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INDEPENDENT AUDITORS REPORT

The Board of Directors and Shareholders

Taiwan Semiconductor Manufacturing Company Limited
Opinion

We have audited the accompanying parent company only financial statements of Taiwan Semiconductor
Manufacturing Company Limited (the Company ), which comprise the parent company only balance sheets as of
December 31, 2017 and 2016, and the parent company only statements of comprehensive income, changes in equity
and cash flows for the years then ended, and the notes to the parent company only financial statements, including a
summary of significant accounting policies.

In our opinion, the accompanying parent company only financial statements present fairly, in all material respects, the
parent company only financial position of the Company as of December 31, 2017 and 2016, and its parent company
only financial performance and its parent company only cash flows for the years then ended in accordance with the
Regulations Governing the Preparation of Financial Reports by Securities Issuers.

Basis for Opinion

We conducted our audits in accordance with the Regulations Governing Auditing and Attestation of Financial
Statements by Certified Public Accountants and 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 Parent
Company Only Financial Statements section of our report. We are independent of the Company in accordance with
The Norm of Professional Ethics for Certified Public Accountant of the Republic of China, and we have fulfilled our
other ethical responsibilities in accordance with these requirements. 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 the
parent company only financial statements for the year ended December 31, 2017. These matters were addressed in the
context of our audit of the parent company only financial statements as a whole, and in forming our opinion thereon,
and we do not provide a separate opinion on these matters.

Key audit matters for the Company s parent company only financial statements for the year ended December 31, 2017
are stated as follows:

Provision for sales returns and allowances

In consideration of business volume and market conditions, the Company provides a variety of business incentives to
specific customers or products. The provision for sales returns and allowance is based on historical experience and the
varying contractual terms. Please refer to Notes 4, 5 and 17 to the parent company only financial statements for the
details of the information about provision for sales returns and allowances. Since the provision for sales returns and
allowances is subject to accounting judgment and estimation, and the result could also affect the net revenue in the
parent company only financial statements, it has been identified as a key audit matter.
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Our key audit procedures performed in respect of the above area included the following:

1.  Understood and tested the design and operating effectiveness of the key controls over provision for sales returns
and allowances;

2. Understood and assessed the reasonableness of assumptions made and methodology used in estimating provision
for sales returns and allowances;

3. Sampled and inspected the sales contracts of main products by agreeing the contractual terms and performed an
analysis to challenge the estimation on possibility that specific products could meet business incentives condition
to verify the reasonableness of the accrual of the provision;

4. Performed a retrospective review to comparatively analyze the historical accuracy of judgments with reference to
actual sales returns and allowance paid.
Timing to commence depreciation of property. plant and equipment (PP&E

The Company continues to invest in capital expenditures to develop and build capacity in leading-edge technologies
to meet customers demand. Please refer to Notes 4 and 13 to the parent company only financial statements for the
details of the information and accounting policy about the depreciation of PP&E. According to International
Accounting Standards 16, depreciation of PP&E should commence when the assets are available for their intended
use. Due to the significant capital expenditures incurred by the Company, the appropriateness of the timing to
commerce depreciation of PP&E could have a material impact on its financial performance. Consequently, the validity
of the timing to commence depreciation of PP&E is identified as a key audit matter.

Our key audit procedures performed in respect of the above area included the following:

1. Understood and tested the design and operating effectiveness of the key controls over the timing to commence
depreciation of PP&E;

2. Understood the criteria the assets are defined as available for their intended use and the corresponding accounting
treatments;

3. Sampled and reviewed the appropriateness of the timing for commencing depreciation after the assets met the
criteria of available for use in current year;

4. Performed an observation on the physical count of equipment under installation and construction in progress;
sampled and inspected the supporting documentation to verify that the status of equipment under installation and
construction in progress are not available for use;
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5. Sampled equipment under installation and construction in progress which met the criteria of available for use and
were transferred in the subsequent period to evaluate the reasonableness of the timing for commencing
depreciation;

6. Sampled and reviewed the appropriateness of the equipment under installation and construction in progress which
are not available for their intended use.

Responsibilities of Management and Those Charged with Governance for the Parent Company Only Financial

Statements

Management is responsible for the preparation and fair presentation of the parent company only financial statements
in accordance with the Regulations Governing the Preparation of Financial Reports by Securities Issuers, and for such
internal control as management determines is necessary to enable the preparation of parent company only financial
statements that are free from material misstatement, whether due to fraud or error.
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In preparing the parent company only financial statements, management is responsible for assessing the Company s
ability to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going
concern basis of accounting unless management either intends to liquidate the Company or to cease operations, or has
no realistic alternative but to do so.

Those charged with governance (including members of the Audit Committee) are responsible for overseeing the
Company s financial reporting process.

Auditors Responsibilities for the Audit of the Parent Company Only Financial Statements

Our objectives are to obtain reasonable assurance about whether the parent company only financial statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditors 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 the 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 parent company only financial statements.

As part of an audit in accordance with the 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 parent company only 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
Company s internal control.

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 Company s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditors report to the related disclosures in the parent
company only 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 auditors report. However, future events or
conditions may cause the Company to cease to continue as a going concern.

5. Evaluate the overall presentation, structure and content of the parent company only financial statements,
including the disclosures, and whether the parent company only financial statements represent the underlying
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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 the Company to express an opinion on the parent company only 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.

10
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We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those matters that were of most
significance in the audit of the parent company only financial statements for the year ended December 31, 2017 and

are therefore the key audit matters. We describe these matters in our auditors 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.

The engagement partners on the audit resulting in this independent auditors report are Yih-Shin Kao and Yu Feng
Huang.

Deloitte & Touche
Taipei, Taiwan
Republic of China
February 13, 2018

Notice to Readers
The accompanying financial statements are intended only to present the financial position, financial performance and
cash flows in accordance with accounting principles and practices generally accepted in the Republic of China and
not those of any other jurisdictions. The standards, procedures and practices to audit such financial statements are
those generally applied in the Republic of China.
For the convenience of readers, the independent auditors report and the accompanying financial statements have
been translated into English from the original Chinese version prepared and used in the Republic of China. If there is

any conflict between the English version and the original Chinese version or any difference in the interpretation of the
two versions, the Chinese-language independent auditors report and financial statements shall prevail.

11
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Taiwan Semiconductor Manufacturing Company Limited
PARENT COMPANY ONLY BALANCE SHEETS

(In Thousands of New Taiwan Dollars)

ASSETS

CURRENT ASSETS

Cash and cash equivalents (Note 6)

Financial assets at fair value through profit or loss (Note 7)
Available-for-sale financial assets
Held-to-maturity financial assets (Note 8)
Hedging derivative financial assets (Note 9)
Notes and accounts receivable, net (Note 10)
Receivables from related parties (Note 32)
Other receivables from related parties (Note 32)
Inventories (Notes 5, 11 and 35)

Other financial assets (Note 35)

Other current assets (Note 15)

Total current assets

NONCURRENT ASSETS

Financial assets carried at cost

Investments accounted for using equity method (Notes 5 and 12)
Property, plant and equipment (Notes 5 and 13)

Intangible assets (Notes 5 and 14)

Deferred income tax assets (Notes 5 and 27)

Refundable deposits

Total noncurrent assets

TOTAL

LIABILITIES AND EQUITY

CURRENT LIABILITIES

Short-term loans (Note 16)

Financial liabilities at fair value through profit or loss (Note 7)
Hedging derivative financial liabilities (Note 9)

Accounts payable

December 31, 2017

Amount

$ 239,176,841
373,351
2,393,555

7,378
26,655,427
92,141,837

3,143,872
70,297,445
94,839
2,484,792

436,769,337

415,051
463,986,364
1,016,355,970
9,870,127
10,829,473
1,163,069

1,502,620,054

$1,939,389,391

$ 63,766,850
18,764

15,562
25,605,223

%o

12

23

24
52

77

100

3

1

December 31, 2016

Amount

$ 249,878,563
151,070
2,843,952
11,447,538

40,017,297
86,845,570
948,800
46,504,346
2,139,366
3,004,662

443,781,164

435,268
396,855,708
979,401,337

10,047,991
6,446,781
369,895

1,393,556,980

$1,837,338,144

$ 57,958,200
62,441

24,533,924

%o

14

24

22
53

76

100

12
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Payables to related parties (Note 32) 4,829,664 4,840,001
Salary and bonus payable 12,283,321 1 11,570,505
Accrued profit sharing bonus to employees and compensation to

directors (Notes 21 and 29) 23,388,002 1 22,794,771
Payables to contractors and equipment suppliers 50,363,976 3 62,449,143
Income tax payable (Notes 5 and 27) 32,950,667 2 40,256,148
Provisions (Notes 5 and 17) 13,174,825 1 16,991,612
Long-term liabilities - current portion (Note 18) 24,300,000 1 38,100,000
Accrued expenses and other current liabilities (Note 20) 57,686,386 3 28,620,469
Total current liabilities 308,383,240 16 308,177,214
NONCURRENT LIABILITIES

Bonds payable (Note 18) 91,800,000 5 116,100,000
Deferred income tax liabilities (Notes 5 and 27) 302,205 141,183
Net defined benefit liability (Notes 5 and 19) 8,850,704 1 8,551,408
Guarantee deposits (Note 20) 7,582,479 14,666,542
Others 413,230 453,536
Total noncurrent liabilities 108,948,618 6 139,912,669
Total liabilities 417,331,858 22 448,089,883
EQUITY ATTRIBUTABLE TO SHAREHOLDERS OF THE

PARENT

Capital stock (Note 21) 259,303,805 13 259,303,805
Capital surplus (Note 21) 56,309,536 3 56,272,304
Retained earnings (Note 21)

Appropriated as legal capital reserve 241,722,663 12 208,297,945
Unappropriated earnings 991,639,347 51 863,710,224

1,233,362,010 63 1,072,008,169

Others (Note 21) (26,917,818) (1) 1,663,983

Total equity 1,522,057,533 78 1,389,248,261

TOTAL $1,939,389,391 100 $1,837,338,144

The accompanying notes are an integral part of the parent company only financial statements.
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17

24

14

12
47

59

76

100
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Taiwan Semiconductor Manufacturing Company Limited

PARENT COMPANY ONLY STATEMENTS OF COMPREHENSIVE INCOME

(In Thousands of New Taiwan Dollars, Except Earnings Per Share)

NET REVENUE (Notes 5, 22 and 32)
COST OF REVENUE (Notes 5, 11, 29, 32 and 35)

GROSS PROFIT BEFORE UNREALIZED GROSS PROFIT ON
SALES TO SUBSIDIARIES AND ASSOCIATES

UNREALIZED GROSS PROFIT ON SALES TO SUBSIDIARIES
AND ASSOCIATES

GROSS PROFIT

OPERATING EXPENSES (Notes 5, 29, and 32)
Research and development

General and administrative

Marketing

Total operating expenses

OTHER OPERATING INCOME AND EXPENSES, NET (Notes 23
and 29)

INCOME FROM OPERATIONS

NON-OPERATING INCOME AND EXPENSES
Share of profits of subsidiaries and associates (Note 12)
Other income (Note 24)

Foreign exchange gain (loss), net (Note 36)

Finance costs (Note 25)

Other gains and losses, net (Note 26)

Total non-operating income and expenses

INCOME BEFORE INCOME TAX

2017
Amount

$969,136,109

490,196,856

478,939,253

(1,562)

478,937,691

79,887,723
20,049,405
3,048,781

102,985,909

(1,261,665)

374,690,117

18,757,236

1,696,595
(670,371)
(2,749,640)

1,592,239

18,626,059

393,316,176

%
100
51

49

49

11

38

40

2016
Amount

$936,387,291

474,552,913

461,834,378

(26,082)

461,808,296

70,366,179
18,697,463
3,098,086

92,161,728

83,965

369,730,533

14,941,372
1,816,803
609,345
(2,643,193)
734,100

15,458,427

385,188,960

%

100

51

49

49

10

39

41

14
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INCOME TAX EXPENSE (Notes 5 and 27) 50,204,700 5 50,941,780 5
NET INCOME 343,111,476 35 334,247,180 36
(Continued)
-6-
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Taiwan Semiconductor Manufacturing Company Limited
PARENT COMPANY ONLY STATEMENTS OF COMPREHENSIVE INCOME

(In Thousands of New Taiwan Dollars, Except Earnings Per Share)

2017 2016

Amount %0 Amount %0
OTHER COMPREHENSIVE INCOME (LOSS) (Notes 12, 19, 21 and
27)
Items that will not be reclassified subsequently to profit or loss:
Remeasurement of defined benefit obligation $ (254,681) $ (1,057,220)
Share of other comprehensive loss of subsidiaries and associates (20,853) (19,961)
Income tax benefit related to items that will not be reclassified
subsequently 30,562 126,867

(244,972) (950,314)

Items that may be reclassified subsequently to profit or loss:
Exchange differences arising on translation of foreign operations (28,270,770)  (3) (9,439,776) (1)
Changes in fair value of available-for-sale financial assets (425,692) 47,506
Cash flow hedges 4,683
Share of other comprehensive income (loss) of subsidiaries and
associates 123,804 (656,684)
Income tax expense related to items that may be reclassified
subsequently (3,536) (61,176)

(28,571,511) (3) (10,110,130) (1)
Other comprehensive loss for the year, net of income tax (28,816,483) (3) (11,060,444) (1)
TOTAL COMPREHENSIVE INCOME FOR THE YEAR $314,294993 32 $323,186,736 35

EARNINGS PER SHARE (NT$, Note 28)

Basic earnings per share $ 13.23 $ 12.89
Diluted earnings per share $ 13.23 $ 12.89
The accompanying notes are an integral part of the parent company only financial statements. (Concluded)
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Taiwan Semiconductor Manufacturing Company Limited
PARENT COMPANY ONLY STATEMENTS OF CHANGES IN EQUITY

(In Thousands of New Taiwan Dollars, Except Dividends Per Share)

Others
Foreign Unrealized
k - Common Gain/Loss Unearned
ck Retained Earnings Currency from Available- Stock-Based
Legal Capital Unappropriated Translation Cash
Capital for-sale Flow Employee
Amount Surplus Reserve Earnings Total Reserve Financial Adeelges Redépmepensation
$259,303,805 $56,300,215 $177,640,561 $ 716,653,025 $ 894,293,586 $ 11,039,949 $ 734,771 $ (607) $ :
30,657,384 (30,657,384)
(155,582,283)  (155,582,283)
30,657,384  (186,239,667)  (155,582,283)
334,247,180 334,247,180
(950,314) (950,314) (9,378,712)  (732,130) 712

333,296,866 333,296,866 (9,378,712)  (732,130) 712

(56,169)

18
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21,221
7,037
259,303,805 56,272,304 208,297,945 863,710,224 1,072,008,169 1,661,237 2,641 105
33,424,718 (33,424,718)
(181,512,663) (181,512,663)
33,424,718  (214,937,381) (181,512,663)
343,111,476 343,111,476
(244,972) (244,972)  (28,358,917) (216,715) 4,121
342,866,504 342,866,504  (28,358,917) (216,715) 4,121
7,085 (10,290)
10,994

19



Edgar Filing: TAIWAN SEMICONDUCTOR MANUFACTURING CO LTD - Form 6-K

19,153

$259,303,805 $56,309,536 $241,722,663 $ 991,639,347 $1,233,362,010 $(26,697,680) $(214,074) $4,226 $(10,290) §

The accompanying notes are an integral part of the parent company only financial statements.
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Taiwan Semiconductor Manufacturing Company Limited
PARENT COMPANY ONLY STATEMENTS OF CASH FLOWS

(In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES

Income before income tax

Adjustments for:

Depreciation expense

Amortization expense

Finance costs

Share of profits of subsidiaries and associates

Interest income

Loss (gain) on disposal or retirement of property, plant and equipment, net
Gain on disposal of intangible assets, net

Impairment loss on financial assets

Gain on disposal of available-for-sale financial assets, net
Loss on disposal of investments accounted for using equity method, net
Unrealized gross profit on sales to subsidiaries and associates
Gain on foreign exchange, net

Dividend income

Changes in operating assets and liabilities:

Financial instruments at fair value through profit or loss
Notes and accounts receivable, net

Receivables from related parties

Other receivables from related parties

Inventories

Other financial assets

Other current assets

Accounts payable

Payables to related parties

Salary and bonus payable

Accrued profit sharing bonus to employees and compensation to directors
Accrued expenses and other current liabilities

Provisions

Net defined benefit liability

Cash generated from operations
Income taxes paid

Net cash generated by operating activities

2017

$ 393,316,176

250,597,135
4,325,028
2,749,640

(18,757,236)

(1,554,792)
1,008,989

(3,198)
6,137

(115,690)

1,562
(9,118,776)
(141,803)

(196,337)
7,253,120
(5,296,267)

(733,023)
(23,793,099)
2,029,903
510,739
1,275,185
(10,337)
712,816
593,231
29,615,847
(3,823,540)
44,615

630,496,025
(61,695,694)

568,800,331

2016

$ 385,188,960

213,977,324
3,724,066
2,643,193

(14,941,372)

(1,683,150)
(100,503)

4,537
(101,411)
296,065
26,082
(2,656,406)
(133,653)

(127,857)
(20,448,337)
(29,562,888)
(493,473)
17,833,842
(22,662)
18,337
7,639,380
1,108,002
1,966,597
1,881,697
3,891,345
7,961,632
46,163

577,935,510
(45,387,724)

532,547,786
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CASH FLOWS FROM INVESTING ACTIVITIES
Acquisitions of:

Available-for-sale financial assets

Held to maturity financial assets

Investments accounted for using equity method
Equity interest in subsidiary

Property, plant and equipment

Intangible assets

(1,695,771)

(311,763,999)
(4,351,050)

172)
(11,242,766)
(445,012)
(1,630,700)
(323,009,940)
(4,207,065)

(Continued)
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Taiwan Semiconductor Manufacturing Company Limited
PARENT COMPANY ONLY STATEMENTS OF CASH FLOWS

(In Thousands of New Taiwan Dollars)

Proceeds from disposal or redemption of:

Available-for-sale financial assets

Held-to-maturity financial assets

Equity interest in subsidiary

Property, plant and equipment

Intangible assets

Proceeds from return of capital of financial assets carried at cost
Derecognition of hedging derivative financial instruments
Interest received

Other dividends received

Dividends received from investments accounted for using equity method
Refundable deposits paid

Refundable deposits refunded

Decrease in receivables for temporary payments

Cash inflow from incorporation of subsidiary

Net cash used in investing activities

CASH FLOWS FROM FINANCING ACTIVITIES
Increase in short-term loans

Repayment of bonds

Interest paid

Guarantee deposits received

Guarantee deposits refunded

Cash dividends

Payment of partial acquisition of interests in subsidiaries
Proceeds from partial disposal of interests in subsidiaries
Donation from shareholders

Net cash used in financing activities

NET DECREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR

CASH AND CASH EQUIVALENTS, END OF YEAR

2017

$140,395
13,160,000

13,226,816
27,409
14,080
38,097

1,552,725
141,803
5,005,132
(1,227,010)
416,600

(285,314,773)

10,394,485
(38,100,000)
(2,916,969)
205,075
(89,507)
(181,512,663)
(82,433,287)
257,648
7,938

(294,187,280)

(10,701,722)
249,878,563

$239,176,841

2016

$126,289
10,550,000
2,325
104,020

7,493

1,748,570
133,653
5,469,549
(138,204)
169,464
47,924
396,262

(321,918,310)

18,968,936
(12,000,000)
(2,644,187)
420,719
(421,002)
(155,582,283)
(74,130,714)
144,035

(225,244,496)

(14,615,020)
264,493,583

$249,878,563
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The accompanying notes are an integral part of the parent company only financial statements. (Concluded)

-10 -
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Taiwan Semiconductor Manufacturing Company Limited
NOTES TO PARENT COMPANY ONLY FINANCIAL STATEMENTS
FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016

(Amounts in Thousands of New Taiwan Dollars, Unless Specified Otherwise)

1. GENERAL

Taiwan Semiconductor Manufacturing Company Limited (the Company or TSMC ), a Republic of China (R.O.C.)
corporation, was incorporated on February 21, 1987. The Company is a dedicated foundry in the semiconductor
industry which engages mainly in the manufacturing, selling, packaging, testing and computer-aided design of
integrated circuits and other semiconductor devices and the manufacturing of masks.

On September 5, 1994, the Company s shares were listed on the Taiwan Stock Exchange (TWSE). On October 8,
1997, the Company listed some of its shares of stock on the New York Stock Exchange (NYSE) in the form of
American Depositary Shares (ADSs).

The address of its registered office and principal place of business is No. 8, Li-Hsin Rd. 6, Hsinchu Science Park,
Taiwan.

2. THE AUTHORIZATION OF FINANCIAL STATEMENTS

The accompanying parent company only financial statements were approved and authorized for issue by the Board of
Directors on February 13, 2018.

3. APPLICATION OF NEW AND REVISED INTERNATIONAL FINANCIAL REPORTING
STANDARDS

a. Initial application of the amendments to the Regulations Governing the Preparation of Financial Reports by
Securities Issuers and the International Financial Reporting Standards (IFRS), International Accounting
Standards (IAS), IFRIC Interpretations (IFRIC), and SIC Interpretations (SIC) (collectively, IFRSs )
endorsed and issued into effect by the Financial Supervisory Commission (FSC)

Except for the following, the initial application of the amendments to the Regulations Governing the Preparation of
Financial Reports by Securities Issuers and the IFRSs endorsed and issued into effect by the FSC did not have a
significant effect on the Company s accounting policies:

1)  Amendments to the Regulations Governing the Preparation of Financial Reports by Securities Issuers
The amendments stipulate that other companies or institutions of which the chairman of the board of directors or
president serves as the chairman of the board of directors or the president, or is the spouse or second immediate family
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of the chairman of the board of directors or president of the Company are deemed to have a substantive related party
relationship, unless it can be demonstrated that no control, joint control, or significant influence exists. Furthermore,
the amendments require the disclosure of the names of the related parties and the relationship with whom the
Company has transaction. If the transaction or balance with a specific related party is 10% or more of the Company s
respective total transaction or balance, such transaction should be separately disclosed by the name of each related

party.

When the amendments are applied retrospectively from January 1, 2017, the disclosure of related party transactions is
enhanced, please refer to Note 32.

-11 -

26



Edgar Filing: TAIWAN SEMICONDUCTOR MANUFACTURING CO LTD - Form 6-K

b. The IFRSs issued by International Accounting Standards Board (IASB) and endorsed by FSC with effective

date starting 2018

Effective Date Issued
New, Revised or Amended Standards and Interpretations by IASB
Annual Improvements to IFRSs 2014-2016 Cycle Note 1
Amendment to IFRS 2  Classification and Measurement of Share-based January 1, 2018
Payment Transactions
IFRS 9 Financial Instruments January 1, 2018
Amendments to IFRS 9 and IFRS 7 Mandatory Effective Date of IFRS 9 and January 1, 2018
Transition Disclosure
IFRS 15 Revenue from Contracts with Customers January 1, 2018
Amendment to IFRS 15 Clarifications to IFRS 15 January 1, 2018
Amendment to IAS 7 Disclosure Initiative January 1, 2017
Amendment to IAS 12 Recognition of Deferred Tax Assets for Unrealized January 1, 2017
Losses
IFRIC 22 Foreign Currency Transactions and Advance Consideration January 1, 2018

Note 1: The amendment to IFRS 12 is retrospectively applied for annual periods beginning on or after
January 1, 2017; the amendment to IAS 28 is retrospectively applied for annual periods beginning
on or after January 1, 2018.
Except for the following items, the Company believes that the adoption of aforementioned standards or interpretations
will not have a significant effect on the Company s accounting policies.

1) IFRS 9 Financial Instruments and related amendments
Classification. measurement and impairment of financial assets

All recognized financial assets currently in the scope of IAS 39, Financial Instruments: Recognition and
Measurement, will be subsequently measured at either the amortized cost or the fair value. The classification and
measurement requirements in IFRS 9 are stated as follows.

The invested equity instruments should be measured at the fair value through profit or loss (FVTPL). However, the
entity may irrevocably designate an investment in equity instruments that is not held for trading as measured at fair
value through other comprehensive income (FVTOCI). All relevant gains and losses shall be recognized in other
comprehensive income, except for dividends which are recognized in profit or loss. No subsequent impairment
assessment is required, and the cumulative gain or loss previously recognized in other comprehensive income cannot
be reclassified from equity to profit or loss.

IFRS 9 adds a new expected loss impairment model to measure the impairment of financial assets. A loss allowance
for expected credit losses should be recognized on financial assets measured at amortized cost. If the credit risk on a
financial instrument has not increased significantly since initial recognition, the loss allowance for that financial
instrument should be measured at an amount equal to 12-month expected credit losses. If the credit risk on a financial
instrument has increased significantly since initial recognition and is not deemed to be a low credit risk, the loss
allowance for that financial instrument should be measured at an amount equal to the lifetime expected credit losses.
A simplified approach is allowed for accounts receivables and the loss allowance could be measured at an amount
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equal to lifetime expected credit losses.

“12-

28



Edgar Filing: TAIWAN SEMICONDUCTOR MANUFACTURING CO LTD - Form 6-K

The Company elects not to restate prior reporting period when applying the requirements for the classification,
measurement and impairment of financial assets and financial liabilities under IFRS 9 with the cumulative effect of
the initial application recognized at the date of initial application.

The anticipated impact on measurement categories, carrying amount and related reconciliation for each class of the
Company s financial assets and financial liabilities when retrospectively applying IFRS 9 on January 1, 2018 is
detailed below:

Measurement Category Carrying Amount

Financial

Assets TAS 39

Cash and cash Loans and receivables
equivalents
Derivatives Held for trading
Hedging instruments
Equity Available-for-sale
securities

Notes and Loans and receivables

IFRS 9
Amortized cost
Mandatorily at FVTPL

Hedging instruments
FVTOCI

Amortized cost

IAS 39

$239,176,841

373,351
7,378
2,808,606

IFRS 9
$239,176,841

Note
(1)

373,351
7,378

3,377,145  (2)

123,199,044 123,443,817

(1)
accounts

receivable

(including

related

parties), other

receivables

and refundable

deposits

Financial

Liabilities
Derivatives Held for trading
Hedging instruments

Amortized cost

Mandatorily at FVTPL
Hedging instruments
Amortized cost

18,764
15,562
294,856,247

18,764
15,562
Short-term 294,856,247
loans,

accounts

payable

(including

related

parties),

payables to

contractors

and equipment

suppliers,

accrued

expenses and

other current

liabilities,

bonds payable

and guarantee
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deposits
Carrying Retained  Other
Carrying Equity
Amount Earnings
as of Amount as Effect
of Effect on on
December 31,
2017 Reclassifi- Remea- January 1, January 1,January 1,
Financial (IAS 2018 (IFRS
Assets 39) cations surements 9) 2018 2018
FVTPL $373,351 $ $ $ 373,351 $ $
FVTOCI
- Equity
instruments
Add: From 2,808,606 568,539 3,377,145 534,270 34,269
available for
sale
2,808,606 568,539 3,377,145 534270 34,269
Amortized
cost
Add: From 362,375,885 244,773 362,620,658 244,773
loans and
receivables
362,375,885 244,773 362,620,658 244,773
Hedging 7,378 7,378
instruments
Total $ 380,729 $365,184,491 $813,312 $366,378,532 $779,043 $ 34,269

Carrying Retained
Carrying Other
Amount as  Earnings Equity
Amount as of of
Effect on Effect on
December 31, Adjustments January 1,
2017 Arising from 2018 January 1, January 1,
Initial
(IAS39) Application (IFRS9) 2018 2018

Investments accounted
for using equity method $ 463,986,364 $ 400,137 $464,386,501 $ 745,247 $(345,110)

Note

2)

)

Note

3)
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(1) Cash and cash equivalents, notes and accounts receivable (including related parties), other receivables
and refundable deposits were classified as loans and receivables under IAS 39 are now classified at
amortized cost with assessment of future 12-month or lifetime expected credit loss under IFRS 9. As a
result of retrospective application, the adjustments for accounts receivable would result in a decrease in
loss of allowance of NT$244,773 thousand and an increase in retained earnings of
NT$244,773 thousand on January 1, 2018.

-13-
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(2) Asequity investments that were previously classified as available-for-sale financial assets under IAS
39 are not held for trading, the Company elected to designate all of these investments as at FVTOCI
under IFRS 9. As a result, the related other equity-unrealized gain/loss on available-for-sale financial
assets of NT$206,015 thousand is reclassified to increase other equity - unrealized gain/loss on
financial assets at FVTOCL.
As equity investments previously measured at cost under IAS 39 are remeasured at fair value under IFRS 9, the
adjustments would result in an increase in financial assets at FVTOCI of NT$568,539 thousand and an increase in
other equity-unrealized gain/loss on financial assets at FVTOCI of NT$568,539 thousand on January 1, 2018.

For those equity investments previously classified as available-for-sale financial assets (including measured at cost
financial assets) under IAS 39, the impairment losses that the Company had recognized have been accumulated in
retained earnings. Since these investments were designated as at FVTOCI under IFRS 9 and no impairment
assessment is required, the adjustments would result in a decrease in other equity - unrealized gain/loss on financial
assets at FVTOCI of NT$534,270 thousand and an increase in retained earnings of NT$534,270 thousand on
January 1, 2018.

(3) With the retrospective adoption of IFRS 9 by associates accounted for using equity method, the
corresponding adjustments made by the Company would result in an increase in investments accounted
for using equity method of NT$400,137 thousand, a decrease in other equity- unrealized gain/loss on
financial assets at FVTOCI of NT$765,199 thousand, an increase in other equity- unrealized gain/loss
on available-for-sale financial assets of NT$420,089 thousand and an increase in retained earnings of
NT$745,247 thousand on January 1, 2018.

Hedge accounting

The main changes in hedge accounting amended the application requirements for hedge accounting to better reflect
the entity s risk management activities. Compared with IAS 39, the main changes include: (1) enhancing types of
transactions eligible for hedge accounting, specifically broadening the risks eligible for hedge accounting of
non-financial items; (2) changing the way the hedging cost of derivative instruments are accounted for to reduce profit
or loss volatility; and (3) replacing retrospective effectiveness assessment with the principle of economic relationship
between the hedging instrument and the hedged item.

A preliminary assessment of the Company s current hedging relationships indicates that they will qualify as continuing

hedging relationships under IFRS 9. The Company will prospectively apply the requirements for hedge accounting
upon initial application of IFRS 9.

2) IFRS 15 Revenue from Contracts with Customers and related amendments
IFRS 15 establishes principles for recognizing revenue that apply to all contracts with customers, and will supersede
IAS 18 Revenue, IAS 11 Construction Contracts, and a number of revenue-related interpretations.

When applying IFRS 15, the Company shall recognize revenue by applying the following steps:

Identify the contract with the customer;
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Identify the performance obligations in the contract;

Determine the transaction price;

Allocate the transaction price to the performance obligations in the contract; and

Recognize revenue when the entity satisfies a performance obligation.

-14 -
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The Company elects only to retrospectively apply IFRS 15 to contracts that were not completed on January 1, 2018
and elects not to restate prior reporting period with the cumulative effect of the initial application recognized at the
date of initial application.

The anticipated impact on assets, liabilities and equity when retrospectively applying IFRS 15 on January 1, 2018 is
detailed below:

Carrying
Amount as of
December 31,

2017 Carrying
Adjustments  Amount as of
(IAS 18 and Arising January 1,

revenue-related from Initial 2018 (IFRS

interpretations) Application 15) Note
Investments accounted for using equity $ 463,986,364 $ 32,029 $ 464,018,393 (1)
method
Total effect on assets $ 32,029
Provisions - current 13,174,825 $(13,174,825) )
Accrued expenses and other current 57,686,386 13,174,825 70,861,211  (2)
liabilities
Total effect on liabilities $
Retained earnings 1,233,362,010 $ 32,029 1,233,394,039 (1)
Total effect on equity $ 32,029

(1) Prior to the application of IFRS 15, the Company recognizes revenue based on the accounting
treatment of the sales of goods. Under IFRS 15, certain subsidiaries and associates accounted for
using equity method will change to recognize revenue over time because customers are deemed to
have control over the products when the products are manufactured. As a result, the Company will
adjust related investments and equity accordingly.

(2) Prior to the application of IFRS 15, the Company recognized the estimation of sales returns and
allowance as provisions. Under IFRS 15, the Company recognizes such estimation as refund
liability (classified under accrued expenses and other current liabilities).

Except for the aforementioned impact, as of the date the accompanying parent company only financial statements
were authorized for issue, the Company continues in evaluating the impact on its financial position and financial

performance as a result of the initial adoption of the other standards or interpretations. The related impact will be
disclosed when the Company completes the evaluation.
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The IFRSs issued by IASB but not yet endorsed and issued into effect by FSC

New, Revised or Amended Standards and Interpretations

Annual Improvements to IFRSs 2015-2017 Cycle

Amendments to IFRS 9 Prepayment Features with Negative Compensation
Amendments to IFRS 10 and IAS 28 Sale or Contribution of Assets between
an Investor and its Associate or Joint Venture

- 15 -

Effective Date Issued by
IASB

January 1, 2019
January 1, 2019
To be determined by IASB

(Continued)
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Effective Date Issued
New, Revised or Amended Standards and Interpretations by IASB
IFRS 16 Leases January 1, 2019 (Note 2)
Amendments to IAS 19 Plan Amendment, Curtailment or Settlement January 1, 2019
Amendments to IAS 28 Long-term Interests in Associates and Joint Ventures January 1, 2019
IFRIC 23 Uncertainty over Income Tax Treatments January 1, 2019
(Concluded)

Note 2:  On December 19, 2017, the FSC announced that IFRS 16 will take effect starting January 1, 2019.
Except for the following items, the Company believes that the adoption of aforementioned standards or interpretations
will not have a significant effect on the Company s accounting policies.

1) IFRS 16 Leases
IFRS 16 sets out the accounting standards for leases that will supersede IAS 17 and a number of related
interpretations.

Under IFRS 16, if the Company is a lessee, it shall recognize right-of-use assets and lease liabilities for all leases on
the parent company only balance sheets except for low-value and short-term leases. The Company may elect to apply
the accounting method similar to the accounting for operating lease under IAS 17 to the low-value and short-term
leases. On the parent company only statements of comprehensive income, the Company should present the
depreciation expense charged on the right-of-use asset separately from interest expense accrued on the lease liability;
interest is computed by using effective interest method. On the parent company only statements of cash flows, cash
payments for both the principal and interest portion of the lease liability are classified within financing activities.

When IFRS 16 becomes effective, the Company may elect to apply this Standard either retrospectively to each prior
reporting period presented or retrospectively with the cumulative effect of the initial application of this Standard
recognized at the date of initial application.

Except for the aforementioned impact, as of the date the accompanying parent company only financial statements
were authorized for issue, the Company continues in evaluating the impact on its financial position and financial

performance as a result of the initial adoption of the other standards or interpretations. The related impact will be
disclosed when the Company completes the evaluation.

4. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

For the convenience of readers, the accompanying parent company only financial statements have been translated into
English from the original Chinese version prepared and used in the R.O.C. If there is any conflict between the English
version and the original Chinese version or any difference in the interpretation of the two versions, the
Chinese-language parent company only financial statements shall prevail.

Statement of Compliance

The accompanying parent company only financial statements have been prepared in conformity with the Regulations
Governing the Preparation of Financial Reports by Securities Issuers (the Accounting Standards Used in Preparation
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of the Parent Company Only Financial Statements ).
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Basis of Preparation

The accompanying parent company only financial statements have been prepared on the historical cost basis except
for financial instruments that are measured at fair values, as explained in the accounting policies below. Historical cost
is generally based on the fair value of the consideration given in exchange for the assets.

When preparing the parent company only financial statements, the Company account for subsidiaries and associates
by using the equity method. In order to agree with the amount of net income, other comprehensive income and equity
attributable to shareholders of the parent in the consolidated financial statements, the differences of the accounting
treatment between the parent company only basis and the consolidated basis are adjusted under the heading of
investments accounted for using equity method, share of profits of subsidiaries and associates and share of other
comprehensive income of subsidiaries and associates in the parent company only financial statements.

Foreign Currencies

In preparing the parent company only financial statements, transactions in currencies other than the entity s functional
currency (foreign currencies) are recognized at the rates of exchange prevailing at the dates of the transactions. At the
end of each reporting period, monetary items denominated in foreign currencies are retranslated at the rates prevailing
at that date. Such exchange differences are recognized in profit or loss in the year in which they arise. Non-monetary
items measured at fair value that are denominated in foreign currencies are retranslated at the rates prevailing at the
date when the fair value was determined. Exchange differences arising on the retranslation of non-monetary items are
included in profit or loss for the year except for exchange differences arising on the retranslation of non-monetary
items in respect of which gains and losses are recognized directly in other comprehensive income, in which case, the
exchange differences are also recognized directly in other comprehensive income. Non-monetary items that are
measured in terms of historical cost in foreign currencies are not retranslated.

For the purposes of presenting parent company only financial statements, the assets and liabilities of the Company s
foreign operations are translated into NT$ using exchange rates prevailing at the end of each reporting period. Income
and expense items are translated at the average exchange rates for the period. Exchange differences arising, if any, are
recognized in other comprehensive income and accumulated in equity.

Classification of Current and Noncurrent Assets and Liabilities

Current assets are assets held for trading purposes and assets expected to be converted to cash, sold or consumed
within one year from the end of the reporting period. Current liabilities are obligations incurred for trading purposes
and obligations expected to be settled within one year from the end of the reporting period. Assets and liabilities that
are not classified as current are noncurrent assets and liabilities, respectively.

Cash Equivalents

Cash equivalents, for the purpose of meeting short-term cash commitments, consist of highly liquid time deposits and
investments that are readily convertible to known amounts of cash and which are subject to an insignificant risk of
changes in value.

Financial Instruments

Financial assets and liabilities shall be recognized when the Company becomes a party to the contractual provisions of
the instruments.
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Financial assets and liabilities are initially recognized at fair values. Transaction costs that are directly attributable to
the acquisition or issue of financial assets and financial liabilities (other than financial assets and financial liabilities at
fair value through profit or loss) are added to or deducted from the fair value of the financial assets or financial
liabilities, as appropriate, on initial recognition. Transaction costs directly attributable to the acquisition of financial
assets or financial liabilities at fair value through profit or loss are recognized immediately in profit or loss.

Financial Assets

Financial assets are classified into the following specified categories: Financial assets at FVTPL , held-to-maturity
financial assets, available-for-sale financial assets and loans and receivables . The classification depends on the nature
and purpose of the financial assets and is determined at the time of initial recognition. Regular way purchases or sales

of financial assets are recognized and derecognized on a trade date or settlement date basis for which financial assets

were classified in the same way, respectively. Regular way purchases or sales are purchases or sales of financial assets

that require delivery of assets within the time frame established by regulation or convention in the marketplace.

Financial assets at fair value through profit or loss

Financial assets are classified as at fair value through profit or loss when the financial asset is either held for trading or
it is designated as at fair value through profit or loss.

Financial assets at fair value through profit or loss are stated at fair value, with any gains or losses arising on
remeasurement recognized in profit or loss.

Held-to-maturity financial assets

Held-to-maturity investments are non-derivative financial assets with fixed or determinable payments and fixed
maturity dates that the Company has the positive intent and ability to hold to maturity. Subsequent to initial
recognition, held-to-maturity financial assets are measured at amortized cost using the effective interest method less
any impairment.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are either designated as available-for-sale or
are not classified as (a) loans and receivables, (b) held-to-maturity financial assets or (c) financial assets at fair value
through profit or loss.

Available-for-sale financial assets are measured at fair value. Interest income from available-for-sale monetary
financial assets and dividends on available-for-sale equity investments are recognized in profit or loss. Other changes
in the carrying amount of available-for-sale financial assets are recognized in other comprehensive income. When the
investment is disposed of or is determined to be impaired, the cumulative gain or loss previously recognized in other
comprehensive income is reclassified to profit or loss.

Dividends on available-for-sale equity instruments are recognized in profit or loss when the Company s right to receive
the dividends is established.

Available-for-sale equity instruments that do not have a quoted market price in an active market and whose fair value
cannot be reliably measured are measured at cost less any identified impairment losses at the end of each reporting
period. Such equity instruments are subsequently remeasured at fair value when their fair value can be reliably
measured, and the difference between the carrying amount and fair value is recognized in profit or loss or other
comprehensive income.
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Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or determinable payments that are not quoted in
an active market. Loans and receivables including cash and cash equivalents, notes and accounts receivable and other
receivables are measured at amortized cost using the effective interest method, less any impairment, except for those
loans and receivables with immaterial discounted effect.

Impairment of financial assets

Financial assets, other than those carried at FVTPL, are assessed for indicators of impairment at the end of each
reporting period. Those financial assets are considered to be impaired when there is objective evidence that, as a result
of one or more events that occurred after the initial recognition of the financial assets, their estimated future cash
flows have been affected.

For financial assets carried at amortized cost, such as trade receivables, assets that are assessed not to be impaired
individually are, in addition, assessed for impairment on a collective basis. The Company assesses the collectability of
receivables by performing the account aging analysis and examining current trends in the credit quality of its
customers.

For financial assets carried at amortized cost, the amount of the impairment loss is the difference between the asset s
carrying amount and the present value of estimated future cash flows, discounted at the financial asset s original
effective interest rate.

For financial assets measured at amortized cost, if, in a subsequent period, the amount of the impairment loss
decreases and the decrease can be related objectively to an event occurring after the impairment loss was recognized,
the previously recognized impairment loss is reversed through profit or loss to the extent that the carrying amount of
the financial assets at the date the impairment loss is reversed does not exceed what the amortized cost would have
been had the impairment loss not been recognized.

When an available-for-sale financial asset is considered to be impaired, cumulative gains or losses previously
recognized in other comprehensive income are reclassified to profit or loss in the year.

In respect of available-for-sale equity instruments, impairment losses previously recognized in profit or loss are not
reversed through profit or loss. Any increase in fair value subsequent to the recognition of an impairment loss is
recognized in other comprehensive income and accumulated under the heading of unrealized gains or losses from
available-for-sale financial assets.

For financial assets carried at cost, the amount of the impairment loss is measured as the difference between the asset s
carrying amount and the present value of the estimated future cash flows discounted at the current market rate of
return for a similar financial asset. Such impairment loss will not be reversed in subsequent periods.

The carrying amount of the financial asset is reduced by the impairment loss directly for all financial assets with the
exception of trade receivables, where the carrying amount is reduced through the use of an allowance account. When a
trade receivable is considered uncollectible, it is written off against the allowance account. Subsequent recoveries of
amounts previously written off are credited against the allowance account.

Derecognition of financial assets

The Company derecognizes a financial asset only when the contractual rights to the cash flows from the financial
asset expire, or when it transfers the financial asset and substantially all the risks and rewards of ownership of the
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financial asset to another entity.
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On derecognition of a financial asset in its entirety, the difference between the financial asset s carrying amount and
the sum of the consideration received and receivable and the cumulative gain or loss that had been recognized in other
comprehensive income and accumulated in equity is recognized in profit or loss.

Financial Liabilities and Equity Instruments

Classification as debt or equity

Debt and equity instruments issued by the Company are classified as either financial liabilities or as equity in
accordance with the substance of the contractual arrangements 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. Equity instruments issued by the Company are recognized at the proceeds received, net of direct issue costs.

Financial liabilities
Financial liabilities are subsequently measured either at amortized cost using effective interest method or at FVTPL.

Financial liabilities are classified as at fair value through profit or loss when the financial liability is either held for
trading or is designated as at fair value through profit or loss.

Financial liabilities at fair value through profit or loss are stated at fair value, with any gains or losses arising on
remeasurement recognized in profit or loss.

Financial liabilities other than those held for trading purposes and designated as at FVTPL are subsequently measured
at amortized cost at the end of each reporting period.

Derecognition of financial liabilities

The Company derecognizes financial liabilities when, and only when, the Company s obligations are discharged,
cancelled or they expire. The difference between the carrying amount of the financial liability derecognized and the
consideration paid and payable is recognized in profit or loss.

Derivative Financial Instruments

Derivative financial instruments are initially recognized at fair value at the date the derivative contracts are entered
into and are subsequently remeasured to their fair value at the end of each reporting period. The resulting gain or loss
is recognized in profit or loss immediately unless the derivative financial instrument is designated and effective as a
hedging instrument, in which event the timing of the recognition in profit or loss depends on the nature of the hedge
relationship.

Financial Instruments Designated as at Fair Value through Profit or Loss

A financial instrument may be designated as at FVTPL upon initial recognition. The financial instrument forms part of
a group of financial assets or financial liabilities or both, which is managed and its performance is evaluated on a fair
value basis, in accordance with the Company s documented risk management or investment strategy, and information
about the grouping is provided internally on that basis.
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Hedge Accounting

Cash Flow Hedge

The Company designates certain hedging instruments, such as forward exchange contracts, to partially hedge its
foreign exchange rate risks associated with certain highly probable forecast transactions, such as capital expenditures.
The effective portion of changes in the fair value of hedging instruments is recognized in other comprehensive
income. When the forecast transactions actually take place, the associated gains or losses that were recognized in other
comprehensive income are removed from equity and included in the initial cost of the hedged items. The gains or
losses from hedging instruments relating to the ineffective portion are recognized immediately in profit or loss.

Hedge accounting is discontinued prospectively when the Company revokes the designated hedging relationship, or
when the hedging instruments expire or are sold, terminated, or exercised, or no longer meet the criteria for hedge
accounting.

Inventories

Inventories are stated at the lower of cost or net realizable value. Inventories are recorded at standard cost and adjusted
to approximate weighted-average cost at the end of the reporting period. Net realizable value represents the estimated
selling price of inventories less all estimated costs of completion and costs necessary to make the sale.

Investments Accounted for Using Equity Method

Investments accounted for using the equity method include investments in subsidiaries and associates.
Investment in subsidiaries

A subsidiary is an entity that is controlled by the Company.

Under the equity method, an investment in a subsidiary is initially recognized at cost and adjusted thereafter to
recognize the Company s share of profit or loss and other comprehensive income of the subsidiary as well as the
distribution received. The Company also recognized its share in the changes in the equity of subsidiaries.

Changes in the Company s ownership interests in subsidiaries that do not result in the Company losing control over the
subsidiaries are accounted for as equity transactions. Any difference between the carrying amount of the subsidiary
and the fair value of the consideration paid or received is recognized directly in equity.

When the Company loses control of a subsidiary, any retained investment of the former subsidiary is measured at the
fair value at that date. A gain or loss is recognized in profit or loss and calculated as the difference between (a) the
aggregate of the fair value of consideration received and the fair value of any retained interest at the date when control
is lost; and (b) the previous carrying amount of the investments in such subsidiary. In addition, the Company shall
account for all amounts previously recognized in other comprehensive income in relation to the subsidiary on the
same basis as would be required if the subsidiary had directly disposed of the related assets and liabilities.

When the Company transacts with its subsidiaries, profits and losses resulting from the transactions with the

subsidiaries are recognized in the Company s parent company only financial statements only to the extent of interests
in the subsidiaries that are not owned by the Company.
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Investment in associates

An associate is an entity over which the Company has significant influence and that is neither a subsidiary nor a joint
venture. Significant influence is the power to participate in the financial and operating policy decisions of the investee
but is not control or joint control over those policies.

The operating results and assets and liabilities of associates are incorporated in these parent company only financial
statements using the equity method of accounting. Under the equity method, an investment in an associate is initially
recognized in the statement of financial position at cost and adjusted thereafter to recognize the Company s share of
profit or loss and other comprehensive income of the associate as well as the distribution received. The Company also
recognizes its share in the changes in the equities of associates.

Any excess of the cost of acquisition over the Company s share of the net fair value of the identifiable assets, liabilities
and contingent liabilities of an associate recognized at the date of acquisition is recognized as goodwill, which is
included within the carrying amount of the investment. Any excess of the Company s share of the net fair value of the
identifiable assets, liabilities and contingent liabilities over the cost of acquisition, after reassessment, is recognized
immediately in profit or loss.

When necessary, the entire carrying amount of the investment (including goodwill) is tested for impairment as a single
asset by comparing its recoverable amount (higher of value in use and fair value less costs to sell) with its carrying
amount. Any impairment loss recognized forms part of the carrying amount of the investment. Any reversal of that
impairment loss is recognized to the extent that the recoverable amount of the investment subsequently increases.

The Company discontinues the use of the equity method from the date when the Company ceases to have significant
influence over an associate. When the Company retains an interest in the former associate, the Company measures the
retained interest at fair value at that date. The difference between the carrying amount of the associate at the date the
equity method was discontinued, and the fair value of any retained interest and any proceeds from disposing of a part
interest in the associate is included in the determination of the gain or loss on disposal of the associate. In addition, the
Company shall account for all amounts recognized in other comprehensive income in relation to that associate on the
same basis as would be required if the associate had directly disposed of the related assets or liabilities. If the
Company s ownership interest in an associate is reduced as a result of disposal, but the investment continues to be an
associate, the Company should reclassify to profit or loss only a proportionate amount of the gain or loss previously
recognized in other comprehensive income.

When the Company subscribes to additional shares in an associate at a percentage different from its existing

ownership percentage, the resulting carrying amount of the investment differs from the amount of the Company s
proportionate interest in the net assets of the associate. The Company records such a difference as an adjustment to
investments with the corresponding amount charged or credited to capital surplus. If the Company s ownership interest
is reduced due to the additional subscription to the shares of associate by other investors, the proportionate amount of
the gains or losses previously recognized in other comprehensive income in relation to that associate shall be
reclassified to profit or loss on the same basis as would be required if the associate had directly disposed of the related
assets or liabilities.

When the Company transacts with an associate, profits and losses resulting from the transactions with the associate
are recognized in the Company s parent company only financial statements only to the extent of interests in the

associate that are not owned by the Company.

Property, Plant and Equipment
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Property, plant and equipment are measured at cost less accumulated depreciation and accumulated impairment. Costs
include any incremental costs that are directly attributable to the construction or acquisition of the item of property,
plant and equipment.
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Properties in the course of construction for production, supply or administrative purposes are carried at cost, less any
recognized impairment loss. Such properties are classified to the appropriate categories of property, plant and
equipment when completed and ready for intended use. Depreciation of these assets, on the same basis as other
property assets, commences when the assets are ready for their intended use.

Depreciation is recognized so as to write off the cost of the assets less their residual values over their useful lives, and
it is computed using the straight-line method over the following estimated useful lives: buildings - 10 to 20 years;
machinery and equipment - 2 to 5 years; and office equipment - 3 to 5 years. The estimated useful lives, residual
values and depreciation method are reviewed at the end of each reporting period, with the effect of any changes in
estimates accounted for on a prospective basis. Land is not depreciated.

An item of property, plant and equipment is derecognized upon disposal or when no future economic benefits are
expected to arise from the continued use of the assets. Any gain or loss arising on the disposal or retirement of an item
of property, plant and equipment is determined as the difference between the sales proceeds and the carrying amount
of the asset and is recognized in profit or loss.

Leases

Leases are classified as finance lease whenever the terms of the lease transfer substantially all the risks and rewards of
ownership to the lessee. All other leases are classified as operating leases.

The Company as lessor

Rental income from operating leases is recognized on a straight-line basis over the term of the relevant lease.
The Company as lessee

Operating lease payments are recognized as an expense on a straight-line basis over the lease term.
Intangible Assets

Goodwill

Goodwill arising on an acquisition of a business is carried at cost as established at the date of acquisition of the
business less accumulated impairment losses, if any.

Other intangible assets

Other separately acquired intangible assets with finite useful lives are carried at cost less accumulated amortization
and accumulated impairment losses. Amortization is recognized using the straight-line method over the following
estimated useful lives: Technology license fees - the estimated life of the technology or the term of the technology
transfer contract; software and system design costs - 3 years or contract period; patent and others - the economic life
or contract period. The estimated useful life and amortization method are reviewed at the end of each reporting period,
with the effect of any changes in estimate being accounted for on a prospective basis.

Impairment of Tangible and Intangible Assets

Goodwill
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Goodwill is not amortized and instead is tested for impairment annually, or more frequently when there is an
indication that the cash generating unit may be impaired. For the purpose of impairment testing, goodwill is allocated
to each of the Company s cash generating units or groups of cash-generating units that are expected to benefit. If the
recoverable amount of a cash generating unit is less than its carrying
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amount, the difference is allocated first to reduce the carrying amount of any goodwill allocated to such
cash-generating unit and then to the other assets of the cash generating unit pro rata based on the carrying amount of
each asset in the cash generating unit. Any impairment loss for goodwill is recognized directly in profit or loss. An
impairment loss recognized for goodwill is not reversed in subsequent periods.

Other tangible and intangible assets

At the end of each reporting period, the Company reviews the carrying amounts of its tangible and intangible assets to
determine whether there is any indication that those assets have suffered an impairment loss. If any such indication
exists, the recoverable amount of the asset is estimated in order to determine the extent of the impairment loss. When
it is not possible to estimate the recoverable amount of an individual asset, the Company estimates the recoverable
amount of the cash-generating unit to which the asset belongs. When a reasonable and consistent basis of allocation
can be identified, corporate assets are also allocated to individual cash-generating units, or otherwise they are
allocated to the smallest group of cash-generating units for which a reasonable and consistent allocation basis can be
identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the
estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset for which the estimates of future
cash flows have not been adjusted.

If the recoverable amount of an asset or cash-generating unit is estimated to be less than its carrying amount, the
carrying amount of the asset or cash-generating unit is reduced to its recoverable amount. An impairment loss is
recognized immediately in profit or loss.

When an impairment loss subsequently reverses, the carrying amount of the asset or a cash-generating unit is
increased to the revised estimate of its recoverable amount, but the increased carrying amount does not exceed the
carrying amount that would have been determined had no impairment loss been recognized for the asset or
cash-generating unit in prior years. A reversal of an impairment loss is recognized immediately in profit or loss.

Provision

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a past
event, it is probable that the Company will be required to settle the obligation, and a reliable estimate can be made of
the amount of the obligation.

The amount recognized as a provision is the best estimate of the consideration required to settle the present obligation
at the end of the reporting period, taking into account the risks and uncertainties surrounding the obligation. When a
provision is measured using the cash flows estimated to settle the present obligation, its carrying amount is the present
value of those cash flows.

Guarantee Deposit
Guarantee deposit mainly consists of cash received under deposit agreements with customers to ensure they have
access to the Company s specified capacity; and as guarantee of accounts receivable to ensure payment from

customers. Cash received from customers is recorded as guarantee deposit upon receipt. Guarantee deposits are
refunded to customers when terms and conditions set forth in the deposit agreements have been satisfied.
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Revenue Recognition

Revenue is measured at the fair value of the consideration received or receivable. Revenue is reduced for estimated
customer returns, rebates and other similar allowances.

Sale of goods

Revenue from the sale of goods is recognized when the goods are delivered and titles have passed, at which time all
the following conditions are satisfied:

The Company has transferred to the buyer the significant risks and rewards of ownership of the goods;

The Company retains neither continuing managerial involvement to the degree usually associated with
ownership nor effective control over the goods sold;

The amount of revenue can be measured reliably;

It is probable that the economic benefits associated with the transaction will flow to the Company; and

The costs incurred or to be incurred in respect of the transaction can be measured reliably.
In principle, payment term granted to customers is due 30 days from the invoice date or 30 days from the end of the
month of when the invoice is issued. Due to the short term nature of the receivables from sale of goods with the
immaterial discounted effect, the Company measures them at the original invoice amounts without discounting.

Royalties. dividend and interest income

Revenue from royalties is recognized on an accrual basis in accordance with the substance of the relevant agreement,
provided that it is probable that the economic benefits will flow to the Company and the amount of revenue can be
measured reliably.

Dividend income from investments is recognized when the shareholder s right to receive payment has been
established, provided that it is probable that the economic benefits will flow to the Company and the amount of
income can be measured reliably.

Interest income from a financial asset is recognized when it is probable that the economic benefits will flow to the
Company and the amount of income can be measured reliably. Interest income is accrued on a time basis, by reference

to the principal outstanding and at the effective interest rate applicable.

Employee Benefits

Short-term employee benefits

Liabilities recognized in respect of short-term employee benefits are measured at the undiscounted amount of the
benefits expected to be paid in exchange for service rendered by employees.
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Retirement benefits

For defined contribution retirement benefit plans, payments to the benefit plan are recognized as an expense when the
employees have rendered service entitling them to the contribution. For defined benefit retirement benefit plans, the
cost of providing benefit is recognized based on actuarial calculations.

Defined benefit costs (including service cost, net interest and remeasurement) under the defined benefit retirement
benefit plans are determined using the Projected Unit Credit Method. Service cost (including current service cost), and
net interest on the net defined benefit liability (asset) are recognized as employee benefits expense in the period they
occur. Remeasurement, comprising actuarial gains and losses and the return on plan assets (excluding interest), is
recognized in other comprehensive income in the period in which they occur. Remeasurement recognized in other
comprehensive income is reflected immediately in retained earnings and will not be reclassified to profit or loss.
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Net defined benefit liability represents the actual deficit in the Company s defined benefit plan.
Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.

Current tax

Income tax on unappropriated earnings is expensed in the year the shareholders approved the appropriation of
earnings which is the year subsequent to the year the earnings are generated.

Adjustments of prior years tax liabilities are added to or deducted from the current year s tax provision.
Deferred tax

Deferred tax is recognized on temporary differences between the carrying amounts of assets and liabilities in the
parent company only financial statements and the corresponding tax bases used in the computation of taxable profit.
Deferred tax liabilities are generally recognized for all taxable temporary differences. Deferred tax assets are generally
recognized for all deductible temporary differences and tax credits for research and development expenses to the
extent that it is probable that taxable profits will be available against which those deductible temporary differences can
be utilized.

Deferred tax liabilities are recognized for taxable temporary differences associated with investments in subsidiaries
and associates, except where the Company is able to control the reversal of the temporary difference and it is probable
that the temporary difference will not reverse in the foreseeable future. Deferred tax assets arising from deductible
temporary differences associated with such investments are only recognized to the extent that it is probable that there
will be sufficient taxable profits against which to utilize the benefits of the temporary differences and they are
expected to reverse in the foreseeable future.

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced to the extent
that it is no longer probable that sufficient taxable profits will be available to allow all or part of the deferred tax asset
to be recovered. The deferred tax assets which originally not recognized is also reviewed at the end of each reporting
period and recognized to the extent that it is probable that sufficient taxable profits will be available to allow all or
part of the deferred tax asset to be recovered.

Deferred tax liabilities and assets are measured at the tax rates that are expected to apply in the year in which the
liability is settled or the asset is realized, based on tax rates (and tax laws) that have been enacted or substantively
enacted by the end of the reporting period. The measurement of deferred tax liabilities and assets 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.

Current and deferred tax for the year

Current and deferred tax are recognized in profit or loss, except when they relate to items that are recognized in other
comprehensive income or directly in equity, in which case, the current and deferred tax are also recognized in other
comprehensive income or directly in equity, respectively.

Insurance Claim
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The Company recognizes insurance claim reimbursement for losses incurred related to disaster damages. Insurance
claim reimbursements are recorded, net of any deductible amounts, at the time while there is evidence that the claim
reimbursement is virtually certain to be received.
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5. CRITICAL ACCOUNTING JUDGMENTS AND KEY SOURCES OF ESTIMATION AND
UNCERTAINTY

In the application of the aforementioned Company s accounting policies, the Company is required to make judgments,

estimates and assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other

sources. The estimates and associated assumptions are based on historical experience and other factors that are

considered to be relevant. Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognized in the year in which the estimate is revised if the revision affects only that year, or in the year of the
revision and future years if the revision affects both current and future years.

Revenue Recognition

The Company recognizes revenue when the conditions described in Note 4 are satisfied. The Company also records a
provision for estimated future returns and other allowances in the same period the related revenue is recorded.
Provision for estimated sales returns and other allowances is generally made and adjusted based on historical
experience and the consideration of varying contractual terms, and the Company periodically reviews the adequacy of
the estimation used.

Impairment of Tangible and Intangible Assets Other than Goodwill

In the process of evaluating the potential impairment of tangible and intangible assets other than goodwill, the
Company is required to make subjective judgments in determining the independent cash flows, useful lives, expected
future revenue and expenses related to the specific asset groups with the consideration of the nature of semiconductor
industry. Any changes in these estimates based on changed economic conditions or business strategies could result in
significant impairment charges or reversal in future years.

Impairment of Goodwill

The assessment of impairment of goodwill requires the Company to make subjective judgment to determine the
identified cash-generating units, allocate the goodwill to relevant cash-generating units and estimate the recoverable
amount of relevant cash-generating units.

Impairment Assessment on Investment Using Equity Method

The Company assesses the impairment of investments accounted for using the equity method whenever triggering
events or changes in circumstances indicate that an investment may be impaired and carrying value may not be
recoverable. The Company measures the impairment based on a projected future cash flow of the investees, including
the underlying assumptions of sales growth rate and capacity utilization rate formulated by such investees internal
management team. The Company also takes into account market conditions and the relevant industry trends to ensure
the reasonableness of such assumptions.

Realization of Deferred Income Tax Assets

Deferred tax assets are recognized to the extent that it is probable that future taxable profits will be available against
which those deferred tax assets can be utilized. Assessment of the realization of the deferred tax assets requires the
Company s subjective judgment and estimate, including the future revenue growth and profitability, tax holidays, the
amount of tax credits can be utilized and feasible tax planning strategies. Any changes in the global economic
environment, the industry trends and relevant laws and regulations could result in significant adjustments to the
deferred tax assets.
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Valuation of Inventory

Inventories are stated at the lower of cost or net realizable 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 horizon.

Recognition and Measurement of Defined Benefit Plans
Net defined benefit liability and the resulting defined benefit costs under defined benefit pension plans are calculated
using the Projected Unit Credit Method. Actuarial assumptions comprise the discount rate, rate of employee turnover,

and future salary increase rate. Changes in economic circumstances and market conditions will affect these
assumptions and may have a material impact on the amount of the expense and the liability.

6. CASH AND CASH EQUIVALENTS

December 31,

December 31,

2017 2016
Cash and deposits in banks $ 239,176,841 $ 245,520,074
Repurchase agreements collateralized by corporate bonds 2,361,250
Commercial paper 1,997,239

$ 239,176,841 $ 249,878,563

Deposits in banks consisted of highly liquid time deposits that were readily convertible to known amounts of cash and
were subject to an insignificant risk of changes in value.

7. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS

December 31,

December 31,
2017 2016
Financial assets
Held for trading
Forward exchange contracts $ 373,351 $ 140,094
Cross currency swap contracts 10,976
$ 373,351 $ 151,070
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Financial liabilities

Held for trading
Forward exchange contracts $ 18,764 $ 62,441

The Company entered into derivative contracts to manage exposures due to fluctuations of foreign exchange rates.
These derivative contracts did not meet the criteria for hedge accounting. Therefore, the Company did not apply hedge
accounting treatment for these derivative contracts.
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Outstanding forward exchange contracts consisted of the following:

December 31. 2017

Sell NT$/Buy EUR
Sell NT$/Buy JPY
Sell US$/Buy NT$

December 31. 2016

Sell NT$/Buy EUR
Sell NT$/Buy JPY
Sell US$/Buy EUR
Sell US$/Buy NT$

Maturity Date

January 2018 to February 2018
February 2018
January 2018

January 2017
January 2017
January 2017
January 2017 to February 2017

Outstanding cross currency swap contracts consisted of the following:

Maturity Date
December 31. 2016
January 2017

8.
Commercial paper
Corporate bonds

9.

Contract Amount

(In Thousands)

US$170,000/NT$5,487,600

HELD-TO-MATURITY FINANCIAL ASSETS

HEDGING DERIVATIVE FINANCIAL INSTRUMENTS

Contract Amount
(In Thousands)

NT$6,002,786/EUR169,000
NT$996,294/JPY 3,800,000
US$1,643,000/NT$49,120,205

NT$5,393,329/EUR 159,400
NT$7,314,841/JPY26,501,800
US$4,180/EUR4,000
US$420,000/NT$13,531,450

Range
Range of of

Interest Ratebnterest Rates
Paid Received

3.98%

December 31,
2016

$ 8,628,176
2,819,362

$ 11,447,538

December 31,

2017
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Financial assets- current

Cash flow hedges
Forward exchange contracts $

Financial liabilities- current

Cash flow hedges
Forward exchange contracts $

-29.

7,378

15,562
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The Company entered into forward exchange contracts to partially hedge foreign exchange rate risks associated with
certain highly probable forecast transactions, such as capital expenditures. These contracts have maturities of 12
months or less.

Outstanding forward exchange contracts consisted of the following:

Contract
Amount
(In
Maturity Date Thousands)

December 31. 2017
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