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A Letter to Our Shareholders

Dear Shareholders:

Delta Electronics had outstanding performance in 2007. Not only did we reach record highs in sales revenues,
profits and market value, we also experienced success in every business unit and strengthened our leadership
in power supplies and electrical components. In addition, we earned the support of our customers in solar cells,
industrial automation products and networking products. Below is a summary of Delta’s operations in 2007 and

the outlook for 2008.

Delta’s consolidated sales revenues totaled NT$130.6 billion, an increase of 24% compared to 2006. Compared
to 2006, gross profit totaled NT$ 27.4 billion with an increase of 22%; net profit totaled NT$15.7 billion with an
increase of 26%; and net income after tax totaled NT$ 15.1 billion with an increase of 33%. Earnings per Share
(EPS) for 2007 totaled NT$7.15. Delta is proactive in yearly budget allocation and our achievements in 2007
have exceeded the internal budget objectives of our major financial indices. | would like to express my deep

appreciation to our management team and employees for their hard work and contributions.

In the power supply business, Delta is widely recognized as the leading company in switching power supplies
for the global electronics industry, and we continue to be the world’s number one in market shares for servers,
workstations, PCs, laptops, and game consoles. With Delta’s foremost technology and capabilities in research
and development, we are confident of continuously bringing innovative products that meet market trends as
well as the requirements for environmental protection and energy efficiency. In addition, Delta made substantial
market gains in flat panel TV power supplies, telecom power supplies, and uninterrupted power systems. We
launched new products to successfully win customer orders and proactively integrated global operation systems
and resources to provide total solutions in power management to our customers. Moreover, we have established
closer cooperative relationships with our customers and strengthened Delta’s competitive edge in the global

power supply markets.

As for electrical components, in addition to maintaining high growth in every category, Delta has actively
developed high value-added products to continue the momentum of our growth. Take our high-speed DC
brushless fans and thermal modules for example. By collaborating with our customers closely, Delta has
successfully solved the thermal problem caused by minimizing the size of electrical products while maximizing
their performance. In the industrial automation business, Delta competed in the market with our own-design
servo motors. The sales of Delta’s industrial automation products such as AC motor drives and human machine
interfaces (HMI) have expanded successfully in China, the United States, Europe and Japan. For the Visual
Display business, our development of high quality projection technology has matured. Our high quality projectors
are superior in terms of quality, color and resolution to other leading international companies, which we believe
will make significant future contributions to the team’s continuing efforts. Delta’s networking business also
experienced outstanding performance last year. Delta Networks, Inc. (DNI) has established partnerships with
key global players in networking. With DNI's high growth in both sales revenues and profits, the company has

become an important source of profits for Delta.
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Environmental protection and energy saving have long been an important part of Delta’s corporate mission, and
are carried out in both product development and in our daily operations. The switching power supplies designed
and made by Delta are a good example. We are dedicated to raising power conversion rates and improving the
efftiency of the majority of our products to higher than 90%. Our efforts are in support of the appeal for greater
power efficiency made by Intel’'s CTO and a Google engineer at IDF in 2006. According to the calculations
of an engineer at Google, 40 billion kilowatts per hour of power is saved over three years when these power
supplies are used by 100 million PCs, with each PC operating 8 hours a day. This results in a savings of USD
5 billion based on current California power rates. Most important is the signifcant reduction of carbon dioxide
emissions, which protects the environment. Our products are made not only to meet environmental regulations
around the world but also to exceed standards, such as for U.S. Energy Star. Delta participates in the Climate
Savers Computing Initiative (CSCI) as a sponsor, contributing more to the protections of the environment. CNBC
European Business magazine, a leading business monthly widely read in over forty Pan-European countries,
published its second annual "Global Top 100 Low-Carbon Pioneers" list in its January/February 2008 issue.
Delta Electronics was the only Taiwanese company featured on the list. We are pleased to receive this honor,
and hope that more companies join us. Environmental protection and energy efftiency are the main issues for
Delta’s new product development. This year we are focusing on alternative energy sources as well as LED-
and electric vehicle-related components. In addition to electric products, we hope to develop zero-pollution and
forward-looking new products for high energy-consumption industries, such as lighting and transportation, to

make our lives healthier and our work more meaningful.

Technology is Delta’s foundation and employees are our
most important asset. To cope with rapid business growth, we
continuously bring new talent into our big family, and we are
dedicated to cultivating our employees. Over the past two years,
we have carried out a series of systematic development plans
for our global management teams. We are seeding teams for our
future business, and coordinating intensive group training sessions
for reserved staff in Taiwan and overseas. This aligns the training
and growth of chosen employees with the direction of corporate
development, not only enhancing employees’ identification and
cohesion with the company, but also facilitating their interaction and
mutual understanding of markets, cultures, and operation models.
At the end of 2007, Delta reorganized by combining products and
business units to create synergies and to give more authority and
responsibility to teams with outstanding performance. Our aim is to
cultivate a pool of exceptional talent for international management

and future business growth.




Delta’s close partnership with customers has been an important factor in our continued growth. Last year,

Delta received best supplier awards and best partner awards from customers such as Nortel, Foxconn, and
AsusTek, recognizing Delta’s dedication and support. In addition to offering the best products and services
to our customers, Delta is also dedicated to corporate social responsibility and providing the most value
to shareholders, employees and society as a whole. Delta was named The Most Admired Company in the
Electronics Industry by CommonWealth magazine for the sixth consecutive year, and received the Corporate
Social Responsibility award from GlobalViews magazine for the third consecutive year. Delta was also rated A+
class in information disclosure by the Taiwan Securities and Exchange Corporation in 2007, and was listed as
one of Forbes Magazine’s Asian Fab 50 Companies. We hope this will inspire Delta to become an even better

corporation and enhance our positive influence on society.

This year, we face global economic uncertainty caused by the subprime lending crisis in the U.S., the Taiwan
employee profit sharing issue, and a potential impact on profits by rising labor costs due to enforcement of the
Labor Contract Law in China. These issues may appear to be threats, but actually they present opportunities
for companies to accelerate their move toward diverse markets and to increase the added-value of their human
resources. Based on Delta’s stable operations around the globe and past experience in developing business
in new markets, we expect these changes to have only a limited impact on Delta. We have completed a
comprehensive analysis of the employee profit sharing issue and we have decided on a set of measures that
take into consideration the stability of our employees’ overall income, the company’s future growth and our
shareholders’ interests. In China the rising cost of labor is putting pressure on all companies there. Fortunately,
wages are only a small part of Delta’s overall cost structure. By continuously improving production processes,
automating production, and increasing the added value of our products, we are confident that this year we will

continue to experience outstanding performance.

| wish to take this opportunity to thank our employees for their contributions to the corporation and for helping
Delta achieve its objectives. | also highly appreciate the continuing support of Delta’s board members,
shareholders, customers, and suppliers, which allows us to maintain our healthy growth. This year we will
adhere to our steadfast belief in sustainable operation and try our best to meet everyone’s expectations. We
sincerely hope our shareholders will continue to support and encourage Delta and together we can make each

year better than the last.

Sincerely yours,

Bu«q C/(t 2

Bruce C.H. Cheng

Chairman
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Corporate Governance

“Maintain sound corporate governance and strictly abide by commercial and ethical standards” is a core
commitment at Delta. We believe that high quality corporate governance is the best way to ensure that the
company always delivers excellent performance and provides an optimum balance for all stakeholders’ interests.
At Delta, the Board of Directors currently consists of eight directors and two supervisors, including one
independent director. To enhance the Board’s responsibility and trust, a board meeting is convened at least
once a quarter to review the company’s performance and to discuss important strategic issues. Our internal
audit team reports directly to the Board of Directors to ensure that the company operates in accordance with the

Board’s resolutions.

Information disclosure is an important aspect of Delta’s corporate governance. In recent years we have devoted
a great deal of resources to ensuring that information disclosed is complete, in-time, fair, and transparent. Not
only are all announcements on the Taiwan Stock Exchange issued in a timely manner, but our Chairman’s report
to shareholders, fhancial statements, corporate governance regulations, share price and dividend information,
as well as the content of analyst meetings are all available for download on Delta’s website. Most of these are
in both Chinese and English for the beneft of local and foreign investors. For the company’s annual report, we

continue to improve the content and layout every year.

Additionally, Delta hosts analyst meetings on a regular basis where we announce and explain each
quarter’s consolidated fhancial data, business performance, and future plans. These meetings are webcast live
over the Internet. Apart from providing investors with updates on the company’s operations, we also welcome

constructive feedback on our operations, fnance and governance.

Delta’s efforts towards high quality corporate governance are well recognized. In 2007 Delta received the
CSR award from Global Views Magazine for the 3rd successive year, and was awarded for its Excellence in
Corporate Social Responsibility by CommonWealth Magazine. In addition, we were honored to receive Forbes
Magazine's “Asia's Fabulous 50" award and also recognized as a CommonWealth Magazine Most Admired

Company in the electronics industry for the 6th year in a row. We do not intend to rest on our laurels however

and will continue to improve the quality of our corporate governance to fulfll our commitment to all stakeholders.




Consolidated Financial Highlights

Revenues

140,000

(in NT$ million, except otherwise indicated)

Net Sales 130,614 105,216

Gross margin 21.0% 21.4%

Operating margin 12.0% 11.8%

Net margin 11.5% 10.8%
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ROE 27.5% 24.3%
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Financial Report

DELTA ELECTRONICS, INC.

CONSOLIDATED FINANCIAL STATEMENTS AND

REPORT OF INDEPENDENT ACCOUNTANTS

DECEMBER 31, 2006 AND 2007

For the convenience of readers and for information purpose only, the auditors’ report and
the accompanying financial statements have been translated into English from the original
Chinese version prepared and used in the Republic of China. In the event of any
discrepancy between the English version and the original Chinese version or any
differences in the interpretation of the two versions, the Chinese-language auditors’ report
and financial statements shall prevail.
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Report of Independent Accountants

To Delta Electronics, Inc.

We have audited the accompanying consolidated balance sheets of Delta Electronics, Inc.
and subsidiaries as of December 31, 2006 and 2007, and the related consolidated
statements of income, of changes in stockholders' equity and of cash flows for the years
then ended. These financial statements are the responsibility of the Company's
management. Our responsibility is to express an opinion on these financial statements
based on our audits. As explained in Note 1(2), we did not audit the financial statements
of certain consolidated subsidiaries for the years ended December 31, 2006 and 2007,
which statements reflect total assets of $482,760,000 and $718,468,000, constituting
0.54% and 0.61% of the consolidated total assets as of December 31, 2006 and 2007,
respectively, and total operating revenues of $1,323,464,000 and $1,639,658,000,
constituting 1.26% and 1.26% of the consolidated operating revenues for the years then
ended, respectively.  In addition, we did not audit the financial statements of certain
long-term equity investments, accounted for under the equity method. Long-term equity
investments in these companies amounted to $4,495,099,000 and $5,407,332,000,
constituting 5.04% and 4.59% of the consolidated total assets as of December 31, 2006 and
2007, respectively, and total investment income was $282,887,000 and $504,416,000,
constituting 2.03% and 2.58% of the consolidated income before income tax and minority
interest for the years then ended, respectively.  Those statements were audited by other
auditors whose report thereon has been furnished to us, and our opinion expressed herein,
insofar as it relates to the amounts included for such subsidiaries and investee companies,

is based solely on the reports of the other auditors.
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We conducted our audits in accordance with the “Rules Governing Examination of
Financial Statements by Certified Public Accountants” and generally accepted auditing
standards in the Republic of China. Those standards and rules require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence
supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation. We
believe that our audits and the reports of the other auditors provide a reasonable basis for

our opinion.

In our opinion, based on our audits and the reports of the other auditors, the consolidated
financial statements referred to above present fairly, in all material respects, the financial
position of Delta Electronics, Inc. and subsidiaries as of December 31, 2006 and 2007, and
the results of their operations and their cash flows for the years then ended in conformity
with the “Rules Governing the Preparation of Financial Statements by Securities Issuers”,
“Business Entity Accounting Law”, “Regulation on Business Entity Accounting Handling”

and generally accepted accounting principles in the Republic of China.

As described in Note 3, effective January 1, 2006, the Company and its subsidiaries
adopted the Statements of Financial Accounting Standards (SFAS) No. 34 “Accounting for
Financial Instruments”, No. 36 “Disclosure and Presentation of Financial Instruments” and
the amended SFAS No. 5 “Long-term Investments in Equity Securities”. SFAS No. 5
states that the excess of the initial investment cost over the acquired net asset value of the
investee company attributable to goodwill is no longer amortized and that goodwill should

be evaluated periodically.
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The consolidated financial statements of Delta Electronics, Inc. and subsidiaries as of and
for the year ended December 31, 2007, expressed in US dollars are presented solely for the
convenience of the reader and were translated from the financial statements expressed in
New Taiwan dollars using the exchange rate of NT$32.435 to US$1.00 at December 31,
2007. This basis of translation is not in accordance with generally accepted accounting
principles in the Republic of China.

W |

February 25, 2008

The accompanying consolidated financial statements are not intended to present the
financial position and results of operations and cash flows in accordance with accounting
principles generally accepted in countries and jurisdictions other than the Republic of
China. The standards, procedures and practices in the Republic of China governing the
audit of such financial statements may differ from those generally accepted in countries
and jurisdictions other than the Republic of China. Accordingly, the accompanying
consolidated financial statements and report of independent accountants are not intended
for use by those who are not informed about the accounting principles or auditing
standards generally accepted in the Republic of China, and their applications in practice.
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DELTA ELECTRONICS, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
FOR THE YEARS ENDED DECEMBER 31,
(EXPRESSED IN THOUSANDS OF DOLLARS)

New Taiwan Dollars US Dollars
2006 2007 2007
Cash flows from operating activities (Unaudited - Note 2)

Consolidated net income $ 12, 310, 436 $ 17,147,269  § 528, 665
Adjustments to reconcile consolidated net income to net cash

provided by operating activities:
Changes in unrealized valuation of financial assets 411 ( 82,809) ( 2,553)
Changes in unrealized valuation of financial liabilities 20,750  ( 19,082) ( 588)
Provision for doubtful accounts 2,114 28,010 864
Provision for inventory obsolescence and market prices decline 302, 355 173,714 5, 356
Impairment loss on financial assets carried at cost - non-current 18, 242 229, 221 7,067
Foreign exchange loss on investments in bonds without

active markets 57,200 34,100 1, 051
Gain on disposal of equity in subsidiaries to minority

shareholders - ( 1,173,864) ( 36, 191)
Gain on disposal of financial assets for non-trading purposes ( 14,536) ( 143,898) ( 4,437)
Investment income recognized under equity method ( 466, 613) ( 750,089) ( 23,126)
Cash dividends received from investee companies accounted for

under the equity method 301, 924 382, 282 11, 786
Depreciation (including assets leased to others and idle assets)

and amortization 2,805, 251 3, 683, 254 113, 558
Loss on disposal of property, plant and equipment, net 159, 375 24,134 744
Impairment loss 11, 443 450, 006 13, 874
Exchange gain on revaluation of foreign currency denominated

convertible bonds ( 10, 766) - -
Amortization of long-term deferred income ( 10,509) ( 15,694) ( 484)
Changes in assets and liabilities:

Notes and accounts receivable ( 2,612,668) ( 5,599, 825) ( 172, 648)

Accounts receivable - related parties 124,526  ( 465,132) ( 14, 340)

Other receivables 80,817 ( 620, 040) ( 19,116)

Inventories ( 1, 340,512) ( 2,210,445) ( 68, 150)

Prepayments ( 239, 672) 201, 218 6, 204

Other current assets 33,117 ( 158, 431) ( 4,885)

Other assets - other - 735,505) ( 22,672)

Accounts payable 2,020,727 6, 356, 722 195, 983

Accounts payable - related parties ( 123, 156) 56, 191 1,732

Income tax payable 297, 280 189,184 5, 833

Accrued expenses, other payables and receipts in advance 543, 190 2, 318, 786 71,490

Other current liabilities 212,173 173, 942 5, 363

Deferred income tax 1,029, 118 1, 280, 502 39,479

Accrued pension liabilities 155, 322 139, 375 4,297

Other liabilities - others 12,249 ( 33,756) ( 1, 041)
Net cash provided by operating activities 15, 739, 588 20, 859, 340 643,115

(Continued on next page)
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DELTA ELECTRONICS. INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS (CONTINUED)
FOR THE YEARS ENDED DECEMBER 31,

(EXPRESSED IN THOUSANDS OF DOLLARS)

New Taiwan Dllars US Dollars
2006 2007 2007
Cash flows from investing activities (Unaudited - Note 2)
Decrease in financial assets at fair value through profit or
loss - current $ 7,204 $ 158, 148 $ 4,876
Increase in financial liabilities at fair value through profit or
loss - current - 170 5
Increase in available-for-sale financial assets - current and
non-current ( 3217, 132) ( 54,0000 ( 1, 665)
Decrease (increase) in other financial assets - current 1, 340, 789 ( 19 ( D
Proceeds from disposal of available-for-sale financial assets 93, 983 183, 375 5, 654
Proceeds from disposal of financial assets carried at cost and
capital reduction 39, 710 8,408 259
Increase in long-term equity investments accounted for under
the equity method ( 189, 356) ( 583,830) ( 18, 000)
Increase in cash surrender value of life insurance ( 4, 666) ( 5,150)  ( 159)
Acquisition of property, plant and equipment ( 5, 755, 063) ( 7,789,635  ( 240, 161)
Proceeds from disposal of property, plant and equipment 94, 617 244, 215 7,529
Acquisition of intangible assets and deferred expenses ( 228,089) ( 111,454) ( 3, 436)
Increase in refundable deposits ( 2,403) ( 34,327  ( 1, 058)
(Increase) decrease in other assets - other ( 10, 956) 17,915 552
Proceeds from disposal of equity in subsidiaries to minority
shareholders - 1, 607, 825 49, 571
Net cash used in investing activities ( 4, 941, 962) ( 6,358, 359) ( 196, 034)
Cash flows from financing activities
(Decrease) increase in short-term loans ( 4, 466, 211) 618, 058 19, 055
Increase in guarantee deposits received 6, 526 25,578 789
Payment of directors' and supervisors’ remuneration ( 16, 700) ( 16,700) ( 515)
Payment of cash dividends and employees’ cash bonus ( 5, 521, 267) ( 9,054,995) ( 219, 174)
Cash dividends declared to minority shareholders - ( 15,830) ( 488)
Increase in subsidiaries’capital from minority shareholders 433, 900 7, 284, 354 224, 583
Net cash used in financing activities ( 9,563, 752) ( 1,159,535) ( 35, 750)
Effect due to changes in exchange rate ( 87,043) 335, 673 10, 349
Net increase in cash and cash equivalents 1, 146, 831 13,677,119 421, 680
Cash and cash equivalents at beginning of the year 23,779, 563 24, 926, 394 768, 501
Cash and cash equivalents at end of the year $ 24, 926, 394 $ 38,603, 513 $ 1,190, 181
Supplemental disclosures of cash flow information
Cash paid during the year for interest $ 211, 775 $ 158, 017 $ 4,872
Cash paid during the year for income tax $ 232,802 $ 968, 135 $ 29, 848
Non-cash flows from investing and financing activities:
Employees’ stock bonus $ 370, 015 $ 385, 000 $ 11, 870
Convertible bonds (par value) converted into common stock $ 430, 081 $ - $ -

The accompanying notes are an integral part of these consolidated financial statements.
See report of independent accountants dated February 25, 2008.
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DELTA ELECTRONICS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
DECEMBER 31, 2006 AND 2007

(EXPRESSED IN THOUSANDS OF NEW TAIWAN DOLLARS,
EXCEPT AS OTHERWISE INDICATED)

HISTORY AND ORGANIZATION

1) Delta Electronics, Inc.

The Company was incorporated in April 1971 under the provisions of the
Company Law of the Republic of China (R.O.C.) as a company limited by shares
and was listed on Taiwan Stock Exchange Corporation (TSEC) since December
1988. The authorized capital of the Company amounted to $23,000,000 and the
issued and outstanding capital was $21,064,173 as of December 31, 2007. The
main activities of the Company are installation of electronic control systems and
manufacturing of communication products and components, computer
information system and power supply. As of December 31, 2007, the Company
had approximately 4,800 employees and all consolidated entities had

approximately 66,000 employees.

2) Consolidated subsidiaries

% of shares held as of December 31,
Name of company Relationship Main activities 2006 2007
1. Delta International Note A Equity investments 94. 00% 94. 00%
Holding Ltd. (DIH)
(1) Delta Electronics Note B Equity investments, 94. 00% 94. 00%
(H.K) Ltd. (DHK) operations management
and engineering
services
A. Delta Electronics Note C Manufacturing 94. 00% 94. 00%
(Dong Guan) Co., of power supplies
Ltd. (DDG)
B. Delta Electronics Note C Manufacturing 94. 00% 94. 00%
Components of transformers
(Dong Guan) Co.,
Ltd. (DEC)
C. Delta Electronics Note C Manufacturing 94. 00% 94. 00%
Power (Dong of power supplies
Guan) Co., Ltd.
(DEP)
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Name of company

D. Delta Electronics
(Shanghai) Co.,
Ltd. (DPEC)

E. Delta Electronics
(Jiang Su) Ltd.
(DWI)

F. Delta Electronics
Components (Wu

Jiang) Ltd.
(DWC)

G. Delta
Electro-optics
(Wu Jiang) Ltd.
(DWO)

H. Delta Video
Display System
(Wu Jiang) Ltd.
(DWV)

1. Delta Electronics
(Wu Hu) Co., Ltd.
(DWH)

J. Delta Electronics
(Chenzhou) Co.,
Ltd. (DCZ)

(2) Delta Electronics
Agent Ltd. (DAL)

(3) Delta Electronics
International Ltd.
(DEIL)

(4) Delta Electronics
International Ltd.
(Labuan)
(DEIL-Labuan)

(5) Delta Power Sharp
Ltd. (DPS)

(6) DEI Logistics (USA)
Corp. (ALI)
(7) Delta Electronics
(Japan) Inc. (DEJ)
A. Addtron
Technology
(Japan) Co.,
Ltd.
(AT Japan)
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Relationship

Note C

Note C

Note C

Note C

Note C

Note C

Note C

Note B

Note B

Note B

Note B

Note B

Note B

Note D

Main activities

Product design

Manufacturing of
power supplies

Manufacturing of
transformers

Manufacturing of
peripherals and
electronic control
equipments

Manufacturing and
sales of various
projectors

Manufacturing of
power supplies and

transformers

Manufacturing of
power supplies and

transformers

Operations
management and
engineering services

Sales of electronic
products

Sales of electronic
products

Operations
management and
engineering services

Warehousing and
logistics services

Sales of
electronic products

Trading of
networking system
and peripherals

% of shares held as of December 31,

2006 2007
94. 00% 94. 00%
51. 70% 51. 70%
51. 70% 51. 70%
51. 70% 51. 70%
51. 70% 51. 70%
- 94. 00%
- 94. 00%
94. 00% 94. 00%
94. 00% -
94. 00% 94. 00%
94. 00% 94. 00%
94. 00% 94. 00%
94. 00% 94. 00%
94. 00% 94. 00%



% of shares held as of December 31,

Name of company Relationship Main activities 2006 2007
B. Delta Note D Sales of electronic 94. 00% 94. 00%
Electronics products
(Korea) Inc.
(Delta Korea)
(8) DAC Holding Ltd. Note B Equity investments 94. 00% 94. 00%
(DAC)
A. Delta Note E Manufacturing of 94. 00% 94. 00%
Electronics electronic products
Mexico S.A.
DE C.V.
(DEM)
B. Delta Video Note E Sales of electronic 94. 00% 94. 00%
Technology products
Ltd. (DVT)
(9) Newton Power Ltd. Note B R&D, sales and 94. 00% 94. 00%
(NPL) marketing services of
power conversion
products
2. Delta Networks Holding ~ Note A Equity investments 100. 00% 100. 00%
Ltd. (DNH)
(1) Delta Networks Inc. Note F Equity investments 94. 00% 59.51%
(DNI Cayman)
A. Delta Networks, Note G Manufacturing of 93. 25% 59. 03%
Inc. (DNIT) networking system
(registered in and peripherals
Taiwan)
B. DNI Logistics Note G Trading of networking 94. 00% 59.51%
(USA) Corp. system and peripherals
(ALN)
C. Delta Networks Note G Trading of 94. 00% 59.51%
International networking system
Ltd. (Labuan) and peripherals
(DNIL-Labuan)
D. Delta Networks Note G Manufacturing and - 59.51%
(Wu Jiang) Ltd. sales of other radio
(DNW) transmission apparatus,
incorporating reception
apparatus and other
radio-broadcast
receivers, combined
with sound recording or
reproducing apparatus
E. Delta Networks Note G Design computer - 59.51%

(Shanghai) Ltd.
(DNS)

software
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% of shares held as of December 31,

Name of company Relationship Main activities 2006 2007
F. Delta Networks Note G Equity investments - 59.51%
(H.K.) Ltd.
(DNHK)
(A) Delta Note H Manufacturing and 94. 00% 59.51%
Networks sales of other radio
(Dong transmission apparatus
Guan) Co., incorporating reception
Ltd. (DII) apparatus and other

radio-broadcast
receivers, combined
with sound recording or
reproducing apparatus

3. Pyramis Corporation Note A Design and sales of 99. 24% -
(Pyramis) (registered in electronic products
Taiwan)

4. Deltronics (Netherlands) Note A Trading of equipment, 100. 00% 100. 00%
B.V. (DEN) components and

materials of telecom
and computer

systems
5. Delta Optoelectronics ~ Notes A and ] Manufacturing of 95. 21% 95. 54%
Inc. (Delta displays with
Optoelectronics) polymer light

emission display
(PLED) and carbon
nano-tube electronic
emitter (ENT)
technology

6. Delsolar Co., Ltd. Note A Manufacturing of 79. 66% 54. 75%
(Delsolar) solar batteries
and related systems

7. Nulight Technology Note I Manufacturing of 53. 39% 53. 39%
Corporation (Nulight) electronic products
and audio
components
Note A: Majority-owned subsidiary.
Note B: A subsidiary of Delta International Holding Ltd. (DIH).

Note C: It became the subsidiary of DHK (originally, the subsidiary of DIH) in the fourth quarter
0f 2007 as a result of investment restructuring.

Note D: A subsidiary of Delta Electronics (Japan) Inc. (DEJ).
Note E: A subsidiary of DAC Holding Ltd. (DAC).

Note F: A subsidiary of Delta Networks Holding Ltd. (DNH).
Note G: A subsidiary of Delta Networks Inc. (DNI Cayman).

Note H: It became the subsidiary of DNHK (originally, the subsidiary of DNI Cayman) in the
fourth quarter of 2007 as a result of investment restructuring.
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2)

3)

Note I: The combined ownership percentage of Nulight Technology Corporation’s common
shares held by the Company and Delta Optoelectronics Inc. was more than 50%.

Note J: Dissolved by a resolution approved during the special shareholders’ meeting on
December 12, 2007 and is under the process of liquidation effective January 18, 2008.

The financial statements of DEN, NPL and ALN for the years ended December
31, 2006 and 2007 were audited by other independent accountants. The total
assets of these subsidiaries as of December 31, 2006 and 2007 were $482,760
and $718,468, constituting 0.54% and 0.61% of the consolidated total assets,
respectively, and the related total operating revenues were $1,323,464 and
$1,639,658, constituting 1.26% and 1.26% of the consolidated operating
revenues for the years ended December 31, 2006 and 2007, respectively.

The shares of DNI Cayman were listed on the Stock Exchange of Hong Kong
Limited since July 6, 2007. DNI Cayman issued 359,200 thousand shares of
new common stock at HK$4.5 (in dollars) per share. In July 2007, DNH, the
subsidiary of the Company, sold 75,184 thousand shares of DNI Cayman’s
common stock to the underwriter at HK$4.5 (in dollars) per share through the
exercise of Over-Allotment Option. The gain on disposal of shares was
$936,436.

Changes in the consolidated subsidiaries
A. The following subsidiaries were newly included in the consolidated financial
statements:
% of shares
held as of December 31,
Name of company Relationship Main activities 2006 2007
Delta Electronics (Wu Hu) Note A Please refer to - 94. 00%
Co., Ltd. (DWH) Note 1.2)
Delta Electronics " " - 94. 00%
(Chenzhou) Co., Ltd.
(DCZ)
Delta Networks Note B " - 59.51%
(Wu Jiang) Ltd. (DNW)
Delta Networks " " - 59.51%
(Shanghai) Ltd. (DNS)
Delta Networks (HK) Ltd. " n - 59.51%
(DNHK)

Note A: It became the subsidiary of DHK (originally, the subsidiary of DIH) in the fourth
quarter of 2007 as a result of investment restructuring.
Note B: A subsidiary of DNI Cayman.
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B. The following subsidiaries were excluded from the consolidated financial

statements:

Name of Company Relationship
Delta Electronics Note A
International Ltd. (DEIL)
Pyramis Corporation Note B

(Pyramis) (Registered in
Taiwan)

Note A: A subsidiary of DIH.

Note B: Majority-owned subsidiary.

% of shares held as of
December 31,
Main activities 2006 2007 Note
Please refer to 94. 00% - Note C
Note 1.2)
" 99. 24% - "

Note C: Dissolved and excluded from the consolidated financial statements.

4) Subsidiaries not included in the consolidated financial statements: None.

5) Adjustments for subsidiaries with different balance sheet dates: None.

6) Difference in the accounting policies adopted between the Company and the

subsidiaries: No significant differences.

7) Special operating risk of foreign subsidiaries: No significant special operating

risks which would have impact on the Company.

8) Nature and extent of the restrictions on fund remittance from subsidiaries to the

parent company: None.

9) Details of the parent’s stock that is held by the subsidiary: None.

10) The related information regarding a subsidiary’s issuance of convertible bonds

and new common stock: During 2007, Delsolar, Delta Optoelectronics and DNI

Cayman increased their capital, however, the Company did not proportionately

invest in the capital increase. Accordingly, an adjustment to capital reserve
amounting to $2,699,646 was recognized.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of the Company and its subsidiaries (collectively

referred herein as the Group) are prepared in accordance with the “Rules Governing

the Preparation of Financial Statements by Securities Issuers”, “Business Entity

Accounting Law”, “Regulation on Business Entity Accounting Handling” and

generally accepted accounting principles in the Republic of China. The Group’s

significant accounting policies are summarized as follows:
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1) Basis for preparation of consolidated financial statements

All majority-owned subsidiaries and controlled entities are included in the
consolidated financial statements. The income (loss) of the subsidiaries is
included in the consolidated statement of income effective the date on which the
Company gains control over the subsidiaries. = The income (loss) of the
subsidiaries is excluded from the consolidated statement of income effective the
date on which the Company loses control over the subsidiaries.

Significant inter-company transactions and assets and liabilities arising from
inter-company transactions are eliminated.

2) Translation of financial statements of foreign subsidiaries

Assets and liabilities of the foreign subsidiaries are translated into New Taiwan
dollars using the exchange rate at the balance sheet date; equity accounts are
translated at historical rates, except for beginning retained earnings which is carried
forward from prior year's ending retained earnings. Dividends are translated at the
rates prevailing at the date of declaration. Profit and loss accounts are translated
using the weighted-average rate for the year. Exchange differences are recorded as
cumulative translation adjustments and are included as a component of the
stockholders' equity.

3) Foreign currency transactions

(1)The Company and its consolidated subsidiaries maintain their accounts in New
Taiwan dollars and their respective functional currencies, respectively.
Transactions denominated in foreign currencies are translated into New Taiwan
dollars and the respective functional currencies at the spot exchange rates
prevailing at the transaction dates.

(2)Monetary assets and liabilities denominated in foreign currencies are translated
at the spot exchange rates prevailing at the balance sheet date. Exchange gains or
losses are recognized in profit or loss.

(3)When a gain or loss on a non-monetary item is recognized in profit or loss, any
exchange component of that gain or loss shall be recognized in profit or loss.
Conversely, when a gain or loss on a non-monetary item is recognized directly
in equity, any exchange component of that gain or loss shall be recognized
directly in equity. However, non-monetary items that are measured on a
historical cost basis are translated using the exchange rate at the date of the
transaction.
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4) Classification of current and non-current items

A. Assets that meet one of the following criteria are classified as current assets;
otherwise they are classified as non-current assets:

a) Assets arising from operating activities that are expected to be realized or
consumed, or are intended to be sold within the normal operating cycle;

b) Assets held mainly for trading purposes;

c) Assets that are expected to be realized within twelve months from the balance
sheet date;

d) Cash and cash equivalents, excluding restricted cash and cash equivalents and
those that are to be exchanged or used to pay off liabilities more than twelve
months after the balance sheet date.

B. Liabilities that meet one of the following criteria are classified as current
liabilities; otherwise they are classified as non-current liabilities:

a) Liabilities arising from operating activities that are expected to be paid off
within the normal operating cycle;

b) Liabilities arising mainly from trading activities;

c) Liabilities that are to be paid off within twelve months from the balance sheet
date;

d) Liabilities for which the repayment date cannot be extended unconditionally to
more than twelve months after the balance sheet date.

5) Cash equivalents

Cash equivalents are short-term, highly liquid investments that are readily
convertible to known amounts of cash and which are subject to insignificant risk of
change in value resulting from fluctuations in interest rate.

The Group’s statement of cash flows is prepared on the basis of cash and cash
equivalents.

6) Settlement date accounting

Any change in the fair value during the period between the trade date and settlement
date is recognized in profit and loss for financial assets and financial liabilities at
fair value through profit or loss, is recognized in equity for available-for-sale
financial assets and is not recognized for financial assets carried at cost or amortized
cost.
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7) Financial assets and financial liabilities at fair value through profit or loss

A. Derivative financial instruments are recognized and derecognized using

settlement date accounting and are recognized initially at fair value.

. Financial assets and financial liabilities at fair value through profit or loss are
subsequently remeasured and stated at fair value, and the gain or loss is
recognized in profit or loss. The fair value of listed stocks and OTC stocks is
based on latest quoted fair prices at the balance sheet date.

8) Available-for-sale financial assets

A. Equity investments are recognized and derecognized using trade date accounting

and are recognized initially at its fair value plus transaction costs that are directly
attributable to the acquisition of the financial asset.

. Available-for-sale financial assets are remeasured and stated at fair value and the

gain or loss is recognized in equity. When the financial assets are derecognized,
the cumulative gain or loss shall be removed from equity and recognized in
profit or loss. The fair value of listed stocks and OTC stocks is based on latest
quoted fair prices at the balance sheet date.

. If there is any objective evidence that the financial asset is impaired, the
cumulative loss that had been recognized directly in equity shall be removed
from equity and recognized in profit or loss. Impairment losses recognized
previously in profit or loss for an investment in an equity instrument shall not be
reversed through profit or loss, and if, subsequently, 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 loss shall be reversed, with the amount of the reversal recognized in
profit or loss.

9) Financial assets carried at cost

A. Investment in unquoted equity instruments is recognized or derecognized using

trade date accounting and is stated initially at its fair value plus transaction costs
that are directly attributable to the acquisition of the financial asset.

. If there is any objective evidence that the financial asset is impaired, the
impairment loss is recognized in profit or loss. Such impairment loss cannot be
reversed.
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10) Investments in bonds without active markets

A. Investment in bonds without active markets is recognized and derecognized
using settlement date accounting and is recognized initially at its fair value plus
transaction costs that are directly attributable to the acquisition of the financial
asset.

B. This financial asset is carried at amortized cost.

C. If there is any objective evidence that the financial asset is impaired, the
impairment loss is recognized in profit or loss. If, subsequently, the fair value
of the asset increases and the increase can be objectively related to an event
occurring after the impairment loss was recognized in profit or loss, the
previously recognized impairment loss shall be reversed to the extent of the
amount of the amortized cost that would have been recognized at the date the
impairment is reversed.

11) Derivative financial instruments for hedging

The effective portion of changes in the fair value of derivatives that are designated
and qualify as cash flow hedges is recognized in equity.

A. If a hedge of a forecast transaction subsequently results in the recognition of a
financial asset or a financial liability, the associated gains or losses that were
recognized directly in equity are transferred to profit or loss in the same period
or periods when the hedged item affects profit or loss.

B. If a hedge of a forecast transaction subsequently results in the recognition of a
non-financial asset or a non-financial liability, the associated gains and losses
that were recognized directly in equity, are reversed and included in the initial
cost or other carrying amount of the asset or liability.

12) Allowance for doubtful accounts

A. Allowance for doubtful accounts is provided based on an evaluation of the
collectibility and the aging analysis of ending balances of notes, accounts and
other receivables, taking into account the bad debts incurred in prior years.

B. The amount of allowance for doubtful accounts is calculated monthly using a
percentage range for overdue accounts receivable based on the aging analysis.

The related percentage of provision provided were as follows:

34 | 2007 Annual Report



Overdue Over

days 1~15 days 16~30 days 31~60 days 61~90 days 91~180 days 181~365 days 365 days

Percentage
None 0.5% 2.5% 15% 25% 50% 80%

provided
C. Accounts receivable due from related parties which exceed regular credit terms
are reclassified to other receivables and the related allowance for doubtful

accounts is calculated individually based on the evaluation of the collectibility.
13) Inventories

Inventories are stated at the lower of aggregate cost or market value. Cost is
determined based on the weighted-average method using perpetual inventory

system.

The market value is based on the replacement cost for raw materials and supplies
and net realizable value for work in process, finished goods and merchandise.
Allowance for slow moving items and decline in the market value is provided

when necessary.
14) Funds and investments

A. Long-term equity investments accounted for under the equity method

a) Long-term equity investments in which the Company holds more than 20%
of the investee company’s voting shares or has the ability to exercise
significant influence on the investee’s operational decisions are accounted
for under the equity method. The excess of the initial investment cost over
the acquired net asset value of the investee attributable to goodwill is no
longer amortized effective January 1, 2006. Retrospective adjustment of
the amount of goodwill amortized in previous years is not required. The
excess of acquired net asset value of investee over the initial investment cost
is allocated proportionately and applied as a reduction to the book values of
identifiable non-current assets, and any remaining amount of such excess
after this allocation is credited to Extraordinary gains. However, negative
goodwill prior to December 31, 2005 is continuously amortized.

b) Pursuant to EITF 92-047 of the Accounting Research and Development
Foundation of the Republic of China, for shares transfer among parent
company and subsidiaries, the carrying value of long-term investments
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transferred is the book value of the investment. The difference between
payment for the equity and acquisition cost is recorded as capital reserve or
retained earnings.

c) Exchange differences arising from translation of the financial statements of
overseas investee companies accounted for under the equity method are
recorded as ‘“‘cumulative translation adjustments” under stockholders’
equity.

d) The Company credits long-term equity investments accounted for under the
equity method when cash dividends are declared by investee companies on
ex-dividend date.

B. Cash surrender value of life insurance
The cash surrender value of life insurance is recorded as an asset and classified
as long-term investment. The increase in cash surrender value during the

period is accounted for as an adjustment to insurance premiums paid.
15) Property, plant and equipment

A. Property, plant and equipment are stated at cost except for land which is carried
at appraised value.

B. Depreciation is provided on a straight-line method over the estimated lives of
the assets. Leasehold improvements are amortized over the life of the leases.
The Group uses $1 (depending on their respective reporting currency) as
salvage value after 2001.

The estimated useful lives of fixed assets are 2 to 8§ years, except for buildings
which are 5 to 55 years.

C. Major renewals and improvements are capitalized and depreciated accordingly.
Maintenance and repairs are charged to expense as incurred. When an asset is
sold or retired, the cost and accumulated depreciation are removed from the
respective accounts and the resulting gain or loss is included in current
non-operating results.

D. Property, plant and equipment that are idle or have no value in use are
reclassified to “other assets™ at the lower of the fair value less costs to sell or
book value. The resulting difference is included in current operations.
Depreciation provided on these assets is charged to non-operating expense.
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“Assets leased to others” were reclassified to “other assets” at their carrying

value. Depreciation expense incurred in current period is accounted for as
non-operating expense.

16) Deferred charges

Deferred charges are recorded at actual cost and amortized over the estimated

useful lives based on the straight-line method.

17) Impairment of non-financial assets

A. The Group recognizes impairment loss when there is indication that the

recoverable amount of an asset is less than its carrying amount. The
recoverable amount is the higher of the fair value less costs to sell and value in
use. The fair value less costs to sell is the amount obtainable from the sale of
the asset in an arm’s length transaction after deducting any direct incremental
disposal costs. The value in use is the present value of estimated future cash
flows to be derived from continuing use of the asset and from its disposal at the
end of its useful life.

. When the impairment no longer exists, the impairment loss recognized in prior
years shall be recovered. However, impairment loss of goodwill is not
recoverable.

18) Retirement plan

A. Under the defined benefit pension plan, net periodic pension costs are

recognized in accordance with the actuarial calculations. Net periodic pension
costs include service cost, interest cost, expected return on plan assets, and
amortization of unrecognized net transition obligation and gains or losses on
plan assets. Unrecognized net transition obligation is amortized on a
straight-line basis over the employees’ remaining service period.

. Under the defined contribution pension plan, net periodic pension costs are
recognized as incurred.

19) Income tax

A. The Company, Pyramis, Delsolar, Delta Optoelectronics, Nulight and DNIT

adopt the inter-period and intra-period allocation of income tax in determining
the provision for income tax. Over or under provision of prior years’ income
tax liabilities are included in the current year’s income tax expense.

. Investment tax credits arising from expenditures incurred on acquisitions of
equipment or technology, research and development, employees training, and
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equity investments are recognized in the year the related expenditures are
incurred.

C. The Company’s overseas subsidiaries adopt the liability method.

D. An additional 10% tax is levied on the unappropriated retained earnings and is
recorded as income tax expense in the year the stockholders resolve to retain
the earnings.

E. Effective January 1, 2006, the Company, Pyramis, Delsolar, Delta
Optoelectronics, Nulight and DNIT adopted the “Income Basic Tax Act”. If
the amount of regular income tax is equal or more than the amount of basic tax,
the income tax payable shall be calculated in accordance with the Income Tax
Act and other relevant laws. Whereas, if the amount of regular income tax is
less than the amount of basic tax, the income tax payable shall be equal to the
basic tax. The difference between the regular income tax and basic tax shall
not be subject to deductions of investment tax credits granted under the
provisions of other laws.

20) Employee stock options (intrinsic value method)

The employee stock options granted or amended on or after January 1, 2004 are
accounted for in accordance with EITF 92-072, “Accounting for Employee Stock
Options”, prescribed by the R.O.C. Accounting Research and Development
Foundation. Under the stock-based employee compensation plan, compensation
cost is recognized using the intrinsic value method and pro forma disclosures of net
income and earnings per share is prepared under the fair value method.

21) Earnings per share

A. The Company’s capital structure is a complex capital structure. Pursuant to
the R.O.C. SFAS No. 24, “Accounting for Earnings Per Share”, an enterprise
with complex capital structure shall present both basic EPS and diluted EPS.
The calculations of basic EPS and diluted EPS are as follows:

(a) Basic EPS: The amount of earnings (or loss) per share is computed by
dividing the amount of net income (or loss) attributable to common stock
outstanding for the reporting period by the weighted average number of
common shares outstanding during that period.

(b) Diluted EPS: The calculation of diluted EPS is consistent with the
calculation of basic EPS assuming that all dilutive potential common shares
have been converted into common shares at the beginning of the reporting

period and the amount of net income (or loss) attributable to common stock
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outstanding for the reporting period has been adjusted by the after-tax effect

of any other changes in income or expense that would result from the
conversion of the dilutive potential common shares.

B. The Company’s potential common shares are the employee stock options
issued by the Company. The treasury stock method will be used to test
whether or not potential common shares have dilutive effect in calculating
diluted EPS.

22) Revenue, cost and expense recognition

Revenue is recognized when the earning process is substantially completed and is
realized or realizable. Costs and expenses are recognized as incurred.

23) Accounting estimates

The preparation of consolidated financial statements in conformity with generally
accepted accounting principles in the Republic of China requires management to
make estimates and assumptions that affect the amounts of assets and liabilities
and disclosure of contingent assets and liabilities at the balance sheet date and
reported amounts of revenues and expenses during the reporting period. Actual
results could differ from those assumptions and estimates.

3. CHANGES IN ACCOUNTING PRINCIPLES

1) Goodwill

Effective January 1, 2006, the Group adopted the amended R.O.C. SFAS No. 1, No.
5, No. 7, No. 25 and No. 35 which discontinued amortization of goodwill. The
adoption of these amended standards had no significant impact on the consolidated
financial statements as of and for the year ended December 31, 2006.

2) Financial instruments

A. Effective January 1, 2006, the Group adopted the R.O.C. SFAS No. 34,
"Accounting for Financial Instruments" and No. 36, "Disclosure and
Presentation of Financial Instruments" described in Notes 2. 6) 7) 8) 9) 10) and
11).

B. As a result of the adoption of SFAS No. 34 and No. 36, consolidated net income
attributable to the Company and earnings per share decreased by $35,641
(including cumulative effect of changes in accounting principles of $27,822) and
NT$ 0.02 (in dollars), respectively, for the year ended December 31, 2006.
Total assets and stockholders’ equity both increased by $251,519 as of
December 31, 2006.
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4. DESCRIPTION OF SIGNIFICANT ACCOUNTS

1) Cash and cash equivalents

December 31,

2006 2007
Cash on hand $ 6, 702 $ 6, 324
Checking and demand deposits 10, 520, 657 4,318, 702
Time deposits 11,595, 122 30, 653, 195
Cash equivalents-commercial paper
and government bonds _ 2,803,913 _ 3,625, 292

$24, 926, 394 $38, 603, 513

As of December 31, 2006 and 2007, the Group’s overseas checking and demand
deposits were $10,248,471 (USD$312,176 thousand, HKDS$1,437 thousand,
JPY$107,717 thousand, THB$15 thousand and EUR $910 thousand) and
$1,864,370 (USD$53,909 thousand, HKD$15,546 thousand, JPY$94,800 thousand,
THBS$14 thousand, MOP$443 thousand, PLN$4 thousand and EUR $459 thousand),

respectively. The overseas time deposits were $0 and $9,787,741 (USD $293,771
thousand, HKD $27,522 thousand and JPY $500,000 thousand), respectively.

2) Financial assets at fair value through profit or loss

December 31,

2006 2007
Current items:
Financial assets held for trading
Listed stocks $ - $ 11, 746
Open-end funds 158, 317 -
Derivatives - 169
158, 317 11,915

Adjustment of financial assets held
for trading 3,697 86, 506
$ 162,014 $ 98, 421

A. The Group recognized a net gain of $16,783 and $299,385 (including gain on
the disposal of open-end funds) for the years ended December 31, 2006 and
2007, respectively.

40 | 2007 Annual Report



B. The nature of derivative transactions and related information are summarized as

follows:
December 31, 2006
Contract amount
(Nominal principal)

Financial instruments (in thousands) Contract period
Multiple-stage inflating USD 20,000 2006.12.19~2007.01.18

forward (Note A)
Multiple-stage inflating USD 21, 800 2006. 12.21~2007. 02. 15

forward (Notes A and B)
Multiple-stage inflating forward USD 39,000 2006.12.19~2007.01.29

(Notes A and C)

Note A: Will be exercised if the spot rate is below or above the strike price or
knock in price.

Note B: If the exchange rate is above the predetermined exchange rate, the
nominal principal will be multipled by 1.5 times and the maximum
exercise principal will become USD 32,700 thousand.

Note C: If the exchange rate is above the predetermined exchange rate, the
nominal principal will be multipled by 2 times and the maximum
exercise principal will become USD 70 million.

December 31, 2007

Contract amount
(Nominal principal)
Financial instruments (in thousands) Contract period

Forward exchange contracts:

Sell USD/Buy TWD USD 145,000 2007.11.21~2008.03. 14
Buy USD/Sell TWD USD 145,000 2007.11.21~2008.03.13
Sell USD/Buy RMB USD 110,000 2007.01.05~2008.11.12
Buy USD/Sell RMB USD 100, 000 2007.01.05~2008. 10. 13

Forward currency option USD 2,000 2007.12.26~2008.01.02
contracts

(1) The Group entered into forward exchange contracts to manage exposures to
foreign exchange rate fluctuations of imports or export sales. However,
the forward exchange transactions did not meet the criteria for hedge
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accounting. Therefore, the Group did not apply hedge accounting.

(2) The Company entered into forward currency option contracts and
multiple-stage inflating forward to manage exposures to foreign exchange
rate fluctuations of export sales. However, these transactions did not meet
all the criteria for hedge accounting. Therefore, the Company did not apply
hedge accounting.

3) Accounts receivable and overdue receivables

December 31,

2006 2007
Accounts receivable $ 22,029,271 $ 27,514, 899
Less: Allowance for doubtful accounts ( 17,771) ( 45, 781)

22,011, 500 27,469, 118

Overdue receivables (shown as other

assets) 174, 833 43, 088
Less: Allowance for doubtful accounts ( 174, 833) ( 43, 088)

$ 22,011,500 § 27,469,118
During the fourth quarter of 2007, the Company entered into an agreement with

Taishin Bank to sell its accounts receivable. Under the agreement, the Company is
not required to bear uncollectible risk of the underlying accounts receivable and the
advanced amount is zero, but is liable for the losses incurred due to business
dispute.

As of December 31, 2007, the outstanding accounts receivable sold to Taishin Bank

were as follows:
December 31, 2007

Purchaser of Accounts

accounts receivable Amount Contract Interest

receivable Limit sold advanced period rate Collateral
Taishin 2007.08.31~
Bank $ 120,000 % 34,040 $ - - None

2008.03.31
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4) Inventories

December 31,

2006 2007
Raw materials $ 3,140,959 § 3,720,748
Work in process 825, 766 1,178,709
Finished goods 4, 310, 663 4,993, 033
Inventory in transit 64, 489 470, 517

8,341, 877 10, 363, 007
Less: Allowance for

inventory obsolescence and
market price decline ( 415,409) ( 399, 808)
$ 7,926,468 $ 9,963,199

5) Available-for-sale financial assets

December 31,
2006 2007

Current items:
Listed (TSE and OTC) stocks $ 6,969 $ 171, 029
Adjustment of available-for-sale financial
- 296, 982
$ 6,969 § 468, 011

assets

Non-current items:

Listed (TSE and OTC) stocks $ 1,016,944 § 842, 922
Adjustment of available-for-sale
financial assets 330, 058 522, 088

$ 1,347,002 § 1,365,010

6) Financial assets carried at cost

December 31,

2006 2007
Non-current items:
Unlisted stocks $ 936,961 $ 953, 408
Less: Accumulated impairment ( 18, 242) ( 247, 463)

$ 918,719 § 705, 945

(1) The investments held by the Group were measured at cost since the fair value
cannot be measured reliably.

(2) The net asset value of Quintum Technologies, Inc., Ezonics Corporation,
Primarion, Inc., MHCC IT Fund 2000, Lightech Fiberoptic, Inc. and Asante
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Technologies Inc. held by DIH and DNH was lower than the cost.
Accordingly, an impairment loss of $18,242 and $229,221 was recognized in
profit or loss for the years ended December 31, 2006 and 2007, respectively.

7) Investments in bonds without active markets

December 31,
2006 2007

Non-current item:
Structured time deposits $ 7,169,800 $ 7,135,700

The interest rates of structured time deposits were based on the contracts.

8) Long-term equity investments accounted for under the equity method

(1) Details of long-term equity investments accounted for under the equity method
are set forth below:

December 31,
2006 2007
% %
Investee company (Note A) _ Book value (Note A) _ Book value
Delta Electronics (Thailand) Public 20.96 $ 4,471,522 20.93 § 4,831,288
Co., Ltd. (DET) (Note B)

Cyntec Co., Ltd. (Cyntec) 35.18 1,017,591 34.22 1,179, 337
Trillion Science, Inc. (Trillion) - - 40.98 576, 044

Netpower Technologies Inc.
(Netpower) (Note C) 21.29 23,077 - -
$ 5,512,690 § 6,586,669

(Note A): The percentage of long-term equity investments include the percentage of common
shares held by the Group.

(Note B): The combined ownership percentage of DET's common shares held by DEI and DIH
was more than 20%. Accordingly, the investment was accounted for under the
equity method.

(Note C): The Company held less than 20% of the investee company’s voting shares and
cannot exercise significant influence on the investee’s operational decisions since the
fourth quarter of 2007. Accordingly, the investee company was no longer
accounted for under the equity method and was reclassified to “financial assets
carried at cost”.
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(2) Investment income accounted for under the equity method for the years ended
December 31, 2006 and 2007 are set forth below:

For the years ended December 31,

Name of investee company 2006 2007
DET $ 277,679  $ 507, 824
Cyntec 183, 944 245, 673
Netpower 9, 208 4, 465
Trillion -« 7,873)
Grand Advance ( 218) -
$ 466,613 $ 750, 089

(3) Certain investee companies accounted for under the equity method for the years
ended December 31, 2006 and 2007 were audited by other auditors. The
investment income recognized in these investee companies under equity
method was $282,887 and $504,416 for the years ended December 31, 2006
and 2007, respectively, and the related balance of long-term investments was
$4,495,099 and $5,407,332 as of December 31, 2006 and 2007, respectively.
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10) Assets leased to others

December 31, 2006

Accumulated Accumulated Net
Original cost depreciation impairment book value
Land $ 31,191  § - $ -3 31, 191
Buildings 16,940 ( 4, 341) - 12, 599
$ 48,131 (§ 4,341) § - 3 43, 790

December 31, 2007

Accumulated Accumulated Net
Original cost depreciation impairment book value
Land $ 32,966 $ - (3 9,219 §$ 23, 747
Buildings 17,905 ( 4,972) ( 3,617) 9,316

$ 50,871 (3§ 4,972) § 12,836 § 33, 063

DEJ, an indirect majority-owned subsidiary, recognized an impairment loss of
$12,836 for the year ended December 31, 2007 as the market value of the land
located at Tokyo, Japan was lower than the book value.

11) Idle assets
December 31, 2006
Original cost Accumulated depreciation = Net book value
Machinery and equipment § 26, 824 ($ 22,487) $ 4, 337
Molding equipment 1,175 ( 1, 175) -
Computer equipment 1,968 ( 1,465) 503
Testing equipment 15,011 ( 6, 557) 8,454
$ 44,978 (3 31,684) $ 13,294
Less: Accumulated
impairment ( 11, 443)
$ 1, 851
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12) Asset impairment

The subsidiaries recognized an impairment loss of $29,685 and $679,227 for the
years ended December 31, 2006 and 2007, respectively. Details are set forth below:

For the year ended December 31, 2006

Item Amount included in

statement of income

Amount included in
stockholders’ equity

Impairment loss:
Financial assets carried at cost $
Idle assets

18,242  $ -
11,443 -
$ 29,685 § -

For the year ended December 31, 2007

Item Amount included in

statement of income

Amount included in
stockholders’ equity

Impairment loss:

Property, plant and equipment $ 435,474 -
Financial assets carried at cost 229, 221 -
Assets leased to others 12, 836 -
Other intangible assets 1, 696 -
$ 679,227 3 -
13) Short-term loans
December 31,
2006 2007

Unsecured bank loans $ 3,425,004 $§ 4,043,062
Credit lines $ 28,051,196 $ 30,843,363

Interest rate per annum 0. 895%~5. 966% 1. 09%~6. 48%

14) Financial liabilities at fair value through profit or loss

December 31,

2006 2007
Current items:
Financial liabilities held for trading
Derivatives $ - $ 170
Adjustment of financial liabilities held for
trading 21, 382 2,300
$ 21,382 $ 2,470
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(1) The Group recognized a net gain of $4,292 and net loss of $4,746 for the
years ended December 31, 2006 and 2007, respectively.

(2) The nature of derivative transactions and related information are summarized

as follows:
December 31, 2006
Contract amount
(Nominal principal)

Financial instruments (in thousands) Contract period
Forward exchange

contracts:

Buy USD/Sell RMB USD 490, 000 2006. 09. 28~2007. 10. 09

Sell USD/Buy RMB USD 490, 000 2006. 09. 28~2007. 12. 06

Sell USD/Buy JPY JPY 6, 000 2006.12.17~2007. 02. 15
Forward currency option ~ USD 13,990 2006. 12. 06~2007. 02. 26

contracts

December 31, 2007
Contract amount
(Nominal principal)

Financial instruments (in thousands) Contract period
Multiple-stage inflating USD 18,000 2007.12.10~2008. 02. 22

forward (Notes A and B)
Multiple-stage inflating USD 2,000 2007.12.06~2008. 01. 08

forward (Notes A and C)
Forward currency option  USD 12,500 2007.11.06~2008. 03. 13

contracts

Note A: Will be exercised if the spot rate is below or above the strike price
or knock in price.

Note B: If the exchange rate is above the predetermined exchange rate, the
nominal principal will be multipled by 1.5 times and the maximum
exercise principal will become USD 27 million.

Note C: If the exchange rate is above the predetermined exchange rate, the
nominal principal will be multiplied by 2 times and the maximum
exercise principal will become USD4 million.
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A. The Company entered into multiple-stage inflating forward (Sell
USD/Buy TWD) to manage exposures to foreign exchange rate
fluctuations of export sales. However, these transactions did not meet
all the criteria for hedge accounting. Therefore, the Company did not
apply the hedge accounting.

B. The Group entered into forward currency option contracts to manage
exposures to foreign exchange rate fluctuations of imports or export
sales. However, the forward currency option contracts did not meet the
criteria for hedge accounting. Therefore, the Group did not apply the
hedge accounting.

C. The Group entered into forward exchange contracts to manage
exposures to foreign exchange rate fluctuations of imports or export
sales. However, the forward exchange contracts before October 1,
2006 did not meet the criteria for hedge accounting. Therefore, the
Group did not apply the hedge accounting. After October 1, 2006, the
forward exchange contracts of certain subsidiaries meet all the criteria
for hedge accounting and the related information are described in Note
10 9).

15) Accrued pension liabilities

(1) The Company, Delsolar, Delta Optoelectronics and DNIT have a
non-contributory and funded defined benefit plan in accordance with the
Labor Standards Law, covering all regular employees before the
implementation of the Labor Pension Act on July 1, 2005. The defined
benefit plan will continue to cover the employees who choose to remain with
the defined benefit plan. Upon retirement, pension payments are calculated
based on total years of service and average salary of the last six months prior
to retirement. Two base units are earned for the first 15 years of service and
one unit for each additional year thereafter, with a maximum number of 45
units. The Company and these subsidiaries contribute 2% of the employees’
monthly salaries and wages to an independent retirement trust fund with the
Bank of Taiwan, the trustee. For the years ended December 31, 2006 and
2007, the net periodic pension costs of the Company and these subsidiaries
were $116,797 and $166,023, respectively. The balance of the retirement
trust fund with the Bank of Taiwan was $493,888 and $507,586 as of
December 31, 2006 and 2007, respectively. The fund balances are not
reflected in the consolidated financial statements.
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(2) The reconciliation of the pension plan’s funded status to accrued pension
liability of the Company, Delsolar, Delta Optoelectronics and DNIT as of
December 31, 2006 and 2007, the respective measurement dates, are as

)

follows:

Benefit obligation:
Vested benefit obligation
Non-vested benefit obligation
Accumulated benefit obligation
Effect of future salary increments
Projected benefit obligation

Fair value of plan assets

Funded status

Unrecognized transition obligation

Unrecognized net pension loss

Accrued pension liability

December 31,

2006 2007
($ 172,682) ($ 162, 750)
( 952,117) (__ 1,050, 840)
¢ 1,124,799 C 1,213,590)
( 525, 440) ( 550, 895)
(1,650,239 ( 1,764,485)
493, 888 507, 586
( 1,156,351) ( 1,256,899)
12,234 61,619
329, 501 407, 368

(§_ 754,616) (3 787,912)

The related assumptions used for the actuarial valuation were as follows:

Discount rate
Expected return rate on plan assets

Average rate of salary increase

2006 2007
2.50%~3.50% 3.00%~3.50%
2.50%~3.00% 2.50%~3.00%
2.00%~3.00% 2.50%~3.00%

In 2006 and 2007, the details of net periodic pension cost are as follows:

Service cost
Interest cost
Expected return on plan assets

Amortization of unrecognized
transition obligation
Unrecognized pension loss

Curtailment or settlement loss
Net pension cost

December 31,

2006 2007
$ 58,982  § 60, 299
50, 929 99, 235
( 11,402) ( 12,087)
9, 152 9,531
8,536 11, 186
- 41, 859

$ 116,797  § 166, 023

The subsidiaries, DIH and DNH, do not maintain an employee retirement plan.
However, certain subsidiaries of DIH and DNH, located in Mainland China
maintain a defined contribution retirement plan covering all employees. Under
the plan, the employees of DIH and DNH subsidiaries contribute to a separate
fund an amount based on a certain percentage of the monthly basic salary of

2007 Annual Report | 51



O Financial Report

the employees. Further, each DIH's and DNH’s subsidiary also provides
pension reserves for its employees for amounts depending on the employee’s
position. As of December 31, 2006 and 2007, the pension reserves of DIH’s
and DNH’s subsidiaries were $338,690 and $441,150, respectively.

(4) NPL, DEJ and the subsidiaries of DIH and DNH located in the United States
have defined contribution plans in accordance with the local regulations.

(5) Effective July 1, 2005, the Company, Pyramis, Delta Optoelectronics,
Delsolar, Nulight and DNIT have established a defined contribution pension
plan under the Labor Pension Act (the “New Plan”) for eligible employees
holding Republic of China citizenship. The Company, Pyramis, Delta
Optoelectronics, Delsolar, Nulight and DNIT deposit the pension amount
based on 6% of the employees’ monthly salaries and wages into each
employee’s personal pension account with the Bureau of Labor Insurance.
For the years ended December 31, 2006 and 2007, the pension costs of the
Company and these subsidiaries were $133,071 and $143,570, respectively.

16) Common stock

A. In accordance with the Company’s Articles of Incorporation, the total shares of
authorized common stock were 2,300,000,000 shares (including 60,000,000
shares for warrant bonds conversion). As of December 31, 2007, the total
issued and outstanding common stock was 2,106,417,000 shares with par value
of $10 (in dollars) per share.

B. On December 20, 2004, the Board of Directors of the Company adopted a
resolution that allowed certain stockholders to issue 16,000,000 units of global
depository receipts (GDRs), represented by 80,000,000 shares of common
stock (Deposited Shares), a unit of GDRS represents 5 shares of common stock.
After obtaining approval from SFB, these GDRs were listed on the Securities
Exchange of Luxembourg, with total proceeds of US$134,666,000. The
issuance of GDRs was represented by outstanding shares, therefore, there is no
dilutive effect on the common shares’ equity. The main terms and conditions
of the GDRs are as follows:

a) Voting rights

GDR holders may, pursuant to the Depositary Agreement and the relevant
laws and regulations of the R.O.C., exercise the voting rights pertaining to
the underlying common shares represented by the GDRs.

b) Sales and redemption of the underlying common shares represented by the
GDRs

When the holders of the GDRs request the Depositary to redeem the GDRs
in accordance with the relevant R.O.C. regulations and the provisions in the
Depositary Agreement, the Depositary may (i) deliver the underlying
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common shares represented by the GDRs to the GDR holders, or (ii) sell the
underlying common shares represented by the GDRs in the R.O.C. stock
market on behalf of the GDR holder. The payment of proceeds from such
sale shall be made subject to the relevant R.O.C. laws and regulations and
the provisions in the Depositary Agreement.

c¢) Distribution of dividends, preemptive rights and other rights and interests
GDR units bear the same rights as common shares.

d) Taking into account the stock dividend distribution year by year, there were
853 thousand units outstanding, representing 4,266,000 common shares of
the Company’s common stock.

C. The Company issued 60,000,000 units of employee stock options on December

18, 2007, with a unit of employee stock option representing one share of
common stock, as resolved by the Board of Directors on October 29, 2007.
The exercise price under the stock-based employee compensation plan is based
on the closing price of the Company’s common stock at the grant date and is
subject to adjustments due to changes in the number of common shares and
issuance of cash dividends. The vesting period of the Company’s employee
stock option plan is six years. The employees may exercise the stock options
in installments after the stock options are granted for two years.

1. Details of the employee stock options are set forth below:

For the year ended December 31, 2007
Weighted-average

No. of shares exercise price
Stock options (in thousands) (in dollars)
Options outstanding at - 8 -
beginning of year
Options granted 60,000 100
Options exercised - -
Options revoked _ -
Options outstanding at end of year 60.000 $ 100

Options exercisable at end of year

Options authorized but not granted at
end of year -
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2. Details of the employee stock options outstanding as of December 31, 2007

are set forth below:

Stock options outstanding at Stock options exercisable at
December 31, 2007 December 31, 2007
Weighted-average
Range of expected Weighted-average Weighted-average
exercise price No. of shares remaining exercise price No. of shares exercise price
(in dollars) (in thousands) vesting period (in dollars) (in thousands) (in dollars)
$ 100 60,000 5.96 years $ 100 - $ -

3. For the stock options granted (amended) on or after January 1, 2004, the
compensation cost is zero using the intrinsic value method. The following
sets forth the pro forma net income and earnings per share based on the
assumption that the compensation cost is accounted for using the fair value

method.
(A) Pricing Model: the Black-Scholes option-pricing

(B) Parameters:

Stock options outstanding as at December 31, 2007 For the year ended December 31, 2007

Dividend yield rate 0%
Expected price volatility 33.68%
Risk-free interest rate 2.457%
Expected vesting period 4.45years
Weighted-average fair value per share (in dollars) $100

(C)Conclusion:

Stock options outstanding as at December 31, 2007 For the year ended December 31, 2007
Weighted-average fair value of stock options per share $31.7991 (in dollars)
Compensation cost accounted for using the fair value $27,413

method

(D) The pro forma information:
Stock options outstanding as at December 31, 2007 For the year ended December 31, 2007

Net income Net income stated in the statement $15,061,305
of income
Pro forma net income 15,033,892
Basic earnings per  EPS stated in the statement of 7.15
share (EPS) income
(in dollars)
Pro forma EPS 7.14
Diluted EPS EPS stated in the statement of 7.15
(in dollars) income
Pro forma EPS 7.14
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17) Capital reserve

The R.O.C. Company Law requires that the capital reserve shall be exclusively
used to offset against accumulated deficit or increase capital and shall not be used
for any other purpose. The capital reserve can be used to offset against
accumulated deficit only when legal reserve and special reserve are insufficient.
Only capital reserve from paid-in capital in excess of par value and donated surplus
can be used to increase capital and the total amount shall be limited to 10% of
outstanding capital each year.

18) Legal reserve

The R.O.C. Company Law requires that the Company shall set aside 10% of its net
income as legal reserve after offsetting against prior years’ losses until the legal
reserve equals the Company’s capital. The legal reserve can be used only to
offset against accumulated deficit or increase capital. The legal reserve can be
used to increase capital only when the reserve exceeds 50% of the Company’s
capital, and shall be limited to 50% of the excess portion of the reserve.

19) Undistributed earnings

A. As stipulated in the Company's Articles of Incorporation, the current year's
earnings, if any, shall be distributed in the following order:

a) Payment of all taxes and dues.

b) Offset against prior years' operating losses, if any.

c) Set aside 10% of the remaining amount as legal reserve.
d) Set aside a certain amount as special reserve, if necessary.

e) The amount of distributable earnings after deducting items a), b), c¢) and d),
plus beginning undistributed earnings (the earnings), shall be distributed in
the following percentage according to the resolution approved at the
stockholders’ meeting:

(1) Directors' and supervisors' remuneration: up to 1% of the earnings.

(i1)) Employees' bonus: at least 3% of the earnings. In addition, under the
shareholders’ resolution at their annual meeting on May 19, 2005, the
Company can issue the employee stock bonus to qualified employees of
subsidiaries. The related regulations were authorized by the Company’s
Board of Directors or authorized person.
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(ii1) Stockholders' bonus: balance of the earnings after deducting (i) and (ii).

As stipulated in the Company’s Articles of Incorporation, at least 50% of the
distributable retained earnings shall be distributed as dividends to
stockholders, of which at least 5% shall be in the form of cash dividends.

B. In addition to the legal reserve, the Company may, based on its Articles of
Incorporation or by a resolution adopted at the meeting of stockholders, set
aside an additional special reserve to cover accounts under stockholders’ equity
with negative balance. Subsequently, the special reserve can be available for
distribution after approval of the stockholders after the negative balance in
these accounts has been fully recovered.

C. As of February 25, 2008, the distribution of 2007 earnings had not been
approved by the Company’s Board of Directors. The information will be
posted in the “Market Observation Post System” of the Taiwan Stock Exchange
Corporation.

D. The distribution of 2006 earnings was approved by the shareholders on June 8,
2007 which included legal reserve of $1,133,084, employees’ stock bonuses of
$385,000, employees’ cash bonuses of $192,500, stock dividends of $196,945,
cash dividends of $8,862,503, directors’ and supervisors’ remuneration of
$16,700, and capitalization of capital reserve of $787,778. The earnings
distribution had been approved by SFB and the Company set July 22, 2007 as
the ex-rights/dividend date.

E. The Company’s dividend policy is summarized below:
As the Company operates in a volatile business environment and is in the stable
growth stage, the residual dividend policy is adopted taking into consideration
the Company’s financial structure, operating results and future expansion plans.
According to the dividend policy adopted by the Board of Directors, at least
50% of the Company’s earnings shall be appropriated as dividends, and cash
dividends shall account for at least 5% of the total dividends distributed.

F. According to the resolutions adopted at the shareholders’ meeting, the
Company paid cash dividends of $3.0 (in dollars) and $4.5 (in dollars) per share,
and stock dividends of $0.5 (in dollars) and $0.1 (in dollars) per share in 2006
and 2007, respectively. In addition, the stockholders at the 2007 annual
meeting declared the distribution of stock dividends through capitalization of
capital reserve for $0.4 (in dollars) per share.

G. For the distribution of 2005 and 2006 earnings, details on employees’ bonus are
as follows:
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a) The distribution of employees’ bonus and directors’ and supervisors’
remuneration set forth in the Articles of Incorporation: Please refer to Note
A.e)

b) The appropriation of 2006 earnings included employees’ cash bonus of
$192,500, stock bonus of $385,000, and directors’ and supervisors’
remuneration of $16,700. Employees’ stock bonus of 38,500 thousand
shares constituted 1.95% of the outstanding shares as at December 31, 2006.
The appropriation of 2005 earnings included employees’ stock bonus of
$370,015, and directors’ and supervisors’ remuneration of $16,700.
Employees’ stock bonus of 37,001 thousand shares constituted 2.02% of the
outstanding shares as at December 31, 2005.

The effect on the 2005 and 2006 earnings per share (EPS) is as follows:

2005 EPS 2006 EPS
__ Basic _ Diluted Basic Diluted
Original EPS in the $ 4.26 $ 4.24 $ 5.76 $ 5.76

financial statements of
current year

Effect of employees’ bonus

and directors’ and

supervisors’ remuneration ( 0. 22) ( 0. 22) ( 0. 31) ( 0. 31)
Pro forma EPS $§ 404 $ 402 $ 5.45 $§ 5.45

¢) The distribution of 2005 and 2006 earnings approved at the stockholders’
meeting was the same as that proposed at the Board of Directors’ meeting.

H.The Taiwan imputation tax system requires that any undistributed current
earnings, on tax basis, be subject to an additional 10% corporate income tax if
the earnings are not distributed in the following year.

I. As of December 31, 2006 and 2007, details on tax credits of the Company are
as follows:

December 31,

2006 2007

Imputation tax credit account

balance $ 34,805 §$ 60, 682

2006 (Actual) 2007 (Estimated)
Creditable tax ratio 2. 39% 2.21%
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J. As of December 31, 2006 and 2007, the undistributed earnings are as follows:

December 31,

2006 2007
Before January 1, 1998 $ 685,952 $ 685, 952
On and after January 1, 1998
-10% additional tax assessed 1,073, 482 1,613, 881
-10% additional tax unassessed 11, 327,123 15, 061, 305

$13, 086,557 $§ 17,361,138

20) Income tax

A. Deferred income tax assets and liabilities as of December 31, 2006 and 2007
are as follows:

December 31,

2006 2007
(A) Total deferred income tax assets $ 2,577,206  $ 3,312, 686
(B) Valuation allowance $ 1,492,097 $ 1, 885, 754
(C) Total deferred income tax
liabilities $ 3,980,057 $ 5, 602, 383

58 | 2007 Annual Report



B. The components of deferred income tax assets and liabilities are as follows:

December 31, 2006 December 31, 2007
Original Original
amount Tax effect amount Tax effect
Current:
Allowance for inventory § 183,394  $ 45,849 $ 137,425 § 34, 357
obsolescence
Unrealized exchange loss 564, 067 141, 017 382, 062 95, 515
Others 88, 335 22,084 40, 418 10, 105
Loss carryfrwards 213,163 53, 291 153, 333 38, 333
Investment tax credits 251, 143 197, 092
513, 384 375, 402
Less: Valuation allowance
- current (___ 284,525) (___ 205,298
Net deferred income tax
assets - current $§ 228 859 § 170,104
Non-current:
Investment income ($15,563, 214) ($ 3,890,804) ($ 22, 384,963) ($ 5,596, 241)
accounted for under the
equity method, net
Unfunded pension 655, 118 163, 779 787, 474 196, 869
Loss carryforwards 1,110, 926 277, 731 1, 257, 082 314, 270
Assets impairment - - 494, 020 123, 505
Others 417, 841 104, 460 611, 623 152, 906
Investment tax credits 1,428,598 2,143, 607
( 1,916, 236) ( 2,665,084)
Less: Valuation allowance
- non-current (_1,207,572) (__1,680,471)
Net deferred income tax
liabilities - non-current ($ 3,123, 808) ($_4, 345, 555)
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C. As of December 31, 2006 and 2007, income tax payable (refundable) is

computed as follows:

Current year's income tax expense
Effect of deferred income tax
Interest income subject to separate tax

Over provision of income tax in prior
years, net

Prepaid income tax
Others

Income tax payable-net
Income tax refundable

Income tax payable

D. As of December 31, 2007, according to the “Income Tax Law” and “Statute for
Upgrading Industries”, investments tax credits of the Company, DNIT, Delta

For the years ended December 31,

2006 2007
$ 1,633,002 $ 2,400,301
(1,029,118 ( 1,280,502)
( 6, 747) ( 6,602)

40, 357 12,120

( 265,206) ( 668, 063)
( 4,829) 12, 032
$ 367, 459 $ 469, 286
($ 9,346) ($ 96, 703)

376, 805 069, 989
$ 367, 459 $ 469, 286

Optoelectronics, Delsolar and Nulight are as follows:

Source of investments tax credits

Unused credits

Year of expiration

Loss carryforwards
R&D expenditures
Training expenditures

Expenditures for
procurement of
machinery and
equipment

Emerging important strategic industries

E. Cold Cathode Fluorescence Lamp (CCFL) and Projection System (including
Color Projection Television) are entitled to a five-year exemption on income tax
under the “Incentives for Emerging Important Strategic Industries in
Manufacturing and Technology Services”, which expires in December 2011.
The income entitled to tax-exemption for the year ended December 31, 2007
amounted to $72,211. Under the “Basic Income Tax Act” regulations, the
income entitled to tax-exemption prior to the end of 2005 is excluded from the

computation of basic tax.
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352, 603
2,109, 050
18, 504

34, 531
178, 614
$ 2 340,699

Between 2008 and 2012
Between 2008 and 2011
Between 2008 and 2011

Between 2008 and 2011
Between 2010 and 2011



F. DWC, DWO and DWYV are subject to tax laws applicable to foreign investment

enterprises in the P.R.C. and are fully exempt from PRC income tax for two
years starting from the first profit-making year followed by a 50% reduction for
the next three years. The current enterprise income tax rate is 24%. DEP and
DII are advanced technology enterprises. Accordingly, these enterprises can
apply the preferential tax rate of 10%.

G. As DEC is an advanced technology enterprise, it is eligible for the preferential
tax rate at 15% and is exempt from corporate income tax for two years starting
from the first profit-making year followed by a 50% reduction for the next three
years. Currently, it is eligible for the preferential tax rate at 7.5%.

H. DDG is an export-oriented company (i.e. export sales constituting 70% of total
sales) and a high-investment, low-return company (i.e. minimum capital of
US$30 million). According to the related regulations, the enterprise income
tax rate is 10%.

I. DWJ is an export-oriented company. According to related regulations, after
the expiration of the income tax exempt period, DWJ can apply the preferential
tax rate of 50% discount of the enterprise tax rate of 24% if the company’s
export sales exceed 70% of total sales in current year.

J. Under the PRC tax regulations, the corporate income tax of DWH is levied at
the rate of 15%. DWH is exempt from corporate income tax for two years
starting from the first profit-making year followed by a 50% reduction for the
next three years. DWH is not eligible for the tax exemption now as it has no
taxable income.

K. Due to the enforcement of the local new enterprise income tax act, except for
the subsidiaries in Mainland China which are exempt from corporate income
tax for the first and second profit-making years and are subject to a 50%
reduction of corporate income tax from the third through fifth profit-making
years (those subsidiaries which have not started to use the tax exemption are
required to use on January 1, 2008 even no taxable income), all the other
preferential tax programs mentioned above were applicable until December 31,
2007.

L. As of December 31, 2007, the Company and its subsidiaries’ assessed and
approved conditions of income tax returns are as follows:
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Years Assessed by Tax Authority

The Company, Delsolar and DNIT 2005
Delta Optoelectronics 2004
Nulight Not assessed yet

21) Earnings per share

For the year ended December 31, 2006

Amount Earnings per share (in dollars)
Weighted-average
outstanding
Income before common shares Income before
income tax Net income (in thousands) income tax Net income
(Note b)
Basic EPS
Net income $ 12,963,843 $ 11, 330, 841 2,105,718 § 6.16 $ 5. 38
For the year ended December 31, 2007
Amount Earnings per share (in dollars)
Weighted-average
outstanding
Income before common shares Income before
income tax Net income (in thousands) income tax Net income
Basic EPS
Net income $ 17,461,606 $ 15,061,305 2,106,417 § 8.29 $ 7.15
Dilutive effect of common
stock equivalents:
Employee stock
options - - 138
Diluted EPS
Net income $ 17,461,606 $ 15, 061, 305 2,106,555 § 8.29 $ 7.15

Note a: The weighted-average outstanding common shares were retroactively
adjusted for stock dividends and employee bonuses distributed in 2007.

Note b: The potential dilutive common stock of the Company, 0% Euro convertible
bonds, had been completely converted to common stock during the first
quarter of 2006. Accordingly, only the basic EPS is disclosed for the year
ended December 31, 2006.

62 | 2007 Annual Report



'sso[ Sunierodo-uou

IOUJO S PIPIOOAT SeM [OIYM /00T PUB 9007 ‘1€ IOqUIAId(] POPUS Iedk oY) IOJ SISk [Pl Pue SISYIO 0) Pased] s1asse J0J papraoxd uoneroardop oy Surpnjouy 910N

VNS $ 616022 $  €687601 $  GL8V4e $ LIV 80 $ 8G9y $ uoneznioury
cv8 G 'e $ 821 °8GL $ VILTV6GT $  9L£°096°% $ 689 °C6E $ 169996 °T $ (a10N) uoneroaidaq
LIT°LG8°6 $ ¥91°C0L°E $ €S6°IGT9 §  CG8LWIZ8 $  IEV 980V $ VLIV $
€8 "88% 8LE 091 292 ‘831 621 “07¢€ 239 ‘9L1 L0G €91 S1WO
€86 ‘Cvv L28 6L 86T ‘991 €08 ‘09¢ L89 ‘G¥g 8IT‘CIT uolsusd
192 ‘L6E Cvy 118 918 ‘G81 890 ‘82¢ 106 ‘€82 L9G 76 SdueInsul yreay pue Joqe]
L80°G2L°8 $ 03E ‘€80 °C $ LILTL9°G §  €8LCG8TL $ 129 °0EV°E $ 9r°ceLe $ SoLIe[eS
Sasuadxa [QUUOSIdg
0L astadxs sunerdd 1500 superdQ 0L asuadxs sunedd(g 1500 sunerdd)

L00¢

9002

T¢ 1oqUIo0d(] POpUR SIBdA o) 10

UOIJEZI)I0WE puE UONEIIAIdop sosuadxo [ouuostdg (77

2007 Annual Report | 63



O Financial Report

64 |

5. RELATED PARTY TRANSACTIONS

(1) Names and relationship of related parties

Names of related parties Relationship with the Company
Cyntec Co., Ltd. (Cyntec) Investee company accounted for under the
equity method

Grand Advance Technology Inc. ’

(Grand Advance) (Note)
Delta Electronics (Thailand) Public Co., ’

Ltd. (DET)
Delta Products Corporation (DPC) Related party in substance

”

Deltron-Cimic Electric and Electronics
Co., Ltd (Deltron-Cimic)

DET International Holding Ltd. A subsidiary of DET
(DET Holding)

Delta Energy Systems (Switzerland)
AG. (DES Switzerland)

Delta Electronics Europe Ltd. (DEU) A subsidiary of DET Holding

”

”

Delta Energy Systems (Germany) Gmbh

Delta Energy Systems (India) PVT ’
(DES India)

Delta Power Solutions India PVT Ltd. 7
(DPS India)

DET Logistics (USA) Corporation 7

DET Video Technology Ltd. 7
(DET Video)

Delta Electronics (Slovakia) s.r.o.

Delta Energy Systems (Brasil) S.A. A subsidiary of DES Switzerland
(DES Brasil)

Delta Energy Systems (Guangzhou) Ltd.
(DES Guangzhou)

Delta Energy Systems (Sweden) AB
(DES Sweden)

”

”

”

Delta Green (Tianjin) Industries Indirectly held investee, accounted for
Company Limited (Delta Green under the equity method by DET
(Tianjin))

(Note) Dissolved in 2005, but not yet completely liquidated.
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(2) Significant transactions with related parties

A. Sales
For the years ended December 31,
2006 2007

Delta-Cimic $ 2,088,132 § 3,452,318
DPC 726, 251 182, 285
DES India 279, 492 656, 447
DET 174, 692 77,513
DET Video 117,522 62, 310
Cyntec 132, 400 2,183
Others 36, 467 152, 947

$ 3,554,956 § 5,186,003

B.

C.

The sales terms, including prices and collections, were negotiated based on cost,

market, competitors and other factors.

Purchases
For the years ended December 31,
2006 2007
Delta Green (Tianjin) $ 623,883 § 1,086,129
DET 379, 406 348, 382
Others 75, 317 64, 303
$§ 1,078,606 § 1,498, 814

The purchase terms, including prices and payments, were negotiated based on

cost, market, competitors and other factors.

Accounts receivable

December 31,

2006 2007
Delta-Cimic $ 624,563 §$ 879,677
DES India 50, 520 289, 657
DPC 225, 682 239, 514
Others 105, 873 62, 922
$§ 1,006,638 § 1,471,770
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D.

E.

Accounts payable

December 31,

2006 2007
Delta Green (Tianjin) $ 203,712  $ 289, 77T
DET 68, 277 66, 906
Others 46, 111 17,608

$ 318,100  §

374, 291

Property transactions

DIH purchased 3,165 thousand shares of common stock and warrants of Peco 1II,

Inc. (U.S.A) from DPC during the first quarter of 2006.
purchases totaling $320,837 had already been paid.

6. DETAILS OF PLEDGED ASSETS

The amount of

As of December 31, 2006 and 2007, the details of pledged assets are as follows:

December 31, Purpose
Assets pledged 2006 2007 of pledge
Time deposits (shown as other 3 20,000 $ 20,000  Collateral for
financial assets - current) patent suit
Time deposits (shown as other 1,139 1,158  Performance bonds

financial assets - current)

$ 21,139 § 21, 158

7. COMMITMENTS AND CONTINGENT LIABILITIES

The Group’s major commitments were as follows:

1) Effective May 2004, the Company has a 20-year land and building lease in Tainan
Science-Based Industrial Park. As of December 31, 2007, the future lease
payments and the net present value discounted at 2.62%, one-year time deposit

interest rate given by the Chunghwa Post Co., Ltd., as of December 31, 2007 are as

follows:
Year Amount
2008 $ 4,534
2009 4,534
2010 4,534
2011 4,534
2012 4,534
2013~2017 (the net present value is $18,447) 22,672
2018~2022 (the net present value is $16,209) 22,672
2023 (the net present value is $ 2,998) 4,534
$ 72, 548
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In December 2006, the Company entered into a three-year contract of

high-efficiency LED (Light Emitting Diodes) for monitors and patent licensing
agreement with Industrial Technology Research Institute. The Company has to
pay technology and patent royalties amounting to $31,000. In addition, the
Company commits to pay royalties based on a certain percentage of total sales
from the day the related products are sold and the maximum amount of the royalty
is $130,000. For the year ended December 31, 2007, the Company has paid the
related royalties of $16,000.

3) In October 2007, the Company entered into an agreement with the Institute of

4)
S)
6)

7)

8)

Nuclear Energy Research, Atomic Energy Council, Executive Yuan, R.O.C. for
technology authorization of Concentrating Photovoltaic Modules. The contract is
valid through October 2017. In addition to the authorization fee of $5,000, the
Company commits to pay royalties based on a certain percentage of total sales
from the day the authorized products are sold and the maximum amount of the
royalty is $100,000. As of December 31, 2007, the Company had paid the
authorization fee totaling $4,000 to the Institute of Nuclear Energy Research.

As of December 31, 2007, the unused letters of credit was $41,696.
Minimum future payments for land lease of DDG were approximately $8,462.

DWH entered into contracts for the construction of a new factory and acquisition
of equipments with total future payments of approximately $1,052,575.

DPEC entered into contracts for the construction of R&D building with total future
payments of approximately $529,835.

Delsolar entered into long-term contracts for materials supply with local and
foreign suppliers. The period of supply is from January 2006 to December 2018.
Delsolar agreed to pay certain amounts which are non-refundable.

8. MAJOR CATASTROPHES

None.

9. SUBSEQUENT EVENTS

None.

)

10. OTHERS

Certain accounts in the 2006 consolidated financial statements were reclassified to
conform with the 2007 financial statement presentation.
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3)

4)

The methods and assumptions used to estimate the fair values of the above

financial instruments are summarized below:
(1) Financial assets and liabilities with fair values equal to book values

A. For short-term instruments, the fair values were determined based on
their carrying values because of the short maturities of the instruments.
This method was applied to cash and cash equivalents, notes and accounts
receivable (including related parties), other receivables, other financial
assets - current, short-term loans, accounts payable (including related
parties), income tax payable, accrued expenses, other payables and other

current liabilities.

B The fair value of cash surrender value of life insurance is based on the

book value at balance sheet date.

C The fair values of refundable deposits and guarantee deposits received are

based on book values, which approximate present value.

(2) The fair values of available-for-sale financial assets are based on the
quotations in the active market, which are the latest quoted closing prices at

the balance sheet date.

(3) The fair values of derivative financial instruments which include unrealized
gains or losses on unsettled contracts were determined based on the amounts
to be received or paid assuming that the contracts were settled as of the

reporting date.

Information on available-for-sale financial assets

The Group recognized the adjustment in equity from available-for-sale financial
assets amounting to $351,380 and $612,639, and the amount removed from
equity and recognized in profit or loss was $13,664 and $94,762 for the years
ended December 31, 2006 and 2007, respectively.

Financial assets and liabilites with fair value risk and cash flow risk due to the
change of interest rate

As of December 31, 2006 and 2007, the Group’s financial assets with fair value
risk due to the change of interest amounted to $9,785,539 and $28,696,745,
respectively, and the Group had no financial liabilities with fair value risk due to
the change of interest rate. The financial assets with cash flow risk due to the
change of interest rate amounted to $11,804,434 and $12,738,600, respectively,
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5)

6)

and the financial liabilities with cash flow risk due to the change of interest
amounted to $3,425,004 and $4,043,062, respectively.

Procedure of financial risk control and hedge

The main objective of financial risk control and hedge strategy is to reduce the
loss of assets or liabilities (including forecast transactions) resulting from the
exchange rate and interest rate fluctuations. The Group achieves financial
hedge by entering into derivatives and all activities of hedge follow the principles
listed below to achieve the objective of risk control:

(1) Nature hedge

(2) Not eroding the profit of main business

(3) Not entering into the financial instruments besides the transaction currency
(4) To execute the stop-loss point

(5) To execute the operating process

In monitoring control, the Group Chief Financial Officer and the internal auditors
should monitor and manage derivative transactions. Except for evaluating the
position once a month, the authorized persons should monitor financial
instrument transactions and the related profit or loss resulting from the
transactions at any time. If any unusual event occurred, necessary actions
should be taken and reported to the Board of Directors immediately. In addition,
the performance of derivative transactions will be evaluated periodically to
determine if these transactions are in compliance with the operating strategy and
the risk of these transactions is within the tolerable range of the Group. The
Group has established the procedures for derivative transactions.

Information of major financial risk

(1)Investments in equity financial instruments

December 31

Items 2006 2007

Available-for-sale financial assets $ 1,353,971 $ 1,833, 021
Financial assets carried at cost 918, 719 705, 945

A. Market risk

The investments in equity financial instruments owned by the Group are
exposed to price risk.
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B. Credit risk

The Group assessed the credit condition of counterparties and default is
not expected. Therefore, the possibility of credit risk is low.
C. Liquidity risk

(A) The Group’s investments in equity financial instruments which have
active markets are expected to be sold easily and quickly in the market
at the price close to their fair value.

(B) The Group’s investments in equity financial instruments without
active markets are expected to have liquidity risk.

D. Cash flow risk due to changes in interest rate

The Group’s investments in equity financial instruments are non-interest
rate instruments; therefore, there is no cash flow risk related to changes in
interest rate.

(2)Other financial instruments investments

December 31

Item 2006 2007

Investments in bonds without active $ 7,169,800 $ 7,135,700
markets
A. Market risk

The investments in bonds without active markets are structured time
deposits, particularly, the principal guaranteed product; therefore, the
Group expects no significant market risk.

B. Credit risk

The counterparties of the structured time deposits invested by the Group
are international financial institutions which are all in good credit standing;
therefore, the credit risk is extremely low.

C. Liquidity risk

The Group’s working capital is sufficient to support the capital demand of
the Group. Therefore, the Group expects no significant liquidity risk.
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D. Cash flow risk due to changes in interest rate

The future cash flows of the principal guaranteed financial instruments
will fluctuate with the changes in market interest rate. Since these are
principal guaranteed financial instruments, the market interest rate
fluctuations will not reduce the cash flow of the principal.

(3)Receivables
December 31
Items 2006 2007
Notes receivable, net $ 358,668 $ 472, 865
Accounts receivable (including 23,018, 138 28, 940, 888
related parties), net
Other receivables 582, 600 1, 210, 874

A. Market risk

The Group’s receivables are all due within one year, therefore, the Group
expects no significant market risk.

B. Credit risk

The Group’s receivables are all approved through rigorous credit review
procedures and some of which have to take out an insurance policy or
provide necessary collaterals; therefore, the Group expects no significant
credit risk.

C. Liquidity risk

The Group’s receivables are all due within one year and their working
capital is sufficient to support its capital requirements; therefore, the
Group expects no significant liquidity risk.

D. Cash flow risk due to changes in interest rate

The Group’s receivables are all due within one year; therefore, there is no
significant cash flow risk due to changes in interest rate.

(4) Loans
December 31
Item 2006 2007
Short-term loans $ 3,425,004 $ 4,043,062
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A. Market risk

Short-term loans of subsidiaries are all due within one year; therefore, the
subsidiaries expect no significant market risk.

B. Credit risk
None.
C. Liquidity risk

Short-term loans of subsidiaries are all due within one year and the future
cash flow is expected to be sufficient to cover the capital requirements of
subsidiaries; therefore, the subsidiaries expect no significant liquidity risk.

D. Cash flow risk due to changes in interest rate

The short-term loans of subsidiaries are issued at floating interest rate,
accordingly, the future cash flow of which will fluctuate with the yield rate
of these debt instruments. However, due to the short duration of the
short-term loans, there is no significant cash flow risk due to changes in
interest rate.

7) Information of derivative transactions

(1) The balance of the Group’s derivative transactions as of December 31, 2006
and 2007 are shown in Notes 4(2), (13) and 10(9). The related risk
information are as follows:

A. Market risk: The Group entered into certain derivative contracts in order
to hedge risk. Accordingly, no material market risk is expected.

B. Credit risk: The banks, which the Group deals with, are all in good credit
standing and the Group deals with several banks to disperse the credit
risk; therefore, the possibility that the banks will not comply with the
terms of the contracts is low.

C. Liquidity risk: The Group has sufficient working capital; therefore no
material liquidity risk is expected.

D. Cash flow risk due to changes in interest rate: The Group did not enter
into any derivative contract that is interest rate related; therefore, no
material cash flow risk due to changes in interest rate is expected.

8) Off-balance sheet financial instruments with credit risk: None.
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9) Cash flow hedge

Effective October 1, 2006, in order to prevent the risk resulting from future cash
flow fluctuation due to foreign exchange rate fluctuations, subsidiaries entered
into foreign currency forward contracts which meet all the criteria for hedge

accounting. The related information is as follows:

Designated as hedging instrument

Fair value

Financial instrument as of Period of Period of gain

was designated as December 31, anticipated (loss) recognized in

Hedge item hedging instrument 2007 cash flow income statements

Receivables in Forward exchange $ 1,060,589 2007.01.05~  2007.01. 05~
foreign currencies  contracts 2008.11. 10 2008. 11.10
Payables in foreign ~ Forward exchange  ( 585,124) 2007.01.05~  2007.01. 05~
currencies contracts 2008. 12. 05 2008. 12. 05
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C. Information about export sales

The export sales of the Group in 2006 and 2007 were as follows:

Destination 2006 2007

Southeast Asia 45, 975, 734 50, 908, 669
U.S.A. 14, 456, 064 18, 957, 642
Europe 12, 625, 205 16, 562, 220
Northeast Asia 3, 862, 252 4,648,172
Americas 1,924, 810 2,996, 684
Others 2, 753, 682 2,403, 717

81, 597, 747 96,477,104

D. Major customer information

The customer accounting for more than 10% of the Group’s operating revenues for the years

ended December 31, 2006 and 2007 is set forth below:

Customer A

2006 2007
% of total % of total
operating operating
Amount  revenues Amount _ revenues
$ 9,607,676 16% $13, 642, 713 35%
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