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A Letter to Our Shareholders

Dear Shareholders:

Driven by the belief of "dare to change" and "dedicate to innovate", every business group at Delta always 
sets aggressive growth target and budget plans before the year ends and we used to surpass our goals. 
However, due to adverse economic conditions resulting from global financial tsunami starting from end of Q3, 
2008, we failed to achieve our plans set for the year.  Delta's consolidated sales revenues totaled NT$142.6 
billion, an increase of 9.2% from 2007. To be consistent with international financial accounting standards, the 
Taiwan government implemented a new accounting rule to expense employee bonuses and remuneration to 
board of directors and supervisors at fair market value last year. Based on the new Statement of Financial 
Accounting Standards, our gross profit totaled NT$25.5 billion (17.9% of revenues), 7% decrease from 2007 
figure which was based on old accounting standard. Our net operating profit totaled NT$10.9 billion (7.6% 
of revenues), 30.6% decrease and net income of NT$10.3 billion (7.2% of revenues) which represented a 
decrease of 31.9% from the previous year. Earnings per share (EPS) was NT$4.69.

With our solid foundation in technology and years of efforts on innovation, Delta has been widely recognized 
as the leader in switching power supplies for global electronics industry. We are the world's number one in 
power supplies for servers, workstations and notebook computers and we continue to grow market share in 
consumer electronics sector through relentless increase in power conversion efficiency which contributes 
greatly to energy conservation and reduction in greenhouse gases emission.  Among all progresses made 
last year, our achievement in telecom power systems and PV systems was noteworthy in particular. We not 
only increased the efficiency of our new generation telecom base station power system from 90% to 92% 
but also reduced the size by two thirds and achieved market leadership in both China and India. We also 
designed and installed the world's largest stadium solar systems for 2009 World Games in Kaohsiung with 
solar cells from DelSolar, a subsidiary to Delta, and our own 98% efficiency photovoltaic inverters. Although 
the capacity of this solar system was one mega watt by design, the actual electricity generated exceeded 
our expectation. Those examples clearly demonstrated our commitment to innovation and courage to take 
challenges to realize our corporate mission. We believe our potential to develop system-level businesses is 
greatly strengthened by the excellent performance of the teams.

For display solutions business, we secured our competitive advantage through in-house key components 
which weathered us from severe competition in business projector market. Our projection display products 
such as home theaters, video walls, and large venue projectors with ultra-high brightness for professional 
markets also earned customer recognition. We partnered with a content provider to broadcast on live the 
opening ceremony and selected programs of 2008 Beijing Olympics through our full HD DLP projection 
display on a 300-inch outdoor screen to the general public, who enjoyed an unprecedented visual experience 
with absolute clarity and exceptional images.  Delta also announced the industry's first full HD LED Home 
Theater DLPR Projector at IFA 2008 in Berlin featuring energy-saving, high resolution, wide color gamut, 
long life time, and immediate image display when powering on. We will work harder on marketing initiatives 
to bring more of our excellent products to customers. In order to provide customers with a complete line of 
products, we acquired an outstanding team specialized in outdoor large screen LED. We also exhibited our 
LED streetlamp and e-paper at IFA 2008 in Berlin, and we will continue to develop green products that are 
eco-friendly to meet the demand of the new century.

Delta was founded in 1971 at a time when the Taiwan government implemented investment incentive 
programs to attract foreign companies to set up manufacturing bases in Taiwan. We started from scratch 
to develop electronics components to meet market demand. We witnessed the massive abuse of natural 
resources and environmental pollution resulting from industrialization as well as the shortage in energy due 
to rapid increase in demand. We believed energy conservation was the best solution to the problem and 
since then we made it our corporate mission to develop high-efficiency switching power supplies and provide 
the world with energy efficient products and services. Over the years we continued to grow our business and 
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the world with energy efficient products and services. Over the years we continued to grow our business and 
market share as a result of strong customer satisfaction to our innovation capability, product quality, agility, 
and services. Each year we earned vendor awards from customers as a token for recognition. HP, Nokia 
Siemens, Fujitsu Siemens, for example, awarded Delta in 2008. We also received the "Excellent Innovation 
Achievement Award", the best of its kind from Ministry of Economic Affairs, last year.  Besides innovation, we 
take corporate social responsibility as a primary consideration. Delta was named the most admired company 
in electronics industry by CommonWealth Magazine for the seventh consecutive year, and we were listed 
in the first place with distinction for Corporate Social Responsibility Award from GlobalView Magazine for 
the third consecutive year.  Delta was ranked among Forbe's Asian Fabulous 50 Companies for the second 
consecutive year, and we received the best Investment Meetings Award from IR Magazine. In addition, Delta 
was the only Chinese enterprise featured on the list of "Global Top 100 Low-Carbon Pioneers" by CNBC 
European Business Magazine. We will continue our dedication to making Delta a highly regarded global 
company making long-lasting impact to the society.

The global financial tsunami caused by the American subprime mortgage crisis has affected Delta's business 
just as it has created adverse impact on global economy.  Although an enterprise is bound to have ups and 
downs during its history, we will exercise special caution to voyage through this turmoil.    We believe the 
market will be handicapped by large-scale workforce restructuring and compensation reduction measures 
adopted by major multinational corporations. As a result, we will further scrutinize our operation processes to 
identify every productivity increase opportunity, while at the same time spearheading our R&D and marketing 
efforts to adapt our organization and business activities to meet market requirements. Over the years Delta 
has committed resources to develop advanced eco-friendly new products with energy-efficient features such 
as solar systems, LEDs, E-paper, super-capacitor, and key components for electric vehicles. These visionery 
new products will be launched to the market at the soonest possible pace. With the announcement by major 
countries to engage in large-scale programs and green technology development to stimulate local economy, 
we see good potential in renewable energy, products with energy-saving features, telecom business and 
infrastructure projects. Our mission and new business development direction fit right into the picture. Our 
sound financial stance and healthy cash flow serve as another competitive weapon to our advantage in 
difficult economy. We also feel encouraged to keep staying firmly in our areas of core competences and 
avoid investment into manufacturing businesses with low entry barriers.

Delta is a company that consistently monitors the market trend and takes challenges to change and innovate. 
This economic downturn brought to our attention the need to expedite our speed of change and new product 
development. We wish to take this opportunity to thank all Delta members for their contributions to the 
Company. We believe everyone at Delta will continue to do their best to steer our course up on profitable 
growth.  We would also like to express our gratitude to all shareholders for their support. Please be re-
assured that Delta will run at full speed to meet your expectation and we will bring the Company to the next 
level of success.
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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 nine directors and two supervisors, including one 
independent director and one independent supervisor. 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 (seven meetings were held in 2008). 

In addition to participating in board meetings, the independent director and supervisor attend Delta’s internal 
strategic meeting to learn better about company’s operation and further make recommendations; the 
compensation of senior executives also needs to be reviewed by the independent director. 

Information disclosure is also an important aspect of Delta’s corporate governance. Not only are all 
announcements on the Taiwan Stock Exchange issued in a timely manner, but our Chairman’s report to 
shareholders, financial statements, corporate governance regulations, as well as share price and dividend 
information are all available for download on Delta’s website. Most of these are in both Chinese and English 
for the benefit of local and foreign investors. 

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

Delta’s efforts towards high quality corporate governance are well recognized. In 2008, Delta won the 
Corporate Citizenship Award from CommonWealth Magazine and received the CSR Honor Award from 
Global View Magazine after winning its CSR Award for three consecutive years. In addition, we were 
honored to receive Forbes Magazine’s “Asia's Fabulous 50" award for the second time and also recognized 
as a CommonWealth Magazine Most Admired Company in the electronics industry for the 7th 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 fulfill our commitment to all stakeholders.  
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Consolidated Financial Highlights

Sales
Gross profit
Gross margin
Operating profit
Operating Margin
Net Income After Tax
Net Margin
EPS (NT$)
Total Assets
Total Shareholders' Equity
ROE (%)

2008
142,645
25,495
17.9%
10,910
7.6%

10,251
7.2%
4.69

117,557
58,343
17.4%

2007
130,614
27,404
21.0%
15,717
12.0%
15,061
11.5%
7.15

117,915
59,781
27.5%

(in NT$ million, except otherwise indicated)
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Financial Report

DELTA ELECTRONICS, INC.

CONSOLIDATED FINANCIAL STATEMENTS AND

REPORT OF INDEPENDENT ACCOUNTANTS

DECEMBER 31, 2007 AND 2008

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 Translated from Chinese

PWCR08000269

To Delta Electronics, Inc.

We have audited the accompanying consolidated balance sheets of Delta Electronics, Inc.
and subsidiaries as of December 31, 2007 and 2008, 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, 2007 and 2008,
which statements reflect total assets of $718,468,000 and $596,215,000, constituting
0.61% and 0.51% of the consolidated total assets as of December 31, 2007 and 2008,
respectively, and total operating revenues of $1,639,658,000 and $1,896,736,000,
constituting 1.26% and 1.33% 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 $5,407,332,000 and $5,926,150,000,
constituting 4.59% and 5.04% of the consolidated total assets as of December 31, 2007 and
2008, respectively, and total investment income was $504,416,000 and $466,104,000,
constituting 2.58% and 3.15% of the consolidated income before income tax and minority
interest for the years then ended, respectively. Those statements were audited by other
auditors whose reports thereon have been furnished to us, and our opinion expressed herein,
insofar as it relates to the amounts and the information disclosed in Note 11. 2) 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, 2007 and 2008, 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”
and generally accepted accounting principles in the Republic of China.

As described in Note 3, effective January 1, 2008, Delta Electronics, Inc. and its
subsidiaries adopted the R.O.C. Statement of Financial Accounting Standards (SFAS) No.
39, “Accounting for Share-based Payment” and EITF 96-052 “Accounting for Employees’
Bonuses and Directors’ and Supervisors’ Remuneration” prescribed by the Accounting
Research and Development Foundation, R.O.C., whereby the costs of employees’ bonuses
and directors’ and supervisors’ remuneration are accounted for as expenses and liabilities,
provided that such recognition is required under legal or constructive obligation and the
amounts can be estimated reasonably.

.
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The consolidated financial statements of Delta Electronics, Inc. and subsidiaries as of and
for the year ended December 31, 2008, 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$32.82 to US$1.00 at December 31,
2008. This basis of translation is not in accordance with generally accepted accounting
principles in the Republic of China.

Pricewaterhouse Coopers
February 16, 2009
_________________________________________________________________________

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 consolidated 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.
As the financial statements are the responsibility of the management, PricewaterhouseCoopers cannot accept
any liability for the use of, or reliance on, the English translation or for any errors or misunderstandings that
may derive from the translation.
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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

Cash flows from operating activities (Unaudited - Note 2)
Consolidated net income
Adjustments to reconcile consolidated net income to net cash
provided by operating activities:

Changes in unrealized valuation of financial assets
Changes in unrealized valuation of financial liabilities
Provision for doubtful accounts
Provision for inventory obsolescence and market prices decline
(Gain) loss on disposal of financial assets for non-trading
purposes

Impairment loss on financial assets carried at cost
Foreign exchange loss (gain) on investments in bonds without

active markets
Investment income recognized under equity method
Cash dividends received from investee companies accounted for

under the equity method
Gain on disposal of equity in subsidiaries to minority
shareholders

Depreciation (including assets leased to others) and amortization
Loss on disposal of property, plant and equipment, net
Impairment loss on fixed assets, intangible assets and assets
leased to others

Amortization of long-term deferred income
Changes in assets and liabilities:

Financial assets at fair value through profit or loss - current
Notes and accounts receivable
Accounts receivable - related parties
Other receivables
Inventories
Prepayments
Other current assets
Other assets - other
Accounts payable
Accounts payable - related parties
Income tax payable
Accrued expenses, other payables and receipts in advance
Other current liabilities
Deferred income tax
Accrued pension liabilities
Other liabilities - others

Net cash provided by operating activities

(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 Dollars US Dollars

Cash flows from investing activities (Unaudited - Note 2)
(Increase) decrease in financial assets at fair value through

profit or loss - current
Increase (decrease) in financial liabilities at fair value through

profit or loss - current
Increase in other financial assets - current
Increase in available-for-sale financial assets and financial

assets carried at cost
Proceeds from disposal of available-for-sale financial assets
and financial assets carried at cost

Proceeds from capital reduction of available-for-sale financial
assets and financial assets carried at cost

Decrease in investments in bonds without active markets
Increase in long-term equity investments accounted for under

the equity method
Proceeds from liquidation of long-term equity investments
accounted for under equity method

Increase in cash surrender value of life insurance
Acquisition of property, plant and equipment, intangible
assets and deferred expenses

Proceeds from disposal of property, plant and equipment
Purchase of minority interests
(Increase) decrease in refundable deposits
Decrease (increase) in other assets - other
Proceeds from disposal of equity in subsidiaries to minority

shareholders
Net cash used in investing activities
Cash flows from financing activities

Increase in short-term loans
Increase in long-term loans
Increase in guarantee deposits received
Payment of directors' and supervisors’ remuneration
Payment of cash dividends
Dividends paid to minority interests
Increase in subsidiaries’capital from minority shareholders

Net cash used in financing activities
Effect due to changes in exchange rate
Effect due to changes in consolidated subsidiaries
Net increase in cash and cash equivalents
Cash and cash equivalents at beginning of the year
Cash and cash equivalents at end of the year
Supplemental disclosures of cash flow information
Cash paid during the year for interest
Cash paid during the year for income tax

Non-cash flows from financing activity:
Employees’ stock bonus

The accompanying notes are an integral part of these consolidated financial statements.
See report of independent accountants dated February 16, 2009.
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DELTA ELECTRONICS, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2007 AND 2008

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

1. 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 $25,000,000 and the
issued and outstanding capital was $21,850,456 as of December 31, 2008. 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, 2008, the Company
had approximately 5,000 employees and all consolidated entities had
approximately 49,000 employees.

2) Consolidated subsidiaries

% of shares held as of
December 31,

Name of company Relationship Main activities
1. Delta International

Holding Ltd.
(DIH)

Note A Equity investments

(1) Delta Electronics
(H.K.) Ltd.
(DHK)

Note B Equity investments,
operations
management and
engineering services

A. Delta Electronics
(Dongguan)
Co., Ltd. (DDG)

Note C Manufacturing
of power supplies

B. Delta Electronics
Components

(Dongguan) Co., Ltd.
(DEC)

Manufacturing
of transformers
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% of shares held as of
December 31,

Name of company Relationship Main activities
C. Delta Electronics

Power (Dongguan)
Co., Ltd. (DEP)

Note C Manufacturing
of power supplies

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

Product design

E. Delta Electronics
(Jiangsu) Ltd.
(DWJ)

Manufacturing of
power supplies

F. Delta Electronics
Components
(Wujiang) Ltd.
(DWC)

Manufacturing of
transformers

G. Delta Eectro-Optics
(Wujiang) Ltd.
(DWO)

Manufacturing of
peripherals and
electronic control
equipments

H. Delta Video
Display System
(Wujiang) Ltd.
(DWV)

Manufacturing and
sales of various
projectors

I. Delta Electronics
(Wuhu) Co., Ltd.
(DWH)

Manufacturing of
power supplies and
transformers

J. Delta Electronics
(Chenzhou) Co.,

Ltd. (DCZ)

Manufacturing of
power supplies and
transformers

(2) Delta Electronics
Agent Ltd. (DAL)

Note B Operations
management and
engineering
services

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

Sales of electronic
products

(4) Delta Power Sharp
Ltd. (DPS)

Operations
management and
engineering services

(5) DEI Logistics (USA)
Corp. (ALI)

Warehousing and
logistics services
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% of shares held as of
December 31,

Name of company Relationship Main activities
(6) Delta Electronics

(Japan), Inc. (DEJ)
Note B Sales of

electronic products
A. Addtron

Technology
(Japan) Co.,
Ltd. (AT Japan)

Note D Trading of
networking system
and peripherals

B. Delta
Electronics
(Korea), Inc.
(Delta Korea)

Sales of electronic
products

(7) DAC Holding (Cayman)
Ltd. (DAC)

Note B Equity investments

A. Delta
Electronics
Mexico S.A.
DE C.V.
(DEM)

Note E Manufacturing of
electronic products

B. Delta Video
Technology
Ltd. (DVT)

Sales of electronic
products

(8) Newton Power Ltd.
(NPL)

Note B R&D, sales and
marketing services of
power conversion
products

2. Delta Networks Holding
Ltd. (DNH)

Note A Equity investments

(1) Delta Networks,
Inc. (Cayman) (DNI
Cayman)

Note F Equity investments

A. Delta Networks,
Inc. (Taiwan)
(DNIT)

Note G Manufacturing of
networking system
and peripherals

B. DNI Logistics
(USA) Co.,
(ALN)

Trading of
networking system
and peripherals

C. Delta Networks
International
Ltd. (Labuan)
(DNIL-
Labuan)

Trading of
networking system
and peripherals
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% of shares held as of
December 31,

Name of company Relationship Main activities
D. Delta Networks

(H.K.) Ltd.
(DNHK)

Note G Equity investments

(A) Delta Networks
(Dongguan)
Ltd. (DII)

Note H Manufacturing and
sales of other radio
transmission
apparatus,
incorporating
reception apparatus
and other
radio-broadcast
receivers, combined
with sound recording
or reproducing
apparatus

(B) Delta Networks
(Wujiang) Ltd.
(DNW)

Note I Manufacturing and
sales of other radio
transmission
apparatus,
incorporating
reception apparatus
and other
radio-broadcast
receivers, combined
with sound recording
or reproducing
apparatus

(C) Delta Networks
(Shanghai)
Ltd. (DNS)

Note J Design computer
software

3. Deltronics (Netherlands)
B.V. (DEN)

Note A Trading of
equipment,
components and
materials of telecom
and computer
systems
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% of shares held as of
December 31,

Name of company Relationship Main activities
4. Delta Optoelectronics,

Inc. (Delta Optoelectronics)
Note A Manufacturing of

displays with
polymer light
emission display
(PLED) and carbon
nano-tube electronic
emitter (ENT)
technology

Note N

5. DelSolar Co., Ltd.
(DelSolar)

Manufacturing of
solar batteries
and related systems

6. NuLight Technology
Co. (NuLight)

Note K Manufacturing of
electronic products
and audio
components

Note O

7. PreOptix Co., Ltd. (PreOptix) Note A Manufacturing and
sales of lenses and
optical engines for
projectors

(1) PreOptix (Hong Kong)
Co., Ltd. (PHK)

Note L Equity investments

(A)PreOptix (Jiang Su)
Co., Ltd.

Note M Manufacturing and
sales of lenses and
optical engines for
projectors

Note A: Majority-owned subsidiary.
Note B: A subsidiary of Delta International Holding Ltd. (DIH).
Note C: A subsidiary of Delta Electronics (H.K.) Ltd. (DHK).
Note D: A subsidiary of Delta Electronics (Japan), Inc. (DEJ).
Note E: A subsidiary of DAC Holding (Cayman) Ltd. (DAC).
Note F: A subsidiary of Delta Networks Holding Ltd. (DNH).
Note G: A subsidiary of Delta Networks, Inc. (Cayman) (DNI Cayman).
Note H: A subsidiary of Delta Networks (H.K.) Ltd. (DNHK).
Note I: It became the subsidiary of DNHK (originally, the subsidiary of DNI Cayman) in the

first quarter of 2008 as a result of investment restructuring.
Note J: It became the subsidiary of DNHK (originally, the subsidiary of DNI Cayman) in the

second quarter of 2008 as a result of investment restructuring.



32

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

Note L: A subsidiary of PreOptix Co., Ltd. (PreOptix).
Note M: A subsidiary of PreOptix (Hong Kong) Co., Ltd. (PHK)
Note N: Dissolved by a resolution approved during the special shareholder’s meeting on

December 12, 2007 and is under the process of liquidation effective January 18, 2008.
From then on, Delta Optoelectronics ceased to be accounted for under the equity
method and was excluded from the consolidated financial statements.

Note O: Dissolved by a resolution approved during the special shareholder’s meeting on April
18, 2008 and is under the process of liquidation effective April 20, 2008. From then on,
Nulight ceased to be accounted for under the equity method and was excluded from the
consolidated financial statements.

A. The financial statements of DEN, NPL and ALN for the years ended
December 31, 2007 and 2008 were audited by other independent accountants.
The total assets of these subsidiaries as of December 31, 2007 and 2008 were
$718,468 and $596,215, constituting 0.61% and 0.51% of the consolidated
total assets, respectively, and the related total operating revenues were
$1,639,658, and $1,896,736 constituting 1.26% and 1.33% of the
consolidated operating revenues for the years ended December 31, 2007 and
2008, respectively.

B. 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.
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3) 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 7

PreOptix Co., Ltd.
(PreOptix)

Note A Please refer to

Note 1.2)

(1) PreOptix (Hong Kong)
Co., Ltd. (PHK)

Note B

(A)PreOptix (Jiang
Su) Co., Ltd.

Note C

Note A: Majority-owned subsidiary.
Note B: A subsidiary of PreOptix Co., Ltd. (PreOptix).
Note C: A subsidiary of PreOptix (Hong Kong) Co., Ltd. (PHK).

B. The following subsidiaries were excluded from the consolidated financial
statements:

% of shares held as of
December 31,

Name of company Relationship Main activities Note

Delta Optoelectronics, Inc.
(Delta Optoelectronics)

Note A Please refer to
Note 1.2)

Note C -

NuLight Technology Co.
(NuLight)

Note B Note D -

Note A: Majority-owned subsidiary.
Note B: Majority-owned subsidiary.
Note C: Dissolved by a resolution approved during the special shareholder’s meeting on

December 12, 2007 and is under the process of liquidation effective January 18,
2008. From then on, Delta Optoelectronics ceased to be accounted for under the
equity method and was excluded from the consolidated financial statements.

Note D: Dissolved by a resolution approved during the special shareholder’s meeting on
April 18, 2008 and is under the process of liquidation effective April 20, 2008.
From then on, Nulight ceased to be accounted for under the equity method and
was excluded from the consolidated financial statements.

4) Subsidiaries not included in the consolidated financial statements: None.
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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: The issuance of convertible bonds and new common
stock by subsidiaries had no significant effects on stockholders’ equity of the
parent company.

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” and generally
accepted accounting principles in the Republic of China. The Group’s significant
accounting policies are summarized as follows:

1) Basis for preparation of consolidated financial statements

All majority-owned subsidiaries and controlled entities are included in the
consolidated financial statements, and the Company prepares consolidated financial
statements on a quarterly basis. 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



35

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.

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.
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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

If an entity recognizes financial assets using settlement date accounting, any change
in the fair value of the asset to be received during the period between the trade date
and the settlement date is not recognized for assets carried at cost or amortized cost.
For financial asset or financial liability classified as at fair value through profit or
loss, the change in fair value is recognized in profit or loss. For available-for-sale
financial asset, the change in fair value is recognized directly in equity.

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.

B. 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.
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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.

B. 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.

C. 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.

B. 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.

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.
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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

Derivatives are initially recognized at fair value on the date a contract is entered
into and are subsequently remeasured at their fair value. The method of
recognizing the resulting gain or loss depends on whether the derivative is
designated as a hedging instrument and the nature of the hedged item.

A. Fair value hedges: Changes in the fair value of derivatives that are designated
and qualify as fair value hedges are recognized in profit or loss. Changes in the
fair value of the hedged asset or liability that are attributable to the hedged item
are recognized in profit or loss as an adjustment to the carrying amount of the
hedged item.

B. Cash flow hedges: 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.
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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 percentages of provision recognized were as follows:

Overdue
days

1~15
days

16~30
days

31~60
days

61~90
days

91~180
days

181~365
days

Over 365
days (Note)

Percentage
provided

None

(Note) Effective April 1, 2008, the Group adjusted the percentage of provision
for accounts over 365 days from 80% to 100%

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.
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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
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.

Salvage value of the fully depreciated assets that are still in use is depreciated
based on the re-estimated economic service lives.

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
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non-operating results.

D. “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) Intangible assets

Intangible assets, mainly patents, technology authorization fee and land use right,
acquired in Mainland China are amortized on a straight-line basis over the period
of contractual or other legal rights.

17) Deferred charges

Deferred charges are recorded at actual cost and amortized over the estimated
useful lives based on the straight-line method.

18) 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.

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

19) 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.
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B. Under the defined contribution pension plan, net periodic pension costs are
recognized as incurred.

20) Income tax

A. The Company and subsidiaries registered in Taiwan adopt the inter-period and
intra-period allocation of income tax. Over or under provision of prior years’
income tax liabilities is included in the current year’s income tax expense.

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

C. 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.

D. The Company and subsidiaries registered in Taiwan adopt 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.

E. Some of the Company’s overseas subsidiaries adopt the liability method.

21) Share-based payment employee compensation plan

A. The employee stock options granted from January 1, 2004 through December
31, 2007 are accounted for in accordance with EITF 92-070, EITF 92-071 and
EITF 92-072 of the Accounting Research and Development Foundation, R.O.C.,
dated March 17, 2003. Under the share-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.
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B. For the grant date of the share-based payment agreements set on or after
January 1, 2008, the Company shall measure the services received during the
vesting period by reference to the fair value of the equity instruments granted
and account for those amounts as payroll expenses during that period.

22) Employees’ bonuses and directors’ and supervisors’ remuneration

Effective January 1, 2008, pursuant to EITF 96-052 of the Accounting Research
and Development Foundation, R.O.C., dated March 16, 2007, “Accounting for
Employees’ Bonuses and Directors’ and Supervisors’ Remuneration”, the costs of
employees’ bonuses and directors’ and supervisors’ remuneration are accounted
for as expenses and liabilities, provided that such recognition is required under
legal or constructive obligation and the amounts can be estimated reasonably.
However, if the accrued amounts for employees’ bonuses and directors’ and
supervisors’ remuneration are significantly different from the actual distributed
amounts resolved by the stockholders at their annual stockholders’ meeting
subsequently, the differences shall be recognized as gain or loss in the following
year. In addition, according to EITF 97-127 of the Accounting Research and
Development Foundation, R.O.C., dated March 31, 2008, “Criteria for Listed
Companies in Calculating the Number of Shares of Employees’ Stock Bonus”, the
Company calculates the number of shares of employees’ stock bonus based on the
closing price of the Company’s common stock at the previous day of the
stockholders’ meeting held in the year following the financial reporting year, and
after taking into account the effects of ex-rights and ex-dividends.

23) 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
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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
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 and employees’ bonus that could be distributed in the
form of stock. The treasury stock method will be used to test whether or not
potential common shares have dilutive effect in calculating diluted EPS.

24) 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.

25) 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) Share-based payment employee compensation plan

Effective January 1, 2008, the Group adopted R.O.C. SFAS No. 39, “Accounting
for Share-based Payment”. The adoption of SFAS No. 39 had no significant
impact on the consolidated financial statements as of and for the year ended
December 31, 2008.

2) Employees’ bonuses and directors’ and supervisors’ remuneration

Effective January 1, 2008, pursuant to EITF 96-052 of the Accounting Research and
Development Foundation, R.O.C., dated March 16, 2007, “Accounting for
Employees’ Bonuses and Directors’ and Supervisors’ Remuneration”, the costs of
employees’ bonuses and directors’ and supervisors’ remuneration are accounted for
as expenses and liabilities, provided that such recognition is required under legal or
constructive obligation and the amounts can be estimated reasonably. As a result
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of the adoption of EITF 96-052, consolidated net income decreased by $2,091,649
and basic earnings per share decreased by $0.96 (in dollars), respectively, for the
year ended December 31, 2008.

4. DETAILS OF SIGNIFICANT ACCOUNTS

1) Cash and cash equivalents

December 31,

Cash on hand
Checking and demand deposits
Time deposits
Cash equivalents-commercial paper
and government bonds

As of December 31, 2007 and 2008, the Group’s overseas checking and demand
deposits were $1,864,370 (USD $53,909 thousand, HKD $15,546 thousand, JPY
$94,800 thousand, THB$14 thousand, MOP $443 thousand, PLN $4 thousand and
EUR $459 thousand) and $11,727,785 (USD $350,866 thousand, HKD $23,510
thousand, JPY $304,050 thousand, THB$14 thousand PLN $3 thousand and EUR
$38 thousand), respectively. The overseas time deposits were $9,787,741 (USD
$293,771 thousand, HKD $27,522 thousand and JPY $500,000 thousand) and
$12,591,535 (USD $382,878 thousand, HKD $6,013 thousand), respectively.

2) Financial assets at fair value through profit or loss

December 31,

Current items:
Financial assets held for trading

Listed stocks
Derivatives

Adjustment of financial assets held
for trading

A. The Group recognized a net gain of $299,385 (including the gain from disposal
of open-ended mutual funds) and $364,990 for the years ended December 31,
2007 and 2008, respectively.
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B. The nature of derivative transactions and related information are summarized as
follows:

December 31, 2007

Financial instruments

Contract amount
(Nominal principal)

(in thousands) Contract period
Forward exchange contracts:

Sell USD/Buy TWD USD
Buy USD/Sell TWD USD

Sell USD/Buy RMB USD
Buy USD/Sell RMB USD

Forward currency option
contracts

USD

December 31, 2008

Financial instruments

Contract amount
(Nominal principal)

(in thousands) Contract period
Multiple-stage inflating
forward

USD

Forward exchange contracts:

Buy USD/Sell RMB USD

Sell USD/Buy JPY USD

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 2 and the maximum exercise
principal will become USD 9 million.

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

(2) The subsidiaries entered into multiple-stage inflating forward to manage
exposures to foreign exchange rate fluctuations of import or export sales.
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However, the multiple-stage inflating forward did not meet the criteria for
hedge accounting. Therefore, the subsidiaries did not apply hedge
accounting.

(3) The Company entered into forward currency option contracts to manage
exposures to foreign exchange rate fluctuations of export sales. However, the
forward currency option contracts did not meet the criteria for hedge
accounting. Therefore, the Company did not apply hedge accounting.

(4) Certain forward exchange contracts of the Company and certain subsidiaries
met all the criteria for hedge accounting. The related information is described
in Note 10.9).

3) Accounts receivable and overdue receivables

December 31,

Accounts receivable
Less: Allowance for doubtful accounts

Overdue receivables (shown as other
assets)

Less: Allowance for doubtful accounts

4) Inventories

December 31,

Raw materials
Work in process
Finished goods
Inventory in transit

Less: Allowance for
inventory obsolescence and
market price decline
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5) Available-for-sale financial assets

December 31,

Current items:
Listed (TSE and OTC) stocks
Adjustment of available-for-sale financial
assets

Non-current items:
Listed (TSE and OTC) stocks
Adjustment of available-for-sale

financial assets

6) Financial assets carried at cost

December 31,

Non-current items:
Unlisted stocks
Less: Accumulated impairment

(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
Technologies Inc. held by DIH and DNH was lower than the cost.
Accordingly, an impairment loss of $229,221 and $7,053 was recognized in
profit or loss for the years ended December 31, 2007 and 2008, respectively.

7) Investments in bonds without active markets

December 31,

Non-current item:
Structured time deposits

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

Investee company
%

(Note A) Book value
%

(Note A) Book value
Delta Electronics (Thailand) Public

Co., Ltd. (DET) (Note B)
Cyntec Co., Ltd. (Cyntec)
Trillion Science, Inc. (Trillion)
Amita Technologies, Inc. (Amita)
NeoEnergy Microelectronics, Inc.

(NeoEnergy), etc.

(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.

(2) Investment income accounted for under the equity method are set forth below:

For the years ended December 31,
Name of investee company 2007 2008

DET
Cyntec
Trillion, etc.

(3) The financial statements of other investee companies for the years ended
December 31, 2007 and 2008 were audited by other independent accountants.
Long-term equity investments in these companies amounted to $5,407,332 and
$5,926,150 as of December 31, 2007 and 2008, respectively, and the related
investment income was $504,416 and $466,104 for the years then ended,
respectively.

(4) Grand Advance Technology Ltd. had been dissolved during 2005. The
process of liquidation has been completed in the fourth quarter of 2008.
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(5) Delta Optoelectronics and NuLight were dissolved based on a resolution
approved during the special shareholder’s meeting on December 12, 2007 and
April 18, 2008, respectively, and are under the process of liquidation effective
January 18, 2008 and April 20, 2008, respectively. Pursuant to EITF 88-233 of
the Accounting Research and Development Foundation, R.O.C., dated
December 29, 1999, “Accounting Treatment of Investee Company Accounted
for under the Equity Method during Liquidation”, these subsidiaries ceased to
be accounted for under the equity method and were excluded from the
consolidated financial statements.
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10) Assets leased to others

December 31, 2007

Original cost
Accumulated

depreciation
Accumulated

impairment
Net

book value
Land

Buildings

December 31, 2008

Original cost
Accumulated

depreciation
Accumulated

impairment
Net

book value

Land

Buildings

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) Asset impairment

The subsidiaries recognized an impairment loss of $679,227 and $7,907 for the
years ended December 31, 2007 and 2008, respectively. Details are set forth
below:

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
Financial assets carried at cost
Assets leased to others
Other intangible assets
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For the year ended December 31, 2008
Item Amount included in

statement of income
Amount included in

stockholders’ equity
Impairment loss:

Financial assets carried at cost
Other intangible assets
Property, plant and equipment

12) Short-term loans

December 31,

Unsecured bank loans
Secured bank loans

Credit lines
Interest rate per annum

13) Financial liabilities at fair value through profit or loss

December 31,

Current items:
Financial liabilities held for trading

Derivatives
Adjustment of financial liabilities held for

trading

(1) The Group recognized a net loss of $4,746 and $14,102 for the years ended
December 31, 2007 and 2008, respectively.
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(2) The nature of derivative transactions and related information are summarized
as follows:

December 31, 2007

Financial instruments

Contract amount
(Nominal principal)

(in thousands) Contract period
Multiple-stage inflating

forward
Multiple-stage inflating

forward
Forward currency option

contracts

December 31, 2008

Financial instruments

Contract amount
(Nominal principal)

(in thousands) Contract period
Multiple-stage inflating

forward
Multiple-stage inflating

forward
Forward exchange

contracts:
Buy USD/Sell RMB

Sell USD/Buy RMB

Buy USD/Sell EUR

Buy USD/Sell KRW

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 and the maximum
exercise principal will become USD27 million.

Note C: If the exchange rate is above the predetermined exchange rate, the
nominal principal will be multiplied by 2 and the maximum
exercise principal will become USD4 million.
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Note D: If the exchange rate is above the predetermined exchange rate, the
nominal principal will be multiplied by 2 and the maximum
exercise principal will become USD1.125 million.

Note E: If the exchange rate is above the predetermined exchange rate, the
nominal principal will be multiplied by 2 and the maximum
exercise principal will become USD7.4 million.

(1) The Group entered into 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 Group did not apply the hedge accounting.

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

(3) 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.

(4) The Group entered into forward exchange contracts to manage
exposures to foreign exchange rate fluctuations of imports or export
sales which meet all the criteria for hedge accounting. The related
information is described in Note 10. 9).

14) Long-term loans

December 31,

Unsecured bank loans
Interest rate per annum
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15) Accrued pension liabilities

(1) The Company, DelSolar, Delta Optoelectronics and DNIT (collectively
referred herein as the subsidiaries registered in Taiwan) 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, 2007 and
2008, the net periodic pension costs of the Company and these subsidiaries
were $166,023 and $127,471, respectively. The balance of the retirement
trust fund with the Bank of Taiwan was $507,586 and $536,548 as of
December 31, 2007 and 2008, respectively. The fund balances are not
reflected in the consolidated financial statements.

(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, 2007 and 2008, the respective measurement dates, are as
follows:

December 31,

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
Accrued pension liability (total)



57

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

Discount rate

Expected return rate on plan assets

Average rate of salary increase

In 2007 and 2008, the details of net periodic pension cost are as follows:

December 31,

Service cost
Interest cost
Expected return on plan assets
Amortization of unrecognized
transition obligation

Unrecognized pension loss
Curtailment or settlement loss
Net pension cost

(3) 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 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, 2007 and 2008, the pension
reserves of DIH’s and DNH’s subsidiaries were $441,150 and $653,234,
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 and the subsidiaries registered in Taiwan
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 and the subsidiaries registered in Taiwan 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
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Labor Insurance. For the years ended December 31, 2007 and 2008, the
pension costs of the Company and these subsidiaries were $143,570 and
$160,680, respectively.

16) Common stock

(1) In accordance with the Company’s Articles of Incorporation, the total
authorized common stock is 2,500,000,000 shares (including 100,000,000
shares for stock warrants conversion). As of December 31, 2008, the total
issued and outstanding common stock was 2,185,046,000 shares with par
value of $10 (in dollars) per share.

(2) 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
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.
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C. Distribution of dividends, preemptive rights and other rights and interests of

GDR units bear the same rights as common shares.

D. Taking into account the stock dividend distribution year by year, there were
531 thousand units outstanding, representing 2,657,000 common shares of
the Company’s common stock.

(3) 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.

A. Details of the employee stock options are set forth below:
For the year ended December 31, 2007

Weighted-average
exercise price

Stock options No. of shares (in dollars) (Note)
Options outstanding at beginning of

year
Options granted
Options exercised

Options revoked
Options outstanding at end of year
Options exercisable at end of year
Options authorized but not granted at end

of year



60

For the year ended December 31, 2008
Weighted-average

exercise price
Stock options No. of shares (in dollars) (Note)

Options outstanding at beginning of
year

Options granted
Options exercised

Options revoked
Options outstanding at end of year
Options exercisable at end of year
Options authorized but not granted at end

of year

(Note) Weighted-average exercise price of options outstanding at beginning of year was

adjusted due to the change in common stock after taking into account stock

dividends and employees’ bonus distributed.

B. Details of the employee stock options outstanding as of December 31, 2007
and 2008 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 remaining exercise price exercise price

(in dollars) No. of shares vesting period (in dollars) No. of shares (in dollars)

years

Stock options outstanding at Stock options exercisable at

December 31, 2008 December 31, 2008

Weighted-average

Range of expected Weighted-average Weighted-average

exercise price remaining exercise price exercise price

(in dollars) No. of shares vesting period (in dollars) No. of shares (in dollars)
years

C. 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
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method.

a) Pricing Model: the Black-Scholes option-pricing

b) Parameters:

For the years ended December 31,

Stock options outstanding as at 2007 2008

December 31, 2007 and 2008

Dividend yield rate

Expected price volatility

Risk-free interest rate

Expected vesting period years years

Weighted-average fair value per share
(in dollars)

c) Conclusion:

For the years ended December 31,

Stock options outstanding as at 2007 2008

December 31, 2007 and 2008

Weighted-average fair value of stock
options per share (in dollars) (in dollars)

Compensation cost accounted for
using the fair value method

d) Pro forma information:

For the years ended December 31,

2007 2008

Net income Net income stated in the
statement of income

Pro forma net income

Basic earnings
per share (EPS)
(in dollars)

EPS stated in the statement
of income

Pro forma EPS

Diluted EPS
(in dollars)

EPS stated in the statement
of income

Pro forma EPS
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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

(1) 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:

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

b) 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 should be authorized by the
Company’s Board of Directors or authorized person.
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c)Stockholders' bonus: balance of the earnings after deducting a) and b).

(2) 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.

(3) As of February 16, 2009, the distribution of 2008 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.

(4) The distribution of 2007 earnings was approved by the shareholders on June 13,
2008 which included legal reserve of $1,506,130, employees’ stock bonuses of
$365,000, employees’ cash bonuses of $365,000, stock dividends of $210,642,
cash dividends of $11,585,295, directors’ and supervisors’ remuneration of
$16,200, and capitalization of capital reserve of $210,642. The earnings
distribution had been approved by SFB and the Company set July 21, 2008 as
the ex-rights/dividend date.

(5) 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.

(6) According to the resolutions adopted at the shareholders’ meeting, the
Company paid cash dividends of $4.5 (in dollars) and $5.5 (in dollars) per
share, and stock dividends of $0.1 (in dollars) and $0.1 (in dollars) per share in
2007 and 2008, respectively. In addition, the stockholders at the 2007 and
2008 annual meeting declared the distribution of stock dividends through
capitalization of capital reserve for $0.4 (in dollars) and $0.1 (in dollars) per
share, respectively.
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(7) The Group’s estimated amounts of employees’ bonus and directors’ and
supervisors’ remuneration for 2008 are $2,196,262 and $28,957, respectively,
and are recognized as operating costs or operating expenses for 2008. While,
if the estimated amounts are different from the amounts approved by the
stockholders subsequently, the difference is recognized as gain or loss in 2009.

The basis of estimates is based on a certain percentage of undistributed
earnings as of December 31, 2008. The calculation of shares of stock bonus
distributed will be based on the closing price of the Company’s common stock
at the previous day of the 2009 stockholders’ meeting after taking into account
the effects of ex-rights and ex-dividends.

(8) For the distribution of 2007 and 2006 earnings, details on employees’ bonus
are as follows:

A. The distribution of employees’ bonus and directors’ and supervisors’
remuneration set forth in the Articles of Incorporation: Please refer to Note
(1). E.

B. The appropriation of 2007 earnings included employees’ cash bonus of
$365,000, stock bonus of $365,000, and directors’ and supervisors’
remuneration of $16,200. Employees’ stock bonus of 36,500 thousand
shares constituted 1.73% of the outstanding shares as at December 31, 2007.
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 effect on the 2006 and 2007 earnings per share (EPS) is as follows:

2006 EPS 2007 EPS
Basic Diluted Basic Diluted

Original EPS in the
financial statements of
current year

Effect of employees’
bonus and directors’ and
supervisors’
remuneration

Pro forma EPS
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C. The distribution of 2006 and 2007 earnings approved at the stockholders’
meeting was the same as that proposed at the Board of Directors’ meeting.

(9) 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.

(10) As of December 31, 2007 and 2008, details on tax credits of the Company are
as follows:

December 31,

Imputation tax credit account balance

Creditable tax ratio

(11) As of December 31, 2007 and 2008, the undistributed earnings are as follows:

December 31,

Before January 1, 1998
On and after January 1, 1998

-10% additional tax assessed
-10% additional tax unassessed

20) Income tax

1. Deferred income tax assets and liabilities as of December 31, 2007 and 2008
are as follows:

December 31,

(A) Total deferred income tax assets
(B) Valuation allowance
(C) Total deferred income tax

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

December 31, 2007 December 31, 2008
Original Original
amount Tax effect amount Tax effect

Current:
Allowance for

inventory
obsolescence

Unrealized exchange
loss

Others
Loss carryforwards
Investment tax credits

Less: Valuation
allowance -
current

Net deferred income tax
assets (liabilities) -
current

December 31, 2007 December 31, 2008
Original Original
amount Tax effect amount Tax effect

Non-current:
Investment income

accounted for
under the equity
method, net

Depreciation difference
between tax and
financial book

Unfunded pension
Loss carryforwards
Assets impairment
Others
Investment tax credits

Less: Valuation
allowance -
non-current

Net deferred income tax
liabilities - non-current
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3. As of December 31, 2007 and 2008, income tax payable (refundable) is
computed as follows:

For the years ended December 31,

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
Income tax receivable last period
Others
Income tax payable-net
Income tax refundable
Income tax payable

D. As of December 31, 2008, according to the “Income Tax Law” and “Statute for
Upgrading Industries”, investments tax credits of the Company, DNIT and
DelSolar are as follows:

Source of investments tax credits Unused credits Year of expiration
Loss carryforwards Between 2014 and 2019

R&D expenditures Between 2009 and 2012
Training expenditures Between 2009 and 2012
Expenditures for procurement of
machinery and equipment Between 2009 and 2012

Emerging important strategic
industries Between 2010 and 2011

5. 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 years ended December 31, 2007
and 2008 amounted to $72,211 and $6,526, respectively. 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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6. Effective January 1, 2008, DDG, DEP, DEC and DII are high and new
enterprises which can apply the preferential tax rate of 15%.

7. Effective January 1, 2008, DWJ and DWO adopted the law of the People’s
Republic of China on Enterprise Income Tax. The rate of foreign enterprise
income tax is 25%.

8. DWC and DWV 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 25%.

9. Effective January 1, 2008, DWH is subject to the law of the People’s Republic
of China on Enterprise Income Tax, and the rate of enterprise income tax
changed from 15% to 18%. DWH is still in the status of deficit, as a result,
income tax is not recognized.

10. As of December 31, 2008, the Company and its subsidiaries’ assessed and
approved conditions of income tax returns are as follows:

Years Assessed by Tax Authority
DelSolar and DNIT
The Company
PreOptix Not assessed yet

21) Earnings per share

For the year ended December 31, 2007
Amount Earnings per share (in dollars)

Income before
income tax Net income

Weighted-average
outstanding

common shares
(in thousands)

(Note C)
Income before

income tax Net income
Basic EPS

Net income
Dilutive effect of
common stock
equivalents:
Employee stock

options
Diluted EPS

Net income
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For the year ended December 31, 2008
Amount Earnings per share (in dollars)

Income before
income tax Net income

Weighted-average
outstanding

common shares
(in thousands)

(Note C)
Income before

income tax Net income
Basic EPS

Net income
Dilutive effect of
common stock
equivalents:

Employee stock
options

Employee bonus
(Note B)

Diluted EPS
Net income

Note A: The stock options will result in anti-dilutive effect when using the treasury method, therefore such
shares shall not be included.

Note B: Effective January 1, 2008, as employees’ bonus could be distributed in the form of stock, the diluted
EPS computation shall include those estimated shares that would increase from employees’ stock
bonus issuance in the calculation of the weighted-average number of common shares outstanding
during the reporting year, taking into account the dilutive effect of stock bonus on potential common
shares; whereas, basic EPS shall be calculated based on the weighted-average number of common
shares outstanding during the reporting year including the shares of employees’ stock bonus for the
appropriation of prior year earnings, which have already been resolved at the stockholders’ meeting
held in the reporting year. Since capitalization of employees’ bonus no longer belongs to distribution
of stock dividends, the calculation of basic EPS and diluted EPS for all periods presented shall not be
adjusted retroactively. However, the accounting treatment for the appropriation of employees’ bonus
for 2007 earnings resolved at the stockholders’ meeting held in 2008 is still in accordance with the
regulations on capitalization of employees’ bonus under paragraphs 19 and 39 of R.O.C. SFAS No.
24, “Earnings per Share”.

Note C: The weighted-average outstanding common shares were retroactively adjusted for stock dividends
and employee bonuses distributed in 2008.
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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)
Amita Technologies, Inc. (Amita)

NeoEnergy Microelectronics, Inc.
(NeoEnergy)

Delta Products Corporation (DPC) Related party in substance
Delta Greentech (China) Co,. Ltd.

(Delta Greentech)
Progressive Optoelectronics Technology

Co., Ltd. (Progressive)
Another investor of PreOptix,

subsidiary of the Company
Jurong Progressive Optoelectronics

Technology Co., Ltd.
A subsidiary of Progressive

DET International Holding Ltd.
(DET Holding)

A subsidiary of DET

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 Ltd.
(DES India)

Delta Power Solutions India PVT Ltd.
(DPS India)

DET Logistics (USA) Corporation

DET Video Technology Ltd. (DET
Video)

Delta Electronics (Slovakia) s.r.o.

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

(DES Guangzhou)
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Names of related parties Relationship with the Company
Delta Energy Systems (Sweden) AB (DES

Sweden)
A subsidiary of DES Switzerland

Delta Energy Systems (Finland) Oy

Delta Green (Tianjin) Industries Co., Ltd.
(Delta Green (Tianjin))

Indirectly held investee, accounted for
under the equity method by DET

Cyntec Electronics (SuZhou) Co., Ltd. Affiliated enterprise of Cyntec

(Note) Dissolved in 2005, and had been completely liquidated in 2008.

2) Significant transactions and balances with related parties

(1) Sales

For the years ended December 31,

Delta Greentech
DPS India
DPC
DES India
DET
Others

The sales terms, including prices and collections, were negotiated based on
cost, market, competitors and other factors.

(2) Purchases

For the years ended December 31,

Delta Green (Tianjin)
DET
Others

The purchase terms, including prices and payments, were negotiated based on
cost, market, competitors and other factors.
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(3) Accounts receivable

December 31,

Delta Greentech
DES India
DPS India
DPC
Others

(4) Accounts payable

December 31,

Delta Green (Tianjin)
Others

(5) Property transactions

PreOptix (Jiang Su), the indirect-majority-owned subsidiary of the Company,
purchased land use right and fixed assets from Jurong Progressive
Optoelectronics Technology Co., Ltd. during 2008 in the amount of $47,379 and
$201,372, respectively.

(6) Remuneration information of main management (including directors,
supervisors, general manager and vice general managers)

Salaries (Note 1)
Bonuses (Note 2)
Services fees (Note 3)
Distribution of earnings (Note 4)

Note 1: Including wages allowance, retirement pension and compensation.

Note 2: Including all kinds of incentives.

Note 3: Including traveling allowance, payment for special disbursement, cars and
dorms provided by the Group.

Note 4: Including directors’ and supervisors’ remuneration and employees’ bonus.

For related information, please refer to Annual Report.
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6. DETAILS OF PLEDGED ASSETS

As of December 31, 2007 and 2008, the details of pledged assets are as follows:

December 31,
Assets pledged

Purpose
of pledge

Demand deposits (shown as
other financial assets -
current)

Collateral for
customs duties

Time deposits (shown as other
financial assets - current)

Collateral for
disposition and
seizure

Time deposits (shown as other
financial assets - current)

Performance bonds

Time deposits (shown as other
financial assets - current)

Collateral for
loans

7. COMMITMENTS AND CONTINGENT LIABILITIES

The Group’s major commitments as of December 31, 2008 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, 2008, the future lease
payments and the net present value discounted at 1.39%, one-year time deposit
interest rate given by the Chunghwa Post Co., Ltd., as of December 31, 2008 are as
follows:

Year Amount
2009
2010
2011
2012
2013
2014~2018 (the net present value is $20,305)
2019~2022 (the net present value is $15,265)
2023 (the net present value is $ 3,686)

2) 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
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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. As of December 31, 2008, the Company has paid the related
royalties of $18,500.

3) In October 2007, the Company entered into an agreement with the Institute of
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, 2008, the Company has paid the
authorization fee totaling $5,000 to the Institute of Nuclear Energy Research.

4) As of December 31, 2008, the unused letters of credit of the Group was $19,145.

5) The Group entered into contracts for land lease, construction of new factories and
buildings and acquisition of equipments with total future payments of
approximately $2,545,592.

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

8. MAJOR CATASTROPHES

None.

9. SUBSEQUENT EVENTS

The subsidiary, Delsolar, applied to establish DelSolar Holding (Cayman) Ltd. in the
amount of US$9,000 as capital on December 17, 2008, and will invest in DelSolar (Wu
Jiang) Ltd. via DelSolar Holding (Cayman) Ltd.

The above investment was approved by the Investment Commission on January 19,
2009.

10. OTHERS

1) Certain accounts in the 2007 consolidated financial statements were reclassified to
conform with the 2008 financial statement presentation.
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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 the balance sheet date.

C The fair values of refundable deposits and guarantee deposits received are
based on book values, which approximate present value.

D. The fair values of long-term loans is based on book value, 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.

3) Information on available-for-sale financial assets

The Group recognized the adjustment in equity from available-for-sale financial
assets amounting to $612,639 and ($1,267,990), and the amount removed from
equity and recognized in profit or loss was $94,762 and $136,931 for the years
ended December 31, 2007 and 2008, respectively.

4) Information on interest rate risk positions

As of December 31, 2007 and 2008, the Group’s financial assets with fair value
risk due to the change of interest amounted to $28,696,745 and $18,330,085,
respectively, and the financial liabilities with fair value risk due to the change of
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interest rate amounted to $0 and $2,899,553, respectively. The financial assets
with cash flow risk due to the change of interest rate amounted to $12,738,600
and $10,493,040, respectively, and the financial liabilities with cash flow risk due
to the change of interest amounted to $4,043,062 and $4,259,134, respectively.

5) 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. Aside from evaluating the
position twice 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.

6) Information of major financial risk

(1)Investments in equity financial instruments

December 31,
Items

Available-for-sale financial assets
Financial assets carried at cost
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A. Market risk

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

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

Investments in bonds without active
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.
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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.

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

Notes receivable, net
Accounts receivable (including

related parties), net
Other receivables

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.
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(4)Loans

December 31,
Item

Short-term loans
Long-term loans

A. Market risk

The loans of the Group have no significant market risk.

B. Credit risk

None.

C. Liquidity risk

The future cash flow is expected to be sufficient to cover the capital
requirements of Group; therefore, the Group expect no significant liquidity
risk.

D. Cash flow risk due to changes in interest rate

The loans of the Group 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, 2007
and 2008 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.
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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.

9) Cash flow hedge

(1) Fair value hedge

The foreign currency deposits held by the subsidiaries may face the risk
resulting from fair value changes due to foreign exchange rate changes. The
subsidiaries entered into foreign currency forward contracts which meet all
criteria for hedge accounting. The related information is as follows:

Designated for hedging instrument

Hedge item

Financial instrument
was designated as
hedging instrument

Fair value as of
December 31, 2008

Deposits in foreign currencies Forward exchange
contracts

(2) Cash flow hedge

In order to prevent the risk resulting from future cash flow fluctuation due to
foreign exchange rate fluctuations, the Group entered into foreign currency
forward contracts which meet all criteria for hedge accounting. The related
information is as follows:

Designated for hedging instrument

Hedge item

Financial instrument
was designated as
hedging instrument

Fair value as of
December 31, 2008

Period of
anticipated
cash flow

Period of gain (loss)
anticipated to be

recognized in
income statement

Receivables
in foreign
currencies

Forward exchange
contracts

Payables in
foreign
currencies

Forward exchange
contracts
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