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REPRESENTATION LETTER

The entities included in the consolidated financia statements as of December 31, 2016 and for
the year then ended prepared under the International Financial Reporting Standards, No.10 are
the same as the entities to be included in the combined financial statements of the Company, if
any to be prepared, pursuant to the Criteria Governing Preparation of Affiliation Reports,
Consolidated Business Reports and Consolidated Financial Statements of Affiliated Enterprises
(referred to as “Combined Financial Statements”). Also, the footnotes disclosed in the
Consolidated Financial Statements have fully covered the required information in such
Combined Financial Statements. Accordingly, the Company did not prepare any other set of
Combined Financial Statements than the Consolidated Financial Statements.

Very truly yours,

MediaTek Inc.

Chairman: Ming-Kai Tsa

March 22, 2017
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Independent Auditors’ Report

To the Board of Directors and Shareholders
of MediaTek Inc.

Opinion

We have audited the accompanying consolidated balance sheets of MediaTek Inc. and its
subsidiaries as of December 31, 2016 and 2015, and the related consolidated statements of
comprehensive income, changes in equity and cash flows for the years ended December 31, 2016
and 2015, and notes to the consolidated financial statements, including the summary of significant
accounting policies (together “the consolidated financial statements™).

In our opinion, the consolidated financial statements referred to above present fairly, in all
material respects, the consolidated financial position of MediaTek Inc. and its subsidiaries as of
December 31, 2016 and 2015, and their consolidated financial performance and cash flows for
the years ended December 31, 2016 and 2015, in conformity with the requirements of the
Regulations Governing the Preparation of Financial Reports by Securities Issuers and
International Financial Reporting Standards, International Accounting Standards, Interpretations
developed by the International Financial Reporting Interpretations Committee or the former
Standing Interpretations Committee as endorsed by Financial Supervisory Commission of the

Republic of China.
Basis for Opinion

We conducted our audits in accordance with the Regulations Governing Auditing and Attestation
of Financial Statements by Certified Public Accountants and auditing standards generally
accepted in the Republic of China. Our responsibilities under those standards are further described
in the Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements section
of our report. We are independent of MediaTek Inc. and its subsidiaries in accordance with
the Norm of Professional Ethics for Certified Public Accountant of the Republic of China (the
“Norm™), and we have fulfilled our other ethical responsibilities in accordance with the Norm.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a

basis for our opinion.

Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance
in our audit of 2016 consolidated financial statements. These matters were addressed in the

context of our audit of the consolidated financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters.
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Revenue recognition
MediaTek Inc. and its subsidiaries recognized NT$275,511,714 thousand as net sales, which

includes sale of goods in the amount of NT$307,199,463 thousand, other operating revenues in
the amount of NT$1,577,448 thousand, and sales returns and discounts in the amount of
NT$33,265,197 thousand for the year ended December 31, 2016. The sale of goods is sale of
chips and due to large transaction volume, if the sale is recognized in an improper period, it can
have significant impacts on consolidated statements. As a result, we determined the matter to be
a key audit matter.

Our audit procedures include (but are not limited to) assessing the appropriateness of the
accounting policy for revenue recognition; evaluating and testing the effectiveness of internal
control which is related to the timing of revenue recognition; performing test of details on samples
selected from top ten customers and reviewing the significant terms of sales agreements and
tracing to relevant documentation of transactions; adopting audit sampling on trade receivables
and performing confirmation procedures on final balance and key terms of sales agreements; and
regarding transaction of some time before and after the reporting date, analyzing the
reasonableness of fluctuations and selecting samples to perform cutoff procedures, tracing to
relevant documentation to verify that revenue has been recorded in the correct accounting period;
besides, we also review if there is condition of significant reversals in subsequent periods.

We also considered the appropriateness of the disclosures of sales. Please refer to Note 6 in notes
to consolidated financial statements.

Significant acquisition

Hsu-Si Investment Corp., a subsidiary of MediaTek Inc., accomplished the take-over bid process
to acquire 51% shares of Richtek Technology Corp. on October 7, 2015 and the consideration of
the tender offer was NT$14,770,046 thousand in cash. The fair value of the identifiable net assets
acquired was NT$12,694,209 thousand and the goodwill arising from the acquisition was
NT$8,295,999 thousand. Thereafter, Hsu-Si Investment Corp. acquired the rest of 49% shares of
Richtek Technology Corp. in 2016. MediaTek Inc. and its subsidiaries recognized the net assets
of the take-over bid based on a provisional estimated amount for the year ended December 31,
2015. The aforementioned fair value of net assets were completed in 2016. The amount of the
acquisition was significant and was related to assessment of fair value, as a result, we determined
the matter to be a key audit matter.

Our audit procedures include (but are not limited to) assessing the prospective financial
information used for preparing the appraisal report on fair value by management and comparing
with Richtek Technology Corp.’s historical financial information and the industry expectation in
market to evaluate the reasonableness; using internal valuation specialists to assist us in
evaluating the appropriateness of the methods and models used by management, reassessing
parameters and assumptions used in the appraisal report on fair value, and comparing whether the
differences are within our acceptable range to evaluate the reasonableness of key assumptions.

We also considered the appropriateness of the disclosures of business combinations. Please refer
to Note 6 in notes to consolidated financial statements.
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Responsibilities of Management and Those Charged with Governance for the Consolidated
Financial Statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with the requirements of the Regulations Governing the Preparation of
Financial Reports by Securities Issuers and International Financial Reporting Standards,
International Accounting Standards, Interpretations developed by the International Financial
Reporting Interpretations Committee or the former Standing Interpretations Committee as
endorsed by Financial Supervisory Commission of the Republic of China and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
ability to continue as a going concern of MediaTek Inc. and its subsidiaries, disclosing, as
applicable, matters related to going concern and using the going concern basis of accounting
unless management either intends to liquidate MediaTek Inc. and its subsidiaries or to cease
operations, or has no realistic alternative but to do so.

Those charged with governance, including audit committee, are responsible for overseeing the
financial reporting process of MediaTek Inc. and its subsidiaries.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with auditing standards
generally accepted in the Republic of China will always detect a material misstatement when it
exists. Misstatements can arise from fraud or error and are considered material if, individually or
in the aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of these consolidated financial statements.

As part of an audit in accordance with auditing standards generally accepted in the Republic of
China, we exercise professional judgment and maintain professional skepticism throughout the
audit. We also:

1. Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

2. Obtain an understanding of internal control relevant to the audit in order to design audit

procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the internal control of MediaTek Inc. and its subsidiaries.

A member firm of Ernst & Young Global Limited
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3. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

4. Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the ability to continue as a
going concern of MediaTek Inc. and its subsidiaries. If we conclude that a material uncertainty
exists, we are required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our opinion.
Our conclusions are based on the audit evidence obtained up to the date of our auditor’s report.
However, future events or conditions may cause MediaTek Inc. and its subsidiaries to cease to

continue as a going concern.

5. Evaluate the overall presentation, structure and content of the consolidated financial statements,
including the accompanying notes, and whether the consolidated financial statements represent
the underlying transactions and events in a manner that achieves fair presentation.

6. Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within MediaTek Inc. and its subsidiaries to express an opinion on the
consolidated financial statements. We are responsible for the direction, supervision and
performance of the group audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of 2016 consolidated financial statements and are
therefore the key audit matters. We describe these matters in our auditor’s report unless law or
regulation precludes public disclosure about the matter or when, in extremely rare circumstances,
we determine that a matter should not be communicated in our report because the adverse
consequences of doing so would reasonably be expected to outweigh the public interest benefits
of such communication.

Others

We have audited and expressed an unqualified opinion on the parent company only financial
statements of MediaTek Inc. as of and for the years ended December 31, 2016 and 2015.

A member firm of Ernst & Young Global Limited -6-
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Ernst & Young
CERTIFIED PUBLIC ACCOUNTANTS

March 22, 2017
Taipei, Taiwan
Republic of China

Notice to Readers
The reader is advised that these financial statements have been prepared originally in Chinese. In the event of a
conflict between these financial statements and the original Chinese version or difference in interpretation between

the two versions, the Chinese language financial statements shall prevail.

The accompanying consolidated financial statements are intended only to present the consolidated financial position,
results of operations and cash flows in accordance with accounting principles and practices generally accepted in the
R.0O.C. and not those of any other jurisdictions. The standards, procedures and practices to audit such consolidated
financial statements are those generally accepted and applied in the R.O.C.

A member firm of Ernst & Young Global Limited



English Trandation of Financial Statements Originally Issued in Chinese

MEDIATEK INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
As of December 31, 2016 and 2015
(Amounts in thousands of New Taiwan Dallars)

ASSETS Notes December 31, 2016 % December 31, 2015 %
Current assets
Cash and cash equivalents 4,6(1) $ 140,560,858 38 153,279,687 44
Financial assets at fair value through profit or loss-current 4,5, 6(2) 1,970,502 1 3,836,003 1
Available-for-sale financial assets-current 4,5, 6(3) 9,428,674 3 7,763,131 2
Held-to-maturity financial assets-current 4, 6(4) - - 1,257,437 -
Debt instrument investments for which no active market exists-current 4,6(6), 8 1,505,492 - 761,282 -
Notes receivables, net 2,811 - - -
Trade receivables, net 4,5, 6(7) 20,477,995 6 16,195,318 4
Other receivables 6(7), 7 5,497,925 1 2,996,512 1
Current tax assets 4,5 357,517 - 319,202 -
Inventories, net 4,5, 6(8) 33,922,914 9 24,130,344 7
Prepayments 6(9) 1,505,221 - 2,192,349 1
Non-current assets held for sale 4,6(31) 3,633,726 1 - -
Other current assets 1,413,935 - 2,141,910 1
Total current assets 220,277,570 59 214,873,175 61
Non-current assets
Financial assets at fair value through profit or loss-noncurrent 4,5,6(2) 4,997,093 2 5,967,301 2
Available-for-sale financial assets-noncurrent 4,5, 6(3) 18,914,717 5 8,698,862 3
Held-to-maturity financial assets-noncurrent 4,6(4) - - 266,498 -
Financial assets measured at cost-noncurrent 4, 6(5) 6,895,187 2 4,901,012 1
Debt instrument investments for which no active market exists-noncurrent 4,6(6), 8 257,928 - 261,068 -
Investments accounted for using the equity method 4, 6(10), 6(30) 5,905,795 2 2,718,990 1
Property, plant and equipment 4,6(11), 6(31) 36,857,740 10 34,390,077 10
Investment property 4,6(12) 651,408 - 275,590 -
Intangible assets 4, 6(13), 6(14), 6(31), 7 72,014,554 19 75,430,673 21
Deferred tax assets 4,5, 6(28) 3,265,695 1 2,997,362 1
Refundable deposits 326,152 - 239,755 -
Net defined benefit assets-noncurrent 4,6(19) 2,070 - - -
Long-term lease receivables 4, 6(15) 211,137 -
Long-term prepaid rent 134,726 - 150,864 -
Other non-current assets-others - - 78,429 -
Total non-current assets 150,434,202 41 136,376,481 39
Total assets $ 370,711,772 100 351,249,656 100

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

Chairman : Ming-Kai Tsai

President : Ching-Jiang Hsieh

Chief Financial Officer : David Ku




English Trandation of Financial Statements Originally Issued in Chinese

Asof December 31, 2016 and 2015

MEDIATEK INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(Amounts in thousands of New Taiwan Dallars)

LIABILITIESAND EQUITY

Notes

Current liabilities
Short-term borrowings
Financial liabilities at fair value through profit or loss-current
Trade payables
Trade payables to related parties
Other payables
Current tax liabilities
Liabilities directly associated with non-current assets held for sale
Other current liabilities
Current portion of long-term liabilities
Total current liabilities

Non-current liabilities
Long-term borrowings
Net defined benefit liabilities-noncurrent
Deposits received
Deferred tax liabilities
Non-current liabilities-others
Total non-current liabilities
Total liabilities

Equity attributable to owner s of the parent
Share capital
Common stock
Capital surplus
Retained earnings
Legal reserve
Undistributed earnings
Other equity
Treasury shares
Equity attributable to owners of the parent
Non-controlling interests
Total equity

Total liabilitiesand equity

6(16)
4,5,6(2)

7
6(17)

4,5, 6(28)
4,6(31), 7

6(18), 8
4, 6(19)

7

4,5, 6(28)

6(20)

6(20), 6(21), 6(32)
6(20)

6(21)

4, 6(20)

4, 6(20), 6(33)

December 31, 2016 % December 31, 2015 %

$ 54,523,984 15 49,123,477 14
45,098 - 32,194 -
23,706,560 6 15,511,132 4
923,557 - 645,120 -
33,937,995 9 31,558,621 9
3,415,214 1 2,269,892 1
675,043 - - R
2,100,815 1 2,069,823 1
- - 56,212 -
119,328,266 32 101,266,471 29

419,086 -
840,331 - 755,371 -
177,512 - 169,738 -
3,025,449 1 1,814,256 1
258,250 - 156,935 -
4,720,628 1 2,896,300 1
124,048,894 33 104,162,771 30
15,821,122 4 15,715,837 5
89,815,356 24 88,354,178 25
34,628,319 10 32,032,476 9
92,324,282 25 96,476,287 27
12,245,801 3 7,904,918 2
(55,970) - (55,970) -
244,778,910 66 240,427,726 68
1,883,968 1 6,659,159 2
246,662,878 67 247,086,885 70
$ 370,711,772 100 351,249,656 100

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

Chairman : Ming-Kal Tsai

President : Ching-Jiang Hsieh

-9-

Chief Financial Officer : David Ku
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MEDIATEK INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME
For the years ended December 31, 2016 and 2015

(Amounts in thousands of New Taiwan Dollars, except for earnings per share)

Description Notes 2016 % 2015 %
Net sales 4,5,6(22),7 $ 275511714 100 $ 213,255,240 100
Operating costs 4,5,6(8), 6(23), 7 (177,321,882 | (64) (121,075,654) | (57)
Gross profit 98,189,832 36 92,179,586 43
Oper ating expenses 6(23), 7
Selling expenses (12,413,733) ) (9,326,054) )
Administrative expenses (7,015,080) ?3) (7,416,797) (4)
Research and development expenses (55,685,244) (20) (49,528,765) (23)
Total operating expenses (75,114,057) (28) (66,271,616) (31)
Operating income 23,075,775 8 25,907,970 12
Non-oper ating income and expenses
Other income 4,6(24), 7 3,485,549 2 3,463,849 2
Other gains and losses 4, 6(25) 544,326 - (116,187) -
Finance costs 6(26) (558,906) - (545,218) -
Share of profit of associates accounted for using the equity method 4, 6(10) 666,141 - 658,079 -
Total non-operating income and expenses 4,137,110 2 3,460,523 2
Net income befor e income tax 27,212,885 10 29,368,493 14
Income tax expense 4,5, 6(28) (3,182,353) (@) (3,599,761) 2
Net income 24,030,532 9 25,768,732 12
Other comprehensive income 4, 6(10), 6(27), 6(28)
Not to be reclassified to profit or loss in subsequent periods
Remeasurements of the defined benefit plan (65,079) - 315,416 -
Income tax relating to those items not to be reclassified to profit or loss 11,064 - (53,621) -
To be reclassified to profit or loss in subsequent periods
Exchange differences resulting from translating the financial statements of foreign operations (4,504,523) 2 2,396,294 1
Unrealized |losses from available-for-sale financial assets 11,297,597 4 (869,752) -
Share of other comprehensive income of associates accounted for using the equity method 125,345 - (200,603) -
Income tax relating to those items to be reclassified to profit or loss (1,172,986) - (92,904) -
Other comprehensive income, net of tax 5,601,418 2 1,594,830 1
Total comprehensive income $ 29,721,950 11 $ 27,363,562 13
Net income (loss) for the periods attributableto :
Owners of the parent 6(29) $ 23,700,598 $ 25,958,429
Non-controlling interests 6(33) 329,934 (189,697)
$ 24,030,532 $ 25,768,732
Total comprehensiveincome for the periods attributableto :
Owners of the parent $ 29,463,494 $ 27,527,096
Non-controlling interests 258,456 (163,534)
$ 29,721,950 $ 27,363,562
Basic Earnings Per Share (in New Taiwan Dollars) 6(29) $ 15.16 $ 16.60
Diluted Earnings Per Share (in New Taiwan Dollars) 6(29) $ 1513 $ 16.57

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

Chairman : Ming-Kai Tsai

-10-

President : Ching-Jiang Hsieh

Chief Financial Officer : David Ku




English Trandation of Financial Statements Originally Issued in Chinese
MEDIATEK INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CHANGESIN EQUITY
For the yearsended December 31, 2016 and 2015
(Amounts in thousands of New Taiwan Dollars)

Equity attributable to owners of the parent

Share capital Retained earnings Other equity
Description co . Capital ) - Exmgzglxg?m Unrelized Treasury Eq;’;wﬁg?;fu ¢ NE)‘iI-nTZ(;'I;OS“inQ Total enuity
smoion Ce?;tea‘dsoa:zed surplus r:‘gée E‘\Z U":'[:If:;lsled X 1ra‘!§ ating fromg:/';islgioﬁl)'—sale Other shares the parent
Iheflnanclal saqnenls financial assets
of foreign operations
Balance as of January 1, 2015 $ 15,714,455 $ 467 88,047,914 $ 27,392,687 $ 895,749 108,566,733 $ 4,218,292 $ 2,387,821 $ - $ (55970) | $ 247,168,148 $ 437,599 $ 247,605,747
Appropriation and distribution of 2014 earnings:
Legal resarve . . . 4,639,789 . (4,639,789) . . . . . . .
Special resarve . . . . (895,749) 895,749 . . . . . . .
Cash dividends - - - - - (34,574,697) - - - - (34,574,697) - (34,574,697)
Total - - - 4,639,789 (895,749) (38,318,737) - - - - (34,574,697) - (34,574,697)
Profit for the year ended December 31, 2015 - - - - - 25,958,429 - - - - 25,958,429 (189,697) 25,768,732
Other comprehensive income for the year ended December 31, 2015 - - - - - 269,862 2,285,303 (986,498) - - 1,568,667 26,163 1,594,830
Total comprehensive income - - - - - 26,228,291 2,285,303 (986,498) - - 27,527,096 (163,534) 27,363,562
Share-based payment transactions 1,382 (467) 37,279 - - - - - - - 38,194 - 38,194
Adjustments due to dividends that subsidiaries received from parent company - - 171,469 - - - - - - - 171,469 - 171,469
The differences between the fair value of the consideration paid or received from
acquiring or disposing subsidiaries and the carrying amounts of the subsidiaries - - (7,322) - - - - - - - (7,322) - (7,322)
Changesin ownership interests in subsidiaries - - 61,562 - - - - - - - 61,562 151,275 212,837
Changesin other capital surplus - - 43,276 - - - - - - - 43,276 - 43,276
Non-controlling interests - - - - - - - - - - - 6,233,819 6,233,819
Balance as of December 31, 2015 15,715,837 - 88,354,178 32,032,476 - 96,476,287 6,503,595 1,401,323 - (55,970) 240,427,726 6,659,159 247,086,885
Appropriation and distribution of 2015 earnings:
Legal reserve - - - 2,595,843 - (2,595,843) - - - - - - -
Cash dividends - - - - - (17,287,421) - - - - (17,287,421) - (17,287,421)
Total - - - 2,595,843 - (19,883,264) - - - - (17,287,421) - (17,287,421)
Profit for the year ended December 31, 2016 - - - - - 23,700,598 - - - - 23,700,598 329,934 24,030,532
Other comprehensive income for the year ended December 31, 2016 - - - - - (54,015) (4,307,700) 10,124,611 - - 5,762,896 (71,478) 5,691,418
Total comprehensive income - - - - - 23,646,583 (4,307,700) 10,124,611 - - 29,463,494 258,456 29,721,950
Share-based payment transactions - - 10,353 - - - - - - - 10,353 - 10,353
Adjustments due to dividends that subsidiaries received from parent company - - 85,735 - - - - - - - 85,735 - 85,735
The differences between the fair value of the consideration paid or received from
acquiring or disposing subsidiaries and the carrying amounts of the subsidiaries - - (142,643) - - (7,915,324) - - - - (8,057,967) - (8,057,967)
Changesin ownership interests in subsidiaries - - (99,948) - - - - - - - (99,948) 220,048 120,100
Issuance of restricted stock for employees 105,285 - 1,660,064 - - - - - (1,476,028) - 289,321 - 289,321
Changes in associates and joint ventures accounted for using the equity method - - (52,383) - - - - - - - (52,383) - (52,383)
Non-controlling interests - - - - - - - - - - - (5,253,695) (5,253,695)
Balance as of December 31, 2016 $ 15,821,122 $ - 89,815,356 $ 34,628,319 $ - 92,324,282 $ 2,195,895 $ 11,525,934 $ (1,476,028) | $ (55,970) | _$ 244,778,910 $ 1,883,968 $ 246,662,878

Chairman : Ming-Kai Tsai

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

President : Ching-Jiang Hsieh

S11-

Chief Financial Officer : David Ku




English Trandlation of Financial Statements Originally Issued in Chinese
MEDIATEK INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTSOF CASH FLOWS
For the years ended December 31, 2016 and 2015
(Amounts in thousands of New Taiwan Dollars)

Description 2016 2015
Cash flows from operating activities :
Profit before tax from continuing operations 27,212,885 29,368,493
Adjustments for:
The profit or lossitems which did not affect cash flows:
Depreciation 3,061,378 2,076,791
Amortization 3,834,700 3,056,971
Bad debt (reversa) provision (125,735) 184,018
Losses on financia assets and ligbilities at fair value through profit or loss 150,092 136,005
Interest expenses 558,906 545,218
Interest income (2,517,861) (2,817,091)
Dividend income (398,259) (478,971)
Share-based payment expenses 306,762 37,279
Share of profit of associates accounted for using the equity method (666,141) (658,079)
Losses on disposal of property, plant and equipment 15,778 13,405
Losses on disposal of intangible assets 909 -
Gains on disposal of investments (194,683) (1,394,606)
Impairment of financia assets 71,172 851,478
Changesin operating assets and liabilities:
Financial assets at fair value through profit or loss 2,505,819 (2,072,298)
Notes receivables (2,811) -
Trade receivables (3,085,118) (866,371)
Other receivables (2,175,536) 2,075,440
Inventories (8,168,244) 792,360
Prepayments 716,052 162,455
Other current assets 731,009 (489,315)
Other non-current assets-others 78,429 (16,411)
Trade payables 8,004,952 226,012
Trade payablesto related parties 288,747 (37,181)
Other payables 2,490,761 (4,247,755)
Other current liabilities 65,439 1,288,894
Long-term payables (56,212) (35,770)
Net defined benefit liabilities 13,270 11,161
Non-current liabilities-others 101,315 9,070
Cash generated from operating activities:
Interest received 1,928,317 3,134,028
Dividend received 591,786 787,318
Interest paid (561,624) (533,631)
Income tax paid (2,228,537) (7,733,039)
Net cash provided by operating activities 32,547,717 23,375,878
Cash flows from investing activities:
Acquisition of available-for-sae financial assets (7,600,096) (10,825,598)
Proceeds from disposal of available-for-sale financiad assets 7,860,169 6,943,493
Acquisition of debt instrument investments for which no active market exists (2,581,738) (2,079,078)
Proceeds from disposal of debt instrument investments for which no active market exists 787,445 2,250,587
Acquisition of held-to-maturity financia assets - (1,773,290)
Proceeds from redemption of held-to-maturity financial assets 1,491,256 673,561
Acquisition of financial assets measured at cost (2,215,603) (1,518,260)
Proceeds from disposal of financial assets measured at cost 129 33,708
Proceeds from capita return of financia assets measured at cost 38,268 36,340
Acquisition of investments accounted for using the equity method (4,612,267) (480,926)
Proceeds from disposal of investments accounted for using the equity method - 280,103
Proceeds from capita return of investments accounted for using the equity method - 21,824
Net cash outflow from acquisition of subsidiaries (2,406,378) (14,922,171)
Acquisition of property, plant and equipment (6,671,275) (9,368,345)
Proceeds from disposal of property, plant and equipment 67,752 21,279
Increase in refundable deposits (66,503) (18,088)
Acquisition of intangible assets (366,912) (2,025,250)
Acquisition of investment property (732) -
Increase in long-term |ease receivables (209,684) -
Decrease (Increase) in long-term prepaid rent 16,138 (30,944)
Net cash used in investing activities (16,470,031) (32,781,055)
Cash flows from financing activities :
Increase in short-term borrowings 5,455,795 2,395,130
Proceeds from long-term borrowings 124,286 -
Increase in deposits received 7,774 15,382
Proceeds from exercise of employee stock options - 30,132
Cash dividends (17,201,686) (34,403,228)
Acquisition of subsidiaries (14,184,102) (266,458)
Change in non-controlling interests 987,964 219,387
Net cash used in financing activities (24,809,969) (32,009,655)
Effect of changes in exchange rate on cash and cash equivalents (3,198,288) 1,897,013
Net decrease in cash and cash equivaents (11,930,571) (39,517,819)
Cash and cash equivalents at the beginning of the year 153,279,687 192,797,506
Cash and cash equivalents at the end of the year 141,349,116 153,279,687
Reconciliation of the balances of cash and cash equivalents at the end of the year:
Cash and cash equivalents on the consolidated balance sheets 140,560,858 153,279,687
Cash and cash equivalents included in non-current assets held for sale 788,258 -
Cash and cash equivaents at the end of the year 141,349,116 153,279,687

Chairman : Ming-Kai Tsai

The accompanying notes are an integral part of the consolidated financia statements.

President : Ching-Jiang Hsieh
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English Trandation of Financial Statements Originaly Issued in Chinese
MEDIATEK INC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS
(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

1. Organization and Operation

As officialy approved, MediaTek Inc. (“MTK”) was incorporated at Hsinchu Science-based
Industrial Park on May 28, 1997. Since then, it has been speciaized in the R&D, production,
manufacturing and marketing of multimedia integrated circuits (ICs), computer peripheras
oriented 1Cs, high-end consumer-oriented ICs and other ICs of extraordinary application.
Meanwhile, it hasrendered design, test runs, maintenance and repair and technological consultation
services for software & hardware of the aforementioned products, import and export trades for the
aforementioned products, sale and delegation of patents and circuit layout rights for the
aforementioned products.

2. Date and Procedures of Authorization of Financial Statementsfor Issue
The consolidated financial statements were authorized for issue in accordance with aresolution of
the Board of Directors on March 22, 2017.

3. Newly I'ssued or Revised Standards and I nter pretations
(1) International Financial Reporting Standards (IFRS), International Accounting Standards (IAYS),
Interpretations developed by the International Financial Reporting Interpretation Committee
(IFRIC) and Interpretations of IASs (SIC) (collectively, “TIFRS”) issued, revised or amended,
which are recognized and not applied by Financial Supervisory Commission (“FSC”), but not
yet adopted by MTK and its subsidiaries (“the Company™) at the date of issuance of the
Company's financial statements are listed below:

Standards or Effective
Interpretations Numbers ~ The Projects of Standards or Interpretations Dates
IAS 36 “Impairment of Assets” (Amendment) January 1, 2014
IFRIC 21 “Levies” January 1, 2014
IAS 39 “Novation of Derivatives and Continuation of ~ January 1, 2014

Hedge Accounting”
IAS 19 “Employee Benefits” (Amendment) - Defined  July 1, 2014

benefit plans. employee contributions
Improvements to International Financial Reporting Standards (2010-2012 cycle) :

IFRS 2 “Share-based Payment” July 1, 2014
IFRS 3 “Business Combinations” July 1, 2014
IFRS 8 “Operating Segments” July 1, 2014
IFRS 13 “Fair Vaue Measurement” July 1, 2014
IAS 16 “Property, Plant and Equipment” July 1, 2014

(To be continued)
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MEDIATEK INC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)
(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

(Continued)
Standards or Effective
Interpretations Numbers ~ The Projects of Standards or Interpretations Dates
IAS 24 “Related Party Disclosures” July 1, 2014
IAS 38 “Intangible Assets” July 1, 2014
Improvements to International Financial Reporting Standards (2011-2013 cycle) :
IFRS 1 “First-time Adoption of International Financial  July 1, 2014
Reporting Standards”
IFRS 3 “Business Combinations” July 1, 2014
IFRS 13 “Fair Vaue Measurement” July 1, 2014
IAS 40 “Investment Property” July 1, 2014
IFRS 14 “Regulatory Deferral Accounts” January 1, 2016
IFRS 11 “Joint Arrangements’- Joint operation January 1, 2016
(Amendment)
IAS16 and IAS 38 “Property, Plant and Equipment” and January 1, 2016
“Intangible Assets” (Amendment)
- Clarification of Acceptable Methods of
Depreciation and Amortization
IAS16 and IAS 41 “Agriculture; Bearer Plants” (Amendment) January 1, 2016
IAS 27 “Separate Financial Statements” - Equity January 1, 2016
Method in Separate Financial Statements
(Amendment)
Improvements to International Financial Reporting Standards (2012-2014 cycle) :
IFRS 5 “Non-current Assets Held for Sale and January 1, 2016
Discontinued Operations”
IFRS 7 “Financial Instruments : Disclosures” January 1, 2016
IAS 19 “Employee Benefits” January 1, 2016
IAS 34 “Interim Financial Reporting” January 1, 2016
IAS 1 “Presentation of Financial Statements’- January 1, 2016
Disclosure Initiative
IFRS 10, IFRS 12 and “Investment Entities’- Applying the January 1, 2016
IAS 28 Consolidation Exception

-14-



English Trandation of Financial Statements Originaly Issued in Chinese
MEDIATEK INC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

A. 1AS 36 “Impairment of Assets” (Amendment)

The amendments relate to the amendment issued in May 2011 and requires entities to
disclose the recoverable amount of an asset (including goodwill) or a cash-generating unit
when an impairment loss has been recognized or reversed during the period. The
amendments also require detailed disclosure of how thefair value less costs of disposal has
been measured when an impairment loss has been recognized or reversed, including
valuation techniques used, level of fair value hierarchy of assets and key assumptions used
in measurement.

. Improvements to International Financial Reporting Standards (2011-2013 cycle):

IFRS 13 “Fair Value Measurement”

The amendments clarify that paragraph 52 of IFRS 13 includes a scope exception for
measuring the fair value of agroup of financial assets and financial liabilitieson anet basis.
The objective of the amendments is to clarify that this portfolio exception applies to all
contracts within the scope of IAS 39 “Financial Instruments. Recognition and
Measurement” or IFRS 9 “Financial Instruments”, regardiess of whether they meet the
definitions of financial assets or financial liabilities as defined in IAS 32 “Financial
Instruments: Presentation”.

. Disclosure Initiative- Amendment to IAS 1 “Presentation of Financial Statements”:

The amendments contain (1) clarifying that an entity must not reduce the understandability
of its financia statements by obscuring material information with immaterial information
or by aggregating material items that have different natures or functions. The amendments
reemphasi ze that, when a standard requires a specific disclosure, the information must be
assessed to determine whether it is materia (2) clarifying that specific line items in the
statement(s) of profit or loss and other comprehensive income (OCI) and the statement of
financia position may be disaggregated, and how an entity shall present additional
subtotals, (3) clarifying that entities have flexibility as to the order in which they present
the notes to financia statements, but aso emphasize that understandability and
comparability should be considered by an entity when deciding on that order, (4) removing
the examples of the income taxes accounting policy and the foreign currency accounting
policy, as these were considered unhelpful in illustrating what significant accounting
policies could be, and (5) clarifying that the share of OCI of associates and joint ventures
accounted for using the equity method must be presented in aggregate asasingle lineitem,
classified between those items that will or will not be subsequently reclassified to profit or
loss.
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MEDIATEK INC. AND SUBSIDIARIES
NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)
(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

The abovementioned standards and interpretations issued by International Accounting Standards
Board (“IASB”) and recognized by FSC so that they are applicable for annual periods beginning
on or after January 1, 2017. Apart from item A to C which would have the potential impact on the
Company, the remaining standards and interpretati ons have no material impact on the Company.

(2) Standards or interpretations issued, revised or amended, by IASB but not yet recognized by
FSC at the date of issuance of the Company’s financia statements are listed below:

Standards or Effective
Interpretations Numbers ~ The Projects of Standards or Interpretations Dates
IFRS 15 “Revenue from Contracts with Customers” January 1, 2018
IFRS9 “Financia Instruments” January 1, 2018

IFRS 10 and IAS 28

IFRS 16
IAS 12

IAS7

IFRS 15

IFRS 2
IFRS 4

IAS 40

“Consolidated Financial Statements” and
“Investments in Associates and Joint
Ventures” (Amendment) - Sale or
Contribution of Assets between an Investor
and its Associate or Joint Ventures

“Leases”

“Income Taxes’- Recognition of Deferred Tax
Assets for Unrealised Losses

“Statement of Cash Flows” (Amendment) -
Disclosure Initiative

“Revenue from Contracts with Customers”
(Clarification)

“Shared-Based Payment” (Amendment)

“Insurance Contracts” (Amendment)

“Investment Property” (Amendment)

Postponed
indefinitely

January 1, 2019
January 1, 2017

January 1, 2017
January 1, 2018
January 1, 2018
Not earlier than

2020
January 1, 2018

Improvements to International Financial Reporting Standards (2014-2016 cycle) :

IFRS 1

IFRS 12
IAS 28
IFRIC 22

“First-time Adoption of International Financial
Reporting Standards”
“Disclosure of Interestsin Other Entities”

“Investments in Associates and Joint Ventures”

“Foreign Currency Transactions and Advance
Consideration”
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MEDIATEK INC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)

(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

A. IFRS 15 “Revenue from Contracts with Customers”

The core principle of the new Standard is that an entity recognizes revenue to depict the
transfer of promised goods or services to customers in an amount that reflects the
consideration to which the entity expects to be entitled in exchange for those goods or
services. An entity recognizes revenue in accordance with that core principle by applying
the following steps:

Step 1 : Identify the contracts with a customer;

Step 2 : Identify the performance obligations in the contract;

Step 3 : Determine the transaction price;

Step 4 : Allocate the transaction price to the performance obligations in the contracts,
Step 5 : Recognize revenue when the entity satisfies a performance obligation.

IFRS 15 also includes a cohesive set of disclosure requirements that would result in an
entity providing users of financial statements with comprehensive information about the
nature, amount, timing and uncertainty of revenue and cash flows arising from the entity's
contracts with customers.

. IFRS 9 “Financia Instruments”

The IASB has issued the final version of IFRS 9, which combines classification and
measurement, impairment and hedge accounting. The standard will replace IAS 39
“Financial Instruments; Recognition and Measurement” and all previous versions of IFRS
9 “Financia Instruments” (which include standards issued on classification and
measurement of financial assets and liabilities and hedge accounting).

Classification and measurement: Financial assets are measured at amortized cost, fair value
through profit or loss, or fair value through other comprehensive income, based on both the
entity’s business model for managing the financial assets and the financial asset’s
contractual cash flow characteristics. Financial liabilities are measured at amortized cost or
fair value through profit or loss. Furthermore, there is arequirement that ‘own credit risk’
adjustments are not recognized in profit or loss.

Impairment: Expected credit loss model is used to evauate impairment. Entities are
required to recognize either 12-month or lifetime expected credit losses, depending on

whether there has been a significant increase in credit risk since initial recognition.

Hedge accounting: Hedge accounting is more closely aligned with risk management
activities and hedge effectiveness is measured based on the hedge ratio.
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NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)
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C. IFRS 16 “Leases”

The new standard requires lessees to account for al leases under a single on-balance sheet
model (subject to certain exemptions). Lessor accounting still uses the dual classification
approach: operating lease and finance lease.

. IFRS 15 “Revenue from Contracts with Customers” (Clarification)

The amendments clarify how to identify a performance obligation in a contract, determine
whether an entity is a principal or an agent, and determine whether the revenue from
granting alicense should be recognized at a point in time or over time.

. IFRS 2 “Shared-Based Payment” (Amendment)

The amendments contain (1) clarifying that vesting conditions (service or non-market
performance conditions), upon which satisfaction of a cash-settled share-based payment
transaction is conditional, are not taken into account when estimating the fair value of the
cash-settled share-based payment at the measurement date. Instead, these are taken into
account by adjusting the number of awards included in the measurement of the liability
arising from the transaction, (2) clarifying if tax laws or regulations require the employer
to withhold a certain amount in order to meet the employee’s tax obligation associated with
the share-based payment, such transactions will be classified in their entirety as equity-
settled share-based payment transactions if they would have been so classified in the
absence of the net share settlement feature, and (3) clarifying that if the terms and
conditions of a cash-settled share-based payment transaction are modified, with the result
that it becomes an equity-settled share-based payment transaction, the transaction is
accounted for as an equity-settled transaction from the date of the modification. The equity-
settled share-based payment transaction is measured by reference to the fair value of the
equity instruments granted at the modification date and is recognized in equity, on the
modification date, to the extent to which goods or services have been received. Theliability
for the cash-settled share-based payment transaction as at the modification date is
derecognized on that date. Any difference between the carrying amount of the liability
derecognized and the amount recognized in equity on the modification date is recognized
immediately in profit or loss.
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F. Improvementsto International Financial Reporting Standards (2014-2016 cycle):

IAS 28 “Investments in Associates and Joint Ventures”

The amendments clarify that when an investment in an associate or ajoint ventureis held
by, or isheld indirectly through, an entity that is a venture capital organization, or a mutual
fund, unit trust and other qualifying entities including investment-linked insurance funds,
the entity may elect to measure that investment at fair value through profit or loss in
accordance with IFRS 9 “Financial Instruments” on an investment-by-investment basis.
Besides, if an entity that is not itself an investment entity has an interest in an associate or
joint venture that is an investment entity, the entity may, when applying the equity method,
elect to retain the fair value measurement applied by that investment entity associate or
joint venture to the investment entity associate's or joint venture's interests in subsidiaries
on an investment-by-investment basis.

The abovementioned standards and interpretations issued by IASB have not yet been recognized
by FSC at the date of issuance of the Company’s financia statements, the local effective dates are
to be determined by FSC. Asthe Company isstill currently determining the potential impact of the
standards and interpretations listed under A-F, it is not practicable to estimate their impact on the
Company at this point in time. All other standards and interpretations have no material impact on
the Company.

. Summary of Significant Accounting Policies

Satement of Compliance

The consolidated financial statements have been prepared in accordance with the Regulations
Governing the Preparation of Financial Reports by Securities Issuers (“the Regulations”) and
TIFRS as endorsed by FSC.

Basis of Preparation

The consolidated financial statements have been prepared on a historical cost basis, except for
financia instruments that have been measured at fair value. The consolidated financial statements
are expressed in thousands of New Taiwan Dollars (“NT$”) unless otherwise stated.

Basis of Consolidation

Preparation principle of consolidated financial statement

Control is achieved when MTK is exposed, or has rights, to variable returns from its involvement
with the investee and has the ability to affect those returns through its power over the investee.
Specifically, MTK controls an investee if and only if MTK has:
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a. power over theinvestee (i.e. existing rights that give it the current ability to direct the relevant
activities of the investee);

b. exposure, or rights, to variable returns from its involvement with the investee; and

c. theability to useits power over the investee to affect its returns.

When MTK has less than a mgjority of the voting or similar rights of an investee, MTK considers
al relevant facts and circumstancesin ng whether it has power over an investee, including:

a. thecontractual arrangement with the other vote holders of the investee;
b. rightsarising from other contractual arrangements;
c. MTK’svoting rights and potential voting rights.

MTK re-assesses whether or not it controls an investee if facts and circumstances indicate that
there are changes to one or more of the three elements of control.

Subsidiaries are fully consolidated from the acquisition date, being the date on which the Company
obtains control, and continue to be consolidated until the date that such control ceases. The
financia statements of the subsidiaries are prepared for the same reporting period as the parent
company, using uniform accounting policies. All intra-group balances, income and expenses,
unrealized gains and losses and dividends resulting from intra-group transactions are eliminated in
full.

A changein the ownership interest of asubsidiary, without a change of control, is accounted for as
an equity transaction.

Total comprehensive income of the subsidiariesis attributed to the owners of the parent and to the
non-controlling interests even if thisresultsin the non-controlling interests having adeficit balance.

If loses control of asubsidiary, it:

a. derecognizes the assets (including goodwill) and liabilities of the subsidiary;

derecognizes the carrying amount of any non-controlling interest;

recognizes the fair value of the consideration received,

recognizes the fair value of any investment retained;

recognizes any surplus or deficit in profit or loss; and

reclassifies the parent’s share of components previously recognized in other comprehensive
income to profit or loss.

-0 Q0o
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The consolidated entities are listed as follows:

Percentage of Ownership

December 31, December 31,

Investor Subsidiary Business nature 2016 2015 Note
MTK Hsu-Talnvestment General investing 100% 100% -
Corp.
MTK MediaTek Singapore  Research, 100% 100% -
Pte. Ltd. manufacturing and
sales
MTK MediaTek Investment  Genera investing 100% 100% -
Singapore Pte. Ltd.
MTK T-Rich Technology Generd investing 100% 100% -
(Cayman) Corp.
MTK MStar Semiconductor ~ Research, 100% 100% -
Inc. manufacturing and
sales
MTK Hsu-Chuang General investing 100% 100% 1
Investment Corp.
MTK HFI Intellectual Property 100% - 2
Innovation Inc. Right Management
Hsu-Talnvestment Core Tech Resources  General investing 100% 100% -
Corp. Inc.
Hsu-Ta Investment MediaTek Capital General investing 100% 100% -
Corp. Corp.
Hsu-Ta Investment MediaTek Bangalore  Research 0% 0% -
Corp. Private Limited
Hsu-Ta Investment Hsu-Si Generd investing 100% 100% 3
Corp. Investment Corp.
MediaTek Capital RollTech Technology  Software development 67% 67% -
Corp. Co., Ltd.
MediaTek Capital E-Vehicle Research, 51% 51% -
Corp. Semiconductor manufacturing and
Technology Co., sales
Ltd.
MediaTek Capital Alphalmaging Research, - - 4
Corp. Technology Corp. manufacturing and

(To be continued)

sdes
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(Continued)
Percentage of Ownership
December 31, December 31,
I nvestor Subsidiary Business nature 2016 2015 Note
MediaTek Capital Chingis Research 100% 100% 5
Corp. Technology Corp.
MediaTek Capital Velocenet Inc. Research 100% 100% 6
Corp.
MediaTek Capital Nephos (Taiwan) Inc.  Research 100% 100% 6
Corp.
Core Tech Resources MediaTek India Research 0% 0% -
Inc. Technology Pvt. Ltd.
Hsu-Si Richtek Research, 100% 51% 3
Investment Corp. Technology Corp. manufacturing and
sales
Richtek Richstar Group Co., General investing 100% 100% 3
Technology Corp Ltd.
Richtek Ironman Overseas Co., General investing 100% 100% 3
Technology Corp Ltd.
Richtek Richtek Europe Generd investing 100% 100% 3
Technology Corp Holding B.V.
Richtek Richtek Holding Generd investing 100% 100% 3
Technology Corp International Limited
Richtek Richpower Manufacturing and 100% 100% 3
Technology Corp Microelectronics sales
Corp.
Richtek Li-Yu General investing 100% 100% 3
Technology Corp Investment Corp.
Richtek Richnex Research, 7% 7% 3
Technology Corp Microelectronics manufacturing and
Corp. sales
Richtek Richtek Global General investing 100% 100% 3
Technology Corp Marketing Co., Ltd.
Richstar Group Co., Ltd. Richtek USA Inc. Sales and marketing 100% 100% 3
service
Ironman Overseas Co.,  Cosmic-Ray Generd investing 100% 100% 3
Ltd. Technology Limited
Richtek Europe Holding  Richtek Europe B.V. Marketing service 100% 100% 3

B.V.

(To be continued)
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(Continued)
Percentage of Ownership
December 31, December 31,
Investor Subsidiary Business nature 2016 2015 Note
Cosmic-Ray Technology Li-We Technology Marketing service 100% 100% 3
Limited Corp.
Richpower Richpower Management service 100% 100% 3
Microelectronics Microelectronics
Corp. Corporation
Richpower Richpower Marketing service 100% 100% 3
Microelectronics Microelectronics
Corp. Co., Ltd.
Li-Yu Corporate Event Marketing service 51% 51% 3
Investment Corp. Limited
Richtek Global Richtek Korea LLC. Sales and marketing 100% 100% 3
Marketing Co., Ltd service
Gaintech Co. Limited MediaTek China General investing 100% 100% -
Limited
Gaintech Co. Limited MTK WirelessLimited Research 100% 100% -
(UK)
Gaintech Co. Limited MediaTek Japan Inc. Research 100% 100% -
Gaintech Co. Limited MediaTek India Research 100% 100% -
Technology Pvt. Ltd.
Gaintech Co. Limited MediaTek Korealnc.  Research 100% 100% -
Gaintech Co. Limited Hesine Technologies  General investing 52% 52% -
I nternational
Worldwide Inc.
Gaintech Co. Limited Gold Rich International General investing 100% 100% -
(Samoa) Limited
Gaintech Co. Limited Smarthead Limited General investing 100% 100% -
Gaintech Co. Limited Lepower Limited General investing - - 7
Gaintech Co. Limited Ralink Technology General investing 100% 100% -
(Samoa) Corp.
Gaintech Co. Limited EcoNet (Cayman) Inc.  General investing 83% 88% -
Gaintech Co. Limited MediaTek Wireless Technology services 100% 100% -
FZ-LLC
Gaintech Co. Limited Digital Lord Limited General investing 100% 100% 8
Gaintech Co. Limited Hsu Chia (Samoa) General investing 100% 100% 8
Investment Ltd.
Gaintech Co. Limited Hsu Fa (Samoa) General investing 100% 100% 8
Investment Ltd.

(To be continued)
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(Continued)
Percentage of Ownership
December 31, December 31,
Investor Subsidiary Business nature 2016 2015 Note
Gaintech Co. Limited Hsu Kang (Samoa) General investing 100% 100% 8
Investment Ltd.
Gaintech Co. Limited Nephos Pte. Ltd. Research 100% 100% 9
Gaintech Co. Limited Nephos Inc. Research 100% 100% 9
Gaintech Co. Limited Nephos Cayman General investing 100% 100% 10
Co. Limited
Gaintech Co. Limited Dynamic Presence General investing 100% - 11
Limited
Gaintech Co. Limited White Dwarf Limited  Genera investing 100% - 12
MediaTek China MediaTek (Hefei) Research 100% 100% -
Limited Inc.
MediaTek China MediaTek (Beijing) Research 100% 100% -
Limited Inc.
MediaTek China MediaTek (Shenzhen) Research and 100% 100% -
Limited Inc. technology services
MediaTek China MediaTek (Chengdu)  Research 100% 100% -
Limited Inc.
MediaTek China MediaTek (Wuhan) Research 100% 100% -
Limited Inc.
MediaTek China Xuxin Investment General investing 100% 100% 13
Limited (Shanghai) Inc.
MediaTek China MediaTek (Shanghai)  Research 100% 100% 14
Limited Inc.
MTK WirelessLimited MediaTek Sweden AB  Research 100% 100% -
(UK)
MTK WirelessLimited MediaTek USA Inc. Research 100% 100% -
(UK)
MTK WirelessLimited  MediaTek Denmark Research 100% 100% -
(UK) Aps
MTK WirelessLimited  MediaTek Wireless Research 100% 100% -
(UK) Finland Oy
Hesine Technologies Hesine Technologies,  Technology services 100% 100% -
I nternational Inc.
Worldwide Inc.
Gold Rich Gold Rich International Genera investing 100% 100% -

International (Samoa)
Limited
(To be continued)

(HK) Limited
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(Continued)
Percentage of Ownership
December 31, December 31,
Investor Subsidiary Business nature 2016 2015 Note
Digital Lord Limited Lepower (HK) Limited General investing 100% 100% 7
Lepower (HK) Limited  Lepower Technologies Research, 91% 91% -
(Beijing), Inc. manufacturing and
sales
E-Vehicle E-Vehicle Holdings General investing 100% 100% -
Semiconductor Corp.
Technology Co., Ltd.
E-Vehicle Holdings E-Vehicle Investment  General investing 100% 100% -
Corp. Limited
E-Vehicle Investment E-Vehicle Research, 100% 100% -
Limited Semiconductor manufacturing and
(Shanghai) Co., Ltd. sales
EcoNet (Cayman) Inc. Shadow I nvestment General investing 100% 100% -
Limited
EcoNet (Cayman) Inc. EcoNet (HK) Limited Research and sales 100% 100% -
EcoNet (Cayman) Inc. EcoNet Limited General investing 100% - 15
EcoNet (HK) Limited EcoNet (Suzhou) Research, 100% 100% -
Limited manufacturing and
sales
Shadow Investment MediaT ek (Suzhou) Research 100% 100% -
Limited Inc.
Shadow Investment MediaTek (Nanjing) Research 100% 100% -
Limited Inc.
Ralink Technology AutoChips Inc. Research, 83% 86% -
(Samoa) Corp. manufacturing and
sales
MediaTek |nvestment MStar Semiconductor ~ General investing 100% 100% -
Singapore Pte. Ltd. B.V.
MediaTek Investment Lightup International ~ General investing 100% 100% -
Singapore Pte. Ltd. Corp.
MediaTek Investment MediaTek Bangalore  Research 100% 100% -
Singapore Pte. Ltd. Private Limited
MediaTek |nvestment Gaintech Co. Limited  Genera investing 100% 100% -
Singapore Pte. Ltd.
MediaTek Investment Cloud Ranger Limited ~ General investing 100% 100% 16

Singapore Pte. Ltd.
(To be continued)
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(Continued)
Percentage of Ownership
December 31, December 31,
Investor Subsidiary Business nature 2016 2015 Note
M Star Semiconductor White Dwarf Limited  Genera investing - 100% 12
B.V.
M Star Semiconductor, M Star France SAS Software devel opment 100% 100% -
Inc.
M Star Semiconductor, Shunfonger Investment General investing 100% 100% -
Inc. Holding Limited
M Star Semiconductor, IStar Technology Ltd.  General investing and 100% 100% -
Inc. sales
M Star Semiconductor, MStar Co., Ltd. General investing 100% 100% -
Inc.
M Star Semiconductor, Digimoc Holdings Generd investing 100% 100% -
Inc. Limited
M Star Semiconductor, MStar Semiconductor  Software and customer 100% 100% -
Inc. UK Ltd. development
M Star Semiconductor, ILI Technology Research, 100% 100% 17
Inc. Corporation manufacturing and
sales
MStar Semiconductor, MSilicon Technology  Research, - - 4
Inc. Inc. manufacturing and
sales
M Star Semiconductor, AIT Holding Ltd. Generd investing 100% 100% 4
Inc.
M Star Semiconductor, MStar Technology Pte.  Customer development 100% - 18
Inc. Ltd.
M Star Semiconductor, MShining International  Selling of electronic 100% - 18
Inc. Corporation parts
MSilicon Technology Alphalmaging Research, - - 4
Inc. Technology Corp. manufacturing and
sales
Alphalmaging AIT Holding Ltd. Generd investing - - 4
Technology Corp.
AIT Holding Ltd. AIT Management Ltd.  Genera investing 100% 100% 4
| Star Technology Ltd. IStar (HK) Technology General investing and - - 19

(To be continued)

Ltd.

sdes
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(Continued)
Percentage of Ownership
December 31, December 31,
Investor Subsidiary Business nature 2016 2015 Note
MStar Co. Ltd. MStar Software R&D  Software and customer 100% 100% -
(Shenzhen), Ltd. development
Digimoc Holdings Bubbly Bay Holdings  General investing 100% 100% -
Limited Limited
M Star Software R&D M Star Chen Xi Software and customer 100% 100% 20
(Shenzhen), Ltd. Software Shanghai development
Ltd.
M Star Semiconductor MSilicon Technology  Research and 100% 100% 21
UK Ltd. Corp. technology services
MStar Technology Pte. M Star Semiconductor  Research and 100% - 22
Ltd. India Private Limited  technology services
| Star Technology Ltd. Beijing llitek Research and 100% - 23
Technology Co. Ltd. technology services
ILI Technology ILITEK HoldingInc.  General investing 100% - 17
Corporation
ILITEK Holding Inc. ILI Technology(SZ2) Technology services 100% - 17
LTD.
MediaT ek (Shenzhen) Shanghai General investing 2% - 24
Inc. ShanShengChuangXin
Investment Partnership
(Limited Partnership)
MediaT ek (Shanghai) Shanghai General investing 2% - 24
Inc. ShanShengChuangXin
Investment Partnership
(Limited Partnership)
Nephos Cayman Co. Nephos (Hefei) Co. Research, 100% - 25
Limited Ltd. manufacturing and

1. MTK established Hsu-Chuang Investment Corp. in January 2015.

sales

2. MTK established HFI Innovation Inc. in February 2016.
3. Hsu-Talnvestment Corp. established Hsu-Si Investment Corp. (“Hsu-Si Investment”) in September 2015
and accomplished the take-over bid process to acquire 51% shares of Richtek Technology Corp.
(“Richtek™). Hsu-Si Investment obtained control over Richtek. Subsidiaries of Richtek were included in
the consolidated entities thereafter. In April 2016, Hsu-Si Investment acquired the remaining 49%
ownership of Richtek.
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10.
11.
12.

13.
14.

15.
16.
17.

18.

19.
20.
21.
22.
23.

24,

25.

M Star Semiconductor, Inc. (“M Star Taiwan”) established M Silicon Technology Inc. (“MSilicon”) in April
2015 and accomplished the take-over bid process to acquire 82% shares of Alpha Imaging Technology
Corp. (“Alpha Tech.”). Subsidiaries of Alpha Tech. were included in the consolidated entities thereafter.
MSilicon acquired the remaining 18% ownership of Alpha Tech. by paying cash in October 2015. After
that, Alpha Tech. was dissolved and M Silicon renamed Alphalmaging Technology Corp. (“Alpha Tech.”).
Moreover, for the purpose of reorganization, Alpha Tech. was dissolved due to the merger with M Star
Taiwan in December 2015. The 100% ownership of AIT Holding Ltd., which was previously owned by
Alpha Tech., was therefore assumed by M Star Taiwan.

MediaTek Capital Corp. accomplished the acquisition of 100% shares of Chingis Technology Corp. in
September 2015.

MediaTek Capital Corp. established Nephos (Taiwan) Inc. and Velocenet Inc. in November 2015.

For the purpose of reorganization, the 100% ownership of Lepower (HK) Limited which was previously
owned by Lepower Limited, was transferred to Digital Lord Limited in August 2015. Lepower Limited has
been liquidated in November 2015.

Gaintech Co. Limited established Digital Lord Limited, Hsu Chia (Samoa) Investment Ltd., Hsu Fa (Samoa)
Investment Ltd. and Hsu Kang (Samoa) Investment Ltd. in August 2015.

Gaintech Co. Limited established Nephos Pte. Ltd. and Nephos Inc. in November 2015.

Gaintech Co. Limited established Nephos Cayman Co. Limited in December 2015.

Gaintech Co. Limited established Dynamic Presence Limited in April 2016.

For the purpose of reorganization, the 100% ownership of White Dwarf Limited which was previously
owned by M Star Semiconductor B.V., was transferred to Gaintech Co. Limited in April 2016.

MediaTek (Shanghai) Inc. was renamed Xuxin Investment (Shanghai) Inc. in March 2016.

MStar Chen Si Electronics Technology (Shanghai) Co., Ltd. was renamed MediaTek (Shanghai) Inc. in
November 2015.

EcoNet (Cayman) Inc. established EcoNet Limited in October 2016.

MediaTek Investment Singapore Pte. Ltd. established Cloud Ranger Limited in February 2015.

MStar Taiwan established Mrise Technology Inc. (“Mrise Tech.”) in July 2015 and accomplished the
acquisition of 100% shares of ILI Technology Corporation (“ILI1 Tech.”) in June 2016. After that, ILI Tech.
was dissolved and Mrise Tech. renamed ILI Technology Corporation (“ILI Tech.”). Subsidiaries of ILI
Tech. were included in the consolidated entities thereafter.

M Star Taiwan established MStar Technology Pte. Ltd. and MShining International Corporation in March
2016.

I Star (HK) Technology Ltd. has been dissolved in July 2015.

M Star Software R& D (Shenzhen), Ltd. established M Star Chen Xi Software Shanghai Ltd. in April 2015.

M Star Semiconductor UK Ltd. established M Silicon Technology Corp. in July 2015.

M Star Technology Pte. Ltd. established M Star Semiconductor India Private Limited in March 2016.

| Star Technology Ltd. established M Star Chen Xin Technology (Beijing), Ltd. in May 2016. M Star Chen
Xin Technology (Beijing), Ltd. was renamed Beijing Ilitek Technology Co. Ltd. in August 2016.
MediaTek (Shenzhen) Inc. and MediaTek (Shanghai) Inc. established Shanghai ShanShengChuangXin
Investment Partnership (Limited Partnership) in February 2016. Since the Company has the ability to direct
the relevant activities of Shanghai ShanShengChuangXin Investment Partnership (Limited Partnership)
and has control over it, the Company included it in consolidation.

Nephos Cayman Co. Limited established Nephos (Hefei) Co. Ltd. in July 2016.

- 28 -



English Trandation of Financial Statements Originaly Issued in Chinese
MEDIATEK INC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)
(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

Foreign currency transactions

The Company’s consolidated financia statements are presented in NT$, which is aso the parent
company’s functional currency. Each entity in the Company determines its functional currency
upon its primary economic environment and items included in the financial statements of each
entity are measured using that functional currency.

The functional currency of the subsidiary, M Star Semiconductor, Inc., originally was US$. Dueto
significant change of economic environment, M Star Semiconductor, Inc. changed its functional
currency from US$ to NT$ and accounted prospectively as of January 1, 2015 accordingto IAS 21
“The Effects of Changesin Foreign Exchange Rates”.

Transactions in foreign currencies are initially recorded by the Company’s entities at their
respective functional currency rates prevailing at the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies are retranslated at the functional currency closing rate
of exchange ruling at the reporting date. Non-monetary items measured at fair value in aforeign
currency are translated using the exchange rates at the date when the fair valueis determined. Non-
monetary items that are measured at historical cost in aforeign currency are translated using the
exchange rates as at the dates of theinitial transactions.

All exchange differences arising on the settlement of monetary items or on translating monetary

items are taken to profit or lossin the period in which they arise except for the following:

A. Exchange differences arising from foreign currency borrowings for an acquisition of a
qualifying asset to the extent that they are regarded as an adjustment to interest costs are
included in the borrowing costs that are eligible for capitalization.

B. Foreign currency items within the scope of IAS 39 “Financial Instruments: Recognition and
M easurement” are accounted for based on the accounting policy for financial instruments.

C. Exchange differences arising on a monetary item that forms part of a reporting entity’s net
investment in a foreign operation is recognized initially in other comprehensive income and
reclassified from equity to profit or loss on disposal of the net investment.

When a gain or loss on a non-monetary item is recognized in other comprehensive income, any
exchange component of that gain or loss is recognized in other comprehensive income. When a
gain or loss on a non-monetary item is recognized in profit or loss, any exchange component of
that gain or lossis recognized in profit or loss.
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Translation of financial statementsin foreign currency

Theassetsand liabilities of foreign operations aretranslated into New Taiwan Dollars at the closing
rate of exchange prevailing at the reporting date and their income and expenses are translated at an
average rate for the period. The exchange differences arising on the translation are recognized in
other comprehensive income. On the disposal of aforeign operation, the cumulative amount of the
exchange differences relating to that foreign operation, recognized in other comprehensiveincome
and accumulated in the separate component of equity, is reclassified from equity to profit or loss
when the gain or loss on disposal is recognized. On the partial disposal of foreign operations that
result in aloss of control, loss of significant influence or joint control but retain partial equity is
considering as disposal.

On the partial disposal of asubsidiary that includes aforeign operation that does not result in aloss
of control, the proportionate share of the cumulative amount of the exchange differences
recognized in other comprehensive income is re-attributed to the non-controlling interests in that
foreign operation. In partial disposal of an associate or jointly controlled entity that includes a
foreign operation that does not result in a loss of significant influence or joint control, only the
proportionate share of the cumulative amount of the exchange differences recognized in other
comprehensive income is reclassified to profit or loss.

Any goodwill and any fair value adjustmentsto the carrying amounts of assetsand liabilitiesarising
on the acquisition of aforeign operation are treated as assets and liabilities of the foreign operation

and expressed in its functional currency.

Current and non-current distinction

An asset is classified as current when:

A. The Company expects to realize the asset, or intends to sell or consume it, in its normal
operating cycle

The Company holds the asset primarily for the purpose of trading

O w

The Company expects to realize the asset within twelve months after the reporting period
D. The asset is cash or cash equivalent unless the asset is restricted from being exchanged or used
to settle aliability for at least twelve months after the reporting period.

All other assets are classified as non-current.
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A liability is classified as current when:

A. The Company expectsto settle the liability in its normal operating cycle

B. The Company holds the liability primarily for the purpose of trading

C. Theliability is dueto be settled within twelve months after the reporting period

D. The Company does not have an unconditional right to defer settlement of the liability for at
least twelve months after the reporting period. Terms of aliability that could, at the option of
the counterparty, result in its settlement by the issue of equity instruments do not affect its
classification.

All other liabilities are classified as non-current.

Cash and cash equivalents

Cash and cash equivalents comprises cash on hand, demand deposits and short-term, highly liquid
time deposits or investments that are readily convertible to known amounts of cash and which are
subject to an insignificant risk of changesin value.

Financial instruments
Financial assets and financial liabilities are recognized when the Company becomes a party to the
contractual provisions of the instrument.

Financial assets and financial liabilities within the scope of 1AS 39 “Financial Instruments:
Recognition and Measurement” are recognized initially at fair value plus or minus, in the case of
investments not at fair value through profit or loss, directly attributable transaction costs.

A. Financial assets
All regular way purchases or sales of financial assets are recognized and derecognized on a
trade date basis.

Financial assets of the Company are classified asfinancial assets at fair value through profit or
loss, held-to-maturity investments, available-for-sale financial assets and |oans and receivables.
The Company determines the classification of its financial assets at initial recognition.

a. Financial assets at fair value through profit or loss
Financial assets at fair value through profit or loss include financial assets held for trading
and financial assets designated upon initial recognition at fair value through profit or loss.
Financial assets at fair value through profit or loss are measured at fair value with changes
in fair value recognized in profit or loss. Dividends or interests on financial assets at far
value through profit or loss are recognized in profit or loss (including those received during
the period of initial investment).
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A financial asset is classified as held for trading if:

(@) itisacquired or incurred principaly for the purpose of selling or repurchasing it in short
term;

(b) oninitia recognition it is part of a portfolio of identified financial instruments that are
managed together and for which thereis evidence of arecent actual pattern of short-term
profit-taking; or

(c) it is a derivative (except for a derivative that is a financial guarantee contract or a
designated and effective hedging instrument).

If a contract contains one or more embedded derivatives, the entire hybrid contract may be

designated as afinancia asset at fair value through profit or loss; or afinancia asset may be

designated as at fair value through profit or loss when doing so results in more relevant

information, because either:

(@) it eliminates or significantly reduces a measurement or recognition inconsistency; or

(b) agroup of financial assets, financia liabilities or both is managed and its performanceis
evaluated on afair value basis, in accordance with a documented risk management or
investment strategy, and information about the group is provided internally on that basis
to the key management personnel.

If financial assets do not have quoted prices in an active market and their fair value cannot
be reliably measured, then they are classified as financial assets measured at cost on balance
sheet and carried at cost net of accumulated impairment losses, if any, as at the reporting
date.

. Available-for-sale financial assets

Available-for-sale investments are non-derivative financial assets that are designated as
available-for-sale or those not classified asfinancial assetsat fair value through profit or loss,
held-to-maturity financial assets, or loans and receivables.

Foreign exchange gains and losses and interest cal cul ated using the effective interest method
relating to monetary available-for-sale financial assets, or dividends on an available-for-sale
equity instrument, are recognized in profit or loss. Subsequent measurement of available-
for-sale financial assets at fair value is recognized in equity until the investment is
derecognized, at which time the cumulative gain or loss is recognized in profit or |oss.

If equity instrument investments do not have quoted prices in an active market and their fair
value cannot be reliably measured, then they are classified as financial assets measured at
cost on balance sheet and carried at cost net of accumulated impairment losses, if any, as at
the reporting date.
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c. Held-to-maturity financial assets

Non-derivative financial assetswith fixed or determinable payments and fixed maturities are
classified as held-to-maturity when the Company has the positive intention and ability to
hold it to maturity, other than those that are designated as available-for-sale, classified as
financial assets at fair value through profit or loss, or meet the definition of loans and
receivables.

After initial measurement held-to-maturity financial assets are measured at amortized cost
using the effective interest method, less impairment. Amortized cost is calculated by taking
into account any discount or premium on acquisition and fee or transaction costs. The
effective interest method amortization is recognized in profit or loss.

. Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market other than those that the Company upon
initial recognition designates as available for sale, classified as at fair value through profit or
loss, or those for which the holder may not recover substantially al of itsinitial investment.

Loans and receivables are separately presented on the balance sheet as receivables or debt
instrument investment for which no active market exists. After initial measurement, such
financial assets are subsequently measured at amortized cost using the effective interest rate
method, less impairment. Amortized cost is calculated by taking into account any discount
or premium on acquisition and fee or transaction costs. The effective interest method
amortization is recognized in profit or loss.

. Impairment of financial assets

The Company assesses at each reporting date whether there is any objective evidence that an
individual or a group of financial asset other than the financial assets at fair value through
profit or lossisimpaired. Anindividual or agroup of financial asset isdeemed to beimpaired
if, and only if, thereis objective evidence of impairment as aresult of one or moreloss events
that has occurred after the initial recognition of the asset and that 1oss event has an impact
on the estimated future cash flows of the financial asset. The carrying amount of the financial
asset is reduced through the use of an allowance account and the amount of the loss is
recognized in profit or loss.

A significant or prolonged declinein thefair value of an available-for-sale equity instrument
below its cost is considered aloss event.
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Other loss eventsinclude:

(a) significant financial difficulty of the issuer or obligor; or

(b) abreach of contract, such as a default or delinquency in interest or principal payments;
or

(c) it becoming probable that the borrower will enter bankruptcy or other financia
reorganization; or

(d) the disappearance of an active market for that financial asset because of financia
difficulties.

For held-to-maturity financial assets and loans and receivables measured at amortized cost,
if there is objective evidence that an impairment |oss has been incurred, the amount of the
loss is measured as the difference between the assets carrying amount and the present value
of estimated future cash flows. The present value of the estimated future cash flows is
discounted at the financial assets original effective interest rate. Interest income is accrued
based on the reduced carrying amount of the asset, using the rate of interest used to discount
the future cash flows for the purpose of measuring the impairment 1oss. Receivabl es together
with the associated allowance are written off when there is no realistic prospect of future
recovery. If, in a subsequent year, the amount of the estimated impairment |oss increases or
decreases because of an event occurring after the impairment was recognized, the previously
recognized impairment lossisincreased or reduced by adjusting the allowance account. If a
future write-off is later recovered, the recovery is credited to profit or loss.

In the case of equity instruments classified as available-for-sale, where there is evidence of
impairment, the cumulative loss - measured as the difference between the acquisition cost
and the current fair value, less any impairment loss on that investment previously recognized
in profit or loss - is removed from other comprehensive income and recognized in profit or
loss. Impairment losses on equity investments are not reversed through profit or loss;
increases in their fair value after impairment are recognized directly in other comprehensive
income.

In the case of debt instruments classified as available-for-sale, the amount recorded for
impairment is the cumulative loss measured as the difference between the amortized cost and
the current fair value, less any impairment loss on that investment previously recognized in
profit or loss. Future interest income continues to be accrued based on the reduced carrying
amount of the asset, using the rate of interest used to discount the future cash flows for the
purpose of measuring theimpairment loss. Theinterest incomeisrecognized in profit or |oss.
If, in a subsequent year, the fair value of a debt instrument increases and the increase can be
objectively related to an event occurring after the impairment loss was recognized in profit
or loss, the impairment lossis reversed through profit or loss.
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f. Derecognition of financial assets

A financial asset is derecognized when:

(&) Therightsto receive cash flows from the asset have expired

(b) The Company has transferred the asset and substantially all the risks and rewards of the
asset have been transferred

(c) The Company has neither transferred nor retained substantially all the risks and rewards
of the asset, but has transferred control of the asset.

On derecognition of a financial asset in its entirety, the difference between the carrying
amount and the consideration received or receivable including any cumulative gain or loss
that had been recognized in other comprehensive income, is recognized in profit or loss.

B. Financial liabilities and equity
a. Classification between liabilities or equity

The Company classifies the instrument issued as afinancia liability or an equity instrument
in accordance with the substance of the contractual arrangement and the definitions of a
financial liability, and an equity instrument.

. Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an
entity after deducting all of its liabilities. The transaction costs of an equity transaction are
accounted for as a deduction from equity to the extent they are incremental costs directly
attributable to the equity transaction that otherwise would have been avoided.

. Financia liabilities

Financial liabilities within the scope of IAS 39 “Financia Instruments. Recognition and
Measurement” are classified as financial liabilities at fair value through profit or loss or
financia liabilities measured at amortized cost upon initial recognition.

(@) Financiad liabilities at fair value through profit or loss
Financial liabilities at fair value through profit or loss include financia liabilities held
for trading and financial liabilities designated upon initial recognition as at fair value
through profit or loss. Gains or losses on the subsequent measurement of liabilities held
for trading including interest paid are recognized in profit or |oss.
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A financial liability is classified as held for trading if:

it isacquired or incurred principally for the purpose of selling or repurchasing it in
short term;

on initial recognition it is part of a portfolio of identified financial instruments that
are managed together and for which there is evidence of arecent actua pattern of
short-term profit-taking; or

it is a derivative (except for a derivative that is afinancial guarantee contract or a
designated and effective hedging instrument).

If a contract contains one or more embedded derivatives, the entire hybrid contract may
be designated as a financia liability at fair value through profit or loss; or a financial
liability may be designated as at fair value through profit or loss when doing so results
in more relevant information, because either:

it eliminates or significantly reduces a measurement or recognition inconsistency;
or

a group of financial assets, financial liabilities or both is managed and its
performanceisevaluated on afair value basis, in accordance with adocumented risk
management or investment strategy, and information about the group is provided
internally on that basis to the key management personnel.

If the financial liabilities at fair value through profit or loss do not have quoted pricesin
an active market and their fair value cannot be reliably measured, then they are classified
as financial liabilities measured at cost on balance sheet and carried at cost as at the
reporting date.

(b) Financial liabilities at amortized cost
Financia liabilities measured at amortized cost include interest bearing loans and
borrowings that are subsequently measured using the effective interest rate method after
initial recognition. Gains and losses are recognized in profit or loss when the liabilities
are derecognized as well as through the effective interest rate method amortization
process.

Amortized cost is calculated by taking into account any discount or premium on
acquisition and fees or transaction costs.

(c) Derecognition of financia liabilities
A financial liability is derecognized when the obligation under the liability is discharged
or cancelled or expires.
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C. Offsetting of financia instruments
Financial assets and financial liabilities are offset and the net amount reported in the balance
sheet if, and only if, thereis acurrently enforceable legal right to offset the recognized amounts
and there is an intention to settle on anet basis, or to realize the assets and settle the liabilities
simultaneously.

Derivative financial instrument

The Company uses derivative financial instruments to hedge its foreign currency risks and interest
raterisks. A derivativeisclassified in the balance sheet asfinancial assetsor liabilitiesat fair value
through profit or loss (held for trading) except for derivatives that are designated effective hedging
instruments which are classified as derivative financial assets or liabilities for hedging.

Derivative financial instruments are initially recognized at fair value on the date on which a
derivative contract is entered into and are subsequently remeasured at fair value. Derivatives are
carried as financial assets when the fair value is positive and as financia liabilities when the fair
valueisnegative. Any gainsor losses arising from changesin thefair value of derivatives aretaken
directly to profit or loss, except for the effective portion of cash flow hedges and hedges of net
investmentsin foreign operations, which is recognized in equity.

Derivatives embedded in host contracts are accounted for as separate derivatives and recorded at
fair vaue if their economic characteristics and risks are not closaly related to those of the host
contracts and the host contracts are not held for trading or designated at fair value though profit or
loss. These embedded derivatives are measured at fair value with changesin fair value recognized
in profit or loss.

Fair value measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. The fair vaue
measurement is based on the presumption that the transaction to sell the asset or transfer theliability
takes place either:

A. Inthe principa market for the asset or liability; or

B. In the absence of aprincipal market, in the most advantageous market for the asset or liability.

The principa or the most advantageous market must be accessible to by the Company.
The fair value of an asset or aliability is measured using the assumptions that market participants

would use when pricing the asset or liability, assuming that market participants in their economic
best interest.
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A fair value measurement of a non-financial asset takes into account a market participant’s ability
to generate economic benefits by using the asset in its highest and best use or by selling it to another
market participant that would use the asset in its highest and best use.

The Company uses valuation techniques which are appropriate in the circumstances and for which
sufficient dataare availableto measurefair value, maximizing the use of rel evant observableinputs
and minimizing the use of unobservable inputs.

Inventories

Costsincurred in bringing each inventory to its present location and condition. Raw materials are
valued at purchase cost. Finish goods and work in progress include cost of direct materials and
related manufacturing overheads. Inventories are valued at lower of cost and net realizable value
item by item. Net realizable value is the estimated selling price in the ordinary course of business,
less estimated costs of completion and the estimated costs necessary to make the sale. Inventories
that were not sold or moved for further production were assessed allowance and set aside to reflect
the potential loss from stock obsolescence.

[nvestments accounted for using the equity method

The Company’s investment in its associate is accounted for using the equity method other than
those that meet the criteriato be classified as held for sale. An associateis an entity over which the
Company has significant influence. A joint ventureis ajoint arrangement whereby the parties that
have joint control of the arrangement have rights to the net assets of the arrangement.

Under the equity method, the investment in the associate or an investment in a joint venture is
carried in the balance sheet at cost and adjusted thereafter for the post-acquisition change in the
Company’s share of net assets of the associate or joint venture. After the interest in the associate
or joint ventureis reduced to zero, additional |osses are provided for, and aliability is recognized,
only to the extent that the Company has incurred legal or constructive obligations or made
payments on behalf of the associate or joint venture. Unrealized gains and losses resulting from
transactions between the Company and the associate or joint venture are eliminated to the extent
of the Company’srelated interest in the associate or joint venture.

When changes in the net assets of an associate or a joint venture occur and not those that are
recognized in profit or loss or other comprehensive income and do not affects the Company’s
percentage of ownership interests in the associate or joint venture, the Company recognizes such
changes in equity based on its percentage of ownership interests. The resulting capital surplus
recognized will bereclassified to profit or loss at the time of disposing the associate or joint venture
on apro ratabasis.
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When the associate or joint venture issues new shares, and the Company’s interest in an associate
or ajoint venture is reduced or increased as the Company fails to acquire shares newly issued in
the associate or joint venture proportionately to its original ownership interest, the increase or
decrease in the interest in the associate or joint venture is recognized in capital surplus and
investments accounted for using the equity method. When the interest in the associate or joint
venture is reduced, the cumulative amounts previously recognized in other comprehensive income
are reclassified to profit or loss or other appropriate items. The aforementioned capital surplus
recognized is reclassified to profit or loss on a pro rata basis when the Company disposes the
associate or joint venture.

Thefinancia statements of the associate or joint venture are prepared for the same reporting period
as the Company. Where necessary, adjustments are made to bring the accounting policiesin line
with those of the Company.

The Company determines at each reporting date whether there is any objective evidence that the
investment in the associate or an investment in a joint venture is impaired. If this is the case the
Company calculates the amount of impairment as the difference between the recoverable amount
of the associate or joint venture and its carrying value and recognizes the amount in the ‘share of
profit or loss of an associate’ in the statement of comprehensive income.

Upon loss of significant influence over the associate or joint venture, the Company measures and
recognizes any retaining investment at its fair value. Any difference between the carrying amount
of the associate or joint venture upon loss of significant influence and the fair value of theretaining
investment and proceeds from disposal is recognized in profit or loss,

Property, plant and equipment

Property, plant and equipment is stated at cost, net of accumulated depreciation and accumul ated
impairment losses, if any. Such cost includes the cost of dismantling and removing the item and
restoring the site on which it is located and borrowing costs for construction in progress if the
recognition criteria are met. 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 depreciated separately. When significant
parts of property, plant and equipment are required to be replaced in intervals, the Company
recognized such parts asindividual assets with specific useful lives and depreciation, respectively.
The carrying amount of those parts that are replaced is derecognized in accordance with the
derecognition provisions of 1AS 16 “Property, plant and equipment”. When a mgor inspection is
performed, its cost is recognized in the carrying amount of the plant and equipment as a
replacement if the recognition criteria are satisfied. All other repair and maintenance costs are
recognized in profit or loss as incurred.
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Depreciation is calculated on a straight-line basis over the estimated economic lives of the
following assets:

Buildings and facilities 3~50 years
Machinery and equipment 3~8 years
Computer and telecommunication equipment 3~5years
Testing equipment 3~5 years
Miscellaneous equi pment 2~10 years

An item of property, plant and equipment and any significant part initially recognized is
derecognized upon disposal or when no future economic benefits are expected from its use or
disposal. Any gain or loss arising on derecognition of the asset is recognized in profit or |oss.

The assets’ residual values, useful lives and methods of depreciation are reviewed at each financial
year end and adjusted prospectively, if appropriate, and are treated as changes in accounting
estimates.

[nvestment property

Investment properties are measured initially at cost, including transaction costs. The carrying
amount includes the cost of replacing part of an existing investment property at the time that cost
isincurred if the recognition criteria are met and excludes the costs of day-to-day servicing of an
investment property. Subsequent to initial recognition, investment properties are measured using
the cost model in accordance with the requirements of IAS 16 for that model, other than those that
meet the criteriato be classified asheld for sale (or areincluded in adisposal group that isclassified
as held for sale) in accordance with IFRS 5 “Non-current Assets Held for Sale and Discontinued
Operations”.

Depreciation is calculated on a straight-line basis over the estimated economic lives of the
following assets:

Buildings 40~50 years

Investment properties are derecognized when either they have been disposed of or when the
investment property is permanently withdrawn from use and no future economic benefit is expected
fromitsdisposal. The difference between the net disposal proceeds and the carrying amount of the

asset is recognized in profit or loss in the period of derecognition.

Assets are transferred to or from investment properties when there is a change in use.
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Leases

A. The Company as alessee
Operating lease payments are recognized as an expense on a straight-line basis over the lease
term.

B. The Company as alessor
The Company recognizes assets held under finance leases as |lease receivables at an amount
equa to the net investment in the lease. Direct costs incurred in connection with arranging a
finance lease is included in net investment in the lease. The recognition of finance income is
allocated over the lease term based on a pattern reflecting a constant periodic rate of return on
net investment in the finance lease.

Leases in which the Company does not transfer substantially all the risks and benefits of
ownership of the asset are classified as operating leases. Initial direct costs incurred in
negotiating an operating lease are added to the carrying amount of the leased asset and
recognized over the lease term on the same basis as rental income.

Intangible assets

Intangible assets acquired separately are measured on initial recognition at cost. The cost of
intangible assets acquired in a business combination isits fair value as at the date of acquisition.
Following initial recognition, intangible assets are carried at cost less any accumulated
amortization and accumulated impairment losses, if any. Internally generated intangible assets,
excluding capitalized development costs, are not capitalized and expenditure is reflected in profit
or loss for the year in which the expenditure isincurred.

Expendituresrelated to research activities as well asthose expenditures not meeting the criteriafor
capitalization are expensed when incurred. Expenditures related to development activities meeting
the criteriafor capitalization are capitalized.

The Company’s intangible assets mainly include trademarks, patents, software, customer
relationship, IPs and others which are acquired from third parties or business combinations. A
summary of the amortization policies applied to the Company’s intangible assetsis as follows:

Customer
Trademarks Patents Software relationship IPs and others
2~7 years 2~7 years 2~5years 7~10 years 2~7 years

Abovementioned intangibl e assets are amortized on a straight-line basis over the estimated useful life.
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The Company’s intangible assets with finite lives are amortized over the useful economic life and
assessed for impairment whenever there is an indication that the intangible asset may be impaired.
The amortization period and the amortization method for an intangible asset with a finite useful
lifeisreviewed at least at the end of each financial year. Changes in the expected useful life or the
expected pattern of consumption of future economic benefits embodied in the asset is accounted
for by changing the amortization period or method, as appropriate, and are treated as changes in
accounting estimates. Gains or losses arising from derecognition of an intangible asset are
measured as the difference between the net disposal proceeds and the carrying amount of the asset
and are recognized in profit or |oss.

I mpairment of non-financial assets

The Company assesses at the end of each reporting period whether there is any indication that an
asset inthe scope of IAS 36 “Impairment of Assets” may beimpaired. If any such indication exists,
or when annual impairment testing for an asset is required, the Company estimates the asset’s
recoverable amount. An asset’s recoverable amount is the higher of an asset’s or cash-generating
unit’s (“CGU”) fair value less costs to sell and its valuein use and is determined for an individual
asset, unless the asset does not generate cash inflows that are largely independent of those from
other assets or groups of assets. Where the carrying amount of an asset or CGU exceeds its
recoverable amount, the asset is considered impaired and is written down to its recoverable amount.

For assets excluding goodwill, an assessment is made at each reporting date as to whether there is
any indication that previously recognized impairment losses may no longer exist or may have
decreased. If such indication exists, the Company estimates the asset’s or cash-generating unit’s
recoverable amount. A previously recognized impairment lossisreversed only if there has been an
increase in the estimated service potential of an asset which in turn increases the recoverable
amount. However, the reversal is limited so that the carrying amount of the asset does not exceed
its recoverable amount, nor exceed the carrying amount that would have been determined, net of
depreciation, had no impairment |oss been recognized for the asset in prior years.

A cash generating unit, or groups of cash-generating units, to which goodwill has been alocated is
tested for impairment annually at the same time, irrespective of whether there is any indication of
impairment. If an impairment loss is to be recognized, it is first allocated to reduce the carrying
amount of any goodwill allocated to the cash generating unit (group of units), then to the other
assets of the unit (group of units) pro rata on the basis of the carrying amount of each asset in the
unit (group of units). Impairment losses relating to goodwill cannot be reversed in future periods
for any reason.

An impairment loss of continuing operations or areversal of such impairment lossisrecognized in
profit or loss.
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Treasury shares
Own equity instruments which are reacquired (treasury shares) are recognized at cost and deducted
from equity. Any difference between the carrying amount and the consideration is recognized in

equity.

Revenue recognition
Revenue is recognized to the extent that it is probable that the economic benefits will flow to the
Company and the revenue can be reliably measured. Revenue is measured at the fair value of the
consideration received or receivable. The following specific recognition criteria must also be met
before revenue is recognized:
A. Sale of goods
Revenue from the sale of goods is recognized when all the following conditions have been
satisfied:
a. the significant risks and rewards of ownership of the goods have passed to the buyer;
b. neither continuing managerial involvement nor effective control over the goods sold have
been retained;
c. the amount of revenue can be measured reliably;
d. itisprobable that the economic benefits associated with the transaction will flow to the entity;
and
e. the costsincurred in respect of the transaction can be measured reliably.

The amount of revenueis measured at the fair value of the consideration received or receivable
taking into account the amount of any trade discounts and volume rebates allowed by entity.
The Company estimates sales returns and allowance based on historical experience and other
known factors at the time of sale, which reduces the operating revenue.

B. Interest income
For all financial assets measured at amortized cost (including loans and receivables and held-
to-maturity financial assets) and available-for-sale financia assets, interest income is recorded
using the effective interest rate method and recognized in profit or loss.

C. Dividends
Revenue is recognized when the Company’s right to receive the payment is established.

Post-employment benefits

All regular employees of MTK and its domestic subsidiaries are entitled to a pension plan that is
managed by an independently administered pension fund committee. Fund assets are deposited
under the committee’s name in the specific bank account and hence, not associated with MTK and
its domestic subsidiaries. Therefore, fund assets are not included in the Company’s consolidated
financia statements. Pension benefits for employees of the overseas subsidiaries and the branches
are provided in accordance with the respective local regulations.
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For the defined contribution plan, MTK and its domestic subsidiaries will make a monthly
contribution of no less than 6% of the monthly wages of the employees subject to the plan. The
Company recognizes expenses for the defined contribution plan in the period in which the
contribution becomes due. Overseas subsidiaries make contribution to the plan based on the
requirements of local regulations.

Post-employment benefit plan that is classified as a defined benefit plan uses the Projected Unit
Credit Method to measure its obligations and costs based on actuaria assumptions. Re-
measurements, comprising of the effect of the actuarial gains and losses, the effect of the asset
ceiling (excluding net interest) and the return on plan assets, excluding net interest, are recognized
as other comprehensive income with a corresponding debit or credit to retained earnings in the
period in which they occur. Past service costs are recognized in profit or loss on the earlier of:

A. The date of the plan amendment or curtailment; and

B. The date that the Company recognizes related restructuring or termination costs.

Net interest is calculated by applying the discount rate to the net defined benefit liability or asset,
both as determined at the start of the annual reporting period, taking account of any changesin the
net defined benefit liability (asset) during the period asaresult of contribution and benefit payment.

Share-based payment transactions

The cost of equity-settled transacti ons between the Company and its employeesisrecognized based
on the fair value of the equity instruments granted. The fair value of the equity instruments is
determined by using an appropriate pricing model.

The cost of equity-settled transactions is recognized, together with a corresponding increase in
other capital reservesin equity, over the period in which the performance and/or service conditions
are fulfilled. The cumulative expense recognized for equity-settled transactions at each reporting
date until the vesting date reflects the extent to which the vesting period has expired and the
Company’s best estimate of the number of equity instrumentsthat will ultimately vest. Theincome
statement expense or credit for aperiod represents the movement in cumulative expense recognized
as at the beginning and end of that period.

No expense is recognized for awards that do not ultimately vest, except for equity-settled
transactionswhere vesting is conditional upon amarket or non-vesting condition, which are treated
as vesting irrespective of whether or not the market or non-vesting condition is satisfied, provided
that all other performance and/or service conditions are satisfied.
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Where the terms of an equity-settled transaction award are modified, the minimum expense
recognized is the expense as if the terms had not been modified, if the original terms of the award
aremet. An additional expenseisrecognized for any modification that increasesthetotal fair value
of the share-based payment transaction, or is otherwise beneficia to the employee as measured at
the date of modification.

Where an equity-settled award is cancelled, it is treated as if it fully vested on the date of
cancellation, and any expense not yet recognized for the award is recognized immediately. This
includes any award where non-vesting conditions within the control of either the entity or the
employee are not met. However, if a new award is substitutes for the cancelled award, and
designated as a replacement award on the date that it is granted, the cancelled and new awards are
treated asif they were amodification of the original award, as described in the previous paragraph.

Thedilutive effect of outstanding optionsisreflected asadditional share dilution inthe computation
of diluted earnings per share.

The cost of restricted shares issued is recognized as salary expense based on the fair value of the
equity instruments on the grant date, together with a corresponding increase in other capital
reserves in equity, over the vesting period. The Company recognized unearned employee salary
whichisatransitional contraequity account; the balance in the account will be recognized assalary
expense over the passage of vesting period. When the subsidiariesissue restricted shares, the equity
variances made from treating as above accounting policy are attributable to non-controlling
interests in the consolidated financial statements.

[ncome taxes
Income tax expense (income) is the aggregate amount included in the determination of profit or
loss for the period in respect of current tax and deferred tax.

A. Current income tax
Current income tax assets and liabilities for the current and prior periods are measured at the
amount expected to be recovered from or paid to the taxation authorities, using the tax rates and
tax laws that have been enacted or substantively enacted by the end of the reporting period.
Current income tax relating to items recognized in other comprehensive income or directly in
equity is recognized in other comprehensive income or equity and not in profit or loss.

Income tax on unappropriated earnings (excluding earnings from foreign consolidated

subsidiaries) at a rate of 10% is expensed in the year the shareholders approved the
appropriation of earnings which is the year subsequent to the year the earnings are generated.
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B. Deferred tax
Deferred tax is provided on temporary differences at the reporting date between the tax bases
of assets and liabilities and their carrying amounts for financial reporting purposes.

Deferred tax liabilities are recognized for al taxable temporary differences, except:

a. Where the deferred tax liability arises from the initia recognition of goodwill or of an asset
or liability in a transaction that is not a business combination and, at the time of the
transaction, affects neither the accounting profit nor taxable profit or loss.

b. In respect of taxable temporary differences associated with investments in subsidiaries,
associates and interests in joint ventures, where the timing of the reversal of the temporary
differences can be controlled and it is probabl e that the temporary differences will not reverse
in the foreseeabl e future.

Deferred tax assets are recognized for all deductible temporary differences, carry forward of
unused tax credits and unused tax losses, to the extent that it is probable that taxable profit will
be available against which the deductible temporary differences, and the carry forward of
unused tax credits and unused tax |osses can be utilized, except:

a. Where the deferred tax asset relating to the deductible temporary difference arises from the
initial recognition of an asset or liability in atransaction that is not a business combination
and, at the time of the transaction, affects neither the accounting profit nor taxable profit or
loss.

b. In respect of deductible temporary differences associated with investments in subsidiaries,
associates and interestsin joint ventures, deferred tax assets are recognized only to the extent
that it is probable that the temporary differences will reverse in the foreseeable future and
taxable profit will be available against which the temporary differences can be utilized.

Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the
year when the asset is realized or the liability is settled, based on tax rates and tax laws that
have been enacted or substantively enacted at the reporting date. The measurement of deferred
tax assets and deferred tax liabilities reflects the tax consequences that would follow from the
manner in which the Company expects, at the end of the reporting period, to recover or settle
the carrying amount of its assets and liabilities.

Deferred tax relating to items recognized outside profit or loss is recognized outside profit or
loss. Deferred tax items are recognized in correlation to the underlying transaction either in
other comprehensive income or directly in equity. Deferred tax assets are reassessed at each
reporting date and are recognized accordingly.

Deferred tax assets and deferred tax liabilities are offset, if alegally enforceable right exists to

set off current income tax assets against current income tax liabilities and the deferred taxes
relate to the same taxable entity and the same taxation authority.
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Business combinations and goodwill

Business combinations are accounted for using the acquisition method. The consideration
transferred, the identifiable assets acquired and liabilities assumed are measured at acquisition date
fair value. For each business combination, the acquirer measures any non-controlling interest in
the acquiree either at fair value or at the non-controlling interest’s proportionate share of the
acquiree’s identifiable net assets. Acquisition-related costs are accounted for as expenses in the
periods in which the costs are incurred and are classified under administrative expenses.

When the Company acquires a business, it assesses the assets and liabilities assumed for
appropriate classification and designation in accordance with the contractual terms, economic
circumstances and pertinent conditions as at the acquisition date. This includes the separation of
embedded derivatives in host contracts by the acquiree.

If the business combination is achieved in stages, the acquisition date fair value of the acquirer’s
previously held equity interest in the acquiree is remeasured to fair value at the acquisition date
through profit or loss.

Any contingent consideration to betransferred by the acquirer will be recognized at the acquisition-
date fair value. Subsequent changes to the fair value of the contingent consideration which is
deemed to be an asset or liability, will be recognized in accordance with 1AS 39 “Financial
Instruments. Recognition and Measurement” either in profit or loss or as a change to other
comprehensive income. However, if the contingent consideration is classified as equity, it should
not be remeasured until it isfinaly settled within equity.

Goodwill isinitially measured as the amount of the excess of the aggregate of the consideration
transferred and the non-controlling interest over the net fair value of the identifiable assets acquired
and the liabilities assumed. If this aggregate is lower than the fair value of the net assets acquired,
the difference is recognized in profit or loss.

After initial recognition, goodwill is measured at cost less any accumulated impairment losses.
Goodwill acquired in a business combination is, from the acquisition date, allocated to each of the
Company’s cash-generating units that are expected to benefit from the combination, irrespective
of whether other assets or liabilities of the acquiree are assigned to those units. Each unit or group
of units to which the goodwill is so allocated represents the lowest level within the Company at
which the goodwill is monitored for internal management purpose and is not larger than an
operating segment before aggregation.
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Non-current assets held for sale

Non-current assets or disposal groups are classified as held for sale if they are available for
immediate sale in their present condition subject only to terms that are usual and customary for
sale of such assets or disposal group and that are highly probable to complete within one year. Non-
current assets and disposal groups classified as held for sale are measured at the lower of their
carrying amount and fair value less costs to sell. Property, plant and equipment and intangible
assets once classified as held for sale are not depreciated or amortized.

. Significant Accounting Judgments, Estimates and Assumptions

The preparation of the Company’s consolidated financial statements require management to make
judgments, estimates and assumptions that affect the reported amounts of revenues, expenses,
assets and liabilities, and the disclosure of contingent liabilities, at the end of the reporting period.
The judgments and estimates made by the Company are based on historical experience and other
related factors and continuously being evaluated and adjusted. Please refer to below description:

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the
reporting date that may cause a material adjustment to the carrying amounts of assets and liabilities
within the next financial year are discussed below.

A. Fair vaue of financia instruments
Where the fair value of financial assets and financial liabilities recorded in the balance sheet
cannot be derived from active markets, they are determined using valuation techniques
including the income approach (for example the discounted cash flows model) or market
approach. Changes in assumptions about these factors could affect the reported fair value of
the financia instruments. Please refer to Note 12 for more details.

B. Vauation of inventory
Inventories are stated at the lower of cost or net reaizable value, and the Company uses
judgment and estimate to determine the net realizable value of inventory at the end of each
reporting period.

Due to the rapid technological changes, the Company estimates the net realizable value of
inventory for obsolescence and unmarketable items at the end of reporting period and then
writes down the cost of inventories to net realizable value. The net realizable value of the
inventory is mainly determined based on assumptions of future demand within a specific time
period, therefore it may cause materia adjustments.
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C. Income tax

Uncertainties exist with respect to the interpretation of complex tax regulations and the amount
and timing of future taxable income. Given the wide range of international business
relationships and the long-term nature and complexity of existing contractual agreements,
differences arising between the actual results and the assumptions made, or future changes to
such assumptions, could cause future adjustments to tax income and expense aready recorded.
The Company establishes provisions, based on reasonabl e estimates, for possi ble consequences
of audits by the tax authorities of the respective countriesin which it operates. The amount of
such provisions is based on various factors, such as experience of previous tax audits and
differing interpretations of tax regulations by the taxable entity and the responsibletax authority.
Such differences of interpretation may arise on a wide variety of issues depending on the
conditions prevailing in the respective company's domicile.

Deferred tax assets are recognized for all carryforward of unused tax losses and unused tax
credits and deductible temporary differences to the extent that it is probable that taxable profit
will be available or there are sufficient taxable temporary differences against which the unused
tax losses, unused tax credits or deductible temporary differences can be utilized. The amount
of deferred tax assets determined to be recognized is based upon the likely timing and the level
of future taxable profits and taxable temporary differences together with future tax planning
strategies.

D. Revenue recognition - sales returns and discounts
The Company estimates sales returns and discounts based on historical experience and other
known factors at the time of sale, which reduces the sales. The management periodically
reviews the adequacy of the estimation used.

6. Contents of Significant Accounts
(1) Cash and cash equivaents
December 31, December 31,

2016 2015
Cash on hand and petty cash $ 5637 $ 8,449
Checking and savings accounts 16,264,596 32,471,167
Time deposits 123,322,255 120,800,071
Cash equivalents - repurchase agreements 968,370 -
Total $ 140,560,858 $ 153,279,687

Time deposits include deposits whose maturities are within twelve months and are readily
convertible to known amounts of cash with values subject to an insignificant risk of changes.

Cash and cash equivalents were not pledged.
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(2) Financial assets and financial liabilities at fair value through profit or loss

December 31, December 31,
2016 2015
Current
Held for trading financial assets
Stocks $ - 4,569
Forward exchange contracts 1,850 232
Subtotal 1,850 4,801
Financial assets designated upon initial recognition at
fair value through profit or loss
Credit-linked deposits 773,895 1,928,967
Exchange rate-linked deposits 609,376 1,057,352
Index-linked deposits 585,381 254,605
Bonds - 590,278
Subtotal 1,968,652 3,831,202
Tota $ 1,970,502 3,836,003
Held for trading financial liabilities
Forward exchange contracts $ 45,098 32,194
Noncurrent
Financial assets designated upon initial recognition at
fair value through profit or 1oss
Credit-linked deposits $ 2,747,046 2,994,699
Bonds 1,110,627 1,121,994
Interest rate-linked deposits 845,741 297,594
Index-linked deposits 293,679 939,650
Exchange rate-linked deposits - 613,364
Tota $ 4,997,093 5,967,301

Financial assets at fair value through profit or loss were not pledged.
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(3) Available-for-sale financial assets
December 31, December 31,

2016 2015

Current

Stocks $ 4941140 $ 1,692,605

Bonds 2,380,979 3,326,824

Funds 2,083,241 2,708,760

Depositary receipts 23,314 34,942

Subtotal 9,428,674 7,763,131
Noncurrent

Stocks 10,456,103 464,201

Bonds 5,421,848 4,133,564

Funds 3,036,766 4,101,097

Subtotal 18,914,717 8,698,862
Totd $ 28,343,391 $ 16,461,993

The Company assessed and concluded its available-for-sale financial assets were partially
impaired, and recorded an impairment loss of NT$489,693 thousand for the year ended
December 31, 2015.

Investment in Shenzhen Huiding Technology Co., Ltd. accounted for using the equity method
was reclassified to available-for-sale financial assets asthe Company lost significant influence
over it in the fourth quarter of 2016.

Available-for-sale financial assets were not pledged.

(4) Held-to-maturity financial assets
December 31,  December 31,

2016 2015
Current
Bonds $ - $ 1,257,437
Noncurrent
Bonds - 266,498
Totd $ - $ 1523935

Held-to-maturity financial assets were not pledged.
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(5) Financial assets measured at cost
December 31, December 31,

2016 2015
Available-for-sale financial assets-noncurrent
Capita $ 5539220 $ 3,768,448
Non-publicly traded stocks 1,355,967 1,132,564
Total $ 6895187 $ 4,901,012

The Company assessed and concluded its financial assets measured at cost were partially
impaired and recorded an impairment loss of NT$71,172 thousand and NT$361,785 thousand
for the years ended December 31, 2016 and 2015, respectively.

Financial assets measured at cost were not pledged.

(6) Debt instrument investments for which no active market exists
December 31, December 31,

2016 2015

Current

Bonds $ 1,486,607 $ 682,340

Time deposits 18,885 78,942

Subtotal 1,505,492 761,282
Noncurrent

Time deposits 257,928 257,756

Preferred stock - 3,312

Subtotal 257,928 261,068
Total $ 1763420 $ 1,022,350

Please refer to Note 8 for more details on debt instrument investments for which no active
market exists under pledge.

(7) Tradereceivables
December 31, December 31,

2016 2015
Trade receivables $ 27828309 $ 22,768,327
Less: allowance for doubtful debts (294,701) (363,564)
Less: allowance for sales returns and discounts (7,055,613) (6,209,445)
Total $ 20,477,995 $ 16,195,318

Trade receivables were not pledged.
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Trade receivables are generally on 30-150 day terms. The movements in the provision for
impairment of trade receivables are as follows (please refer to Note 12 for credit risk
disclosure):

Individually Collectively

impaired impaired Total
As of January 1, 2016 $ - $ 363564 $ 363,564
Reversal for the current period - (125,735) (125,735)
Write-off for uncollectable accounts - (9,484) (9,484)
Acquired through business
_— - 66,452 66,452
combinations
Exchange differences - (96) (96)
As of December 31, 2016 $ - $ 294,701 $ 294,701
As of January 1, 2015 $ - $ 162,112 $ 162,112
Charge for the current period - 184,018 184,018
Acquired through business
. - 9,095 9,095
combinations
Exchange differences - 8,339 8,339
As of December 31, 2015 $ - $ 363,564 $ 363,564

Aging analysis of trade receivables were as follows:
Past due but not impaired

Neither past due More than
As of nor impaired 1to 90 days 91 days Total
December 31,2016 $ 19,232,040 $ 1,245723 $ 232 $ 20,477,995

December 31,2015 $ 14,774185 $ 1,408,388 $ 12,745 $ 16,195,318

The Company entered into several factoring agreements without recourse with financial
ingtitutions. According to those agreements, the Company does not take the risk of
uncollectible trade receivables, but only the risk of loss due to commercia disputes. The
Company did not provide any collateral, and the factoring agreements met the criteria of
financial asset derecognition. The Company derecognized related trade receivables after
deducting the estimated value of commercial disputes. Receivables from banks due to
factoring agreement were NT$2,084,674 thousand and NT$1,114,983 thousand as of
December 31, 2016 and 2015, respectively.
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As of December 31, 2016 and 2015, trade receivables derecognized were as follows:

A. As of December 31, 2016:

Trade receivables Cash
The Factor Interest  derecognized withdrawn  Unutilized Credit line
(Transferee) rate (US$’000) (US$000) (US$000) (US$000)
Taishin International Bank - $ 44721 $ - $ 44,721 $ 108,549
BNP Paribas - 19,684 - 19,684 85,000
HSBC - 66 - 66 500
TC Bank - 112 - 112 300
ING Bank - - - - 75,000
Total $ 64,583 $ - $ 64583 $ 269,349
B. Asof December 31, 2015:
Trade receivables Cash
The Factor Interest  derecognized withdrawn  Unutilized Credit line
(Transferee) rate (US$’000) (US$’000) (US$000) (US$000)
Taishin International Bank - $ 22851 $ - $ 22851 $134,512
BNP Paribas - 9,855 - 9,855 85,000
HSBC - - - - 1,000
TC Bank - 1,014 - 1,014 15,750
ING Bank - - - - 100,000
Total $ 33720 $ - $ 33720 $ 336,262
(8) Inventories
December 31, December 31,
2016 2015

Raw materials $ 289,421 $ 1,542,303

Work in progress 17,056,723 10,937,902

Finished goods 13,969,770 11,650,139

Net amount $ 33922914 $ 24,130,344

For the years ended December 31, 2016 and 2015, the cost of inventories recognized in
expenses amounted to NT$177,321,882 thousand and NT$121,075,654 thousand, including
the write-down of inventories of NT$2,240,185 thousand for the year ended December 31,
2016 and the reversal gain of the write-down of inventories of NT$451,977 thousand for the
year ended December 31, 2015 because of circumstances that caused the net realizable value
of inventory to be lower than its cost no longer existed.

Inventories were not

pledged.
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(9)

(10)

Prepayments
December 31, December 31,
2016 2015
Prepaid expenses $ 447418 $ 1,264,953
Input tax 406,737 365,613
Others 651,066 561,783
Total $ 1505221 $ 2,192,349
Investments accounted for using the equity method
Details of investments in associates and jointly controlled entities are as follows:
December 31, 2016 December 31, 2015
Percentage Percentage
Carrying of ownership Carrying of ownership
Investees amount (%) amount (%)
Investments in associ ates:
Shenzhen Huiding
Technology Co., Ltd. $ - - $ 1,372,733 24
Airoha Technology Corp. 614,920 26 538,751 24
Others 2,062,758 - 807,506 -
Subtotal 2,677,678 2,718,990
Investmentsin jointly
controlled entities:
Y uan Ke (Pingtan)
Investment Fund Limited
Partnership 3,228,117 77 - -
Subtotal 3,228,117 -
Total $ 5,905,795 $ 2,718,990

MSilicon Technology Inc. ("MSilicon") acquired 45,585,967 shares (approximately 82% of
Alpha Imaging Technology Corp. ("Alpha Tech.") issued shares) of Alpha Tech. through a
tender offer. The price of the tender offer was NT$37 per share and the total amount paid in
cash amounted to NT$1,686,681 thousand. M Silicon obtained control over Alpha Tech. in
May 2015 and Alpha Tech. was included in the consolidation entities thereafter. Please refer
to Note 6. (30) for more details.
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Investment in Shenzhen Huiding Technology Co., Ltd. accounted for using the equity method
was reclassified to available-for-sale financial assets as the Company lost significant influence
over it in the fourth quarter of 2016.

The Company invested in Yuan Ke (Pingtan) Investment Fund Limited Partnership in 2016.
Y uan Ke (Pingtan) Investment Fund Limited Partnership is accounted for using equity method
as the Company has no control over it.

The Company’s investments in associates and jointly controlled entities were not individually
material. The following table summarizes financial information of the Company’s ownership

in the associates and jointly controlled entities:

A. Investmentsin associates

For the years ended
December 31
2016 2015
Profit from continuing operations $ 765510 $ 656,237
Other comprehensive income (post-tax) (14,037) (12,768)
Total comprehensive income $ 751,473 $ 643,469
B. Investmentsin jointly controlled entities
For the years ended
December 31
2016 2015
Profit from continuing operations $ (2,306) $ -
Other comprehensive income (post-tax) - -
Total comprehensive income $ (2,306) $ -

The associates and jointly controlled entities had no contingent liabilities or capital
commitments and investments in associates and jointly controlled entities were not pledged as
of December 31, 2016 and 2015.
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(11) Property, plant and equipment
Construction in

Computer and progress and
Buildingsand Machinery  telecommunication Testing Miscellaneous equipment awaiting
Land facilities equipment equipment eguipment eguipment examination Tota

Cost:
Asof January 1, 2016 $ 5123337 $15806,035 $ 788,085 $ 4,351,303 $ 5989356 $ 2,014,817 $ 9,351,757 $ 43,424,690
Additions-acquired separately 11,405 2,020,423 303,280 1,144,287 982,810 512,127 1,420,336 6,394,668
Additions-acquired through

) o 142,453 607,570 134,893 - 54,211 30,528 16,080 985,735

business combinations

Disposals - (87,632) (5,144) (305,934) (246,582) (176,553) - (821,845)
Transfers (168,559) 3,455,583 (8,276) (28,829) 292,111 (26,411) (3,999,239) (483,620)
Exchange differences 3 (519,274) (2,359) (160,200) (210,517) (69,677) (752,658) (1,714,682)
As of December 31, 2016 $ 5,108,639 $21,282,705 $ 1,210479 $ 5,000,627 $ 6,861,389 $ 2284831 $ 6,036,276 $ 47,784,946
Asof January 1, 2015 $ 3,393510 $10,941518 $ 77459 $ 2,919,794 $ 4513002 $ 1,279,050 $ 7,793,385 $ 30,917,718
Additions-acquired separately 112,870 869,728 14,890 1,574,746 1,353,897 502,122 5,083,875 9,512,128
Additions-acquired through

) o 1,553,396 854,558 721,272 1,689 21,690 538,358 2,327 3,693,290

business combinations

Disposals - (165) (29,845) (200,480) (248,820) (242,817) - (712,127)
Transfers 7,011 3,135,450 - 50,398 355,458 8,394 (3,563,742) (7,031)
Exchange differences 56,550 4,946 (5,691) 5,156 (5,871) (70,290) 35,912 20,712
As of December 31, 2015 $ 5123337 $15806,035 $ 783085 $ 4,351,303 $ 5989356 $ 2,014,817 $ 9,351,757 $ 43,424,690
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Constructionin

Computer and progress and
Buildingsand Machinery  telecommunication Testing Miscellaneous equipment awaiting
Land facilities equipment equipment eguipment eguipment examination Tota

Depreciation and impairment:

Asof January 1, 2016 $ - $2491917 $ 80014 $ 2,326,856 $ 3178509 $ 957,317 $ - $ 9,034,613
Depreciation - 513,924 199,786 860,368 909,347 575,939 - 3,059,364
Disposals - (37,566) (3,714) (296,656) (236,583) (163,796) - (738,315)
Transfers - (33,908) (2,898) (11,387) (6,820) (30,750) - (85,763)
Exchange differences - (30,457) (1,485) (106,398) (143,483) (60,870) - (342,693)
Asof December 31, 2016 $ - $ 2903910 $ 271,703 $ 2,772,783 $ 3700970 $ 1,277,840 $ - $ 10,927,206
Asof January 1, 2015 $ - $2110031 $ 14033 $ 1,930,859 $ 2722355 $ 845885 $ - $ 7,623,163
Depreciation - 377,087 67,882 583,421 699,815 348,286 - 2,076,491
Disposals - (90) (4,919) (193,729) (241,895) (236,810) - (677,443)
Transfers - (86) 242 - (242) 164 - 78
Exchange differences - 4,975 2,776 6,305 (1,524) (208) - 12,324
Asof December 31, 2015 $ - $2491917 $ 80014 $ 2,326,856 $ 3178509 $ 957,317 $ - $ 9,034,613

Net carrying amount as of:
December 31, 2016 $ 5,108,639 $18,378,795

December 31, 2015 $ 5,123,337 $13,314,118

©

938,776 $ 2,227,844 $ 3160419 $ 1006991 $ 6,036,276 $ 36,857,740
708,071 $ 2,024,447 $ 2,810,847 $ 1,057500 $ 9,351,757 $ 34,390,077

©“

Please refer to Note 8 for more details on property, plant and equipment under pledge.
Please refer to Note 6. (31) for more details on property, plant and equipment reclassified to non-current assets held for sale.
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(12) Investment property

Land Buildings Total
Cost:
As of January 1, 2016 $ 218885 $ 56,857 $ 275,742
Addition 475 257 732
Transfers (19,699) 432,959 413,260
As of December 31, 2016 $ 199,661 $ 490,073 $ 689,734
As of January 1, 2015 $ - 8 - $ -
Addition 219,071 58,172 277,243
Transfers (186) (1,315) (1,501)
As of December 31, 2015 $ 218885 $ 56,857 $ 275,742
Depreciation and impairment:
Asof January 1, 2016 $ - $ 152  $ 152
Depreciation - 2,014 2,014
Transfers - 36,198 36,198
Exchange differences - (38) (38)
As of December 31, 2016 $ - $ 38326 $ 38326
As of January 1, 2015 $ - 8 - $ -
Depreciation - 300 300
Transfers - (148) (148)
As of December 31, 2015 $ - $ 152  $ 152

Net carrying amount as of:
December 31, 2016

«

199,661 $ 451,747 $ 651,408

December 31, 2015

»

218885 $ 56,705 $ 275,590
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For the years ended
December 31,
2016 2015
Rental income from investment properties  $ 11,613 $ 2,116
Less:
Direct operating expenses from investment

properties generating rental income (2,014) (300)

Total $ 9,599 $ 1,816

Investment properties were not pledged.

The following fair value has been determined at balance sheet date partially based on
comparative approach, and partially based on the weighted average cal cul ation of comparative
approach and income approach valuations, which performed by an independent valuer. The
significant assumptions and the fair value are as follows:

Based on comparative approach: December 31, December 31,
2016 2015
Fair value $ 697,311 $ -
Based on comparative approach and income December 31, December 31,
approach: 2016 2015
Fair value $ 254,334 $ 279,040
Income capitalization rate 1.23%-2.67% 1.37%-2.64%

- 60 -



English Trandation of Financial Statements Originaly Issued in Chinese

MEDIATEK INC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENT S-(Continued)
(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

(13) Intangible assets

Cost:

Asof January 1, 2016

Additions-acquired separately

Additions-acquired through business
combinations

Disposals

Transfers

Exchange differences

As of December 31, 2016

Asof January 1, 2015

Additions-acquired separately

Additions-acquired through business
combinations

Disposals

Transfers

Exchange differences

As of December 31, 2015

Customer Patents, IPsand

Trademarks Software relationship others Goodwill Tota
$ 772487 $ 1,780,819 $ 5,106,265 $ 8560262 $ 63402900 $ 79,622,733
- 220,874 - 146,038 - 366,912
- 23,297 - 73,618 161 97,076
- (3,566) - (1,791) - (5,357)
- (4,247) 7,881 (1,745) (238) 1,651
- (1,643) - (60,150) (16,018) (77,811)
$ 772487 $ 2015534 $ 5114,146 $ 8716232 $ 63386805 $ 80,005,204
$ 422914 $ 1273257 $ 2,621,937 $ 6603476 $ 54136415 $ 65,057,999
- 476,060 - 3,130,464 - 3,606,524
351,605 29,848 2,484,328 2,011,415 9,242,681 14,119,877
- - - (3,063,096) - (3,063,096)
- 64,729 - (56,267) - 8,462
(2,032 (63,075) - (65,730) 23,804 (107,033)
$ 772487 $ 1,780,819 $ 5,106,265 $ 8560,262 $ 63402900 $ 79,622,733
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Amortization and impairment:

Asof January 1, 2016
Amortization

Disposals

Transfers

Exchange differences

As of December 31, 2016

Asof January 1, 2015
Amortization

Disposals

Transfers

Exchange differences

As of December 31, 2015

Net carrying amount as of:

December 31, 2016
December 31, 2015
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Customer Patents, IPsand
Trademarks Software relationship others Goodwiill Total
$ 166996 $ 1,138,028 $ 801,037 2,085999 $ - 4,192,060
112,599 410,984 640,251 2,670,866 - 3,834,700
- (2,657) - (1,792) - (4,448)
- 30 - (968) - (938)
- 3,529 - (34,253) - (30,724)
$ 279595 $ 1549914 $ 1,441,288 4,719,853 $ - 7,990,650
$ 90,032 $ 856,677 $ 329,940 3023524 $ - 4,300,173
76,964 277,241 457,687 2,245,079 - 3,056,971
- - - (3,063,096) - (3,063,096)
- 56,172 - (56,172) - -
- (52,062) 13,410 (63,336) - (101,988)
$ 166996 $ 1,138,028 $ 801,037 2085999 $ - 4,192,060
$ 492892 $ 465,620 $ 3,672,858 3,996,379 $ 63,386,805 72,014,554
$ 605491 $ 642,791 $ 4,305,228 6,474,263 $ 63,402,900 75,430,673

Please refer to Note 6. (31) for more details on intangibl e assets reclassified to non-current assets held for sale.
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(14) Impairment testing of goodwill
The Company’s goodwill alocated to each of cash-generating units or groups of cash-
generating units is expected to benefit from synergies of the business combination. Key
assumptions used in impairment testing are as follows:

The recoverable amount of the cash-generating unit is determined based on the value-in-use
calculated using cash flow projections discounted by the pre-tax discount rate from financial
budgets approved by management covering a five-year period. The projected cash flows
reflect the change in demand for products and services. As a result of the analysis, the
Company did not identify any impairment for the goodwill of NT$63,386,805 thousand.

Key assumptions used in value-in-use calculations

The calculation of value-in-use for the cash-generating unit is most sensitive to the following
assumptions:

(& Grossmargin

(b) Discount rates

(c) Growth rates of sales of budget period

Gross margins - Gross margins are based on the gross margins of latest fiscal year and future
trend of the market.

Discount rates - Discount rates reflect the current market assessment of the risks specific to
each cash generating unit (including the time value of money and the risks specific to the asset
for which the future cash flow estimates have not been adjusted). The discount rate was
estimated based on the weighted average cost of capital (WACC) for the Company, taking into
account the particular situations of the Company and its operating segments. The WACC
includes both the cost of liabilities and cost of equity. The cost of equity is derived from the
expected returns of the Company’s investors on capital, where the cost of liabilities is
measured by the interest bearing loans that the Company has obligation to settle.

Growth rates of sales estimates - The growth rate of sales were estimated by historical
experience. The long-term average growth rate the Company predicted was adjusted by
considering the product life cycle and the macroeconomic environment.

Sensitivity to changes in assumptions

With regard to the assessment of value-in-use of the cash-generating unit, the Company
believes that no reasonably possible change in any of the above key assumptions would cause
the carrying value of the unit to materially exceed its recoverable amount.
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(15) Long-term lease receivables
The Company has machinery |ease agreements, which is accounted for as a finance lease, and
the lease term is from May 27, 2016 to December 31, 2019. The details of long-term lease
recelvables are asfollows:

Present value  Present value
Gross Unreadlized of of minimum
investment in finance unguaranteed |ease payments
the lease income residual value  receivables

Not later than oneyear $ -3 -3 - $ -
Later than one year but
not later than five years 222,264 11,127 - 211,137

Total $ 222,264 $ 11,127 $ - $ 211,137

Estimated unguaranteed residual value of finance leaseis NT$0.

There were no long-term lease receivables for the year ended December 31, 2015.

(16) Short-term borrowings
December 31, December 31,

2016 2015
Unsecured bank loans $ 54523984 $ 49,123,477
Interest rates 0.85~1.94% 0.68~2.22%

(17) Other payables
December 31, December 31,

2016 2015
Accrued salaries and bonuses $ 19,205,041 $ 17,157,719
Accrued royalties 2,208,453 1,252,298
Others 12,524,501 13,148,604
Total $ 33,937,995 $ 31,558,621
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(18)

(19)

Long-term borrowings
Details of long-term loans as of December 31, 2016 are as follows:
Asof
December 31, Interest
Lenders 2016 Rate (%) Maturity date and terms of repayment
Unsecured Long-Term Loan from  $ 15,000 1.79% Effective from June 15, 2016 to June 15,
Mega International Commercial 2023. Principleisrepaid in 21 quarterly
Bank payments with monthly interest payment.
Secured Long-Term Loan from 109,286 1.79% Effective from June 15, 2016 to June 15,
Mega International Commercial 2023. Principleisrepaid in 21 quarterly
Bank payments with monthly interest payment.
Secured Long-Term Loan from Shin 294,800 1.40% Effective from April 30, 2015 to April 30,
Kong Bank 2025. Principleisrepaid in 16
semi-annually payments with monthly
interest payment.
Total $ 419,086

Details of long-term loans as of December 31, 2015 are as follows:
None

Please refer to Note 8 for more details on long-term loans under pledge.

Post-employment benefits plans

Defined contribution plan

MTK and its domestic subsidiaries adopt a defined contribution plan in accordance with the
Labor Pension Act of the R.O.C. MTK and its domestic subsidiaries have made monthly
contributions of 6% of each individual employee’s salaries or wages to employees’ pension
accounts. Subsidiaries|ocated in the People’s Republic of Chinawill contribute social welfare
benefits based on a certain percentage of employees’ salaries or wages to the employees’
individual pension accounts. Pension benefits for employees of foreign subsidiaries are
provided in accordance with the local regulations.

Pension expenses under the defined contribution plan for the years ended December 31, 2016
and 2015 were NT$1,565,151 thousand and NT$1,391,878 thousand, respectively.

Defined benefits plan

MTK and its domestic subsidiaries adopt a defined benefit plan in accordance with the Labor
Standards Act of the R.O.C. The pension benefits are disbursed based on the units of service
years and the average salaries in the last month of the service year. Two units per year are
awarded for the first 15 years of services while one unit per year is awarded after the
completion of the 15th year. The total units shall not exceed 45 units. Under the Labor
Standards Act, MTK and its domestic subsidiaries contribute an amount equivalent to 2% of
the employees’ total salaries and wages on a monthly basis to the pension fund deposited at
the Bank of Taiwan in the name of the administered pension fund committee.
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The Ministry of Labor isin charge of establishing and implementing the fund utilization plan
in accordance with the regulations for revenues, expenditures, safeguard and utilization of the
labor retirement fund. The pension fund is invested in-house or under mandation, based on a
passive-aggressive investment strategy for long-term profitability. The Ministry of Labor
establishes checks and risk management mechanism based on the assessment of risk factors
including market risk, credit risk and liquidity risk, in order to maintain adequate flexibility to
achieve targeted return without over-exposure of risk. With regard to utilization of the pension
fund, the minimum earnings in the annual distributions on the final financial statement shall
not be less than the earnings attainable from the amounts accrued from two-year time deposits
with the interest rates offered by local banks. Treasury funds can be used to cover the deficits
after the approva of the competent authority. As the Company does not participate in the
operation and management of the pension fund, no disclosure on the fair value of the plan
assets categorized in different classes could be madein accordance with IAS 19. The Company
expects to contribute NT$10,056 thousand to its defined benefit plan during the 12 months
beginning after December 31, 2016.

The weighted average duration of the defined benefit obligation was 12 to 23 years and 14 to
21 years as of December 31, 2016 and 2015, respectively.

Pension costs recognized in profit or loss are as follows:

For the years ended
December 31
2016 2015
Current service cost $ 7767 % 5,012
Net interest on the net defined benefit liabilities 14,727 20,023
Subtotal 22,494 25,035
Overestimate on book 956 -
Total $ 23450 $ 25,035

Reconciliations of liabilities (assets) of the defined benefit obligation and plan assets at fair
value are as follows:

December 31, December 31,
2016 2015

Defined benefit obligation $ 1,087,733  $ 992,500
Plan assets at fair value (250,449) (237,129)
Subtotal 837,284 755,371
Overestimate on book 977 -
Subtotal 838,261 755,371
Net defined benefit assets 2,070 -
Net defined benefit liabilities $ 840,331 % 755,371
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Reconciliations of liabilities (assets) of the defined benefit plan are as follows:
Defined benefit  Plan assets at

Net defined benefit

obligation fair value liabilities (assets)
As of January 1, 2016 $ 992500 $ (237129 $ 755,371
Current service cost 8,723 - 8,723
Interest expenses (income) 18,783 (4,056) 14,727
Past service cost and gains and losses arising
from settlements (956) - (956)
Subtotal 26,550 (4,056) 22,494
Remeasurements of the defined benefit
liabilities/assets:
Actuarial gains and losses arising from
changes in demographic assumptions (23,553) - (23,553)
Actuarial gains and losses arising from
changesin financial assumptions 140,480 - 140,480
Experience adjustments (53,360) - (53,360)
Remeasurements of the defined benefit assets - 1,935 1,935
Subtotal 63,567 1,935 65,502
Contributions by employer - (10,620) (10,620)
Acquired through business combinations 5116 (579) 4,537
Subtotal 1,087,733 (250,449) 837,284
Overestimate on book 977 - 977
As of December 31, 2016 $ 1088710 $ (250449 $ 838,261
Defined benefit Plan assetsat  Net defined benefit
obligation fair value liabilities (assets)
Asof January 1, 2015 $ 1,062,300 $ (121,304) $ 940,996
Current service cost 5,012 - 5,012
Interest expenses (income) 25,346 (5,323) 20,023
Subtotal 30,358 (5,323) 25,035
Remeasurements of the defined benefit
liabilities/assets:
Actuarial gains and losses arising from
changes in demographic assumptions (2,412) - (2,412)
Actuaria gains and losses arising from
changes in financial assumptions (242,240) - (242,240)
Experience adjustments (69,843) - (69,843)
Remeasurements of the defined benefit assets - (921) (921)
Subtotal (314,495) (921) (315,416)
Payment of benefit obligation (10,758) - (10,758)
Contributions by employer - (8,129) (8,129)
Acquired through business combinations 225,095 (101,452) 123,643
As of December 31, 2015 $ 992500 $ (237129) $ 755,371
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(20)

The principal assumptions used in determining the Company’s defined benefit plan are shown
below:

December 31, December 31,

2016 2015
Discount rate 1.50%~2.00% 1.50%~2.00%
Expected rate of salary increases 2.00%~5.00% 2.75%~5.00%

Sensitivity analysis for significant assumption are shown below:
For the years ended
December 31
2016 2015

Defined Defined Defined Defined

benefit benefit benefit benefit
obligation  obligation obligation  obligation

increase decrease  increase decrease

Discount rate increases by 0.5% $ - $ (99211 $ - $ (92,287)
Discount rate decreases by 0.5% 110,784 - 103,316 -
Rate of future salary increases by 0.5% 108,172 - 101,627 -
Rate of future salary decreases by 0.5% - (98,004) - (91,710)

The sensitivity analysis above are based on a change in asignificant assumption (for example:
change in discount rate or future salary), keeping al other assumptions constant. The
sensitivity analysis may not be representative of an actual change in the defined benefit
obligation asit isunlikely that changesin assumptionswould occur in isolation of one another.

Therewas no change in the methods and assumptions used in preparing the sensitivity analysis
compared to the previous period.

Equity

A. Share capital
MTK’s authorized capital as of December 31, 2016 and 2015 was NT$20,000,000
thousand, divided into 2,000,000,000 shares (including 20,000,000 shares reserved for
exercise of employee stock options at each period), each at a par value of NT$10. MTK’s
issued capital was NT$15,821,122 thousand and NT$15,715,837 thousand, divided into
1,582,112,191 shares and 1,571,583,686 shares as of December 31, 2016 and 2015,
respectively. Each share has one voting right and aright to receive dividends.
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MTK issued 138,142 new shares during the year ended December 31, 2015, at par value
of NT$10 for employee stock options exercised.

On June 24, 2016, the general shareholders’ meeting approved to issue restricted stocks for
employees. 10,528,505 shares of restricted stocks for employees were issued in 2016.
Relevant regulators’ approvals have been obtained and related registration processes have
been completed.

B. Capital surplus
December 31, December 31,

2016 2015

Additional paid-in capital $ 85,867,533 $ 85,867,533
Treasury share transactions 1,455,706 1,369,971
The differences between the fair value of the

consideration paid or received from acquiring or

disposing subsidiaries and the carrying amounts of

the subsidiaries - 142,643
Changesin ownership interests in subsidiaries 176,894 276,842
Donated assets 1,261 1,261
From share of changes in net assets of associates 29,475 81,858
Employee stock options 513,409 503,056
Restricted stocks for employees 1,660,064 -
Others 111,014 111,014
Total $ 89,815,356 $ 88,354,178

According to the Company Act, the capital surplus shall not be used except for offset the
deficit of the company. When acompany incursno loss, it may distribute the capital surplus
generated from the excess of the issuance price over the par value of share capital
(including the shares issued for mergers and the surplus from treasury shares transactions)
and donations. The distribution could be made in cash or in the form of dividend shares to
its shareholders in proportion to the number of shares being held by each of them.

C. Treasury shares
Asof December 31, 2016 and 2015, 7,794,085 shares of MTK’s common shares amounting
to NT$55,970 thousand were held by the subsidiary, MediaT ek Capital Corp. These shares
held by MediaTek Capital Corp. were acquired for the purpose of financing before the
amendment of the Company Act on November 12, 2001.

As of December 31, 2016 and 2015, MTK did not hold any other treasury shares.
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D. Retained earnings and dividend policy
According to the MTK’s original Articles of Incorporation, current year’s earnings, if any,
shall be distributed in the following order:
a. Reservefor tax payments;

b.
C.

Offset lossesin previous years, if any;

Legal reserve, which is 10% of leftover profits. However, thisrestriction does not apply
in the event that the amount of the accumulated legal reserve equals or exceeds the
Company’stotal capital stock;

d. Allocation or reverse of special reserves as required by law or government authorities;
e. Remuneration for directors and supervisors, at a maximum of 0.5% of remaining net

profits after deducting item (a) to (d). The remuneration for directors and supervisors
shall be paid in cash;

Theremaining net profits and the retained earnings from previous yearswill be allocated
asemployees’ bonus and shareholders’ dividend. Except for setting aside certain portion
of it for distribution in the future, the guideline for distribution is that the amount of
employees’ bonus shall not be lower than 1% of the sum of employees’ bonus and
shareholders’ dividends. Employees’ bonus may be paid in cash or in stock. When the
bonus is made in the form of stock, the qualified employees may include employees
from affiliates companies who meet certain qualification. The board of directors is
authorized to determine the qualification of such employees.

However, according to the addition of Article 235-1 of the Company Act announced on
May 20, 2015, the Company shall provide a fixed amount or percentage of profit for the
current year to be distributed as “employees’ compensation.” MTK’s shareholders’
meeting held on June 24, 2016 passed the resolution of amending the Articles of
Incorporation, according to the revised Articles of Incorporations, current year’s earnings,
if any, shall be distributed in the following order:

a. Reservefor tax payments;

b.
C.

Offset accumulated losses in previous years, if any;

Legal reserve, which is 10% of |leftover profits. However, thisrestriction does not apply
in the event that the amount of the accumulated legal reserve equals or exceeds the
Company’stota capital stock;

Allocation or reverse of special reserves as required by law or government authorities,

e. Theremaining net profitsand the retained earnings from previous yearswill be allocated

as shareholders’ dividend. The Board of Directors will prepare a distribution proposal
and submit the same to the shareholders’ meeting for review and approva by a
resolution.
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Shareholders’ dividends may bedistributed in theform of sharesor cash and cash dividends
to be distributed may not be less than 10% of total dividends to be distributed.

According to the Company Act, MTK needs to set aside amount to legal reserve unless
where such lega reserve amounts to the total authorized capital. The legal reserve can be
used to offset the deficit of MTK. When MTK incurs no loss, it may distribute the portion
of legal reserve which exceeds 25% of the paid-in capital by issuing new shares or by cash
in proportion to the number of shares being held by each of the shareholders.

Pursuant to existing regulations, MTK is required to set aside additional specia reserve
equivaent to the net debit balance of the other components of shareholders’ equity. For
any subsequent reversal of other net deductions from shareholders’ equity, the amount
reversed may be distributed.

Following the adoption of TIFRS, the FSC on April 6, 2012 issued Order No. Financial-
Supervisory-Securities-Corporate-1010012865, which sets out the following provisionsfor
compliance:

On a public company's first-time adoption of the TIFRS, for any unrealized revaluation
gains and cumulative translation adjustments (gains) recorded to shareholders’ equity that
the company elects to transfer to retained earnings by application of the exemption under
IFRS 1, the company shall set aside an equal amount of specia reserve. Following a
company’s adoption of the TIFRS for the preparation of its financia reports, when
distributing distributable earnings, it shall set aside to special reserve based on the
difference between the amount already set aside and the total debit balance of other
shareholders’ equity. For any subsequent reversal of other net deductions from
shareholders’ equity, the amount reversed may be distributed.

As of January 1, 2013, specia reserve set aside for the first-time adoption of TIFRS
amounted to nil.
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Details of the 2015 and 2014 earnings distribution and dividends per share were resolved
by general shareholders’ meeting on June 24, 2016 and June 12, 2015, respectively, are as

follows:
Appropriation of earnings  Dividends per share (NT$)
2015 2014 2015 2014
Legal reserve $ 2595843 $ 4,639,789 - -
Special reserve reversa - (895,749) - -
Cash dividends-common stock 17,287,421 34574697 $ 11.00 $ 2200
Total $ 19,883,264 $ 38,318,737

Please refer to Note 6. (23) for relevant information on estimation basis and recognized
amounts of employees’ compensations and remunerations to directors and supervisors.

E. Non-controlling interests

For the years ended
December 31
2016 2015
Beginning balance $ 6659159 $ 437,599
Gains (Losses) attributable to non-controlling
interests 329,934 (189,697)
Other comprehensive income, attributable to
non-controlling interests, net of tax:
Remeasurements of defined benefit plans - (8,067)
Exchange differences resulting from tranglating the
financial statements of foreign operations (71,478) 10,388
Unrealized gains from available-for-sale financial
assets - 23,842
Changes in ownership interestsin subsidiaries 220,048 151,275
Issuance of employees share options by the
subsidiary - 13,885
Acquisition through business combinations - 6,219,934
Acquisition of additional interest in asubsidiary (6,126,135) -
Others 872,440 -
Ending balance $ 1883968 $ 6,659,159
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(21) Share-based payment plans
Certain employees of the Company are entitled to share-based payment as part of their
remunerations. Services are provided by the employees in return for the equity instruments
granted. These plans are accounted for as equity-settled share-based payment transactions.

Share-based payment plansin MTK

In December 2007, July 2009, May 2010, August 2011, August 2012 and August 2013, MTK
was authorized by the FSC, Executive Y uan, to issue employee stock options of 5,000,000
units, 3,000,000 units, 3,500,000 units, 3,500,000 units, 3,500,000 units and 3,500,000 units,
respectively, each unit eligibleto subscribe for one common share. The options may be granted
to qualified employees of MTK or any of its domestic or foreign subsidiaries, inwhich MTK’s
shareholding with voting rights, directly or indirectly, is more than fifty percent. The options
are valid for ten years and exercisable at certain percentage subsequent to the second
anniversary of the granted date. Under the terms of the plan, the options are granted at an

exercise price equal to the closing price of MTK’s common shares listed on the Taiwan Stock
Exchange Corporation (“TWSE”) on the grant date.

Detaill information relevant to the share-based payment plan as of December 31, 2016 is as

follows:
Date of grant Totfal number of T_otal number (?f Shar&_s availablefor | Exercise price
options granted | options outstanding option holders | (NT$) (Note)
2008.03.31 1,134,119 239,755 239,755 | $ 355.6
2008.08.28 1,640,285 419,656 419,656 342.2
2009.08.18 1,382,630 502,681 502,681 426.6
2010.08.27 1,605,757 637,183 637,183 402.1
2010.11.04 65,839 8,134 8,134 374.5
2011.08.24 2,109,871 1,105,121 1,105,121 275.6
2012.08.14 1,346,795 884,912 884,912 284.9
2013.08.22 1,436,343 1,121,805 675,208 365.6

Note: Theexercise prices have been adjusted to reflect the change of outstanding shares (e.g. the share
issued for cash, the appropriations of earnings, issuance of new shares in connection with
merger, or issuance of new shares to acquire shares of other companies) in accordance with the

plan.
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The compensation cost was recognized under the fair value method and the Black-Scholes
Option Pricing model was used to estimate the fair value of options granted. Assumptions used
in calculating the fair value are disclosed as follows:

Employee Stock Option
Expected dividend yield (%0) 2.43%~6.63%
Expected volatility (%) 32.9%~50.06%
Risk free interest rate (%) 0.93%~2.53%
Expected life (Years) 6.5 years

The expected life of the share optionsis based on historical data and current expectations and
is not necessarily indicative of exercise patterns that may occur. The expected volatility
reflects the assumption that the historical volatility over a period similar to the life of the
optionsisindicative of future trends, which may also not necessarily be the actual outcome.

The following table contains further details on the af orementioned share-based payment plan:

For the years ended
December 31
2016 2015
Weighted-average Weighted-average
Options Exercise Price Options Exercise Price
Employee Stock Option (Unit) per Share (NT$) (Unit) per Share (NT$)
Outstanding at beginning of year 5,457,731 $ 341.8 5,754,998 $ 341.4
Granted - - - -
Exercised - - (91,442) 329.5
Forfeited (Expired) (538,484) 341.2 (205,825) 337.0
Outstanding at end of year 4,919,247 339.4 5,457,731 341.8
Exercisable at end of year 4,472,650 4,220,220

Weighted-average fair value of
options granted during the year
(in NT$) $ - $ -

The weighted average share price at the date of exercise of those options was NT$481.7 for
the year ended December 31, 2015.
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The information on the outstanding share-based payment plan as of December 31, 2016 and
2015 isasfollows:
December 31, December 31,
2016 2015
Outstanding stock options Outstanding stock options
Weighted- Weighted- Weighted- Weighted-
average average average average
Expected ExercisePrice  Expected  ExercisePrice

Range of Exercise  Remaining per Share Remaining per Share
Date of grant Price (NT$) Years (NT$) Years (NT$)

2007.12.19 $ 342.2~-355.6 - $ 347.1 - $ 349.5
2009.07.27 426.6 - 426.6 0.13 429.5
2010.05.10 374.5~402.1 0.17 401.8 1.17 404.2
2011.08.09 275.6 117 275.6 2.17 277.4
2012.08.09 284.9 2.13 284.9 3.13 286.8
2013.08.09 365.6 3.17 365.6 4.17 368.0

Restricted stocks plan for employees of MTK
On June 24, 2016, the shareholders’ meeting approved to issue gratuitous restricted stocks for
employees, at a total of 17,500,000 common shares. MTK shall set up the actual issuance

date(s) inonetrancheor ininstallments within one year from the date of receipt of the effective
registration of the competent authority. The issuance process was granted effective
registration by the securities authority.

MTK has issued 10,528,505 gratuitous restricted stocks on September 6, 2016. The issuance
process was granted effective registration by the securities authority.

The fair value of the restricted stocks issued was NT$254.5 per share. The estimated
compensation expense amounted to NT$1,765,349 thousand in total based on the vesting
conditions and will be recognized during the vesting period. For the year ended December 31,
2016, MTK had recognized NT$289,321 thousand as compensation expense and
NT$1,476,028 thousand as unearned employee compensation, which were recorded under
salary expense and other equity, respectively.
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Restriction on the rights and vesting conditions of restricted stocks for employees of 2016 is

asfollows:

A. Toissue common shares of MTK with gratuitous issue price.

B. Employee's continuous employment with the Company through the vesting dates, no
violation on any terms of the Company’s employment agreement, empl oyee handbook, or
policies and achievement of both personal performance criterion and the Company’s
operation objectives during the vesting period are eligible to receive the vested shares. The
maximum portions of the vesting shares of each year are 15%, 35%, and 50% for the year
ended 2017, 2018, and 2019, respectively. The actual portions of the vesting shares shall
be determined by achievement of both personal performance and the Company’s operation
objectives.

C. Duringthevesting period, employeesmay not sell, pledge, transfer, giveto another person,
create any encumbrance on, or otherwise dispose of, restricted employee shares, excluding
inheritance.

D. During the vesting period, the rights of attending shareholders’ meeting, proposal, speech,
resolution and voting right, etc., and other rights of restricted stock plan for employees,
including but not limited to, dividends, bonuses, the distribution rights of legal reserve and
capital surplus, the right to subscription of new shares, etc. are as the same as the common
sharesissued by MTK.

E. The restricted stock for employees issued by MTK may be deposited in a security trust
account.

Movements in the number of MTK’s restricted stocks for employees were as follows:
For the year ended

December 31, 2016
January 1, 2016 -

Granted (share) 10,528,505
Cancelled (share) -
December 31, 2016 10,528,505

Share-based payment plans of Subsidiaries

In November 2014, board of directors of EcoNet (Cayman) Inc. resolved to issue employee
stock options with atotal number of 1,235,388 units, each unit eligible to subscribe for one
common share of EcoNet (Cayman) Inc. The options may be granted to qualified employees
of EcoNet (Cayman) Inc. and its subsidiaries. 152,682 units of stock options were granted on
January 31, 2015. The total numbers of outstanding stock options were 859,848 units and
900,511 units as of December 31, 2016 and 2015, respectively.
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Subsidiaries Cash-settled Share-based Payment Transactions

The Company acquired 51% shares of Richtek on October 7, 2015 and Richtek was included
in the consolidated entities thereafter. On March 24, 2014, the board of directors of Richtek
resolved to issue a cash-settled share-based payment plan (share appreciation rights plan). The
options may be granted to certain qualified employees of Richtek and its domestic and foreign
subsidiaries. The options are valid for three years and are exercisable at an accumulated
percentage subsequent to the grant date. Richtek will pay the intrinsic value in cash once the
employees exercise the options.

Relevant information on share appreciation rights plan is disclosed as follows:

2014 Share appreciation right plan
Grant date May 2, 2014
Total number granted (in thousand) 1,200
Contractual term 3years
Exercise price at grant date $174

The following table contains further details on the af orementioned share-based payment plan:

Weighted average
Unit exercise price
(in thousand) per Share (NT$)
January 1, 2016 916 $ 160
Granted - -
Exercised (897) 195
Forfeited (Expired) ) 160
Outstanding at end of year 12 195
Exercisable at end of year 12

The abovementioned exercised price would be adjusted in accordance with the plan when the
issuance of cash dividend and the appropriations of earnings happened.

On April 29, 2016, subsidiary of Hsu-Si Investment paid NT$195 in cash per share for the
rest of Richtek’s outstanding shares. After Hsu-Si Investment acquired 100% of Richtek’s
shares, Richtek was delisted from TWSE. On November 9, 2015, the board of directors of
Richtek resolved to revise the share appreciation rights plan. The revision of content was to
acquire employee’s stocks by using NT$195 per share after the date Richtek was delisted from
TWSE to substitute closing price at the date of exercisefor paying intrinsic value to employee.
The Company measured the fair value of share appreciation rights at the assumption of share
pricein NT$195 per share for the year ended December 31, 2016. Please refer to Note 6. (30)
for relevant information for the merger with Richtek Technology Corp.
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Richtek recognized compensation expenses due to the share appreciation rights plan in the
amount of NT$2,512 thousand for the year ended December 31, 2016. As of December 31,
2016, related liabilities recognized amounted to NT$420 thousand. The vested intrinsic value
of share appreciation rights was NT$420 thousand.

Share-based compensation expenses recognized (reversed) for employee servicesreceived for
the years ended December 31, 2016 and 2015, are shown in the following table:

Total equity-settled transactions
Restricted stocks for employees

Share appreciation rights plan
Total

For the years ended
December 31
2016 2015
$ 14929 $ 37,279
289,321 -
2,512 (2,285)
$ 306,762 $ 34,994

The Company did not modify or cancel the share-based payment plan for the years ended

December 31, 2016 and 2015.

(22) Sales

Sale of goods
Other operating revenues

Less: Sales returns and discounts

Net sales

For the years ended
December 31

2016

2015

$ 307,199,463

1,577,448

(33,265,197)

$ 242,408,508

1,279,000

(30,432,268)

$ 275,511,714

$ 213,255,240

(23) Summary statement of employee benefits, depreciation and amortization expenses by function
for the years ended December 31, 2016 and 2015:

For the years ended
December 31
2016 2015
Operatin Operatin Operatin Operatin
Fz:osts ’ e:pensej Tord pcosts ’ efpens&g Toud
Employee benefits expense

Pension $ 27,553|$ 1,561,048 |$ 1,588,601 |% 18,748 |$ 1,398,165|$% 1,416,913
Others $ 608,211|$ 41,092,759 | $ 41,700,970|$ 389,756 |$ 37,539,700 | $ 37,929,456
Depreciation $ 169,808|$ 2,891,570 ($ 3,061,378|% 40,149 |$ 2,036,642 |$ 2,076,791
IAmortization $ 951|$ 3,833,749 |$ 3,834,700 (% 190|$ 3,056,781 |$ 3,056,971

-78 -



English Trandation of Financial Statements Originaly Issued in Chinese
MEDIATEK INC. AND SUBSIDIARIES

NOTESTO CONSOLIDATED FINANCIAL STATEMENTS-(Continued)
(Amounts are expressed in thousands of New Taiwan Dollars unless otherwise stated)

A resolution was passed at a shareholders’ general meeting of MTK held on June 24, 2016 to
amend the Articles of Incorporation of the Company. According to the amended Articles of
Incorporation of MTK, no lower than 1% of profit of the current year is distributable as
employees’ compensation and no higher than 0.5% of profit of the current year is distributable
asremuneration to directors. However, MTK's accumulated losses shall have been covered (if
any). MTK may, by aresolution adopted by amgjority vote at ameeting of Board of Directors
attended by two-thirds of the total number of directors, have the profit distributable as
employees’ compensation in the form of shares or in cash; and in addition thereto a report of
such distribution is submitted to the shareholders’ meeting. Information on the Board of
Directors’ resolution regarding the employees’ compensation and remuneration to directors
can be obtained from the “Market Observation Post System” on the website of the TWSE.

MTK accrued employees’ compensation and remuneration to directors based on a specific
rate of profit of the year ended December 31, 2016. If the estimated amounts differ from the
actual distribution resolved by the Board of Directors, MTK will recognize the change as an
adjustment to income of next year. If the Board of Directors resolves to distribute employees’
compensation in stock, the number of shares distributed is determined by dividing the amount
of bonuses by the closing price (after considering the effect of cash and stock dividends) of
shares on the day preceding the Board of Directors’ meeting. A resolution was approved at a
Board of Directors’ meeting held on March 22, 2017 to distribute NT$309,130 thousand and
NT$42,661 thousand in cash as employees’ compensation and remuneration to directors,
respectively. There were no material differences between the aforementioned approved
amounts and the amounts charged against earnings in 2016.

MTK accrued employees’ compensation and remuneration to directors and supervisors based
on a specific rate of profit of current year and the amend Articles of Incorporation of MTK
for the year ended December 31, 2015. If the estimated amounts differ from the actua
distribution resolved by the board of directors, MTK will recognize the change as an
adjustment to income of next year. A resolution was approved at aBoard of Directors’ meeting
held on March 17, 2016 to distribute NT$351,232 thousand and NT$47,416 thousand in cash
as employees’ compensation and remuneration to directors and supervisors, respectively.
There were no material differences between the aforementioned approved amounts and the
amounts charged against earnings in 2015.
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(24) Other income

Interest income
Dividend income
Rental income
Others

Total

(25) Other gains and losses

(26)

L osses on disposal of property, plant and

equipment
Losses on disposal of intangible assets

(Losses) Gains on disposal of investments

Available-for-sale financial assets
Held-to-maturity financial assets
Financial assets measured at cost
Investments accounted for using the
equity method

Foreign exchange gains (losses)

Impairment |osses
Available-for-sale financial assets
Financial assets measured at cost

Losses on financial assets at fair value through

profit or loss

Losses on financid liabilities at fair value

through profit or loss
Others
Total

Finance costs

Interest expenses on borrowings
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For the years ended
December 31
2016 2015
2517861 $ 2,817,091
398,259 478,971
79,751 15,610
489,678 152,177

3485549 $ 3,463,849

For the years ended
December 31
2016 2015

(15,778) $ (13,405)

(909) -

(96,624) 1,009,310
(16,497) (1,062)

(1,000) 14,657

308,804 371,701
597,572 (600,518)
- (489,693)
(71,172) (361,785)
(163,538) (6,158)
(12,087) (32,194)
15,555 (7,040)
544326 $ (116,187)

For the years ended
December 31
2016 2015
558,906 $ 545,218
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(27) Components of other comprehensive income

For the year ended December 31, 2016 :

Income tax
relating to
Other components of Other
Reclassification comprehensive other comprehensive
Arising during adjustments income, comprehensive income,
the period during the period before tax income net of tax
Not to be reclassified to profit or
loss:
Remesasurements of the
defined benefit plan $ (65,079) $ - $ (65,079) $ 11,064  $ (54,015)
To be reclassified to profit or
loss in subsequent periods:
Exchange differences resulting
from trandlating the financial
statements of foreign
operations (4,504,523) - (4,504,523) - (4,504,523)
Unrealized (losses) gains from
available-for-sale financial
assets 11,200,973 96,624 11,297,597 (1,172,986) 10,124,611
Share of other comprehensive
income of associates and
joint ventures accounted for
using the equity method 125,345 - 125,345 - 125,345
Tota of other comprehensive
income $ 6,756,716 $ 96,624 $ 6,853340 $ (1,161,922) $ 5,691,418
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For the year ended December 31, 2015 :

Not to be reclassified to profit or
loss:
Remeasurements of the
defined benefit plan
To be reclassified to profit or
loss in subsequent periods:
Exchange differences resulting
from trandating the financial
statements of foreign
operations
Unresalized (losses) gains from
available-for-salefinancial
assets
Share of other comprehensive
income of associates and
joint ventures accounted for
using the equity method
Tota of other comprehensive

income

(28) Income tax

Income tax
relating to
Other components of Other
Reclassification comprehensive other comprehensive
Arising during adjustments income, comprehensive income,
the period during the period before tax income net of tax

315416 $ $ 315416 $ (53621) $ 261,795
2,396,294 2,396,294 - 2,396,294
(350,135) (519,617) (869,752) (92,904) (962,656)
(100,603) (100,603) - (100,603)
2,260,972 $ (519,617) $ 1,741,355 $ (146,525) $ 1,594,830

The major components of income tax expense are as follows:

Current income tax

Deferred tax (income) expenses

Others

For the years ended
December 31
2016 2015
$ 3,355,119 $ 2,277,016
(219,062) 1,237,147
46,296 85,598

Income tax expense recognized in profit or loss  $ 3,182,353 $ 3,599,761
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Income tax recognized in other comprehensive income

For the years ended
December 31,
2016 2015

Deferred tax expense:
Remeasurements of the defined benefit plan $ (11,064) $ 53,621
Unrealized gains on available-for-sale financia

assets 1,172,986 92,904
Income tax relating to components of other

comprehensive income $ 1,161,922 $ 146,525

A reconciliation between tax expense and the product of accounting profit multiplied by
applicable tax ratesis as follows:

For the years ended
December 31
2016 2015

Accounting profit before tax from continuing

operations $ 27212885 $ 29,368,493
Tax at the domestic rates applicable to profits

in the country concerned $ 8,612,158 % 7,684,846
Tax effect of revenues exempt from taxation (2,627,270) (1,740,691)
Tax effect of expenses not deductible for tax

purposes 10,639 814,522
Investment tax credits (367,191) (234,206)
Tax effect of deferred tax assets/liabilities (3,024,560) (3,642,374)
10% surtax on undistributed retained earnings 634,503 810,220
Others (55,926) (92,556)
Total income tax expense recognized in profit

or loss $ 3182353 3% 3,599,761
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For the year ended December 31, 2016

Recognized in
Recognized other Charged
Beginning  inprofitor comprehensive directlyto Exchange Ending
balance loss income equity  differences balance
Temporary differences
Unrealized allowance for
inventory obsolescence $ 940306 $ 141996 $ - 8% - 8 - $1,082,302
Allowance for salesreturns and
discounts 609,665 25,153 - - - 634,818
Amortization of difference for
tax purpose 34,450 96,873 - - - 131,323
Amortization of goodwill
difference for tax purpose (1,406,191) (199,878) - - - (1,606,069)
Unused tax losses 89,401 (13,738) - - - 75,663
Unused tax credits 200,114 57,122 - - - 257,236
Others 715,361 111,534 (1,161,922) - - (335,027)
Deferred tax income (expense) $ 219,062 $(1,161,922) $ - % -
Net deferred tax assets $ 1,183,106 $ 240,246
Reflected in balance sheet as
follows:
Deferred tax assets $ 2,997,362 $ 3,265,695
Deferred tax liahilities $(1,814,256) $(3,025,449)
For the year ended December 31, 2015
Recognized in
Recognized other Charged
Beginning  inprofitor comprehensive directlyto Exchange Ending
balance loss income equity  differences balance
Temporary differences
Unrealized allowance for
inventory obsolescence $ 746577 $ 193729 $ - 8% - 8 - $ 940,306
Allowance for salesreturns and
discounts 1,248,125 (638,460) - - - 609,665
Amortization of difference for
tax purpose 157,399 (122,949) - - - 34,450
Amortization of goodwill
difference for tax purpose (619,240) (786,951) - - - (1,406,191)
Unused tax losses 112,343 (22,942) - - - 89,401
Unused tax credits 196,457 3,657 - - - 200,114
Others 725,117 136,769 (146,525) - - 715,361
Deferred tax expense $(1,237,147) $ (146,525) $ - % -
Net deferred tax assets $ 2,566,778 $ 1,183,106
Reflected in balance sheet as
follows:
Deferred tax assets $ 3,196,429 $ 2,997,362
Deferred tax liabilities $ (629,651) $(1,814,256)
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(29)

Integrated income tax information

December 31, December 31,
2016 2015
Balance of the imputation credit account $ 9,743,192 $ 9,546,658

The estimated and actual creditable ratios for 2016 and 2015 were 11.22% and 10.76%,
respectively.

MTK’s earnings generated prior to December 31, 1997 have been fully appropriated.

The assessment of income tax returns

As of December 31, 2016, the assessment of the income tax returns of MTK and its material
subsidiaries are as follows:

The assessment of

income tax returns Notes

MTK Assessed and approved up to 2013 (Notes 1 and 2)
Subsidiary- M Star Semiconductor Inc.  Assessed and approved up to 2014
Subsidiary- Hsu-Talnvestment Corp.  Assessed and approved up to 2014
Subsidiary- MediaTek Capital Corp. Assessed and approved up to 2014

Note1l: MTK has applied for administrative appeals of the tax returns of 2012, 2011, 2010, 2009 and 2008.
MTK disagreed with the decision made in the tax assessment notices. The Company has paid in full
the additional taxes assessed by the tax authorities.

Note2: Ralink Technology Corp. has applied for administrative appea of the tax return of 2013. MTK
disagreed with the decision made in the tax assessment notices. The Company has paid in full the
additional taxes assessed by the tax authorities.

Earnings per share

Basic earnings per shareiscalculated by dividing net profit for the year attributableto ordinary
equity owners of the parent entity by the weighted average number of ordinary shares
outstanding during the year.

Diluted earnings per shareiscalculated by dividing the net profit attributable to ordinary equity
owners of the parent entity by the weighted average number of ordinary shares outstanding
during the year plus the weighted average number of ordinary shares that would be issued on
conversion of all the dilutive potential ordinary sharesinto ordinary shares.
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For the years ended
December 31
2016 2015
A. Basic earnings per share

Profit attributable to ordinary equity owners of the

parent (in thousand NT$) $ 23700598 $ 25,958,429
Weighted average number of ordinary shares

outstanding for basic earnings per share (share) 1,563,789,601  1,563,777,089

Basic earnings per share (NT$) $ 1516 $ 16.60
B. Diluted earnings per share

Profit attributable to ordinary equity owners of the

parent (in thousand NT$) $ 23700598 $ 25,958,429
Weighted average number of ordinary shares

outstanding for basic earnings per share (share) 1,563,789,601  1,563,777,089
Effect of dilution:
Employees’ compensation-stock (share) 1,716,700 2,079,669
Employee stock options (share) (Note) - 445,369
Restricted stocks for employees (share) 1,330,974 -
Weighted average number of ordinary shares

outstanding after dilution (share) 1,566,837,275  1,566,302,127
Diluted earnings per share (NT$) $ 1513 $ 16.57

Note: There were no dilutive employee stock options for the year ended December 31, 2016.

There have been no other transactions involving ordinary shares or potential ordinary shares
between the reporting date and the date the financial statements were authorized for issue.

(30) Business combinations

The Acquisition for Alpha Imaging Technology Corp. (“Alpha Tech.”)

Subsidiary M Star Taiwan established M Silicon in April 2015. On April 9, 2015, the board of
directors of M Star Taiwan approved atender offer by MSilicon for shares of Alpha Tech. The
terms of the offer was for NT$37 in cash for each common share of Alpha Tech. outstanding
stock. M Silicon completed the tender offer and paid NT$1,686,681 thousand in cash to acquire
82% of the shares of Alpha Tech. on May 8, 2015. The original 15% interest of Alpha Tech.
acquired before the acquisition of de facto control was remeasured at fair value and the
difference was recognized as a gain.
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On August 26, 2015, the board of directors of MSilicon approved a merger with Alpha Tech.
with the effective merger date set for October 2, 2015. M Silicon, the surviving company, was
renamed Alphalmaging Technology Corp. after the merger. Thereafter, the board of directors
of MStar Taiwan approved a merger with Alpha Tech. (originally MSilicon). The effective
merger date was December 31, 2015. Alpha Tech. was dissolved thereafter and M Star Taiwan
was the surviving company.

AlphaTech. isafabless |C design company specialized in image processing. The Company’s
image processing chips are mainly applied to TV camera, Web camera and car DV. The
purpose of this tender offer isto meet the Company’s long-term development strategies. The
merger would enhance the Company’s competitive advantage by expansion of product lines
and integration of existing products and resources. In the long term, the Company expects
there would be positive effect on consolidated net worth per share and earnings per share.

The Company has measured the non-controlling interest in Alpha Tech. at fair value. The fair
value was determined based on market approach. The significant inputs were the share price
of Alpha Tech. as of the acquisition date.

The fair values of the identifiable assets and liabilities of Alpha Tech. as of the acquisition
date were:
Fair value recognized on the
acquisition date

Cash and cash equivalents $ 349,630
Current assets 348,948
Funds and investments 32,701
Property, plant and equipment 57,816
Intangible assets- computer software, patent and
customer relationship 370,821
Other non-current assets 37,858
1,197,774
Current liabilities (99,704)
Other liabilities (2,670)
(102,374)
Fair value of identifiable net assets $ 1,095,400
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Goodwill of Alpha Tech. isasfollows:

Amount
Cash consideration (Note) $ 1,454,635
Fair value of equity interest in Alpha Tech. originally
held by the Company 314,460
Add: non-controlling interest at fair value 266,458
Less. identifiable net assets at fair value (1,095,400)
Goodwill $ 940,153

Note: MSilicon Technology Inc. acquired 71% of Alpha Tech.’s common shares from third parties by paying
NT$1,454,635 thousand. In addition, MSilicon paid NT$82,414 thousand and NT$149,632 thousand to
MediaTek Capital Corp. and MediaTek Investment Singapore Pte. Ltd. to obtain 4% and 7% of Alpha
Tech.’s common shares, respectively.

Cash flows on acquisition:

Amount
Net cash acquired from the subsidiary $ 349,630
Transaction costs attributable to cash paid (1,454,635)
Net cash flow-out on acquisition $ (1,105,005)

The goodwill of NT$940,153 thousand comprises the val ue of expected synergiesarising from
acquisition.

If the combination had taken place on January 1, 2015, revenues and net income of the
Company for the year ended December 31, 2015 would have been NT$213,498,270 thousand
and NT$25,742,170 thousand, respectively.

The merger with Chingis Technology Corp.

In August 2015, the board of directors of MediaTek Capital Corp. (“MediaTek Capital™),
approved to acquire shares of Chingis Technology Corp. (“Chingis Tech.”). MediaTek Capital
paid NT$887,932 thousand in cash to acquire 100% shares of Chingis Tech on September 10,
2015.

Chingis Tech. is a company specialized in Speciaty Memory IC products design and
development. Their products are mainly applied to digital consumer, computer peripheral,
wireless communication, networking, and industrial control. The purpose of thisacquisitionis
to meet the Company’s long-term development strategies. The merger would enhance the
Company’s competitive advantage by strengthening research and devel opment capabilities. In
the long term, the Company expects there would be positive effect on consolidated net worth
per share and earnings per share.
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Thefair values of theidentifiable assets and liabilities of Chingis Tech. on the acquisition date
were:
Fair value recognized on the
acquisition date

Cash and cash equivalents 97,290
Current assets 415,172
Property, plant and equipment 38,735
Intangible assets- core techniques 563,000
Other non-current assets 14,560
1,128,757

Current liabilities (140,131)
Other liabilities (106,985)

(247,116)
Fair value of identifiable net assets 881,641
Goodwill of Chingis Tech. isasfollows:

Amount
Cash consideration 887,932
Less. identifiable net assets at fair value (881,641)
Goodwill 6,291
Cash flows on acquisition:
Amount

Net cash acquired from the subsidiary 97,290
Transaction costs attributable to cash paid (887,932)
Net cash flow-out on acquisition (790,642)

The goodwill of NT$6,291 thousand comprises the value of expected synergies arising from
acquisition.

If the combination had taken place on January 1, 2015, revenues and net income of the

Company for the year ended December 31, 2015 would have been NT$213,718,873 thousand
and NT$25,737,708 thousand, respectively.
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The merger with Richtek Technology Corp.

Subsidiary Hsu-Ta Investment Corp. established Hsu-Si Investment in September 2015. On
September 7, 2015, the board of directors of Hsu-Si Investment approved a tender offer for
shares of Richtek Technology Corp ("Richtek"). The terms of the offer was NT$195 in cash
for each common share of Richtek. Hsu-Si Investment completed the tender offer and paid
NT$14,770,046 thousand in cash to acquire 51% of the shares of Richtek on October 7, 2015.
The share-swap agreement was approved by the extraordinary shareholders’ meeting of
Richtek and the board of directors of Hsu-Si Investment (on behalf of its shareholders’
meeting) on March 3, 2016. Hsu-Si Investment would pay NT$195 in cash per share for the
rest of 49% shares of Richtek. Consequently, the ownership interest in Richtek changed but
control over it remained. The difference between the cash payment to the non-controlling
shareholders’ common shares and the carrying amount of Richtek’s 49% shares was recorded
in equity. On April 29, 2016, the share-swap date, Richtek was delisted from the TWSE and
became awholly owned subsidiary of Hsu-Si Investment.

Richtek is an international analog IC design company and its products are mainly applied to
notebook, consumer end products, network communication devices, panel displays, etc. The
Company is a global leader in IC design, with focus on wireless communications, digital
media, etc.,, and a market leader in cutting-edge systems on a chip for wireless
communications, HDTV, ODD, DVD and Blu-ray. Products of the Company and Richtek are
applied in similar end applications and are highly complementary to each other. The merger
would provide customers with greater convenience in sourcing, and create scale for the Group
in enhancing overall competitiveness and performance.

The Company has measured the non-controlling interest of Richtek at the non-controlling
interest’s proportionate share of the acquiree’s identifiable net assets.

The fair values of the identifiable assets and liabilities of Richtek as of the acquisition date
were:
Fair value recognized on the
acquisition date

Cash and cash equivaents $ 1,743,522
Current assets 5,598,331
Funds and investments 116,005
Property, plant and equipment 3,653,938
Intangl ble z_a.s@ets - patent, trademark and customer 3,935,255
relationship

Other non-current assets 453,858

15,500,909
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Fair value recognized on the
acquisition date

Current liabilities (2,758,580)
Other non-current liabilities (48,120)
(2,806,700)
Fair value of identifiable net assets $ 12,694,209
Goodwill of Richtek is asfollows: Amount
Cash consideration $ 14,770,046
Add: non-controlling interest 6,220,162
Less: identifiable net assets at fair value (12,694,209)
Goodwill $ 8,295,999
Cash flows on acquisition: Amount
Net cash acquired from the subsidiary $ 1,743,522
Transaction costs attributable to cash paid (14,770,046)
Net cash flow-out on acquisition $ (13,026,524)

The goodwill of NT$8,295,999 thousand comprises the value of expected synergies arising
from acquisition.

If the combination had taken place on January 1, 2015, revenues and net income of the
Company for the year ended December 31, 2015 would have been NT$222,866,562 thousand
and NT$26,940,353 thousand, respectively.

The merger with ILI Technology Corp.

Subsidiary MStar Taiwan established Mrise Technology Inc. (“Mrise”) in July 2015. The
merger of Mrise Tech. and IL1 Tech. was approved by the extraordinary shareholders’ meeting
of ILI Tech. and the board of directors of Mrise Tech. (on behalf of its shareholders’ meeting)
on October 26, 2015. The terms of the tender offer were NT$51 in cash for each common
share of ILI Tech. Mrise Tech. would be the surviving company after the merger and renamed
ILI Technology Corp. In April 2016, the merger was approved by the Ministry of Commerce
of the People's Republic of China. In addition, on April 14, 2016, both companies’ board of
directors approved the merger date to be June 1, 2016.
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ILI Tech. isaTFT-LCD and LTPSdriver IC design company. M Star Taiwan mainly engages
in TV and monitors SoC business. Post-merger, both companies’ can enhance their
competitiveness via increased scale of operations and integration of resources. In long term,
the Company expects positive impact on consolidated net worth per share and earnings per
share.

The fair values of the identifiable assets and liabilities of ILI Tech. as of the acquisition date
were;
Fair value recognized on the
acquisition date

Cash and cash equivalents $ 1,236,304
Current assets 3,051,349
Property, plant and equipment 985,735
Intangible assets- patent, trademark and customer 96,915
relationship
Other non-current assets 65,218
5,435,521
Current liabilities (1,788,459)
Other non-current liabilities (4,541)
(1,793,000)
Fair value of identifiable net assets $ 3,642,521
Goodwill of ILI Tech. isasfollows: Amount
Cash consideration $ 3,642,682
Less: identifiable net assets at fair value (3,642,521)
Goodwill $ 161
Cash flows on acquisition: Amount
Net cash acquired from the subsidiary $ 1,236,304
Transaction costs attributable to cash paid (3,642,682)
Net cash flow-out on acquisition $ (2,406,378)
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(31)

The identifiable net assets recognized in the consolidated financial statements as of December
31, 2016 were based on a provisional assessment of fair value as the Company had sought an
independent valuation for the net assets owned by ILI1 Tech. The results of this valuation had
not been received at the issuance date of the financial statements. There could be adjustments
on the assessment upon finalizing the valuation report.

The goodwill of NT$161 thousand comprises the value of expected synergies arising from
acquisition.

From the acquisition date to December 31, 2016, ILI Tech. has contributed NT$4,714,417
thousand of revenue and NT$147,411 thousand to the net income of the Company.

If the combination had taken place on January 1, 2016, revenues and net income of the
Company for the year ended December 31, 2016 would have been NT$278,643,064 thousand
and NT$24,090,459 thousand, respectively.

Non-current assets held for sale

On May 13, 2016, the Company's board of directors approved to sell the shares of AutoChips
Inc. (“AutoChips”) to Navinfo Co. Ltd., in the transaction price approximately to US$497
million dollars. The Company then reclassified AutoChips’ assets and liabilitiesto non-current
assets held for sale as adisposal group. Assets and liabilities reclassified to non-current assets
held for sale as adisposal group as of December 31, 2016 mainly consisted of:

As of December 31, 2016

Non-current assets held for sale

Cash and cash equivalents $ 788,258
Available-for-sale financial assets-current 1,012,974
Debt instrument investments for which no active

: 1,012,974
market exists-current

Trade receivables, net 269,335
Other receivables 265,856
Inventories, net 196,038
Prepayments 29,664
Property, plant and equipment 47,197
Intangible assets 9,586
Refundable deposits 1,844
3,633,726
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As of December 31, 2016

Liabilities directly associated with non-current assets

held for sale

Trade payables (150,731)
Trade payables to related parties (10,310)
Other payables (424,202)
Current tax liabilities (31,111)
Other current liabilities (58,689)

(675,043)
Net carrying amount of the disposal group $ 2,958,683

The Company has completed the transfer of shareholding rights of AutoChips Inc. as of the
issuance date of the consolidated financial statements.

(32) Changesin ownership interestsin subsidiaries
Changes in ownership of subsidiaries

AutoChipsand EcoNet (Cayman) Inc. increased its capital by cashin the year ended December
31, 2016, and the Company did not subscribe new shares in proportionate to its origina
ownership interest. Consequently, the ownership interest in both companies changed but
control over both companies remained. The difference between the fair value of purchased
equity investments and the increase in the non-controlling interest was NT$99,948 thousand
and was recorded in equity.

E-Vehicle Semiconductor Technology Co., Ltd.,, Hesine Technologies Internationa
Worldwide Inc. and AutoChipsissued new sharesin 2015 and the Company did not subscribe
the new sharesin proportionate to its original ownership interest. Consequently, the ownership
interest in these companies changed but control over these companies remained. The
difference between the fair value of purchased equity investments and the increase in the non-
controlling interest was NT$61,562 thousand and was recorded in equity.

(33) Subsidiariesthat have material non-controlling interests
The Company paid NT$195 in cash per sharefor therest of 49% shares of Richtek Technology
Corp. in 2016. Thereafter, the Company owned 100% ownership of Richtek Technology Corp.

Thereisno subsidiary that has material non-controlling interestsin 2016.

Financial information of subsidiaries that have material non-controlling interests is provided
below:
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Proportion of equity interest held by non-controlling interests:

December 31,
Name Country of Incorporation and operation 2015
Richtek Taiwan 49%
Accumulated balances of material non-controlling interest:
December 31,
2015

Richtek $ 5,995,265
Loss alocated to material non-controlling interest:

For the year ended

December 31, 2015
Richtek $ (243,180)

The summarized financial information of these subsidiaries is provided below. This
information is based on amounts after inter-company eliminations.

Summarized information of profit or loss for the period from October 7, 2015 to December
31, 2015:

Richtek
Operating revenue $ 2,990,835
Loss for the period from continuing operations $ (496,285)
Total comprehensive income for the period $ (463,425)
Summarized information of financial position as at December 31, 2015:

Richtek

Current assets $ 6,632,388

Non-current assets $ 8,198,865

Current liabilities $ 2,527,995
$

Non-current liabilities 67,146

Summarized cash flow information for the period from October 7, 2015 to December 31, 2015:

Richtek
Operating activities $ 2,191,631
Investing activities (565,911)
Financing activities (1,083,062)
Net increase in cash and cash equivaents 558,718
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7. Related Party Transactions
(1) Significant transactions with related parties

A. Sales
For the years ended
December 31
2016 2015
Associates $ - $ 3,190

Thetrade credit term for associates was 45 to 60 days. The trade credit term for third-party
customers was 30 to 150 days, or may pay their accounts in advance.

B. IC testing, experimental services, and manufacturing technology services
For the years ended
December 31
2016 2015
Other related parties $ 3,709,590 $ 2,642,515

Thetrade credit term for related parties and third-party customers were both 60 to 75 days.

C. Consign research and devel opment expenses and license expenses

For the years ended
December 31
2016 2015
Associates $ - $ 6,570
Other related parties 26,656 42,472
Total $ 26,656 $ 49,042
D. Purchases
For the years ended
December 31
2016 2015
Associates $ 10,033 $ 10,777

The trade credit term for associates was 30 days. The trade credit term for third-party
customers was 30 to 60 days.
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E. Rental income

For the years ended
December 31
2016 2015
Associates $ 17,174 $ 857
Other related parties 4,184 10,128
Total $ 21,358 $ 10,985

NT$1,710 thousand and NT$876 thousand were received from associates and other related
parties and were accounted for deposits received due to alease of office space for the years
ended December 31, 2016 and 2015, respectively.

F. Acquisition of intangible assets

For the years ended
December 31
2016 2015
Other related parties $ - $ 9,944
G. Other receivables from related parties
December 31, December 31,
2016 2015
Associates $ 3,003 $ 75
H. Trade payablesto related parties
December 31, December 31,
2016 2015
Associates $ 1,187 $ -
Other related parties 922,370 645,120
Total $ 923,557 $ 645,120

I. Liabilities directly associated with non-current assets held for sale
December 31, December 31,
2016 2015

Other related parties $ 10,310 $ -
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J. Key management personnel compensation

For the years ended
December 31
2016 2015
Short-term employee benefits (Note) 883,232 $ 761,319
Share-based payment 129,048 151
Post-employment benefits 4,643 14,189
Termination benefits 1,972 9,544

Total

1,018,895 $ 785,203

Note: The compensation (including remuneration to directors) to key management personnel was determined

by the Compensation Committee of MTK in accordance with individual performance and the market

trends.

8. Assets Pledged as Collateral

The following table lists assets of the Company pledged as collateral:

Carrying amount
December 31, December 31,

Assets pledged as collateral 2016 2015 Purpose of pledge
Debt instrument investments for which $ - $ 15,714 Land lease guarantee
no active market exists-current
Debt instrument investments for which 9,180 9,180 Customs clearance
no active market exists-current deposits
Debt instrument investments for which - 1,439 Credit guarantee
no active market exists-current
Debt instrument investments for which - 50,000 Wafer capacity guarantee
no active market exists-current
Debt instrument investments for which - 2,609  Import guarantee
no active market exists-current
Debt instrument investments for which 9,705 - Lease execution deposits
no active market exists-current
Debt instrument investments for which 3,152 3,139  Customs clearance
no active market exists-noncurrent deposits
Debt instrument investments for which 537 564  Customs clearance

no active market exists-noncurrent
(To be continued)
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(Continued)
Carrying amount
December 31, December 31,
Assets pledged as collateral 2016 2015 Purpose of pledge
Debt instrument investments for which 118 125 Lease execution deposits
no active market exists-noncurrent
Debt instrument investments for which 200,000 200,000  Project performance
no active market exists-noncurrent deposits
Debt instrument investments for which - 9,705 Lease execution deposits
no active market exists-noncurrent
Debt instrument investments for which - 20,000 Court pledged
no active market exists-noncurrent
Debt instrument investments for which 24,157 24,223  Customs clearance
no active market exists-noncurrent deposits
Debt instrument investments for which 22,964 - Land lease guarantee
no active market exists-noncurrent
Debt instrument investments for which 7,000 - Land lease guarantee
no active market exists-noncurrent
Property, plant and equipment - 419,686 - Long-term borrowing
buildings
Property, plant and equipment - 336,578 - Long-term borrowing

buildings and land
Tota $ 1,033,077 $ 336,698

. Contingencies and Off Balance Sheet Commitments
(1) Operating lease commitments-the Company as lessee

The Company has entered into commercial |ease contracts with an average life of oneto fifty
years.

Future minimum rentals payable under non-cancellable operating |eases are as follows:

December 31, December 31,
2016 2015
Not later than one year $ 582,716 $ 675,534
Later than one year but not later than five years 1,099,372 1,394,772
Later than five years 471,622 589,696
Tota $ 2,153,710 $ 2,660,002
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Operating lease expenses are as follows:
For the years ended
December 31
2016 2015
Minimum lease payments $ 892,330 $ 855,754

(2) Lega claim contingency

A. Optical Devices, LLC (“Optical Devices”) filed a complaint with the U.S. International
Trade Commission (the “Commission”) against MTK and subsidiary MediaTek USA Inc.
on September 3, 2013 aleging infringement of United States Patent No. 8,416,651.
Optical Devices alleged that MTK’s optical disc drive chipsinfringeits patent and sought
to prevent the accused products from being imported into the United States. The
Commissionissued an Initial Determination on July 17, 2014 finding that Optical Devices
failed to meet the domestic industry requirement and terminating the investigation. On
September 3, 2014, the Commission vacated the Initial Determination and remanded the
case for further proceedings. On October 20, 2014, the Commission issued an Initia
Determination to terminate the investigation on the ground that Optical Devices’ lack of
standing. On December 4, 2014, the Commission partidly vacated the Initia
Determination and remanded a part of the case including the investigation against MTK
for further proceedings. On April 27, 2015, the Commission issued an Initial
Determination terminate the investigation on the ground of Optical Devices’ lack of
standing. The Commission issued notice to affirm the Initial Determination with modified
reasoning and terminated the investigation on June 9, 2015.

Also on September 3, 2013, Optical Devicesfiled acomplaint in the United States District
Court for the District of Delaware against MTK and subsidiary MediaTek USA Inc.,
aleging that MTK’s optical disc drive chips infringe the above referenced patent. The
operations of MTK and subsidiary MediaTek USA Inc. would not be materially affected
by this case.

B. Luciano F. Paone filed a complaint in the United States District Court for the South
District of New Y ork against subsidiary MediaTek USA Inc. on February 6, 2015, alleging
infringement of United States Patent No. 6,259,789. The court dismissed the claims with
prejudice against MediaTek USA Inc. pursuant to the parties’ joint stipulation on March
2, 2016.
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C. Innovatio IP Ventures, LLC (“Innovatio”) filed a complaint in the United States District
Court for the Northern District of Illinoisagainst subsidiary MediaTek USA Inc. on March
16, 2015, aleging infringement of United States Patent Nos. 6,697,415, 5,844,893,
5,740,366, 7,916,747, 6,665,536, 7,013,138, 7,107,052, 5,546,397, 7,710,907, 7,710,935,
6,714,559, 7,457,646 and 6,374,311. The court dismissed the clams with prejudice
against MediaTek USA Inc. pursuant to the parties’ joint stipulation on August 22, 2016.

D. Mariner IC Inc. (“Mariner”) filed a complaint in the United States District Court for the
Eastern District of Texas against MTK and subsidiary MediaTek USA Inc. on April 25,
2016, alleging infringement of United States Patent Nos. 5,560,666 and 5,846,874. The
operations of MTK and subsidiary MediaTek USA Inc. would not be materially affected

by this case.

E. Semcon IP Inc. (“Semcon”) filed a complaint in the United States District Court for the
Eastern District of Texas against MTK and subsidiary MediaTek USA Inc. on April 25,
2016, aleging infringement of United States Patent Nos. 7,100,061, 7,596,708,
8,566,627 and 8,806,247. The operations of MTK and subsidiary MediaTek USA Inc.

would not be materially affected by this case.

F. ZiiLabs Inc. Ltd. (“ZiiLabs”) filed a complaint with the Commission against MTK and
subsidiary MediaTek USA Inc. on December 16, 2016 aleging infringement of United
States Patent No. 6,677,952, 6,950,350, 7,518,616, 8,643,659. The operations of MTK

and subsidiary MediaTek USA Inc. would not be materially affected by this case.

Also on December 16, 2016, ZiiLabs filed a complaint in the United States District Court
for the Eastern District of Texas against MTK and subsidiary MediaTek USA Inc.,
aleging infringement of the above referenced patents. The operations of MTK and

subsidiary MediaTek USA Inc. would not be materially affected by this case.

G. Advanced Micro Devices, Inc. and ATI Technologies ULC (collectively “AMD”) filed a
complaint with the Commission against MTK and subsidiary MediaTek USA Inc. on
January 24, 2017 aleging infringement of United States Patent No. 7,633,506, 7,796,133,
8,760,454, and 9,582,846. The operations of MTK and subsidiary MediaTek USA Inc.

would not be materially affected by this case.

H. Broadcom Corporation (“Broadcom”) filed a complaint with the Commission against
MTK and subsidiaries MediaTek USA Inc. and MStar Semiconductor Inc. on March 7,
2017 dleging infringement of United States Patent No. 8,284,844, 7,590,059, 8,068,171,
7,310,104, and 7,342,967. The operations of MTK and subsidiaries MediaTek USA Inc.

and M Star Semiconductor Inc. would not be materially affected by this case.
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Also on March 7, 2017, Broadcom filed a complaint in the United States District Court
for the Central District of California against MTK and subsidiary MediaTek USA Inc.,
aleging infringement of United States Patent No. 8,284,844, 7,590,059, 7,310,104, and
7,342,967. The operations of MTK and subsidiary MediaTek USA Inc. would not be
materially affected by this case.

The Company will handle these cases carefully.

10. Lossesdueto Major Disasters
None

11. Significant Subsequent Events

1)

2

On February 10, 2017, the board of directors of subsidiary Hsu-Si Investment Corp. (“Hsu-
Si”’) approved atender offer to acquire shares of Airoha Technology Corp. (“Airoha”). The
tender offer period was set from February 13, 2017 to March 14, 2017. The terms of the
offer was NT$110 in cash for each outstanding common share of Airoha. As of March 14,
2017, the number of shares validly tendered and not withdrawn was 32,191,281 shares
(approximately 53% of Airoha’s outstanding common shares) and the actua number of
shares acquired was 24,230,620 shares (approximately 40% of Airoha’s outstanding
common shares). The total consideration was NT$2,665,368 thousand and the terms of the
tender offer were fulfilled.

Airohais a domestic IC design company and specialized in the design and sale of highly
integrated circuitsfor wireless communication. Its productsare mainly applied to cell phones,
digital TVsand set-top boxes, Bluetooth HID devices, audio accessories, and wearables. The
Company is a global leader in IC design, with focus on wireless communications, digital
media, etc.,, and a market leader in cutting-edge systems on a chip for wireless
communications, HDTV, DVD and Blu-ray. Considering the Company’s expansion strategy
of Internet of Things market, products of the Company and Airohaare applied in similar end
applications and are highly complementary to each other. Once Airoha becomes part of
MediaTek Group, the deal would provide customers with greater convenience in sourcing,
and create scale for the Group in enhancing overall competitiveness and performance.

The board of directors of subsidiary Hsu-Chuang Investment Corp. (“Hsu-Chuang”)
approved to terminate the contract “Creation of Superficies of Commercial Development
Project of the High Speed Rail Hsinchu Station Designated District” signed with Bureau of
High Speed Rail, Ministry of Transportation and Communications of R.O.C. as a result of
Hsu-Chuang’s restructuring of resources planning. The termination of the contract has no
significant effect to the Company.
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(1) Financia instruments
A. Categories of financia instruments
Financial assets

Financial assets at fair value through profit or loss:

Held for trading financial assets
Financial assets designated upon initial

recognition at fair value through profit or loss

Subtotal

Available-for-sale financial assets
Financid assets measured at cost
Held-to-maturity financial assets
Loans and receivables:

Cash and cash equivalents (excluding cash on

hand and petty cash)

Debt instrument investments for which no active

market exists

Trade receivables

Other receivables

Subtotal

Totd

Financial liabilities

Financid liahilities at fair vauethrough profit or loss.

Held for trading financial liabilities
Financial liabilities at amortized cost:

Short-term borrowings

Trade payables (including related parties)

Other payables

Long-term payables (including current portion)

Long-term borrowings

Subtotal

Totd
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December 31, December 31,
2016 2015
$ 1,850 4,801
6,965,745 9,798,503
6,967,595 9,803,304
28,343,391 16,461,993
6,895,187 4,901,012
- 1,523,935
140,555,221 153,271,238
1,763,420 1,022,350
20,480,806 16,195,318
5,497,925 2,996,512
168,297,372 173,485,418
$ 210,503,545 206,175,662
December 31, December 31,
2016 2015
$ 45,098 32,194
54,523,984 49,123,477
24,630,117 16,156,252
33,937,995 31,558,621
- 56,212
419,086 -
113,511,182 96,894,562
$ 113,556,280 96,926,756
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B. Fair values of financia instruments
a. The methods and assumptions applied in determining the fair value of financial
instruments:
Fair value is the price that would be received to sell an asset or paid to transfer a
liability in an orderly transaction between market participants at the measurement
date. Thefollowing methods and assumptions were used by the Company to measure
or disclose the fair values of financial assets and financia liabilities:

(@ The carrying amount of cash and cash equivalents, trade receivables, other
receivable, short-term borrowings, trade payables (including related parties) and
other payables approximate their fair value due to their short maturities.

(b)For financial assets and liabilities traded in an active market with standard terms
and conditions, their fair value is determined based on market quotation price
(including listed equity securities and bonds) at the reporting date.

(c) The fair value of derivative financial instrument is based on market quotations.
For unquoted derivatives that are not options, the fair value is determined based
on discounted cash flow analysis using interest rate yield curve for the contract
period. Fair value of option-based derivative financial instruments is obtained
using the option pricing model.

(d)The fair value of other financia assets and liabilities is determined using
discounted cash flow analysis; the interest rate and discount rate are selected with
reference to those of similar financia instruments.

b. Fair value of financia instruments measured at amortized cost
Other than those listed in the table below, the carrying amount of the Company’s

financia assetsand liabilitiesmeasured at amortized cost approximatetheir fair value:
Carrying amount as of

December 31, December 31,
2016 2015
Financial assets
Held-to-maturity financial assets
Bonds $ - $ 1,523,935
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Fair value as of
December 31, December 31,
2016 2015
Financial assets
Held-to-maturity financial assets
Bonds $ - $ 1,507,295

c. Fair value measurement hierarchy
(a) Fair value measurement hierarchy
All asset and liabilities for which fair value is measured or disclosed in the
financial statements are categorized within the fair value hierarchy, based on the
lowest level input that is significant to the fair value measurement as a whole.
Level 1, 2 and 3 inputs are described as follows:

Level 1: Quoted (unadjusted) market pricesin active markets for identical assets
or liabilities that the entity can access at the measurement date.

Level 2. Input other than quoted prices included within Level 1 that are
observable for the assets or liabilities, either directly or indirectly.

Level 3: Unobservable inputs for the assets or liabilities.

For assets and liabilities that are recognized in the financia statements on a
recurring basis, the Company determineswhether transfers have occurred between

Levelsin the hierarchy by re-assessing categorization at the end of each reporting
period.

(b) Fair value measurement hierarchy of the Company’s assets and liabilities
The Company does not have assets measured at fair value on anon-recurring basis;
the following table presents the fair value measurement hierarchy of the
Company’s assets and liabilities on arecurring basis:
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As of December 31, 2016

Level 1 Level 2 Level 3 Total
Financial assets:
Financial assets at fair value
through profit or loss
Bonds $ 464598 $ - $ 646,029 $ 1,110,627
Derivative financia instruments - 1,850 - 1,850
Linked deposits - 2,047,501 3,807,617 5,855,118
Available-for-sale financial assets
Depositary receipts 23,314 - - 23,314
Stocks 1,661,142 13,703,400 32,701 15,397,243
Bonds 5,496,637 - 2,306,190 7,802,827
Funds 4,330,073 - 789,934 5,120,007
Tota $ 11,975,764 $ 15,752,751 $ 7,582,471 $ 35,310,986
Financial liabilities:
Financial liabilities at fair value
through profit or loss
Derivative financial instruments $ - $ 45,098 $ - $ 45,098
As of December 31, 2015
Level 1 Level 2 Level 3 Total
Financial assets:
Financial assets at fair value
through profit or loss
Stocks $ 4,569 $ - $ - $ 4,569
Bonds - - 1,712,272 1,712,272
Derivative financia instruments - 232 - 232
Linked deposits - 3,162,565 4,923,666 8,086,231
Available-for-sale financial assets
Depositary receipts 34,942 - - 34,942
Stocks 1,996,275 127,830 32,701 2,156,806
Bonds 6,327,276 - 1,133,112 7,460,388
Funds 5,560,767 - 1,249,090 6,809,857
Tota $ 13,923,829 $ 3,290,627 $ 9,050,841 $ 26,265,297
Financial liabilities:
Financial liabilities at fair value
through profit or loss
Derivative financial instruments $ -$ 32,194 $ - $ 32,194
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For the years ended December 31, 2016 and 2015, there were no transfers between
Level 1 and Level 2 of thefair value hierarchy.

The detail movement of recurring fair value measurementsin Level 3:

Reconciliation for recurring fair value measurements in Level 3 of the fair value
hierarchy during the period is as follows:

Financial assets
at fair value Available-for-sale
through profit or loss financial assets
Linked
Bonds deposits Bonds Funds Stocks Tota

Asof January 1,2016  $ 1,712,272 $ 4,923,666 $ 1,133,112 $ 1,249,090 $ 32,701 $ 9,050,841
Amount recognized in

profit or loss (28,492 (105,431) 3,076 26,762 - (104,085)
Amount recognized in

OCl - - (16,021) - - (16,021)
Amount recognized in

OCI- exchange

differences (38,350) (85,241) (22,113)  (110,598) - (256,302
Acquisitions 697,002 1,704,723 1,789,158 2,416,270 - 6,607,153
Settlements (1,696,403) (2,630,100)  (581,022) (1,778,616) - (6,686,141)
Reclassified to non-

current assets held for

sale - - - (1,012,974) - (1,012,974)

Asof December 31,2016 $ 646,029 $ 3,807,617 $ 2,306,190 $ 789,934 $32,701$ 7,582,471

Financial assets
at fair value Available-for-sale
through profit or loss financial assets
Linked
Bonds deposits Bonds Funds Stocks Tota
Asof January 1,2015 $ 63,199 $ 1,692,128 $ 216,868% 470,350 $ - $ 2,442,545
Amount recognized in
profit or loss (16,312) (24,684) 1,246 2,130 - (37,620)
Amount recognized in
OClI - - 24,297 (8,301) - 15,996
Acquisitions 1,731,641 3,931,193 890,701 1,299,740 32,701 7,885,976
Settlements (66,256) (674,971) - (514,829) - (1,256,056)

Asof December 31,2015 $ 1,712,272 $ 4,923,666 $ 1,133,112 $1,249,090 $ 32,701 $ 9,050,841
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Total losses related to bonds, funds and linked deposits on hand recognized for the
years ended December 31, 2016 and 2015 amounted to NT$146,631 thousand and
NT$26,751 thousand, respectively.

Information on significant unobservable inputs to vauation of fair vaue
measurements categorized within Level 3 of the fair value hierarchy

The significant unobservable inputs to vauations of recurring fair value
measurements categorized within Level 3 of thefair value hierarchy are shown below:

As of December 31, 2016:

Interrelationship

Vduation Significant Quantitative  betweeninputs  Sensitivity analysis of the

techniqgue unobservableinputs information  and fair value inputs to fair value
Stock  Market  Price-Book ratio of 28.32~ The higher the  10% increase (decrease) in

Approach similar entities 29.63 Price-Book ratio the Price-Book ratio of

of similar entities, similar entities would result
the higher thefair in anincrease (decrease) in
vaue estimated  profit or loss by NT$2,326
number thousand.

As of December 31, 2015:

Interrelationship

Vduation Significant Quantitative  betweeninputs  Sensitivity analysis of the

technique unobservableinputs information  and fair value inputsto fair value
Stock  Market  Price-Book ratio of 15.08~ The higher the  10% increase (decrease) in

Approach similar entities 21.17 Price-Book ratio the Price-Book ratio of

of similar entities, similar entities would result
the higher thefair in anincrease (decrease) in
vaue estimated  profit or loss by NT$3,539
number thousand.

The Company’slinked-deposits, convertible bonds, bonds and funds of thefair value

hierarchy are based on unadjusted quoted price of trading partner. Therefore, the
guantitative information and sensitivity analysis are not available.
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Vauation process used for fair value measurements categorized within Level 3 of
thefair value hierarchy

The Company’s Finance Department is responsible for validating the fair value
measurements and updating the latest quoted price of trading partner periodically to
ensure that the results of the valuation are in line with market conditions, based on
stable, independent and reliable inputs which are consistent with other information,
and represent exercisable prices. The Department analyses the movements in the
values of assets and liabilities which are required to be re-measured or re-assessed as
per the Company’s accounting policies at each reporting date to ensure the
measurement or assessment are reasonable.

C.Fair value measurement hierarchy of the Company’s assets and liabilities not measured at
fair value but for which the fair value is disclosed.

As of December 31, 2016

Level 1 Level 2 Level 3 Totd

Financial assets not measured at fair value
but for which the fair valueis disclosed:
Investment property $ - $ - $951,645 $ 951,645

As of December 31, 2015

Level 1 Level 2 Level 3 Totd

Financia assets not measured at fair value
but for which the fair value is disclosed:
Held-to-maturity financial assets
Bonds $ 1,507,295 $ - $ - $ 1,507,295
Investment property $ - $ - $279,040 $ 279,040
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D. Derivative financia instruments
The Company’s derivative financial instruments held for trading was forward exchange
contracts. The related information is as follows:

The Company entered into forward exchange contracts to manage its exposure to
financial risk, but these contracts were not designated as hedging instruments. The table
below lists the information related to outstanding forward exchange contracts.

Forward exchange Contract amount
contracts Currency (’000) Maturity
Asof December 31, 2016 TWD to USD Sell USD 220,000  January 2017
As of December 31,2016 TWD to USD Sell USD 40,000 February 2017
As of December 31, 2015 TWD to USD Sell USD 146,000 January 2016

The Company entered into forward foreign exchange contracts to hedge foreign
currency risk of net assets or net liabilities. Asthere will be corresponding cash inflows
or outflows upon maturity and the Company has sufficient operating funds, the cash
flow risk isinsignificant.

(2) Financia risk management objectives and policies
The Company’s principal financial risk management objective isto manage the market risk,
credit risk and liquidity risk related to its operating activities. The Company identifies,
measures and manages the aforementioned risks based on the Company’s policy and risk
tendency.

The Company has established appropriate policies, procedures and interna controls for
financial risk management. The plansfor material treasury activitiesarereviewed by Board
of Directors and Audit Committee in accordance with relevant regulations and internal
controls. The Company complies with its financial risk management policies at all times.

A. Market risk
Market risk is the risk that the fair value or future cash flows of afinancial instrument
will fluctuate because of the changes in market prices. Market prices comprise foreign
currency risk, interest rate risk and other price risk.

In practice, itisrarely the casethat asinglerisk variablewill change independently from
other risk variables, there are usually interdependencies between risk variables.
However the sensitivity analysis disclosed below does not take into account the
interdependencies between risk variables.
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a. Foreign currency risk
The Company’s exposure to the risk of changes in foreign exchange rates relates
primarily to the Company’s operating activities (when revenue or expense are
denominated in a different currency from the Company’s functiona currency) and
the Company’s net investments in foreign subsidiaries.

The Company reviews its assets and liabilities denominated in foreign currency and
enters into forward exchange contracts to hedge the exposure from exchange rate
fluctuations. Thelevel of hedging depends on theforeign currency requirementsfrom
each operating unit. Asthe purpose of holding forward exchange contractsisto hedge
exchange rate fluctuation risk, the gain or loss made on the contracts from the
fluctuation in exchange rates are expected to mostly offset gains or losses made on
the hedged item. Hedge accounting is not applied as they did not qualify for hedge
accounting criteria. Furthermore, as net investments in foreign subsidiaries are for
strategic purposes, they are not hedged by the Company.

The foreign currency sensitivity analysis of the possible change in foreign exchange
rates on the Company’s profit is performed on significant monetary items
denominated in foreign currencies as of the end of the reporting period. The
Company’s foreign currency risk is mainly related to the volatility in the exchange
rates for USD and CNY. The information of the sensitivity analysisis as follows:

When NTD appreciates or depreciates against USD by 0.1%, the profit for the years
ended December 31, 2016 and 2015 decreases/increases by NT$4,860 thousand and
NT$6,581 thousand, while equity decreases/increases by NT$32,213 thousand and
NT$6,313 thousand, respectively.

When NTD appreciates or depreciates against CNY by 0.1%, the profit for the years
ended December 31, 2016 and 2015 decreases/increases by NT$4 thousand and
NT$88 thousand, while equity decreases/increases by NT$7,194 thousand and
NT$3,641 thousand, respectively.

b. Interest rate risk
Interest rate risk is the risk that the fair value or future cash flows of a financia
instrument will fluctuate because of changesin market interest rates. The Company’s
exposure to the risk of changes in market interest rates relates primarily to the
Company’s loans and receivables at variable interest rates, bank borrowings with
fixed and variable interest rates. Moreover, the market value of the Company’s
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investmentsin credit-linked deposits and interest rate-linked deposits are affected by
interest rate. The market value would decrease (even lower than the principal) when
theinterest rate increases, and vice versa. The market values of exchange rate-linked
deposits are affected by interest rates and changes in the value and volatility of the
underlying. The following sensitivity analysis focuses on interest rate risk and does
not take into account the interdependencies between risk variables.

The interest rate sensitivity analysis is performed on items exposed to interest rate
risk as of the end of the reporting period, including investments and bank borrowings
with variable interest rates. At the reporting date, an increase/decrease of 10 basis
points of interest rate in a reporting period could cause the profit for the years ended
December 31, 2016 and 2015 to increase/decrease by NT$11,188 thousand and
NT$6,464 thousand, respectively.

c. Other pricerisk

The Company’s listed and unlisted equity securities are susceptible to market price
risk arising from uncertainties about future values of the investment securities. The
Company’s listed equity securities are classified under available-for-sale financial
assets (including financial assets measured at cost). The Company manages the
equity price risk through diversification and placing limits on individual and total
equity instruments. Reports on the equity portfolio are submitted to the Company’s
senior management on a regular basis. The Company’s Board of Directors reviews
and approves certain equity investments according to level of authority.

A change of 1% in the price of the listed equity securities classified under available-
for-sale could cause the other comprehensive income for the years ended December
31, 2016 and 2015 to increase/decrease by NT$196,146 thousand and NT$75,920
thousand, respectively.

Please refer to Note 12. (1) B for sensitivity analysis information of other equity
instruments or derivativesthat are linked to such equity instruments whose fair value
measurement is categorized under Level 3 of the fair value hierarchy.

B. Credit risk management
Credit risk is the risk that counterparty will not meet its obligations under a contract,
leading to a financia loss. The Company is exposed to credit risk from operating
activities (primarily for trade receivables) and from its financing activities, including
bank deposits and other financial instruments.
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Customer credit risk is managed by each business unit subject to the Company’s
established policy, procedures and controlsrelating to customer credit risk management.
Credit limits are established for all customers based on their financial position, rating
from credit rating agencies, historical experience, prevailing economic condition and
the Company’s internal rating criteria, etc. Certain customer’s credit risk will also be
managed by taking credit enhancing procedures, such as requesting for prepayment.

As of December 31, 2016 and 2015, receivables from top ten customers represented
37.58% and 34.94% of the total trade receivables of the Company, respectively. The
credit concentration risk of other accounts receivables was insignificant.

The Company’s exposure to credit risk arises from potential default of the counter-party
or other third-party. The level of exposure depends on severa factors including
concentrations of credit risk, components of credit risk, the price of contract and other
receivables of financia instruments. Since the counter-party or third-party to the
foregoing forward exchange contracts and cross currency swap contracts are all
reputable financial institutions, management believes that the Company’s exposure to
default by those partiesis minimal.

Credit risk of credit-linked deposits, interest rate-linked deposits, exchange-linked
deposit, index-linked deposit and convertible bonds arises if the i ssuing banks breached
the contracts or the debt issuer could not pay off the debts; the maximum exposure is
the carrying value of those financial instruments. Therefore, the Company minimized
the credit risk by only transacting with counter-party who is reputable, transparent and
in good financia standing.

C. Liquidity risk management

The Company’s objective is to maintain a balance between continuity of funding and
flexibility through the use of cash and cash equivalents, highly liquid equity investments
and bank borrowings. The table below summarizes the maturity profile of the
Company’s financial liabilities based on the contractual undiscounted payments and
contractual maturity. The payment amount includes the contractual interest. The
undiscounted payment relating to borrowings with variable interest ratesis extrapol ated
based on the estimated interest rate yield curve as of the end of the reporting period.
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Non-derivative financial instruments

Lessthan 1 year lto5years  Lessthan5years Totd

As of December 31, 2016
Short-term borrowings $ 55000416 $ -$ - $ 55000416
Trade payables (including

related parties) 24,630,117 - - 24,630,117
Other payables 33,937,995 - - 33,937,995
Long-term borrowings 24,755 292,370 126,129 443,254
Tota $ 113593283 $ 292,370 $ 126,129 $ 114,011,782
As of December 31, 2015
Short-term borrowings $ 49,177,323 $ -$ -$ 49,177,323
Trade payables (including

related parties) 16,156,252 - - 16,156,252
Other payables 31,531,189 - - 31,531,189
Long-term payables 56,212 - - 56,212
Tota $ 96,920,976 $ - $ -$ 96,920,976
Derivative financial instruments

Lessthan 1 year 1to5years Tota

As of December 31, 2016

Net settlement

Forward exchange contracts $ (47,7100 $ - $ (47,710)

As of December 31, 2015

Net settlement

Forward exchange contracts $ (33,996) $ - $ (33,996)

The table above contains the undiscounted net cash flows of derivative financia instruments.
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(3) Significant assets and liabilities denominated in foreign currencies

Information regarding the significant assets and liabilities denominated in foreign
currenciesis listed below:
December 31, 2016

Foreign Currency

(thousand) Exchangerate  NT$ (thousand)
Financial assets
Monetary item:
Usb $ 4,445,288 32.279 $ 143,489,389
CNY $ 895 4.647 $ 4,163
Non-monetary item:
usb $ 896,434 32.279 $ 28,935,990
CNY $ 1,548,281 4.647 $ 7,194,350
Financial liabilities
Monetary item:
usb $ 3,511,854 32.279 $ 113,359,152
CNY $ 112 4.647 $ 520
December 31, 2015
Foreign Currency
(thousand) Exchangerate  NT$ (thousand)
Financial assets
Monetary item:
Usb $ 2,288,875 33.066 $ 75,683,947
CNY $ 27,334 5.092 $ 139,187
Non-monetary item:
usb $ 570,775 33.066 $ 18,873,241
CNY $ 715,035 5.092 $ 3,641,023
Financial liabilities
Monetary item:
usb $ 2,323,707 33.066 $ 76,763,931
CNY $ 10,078 5.092 $ 51,319

The Company’s entities functional currency are various, and hence is not able to disclose
the information of exchange gains and losses of monetary financial assets and liabilities by
each significant assets and liabilities denominated in foreign currencies. The foreign
exchange gain (loss) was NT$597,572 thousand and NT$(600,518) thousand for the years
ended December 31, 2016 and 2015, respectively.
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(4) Capita management

The primary objective of the Company’s capital management isto ensure that it maintains
astrong credit rating and healthy capital ratiosin order to support its businessand maximize
shareholder value. The Company manages its capital structure and makes adjustments to
it, in light of changes in economic conditions. To maintain or adjust the capital structure,
the Company may adjust dividend payment to shareholders, return capital to shareholders

Or issue new shares.

13. Segment Information
(1) General information

The major sales of the Company come from multimedia and mobile phone chips and other
integrated circuit design products. The chief operating decision maker reviews the overall
operating resultsto make decisions about resourcesto be allocated to and eval uates the overall

performance. Therefore, the Company is aggregated into a single segment.

(2) Geographical information
A. Sadlesto other than consolidated entities

For the years ended
December 31

2016 2015
Taiwan $ 20,378,650 $ 11,008,186
Asia 252,271,020 192,618,001
Others 2,862,044 9,629,053
Total $ 275,511,714 $ 213,255,240
Sales are presented by customers’ country.

B. Non-current assets
December 31, December 31,

2016 2015
Taiwan $ 84,847,639 $ 92,826,109
Asia 23,725,364 16,124,567
Others 1,085,425 1,296,528
Total $ 109,658,428 $ 110,247,204

(3) Mgor customers

There were no sales to customers representing over 10% of the Company’s consolidated

net sales for the years ended December 31, 2016 and 2015.
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