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Independent Auditors’ Report

The Board of Directors
Solid State System Co., Ltd.

We have audited the balance sheets of Solid State System Co., Ltd. as of December 31, 2010 and 2009, and
the related statements of operations, changes in stockholders’ equity, and cash flows for the years then ended.
These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audits. We did not audit the financial statements
of Fusion Media Tech Co., Ltd. which the Company accounted for Long-term investments under equity
method for the year ended December 31, 2009. The financial statements of Fusion Media Tech Co., Ltd. and
the information in the note 4(5) were based solely on the report of other auditors. The Company’s investment
in Fusion Media Tech Co., Ltd. was NT$0 thousand as of December 31, 2009, and for the years ended
December 31, 2009, the Company’s total loss on investment was NT$2,210 thousand, amounted to (4.75) % of
income before income tax.

We conducted our audits in accordance with the Republic of China Regulations Governing Auditing and
Certification of Financial Statements by Certified Public Accountants and auditing standards generally
accepted in the Republic of China. Those regulations and standards require that we plan and perform the audit
to obtain reasonable assurance about whether the financial statements are free 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 and
the report of the other auditors provide a reasonable basis for our opinion.

In our opinion, based on our audits and the report of the other auditors, the financial statements referred to
above present fairly, in all material respects, the financial position of Solid State System Co., Ltd. as of
December 31, 2010 and 2009, 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, the
related financial accounting standards of the Business Entity Accounting Act and of the Regulation on
Business Entity Accounting Handling, and accounting principles generally accepted in the Republic of China.

Hsinchu, Taiwan (the Republic of China)
March 7, 2011

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

The auditors’ report and the accompanying financial statements are the English translation of the Chinese version prepared and
used in the Republic of China. If there is any conflict between, or any difference in the interpretation of, the English and Chinese
language auditors’ report and financial statements, the Chinese version shall prevail.



Solid State System Co., Ltd.
Balance Sheets
December 31, 2010 and 2009

(In thousands of New Taiwan dollars)

2010 2009 2010 2009
Assets Amount % Amount %o Liabilities and Stockholders’ Equity Amount % Amount
Current assets: Current liabilities:
Cash (note 4(1)) $ 537,466 53 711,213 55 Accounts payable $ 7,388 1 104,130
Financial assets at fair value through profit or loss Financial liabilities at fair value through profit or
—current (note 4(2)) 14 - 365 - loss — current (note 4(2)) 737 - - -
Notes and accounts receivable, net (note 4(3)) 49,346 5 127,759 10 Income tax payable (note 4(10)) 15,606 1 17,850 1
Accounts receivable —related parties (note 5) 3,641 - 7,168 1 Processing expense payable 15,681 2 56,892 4
Other financial assets—current 5,721 1 5,087 - Other current liabilities 29.495 3 32,833 3
Inventories, net (note 4(4)) 186,321 19 191,791 15 68,907 7 211,705 16
Deferred income tax assets—current (note 4(10)) 12,738 1 21,376 2 Accrued pension liability (note 4(8)) 3,237 - 3,502 -
Restricted cash in bank (note 6) 41,000 4 41,000 3 Total liabilities 72,144 7 215,207 16
Other current assets 10,085 1 12,902 1 Stockholders’ equity (note 4(9)):
846,332 84 1,118,661 87 Common stock 622,388 62 614,836
Investments: Capital collected in advance - - 4,620
Long-term investments under equity method Capital surplus:
(note 4(5)) 4,746 - 5,002 - Additional paid-in capital 430,188 43 421,823
Financial assets carried at cost—non-current From long-term equity investments 1,596 - 1,596
(note 4(2)) 8,500 1 8,500 1 431,784 43 423.419
Other financial assets—non-current 6.334 1 9,665 1 Retained earnings:
19,580 2 23,167 2 Legal reserve 3,334 - -
Property, plant and equipment Special reserve 1,855 - -
Land (note 4(7) and 6) 34,271 3 2,614 - Unappropriated earnings (accumulated deficit) (118,948) (12) 33,339
Buildings 66,800 7 4,993 1 (113,759) _(12) 33,339
Machinery and equipment 19,202 2 26,339 2 Cumulative translation adjustments (1.855) - (1,855)
Office and other equipment 6.702 1 13,998 1 Total stockholders’ equity 938.558 93 1,074,359
126,975 13 47,944 4
Less: accumulated depreciation (17,811) ) (29,639) )
Prepayments for equipment - - 2,287 -
109,164 11 20,592 2
Intangible assets (note 4(6))
Software and system design cost 4,312 - 5,618 -
Technical know-how 5.031 - - -
9.343 - 5,618 -
Other assets:
Assets leased to others (note 4(7)) - - 91,419 7
Refundable deposits 2,463 - 2,470 -
Deferred charges 22,849 3 14,038 1
Deferred income tax assets—non-current (note
4(10)) 971 - 13,601 1
26,283 3 121,528 9 Commitments and contingencies (note 7)
Total assets $_1,010,702 _100 _1,289,566 _100 Total liabilities and stockholders’ equity $ _1,010,702 _100 _1,289.566

See accompanying notes to financial statements.



Solid State System Co., Ltd.

Statements of Operations

Years ended December 31, 2010 and 2009
(In thousands of New Taiwan dollars, except for earnings per common share)

Sales
Less: Sales returns and allowances
Service revenue
Net sales (note 5)
Cost of goods sold (note 4(4))
Gross profit
Operating expenses (note 5):
Selling
General and administrative
Research and development

Operating income (loss)
Non-operating income and gains:
Interest income
Gain on valuation of financial assets (note 4(2))
Gain on valuation of financial liabilities (note 4(2))
Others (note 7(2))

Non-operating expenses and losses:
Interest expense
Loss on investments accounted for using equity method
(note 4(5))
Foreign exchange loss, net
Loss on valuation of financial liabilities (note 4(2))
Others

Income (loss) before income tax
Income tax expenses (note 4(10))
Net income (loss)

Earnings per common share (NT$, note 4(11))
Basic earnings per common share

Diluted earnings per common share

See accompanying notes to financial statements.

2010 2009
Amount % Amount %

$ 583,183 96 842,680 99
- - 1,087 -

26,292 4 11,077 1
609,475 100 852,670 100
454,611 75 575,208 67
154,864 25 277,462 33
42,015 7 40,828 5

36,531 6 35,234 4
184,929 30 166,737 20
263,475 43 242,799 29
(108.611) _(18) 34,663 4
4,437 - 5,355 1

1,509 - - -

- - 3,722 1

10,331 2 14,782 2

16,277 2 23.859 4

674 - 327 -

256 - 2,208 -

6,013 1 4,623 1

1,210 - - -

1,746 - 4,849 1

9,899 1 12,007 2
(102,233) (17) 46,515 6
20,102 3 13,176 2

$ _(122335) _20) __33339 __ 4

Before After Before After
Income Income Income Income

Tax Tax Tax Tax

$ (1.64) (1.97) 0.76 0.55
$ - - 0.75 0.54




Balance at January 1, 2009
Deficit to be offset by legal reserve
Deficit to be offset by capital surplus
Issuance of stock upon exercise of stock
options
Net income for 2009 (note)
Balance at December 31, 2009
Appropriation of earnings:
Legal reserve
Special reserve
Cash dividends

The fraction of cash dividend on reversal
of unappropriated earnings

Issuance of stock upon exercise of stock
options

Net loss for 2010

Balance at December 31, 2010

Solid State System Co., Ltd.
Statements of Changes in Stockholders’ Equity

Years ended December 31, 2010 and 2009
(In thousands of New Taiwan dollars)

Retained earnings

Unappropriated
Capital earnings Cumulative
Common collected in Capital Legal Special (accumulated  translation
stock advance surplus reserve Reserve deficit) ~  adjustments Total
$ 606,746 224 506,728 74,967 - (162,321) (1,855) 1,024,489
- - - (74,967) - 74,967 - -
- - (87,354) - - 87,354 - -
8,090 4,396 4,045 - - - - 16,531
- - - - - 33,339 - 33,339
614,836 4,620 423,419 - - 33,339 (1,855) 1,074,359
- - - 3,334 - (3,334) - -
- - - - 1,855 (1,855) - -
- - - - - (24,766) - (24,766)
- - - - - 3 - 3
7,552 (4,620) 8,365 - - - - 11,297
- - - - - (122,335) - (122,335)
$ 622,388 - 431,784 3.334 1,855 (118.948) (1,855) 938,558

Note: Remuneration to directors and supervisors and employees’ bonuses in the amount of $563 thousand and $4,501 thousand, respectively, had been charged against

earnings of 2009.

See accompanying notes to financial statements.



Solid State System Co., Ltd.
Statements of Cash Flows

Years ended December 31, 2010 and 2009
(In thousands of New Taiwan dollars)

Cash flows from operating activities:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash provided by operating
activities:
Depreciation and amortization
Provision for (reversal of) doubtful accounts
Provision for inventory devaluation and loss on disposal of inventory
Loss on investments accounted for using equity method
Other loss with no cash impacts
Decrease in deferred income tax assets
Decrease (increase) in financial assets at fair value through profit or loss
Decrease (increase) in notes and accounts receivable (including related parties)
Increase in inventories
Decrease(increase) in other financial assets
Decrease(increase) in other current assets
Increase(decrease) in notes and accounts payable
Increase in financial liabilities at fair value through profit or loss
Increase(decrease) in other current liabilities
Decrease in accrued pension liabilities
Net cash provided by (used in) operating activities
Cash flows from investing activities:
Decrease in restricted cash in bank
Acquisition of investments accounted for using equity method
Decrease in other financial assets
Return of capital from financial assets carried at cost of liquidation
Acquisition of property, plant, and equipment
Proceeds from disposal of property, plant, and equipment
Increase in intangible assets
Decrease (increase) in refundable deposits
Increase in deferred charges
Net cash used in investing activities
Cash flows from financing activities:
Payment of cash dividends
Proceeds from exercise of employee stock options
Net cash provided by (used in) financing activities
Net increase (decrease) in cash
Cash at beginning of year
Cash at end of year
Supplemental disclosure of cash flow information:
Cash paid for income tax

See accompanying notes to financial statements.

2010 2009
$ (122,335) 33,339
24,717 22,450
532 (1,380)
7,627 6,506
256 2,208
2,671 4,498
21,268 12,676
351 (365)
81,408 (1,209)
(2,157) (91,688)
(634) 15,225
2,817 (8,731)
(96,742) 39,657
737 -
(46,793) 14,088
(265) (630)
(126.542) 46,644
- 5,000
- (5,000)
3,331 2,319
107 642
(4,870) (8,081)
200 -
(5,632) (4,529)
7 (572)
(26.882) (15.450)
(33.739) (25.671)
(24,763) -
11,297 16.531
(13.466) 16.531
(173,747) 37,504
711.213 673.709
$ __537.466 711,213
$ 1,078 833




Solid State System Co., Ltd.
Notes to Financial Statements

December 31, 2010 and 2009
(Amounts expressed in thousands of New Taiwan dollars,
except for per share information and unless otherwise noted)

Organization and Business Scope

Solid State System Co., Ltd. (the Company) was incorporated on November 26, 1998. The
Company’s main activities are the design, research, development, manufacture and sale of
integrated circuits (ICs).

The Company’s common shares have been publicly listed on the GreTai Securities Market since
December 24, 2007. As of December 31, 2010 and 2009, the Company had 151 and 153 employees,
respectively.

Summary of Significant Accounting Policies

The financial statements are prepared in accordance with the Guidelines Governing the Preparation
of Financial Reports by Securities Issuers, the Business Entity Accounting Act, the Regulation on
Business Entity Accounting Handling, and accounting principles generally accepted in the Republic
of China (ROC). The significant accounting policies adopted in preparing the accompanying
financial statements are summarized as follows:

(1) Use of estimates

The preparation of the accompanying financial statements requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the date of the financial statements and
reported amounts of revenues and expenses during the reporting periods. Actual results could
differ from these estimates.

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

Foreign currency transactions and translation

The Company’s reporting currency is the New Taiwan dollar. Non-derivative foreign currency
transactions are recorded at the exchange rates prevailing at the transaction dates. At the
balance sheet date, monetary assets and liabilities denominated in foreign currencies are
translated into New Taiwan dollars using the exchange rates on that date. The resulting
unrealized exchange gains or losses from such translations are reflected in the accompanying
statements of operations. Non-monetary assets and liabilities that are measured in terms of
historical cost in a foreign currency are translated using the exchange rate at the date of the
transaction. Non-monetary assets and liabilities that are measured at fair value in a foreign
currency are translated into the reporting currency at the foreign exchange rates ruling at the
dates the fair value was determined. If the non-monetary assets or liabilities are measured at
fair value through profit or loss, then the resulting unrealized exchange gains or losses from
such translation are recorded in the accompanying statements of operations. If the non-
monetary assets or liabilities are measured at fair value through stockholders’ equity, then the
resulting unrealized exchange gains or losses from such translation are recorded as a separate
component of stockholders’ equity.

Financial statements of a foreign investee, which is accounted for by the equity method, are
prepared in the functional currency. Translation differences are recorded in cumulative
translation adjustment, a separate component of stockholders’ equity, if the functional currency
differs from that of the reporting entity. In translating those foreign currency financial
statements into the reporting currency, all assets and liabilities are translated at the current rate
as at the balance sheet date; stockholders’ equity accounts are translated at the historical rates
except for the beginning balance of the retained earnings, which is the translated amount carried
over from the last period; dividends are translated at the spot rate of the declared date; and
revenue and expense are translated at the weighted-average rate of the current period.

Principles of classifying assets and liabilities as current and non-current

Cash or cash equivalents, and assets held for trading purposes or expected to be converted to
cash within 12 months from the balance sheet date are classified as current assets; all other
assets shall be classified as non-current.

Liabilities incurred for trading purposes or expected to be settled within 12 months from the

balance sheet date are classified as current liabilities; all other liabilities shall be classified as
non-current.

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

Asset impairment

The Company assesses at each balance sheet date whether there is any indication that an asset
(individual asset or cash-generating unit other than goodwill) may have been impaired. If any
such indication exists, the Company estimates the recoverable amount of the asset. The
Company recognizes impairment loss for an asset whose carrying value is higher than the
recoverable amount. The Company reverses an impairment loss recognized in prior periods for
assets other than goodwill if there is any indication that the impairment loss recognized no
longer exists or has decreased. The carrying value after the reversal should not exceed the
recoverable amount or the depreciated or amortized balance of the asset assuming no
impairment loss was recognized in prior periods.

Financial instruments

The Company adopted transaction-date accounting for financial instrument transactions. Upon
initial recognition, financial instruments are measured at fair value. Except for financial
instruments measured at fair value through profit or loss, acquisition cost or issuance cost is
added to the originally recognized amount.

Financial instruments are classified into the following categories in accordance with the holding
or issuing purpose:

A. Financial assets and liabilities measured at fair value through profit or loss: Financial
instruments are classified into this category if the purpose of acquisition is principally for
selling or repurchasing in the near term. Except for effective hedging derivative financial
instruments, all financial derivatives are included in this category.

B. Financial assets carried at cost: Financial instruments whose fair value could not be
measured with reasonable certainty are measured at their original cost. However, if there
is any objective evidence of impairment, a loss should be recognized thereon. Thereafter,
the loss could not be reversed.

The Company holds derivative financial instruments to hedge its exposure to foreign exchange
risks arising from operating, financing and investing activities. When a hedging-purpose
derivative financial instrument cannot meet all the conditions for hedge accounting, it is
accounted for as a financial instrument held for trading purposes.

Allowance for doubtful accounts
The allowance for doubtful accounts is provided based on the expected collectability of

accounts receivable. The amount of allowance for doubtful accounts is determined by
historical experience of collectability, credit quality, aging analysis, and credit terms.

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

Inventories

The cost of inventories shall comprise all costs of purchase, costs of conversion, and other costs
incurred in bringing the inventories to their present location and condition. The allocation of
fixed production overheads to the finished goods and work in progress is based on the normal
capacity of the production facilities. However, the allocation of fixed production overheads can
be based on the actual capacity when there is no significant difference compared with normal
capacity. Variable production overheads are allocated to each unit of production based on the
actual capacity. Inventories are measured at the lower of cost or net realizable value. The cost
of inventories is based on the weighted-average-cost principle. Net realizable value is the
estimated selling price in the ordinary course of business, less the estimated costs of completion
and selling expenses at the end of the period.

Long-term investments accounted for using equity method

Long-term investments in which the Company, directly or indirectly, owns 20% or more of the
investee companies’ voting shares, or owns less than 20% of the investee companies’ voting
shares but has significant influence on the investee companies, are accounted for by the equity
method. If an investee company issues new shares and the Company does not subscribe to new
shares in proportion to its original ownership percentage, the Company’s equity in the
investee’s net assets might be changed. The resulting change in the equity interest is adjusted
to capital surplus and long-term investments.

For long-term equity investments on which the Company exercises significant influence but
has no power to control the investee company, investment losses are recognized to the extent of
the original investment plus receivable from the investee unless the Company has committed to
provide financial support for the investee or the investee’s loss is temporary in nature. Any
additional loss recognized by the Company in excess of the carrying value of investment and
receivables from that investee company is accounted for as a long-term equity investment
credit, which is reflected as a liability.

In addition to recognizing investment income or loss by the equity method in non-consolidated
financial statements, the Company compiles consolidated financial statements for investee
companies which the Company has the power to control on a semi-annual and annual basis.
The Company also prepares consolidated financial statements for the first and third quarters.

Property, plant and equipment, and assets leased to others
Property, plant and equipment are stated at cost; costs associated with significant additions,

improvements, and replacements to property and equipment are capitalized; repairs and
maintenance are charged to expenses as incurred.

(Continued)



(10)

5
Solid State System Co., Ltd.

Notes to Financial Statements

Depreciation of property, plant and equipment is provided for by using the straight-line method
over the estimated useful lives of the assets; depreciation of leasehold improvement is provided
over the shorter of the rent period or estimated useful life using the straight-line method. If
fully depreciated assets continue to be used, the residual value of the assets is depreciated over
the remaining useful life.

The estimated useful lives of property, plant and equipment are as follows:

A. Machinery and equipment: 5 years.
B. Office equipment: 3~5 years.

Land and buildings being leased to others are classified as other assets and stated at cost.
Buildings are depreciated by using the straight-line method based on an estimated useful life of
50 years.

The residual value, the depreciation period, and the depreciation method for property, plant and
equipment, and assets leased to others with a finite useful life shall be reviewed at least at each
financial year-end. Any changes shall be accounted for as changes in accounting estimates.

Gain or losses on the disposal of property, plant and equipment are accounted for as non-
operating income or losses in the statement of operations.

Intangible assets
Except when it forms part of the cost of a business combination, expenditure on research is

recognized as an expense when it is incurred; an intangible asset arising from development shall
be recognized if, and only if, a company can demonstrate all of the following:

>

the technical feasibility of completing the intangible asset so that it will be available for
use or sale.

its intention to complete the intangible asset and use or sell it.

its ability to use or sell the intangible asset.

the probability that the intangible asset will generate future economic benefits.

the availability of adequate technical, financial and other resources to complete the
development.

its ability to measure reliably the expenditure attributable to the intangible asset during its
development.

monw

e

The intellectual properties of software and system design cost and technical cost acquired from
others are recorded based on the acquiring costs. Based on the estimated economic life, the
Company amortized the software and system design cost and technical cost from 1 to 5 years.

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

The residual value, the amortization period, and the amortization method for an intangible asset
with a finite useful life shall be reviewed at least at each financial year-end. Any changes shall
be accounted for as changes in accounting estimates.

Deferred charges

Masks for production are recorded as deferred charges and amortized over one years starting
from the mass production date on a straight-line basis, and the residual value of masks shall be
written off if future economic benefit is not expected as a result of periodic evaluation.

Retirement plan

The Company has established an employee noncontributory defined benefit retirement plan (the
Plan) covering full-time employees. In accordance with the Plan, payments of retirement
benefits are based on years of service and the average salary for the six-month period before the
employee’s retirement. Each employee earns two months of salary for the first fifteen years of
service, and one month of salary for each year of service thereafter. The maximum retirement
benefit is 45 months of salary. Beginning July 1, 2005, pursuant to the ROC Labor Pension Act
(hereinafter referred to as the “new Act”), employees who elected to participate in the new Act
or joined the Company after July 1, 2005, are subject to a defined contribution plan under the
new Act. For these employees, the Company is required to make a monthly contribution at a
rate of no less than 6% of the employee’s monthly wages to the employee’s individual pension
fund account at the ROC Bureau of Labor Insurance.

For the Plan, the Company performs an actuarial calculation of its pension obligation as of each
fiscal year-end. Based on the actuarial calculation, the Company recognizes a minimum
pension liability and periodic pension costs covering the service lives of the Plan participants,
including current service cost, net obligation at transition, prior service cost, and pension gains
or losses on a straight-line basis. In accordance with the requirement of the ROC Labor
Standards Law, the Company has contributed monthly payments of 2% of salaries and wages to
a pension fund maintained with Bank of Taiwan.

Under the new Act, the Company contributes 6% of each employee’s monthly wages to the
Bureau of Labor Insurance. The contribution for a period is recognized as pension cost for that
period.

(13) Share-based payment

The accounting treatments of share-based payment transactions are according to SFAS 39 if the
employee stock options were granted after January 1, 2008. For the employee stock options
that were granted in the period from January 1, 2004, to December 31, 2007, the Company
applies Interpretation Nos. (92)070, 071 and 072 issued by the Accounting Research and
Development Foundation (“ARDF”).

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

The Company need not apply SFAS 39 retrospectively to the share-based payment transactions
that occurred before January 1, 2008; however, the pro-forma net income, earnings per share,
and related information on the share-based payment must still be disclosed.

Revenue recognition

Revenue is recognized when products are delivered to customers and the significant risks and
rewards of ownership are transferred to the customers.

Service revenue is recognized according to the degree of service completion on the balance
sheet date when the transaction outcome of rendering service can be reasonably estimated.
When the outcome of the service cannot be reasonably estimated, the service revenue is not
recognized until the estimation is available or the service is completed.

Employee bonuses and remuneration paid to directors and supervisors

Effective January 1, 2008, the Company estimates the amount of employee bonuses and
remuneration paid to directors and supervisors, and recognizes it as cost of goods sold and
operating expenses, as appropriate, in accordance with Interpretation (96)052 issued by the
ARDF. The difference, if any, between the amount approved in the shareholders’ meeting of
the subsequent year and the amount recognized in the financial statements is accounted for as a
change in accounting estimates, and charged to profit or loss in the subsequent year.

Income taxes

Income taxes are accounted for under the asset and liability method. Deferred income taxes are
determined based on differences between the financial statements and tax basis of assets and
liabilities using enacted tax rates in effect during the years in which the differences are
expected to reverse. The income tax effects resulting from taxable temporary differences are
recognized as deferred income tax liabilities. The income tax effects resulting from deductible
temporary differences, net operating loss carryforwards, and investment tax credits are
recognized as deferred income tax assets. The realization of the deferred income tax assets is
evaluated, and if it is considered more likely than not that the deferred tax assets will not be
realized, a valuation allowance is recognized accordingly.

Classification of deferred income tax assets or liabilities as current or non-current is based on
the classification of the related asset or liability. If the deferred income tax asset or liability is
not directly related to a specific asset or liability, then the classification is based on the asset’s
or liability’s expected realization date.

Investment tax credits arising from the Company’s purchase of equipment, expenditures for

research and development, and employee training expenses are recognized by using the flow-
through method.

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

According to the ROC Income Tax Act, the Company’s undistributed income is subject to an
additional 10 percent corporate income surtax. The surtax is charged to income tax expense
after the appropriation of earnings is approved by the stockholders in the following year.

(17) Earnings per common share

Earnings per common share are computed based on the weighted-average number of common
shares outstanding during the period. The weighted-average number of outstanding shares is
retroactively adjusted for the effect of stock dividends transferred from unappropriated

earnings and capital surplus and employee stock bonuses approved by stockholders in and prior
to year 2008.

The Company’s common stock to be issued for the employee stock options and employee
bonuses (effective January 1, 2008) to be settled through the issuance of stock upon approval
by stockholders are considered potential common stock. When potential common stock is anti-
dilutive, only the basic EPS are disclosed, and when potential common stock has dilutive
effects, diluted EPS are disclosed in addition to basic EPS. In computing diluted EPS, the net
income and the weighted-average number of common shares outstanding during the accounting
period are adjusted to include the dilutive effects of the potential common stock, assuming
potential dilutive common stock was outstanding during the entire period.

3. Reasons for and Effect of Changes in Accounting Principles
Effective January 1, 2009, the Company adopted the amendment of SFAS No. 10, “Inventories”.
There was no significant impact on net income and earnings per share for the year ended

December 31, 2009.

4. Details of Significant Accounts

(1) Cash
December 31,
2010 2009
Cash on hand $ 483 443
Checking and savings accounts 38,876 75,334
Deposit account 498.107 635.436

$__ 537,466 711,213

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

(2) Financial instruments

A. Derivative financial instruments

For the year ended December 31, 2010 and 2009, the Company entered into derivative
financial instruments to hedge its exposure to foreign currency exchange risk arising from
operating activities. For a hedging-purpose derivative financial instrument that cannot meet
the conditions for hedge accounting, it is accounted for as a financial instrument for trading

purposes.
contracts were as follows:

As of December 31, 2010 and 2009, outstanding foreign currency forward

December 31, 2010
Nominal
Principal
(in USD Fair value
Buy Sell _ thousands) Settlement Date (thousands)
Derivative financial assets:
NTD USD 250 November 23, 2010~January 24, 2011  $ 7
NTD USD 250 November 29, 2010~January 28, 2011 7
$____ 14
Derivative financial liabilities:
NTD USD 250 December 22, 2010~February 21, 2011 (105)
NTD USD 250 December 30, 2010~January 31, 2011 (315)
NTD USD 250 December 31, 2010~February 25, 2011 317)
$___ (33D
December 31, 2009
Nominal
Principal
(in USD Fair value
Buy Sell _ thousands) Settlement Date (thousands)
Derivative financial assets:
NTD USD 250 October 23, 2009~January 22, 2010 $ 84
NTD USD 250 November 2, 2009~February 1, 2010 119
NTD USD 250 November 5, 2009~ February 4, 2010 121
NTD USD 250 December 7, 2009~ February8, 2010 41
$ 365

(Continued)
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Solid State System Co., Ltd.

Notes to Financial Statements

Related derivative financial instruments were recorded as financial assets (liabilities) at fair
value through profit or loss —current.

For the years ended December 31, 2010 and 2009, the gain and loss on the financial
instruments measured at fair value were as follows:

2010 2009
Gain on valuation of financial assets $ 1,509 -
Gain on valuation of financial liabilities - 3,722
Loss on valuation of financial liabilities (1,210) -

. Non-derivative financial instruments

December 31,

2010 2009
Financial assets carried at cost—non-current:
Common stock —Goang Zhi Technologies Co., Ltd.
(Goang Zhi) $ 8,500 8.500

In addition to common stock, the Company also had subscribed for a total of $19,000
thousand of non-voting cumulative preferred shares in VICHIP. As of December 31, 2006,
the Company had recognized investment loss in excess of the carrying value of ViCHIP
amounting to $18,854 thousand, and the excess was offset by the investment in preferred
stock of ViCHIP. In addition, an investment loss of $146 thousand was recognized in 2006
to reflect a permanent impairment of the investment value of ViCHIP. Based on the above,
the Company recognized a total investment loss of $19,000 thousand. However, as of
September 25, 2009, ViCHIP had repurchased its total preferred shares in the amount of $2
thousand.

As of December 31, 2010 and 2009, the original cost of investment in Media Tek Inc. was
$21,153 thousand. In the fourth quarter of 2008 and 2006, the Company recognized
investment losses of $3,074 thousand and $18,079 thousand, respectively, to reflect the
permanent impairment of the investment value of Media Tek Inc. In addition, in October
2009, Media Tek Inc. entered into the process of liquidation and refunded cash to the
Company amounting to $107 thousand and $642 thousand, which the Company recorded
under other income.

(Continued)
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(3) Notes and accounts receivable

December 31,

2010 2009
Notes receivable $ 46 427
Accounts receivable 49,300 127,740
49,346 128,167
Less: allowance for doubtful accounts (408)

$ 422;49_ 127,759

As of December 31, 2010 and 2009, accounts receivable amounting to $17,527 thousand and
$16,587 thousand, respectively, were classified as overdue receivable under other assets. The
amount of overdue receivable was provided a 100% allowance for bad debt.

(4) Inventories

December 31,
2010 2009

Finished goods $ 85,643 92,205
Less: Provision for inventory devaluation (37.6306) (34.908)

48,007 57,297

Work in process 63,765 131,576
Less: Provision for inventory devaluation (7.390) (2,913)

56,375 128,663

Raw materials 83,935 7,252
Less: Provision for inventory devaluation (2,029) (1,576)

81,906 5,676

Merchandise inventory 204 357
Less: Provision for inventory devaluation (171) (202)

33 155

$__186321  _ 191,791

For the years ended December 31, 2010 and 2009, the Company recognized inventory

devaluation losses and loss on disposal of inventory of $7,627 thousand and $6,506 thousand,
respectively, recorded as cost of goods sold.

(Continued)
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(5) Long-term investments under equity method

A. As of December 31, 2010 and 2009, the long-term equity investments were as described

below:
December 31, 2010 2010
Equity Original Book Investment
Name of investee company holding (%) investment value loss
Innovative Strength Resources
Ltd. (Innovative) 100.00 $ 63,069 - -
ViCHIP Corporation Limited
(ViCHIP) 100.00 52,400 4,746 (256)
Fusion Media Tech Co., Ltd.
(Fusion) 40.00 12,000 - -
$ 4,746 (256)
December 31, 2009 2009
Equity Original Book Investment
Name of investee company holding (%) investment value income (loss)
Innovative Strength Resources
Ltd. (Innovative) 100.00 $ 63,069 - -
ViCHIP Corporation Limited
(ViCHIP) 100.00 52,400 5,002 2
Fusion Media Tech Co., Ltd.
(Fusion) 40.00 12,000 - (2,210)

$__ 5002 (2,208)

B. On November 11, 2002, the Company established Innovative in the British Virgin Islands
for the purpose of investing in overseas business.

C. Long-term investment in ViCHIP was accounted for by the equity method because the
Company and its affiliated companies own more than 20% of the voting shares. As of
December 31, 2006, the Company and Innovative had recognized investment loss in
excess of the carrying value of ViCHIP amounting to $18,854 thousand, and the excess
offset the carrying value of preferred stock. Please refer note 4(2) for the related
information.

D. The Company purchased common stock and preferred stock of ViCHIP for $2 thousand
from Innovative and other stockholders in the period from August to September 2009.
ViCHIP become a 100%-owned subsidiary of the Company. For the purpose of extending
operations, the Company injected capital of $5,000 thousand in ViCHIP.

(Continued)
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E. The Company has no intention to continue its investment in Fusion, and the investment

losses are recognized to the extent of the original investment . The Company’s investment
in Fusion was NT$0 thousand as of December 31, 2009. For the year ended December 31,
2009, the Company’s total loss on investment was NT$2,210 thousand based on the report of
other auditors.

F.  As of December 31, 2010 and 2009, there were no pledges of the Company’s long-term
equity investments.
Intangible assets

The information on intangible assets and their amortization for years 2010 and 2009 is as
follows:

Software and
system Technical
design cost know-how Total
Book value:

Balance at January 1, 2010 $ 5,618 - 5,618
Additions 272 5,360 5,632
Reclassification 2,287 - 2,287
Amortization (3.865) (329) (4,194)
Balance at December 31, 2010 $ 4,312 5,031 9.343
Balance at January 1, 2009 $ 7,130 - 7,130
Additions 4,529 - 4,529
Amortization (6,041) - (6,041)
Balance at December 31, 2009 $ 5,618 - 5,618

Assets leased to others

For the purpose of future operations and in consideration of cost effectiveness, the effective use
of capital, and an opportunity for purchasing, the Company purchased land and building for
$101,071 thousand from Intraco Taiwan Corp in March 2008. Due to the consideration of
operation at the time of purchasing a building, the Company temporarily leased the land and
building to ELS System Technology Corp. In April 2009, the Company reclaimed part of the
leased area, and then the Company reclaimed all of the leased area for operational use and
reclassified it as land and building under property, plant and equipment in November 2010.

As of December 31, 2010, the carrying value of assets leased to others amounted to $91,419
thousand (less accumulated depreciation), recorded under other assets.

(Continued)
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(8) Retirement plan

The following table sets forth the benefit obligation and accrued pension liabilities related to
the defined benefit plan of the Company as of December 31, 2010 and 2009:

December 31,

2010 2009

Benefit obligation:

Vested benefit obligation $ - -

Non-vested benefit obligation (6,972) (5.263)

Accumulated benefit obligation (6,972) (5,263)

Projected future salary increase (6,280) (15.035)

Projected benefit obligation (13,252) (20,298)
Fair value of plan assets 11,356 10,446
Funded status (1,896) (9,852)
Unrecognized net transition obligation 1,011 1,078
Unrecognized pension loss (2,352) 5.272
Accrued pension liability $ (3,237) (3,502)

The net pension costs of the Company for 2010 and 2009 had the following components:

2010 2009
Defined benefit plan:
Interest cost $ 457 339
Actual returns on plan assets (235) (236)
Amortization 257 67
Net pension cost 479 170
Defined contribution plan 7,508 6,934
$ 7,987 7,104

Significant actuarial assumptions used in the above calculation are summarized as follows:

December 31,
2010 2009
Discount rate 2.00% 2.25%
Rate of increase in future compensation levels 5.00% 6.00%
Expected long-term rate of return on plan assets 2.00% 2.25%

There was no employee qualified to retire as of December 31, 2010.

(Continued)
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(9) Stockholders’ equity
A. Common stock

In order to appeal to strategic investors for strengthening the Company’s stockholders’
structure and improving competitiveness, on August 8, 2008, based on the resolution of a
special stockholders’ meeting, the board of directors approved the proposal to raise
$100,205 thousand through private placement of 5,726 thousand shares of common stock at
a premium price of $17.5 per share. The premium amounted to $42,945 thousand and was
recognized as capital surplus —additional paid-in capital. The effective date of the capital
increase was August 25, 2008, and the required registration process was completed on
September 8, 2008. Rights of the holders of privately issued common shares are principally
identical to rights of holders of current outstanding common shares; however, pursuant to
the Securities and Exchange Act, transfer of such privately issued common shares is not
permitted within 3 years of the issuance date.

In year ended December 31, 2009, 943 thousand shares and 44 thousand shares of common
stock were issued for the exercise of stock options which were granted in 2004 and 2007.
As of December 31, 2009, $4,620 thousand had been received for 193 thousand shares,
which had not yet been registered with the governmental authorities, and was recorded as
capital collected in advance for common stock. In year ended December 31, 2010, 113
thousand shares and 450 thousand shares of common stock were issued for the exercise of
stock options which were granted in 2004 and 2007, respectively. As of December 31,
2010, all of the above capital increases were registered with the governmental authorities.

As of December 31, 2010 and 2009, the Company’s authorized capital was $750,000
thousand (including $50,000 thousand which was reserved for employee stock options), and
the Company’s issued capital was $622,388 thousand and $614,836 thousand, respectively.
The par value of the Company’s common stock is $10 per share.

(Continued)
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B. Employee stock options

As of December 31, 2010, the employee stock options issued were as below:

Units
Granted granted Vesting
Issuance date (thousands) __ Exercise period period

Employee stock options ~ September 3,000 September 15, 2004~  2~4 years
in 2004 15, 2004 September 14, 2011

Employee stock options  November 2,000 November 30, 2007~  2~4 years
in 2007 30, 2007 November 29, 2014

The Company adopted the intrinsic value method to recognize the compensation cost for
the above employee stock options. The exercise price of the employee stock options which
were granted on September 15, 2004, was not lower than the 2003 audited equity per share,
and the exercise price of the employee stock options which were granted on November 30,
2007, was equal to the market price of the Company’s stock on the measurement date. As a
result, there was no compensation cost recognized based on the intrinsic value method.

If the Company recognized compensation cost using the Black-Sholes option pricing model
in accordance with SFAS No. 39, the fair value of the options would be $0.3 per unit. The
assumptions would be as follows:

Granted Granted
in 2007 in 2004
Initial exercise price (New Taiwan dollars) 25.0 24.0
Adjusted exercise price (New Taiwan dollars) 23.90 14.60
Expected life of the option 7 years 7 years
Expected volatility 17.36% 29.75%
Expected dividend yield 10.85% 17.5%
Risk-free interest rate 2.67% 1.98%

(Continued)
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Information as of and for the years ended December 31, 2010 and 2009, related to the
Company’s employee stock option plans implemented is as follows:

2010 2009
Weighted- Weighted-
average average
exercise price exercise price

Options (New Taiwan Options New Taiwan
(thousands) __ dollars) _ (thousands) _ (dollars)

Outstanding at beginning of year 2,378 $22.65 3,414 $20.40
Granted - - - -
Exercised (563) 22.43 (987) 15.41
Forfeited (174) 24.22 (49) 15.00
Outstanding at end of year 1,641 22.15 2,378 22.65
Exercisable at end of year $ 1,308 1,400

The exercise price of the options mentioned above has been adjusted according to changes
in the number of common shares.

For share options exercised during the years ended December 31, 2010 and 2009, the
weighted-average exercise price at the date of exercise was $32.14 and $28.22, respectively.
As of December 31, 2010, the weighted-average remaining contractual life of the
outstanding employee stock options was 3.39 years.

If the Company recognized compensation cost in accordance with SFAS No. 39, the pro
forma information on net income and earnings per share in 2010 and 2009 would be as
follows:

2010 2009
Net income (loss) Net income (loss) $  (122,335) 33,339
Pro forma net income (loss) $  (122,521) 33,243
Basic earnings per Earnings per share (NT$) $ (1.97) 0.55
share
Pro forma earnings per share $ 1.97) 0.54
(NT$)
Diluted earnings per  Earnings per share (NTS$) $ 0.54
share
Pro forma earnings per share $ 0.54
(NTS$)

(Continued)
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C. Capital surplus

Pursuant to the ROC Company Act, capital surplus can only be used to offset a deficit.
However, capital surplus derived from additional paid-in capital and donations (donated
capital) can be used to increase common stock if there is no accumulated deficit.
According to the Enforcement Rules of the Securities and Exchange Act, the total capital
surplus capitalized per annum cannot exceed 10 percent of the issued common stock.
Additionally, issuance of new stock from capital surplus derived from paid-in capital in
excess of par value can only to be used to increase common stock one year after the initial
capital increase is registered with the competent government authorities.

D. Legal reserve

According to the ROC Company Act, 10 percent of the annual net income shall be set aside
as legal reserve until accumulated legal reserve equals the issued common stock. Legal
reserve can only be used to offset accumulated deficits and cannot be used to declare cash
dividends.

E. Distribution of earnings and dividend policy

According to the Company’s articles of incorporation, 10% of its annual net income, after
offsetting any accumulated deficit, shall be set aside as legal reserve until legal reserve is
equal to issued common stock, and a special reserve can be set aside if necessary. No more
than 2% of the remainder shall be appropriated as remuneration to directors and supervisors,
and no less than 10% of the remainder shall be appropriated as employee bonuses. The
distribution of employee bonuses in the form of stock bonuses may also apply to employees
of affiliated companies. The board of directors is authorized to set out related terms and
conditions. After the above appropriations, the distribution of remaining earnings is
proposed by the board of directors and approved by the stockholders.

In consideration of financial planning, distribution of profits shall be made by stock
dividends and cash dividends. The cash dividends should not be lower than 10% of total
dividends. The above dividend policy may be adjusted after approval by the stockholders.

Based on a stockholder resolution on June 18, 2009, the Company decided to use legal
reserve amounting to $74,967 thousand and capital surplus amounting to $87,354 thousand
to offset accumulated deficit amounting to $162,321 thousand. As the aforementioned plan
to offset accumulated deficits was approved at the shareholder's meeting, 10% of the
earnings for the ended December 31, 2009, was set aside as a legal reserve, and the
remaining earnings, taking into consideration the Company’s articles of incorporation and
overall operational condition, were distributed as follows:

(1) 15% as employee bonuses; and
(2) 2% as remuneration to directors and supervisors.

(Continued)
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The amounts of employee bonuses and remuneration to directors and supervisors were
estimated at $4,501 thousand and $600 thousand, respectively. Because the Company
incurred a loss in the year ended December 31, 2010, employee bonuses and remuneration
were not accrued.

Based on a stockholder resolution on June 18, 2010, the Company decided to distribute
earnings as legal reserve amounting to $3,334 thousand, special reserve amounting to
$1,855 thousand, directors’ and supervisors’ remuneration amounting to $563 thousand,
employee bonuses amounting to $4,501 thousand, and cash dividends amounting to
$24,766 thousand (adjusted cash dividends of $0.39791287 per common share).

Accrued expenses for employee bonuses and remuneration of directors and supervisors in
2009 were $5,101 thousand, which was different from the actual distribution of $5,064
thousand, and the $37 thousand difference was categorized as a deduction from expenses in
2010.

The stockholders authorized the board of directors to set the ex-dividend date as September
19, 2010, for 2009 appropriation of earnings.

The motion of appropriation of the profit or loss is subject to the proposal of the
Company’s board of directors and the resolution at the Company’s stockholders’ meeting.
Related information will be available on the Market Observation Post System.

(10) Income tax

A. The Company designs and manufactures advanced ICs. Its initial investment and the
expanded operations accompanying capital increases meet the criteria for an “important
technology-based industry” and an “important strategic industry” as prescribed under the
Statute for Upgrading Industries, and the Company could choose to apply a shareholders’
investment credit or an income tax exemption over a period of five years.

(Continued)
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As of December 31, 2010, the details of the Company’s tax exemptions due to capital

increases were as summarized below.

Approval of Tax
Year of Ministry of exemption
investment Applied law Tax exemption Finance period
1** capital Emerging, Exemption from May 2005  2005.01.01~
increase for important and corporate income 2009.12.31
cashin 2002  strategic industry taxes for five years
and from
transfer of
dividend in
2001
2" capital Emerging, Exemption from March 2007  2006.01.01~
increase for important and corporate income 2010.12.31
cashin 2002  strategic industry taxes for five years
Capital Emerging, Exemption from December  2009.01.01~
increase from important and corporate income 2008 2013.12.31
transfer of strategic industry  taxes for five years
dividend and
bonus in 2002
Capital Emerging, Exemption from June 2009  2009.01.01~
increase from important and corporate income 2013.12.31
transfer of strategic industry  taxes for five years
dividend and
bonus in 2003
Capital Emerging, Exemption from — The
increase from important and corporate income investment
transfer of strategic industry  taxes for five years plan has
dividend and declared
bonus in 2004 completion,
but the
Company
has not
determined
the tax
exemption
period yet.
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Approval of Tax

Year of Ministry of exemption

investment Applied law Tax exemption Finance period
Capital Emerging, Exemption from — The
increase from important and corporate income investment
transfer of strategic industry  taxes for five years plan is not
dividend and completed
bonus in
2005, and
plan to
increase
capital for
cash
Capital Emerging, Exemption from — The
increase from important and corporate income investment
transfer of strategic industry  taxes for five years plan is not
dividend and completed
bonus in
2006, and
plan to
increase
capital for
cash

B. The components of income tax expense for the years ended December 31, 2010 and 2009
are summarized as follows:

2010 2009
Current $ (1,166) 500
Deferred 21,268 12,676

$__ 20102 __ 13176

(Continued)
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C. According to the amendment of the Income Tax Act which was announced on May 27,
2009, the statutory income tax rate applicable to the company was charged from 25% to
20%. The Income Tax Act was further amended on June 15, 2010, the statutory income rate
applicable to the company was charged to 17%. The statutory income tax rate of the
company is 17% and 25% in 2010 and 2009, respectively, and the Income Basic Tax Act
should be also complied with. The differences between the expected income tax based on
the pre-tax income at enacted income tax rates and the actual income tax expense reported
in the statements of operations are summarized as follows:

2010 2009

Expected income tax expense based on the pre-tax income $

(loss) (17,380) 11,629
Effect of tax-exempt income and permanent difference (122) (5,658)
Increase in investment tax credits - (34,388)
Investment tax credits expired in current year 42,969 43,789
Change in valuation allowance for deferred tax assets (13,430) (16,246)
Effect of income tax rate adjustment 8,051 13,526
Prior years’ adjustment for estimation of deferred income

tax assets 14 524
Income tax expense $ 20,102 13.176

D. The components of deferred income tax assets as of December 31, 2010 and 2009 are
summarized as follows:

2010 2009
Income Income
Amount tax effect Amount tax effect
Deferred tax assets —current:

Allowance for bad debt $ 16,822 2,860 15,496 3,099
Allowance for inventory devaluation 47,226 8,028 39,599 7,920
Unrealized exchange loss 2,620 445 13,869 2,773
Investment tax credits 38,379 38,379 43,308 43,308
Operating loss carryforwards 25,087 4,265 53,417 10,683
53,977 67,783
Less: valuation allowance (41,239) (46,407)
12,738 — 21,376
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2010 2009
Income Income
Amount tax effect Amount tax effect
Deferred tax assets —non-current:
Accrued pension liabilities $ 3,237 551 3,502 700
Cumulative translation adjustment 2,473 420 2,473 495
Investment loss under equity method 78,644 13,369 78,644 15,729
Investment tax credits 66,990 66,990 105,780 105,780
Operating loss carryforwards 195,228 33,189 63,531 12,707
114,519 135,411
Less: valuation allowance (113,548) (121,810)
971 13.601
Total gross deferred tax assets 168,496 203,194
Total valuation allowance (154,787) (168,217)

E. Effective the year of 2010, according to the Stature for Industrial Innovation, the company
is entitled to tax credits of the year’s current income tax payable, but the limitation should

not exceed 30% of the income tax payable for that period.

The expenditure for research and development entitles the Company to tax credits
according to the ROC Statute for Upgrading Industries. This credit may be applied over a
period of five years, and the total amount of investment tax credits that can be utilized per
year is limited to 50% of the year’s current income tax payable. However, the foregoing
limit does not apply to the investment tax credits expiration period of last year. As of
December 31, 2010, the estimated unused investment tax credits and the related years of

expiration were as follows:

Total assessed
or declared Unused tax
Year occurred Expiration year tax credits credits
2007 (assessed) 2011 38,379 38,379
2008 (assessed) 2012 33,535 33,535
2009 (declared) 2013 33,455 33,455
$ 105,369 105,369
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F. Pursuant to the ROC Income Tax Act as amended on January 21, 2009, unused net
operating loss as assessed by the tax authorities that is allowed to be carried forward to
offset future taxable income is extended from a period of 5 years to 10 years. As of
December 31, 2010, the unused operating loss carryforwards were as described below:

Total declared Unused operating

operating loss loss Expiration
Year occurred carryforwards carryforwards year
2007 (assessed) 3,345 1,214 2017
2008 (assessed) 113,603 113,603 2018
2010 (estimated) 105,498 105,498 2020
$__ 222446 $_220.315

As of December 31, 2010, the Company’s income tax returns had been examined by the tax
authorities through 2008.

For the Company’s 2005 income tax returns, the tax authorities had a different
interpretation from the Company’s and reduced the Company’s income tax exemption
amount by $140,849 thousand, reduced the Company’s investment tax credit amount by
$3,632 thousand, and assessed additional tax liability of $15,606 thousand. The Company
did not agree with the assessment and filed a tax appeal for the 2005 income tax returns.

With respect to the aforementioned assessment, the Company estimated related tax effects
in the financial statements by applying the conservatism principle of accounting.

G. Information relating to the imputation credit account (ICA) is summarized as follows:

(Unit: thousand of shares)

2010 2009
Unappropriated retained earnings (accumulated deficit):
Earned (deficit) after December 31, 1998 $__(118,948) 33,339
ICA balance $ (940) 2,101
2010 2009
Creditable ratio for earnings distribution to - -
resident stockholders (actual) (actual)
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(11) Earnings per Share (“EPS”)
Basic and diluted EPS for 2010 and 2009 were computed as follows:

2010 2009
Pre-tax After-tax Pre-tax After-tax

Basic earnings per share:

Net income (loss) $ _(102,233) _(122,335) __ 46,515 33.339

Weighted-average common shares
outstanding (thousand shares):
Beginning balance (including capital
collected in advance) 61,677 61,677 60,690 60,690
Add: Weighted-average common shares
outstanding due to issuance of stock

from exercise of stock options 486 486 443 443
62,163 62,163 61,133 61,133
Basic EPS (NT$) $ 1.64) 1.97) 0.76 0.55
Diluted earnings per share:
Net income $_ 46,515 33.339
Weighted-average common shares
outstanding (thousand shares) 61,133 61,133

Add: Weighted-average common shares
outstanding due to issuance of
stock from exercise of stock

options 861 861
Employee stock bonuses before

approval by stockholders 116 116

— 62,110 __62,110

Diluted EPS (NTS$) $ 0.75 0.54

Diluted earnings per share were not computed due to the anti-dilutive effect of losses for the
period ended December 31, 2010.
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(12) Financial instruments
A. Derivative financial instrument
The Company engaged in derivative financial instrument as disclosed further in note 4(2).

B. The following methods and assumptions were used to estimate the fair value of each class
of financial instruments:

(a) If a published price quotation in an active market exists for a financial instrument, the
quoted price is used to measure its fair value. If it does not exist, the fair value is
measured by using a valuation technique. In applying valuation techniques, an entity
uses estimates and assumptions that are consistent with the estimates and assumptions
that market participants would use in setting a price for the financial instrument.

(b) The short term non-derivative financial instruments of the Company include notes and
accounts receivable (including related parties), other financial assets — current,
accounts payable and processing expense payable. Their book value was used as their
fair value at the balance sheet date, because their carrying amounts approximate fair
value as these instruments have short maturities.

(c) Financial assets carried at cost: cost is adopted in measuring unlisted equity securities
whose fair value cannot be reasonably estimated. The related information on financial

instruments is disclosed further in note 4(2).

C. The details of fair value of financial assets and liabilities derived from active market quoted
prices or an evaluation method are as follows:

December 31,

2010 2009
Public Public
quoted Evaluation quoted Evaluation
price method price method
Financial assets:
Cash $ 537,466 - 711,213 -
Forward foreign currency exchange
contracts - 14 - 365
Notes and accounts receivable
(including related parties) - 52,987 - 134,927
Other financial assets —current - 5,721 - 5,087
Restricted cash in bank 41,000 - 41,000 -
Other financial assets —non-current - 6,334 - 9,665
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December 31,

2010 2009
Public Public
quoted Evaluation quoted Evaluation
price method price  _method
Financial liabilities:
Accounts payable - 7,388 - 104,130
Forward foreign currency exchange
contracts - 737 - -

Processing expense payable - 15,681 - 56,892

D. Financial risk information:
(a) Credit risk

The Company’s potential credit risk is derived primarily from cash and accounts
receivable. The Company maintains its cash in various creditworthy financial
institutions. The Company monitors its exposure with these financial institutions;
therefore, the Company believes that there is no concentration of credit risk in cash.

The Company’s sales revenue were 72% and 83% attributable to the client over 10%
of total sales as of December 31, 2010 and 2009, respectively. To reduce the
concentration of credit risk, the Company continuously evaluates the credit status of its
customers and the collectability of trade receivables, and provided allowance for
doubtful accounts applicable. It is management’s belief that such concentration of
credit risk is under control.

(b) Liquidity risk

There is no liquidity risk of being unable to raise capital to settle the contract
obligations as the Company has sufficient capital and working capital to fulfill the
contract obligations.

The Company entered into foreign exchange forward contracts to manage the foreign
currency exchange risk of net foreign currency assets and net foreign currency
liabilities. When they expire, the positive and negative cash flows are expected to
offset each other. Therefore, the Company expects to have no significant risk of cash
flow. Some of the investments of the Company are recognized as financial assets
carried at cost, and they are expected to have liquidity risk owing to no active market.
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Transactions with Related Parties

(1) Name and relationship of related parties

Name of related party Relationship with the Company
Toshiba Corporation (Toshiba) A member of the board of the Company
Fucion Media Tech Co., Ltd. (Fucion) An investee which the Company accounted for

under the equity method

Directors, supervisors, the president and the Principal management team of the Company
vice president

(2) Significant transactions with related parties
A. Sales and accounts receivable

(a) Sales

Net sales to related parties were as follows:

2010 2009
Percentage Percentage
of net of net
Amount sales (%) _Amount sales (%)
Toshiba $ 207,437 34 158,775 19
Fucion 881 - 898 -
$ 208,318 — 34 __159,673 —19
(b) Service revenue
Service revenue from related parties was as follows:
2010 2009
Percentage Percentage
of net of net
Amount sales (%) _Amount sales (%)
Toshiba $ - - 10,676 1
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The accounts receivable resulting from sales to related parties were as follows:

December 31,

2010 2009
Percentage Percentage
of total of total
accounts accounts
receivable receivable
Amount (%) __ _Amount (%)
Toshiba $ 3,641 7 7.168 5

The collection terms for sales to related parties were month-end 30 to 45 days; the prices of
products sold to related parties were determined by the product specifications and the
situation of market supply and demand, and there is no obvious difference from non-related
parties.

(3) Compensation to the principal management team

2010 2009
Salaries $ 7,482 8,394
Bonus and others 1,247 1,125
Business expense - 369

6. Pledged Assets

December 31,

Pledged assets Pledged to secure 2010 2009
Pledged time deposits ~ Guarantees for purchase (Faraday) $ 5,000 5,000
Pledged time deposits ~ Guarantees for purchase (UMC) 36,000 36,000
Land Prohibited actions for income tax

administrative proceedings 34,271 -

$ 75271  __41,000
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7. Commitments and Contingencies

ey

2

3)

4

According to current leasing contracts for the offices, the minimum future rental payments are
as below:

Period Amount

2011.1.1~2011.8.2 $ 5,361

In accordance with the “digital MEMS microphone technological development plan,” the
Company entered into a project with the Ministry of Economic Affairs in 2008. Total funding
amounted to $38,200 thousand. The project runs from April 1, 2008, through September 30,
2010. As of December 31, 2010, the plan had been completed. The process of government
granted implementation plan received by the Company was $8,579 thousand. The knowledge,
technology and intellectual property rights acquired during research and development
(hereinafter referred to as “R&D efforts”) belong to the Company. However, under certain
circumstances, the Ministry of Economic Affairs may request the Company to grant the R&D
efforts to a third party at no cost. For the year ended December 31, 2010, government grant
received by the Company was $1,822 thousand, recorded as other income.

As of December 31, 2010, the Company had entered into technology licensing agreements with
other companies to provide certain technology. The Company has not yet fulfilled the

aforementioned agreements amounting to $4,200 thousand.

The Company has licenses to use other companies’ technology, which require monthly royalty
payments based on sales volume.

(Continued)
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Others

(1) The information on personnel expenses, depreciation and amortization by function is

summarized as follows:

2010 2009
Cost of Operating Total Cost of Operating Total
goods sold expenses goods sold | expenses
Personnel expenses
Salary $ 1,750 155,936 157,686 2,189 143,405 145,594
Labor and health
insurance 124 10,534 10,658 121 9,423 9,544
Pension 91 7,896 7,987 90 7,014 7,104
Others 61 5,109 5,170 88 5,580 5,668
Depreciation - 4,422 4,422 49 3,679 3,728
Amortization 15,072 4,215 19,287 12,801 5,921 18,722
Note: For the ended December 31, 2010 and 2009, the depreciation of assets leased to others

was recorded as other loss amounting to $1,008 thousand and $1,243 thousand,

respectively.

(2) The significant financial assets and liabilities in foreign currency are as the followings:

2010 2009
Foreign Foreign
currency Rate NTD currency Rate NTD
Financial assets:
Monetary item:
US Dollar 2,450 29.08 71,246 5,397 3198 172,596
RMB 640 4.4165 2,827 650 4.64 3,016
Financial liabilities:
Monetary item:
US Dollar 259 29.08 7,532 3,263 3198 104,351
Non-monetary item:
US Dollar 1,250  29.05~ Note 1,000 32.179~ Note
30.37 32.502

Note: Foreign exchange forward contacts were measured based on fair value at
December 31, 2010 and 2009; related information please see note 4(2).
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9. Segment Information

(1) Industry segment

The Company operates predominantly in one industry segment, which includes the design,
research, development, manufacture and sale of ICs.

(2) Major customers

2010 2009
% of % of
Amount total sales _Amount total sales
A $ 233,307 38 539,189 63
Toshiba 207.437 34 169,451 20
$ 440,744 72 708.640 83
(3) Export sales
2010 2009

% of % of
Amount total sales _Amount total sales

Asia $ 292,399 48 273,026 32

Americas 161,605 26 473,848 55

$ __454,004 74 746,874 — 87




