAL STATEMENTS

(2) New standards and intespretations issued by the International Accounting Standards Board (1ASB)
but not yet endersed by the FSC

The following summarizes new standards end amendments that may impact the Company issned
by the JASE but not yet endorsed by the FSC unti] the reporting date:

Effective date
New, Revised or Amended Standards Interpretations P_rescribed by IASE
IFRS 9 “Finencial Instruments™ Janvary 1, 2018

Amendmients to IFRS 10 and IAS 28 “Sale or Contribution of Assets Between  To be determined by

an Investor and its Associate or Joint Venhme® IASB

Amendments to IFRS 10, IFRS 12, and IAS 28 “Investment Bntities: Applying January 1, 2016
the Consolidation Exception™

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

IFRS 14 “Regulatory Deferral Account™ January 1, 2016

IFRS 15 “Revenue from Contracts with Customers” Janvary 1, 2018

- IFRS 16 “Lease™ January 1, 2019

Amendment to IAS 1 “Disclosure Initiative” Tanvary 1, 2016

Amendment to IAS 7 “Disclosure Initiative™ Tanuary 1, 2017

Amendment to 1AS 12 “Recognition of Deferred Tax Assets for Unrealized January 1, 2017
Losses™

Amendment to IAS 16 and IAS 3B “Clarification of Acceptable Methods of Jamuury 1, 2016
Depreciation and Amostization”™

Amendments to IAS16 and IAS 41 “Bearer Plants” Janwary 1, 2016

Amendments to 1AS 19 “Defined Benefit Plans: Employse Contributions® July 1,2014

Amendments to IAS 27 “Equity Method in Separate Financial Statements” January 1, 2016

Amendment to IAS 36 * Recoverable Amount Disclosures for Non-financial ~ January 1, 2014
Assetz”

Amendment to JAS 1% “ Novation of Derivatives and Continvation of Hedge  January 1, 2014
Accounting®

Annual Improvements Cycle 2010-2012 and 2011-2013 July 1, 2014

Annual Improvements to IFRSs 2012-2614 Cycle January 1, 2016

IFRIC Interpretation 21 “Levies™

January 1, 2014

The Company is in the process of evaluating the impact on its financial position and financial
performance of the hitial adoption of the aforementioned standards or interpretations, The results
thereof will be disclosed when the Company completes its evaluation.

. Summary of Significant Accounting Policies

The following significant accounting policies are adopted in the accompanying financial statements.
Except for those described in Note 3, the accounting policies have been applied consistently to all the
reporting periods presented in these financial statements.

{Continued)
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TUNG HO STEEL ENTERPRISE CORPORATION

NOTES TO FINANCIAL STATEMENTS

(1) Statement of compliance

These amnual financial statements have been prepared in accordance with the Guidelines
Governing the Preparation of Financial Reports by Securitics Issuers (hereinafter referred to as the
Guidelines).

{2) Basis of preparation
me ent

The Fnancial statements have been prepared on historical cost basis, except for the following
material items in the balance sheet,

(a) Financial instruments measured at fair value through profit or loss are measured at fair
value (including derivative financial instruments) ;

(b) Available-for-sale financial assets are measured at fair value;

(¢) Defined benefit assets, which are recognized at the amount of plan assets, plus
unrecognized past service cost and unrecognized actuarial loss, less unrecognized actuarial
gain and the present value of defined benefit obligation

F i d 1041 CIL

The functional currency of the Company is defermined based on the primary economic
environment in which the entity operates. The financial statements are presented in New Taiwan
Doliar, which is the Company®s fimetional currency. All financial information presented in New
Taiwan Dollar has been rounded to the nearest thousand,

(3) Faoreign currency
{a) Foreign currency transactions

Transactions In foreign currencies are translated to respective functional currencies at
exchange rates on the dates of the transactions. Monetary assets and liabilities denominated
in foreign currencies at the reporting date are translated to funcfional corrency at the
exchange rate on that date. Foreign currency gain or loss on monetary items is the
difference between amortized cost in the functional currency at the beginning of the year,
adjusted for effective interests and payments during the year, and the amortized cost in
foreign cumrency translated at the exchange rate at the end of the year.

{Continued)
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Foreign correpcy denominated non-monetary assets and lisbilities measured at fair valne
are translated to the functional currency at the exchange rate on the date when fair value
was determined. Foreign currency denominated non-monetary items measured at historical
cost is translated using the exchange rate at the date of the transaction.

Bxchange difference on translation of foreign operations is recognized in profit or loss,
except for that erising from available-for-sale non-monetary seourities, which is recognized
throogh other compwehensive income.

Foreign operaﬂom

The essets and liabilities of foreign operstions, including goodwill and fair value
adjustments arising from acquisition, are translated to the Company’s presentation currency
at exchange rates on the reporting date. The income and expenses of foreign operations,
excinding foreign operations in hyperinflationary ecomomies, are translated to the
Company’s presentation currency at average rate. Foreign currency translation djfferences
are recognized in other comprehensive income.

However, if the foreign operation is a non-wholly owned subsidiary, then the relevant
proportion of the translation difference is aflocated to non-controlling interests. When a
foreign operation is disposed of such that control, significant influence, or joint control is
lost, the cumulative amount in the translation reserve related to that foreign operstion is
reclassified to profit or loss as part of the gain or loss on disposal. When the Company
disposes of amy part of jts interest in a subsidiary that includes a foreign operation while
retaining conirol, the relevant proportion of the cumulative amount is reatiributed to
nofi-controlling interest. When the Company disposes of only part of an investment in an
assooiate of joint venture that includes a foreign operation while retaining significant or
joint control, the relevant proportion of the cumulative amomnt is reclassified to profit or
loss,

When the seitlement of a monetary item receivable from or & monetary item payable to a
foreign operation is neither planned nor likely to happen in the foreseeable future, foreign
currency geins and logses arising from such items are considered to form part of a net
investment in the foreign operation and are recognized in other comprehensive income.

(4) Classification of carrent and noncurrent assets and liabilities

An asset is classifiod as cuent under any one of the following conditions. All other asssts are
classified as noncurrent,

(a) The asset is expected to be realized, or sold or consumed, during the Company®s nonmal
operating cycle;

(b) The asset is held primarily for the purpose of trading;

(Continued)
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{¢)} The asset is expected to-be realized within twelve months after the reporting date; or

(&) The asset is cash and cash equivalent unless the asset s restricted from being exchanged or
used to settle a liability for at Jeast twelve months after the balance sheet date.

A fiability is classified as current under any one of the following conditions. All other liabilities are
classified as noncurrent.

{a) The lability is expected to be settled during the Company’s normal operating cycle;
(b} The liability is held primarily for the purpose of trading;
(¢) The liability is due to be setled within twelve months after the reporting date; or
{d) The Company does not have any unconditional right to defer scttlement of the liability for
gt least twelve months after the balance sheet date. Terms of a linbility that could, at the
option of the counterparty, result in its settlement by issuing equity instruments do not
affect is classification,
(5) Cash and cesh equivalents
Cash and cash equivalents comprise cash on hand, cash in bank, and shori-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. Term deposits that meet the above requirements and are held
for the purpose of meeting short-term cash commitments rather than for investment or other
purposes are classified under cash equivalents.
(6) Financial instruments

Financial assets and financial liabilities are initially recognized when the Company becomes a
party to fhe contractual provisions of the instruments,

{a) Financial assets

Financial ssscts are categorized into financial assets at fair value through profit or loss, loans,
receivables, and available-for-sale financial assets.

i. Financial assets at fair value through profit or loss

Financial assets clagsified under this category are mainly financial assets held for trading,
or designated as at fair vajue through profit or loss upon initial recognition.

(Continued)
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Financial assets are classified as held for trading if they are acquired principally for the
purpose of selling in the short term. Financial assets, other than those classified es held
for trading, are designated as at fair value through profit or loss upon initial recognition
under one of the following situations:

i) Designation eliminates or significantly reduces a measurement or recognition
inconsistency that wounld otherwise arise from measuring assets or liabilities or
recognizing the gaing and losses on them on a different basis;

i) Performance of the financial asset is evaiuated on a fair value basis;
iif) A hybrid instrament contains one or more embedded derivatives.

Upon initial recognition, financial assets in this category are measured at fair valoe.
Aftributable transaction costs are recognized through profit or loss as incurred.
Subsequent 1o initial recognition, financial assets at fair value through profit or loss are
measured at fhir value and changes therein, which take into account any dividend and
interest income, are recognized in profit or loss.

If such financial instrument is an equity instrument which lacks active market ard whose
fair value cannot be reliably estimated, it is measured at cost less impairment and
recognized as financial assets measured at cost.

Available-for-sale Snancial asseis

Available-for-sale financial assets are non-derivative financial assets that are designated
available-for-sale or ars not classified in any of the other categories of financial assets,
Available-for-sale financial assets are recognized initially at fair value, plus any direotly
attributable transaction cost. Subsequent to initial recognition, and except for impairment
losses, effective interest income, dividend income, and forelgn currency gain or loss on
monetary assets, which are recognized through profit or loss, available-for-sale financial
assets are measured ai fair value in other comprehensive income and presented under fair
valye reserve in equity. When an investment is derecognized, the gain or Joss
accumulated in equity is reclassified to profit or loss, and is included in other income and
expenses in the statement of comprebensive income. For regular practices of purchase
and sale of financial assets, trade-date accounting should be applied.

Investments in equity instruments that do not have a quoted market price in an active
market, end whose fair value cannot be reliably measured, are measured at cost less
impairment loss, and are included in financial assets measured at cost.

Dividend income is recognized ir profit or loss on the date that the Company’s right to
receive payment is established, which in the case of quoted securities is normaily the ex-
dividend date. Such dividend income is recognized as dividend income under non-
operating income.

(Continued)
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Interest income from investment in bond securities is recognized in profit or loss, and is
included in interest income under non-operating income.

Loans and receivables

Loans and receivables are financial assels with {ixed or determinable payments that are
not quoted in an active market which comprise accounts receivable and oiher receivables.
Such assets are recognized initially at fair valus, plus any directly attributable transaction
costs. Subsequent to initial recognition, receivables are measured at amortized cost using
the effective interest method, less any impairment losses, except for short-term
receivables in which the effect of discounting is immaterial. For regular practices of
purchase and sale of financial assets, trade-date accounting should be applied.

Interest income from receivables is recognized in profit or loss, under other income in
non-operating activities,

Impairment of financial assets

Bxcept for financiat assets at fair valve through profit or loss, a financial asset is assessed
for impairment st reporting date, A financial asset is impaired if, and only if, there is
objective evidence of impairment as a result of one or more events (2 “loes event’) that
occuered subsequent to the initial recognition of the asset and that Joss event has an
impact on the estimated future cash flows of the financial assets which can be estimated
refiably.

Objective evidence that financial assets are impaired includes delinquency or default
(such as unpaid or delayed payment of interest or principel) by a debior, restructuring of
an amount due to the Company on terms that the Company would not consider otherwise,
indications that a debtor or issuer will enter bankruptey, adverse changes in the payment
status of borrowers or issuers, economic conditions that comrelate with defaults, or the
disappearance of an active market for a security. In addition, for an svailable-for-sale
investment in an equity security, a significant or prolonged decline in its fair value below
its cost is accounted for as objective evidence of impairment.

All individually significant receivables are assessed for specific impairment, Objective
evidence that receivables are impaired includes historical trends of collection and
increasing level of averdue receivables which are collected beyond the credit term.,

An impairment loss in respect of & financial asset measured at amortized cost is

determined based on the excess of its carrying amount over the present value of the
estimated future cash flows discounted at the asset’s original effective interest rate.

{Continved)
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An impairment loss of 2 financial asset measured at cost is determined based on the
excesy of its carrying amount over the present value of the estimated future cash flows
discounted at the current market rate of return for a similar financial asset. Such
impairment less is not reversible in subsequent periods.

An impairment loss in respect of a financial asset is written off directly against its
carrying amount, except for accounts receivable, in which an impsirment loss is credited
to an allowsnce account against the recsivables, When a receivable is determined to be
uncollectible, it is written off from the allowance acoount. Any subsequent recovery of
receiveble written off is charged to the allowance account. Changes in the amount of the
allowance accounts are recognized in profit or loss,

Impairment Josses on available-for-sale financial assets are recognized by reclassifying
the losses accumulated in the other equity interest in equity to profit or Joss.

If, in subsequent periods, the amount of the impairment loss of a financial assets
measured at amortized cost decreases and the decrease can be related objectively to an
event occurring after the impairment was recognized, the decrease in impsirment loss is
reversed through profit or loss, to the extent that the carrying value of the asset does not
exceed its amortized cost before impaicment was recognized at the reversal date.

Impairment losses recognized on available-for-sale equity security are not reversed
through profit or loss. Any subsequent recovery in the fair value of an impaired
available-for-sale equity security 1s recognized in other comprehensive inoome, and
accumulated in other equity intersst in equity,

Impairment losses and recoveries on receivables are recognized in profit or loss.

. Derecognition of financial assets

Financial assets are derecognized when the contractual rights to the cash inflow from the
asset are terminated, or when the Company transfers substantially all the risks and
rewards of ownership of the financial assets.

On derecognition of a financial asset in ifs entirety, the difference between the carying
amont and the sum of the consideration received or receivable and any cumulative gain
or Joss that had been recognized in other comprehensive income is recognized in profit or
loss.

If the transferred asset ig part of a larger financial asset and the part transferred qualifies
for derecognition in lts eutirety, the previous carrying amount of the lacger financial asset
is aflocated berween the part that continues to be recopnized and the part that is
derecognized, based on the relative fair values of those parts on the date of the transfer.
The difference between the carrying amount allocated to the part derecognized and the
sum of the consideration received for the part derecognized and any cumulative gain or

{Continued)
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loss allpcated to it that had been recognized in other comprehensive income are
recognized in profit or loss. A cumulative gain or loss that had been recognized in other
comprehensive income is allocated between the part that continues to be recogmized and
the part that is derecognized, based on the relative fair values of those pats.

(b) Financial liabilities and equity instruments

ii.

Classification of debt or equity instruments

Debt or equity instruments issued by the Company are classified as financial liabilities or
equity in accordance with the substance of the contractual agreement.

An equity instrument is any contract that evidences a residual interest in the assets of an
entity after deducting all of its liabilities. Equity instruments issued by the Company are
recognized based on the proceeds received, net of direct issue costs,

Compound financial instruments issued by the Company comprise convertible bonds that
can be converted to shares of capital at the option of the holder. The number of shares to
be issued is fixed

The Hiability component of a compound financial instrument is recognized initially at the
fair value of a similar liability that does not have an equity conversion option. The equity
component is recognized initially at the difference between the fair value of the
compound financial instrument as a whole and the fair value of the liability component.
Any directly attributable transaction costs are aflocated to the liability and equity
components in proportion to their initial carrying amounts.

Subsequent to initial recognition, the liability component of & compound financial
instrument i3 measured at amortized cost using the effective interest method. The equity
component of a compound financial instrument is not remeasured subsequent to initial
recognitiotl.

Interests, gains and losses related to financial Habilities are recognized in profit or loss
under non-operating income (expenses).

Financial Habilities are reclassified to equity on conversion, on which no gaing or logses
are recognized,

Financial liabilities at fair value through profit or loss

Financial liabilities classifisd under this category are mainly financial liebilities held for
trading, or designated as at fair value through profit or Joss on initial recognition.

{Continued)
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Financial liabilities are classified as held for trading if they are acquired principally for
the parpose of selling in the short term. Financial liabilities, other than ones classified es
held for trading, ave designated as at fair value throngh profit or loss at initial recognition
under one of the following sitvations:

i. Designation eliminates or significantly reduces a measurement or recognition
inconsistency that would otherwise arise from measuring assets or liabilities or
recognizing the gains and losses on them on a different basis;

il. Performance of the financial liabilities is evaluated on a fair value basis;
ili. A hybrid instrument contains one or more embedded derivatives.

At initial recognition, financial Liabilities in this category are measured at fair value.
Atiributsble transaction costs are recognized in profit or loss as inctrved. Subsequent to
initia} recognition, financial liabilities at fair value through profit or loss are measured at
fuir value and changes therein, which teke into accoupt any interest expense, are
recognized in profit or loss.

Financial liabilities at fair value through profit or foss measured at cost, which are
recognized as “financial liabilities carried at cost”; include obligations to deliver equity
investiments that do not have a quoted price borrowed by & short seller.

Gaing and losses on finencial guarantee contracts and loan commiiments that the
Company issues and designates as financial liabilities are recognized in profit or foss as
other gains and losses under non-operating income (expenses).

Other financial liabilities

Except for those held for trading or is designated at fair value through profit or loss,
financial Kabilities which comprise of short-ferm and long-term loans, and accounts and
other payables, are measured at fair value, plus, any directly attributable transaction cost
at the time of initial recognition. Subsequent to initial recognition, they are measured at
amortized cost calenfated using the effective interest method. Interest expense not
capitalized as capital cost is recognized in financial cost under other other non-operating
income (expenses).

Derecognition of financial liabilities

A financial liability is derscognized when the contractual obligation thereon has been
discharged or cancelled or has expired. The difference between the carrying amount of a
financial Hability derecognized and the consideration paid (including any non-cash assets
transferred or liabilities assumed) is recognized in profit or loss under other
comprehensive income,

(Continued)
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v. Offsetting of financial assets and liabilities

Financtal assets and liabilities are presented on a net basis wien the Company has legal
enforceable rights to offset, and intends to settle such financial assets and liabilities on a
net basis or to realize the assets and settle the liabilities simultaneously.

(c)} Derivative financial instruments and hedge accounting

‘The Company holds derivative financial instruments to hedge its foreign currency and
interest rate exposures. Derivatives are recognized initially at fair value; aftributable
transaction costs are recognized in profit or foss as incurred. Subsequent to initial recognition,
derivatives are measured at fair value, and changes therein are recognized in profit or loss
under other gaing and losses. When a derivative is designated as a hedging instrament and acts
effective for the hedge, its timing of recopnition in profit or loss is determined based on the
nature of the hedging relationship. When the fair value of a derivative instrument is positive, it
is classified as a financial asset, and when the fair value is negative, it is classified as a
financial lability.

For derivatives linked to investments in equity instruments that do not have a quoted market
price in an active market and must be settled by delivery of such unguoted equity instruments,
such derivatives that are classified as financial assets and are measured at amortized cost less
impairment Joss as finencial assets measured at cost; and such derivatives that are classified as
financial liabilities arc measured at cost as financial liabilities measured at cost,

Embedded derivatives are separated from the host contract and accounted for separately, when
the economic characteristics and risks of the host contract and the embedded derivatives are
not closely related, and that the host coniract is not measured as at fair value through profit or
loss.

The Company designates certain derivative instruments as fair value and cash flow hedging
instruments. Since the start of the hedging relationship, the Company has recorded in paper
such relationship, the objective of risk control, and the strategies in different hedging
transactions. Additionally, since the commencement of the hedge, the Company has
maintained written records of whether the kedging instrument is highly effective in offselting
the fluctuation in fair value or cash flow arising from the hedged risk,

i. Pairvalue hedge
The change in fair value is recognized in profit or loss immediately for financial
instruments that satisfy the definition of and are designated as hedging instruments. The

fluctuation of fair value due to the hedged risk of the hedged asset or liability is also
recognized as profit or loss immediately.

(Continued)
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ii. Cash flow hedge

For finencial instruments that are desigoated as cash flow hedging instrument, the
effective portion of the change in fair value is recognized in other comprehensive income,
and accumulated in gain (loss) on the effective portion of cash flow hedge under other
equity interest, The ineffective portion should be recognized as profit or logs immediately.

‘When & hedged item is recognized in profit or loss, the amount initially recognized in
other comprehensive income and accumulsted in other equity interest should be
reclassified o' profit or loss in tho same period. When a non-financial asset or liability is
expected to be recorded in a hedging transaction, the amount initially recognized in other
comprehensive income should be reciassified as the original cost of such nen-financial
asset or liability.

When the hedging instrument is due, sold, terminated, executed, or no longer satisfy the
terms for use of hedge accounting, the accurnulated gain (Foss) on the effsctive portion of
cash flow hedge should still be recognized as & separate equity component before the
foreoasted trunsaction tekes place. When the forecasted transaction is no longer expected
to take place, the accumulated gain (loss) on the effective portion of cash flow hedge
ghonld be reclassified from equity to profit or loss.

(7) Inventories

The cost of inverories shall compriss all costs of purchase, costs of conversion, and other costs
incurred in bringing the inventories to the Iocation and condition ready for sale or production. The
allocation of fixed production overheads ta the finished gonds and work in process is based on the
normal capacity of the production facilities. However, in the case where the practical capacity is
larger than the normal capacity, the allocation is base on the prmctical capacity. Variable
production overheads are allocated to each unit of production on the basis of the practical capacity
of the production facilities. lnventories are measured at the lower of cost or net realizable value.
The cost of inventories is based on the monthly weighted-average cost. Net realizable value is the
estimated selling price in the ordinary course of business at fhe balance shest date, less the
estimated costs until completion and selling expenses. If the inventory is reserved under a supply
contract, its cost shall be based on the price of the contract.

(8) Investment in associjates

Assooiates are those entities on which the Company has significant influence, but not control, over
the financial and operating policies.

The Company’s investments in associstes are accounted for using the equity method and are
recognized initially st cost, which includes transaction costs. The carrying smount of the
investment in associates includes goodwill resulted from the acquisition Jess any accumulated
impairment losses.

(Continyed)
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The financial statements inciude the Company’s share of the profit or loss and other
comprehensive income of equity accounted investees, after adjustments to align the accounting
policies with those of the Company, from the date that significant influence commences until the
date that significant influence ceases.

Unrealized profits resulting from the transaciions between the Company and an associste are
eliminated to the extent of the Company’s share of interest in the associate, Unrealized losses on
transactions with associates are eliminated the same way, under the condition that no evidence of
impairment is present,

When the Company’s share of loases exceeds or equals fts share of interest in an associate, the
recognition of further losses is discontinued except to the extent that the Company has an
obligation or has made payments on behalf of the investee.

When an associate issues new shares and the Company does not purchase such new shares
proportionately, vesulting in fluctuation i its shareholding percentage and changes in the net valoe
of its invested equity, the change should be recognized in capital surplus and investments
accounted for using the equity method. If such adjustment is debited to capital surplus when there
is insufficient balance of capital surplus resulted from investments accounted for using the equity
method, the difference should be debited to retained earnings instead. However, if the Company’s
shareholding percentage decreased due 1o not purchasing proportionated share of new stocks, other
comprehensive incoms related to the associste previously recognized should be reclassified in
propertion with the decreased shareholding percentage. The basis of such accounting treatment
should be consistent with that if the associate directly disposes of related asseis or liabilities.

{9} Investments in subsidiaries

When preparing the financial statements, the Company accounts for the investee companies on
which it possesses control using the equity method. Net income, other comprehensive income, and
sharsholder’s equity in the financial reports of the Company should be the same with the net
income, other comprehensive income, and shareholder’s equity aftributable to the parent in the
gongolidated financial reports should ba the same.

The Company accounts the changes in equity, under the condition that control is still present, as
equity transactions between the proprictors.

{10) Investment property
Investment property is the property held either to earn rental income, or for capital appreciation, or
for both, but not for sale in the ordinary course of business, for use in the production or supply of

goods or services, or for administrative purposes. Investment property is measured af cost upon
initial recognition and subsequently at cost less accumulated depreciation.

{Coentinued)
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Cost includes expenditure thet is directly attributable to the acquisition of the investment property.
The cost of self-constructed investment property includes the cost of raw materials and direct labor,
capitalized borrowing costs, and any other costs directly attributable fo bringing the investment
property to a working condition for its intended use.

When the use of an investment property changes such that it is reclassified as property, plant, and
equipment, its carrying amownt at the date of reclassification becomes its cost for subsequent
accounting.

(11) Property, plant, and equipment
{8) Recognition and measurement

Items of property, plant, and equipment are measured at cost less accumulated depreciation
and accumulated impairment loss. Cost includes expenditures that is directly attributed to the
acqnisition of the asset, any cost directly attributable to transporting the asset to the location
and condition necessary for it to be utilized by the manner inténded by management, the initial
estimate of the costs of dismantling and removing the item and restoring the site on which it is
located, and any borrowing cost eligible for capitalization. Cost of the property, plant, and
equipment also include the portion transforred from equity of effective cash flow hedges.
Purchased sofiware that is integral to the functionality of the related equipment is capitalized

as part of the equipment cost.

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 is dopreciated separately, unless the usefuf life and the depreciation
method of a significant part of an jtem of property, plant, and equipment are the same as the
useful life and depreciation method of another significant part of thet same item.

Gain or loss arising from the disposal of an item of property, plant, and equipment is
detenmined as the difference between the net disposal proceeds, if any, and the carrying
amount of the item, and is charged to profit or loss under other comprehensive income.

(b} Reclassification to investment property

The property is reclassified to investment property at its carrying amount when the use of the
property chznges from owner-occupied to investment property.

{c) Subsequent cost
Sobsequent expenditure is capitelized only when it is highly probable that the future economic
benefits agsociated with the expenditure will flow to the Company and can be assessed relinbly.

The carrying amount of those parts that are replaced is derecognized. Ongoing repairs and
maintenance are expensed as incurred,

{Continued)
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(d) Depreciation

Depreciation of property, plant, and equipment is measured over their estimated nseful lives
using the straight-line method, Each significant part of a property, plant, and equipment is
evaluated individually and depreciated separately should it possess a different useful life. The
depreciation charged for sach period is recognized in profit or foss,

If there is reasonsble certainty that the Company will obtain ownership by the end of the lease

tertn, the period of expected use is the useful life of the leased asset; otherwise, leased assets

are depreciated over the shorter of the lease term and its usefiil lifs.

Land bas an unlimited useful 1ife and therefore is not depreciated,

The estimated useful lives for the current and comparative years of significant items of

property, plant, and equipment are as follows:

i. Buildings: 3 to 60 years

ii. Machinery and equipment: 2.75 to 25 years

iil. Leased assets: 15 years

iv. Miscellaneous equipment: 15 years

Depreciation methods, usefutl lives, and residual values are reviewsd at each reporting date, Tf

expeotations differ fiom the previous estimates, the change is accounted for as a change in an

acoounting estimate,

(12) Leases
{a)Lessor

Lease income from an operating lease is recognized in income on a straight-line basis over the
lease term. Initial direct costs incurred in negotiating and arranging an operating Jease are added
to the carrying amount of the leased asset and recognized as an expense over the lease term on
the same besis as the rental income. Incentives granted to the lessee to enter into the operating
lease are spread over the lease term on a straight-line basis so that the lease income received is
reduced accordingly.

Countingent rents are recognized as income in the period when the lease adjustments are
confirmed.

(Continued)
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(b)Liesses

Leases whioh the Company assumes substantinlly all of the risks and rewards of ownership are
classified as finance Jeases. Upon initial recognition, the lease asset is measured at an amount
equal to the lower of its fiir value or the present value of the minimum lease payments.
Subsequent to initial recognition, the asset is accounted for in accordance with the accounting
policy applicable to the asset. )

Other leases are operating jeases and are not recognized on the Company’s balance shests.
Payments made under an opersting lease (excluding insurance and maintenance expenses) are
recognized in profit or loss on a straight-line basis over the term of the lease. Leass incentives
recoived are recognized as an integral part of the total lease expenss over the term of the leass.
Minimum lease payments made under finance leases are apportioned between financiai cost and
reduction of the outstanding liability. The finance experise is allocated to each period during the
lease term so as to produce a constant periodic rate of interest on the remaining balance of the
liability. '

Contingent rent is recognized as expense in the periods in which it is incurred.

At inception of an amrangement that is not legally a lease, the Company determines whether
such an arrengement is or contains a lease in substance. If such arrangement depends on the nge
of specific agsets, such assets are deemed as the leased ohject; and if such arrangement contains
the contro] of the right to use the assets, the arrangement is deemed as a transfer of the right to
use the assets.

At inception or on reassessment of the arrangement, if ah areangsment contains = lease, that
lease shall be classificd as a finance lease or an operating lease. The Company separstes
payments and other consideration required by such an arrangement into those for ths lease and
those for other. elements on the basis of their relative fair valves. If the Company concludes for
a finance Jease that it is impracticable to separatc the payment on a reliable basis, then an asset
and a lisbility are recognized at an amount equal to the fair value of the underlying asset.
Subsequently, the liability is reduced as payments are made and an imputed financial cost on
the ligbility is recognized using the Company’s incremental borrowing rate. For an operating
lcase, all payments under the arrangement are accounted for as lease payments. And the
Company disoloses the situation secordingly.

(13) Impairment — non-financial assets

At each balance sheet date, an nssessment is made on. whether there is any indication that a
financial asset (not including inventories, deferred tax assets, and employes benefits) may have
been impaired. If any such indication exists, the Company shall estimate the recoverable amount of
the asset. If it is not possible to determine the recoverable amount for the individual asset, then the
Company will have to determine the recoverable amount for the asset's cash-generating unit (CGU).
The recoverable amount for an jndividual asset or a cash-generating it is the higher of its fair
value less costs to sell and its value in use, If, and only if, the recoverable amount of an asset is Tess

(Continuved)




19
TUNG HO STEEL ENTERPRISE CORPORATION
NOTES TO FINANCIAL STATEMENTS -

than its carrying amount, the carrying amount of the asset is reduced to its recoverable amount.
Such reduction is treated as an impairment loss, which is charged to profit or loss.

The Company assesses at the end of each reporting petiod whether there is any indication that an
impairment loss recognized in prior periods for an asset other than goodwill may no longer exist or
may have decreased. If any such indication exists, the recoverable amount of that asset is estimated.
An impairment loss recognized in prior periods for an asset other than goodwill is reversed if, and
only if, there has been & change in the estimates used to determine the assef’s recoverable amount
since the last impairment loss was recognized The increase in the carrying amount shall not excead
the carrying amount (net of depreciation or amortization) had no impairment loss been recognized
for the asset in prior years, :

Notwithstanding whether indicators exist, recoverability of goodwill and intangible assets with
indefinite useful lives or those not yet in use is tested at Jeast amnually. Impairment loss is
recognized if the recoverable amount is less then the carrying amount.

For the purpose of impairment testing, goodwill acquired i a business combination is, from the
acquisition date, allocated to each of the acquirer’s CGUSs, or groups of CGUs, that is expected to
benefit from the synergies of the combination. If the carrying value of the CGUs exceeds the
recoverable amount thereof, impairment loss is recognized and allocated to reduce the carrying
amount of each assef in the unit. Reversal of an impairment loss for goodwill is prohibited.

{14) Treasury stock

Repurchased shares ate recognized as treasury stocks (a contra-equity sccount) besed on its
repurchase price (including all directly attributable costs), net of tax. Gain on disposal of tressury
shares is recognized under capital surplus — treasury stocks ttansactions, Loss on disposal of
treasury shares is offset against existing capital surplus arising from similar types of treasury
shares transactions. If capital surplus is insufficient for offset, the deficiency is charged to refained
eamings. The carrying value of treasury stocks is calculated using the weighted average calculation
of different types of repurchased shares.

If treasury stocks are cancelled, capital surplus — share premiums and common stocks are debited
proporticnately. Gain on cancellation of treasury stocks is recognized under existing capital
surplus arising from similar types of tveasury shares transactions. Loss on cancellation of treasury
shares is offset against existing capital surplus arising from similar types of treasury stocks
transactions. If the capital surplus is insufficient for offset, then such loss is charged to retained
earnings.

(Continued)
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(15) Revenue recognition

(@

(b)

Goods sold

Revenue from the sale of goods in the ordinary course of business activities is measured at the
fair value of the consideration received or receivable, net of retums, trade discounts and
volume discounts, Revenue is recognized when persuasive evidence exists, usually in the form
of n signed sales agreement, that significant risks and rewards of ownership have been
trapsferred to the customer, recovety of the consideration is probable, the associated costs and
possible return of goods can be estimated reliably, there is no continwing management
invalvement with the goods, and the amount of revenue can be measured relinbly. If it is
probable that discounts will be granted and the amount can be measured reliably, then the
discount is recognized as a reduction of revenue as the sales are recognized.

The timing of the transfers of risks and rewards varies depending on the individua terms of
the sales egreements. For international shipments, transfers usually occur upon loading the
goods onto the relevant carrier at the port. Generally for such products the customer has no
right of return, For domestic sales, transfers ocour upon receipt by the customer.

Rental income

Rental mcome from mvestment property is recognized as income on a straight-line basis over
the lease term. Incentives granied for entering into the operating lease are spread over the
lease term on & straight-line bhasis, with lease income received reduced accordingly. Revenue

generated from Jeasing properties is recognized as rental income under other non-operating
income (expenses).

{16) Employee benefits

(2)

(b)

Defined contribution plans

Obligations for contributions to defined contribution pension plans are recognized as an
employee benefit expense in profit or loss for the period in which services are rendered by

employees.
Defined benefit plans

A defined benefit plan is & posi-employment benefit plan other than a defined contribution
plan. The Compeny’s net obligation in respect of a defined benefit pension plan is caloulated
separately for each plan by estimeting the discounted present vaiue of future benefit that
employees have earned in return for their service in the current and prior periods. The fair
value of any plan assets ig deducted from aforementioned net obligation. The discount rate is
the yield on the reporting date of government bonds that have maturity dafes approximating
the terms of the Companys obligations and are denominated in the same currency in which
the benefits are expected to be paid,

{Continued)
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An actuarial calculation of pension costs and related liabilities are performed ammually by a
qualified ectuary using the projected unit credit method. When the calculation results in a
benefit to the Company, an asset is recognized but the recognized asset is limited to the total
of the present value of economic benefits available in the form of any future refunds from the
plan or reductions in future contributions to the plan. In order to calculate the present value of
sconomic benefits, consideration is given to any minimum funding requirements that apply fo
any plan in the Company. An economic benefit is available to the Company if it is realizable
during the [ife of the plan, or on settlement of the plan liabilities.

Remeasurement of the net defined benefit assets (liabikity), comprising (a) actuarial gains and
iosses, (b} the return on plan assets, excluding the amounts included in the net interest of the
net defined benefit Liability (asset); and (c) any change of upper limit of assets, excluding the
emounts included in the net interest of the net defined benefit liability (asset), is recognized in
other cumprehensive income in the pericd in which they occur. Remeasurement recognized in
other contprehensive income is reflected immediately in retained earings and may not be
reclassified to profit or loss.

Gains or losses on the curtailment or settlement of a defmed benefit plan are also recognized
as pension expenses when the curtailment or settlement oeccurs. The gain or loss on
curtailment comprises any resulting change in the fair value of plan assets, change in the
present value of defined benefit obligation and any related actuarial gains or losses and past
service cost that was not previously recognized.

{c) Short-term employee benefits

Short-tezin employee benefii obligations are measured on an undiscounted basis and arg
expensed as the related service is provided,

A lLiability is recognized for the amount expected to. be paid under short-term cash bonus or
profit-sharing plans if the Company has a present legal or constructive obligation to pay this
amount as & result of past service provided by the employee, and the obligation can be
estimated reliably.

(17) Income taxes
Tax expense comptises current tax expense and deferred tax expense. Current and deferred taxes
are included in profit or loss for the period, except for tax resulted from a business combination or
a transaction or event which is recognized directly in equity or other comprehensive income,
Current tax comprises the amount expected to be paid to (recovered from) the taxation authorities,

osing the tax rates {and tax laws) that have been enacted or substantively enacted by the balance
shect date, and any adjustiments for iax payables of prior periods.

{Continuead)
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Deferred tax is recognized for the temporary differences between the carrying amounts of assets
and liabilities in the financial statements and the corresponding tax bases used in the computation
of taxable profit. Deferred fax is recognized for all temporary differences, except to the extent that
the deferred tax arises from:

{a) the initial recognition of an asset or lability in a transaction which s not a business
combination, and at the time of the transaction, affects neither accounting profit nor taxable
profit {tax loss); or

(b) the investments in subsidiaries and associates, and it is probable that the temporary difference
will not be reversible in the foresesable future; or

(c) the initial recognition of goodwill.

Deferved tax is measured, at the tax rates that are expected to apply to the period when the asset is
realized or the liabjlity is seitled, based on tax rates (and tax laws) that have been enacted or
substantively enacted by the balance sheet date,

Deferred tax assets and deferred tax Jiabilities are offset anly ift

(a) the Company bas a Jegal enforceable right to offset current tax assets against current tax
linbilities; and

(b) the deferred tax assets and the deforred linbilities reiate to income taxes levied by the same
taxetion authority on ejthes:

i. the same taxable entity; or

it. . different taxable entities which intent either to setfle current tax liabilities and assets on a
net basis, or to realize the assets and settle the liabilities simultaneously; in each future
period in which significant amounts of deferred tax liabilities or assets are expected to be
seftted or recovered,

A deferred tax asset is recognized for the carryforward of umrsed tex losses, unused tax credits and
deductible temporary differences to the extent that it is probable that fiture taxable profit will be
available against which the mnused tax losses, unused tax credits and deductible temporary
differences can be utilized. The carrying amount of deferred tet assets is reviewed at the end of
each reporting period and reduced to the extent thet it is no longer probable that the benefit of a
pext or all thet of the defernad tax asset will be utilized.

{Continned)
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(18) Business combination

The Company measures goodwill as the fair value of the consideration transferred on the
acquisition date, including the amount of any noh-controlling interest in the acquisition, net of the
acquisition-date amounts of identifiable assets acquired and liabilities assumed (generally st fair
value), If the residval balance is negative, the Company shall reassess whether it has correctly
idemtified al] of the assets acquired and liabilities assumed, and recognize a4 gain on the bargain
purchase thereafier.

In a business combination achieved in stages, the Company shall remeasure its previously-held
equity interest in the acquires at the acquisition-date fair value and recognize the resulting gain or
loss, if atry, in profit or loss. In prior reporting periods, the Company may have recognized changes
in the value of its equity interest in the acquiree in other comprehensive income. If so, the amount
that was recognized in other comprebensive income shall be recognized on the same basis as
would be required if the Company had disposed directly of the previously held equity interest, If
the disposal of the equity interest required a reclassification to profit or loss, such an amount shall
be reclassified to profit or loss.

If the initial accounting for a business combination js incomplete by the end of the reporting period
in which the combination accurs, the Compeny shall report in its financial statements provisional
amounts for the items for which the accounting is incomplete, During the measorement period, the
Company shall retrospectively adjust the provisional amounts recognized at the acquisition date, or
recognize additional assets or Habilities to reflect new information cbtained about facts and
circumstances that existed az of the acquisition date. The measurement petiod shall not exceed one
year from the acquisition date,

All transaction costs incurred for the business combination are recognized immediately as the
Company's expenses when incurred, except for the issuance of debt or equity instruments.

(19) Earnings per share

The basic eamings per share is calculated based on the profit atiributable to the common
sharcholders of the Company divided by weighted average number of common shares outstanding,
The diluted earnings per share is calcvlated based on the profit atiributable to common
shareholders of the Company, divided by weighted average number of common shares outstanding
after adjustment for the effects of all potentially dilutive common shares, including convertible
bonds and employee stock options.

(20) Operating segments
The Company has alresdy disclosed related information of its operating segments in the

consclidated financial stafements of the Company as of December 31, 2015, thus no additional
information will be disclosed herein,

(Continued)



24

TUNG HO STEEL ENTERPRISE CORPORATION

NOTES TO FINANCIAL STATEMENTS

5. Critical Accounting Judgments and Key Sources of Estimation Uncertainty

The financial statements are prepared in conformity with the Guidelines, under which, management
make judgments, estimates and assumptions that affect the application of the accounting policies and
the reported amount of assets, liabilities, income and expenses. Actual results may differ from these

estimates.

The estimates and underlying assmnptmns are reviewed on an ongoing basis. Revision {o accounting
estimates is recognized in the period in which the estimated is revised and in future periods.

6. Description of Significant Accounts

(1) Cash and cash equivalents

December 31, December 31,

2015 2014 .
Cash on hand $ 1,081 1,159
Checking and demand deposits 738,800 437,538
Term deposits 1,406,066 136,240
Cash equivalents — 1268480 1078021
Cash and cash equivalents §___3414427 ___1.652.958

(6) Pleass refer to Note 6(25) for fair value sensitivity analysis and interest rate risk of the
financial assets and liabitities of the Company.

{b) As of December 31, 2015 and 2014, cerizin term deposits were pledged as collateral of
performance guarantee and civil rulmg and such term deposits were reclasmﬁed to reflmdable
deposits. Please refer to Note 8 for details.

(2) Financial assets and lisbilities at fair value throngh profit or loss

December 31, December 31,

2018 - 2014
Financial assets at fair value through profit or loss:
Finaneial assets isld for trading
Publicly listed stocks 5 183,780 177,586
Forward foreign exchange contracts 9.452 157.904
Subtotal 193,281 335.490

{Continued)
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December 31, December 31,

2015 2014
Financial assets designated as at fair value through profit
or loss:
Foreign bonds b - -
Total $____ 193281 ____ 335490

Financial liabilities at fair value through profit or loss:
Financial liabilities held for trading
Redemption options on convertible bonds S 84395 40,000

The Company uses derivative financial instruments to hedge certain foreign exchanpe and
interest risk that the Company is exposed to arising from its operating, financing, and investing
activities. The Company held the following derivative financial instruments, which did not meet
the criteria for hedge accounting, and were thus presented as financial assets held for trading:

Forward currency forward contracts:

December 31, 2015
Nominal amount
(in thousands) Currency Maturity dates

Forward currency forward  USD ____ 37,907 Sell USSbuy TWD  2016.01.06~2016.04,15

December 31, 2014
Nomlnal smount
{in thousands) Currency Maturity dates

Forward currency forward  USD ____J30.000  Sell USSfbuy TWD 2015.01,02~2015.06.26

None of the financial assets were pledged as collatera] as of December 31, 2015 and 2014,
respectively.

(3} Derivative financial liabilities used for hedging
December 31, December 31,

2018 2014
Cash flow hedge
Derivative financial liabilities used for hedging—current:
Forward exchange contracts k3 « 5,698

{Continned)
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The Company's strategy is to use forward exchange contracts 1o hedge its estimaied foreign
currency exposure in respect of forecasted purchases over the following twelve months. The
Company’s hedging instrument, forward foreign exchange contracts, reached its maturity and
was settled on April 30, 2015. The Company did not designate other hedging instrument.
However, the hedged ftem has not yet reached tlie status that is available for use. When the actual
purchase osours, the amount accumnlated in gain (loas) on the effective portion of cash flow
hedge under other equity interest will be reclassified to profit or loss in the same period. The
unexpired forward exchange contracts held by the Company were as fallows:

. Decomber 31,2015
Nominal amount
(in thousands) Carrency Matuority dates
Forward currency forward EUR_-_____ -
December 31,2014
Nominal amount
{in thousands) Currency Maturity datey
Forward currency forward EUR._______ 3000 Sell EUR/buy TWD 2015.04.30

For the year ended December 31, 2014, there was no ineffective pottion of cash flow hedge
recognized in profit or Joss. '

(4) Available-for-sale financial assets

(a) The details were ns follows:

December 31, December 31,
2015 2014
Avpilable-for-sale financial assets:
Stocks listed on emerging markets 3 513,865 485,152
Financial bonds 186.121 387,246
Total 5699986 _____ 87239

For the year ended December 31, 2014, the Company evaluated thet impairment of the value
of Its investee company had incurred, and thus reclassifiad to other gains and losses the loas
initially accumulated in other comprehensive income, recognizing an impairment loss of
$573,444 thousand.

{Continued)
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{b) Sensitivity analysis — equity price risk

For the year ended December 31,

2015 2014
Other Other
comprehensive comprehensive
Security price on reporting date income (after tax) income (affer tax)
Increase of 1% $ 5,139 _4.852
Decrease of 1% P 5139 (4850
(¢) Please refer to Note 6(25) for the credit, currency, and interest risk on financial instruments of

the Company.

(d} None of the available-for-sale financial assets were pledged as collateral as of December 31,
2015 and 2014, respectively,

{5) Financial assets carried at cost

December 31, December 31,

2018 2014
Unlisted domestic common stocks $ 304,126 321,763
Unlisted domestic preferred stocks 23.400 23,400
Total $ 327.526 345,163

(a) The aforementioned investments held by the Company are measured at cost less impairment at
the reporting date. Given that the reasonable estimated range of fair value is too large and the
probability for each estimate cannot be reasonably determined, the Company's management had
determined that the fair valve cannot be measured reliably.

{b)For the years ended December 31, 2015 and 2014, the Company recognized gains of $42,328
thousand and $19,760 thousand, respeciively, on disposal of unlisted domestic common stocks,
The carrying value of the investments amounted to $15,000 thousand and $60,000 thousand,

respectively.

{c)For the years ended December 31, 2015 and 2014, the investee companies returned $6,760
thousand and $16,848 thousand, respectively, for liquidation and reduction of capital,

(d)For the year ended December 31, 2014, some investee company filed for liquidation, returning
an amount of $14,500 thousand to the Company. The loss of liquidation was $11,175 thousand,
recognized under Joss on disposal of investmenis,

(e)None of the available-for-sale financial assets were pledged as collateral as of December 31,
2015 and 2014, respectively.
{Continued)
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{6) Notes receivable, sccounts receivable and ather receivables

Notes receivable from operating activities
Notes receivable from non-aperating activities
Notes receivable from related parties
Less: allowance for impairment

Notes receivable, net

Acecounts receivable

Accounts receivable from related parties
Less: allownnee for impairment

Accounts receivabie, net

Other receivables

Other receivables from related parties
Less: allowance for impairment

Other receivables, net

Overdue receivables

Less: allowance for impairment

Overdue receivables, net

The Company's aging analysis for notes recejvable, accounts receivable, and other receivables past

due but not impaired were as follows:

Past due for less than 60 days
Past due 61~90 days
Past due 91~120 days

Impairment loss is determined based on regular review of accounts receivable and assessnient of
collectability. The Company’s management assesses impairment loss by reviewing each individual
credit and past experience of collection of receivables. Any increase or decreass in bad debt would

influence the income statement,

Please refer to Mote 6(25) for disclosures about credit, currency, and interest rate risk of the

financial instraments of the Company.

Deecember 31, December 31,
2015 2014
$ 205,752 252,079
221 221
(423) (423}
$ 1,748,676 2,438,781
294,365 589,692
— QL33dy (21534
$.__ 2021508 __3.006939
3 32,730 12,536
435 893
§_____33165
$ 34,422 34,422
(34.422) (34.422)
s - -

For the year ended December 31,
2018 2014

$ - -

$ . -

As of December 31, 2015 and 2014, there was no receivable factored or pledged as collateral.
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