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Independent Auditors’ Review Report

To the Board of Directors
LANNER ELECTRONICS INC.:

Introduction

We have reviewed the accompanying consolidated balance sheets of the LANNER ELECTRONICS INC. (the
"Company") and its subsidiaries (together referred to as the "Group") as of June 30, 2018 and 2017, the related
consolidated statements of comprehensive income for the three months and six months ended June 30, 2018 and
2017, as well as the changes in equity and cash flows for the six months ended June 30, 2018 and 2017, and
notes to the consolidated financial statements, including a summary of significant accounting policies. The
management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with the Regulations Governing the Preparation of Financial Reports by Securities Issuers and
International Accounting Standards (“IASs™) 34, “Interim Financial Reporting” endorsed and issued into effect
by the Financial Supervisory Commission of the Republic of China. Our responsibility is to express a
conclusion on the consolidated financial statements based on our review.

Scope of Review

Except as explained in the Basis for Qualified Conclusion paragraph, we conducted our reviews in accordance
with Statement of Auditing Standards 65, “Review of Financial Information Performed by the Independent
Auditor of the Entity”. A review of the consolidated financial statements consists of making inquiries, primarily
of persons responsible for financial and accounting matters, and applying analytical and other review
procedures. A review is substantially less in scope than an audit conducted in accordance with the generally
accepted auditing standards and consequently does not enable us to obtain assurance that we would become
aware of all significant matters that might be identified in an audit. Accordingly, we do not express an audit
opinion.

Basis for Qualified Conclusion

As stated in Note 4(b), the consolidated financial statements included the financial statements of certain non-
significant subsidiaries, which were not reviewed by independent auditors. These financial statements reflect
total assets amounting to $430,026 thousand and $349,260 thousand, each constituting 8% of the consolidated
total assets; the total liabilities amounting to $33,304 thousand and $33,158 thousand, constituting 1% and 2%
of the consolidated total liabilities as of June 30, 2018 and 2017, respectively; and the total comprehensive
income (loss) amounting to $15,863 thousand, $19,989 thousand, $24,658 thousand and $35,017 thousand,
constituting 14%, 25%, 14% and 35% of the consolidated total comprehensive income (loss) for the three
months and six months ended June 30, 2018 and 2017, respectively.
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Qualified Conclusion

Except for the adjustments, if any, as might have been determined to be necessary had the financial statements
of certain consolidated subsidiaries described in the Basis for Qualified Conclusion paragraph above been
reviewed by independent auditors, based on our reviews and the review report of another auditor (please refer to
Other Matter paragraph), nothing has come to our attention that causes us to believe that the accompanying
consolidated financial statements do not present fairly, in all material respects, the consolidated financial
position of the Group as of June 30, 2018 and 2017, and of its consolidated financial performance for the three
months and six months ended June 30, 2018 and 2017, as well as its consolidated cash flows for the six months
ended June 30, 2018 and 2017 in accordance with the Regulations Governing the Preparation of Financial
Reports by Securities Issuers and IASs 34, “Interim Financial Reporting” endorsed and issued into effect by the
Financial Supervisory Commission of the Republic of China.

Other Matter

We did not review the financial statements of LANNER ELECTRONICS USA., a subsidiary of the Group.
Those financial statements were reviewed by another auditor, whose review report has been furnished to us, and
our conclusion, insofar as it relates to the amounts included for LANNER ELECTRONICS USA., is based
solely on the review report of another auditor. The financial statements of LANNER ELECTRONICS USA.
reflect the total assets amounting to $662,927 thousand and $575,517 thousand, constituting 12% of
consolidated the total assets as of June 30, 2018 and 2017, and the total revenues amounting to $521,620
thousand, $476,741 thousand, $924,444 thousand and $812,145 thousand, constituting 29%, 31%, 28% and
28% of the consolidated total revenues for the three months and six months ended June 30, 2018 and 2017,
respectively.

KPMG

Taipei, Taiwan (Republic of China)
August 9, 2018

Notes to Readers

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

The independent auditors’ report and the accompanying consolidated financial statements are the English translation of the Chinese
version prepared and used in the Republic of China. If there is any conflict between, or any difference in the interpretation of the English
and Chinese language independent auditors’ report and consolidated financial statements, the Chinese version shall prevail.
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(English Translation of Consolidated Financial Statements and Report Originally Issued in Chinese)
Reviewed only, not audited in accordance with generally accepted auditing standards

LANNER ELECTRONICS INC. AND SUBSIDIARIES
Consolidated Statements of Comprehensive Income
For the three months and six months ended June 30, 2018 and 2017

(Expressed in Thousands of New Taiwan Dollars , Except for Earnings Per Common Share)

Operating revenue (notes 6(q), 6(r) and 7)
Operating cost (notes 6(d), 6(l), 6(s) and 7)
Gross profit, net
Operating expenses (notes 6(c), 6(1), 6(s) and 7):
Selling expenses
Administrative expenses
Research and development expenses
Impairment loss (impairment gain and reversal of
impairment loss)
Total operating expenses
Operating profit
Non-operating income and expenses (notes 6(k)
and 6(t)):
Other income
Other gains and losses
Financial costs
Total non-operating income and expenses
Net income before tax
Less: income tax expense (note 6(m))
Net income
Other comprehensive income (loss):
Items that may be reclassified subsequently to
profit or loss
Exchange differences on translation of foreign
financial statements
Income tax related to components of other
comprehensive income that will be reclassified
to profit or loss
Total Items that may be reclassified
subsequently to profit or loss
Other comprehensive income (loss), net
Total comprehensive income
Net income attributable to:
Shareholders of the parent company
Non-controlling interests

Total comprehensive income attributable to:
Shareholders of the parent company
Non-controlling interests

Basic earnings per share (in New Taiwan dollars)
(note 6(p))

Diluted earnings per share (in New Taiwan
dollars) (note 6(p))

For the three months ended June 30

For the six months ended June 30

2018 2017 2018 2017
Amount % Amount %o Amount %o Amount %o
$ 1.812,889 100 1,519,738 100 3,335,373 100 2,920,831 100
1.349.530 74 1.129.518 74 2.473.740 74 2.148.830 74
463,359 26 390,220 26 861.633 26 772,001 26
132,592 i 123,551 8 263,326 8 236,318 8
81,863 5 75,460 5 150,621 4 140,354 5
128,882 7 116,974 8 256,868 8 216,959 7
286 - - - (825) _ - - -
343.051 19 315.985 21 669.990 20 593.631 20
120.308 7 74,235 5 191.643 6 178.370 6
17,891 1 1,192 - 31,445 1 13,474 -
7,896 - 3,895 - 6,669 - (40,147 (D)
(550) _ - (1.156) _ - (.116) _ - (1,747 _ -
25237 1 3.931 - 36,998 1 (28.420) _ (1)
145.545 8 78,166 5 228,641 7 149,950 5
33,251 2 14.357 1 60.301 2 25.617 1
112.294 6 63.809 4 168.340 5 124,333 4
(2,380) - 15,515 1 7,896 - 24,577y (1)
(2.380) _ - 15,515 1 7.896 - (24,577 __ (1)
(2,380) _ - 15,515 1 7.896 - (24.577) _ (1)
$ 109.914 6 79.324 5 176.236 5 99,756 3
s 104,648 6 53,700 3 149,523 4 105,854 3
7.646 - 10,109 1 18.817 1 18.479 1
$ 112,294 6 63,809 4 168.340 5 124,333 4
$ 105,127 6 67,015 4 156,061 5 84,193 3
4,787 - 12,309 1 20,175 - 15,563 -
$ 109.914 6 79,324 5 176.236 5 99,756 3
$ 0.99 0.51 1.41 1.01
s 0.98 0.51 1.39 1.00

See accompanying notes to consolidated financial statements.
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(English Translation of Consolidated Financial Statements and Report Originally Issued in Chinese)
Reviewed only, not audited in accordance with generally accepted auditing standards

LANNER ELECTRONICS INC. AND SUBSIDIARIES
Consolidated Statements of Cash Flows
For the six months ended June 30, 2018 and 2017
(Expressed in Thousands of New Taiwan Dollars)

Cash flows from operating activities:
Consolidated net income before tax
Adjustments:
Adjustments to reconcile profit and loss:
Depreciation expense
Amortization expense
Expected credit gain / Reversal of provision for bad debt expense
Net loss on financial assets or liabilities at fair value through profit or loss
Interest expense
Interest income
Remuneration cost of employee stock options
Loss on disposal of property, plant and equipment, net
Total adjustments to reconcile profit and loss
Changes in operating assets and liabilities:
Changes in operating assets:
Financial assets at fair value through profit or loss
Financial assets or liabilities at fair value through profit or loss
Notes receivable
Accounts receivable
Other receivable
Inventories
Prepayments
Other current assets
Other financial assets
Total changes in operating assets, net
Changes in operating liabilities:
Financial liabilities at fair value through profit or loss
Notes payable
Accounts payable
Other payables
Provisions
Other current liabilities
Net defined benefit liability
Deferred revenue
Total changes in operating liabilities, net
Total changes in operating assets and liabilities, net
Total adjustments
Cash used in operating activities
Interest income received
Interest paid
Income taxes paid
Net cash used in operating activities
Cash flows from investing activities:
Acquisition of property, plant and equipment
Proceeds from disposal of property, plant and equipment
Increase in other financial assets
Increase in other non-current assets
Increase in prepayments for equipment
Net cash used in investing activities
Cash flows from financing activities:
Decrease in short-term loans
Repayments of long-term debt
Increase in guarantee deposits received
Increase in other non-current liabilities
Exercise of employee share options
Net cash provided by (used in) financing activities
Effect of exchange rate changes on cash and cash equivalents

Net decrease in eash and cash equivalents
Cash and cash equivalents at beginning of period
Cash and cash equivalents at end of period

See accompanying notes to consolidated financial statements.

For the six months ended June 30
2018 2017

228,641 149,950
50,281 51,019

771 744
(825) (562)

2.004 414

1,116 1,747
(3,814) (2,388)

1,033 4,648

42 118

50.608 55.740

(389.596) -

- (250,543)
(15,748) (4,765)
(45,969) 96,864

69,478 48,944
(117,710) (39,008)
(10.955) (3,855)
3,439 183
(22) 6.504
(507.083) (145.676)
2,039 577

- (7,060)
157,134 (134.426)
(51,204) (157,423)

(6,235) 1,158
69,226 (6,651)
(@) 2
(3.440) (1.779)
167.519 (305.602)
(339.564) (451.278)
(288.956) (395.538)
(60.315) (245,588)
3.826 2,365
(1,244) (1,741)
(35.946) (32.889)
(93.679) (277.853)
(12.579) (15,836)

- 1,011
- (8,938)
(3,411) (9,703)
(5.266) (4.262)
(21.256) (37.728)
(102,390) (16,303)
(888) (921)

- 940
37 14
48.184 18.489
(55.057) 2219
8.989 (20,935)
(161,003) (334,297)
788.156 761.323

627.153 427,026




(English Translation of Consolidated Financial Statements and Report Originally Issued in Chinese)
Reviewed only, not audited in accordance with generally accepted auditing standards

LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements
June 30, 2018 and 2017
(Expressed in Thousands of New Taiwan Dollars, Unless Otherwise Specified)

{1) Company history

LANNER ELECTRONICS INC. (the Company) was incorporated on October 30, 1986, under the laws of
the Republic of China (ROC). The Company and its subsidiaries (the Group) are mainly engaged in the
manufacturing and trading of computer peripheral equipment, computer software design and development
services, and related information processing trade business.

(2) Approval date and procedures of the consolidated financial statements

The consolidated financial statements were'réiaorted to the Board of Directors and published on August 9,
2018.

(3) New standards, amendments and interpretations adopted:

(a) The impact of the International Financial Reporting Standards ("IFRSs") endorsed by the Financial
Supervisory Commission, R.O.C. ("FSC"} which have already been adopted.

The following new standards, interpretations and amendments have been endorsed by the FSC and
are effective for annual periods beginning on or after January 1, 2018. The differences between the
current version and the previous version are as follows:

Effective date
New, Revised or Amended Standards and Interpretations per IASB
Amendment to IFRS 2 "Clarifications of Classification and Measurement of January I, 2018

Share-based Payment Transactions"

Amendments to JFRS 4 "Applying IFRS 9 Financial Instruments with IFRS 4 January 1, 2018
Insurance Contracts”

IFRS 9 "Financial Instruments” January 1, 2018
IFRS 15 "Revenue from Contracts with Customers" January 1, 2018
Amendment to IAS 7 "Statement of Cash Flows -Disclosure Initiative" January 1, 2017

Amendment to IAS 12 "Income Taxes- Recognition of Deferred Tax Assets for ~ January 1, 2017
Unrealized Losses"

Amendments to IAS 40 "Transfers of Investment Property™ January 1, 2018
Annual Improvements to IFRS Standards 2014-2016 Cycle:
Amendments to IFRS 12 January 1, 2017
Amendments to IFRS 1 and Amendments to IAS 28 January 1, 2018
IFRIC 22 "Foreign Currency Transactions and Advance Consideration” January 1, 2018

(Continued)



LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

Except for the following items, the Group believes that the adoption of the above IFRSs would not
have any material impact on its consolidated financial statements. The extent and impact of
signification changes are as follows:

@

(i)

IFRS 15 "Revenue from Contracts with Customers"

IFRS 15 establishes a comprehensive framework for determining whether, how much and
when revenue is recognized. It replaces the existing revenue recognition guidance, including
IAS 18 “Revenue” and IAS 11 “Construction Contracts”. The Group applies this standard
retrospectively with the cumulative effect, it need not restate those contracts, but instead,
continues to apply IAS 11, IAS 18 and the related Interpretations for comparative reporting
period. The Group recognizes the cumulative effect upon the initially application of this
Standard as an adjustment to the opening balance of retained earnings on January 1, 2018.

The Group uses the practical expedients for completed contracts, which means it need not
restate those contracts that have been completed on January 1, 2018.

The following are the nature and impacts on changing of accounting policies:
1)  Sales of goods

For the sale of products, revenue is currently recognized when the customer accepts the
goods and the related risks and rewards of ownership transfer. Revenue is recognized at
this point provided that the revenue and costs can be measured reliably, the recovery of
the consideration is probable and there is no continuing management involvement with
the goods. Under IFRS 15, revenue will be recognized when a customer obtains control
of the goods.

2) Impacts on financial statements

There are no impacts of adopting IFRS15 on the Group's consolidated financial
statements. :

IFRS 9 "Financial Instruments”

IFRS 9 replaces 1AS 39 "Financial Instruments: Recognition and Measurement” which
contains classification and measurement of financial instruments, impairment and hedge
accounting.

As a result of the adoption of IFRS 9, the Group adopted the consequential amendments to IAS
1 "Presentation of Financial Statements" which requires impairment of financial assets to be
presented in a separate line item in the statement of profit or loss and OCI. Previously, the
Group's approach was to include the impairment of trade receivables in administrative
expenses. Additionally, the Group adopted the consequential amendments to IFRS 7 Financial
Instruments: Disclosures that are applied to disclosures about 2018 but generally have not been
applied to comparative information.

(Continued)
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Notes to the Consolidated Interim Financial Statements

The detail of new significant accounting policies and the nature and effect of the changes to
previous accounting policies are set out below:

y

2)

3)

Classification of financial assets and financial liabilities

IFRS 9 contains three principal classification categories for financial assets: measured at
amortized cost, fair value through other comprehensive income (FVOCI) and fair value
through profit or loss (FVTPL). The classification of financial assets under IFRS 9 is
generally based on the business model in which a financial asset is managed and its
contractual cash flow characteristics. The standard eliminates the previous IAS 39
categories of held to maturity, loans and receivables and available for sale. Under IFRS
9, derivatives embedded in contracts where the host is a financial asset in the scope of
the standard are never bifurcated. Instead, the hybrid financial instrument as a whole is
assessed for classification. For an explanation of how the Group classifies and measures
financial assets and accounts for related gains and losses under IFRS 9, please see note
4(c).

The adoption of IFRS 9 did not have any a significant impact on its accounting policies

-on financial liabilities.

Impairment of financial assets

IFRS 9 replaces the 'incurred loss' model in IAS 39 with the 'expected credit loss' (ECL)
model. The new impairment model applies to financial assets measured at amortized
cost, contract assets and debt investments at FVQOCI, but not to investments in equity
instruments. Under IFRS 9, credit losses are recognized earlier than they are under IAS
39 — please see note 4{(c).

Transition
The adoption of IFRS 9 have been applied retrospectively, except as described below,

Differences in the carrying amounts of financial assets and financial liabilities
resulting from the adoption of IFRS 9 are recognized in retained earnings and
reserves as on January 1, 2018. Accordingly, the information presented for 2017 does
not generally reflect the requirements of IFRS 9 and therefore is not comparable to
the information presented for 2018 under IFRS 9.

The following assessments have been made on the basis of the facts and
circumstances that existed at the date of initial application.

—  The determination of the business model within which a financial asset is held.

— The designation and revocation of previous designations of certain financial
assets and financial liabilities as measured at FVTPL.

— The designation of certain investments in equity instruments not held for trading
as at FVOCI.

(Continued)
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LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

Classification of financial assets on the date of initial application of JFRS 9

The following table shows the original measurement categories under IAS 39 and the
new measurement categories under IFRS 9 for each class of the Group's financial assets
as of January 1, 2018.

1AS8 39 IFRS ¢
Carrying Carrying
Measurement categories Amount Measurement categories Amount
Financial Assets
Equity instruments Financial assets at cost 500 FVOCI 500
Trade and other Loans and receivables (note 2) 1,103,204 Amortized cost 1,103,204 -

receivables

Note 1: As permitted by IFRS 9, these investments at the date of initial application were
measured at FVOCI. Since the amounts of unrealized gain or loss were
immaterial, the Group would not make any retroactive adjustment.

Note 2: Notes receivables and accounts receivables that were classified as loans and
receivables under IAS 39 are now classified at amortized cost.

The following table reconciles the carrying amounts of financial assets under IAS 39 to

the carrying amounts under [FRS 9 upon transition to [FRS 9 on 1 January, 2018.

2017.12.31 2018,1,1 201811 2018.1.1
1AS 39 IFRS § Retained Other
Carrying Carrying earnings equity
Amount Reclassifications Remeasurements Amount effect effect
Fair value through profit or loss .
Begiming balance of FVTPL (IAS 39) 5 104,784 - - 104.784 -
Fair value through other comprehensive
income
Beginning balance of available for sale 8 500 - - 500 - -
(including measured at cost) (JAS 39)
Amortized cost
Beginning belance of trade and ather 8 1,103,204 - - 1,103,204 - -

receivables

(b) The impact of IFRS endorsed by FSC but not yet effective

The following new standards, interpretations and amendments have been endorsed by the FSC and
are effective for annual periods beginning on or after January 1, 2019 in accordance with Ruling No.

1070324857 issued by the FSC on July 17, 2018:

New, Revised or Amended Standards and Interpretations

Effective date
per IASB

TIFRS 16 “Leases™

IFRIC 23 “Uncertainty over Income Tax Treatments™

Amendments to IFRS 9 “Prepayment features with negative compensation™
Amendments to IAS 19 “Plan Amendment, Curtailment or Settlement™
Amendments to IAS 28 “Long-term interests in associates and joint ventures’
Annual Improvements to JFRS Standards 2015-2017 Cycle

3

January 1, 2019
January 1, 2019
January 1, 2019
January 1, 2019
January 1, 2019
Januvary 1, 2019

{Continued)
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LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

Except for the following items, the Group believes that the adoption of the above IFRSs would not
have any material impact on its consolidated financial statements. The extent and impact of
signification changes are as follows:

@)

IFRS 16“Leases™

IFRS 16 replaces the existing leases guidance, including IAS 17 Leases, IFRIC 4 Determining
whether an Arrangement contains a Lease, SIC-15 Operating Leases — Incentives and SIC-27
Evaluating the Substance of Transactions Involving the Legal Form of a Lease.

IFRS 16 introduces a single and an on-balance sheet lease accounting model for lessees. A
lessee recognizes a right-of-use asset representing its right to use the underlying asset and a
lease liability representing its obligation to make lease payments. In addition, the nature of
expenses related to those leases will now be changed since IFRS 16 replaces the straight-line
operating lease expense with a depreciation charge for right-of-use assets and interest expense
on lease liabilities. There are recognition exemptions for short-term leases and Ieases of low-
value items. The lessor accounting remains similar to the current standard — i.e. the lessors will
continue to classify leases as finance or operating leases.

The Group has completed an initial assessment of the potential impact on its consolidated
financial statements, wherein the detailed assessment has yet to be completed. The actual
impact of applying IFRS 16 on its financial statements in the period of initial application will
depend on future economic conditions, including the Group’ s discounting rate, the
composition of the Group’ s lease portfolio at that date, the Group’ s latest assessment of
whether it will exercise any lease renewal options, and the extent to which the Group chooses
to use practical expedients and recognition exemptions.

So far, the most significant impact identified is that the Group will have to recognize the new
assets and liabilities for its operating leases of offices, warehouses, and factory facilities. No
significant impact is expected for the Group’s finance leases. Besides, The Group does not
expect the adoption of IFRS 16 to have any impact on its ability to comply with the revised
maximum leverage threshold loan covenant.

1)  Determining whether an arrangement contains a lease

The Group has an arrangement that was not in the legal form of a lease, for which it
concluded that the arrangement contains a lease of equipment under IFRIC 4. On
transition to IFRS 16, the Group can choose to apply either of the following:

IFRS 16 definition of a lease to all its contracts; or

a practical expedient that does not need any reassessment whether a contract is, or
contains, a lcase.

The Group plans to apply the practical expedient to grandfather the definition of a lease
upon transition. This means that it will apply IFRS 16 to all contracts entered into before
January 1, 2019 and identified as leases in accordance with IAS 17 and IFRIC 4.

(Continued)
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LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

2)  Transition
As a lessee, the Group can apply the standard using either of the following:
retrospective approach; or
modified retrospective approach with optional practical expedients.
The lessee applies the election consistently to all of its leases.

On January 1, 2019, the Group plans to initially apply JFRS 16 using the modified
retrospective approach. Therefore, the cumulative effect of adopting IFRS 16 will be
recognized as an adjustment to the opening balance of retained earnings at January 1,
2019, with no restatement of comparative information.

When applying the modified retrospective approach to leases previously classified as
operating leases under JAS 17, the lessee can elect, on a lease-by-lease basis, whether to
apply a number of practical expedients on transition. The Group is assessing the potential
impact of using these practical expedients.

(ii)) IFRIC 23 Uncertainty over Income Tax Treatments

In assessing whether and how an uncertain tax treatment affects the determination of taxable
profit (tax loss), tax bases, unused tax losses, unused tax credits, as well as tax rates, an entity
shall assume that a taxation authority will examine the amounts it has the right to examine and
have a full knowledge on all related information when making those examinations.

If an entity concludes that it is probable that the taxation authority will accept an uncertain tax
treatment, the entity shall determine the taxable profit (tax loss), tax bases, unused tax losses,
unused tax credits, as well as tax rates consistently with the tax treatment used or planned to be
used in its income tax filings. Otherwise, an entity shall reflect the effect of uncertainty for
each uncertain tax treatment by using either the most likely amount or the expected value,
depending on which method the entity expects to better predict the resolution of the
uncertainty.

So far, the most significant impact identified is that the Group will have to recognize the new
income tax liabilities and income tax expense for its uncertainty over income tax treatments.

(c) The impact of IFRS issued by IASB but not yet endorsed by the FSC

As of the date, the following IFRSs that have been issued by the IASB, but have yet to be endorsed

by the FSC:
Effective date
New, Revised or Amended Standards and Interpretations per IASB
Amendments to IFRS 10 and TAS 28 “Sale or Contribution of Assets Between Effective date to
an Investor and Its Associate or Joint Venture” be determined
by IASB
IFRS 17 “Insurance Contracts™ January 1, 2021

(Continued)
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LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

The Group assessed that the above IFRSs may not be relevant to the Group.

(4) Summary of significant accounting policies

Except for the following, the significant accounting policies applied in these consolidated financial
statements are consistent with those applied in the consolidated financial statements for the year ended
December 31, 2017. For related information, please referred to note 4 of the consolidated financial
statement for the year ended December 31, 2017.

(a)

(b)

Statement of compliance

These consolidated financial statements have been prepared in accordance with the "Regulations
Governing the Preparation of Financial Reports by Securities Issuers" ("Regulations") and 1AS 34
Interim Financial Reporting endorsed by the FSC, and do not present all the disclosures required for
a complete set of annual consolidated financial statements prepared in accordance with the
International Financial Reporting Standards, International Accounting Statements, IFRIC
Interpretations, or SIC Interpretations endorsed by the FSC (hereinafter referred to IFRS endorsed by
the FSC) for full annual consolidated financial statements.

Basis of consolidation

The basis for consolidation applied in these consolidated financial statements is consistent with that
applied in the consolidated financial statements for the year ended December 31, 2017. For the
related information, please refer to note 4(c) to the consolidated financial statements for the year
ended December 31, 2017.

1List of subsidiaries included in the consolidated financial statements

Percentage of ownership

Name of Scope of June 30, December June 30,
investor Name of subsidiary business 2018 31, 2017 2017 Note
The Company  LANNER ELECTRONICS USA, Trading of 100.00% 100.00 % 100.00 %
INC. (LANNER (USA)) computer
peripheral
products
The Company  LANNER ELECTRONICS Investing 100.00 % 100,00 % 100.60 %
{(MAURITIUS) INC. (LANNER
(MAURITIUS))
The Company  LEI TECHNOLOGY CANADA  Trading of 100.00 % 100.00 %  100.00 % Note 5
INC. {LEI) computer
peripheral
products
LANNER LANCOM HOLDING CO., LTD. Investing 100.00 % 100.00 % 100.00 %
(MAURITIUS) (LANCOM)
LANCOM Beijing L&S Lancom Platform Trading of 80.009%  80.00 % 80.00 % Note 1
Tech. Co., Ltd. (L&S) computer
peripheral
products
LANCOM Lanner Technology (Dongguan)  Trading of 100.00 %  100.00 % - % Note 2
Co., Ltd. (Lanner Technology) computer
peripheral
products

(Continued)
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LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financi_al Statements

Percentage of ownership

Name of Scope of June 30, December  June 30,
investor Name of subsidiary business 2018 31,2017 2017 Note
L&S Beijing LSZC Investment Co., Investing 100.00% 100.00 % 100.00 %
Lid. (LSZC) .
Beijing LSZC  Dongguan Lihua Haiwell Tech,  Manufacture 100.00 % 100.00 %  100.00 %
Investment Co., Co., Ltd. (Haiwell) and trading of
Ltd. computer
peripheral
products
Beijing LSZC  Beijing HDZX Technology Co., Trading of 3990 %  39.90 % 42.99 % Notes
Investment Co., Lid. (HDZX) computer 3,4
Ltd. peripheral and 5
products

Note 1: In June 2017, Beijing LSEC Investment Co., Ltd ha(-i a capital increase in cash of CNY 3,000 thousand.

However, the Group did not acquire these new common shares proportionally, resulting in the Group's
shares to decrease.

Note 2: In March 2017, the Board of Directors approved a resolution to acquire 100% owneirship of Lanner

Technology (Donguan) Co,, Lid. at price of USD2350 thousand.

Note 3: In July 2017, Beijing LSZC Investment Co., Ltd (LSZC) had a capital increase in cash of CNY1,438

thousand. However, the Group did not acquire these new common shares proporiionally, resulting in the
Group's shares to decrease.

Note 4: Lanner holds less than 50% of the ownership of Beijing LSZC Investment Co., Ltd. However, considering

the proportiont of the remaining shares held by the management of the Group, the Group still holds control
over Beijing LSZC Investment Co., Ltd. and its operation. As such, Beijing HDZX Technology Co., Ltd. is
considered to be a subsidiary of the Group.

Note 5: An immaterial subsidiary, whose financial statements have not been reviewed.

(¢} Financial instruments (applicable from Januvary 1, 2018)

@

Financial assets

Financial assets are classified into the following categories: measured at amortized cost, fair
value through other comprehensive income (FVOCI) and fair value through profit or loss
(FVTPL).

The Group shall reclassify all affected financial assets only when it changes its business model
for managing its financial assets.

1)

Financial assets measured at amortized cost

A financial asset is measured at amortized cost if it meets both of the following
conditions and is not designated as at FVTPL:

it is held within a business model whose objective is to hold assets to collect contractual
cash flows; and

-its contractual terms give rise on specified dates to cash flows that are solely payments
of principal and interest on the principal amount outstanding.

(Continued)
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LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

A financial asset measured at amortized cost is initially recognized at fair value, plus any
directly attributable transaction costs. These assets are subsequently measured at
amortized cost using the effective interest method. The amortized cost is reduced by
impairment losses. Interest income, foreign exchange gains and losses, and impairment
loss, are recognized in profit or loss. Any gain or loss on derecognition is recognized in
profit or loss.

Fair value through other comprehensive income (FVOCI )

On initial recognition of an equity investment that is not held for trading, the Group may
irrevocably elect to present subsequent changes in the investment’s fair value in other
comprehensive income. This election is made on an instrument-by-instrument basis.

A financial asset measured at FVOCI is initially recognized at fair value, plus any
directly attributable transaction costs. These assets are subsequently measured at fair
value. Interest income calculated using the effective interest method, foreign exchange
gains and losses, and impairment losses, deriving from debt investments are recognized
in profit or loss; whereas dividends deriving from equity investments are recognized as
income in profit or loss, unless the dividend clearly represents a recovery of part of the
cost of the investment. Other net gains and losses of financial assets measured at FVOCI
are recognized in OCI. On derecognition, gains and losses accumnulated in OCI of equity
investments are reclassified to profit or loss. However, gains and losses accumulated in
OCI of debt investments are reclassified to retain earnings instead of profit or loss.

Dividend income derived from equity investments is recognized on the date that the
Group’s right to receive payment is established, which in the case of quoted securities is
normally the exdividend date.

Fair value through profit or loss (FVTPL)

All financial assets not classified as amortized cost or FVOCI described as above are
measured at FVTPL, including derivative financial assets and accounts receivable
(except for those presented as accounts receivable but measured at FVTPL). On initial
recognition, the Group may irrevocably designate a financial asset, which meets the
requirements to be measured at amortized cost or at FVOCI, as at FVTPL if doing so
eliminates or significantly reduces an accounting mismatch that would otherwise arise.

Financial assets in this category are measured at fair value at initial recognition.
Attributable transaction costs are recognized in profit or loss as incurred. Subsequent
changes that are measured at fair value, which take into account any dividend and
interest income, are recognized in profit or loss.

Impairment of financial assets

The Group recognizes loss allowances for expected credit losses on financial assets
measured at amortized cost (including cash and cash equivalents, notes and accounts
receivable, other receivable, and guarantee deposit paid and other financial assets).

(Continued)
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The Group measures loss allowances at an amount equal to lifetime expected credit loss
(ECL), except for the following which are measured as 12-month ECL:

debt securities that are determined to have low credit risk at the reporting date; and

other debt securities and bank balances for which credit risk (i.e. the risk of default
occurring over the expected life of the financial instrument) has not increased
significantly since initial recognition.

Loss allowance for trade receivables and contract assets are always measured at an
amount equal to lifetime ECL..

Lifetime ECLs are the ECLs that result from all possible default events over the expected
life of a financial instrument.

12-month ECLs are the portion of ECLs that result from default events that are possible
. within the 12 month after the reporting date (or a shorter period if the expected life of the
instrument is less than 12 months).

The maximum period considered when estimating ECLs is the maximum contractual
period over which the Group is exposed to credit risk.

When determining whether the credit risk of a financial asset has increased significantly
since initial recognition and when estimating ECL, the Group considers reasonable and
supportable information that is relevant and available without undue cost or effort. This
includes both quantitative and qualitative information and analysis based on the Group’s
historical experience and informed credit assessment as well as forward-looking
information. -

ECLs are a probability-weighted estimate of credit losses. Credit losses are measured as
the present value of all cash shortfalls (i.e the difference between the cash flows due to
the Group in accordance with the contract and the cash flows that the Group expects to
receive). ECLs are discounted at the effective interest rate of the financial asset.

At each reporting date, the Group assesses whether financial assets carried at amortized
cost and debt securities at FVOCI are credit-impaired. A financial asset is
¢ credit-impaired” when one or more events that have a detrimental impact on the
estimated future cash flows of the financial asset have occurred.

Loss allowances for financial assets measured at amortized cost are deducted from the
gross carrying amount of the assets. For debt securities at FVOC], the loss allowance is
recognized in other comprehensive income instead of reducing the carrying amount of
the asset. The Group recognizes the amount of expected credit losses (or reversal) in
profit or loss, as an impairment gain or loss.

(Continued)
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The gross carrying amount of a financial asset is written off (either partially or in fuli) to
the extent that there is no realistic prospect of recovery. This is generally the case when
the Group determines that the debtor does not have assets or sources of income that could
generate sufficient cash flows to repay the amounts subject to the write-off. However,
financial assets that are written off could still be subject to enforcement activities in
order to comply with the Group’s procedures for recovery of amounts due.

5)  Derecognition of financial assets

Financial assets are derecognized when the contractual rights to the cash flows from the
assets expire, or when the Group transfers substantially all the risks and rewards of
ownership of the financial assets.

Derivative financial instruments and hedge accounting

The Group holds derivative financial instruments to hedge its foreign currency and interest rate
exposures. Derivatives are initially measured at fair value. Any attributable transaction costs
thereof are recognized in profit or loss as incurred. Subsequent to initial recognition,
derivatives are measured at fair value, and changes therein are recognized in profit or loss and
are included in the line item of non-operating income and expenses in the statement of
comprehensive income. When a derivative is designated as, and effective for, a hedging
instrument, its timing of recognition in profit or loss is determined based on the nature of the
hedging relationship. When the fair value of a derivative instrument is positive, it is classified
as a financial asset, whereas when the fair value is negative, it is classified as a financial
liability.

{(d) Revenue from contracts with customers {applicable from January 1, 2018)

Revenue is measured based on the consideration to which the Group expects to be entitled in
exchange for transferring goods or services to a customer. The Group recognizes revenue when it
satisfies a performance obligation by transferring control of a good or a service to a customer. The
accounting policies for the Group’s main types of revenue are explained below.

@)

Sale of goods

The Group manufactures and sells industrial personal computers and network communication
apparatus to computer manufacturers. The Group recognizes revenue when control of the
products has transferred, being when the products are delivered to the customer, the customer
has full discretion over the channel and price to sell the products, and there is no unfulifilled
obligation that could affect the customer’s acceptance of the products. Delivery occurs when
the products have been shipped to the specific location, the risks of obsolescence and loss have
been transferred to the customer, and either the customer has accepted the products in
accordance with the sales contract, the acceptance provisions have lapsed, or the Group has
objective evidence that all criteria for acceptance have been satisfied.

The Group’ s obligation to provide a refund for faulty electronic components under the
standard warranty terms is recognized as a provision for warranty; please refer to note 6(k).

(Continued)
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The Group provides certain customers who buy product with an extended warranty over the
two-year period in-addition to the assurance that the product complies with agreed-upon
specifications. This kind of contract contains two performance obligations and, therefore, the
transaction price is allocated to each performance obligation on a relative stand-alone selling
price basis. Management estimates the stand-alone selling prices at contract inception based on
the observable prices at which the Group would sell the product and the extended warranty
separately in similar circumstances and to similar customers. The Group recognizes revenue
for the service-type warranty on a straight-line basis over the extended warranty period. The
payment terms of the extended warranty are similar to product.

A receivable is recognized when the goods are delivered as this is the point in time that the
Group has a right to an amount of consideration that is unconditional.

(ii) Financing components

The Group does not expect to have any contracts where the period between the transfer of the
promised goods or services to the customer and payment by the customer exceeds one year. As
a consequence, the Group does not adjust any of the transaction prices for the time value of
money.

Employee benefits

Pension cost for an interim period is calculated on a year-to-date basis by using the actuarially
determined pension cost rate at the end of the prior fiscal year plus any adjustments for significant
post-market fluctuations, curtailments, settlements, or other one-time events.

Income tax

Income tax expense for the period is best estimated by multiplying pretax income of the reporting
period by the effective annual tax rate which was forecasted by the management. The outcome is
then fully recognized as current tax expense.

Temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and their respective tax bases shall be measured based on the tax rates that have been
enacted or substantively enacted at the time the asset or liability is recovered or settled, and be
recognized directly in equity or other comprehensive income as tax expense.

Significant accounting assumptions and judgments, and major sources of estimation uncertainty

The preparation of the consolidated financial statements is in conformity with IAS 34 "Interim Financial
Reporting” endorsed by FSC. The standard requires management to make judgments, estimations and
assumptions that affect the application of the accounting policies and the reported amount of assets,
liabilities, income and expenses. Actual results may differ from these estimates.

During the preparation of the consolidated financial statements, except for additional information, the
management adopts similar method used in accounting policy judgements and assumptions which are in
conformity with note 5 of the consolidated financial statements for the year ended December 31, 2017.

(Continued)
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(6) Explanation of significant accounts

Except for the following disclosures, there are no significant differences in description of significant
accounts from financial statements as of December 31, 2017. For the related information, please refer to
note 6 of the consolidated financial statements for the year ended December 31, 2017.

(a) Cash and cash equivalents

December 31,
June 30, 2018 2017 June 30, 2017
Cash $ 6,055 9,244 1,164
Working capital 80 80 80
Cash in banks 371,002 360,208 211,839
Checking deposits 21,592 5,385 12,293
Time deposits - - 7,595
Foreign currency deposits 228.424 413,239 194,055
Cash and cash equivalents per $ 627,153 788,156 427,026

consolidated statements of cash flow

Please refer to note 6(u) for the interest rate risk and the fair value sensitivity analysis of the
financial assets and liabilities of the Group.

(b) Financial assets and liabilities at fair value through profit or loss

December 31,
June 30, 2018 2017 June 30, 2017
Financial assets at fair value through
comprehensive income:
Non-derivative financial assets % 492,376
Financial assets held for trading:
Derivative instruments not used for 250 -
hedging
Non-derivative financial assets 104,534 300,138
Total $ 492,376 104,784 300,138
December 31,
June 30, 2018 2017 June 30, 2017
Financial liabilities held for trading:
Derivative instruments not used for b 2,039 - 1.586

hedging

Please refer to note 6(u) for the gains or losses on disposal of financial assets and liabilities
remeasured at f{zir value through profit or loss.

The Company had not provided any financial assets mentioned above as collateral as of June 30,
2018, December 31 and June 30, 2017.

(Continued)
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The Group uses derivative financial instruments to manage exposures due to fluctuations of foreign
exchange risk derived from its operating activities. As of June 30, 2018, December 31 and June 30,
2017, the Group reported the following derivative financial instruments as held-for-trading financial
assets (labilities) without the application of hedge accounting;

Contract
Fair value Currency amount
June 30, 2018
Forward Contracts $ (2,039) USD,/TWD 2,720
December 31, 2017
Forward Contracts $ 250 USD,/TWD 2,800
June 30, 2017 |
Forward Contracts $ (1,586) USD,/TWD 5,330

As of June 30, 2018, December 31 and June 30, 2017, the maturity dates of the derivative financial
assets and liabilities were between August 2, 2018 to October 23, 2018, February 2, 2018 to March
5, 2018 and July 18, 2017 to September 5, 2017.

Notes and accounts receivable and other receivables

December 31,

June 30, 2018 2017 June 30, 2017
Notes receivable $ 18,487 2,739 11,226
Accounts receivable 1,164,119 1,118,150 1,019,232
Less: allowance for impairment 16,918 17.685 10,119
3 1,165,688 1,103,204 1,020,339

The Group has not provided the notes and accounts receivable and other receivables as collateral or
factored them for cash.

The Group applies the simplified approach to provide for its expected credit losses, i.e. the use of
lifetime expected loss provision for all receivables on June 30, 2018. To measure the expected credit
losses, trade receivables have been grouped based on shared credit risk characteristics and the days
past due, as well as incorporated forward looking information. The loss allowance provision as of
June 30, 2018 was determined as follows:

Weighted-
Gross carrying average loss Loss allowance
amount rate provision

Current $ 848,915 0.01%~2.77% 2,896
I to 30 days past due 65,248 1.61%~6.80% 4,388
31 to 60 days past due 5,510 24.25%~26.45% 1,400
61 to 90 days past due 468 36.05%~91.99% 248

More than 121 days past due - 100% -
S 920,141 8,932
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The loss allowance provision in china as of June 30, 2018 was determined as follows:

Current

1 to 30 days past due

31 to 60 days past due

61 to 90 days past due

91 to 120 days past due

121 to 150 days past dve

151 to 180 days past due
More than 181 days past due

Weighted-
Gross carrying average loss Loss allowance
amount rate provision
$ 152,307 0%~1.19% 15
37,095  0.01%~6.74% 9
6,673  0.01%~8.60% 435
7,429 11.62% 863
1,548 15.36% 238
976 36.03% 352
804 36.43%~80.93% 441
5,633 100% 5.633
$ 262,465 7,986

As of December 31 and June 30, 2017, the Group applies the incurred loss model to consider the
loss allowance provision of notes and trade receivable, and the aging analysis of notes and trade
receivable, which were past due but not impaired, was as follows:

Past due 1 to 30 days
Past due 31 to 90 days
More than 90 days past due

December 31,
2017 June 30, 2017
3 133.357 84,507
74,551 12,869
14.334 7.185
$ 222,242 104,501

The movement in the allowance for notes and accounts receivable was as follows:

Balance on January 1, 2018 and 2017 per
IAS 39

Adjustment on initial application of IFRS 9
Balance on January 1, 2018 per IFRS 9
Impairment loss reversed

Foreign exchange losses

Balance on June 30, 2018 and 2017

For the six months ended June 30, 2017

For thesix  Individually Collectively
months ended assessed assessed
June 30,2018 impairment impairment Total
3 17,685 10,753 - 10,753
17,685
(825) {562) - (562)
58 (712) - (72)
b 16,918 10.119 - 10,119

The Group has not provided the notes and accounts receivable and other receivables as collateral or

factored them for cash.

(Continued)
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Other receivables

December 31,
June 36, 2018 2017 June 30, 2017
Other receivables —related parties $ - 75,770 -
Other 27,736 21.444 20,087
$ 27,736 97,214 20,087

As of June 30, 2018, December 31 and June 30, 2017, the Group had no other receivables that were
past due. Therefore, no provisions for doubtful debt were required after the management’ s
assessment. For other credit risk information, please refers to note 6(u).

Inventories
December 31,
June 30,2018 2017 June 30, 2017

Merchandise 3 507 1,092 1,049
Finished goods , 781,345 846,761 586,501
Work in process ‘ 389,520 234,957 310,076
Raw material 700,838 671,690 526.906
Total $ 1,872,210 1,754,500 1,424,532

Inventories are measured at the lower of cost and net realizable value. Hence, the Group makes
judgments and estimates in the net realizable value of inventory for financial statement. The rapid
development on technology may significantly affect the market demand on electronic products,
which can lead to product obsolescence, resulting in the cost of inventory to exceed its net realizable
value. Valuation of the inventory is based according to the estimated future demand for its products.
Hence, there is a possibility for the valuation to have a significant fluctuation.

As of June 30, 2018, December 31 and June 30, 2017, the Group's inventories had not pledged as
collateral.

Aside from charging operating costs through the ordinary sale of inventories, other gains and losses
directly recorded under operating costs were as follows:

For the three months For the six months
ended June 30 ended June 30
2018 2017 2018 2017
Loss on market value of inventory $ 14,514 7.236 22,049 16,284

Financial assets at fair value through other comprehensive income

June 30, 2018
Equity investments at fair value through other
comprehensive income:
Unlisted stocks (domestic) $ 500

(Continued)
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(i) Equity investments at fair value through other comprehensive income
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The Group designated the investments shown above as equity securities as at fair value
through other comprehensive income because these equity securities represent those
investments that the Group intends to hold for long-term for strategic purposes. These
investments were classified as financial assets at cost on December 31 and June 30, 2017.

(i) For credit risk and market risk, please refer to note 6(u).
(iii) The Group did not hold any coliateral for the collectible amounts.
Financial assets carried at cost—noncurrent

Stockholding Investment

rate % cost Amount
December 31, 2017
Alliance III venture Capital Corp 1.00 $__ 500 560
June 30, 2017
Alliance IIT venture Capital Corp 1.00 § 500 500
Property, plant and equipment
Other Construction
Land Buildings Machinery equipment in progress Total
Carrying value:
Janvary 1, 2018 Ly 498,671 362,081 21.643 196,592 - 1.078.987
June 30, 2018 L) 499,312 356,833 21,378 166.583 - 1,044,106
January 1, 2017 $ 500,964 384,083 33,164 196.339 - 1,114,550
June 30, 2017 s 499,271 368,657 24.273 180,673 - 1,072,874

For the six months ended June 30, 2018 and 2017, the Group did not have any significant purchase,
disposal, impairment or reversal on fixed assets. For depreciation expense of the current period,
please refers to note 12(a). For other relative information, please refers to note 6(g) of the annual

consolidated financial statements.

Please refer to note 8 for the information of the pledged property, plant and equipinent, as of June

30, 2018, December 31 and June 30, 2017.

Intangible assets

Customer
Goodwill relation Total
Carrying value:
January 1, 2018 3 4.601 1,768 6,369
June 30, 2018 S 4,628 1,018 5,646
January 1, 2017 s 4.654 3321 7.975
June 30, 2017 3 4,524 2,483 7.007

(Continued)
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For the six months ended June 30, 2018 and 2017, the Group did not have any significant purchase,
disposal, impairment or reversal on intangible assets. For amortization expense, please refer to note
12. For other relative information, please refer to note 6(h) of the annual consolidated financial
statements.

Short-term and long-term borrowings
The details, terms and clauses of the Group's short-term and long-term borrowings were as follows:

(i} Short-term borrowings

June 30, 2018
Maturity
Currency Interest rate year Amount
Unsecured loans RMB 5.65 2018 $ 13,721
Unsecured loans USDb 4.2838 2018 9.487
Total $ 23.208
December 31,2017
Maturity
Currency Interest rate year Amount
Secured loans TWD 1.05 2018 $ 50,000
Unsecured loans TWD 1.08 2018 50,000
Unsecured loans RMB 5.65 2018 13,635
Unsecured loans UsD 3.6183 2018 11,672
- Total $ 125,307
June 30, 2017
Maturity
Currency  Interest rate year Amount
Unsecured loans USD 3.37 2017 39494

Please refer to note 6(u) for the disclosures on the Group's risk exposure to interest rates and
liquidity risks. '

As of June 30, 2018, December 31 and June 30, 2017, the unused credit facilities of the
Group's short-term borrowings amounted to $930,015 thousand, $829,815 thousand and
$868,000 thousand, respectively.

(Continued)
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Secured loans
Current
Non-current
Total

Secured loans
Current
Non-current
Total

Secured loans
Current
Non-current
Total
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June 30, 2018
Maturity
Currency Interest rate year Amount
USD 44368 2020 ) 21,900
$ 1,826
20,074
5 21,900
December 31, 2017
Maturity
Currency Interest rate year Amount
USD 3.4606 2020 $ 20,071
$ 1,784
18,287
§___20,071
June 30, 2017
Maturity
Currency Interest rate year Amount
UsD 3.2748 2020 $__ 38431

$ 1,823
36,608

s__38431

Please refer to note 6(u) for the disclosures on the Group's risk exposure to interest rates and

liquidity risks.

Collateral of loans

The Group has mortgaged their assets as collateral of loans. Please refer to note 8.

Provisions

Warranty

Legal
Total

December 31,

June 30, 2018 2017 June 30, 2017
$ 42,134 41,999 36,142
- 6,370 6,370
) 42.134 48,369 42,512

(Continued)
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A legal claim brought against the Group and another individual by a former employee demanding for
compensation, wherein the Group originally estimated the related damage to be $6,370 thousand as
of December 31 and June 30, 2017. However, based on the final decision made by the cowrt in April
2018, both accused will only have to pay the amount of $3,884 thousand, plus, interest, which is
calculated using 5% rate per annum beginning October 14, 2007 until the repayment date. Out of the
said amount, the Group has to pay $1,000 thousand, with the remaining amount being assumed by
the other individual. Since the Group had overestimated its debt provision, the remaining balance
had been recognized as other income.

For the six months ended June 30, 2018 and 2017, despot of lawsuit, the Group did not have any
significant change on the provisions. Please refer to note 6(k) of the annual consolidated financial
statements for relative information.

Employee benefits
(i) Defined benefit plans

Since prior fiscal year, there was no material volatility of the market, no material
reimbursement and settlement or other material one-time events. As a result, the pension cost
in the accompanying consolidated financial statements was measured and disclosed according
to the actual report as of December 31, 2017 and 2016.

The Group's expenses recognized in profit or loss were as follows:

For the three months For the six months
ended June 30 ended June 30

2018 2017 2018 2017
Operating costs $ © 108 114 217 225
Selling expenses 48 45 91 90
Administrative expenses 66 77 134 152
Research and development 73 67 143 133

expenses

Total 3 295 303 585 600

(ii) Defined contribution plans

The Group's expenses under the pension plan cost to the Bureau of Labour Insurance and the
local government were as follows:

For the three months For the six months
ended June 30 ended June 30

2018 2017 2018 2017
Operating costs $ 2,345 1,621 4,190 3,308
Selling expenses 1,816 1,715 3,581 3,357
Administrative expenses 1,419 1,296 2,833 2,620
Research and development 3.879 3,502 7,774 6,755

expenses

Total $ 9.459 8.134 18.378 16,040

(Continued)
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(m) Income tax

(n)

Income tax expense was best estimated by multiplying pretax income for the interim reporting period
by the effective tax rate which was forecasted by the management.

According to the amendments to the "Income Tax Act” enacted by the office of the President of the
Republic of China (Taiwan) on February 7, 2018, an increase in the corporate income tax rate from
17% to 20% is applicable upon filing the corporate income tax return commencing FY 2018. The
group spreads the effect of the change amounting to $9,298 thousand in the tax rate by an adjustment
to the estimated annual effective income tax rate.

The Group's income tax expense were as follows:

For the three months For the six months
ended June 30 ended June 30
2018 2017 2018 2017
Current tax expense
Current period $ 35,130 25,476 62,180 36,736
Adjustment for prior periods (1,879) (11,119) (1,879) (11.119)
Income tax expense from continuing b} 33.251 14,357 60,301 23,617

operations
The tax returns of the Company were examined and approved by the tax authorities through 2015.
Capital and other equity

As of June 30, 2018, December 31 and June 30, 2017, the ordinary shares with par value of $10 per
share, amounted to $1,500,000 thousand; also, 106,169 thousand, $104,649 thousand and 104,649
thousand common stocks, respectively, were issued from the shares mentioned above. All issued
shares were paid up upon issuance.

A reconciliation of the Company's outstanding shares for the six months ended June 30, 2018 and
2017 were as follows:

Unit: thousands shares
For the six months ended June 30

2018 2017
Balance at January 1 104,649 103,645
Exercise of employee share options 1,520 1,004
Balance at June 30 106,169 164,649

(i) Issue of common stock

For the six months ended June 30, 2018 and 2017, the Company issued 1,520 thousand shares
and 1,004 thousand shares of common stocks, as its employees exercised their stock option at
$31.7 per share and $18.4 per share. The registration process has been completed, and the
amount of money obtained through the issuance of stocks is recorded under common stock.

(Continued)
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Capital surplus

The composition of the Company's capital surplus are as follows:

December 31,
June 30, 2018 2017 June 30, 2017
Share premium from issuance 5 654,368 610,987 610,987
Changes in equity of associates 17,539 17,539 16,693
and joint ventures accounted for
using equity method
Employee share options 9,426 19,016 16,655
Employee share options expired 9,032 8.806 8.628
3 690,365 656,348 652,963

In accordance with the ROC Company Act, realized capital reserves can only be reclassified as
share capital or distributed as cash dividends after offsetting losses. The aforementioned
capital reserves include share premiums and donation gains. In accordance with the Securities
Offering and Issuance Guidelines, the amount of capital reserves to be reclassified under share
capital shall not exceed 10% of the actual share capital amount.

Retained earnings — Earnings distribution

The Company's articles of incorporation require that after-tax eamings from the current year
shall first be used to offset against any prior year's deficit and pay income tax; and 10% of the
remaining balance shall be set aside as legal reserve. The appropriation for legal reserve is
discontinued when the balance of the legal reserve equals the total authorized capital. Special
reserve may be appropriated for operations or to meet regulations. After the distribution of
dividends, the remaining earnings, if any, may be appropriated according to the proposal
presented in the annual stockholders' meetings by the board of directors.

After the abovementioned appropriation, in order to operate proper investment and maintain
Capital adequacy ratio simultaneously, the Company uses the Residual dividend policy to
measure its monetary demand for the future according to its budget planned for the following
years, then executes financial intermediation with retain earnings, after which, distributes cash
dividends with the remaining earnings, which should not less than 30% of the total dividends
amount.

In accordance with Ruling No. 1010012865 issued by the FSC on April 6, 2012, a portion of
current-period earnings and undistributed prior-period earnings shall be reclassified as special
earnings reserve during earnings distribution. The amount to be reclassified should equal the
current-period total net reduction of other shareholders’ equity. Similarly, a portion of
undistributed prior-period earnings shall be reclassified as special earnings reserve (which does
not qualify for earnings distribution) to account for cumulative changes to other shareholders’
equity pertaining to prior periods. The amounts of subsequent reversals pertaining to the net
reduction of other shareholders’ equity shall qualify for additional distributions. As of June 30,
2018, December 31 and June 30, 2017 the special earnings reserve amounted to $44,515
thousand, $29,708 thousand and $29,708 thousands, respectively.

(Continued)
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Earnings distribution for 2017 and 2016 was decided via the general meeting of shareholders
heid on June 19, 2018 and June 15, 2017, respectively. The relevant dividend distributions to
shareholders were as follows:

2017 2016
Amount Amount
per share per share
(NT Total (NT Total
dollars) Amount dollars) Amount
Dividends distributed to common

stockholders:
Cash $ 2.0 212,340 3.0 313,950
Stock 0.2 21,240 - -
Total $_ 233,580 313,950

(iv) Other equities (net of tax)

Foreign exchange
differences arising

from foreign Non-controlling
operation interests Total

Balance at January 1, 2018 $ (44,515) (4,354) (48,369)
Foreign exchange differences arising 6,538 1,358 7,896

from net aséets of foreign operation
Balance at June 30, 2018 s (37,977) (2,996) (40.973)
Balance at January 1, 2017 $ (27,483) (2,833 (30,316)
Foreign exchange differences arising (21,661) (2,916) (24,577

from net assets of foreign operation
Balance at June 30, 2017 $ (49,144} (5.749) (54,893)

(0) Share-based payment

On June 7, 2012, the Group provided stock options to its employees, with validity until June 7, 2017.
For the six months ended June 30, 2018, 725 units were exercised and 70 units were written off, For
details, please refer to note 6(0) of the consolidated financial statements for the year ended 2017. On
September 17, 2015, the Group provided stock options to its employees. For the six months ended
June 30, 2018, 1,520 units were exercised and 30 units were written off. In spite of the
aforementioned matter, there were no significant changes for the six months ended June 30, 2018.

(Continued)
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(p) Earnings per share

(i) Basic earnings per share

Net income attributable to ordinary §
shareholders of the Company

Weighted-average number of

ordinary shares

Basic earnings per share (in NT

dollars)

(if) Diluted earnings per share

Net income attributable to ordinary $
shareholders of the Company

(diluted)

Weighted-average number of

ordinary shares (basic)

Impact of potential common shares
Effect of employee stock bonus
Effect of employee stock option

Weighted-average number of

ordinary shares (diluted)

Diluted earnings per share {in NT

dollars)

For the three months

For the six months

ended June 30 ended June 30
2018 2017 2018 2017
104,648 53,700 149,523 105.854

105,414 104.649

105,993 104.472

0.99 0.51

141 1.01

For the three months

Faor the six months

ended June 30 ended June 30
2018 2017 2018 2017
104,648 53,700 149,523 105,854

105,414 104,649

558 366
387 705

105,993 104,472

1,119 807
364 675

106,359 105,720

107,476 105,954

0.98 0.51

1.39 1.00

For calculation of the dilutive effect of the stock option, the average market value is assessed
based on the quoted market price where the Company’s option is outstanding.
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(iii) Pro-forma earnings per share

On June 19, 2018, the stockholders approved a capital injection by converting the
undistributed earnings of $21,240 thousand to 2,124 new shares of common stocks. If the date
of the stock issuance is before the date on which the financial statement is announced, the Pro-
forma Earnings Per Share will be as follows:

For the three months For the six months
ended June 30 ended June 30
2018 2017 2018 2017
Basic earnings per share (in NT 3 0.97 0.50 1.38 0.99
dollars)
Diluted earnings per share (in NT  § 0.96 0.50 1.36 0.98
dollars)

(q9) Revenue from contracts with customers —disaggregation of revenue

For the three months ended June 30, 2018

Sale of Network
Communication
and other
related products Others Total
Primary geographical markets:
Asia A 733,938 3,395 737,333
America 866,077 12,031 878,108
Europe 150,198 ‘ 46 150,244
Others 47.204 - 47,204
$ 1,797.417 15472 1,812.889
Primary merchandises/services lines:
Network communication apparatus $ 1,535,590 15,421 1,551,011
Others 261.827 51 261,878
$ 1,797,417 15472 1.812.889

(Continued)



()

(s)

33

LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

For the three months ended June 30, 2018

Sale of Network
Communication
and other
related products QOthers Total
Primary geographical markets:
Asia $ 1,337,474 9,538 1,347,012
America 1,628,659 21,209 1,649,868
Europe 262,408 48 262,456
Others 76.034 3 76,037
h 3,304,575 30,798 3,335,373
Primary merchandises/services lines:
Network communication apparatus $ 2,896,219 30,743 2,926,962
Others 408.356 55 408,411
$ 3,304,575 30,798 3,335,373

Unearned revenue, net for consolidated Company amounted to $(811) thousand and $(3,440)
thousand for the three months and six months ended June 30, 2018, respectively. As of June 30,
2018, accumulated unearned revenue amounted to $50,922 thousand, respectively. Unearned
revenue was booked due to identifiable services to be rendered.

Revenue

The details of the Group's revenue for the three months and six months ended June 30, 2017 were as
follows:

For the three For the six
months ended months ended
June 3G, 2017 June 30, 2017

Sale of goods $ 1,509,913 2,899,147
Service income 0.825 21,684
$ 1,519,738 2,920,831

Unearned revenue, net for consolidated Company amounted to $(1,323) thousand and $(2,083)
thousand for the three months and six months ended June 30, 2017, respectively. As of December 31
and June 30, 2017, accumulated unearned revenue amounted to $54,362 thousand and $56,895
thousand, respectively. Unearned revenue was booked due to identifiable services to be rendered.

Remuneration to employees, directors and supervisors

In accordance with the Company's article, the Company should contribute 10% to 20% of its profit
as employee remuneration, and no greater than 2% as directors' and supervisors' remuneration, when
there is profit for the year. However, if the Company has accumulated deficits, the profit should first
be used to offset the deficit. The amounts of remuneration to each director and supervisor, as well as
the remuneration to employees, are subject for approval during the board of directors' meeting.

(Continued)
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For the three months and six months ended June 30, 2018 and 2017, the Company recognized its
employee remuneration of $18,114 thousand, $8,489 thousand, $26,049 thousand and $16,699
thousand, respectively, and directors' and supervisors' remuneration of $1,797 thousand, $849
thousand, $2,591 thousand and $2,199 thousand, respectively. These amounts are calculated by
using the Company's pre-tax net profit for the period before deducting the amount of the
remuneration to employees and directors under the Company’s articles of association, and expensed
under operating cost or expense.

For the year ended December 31, 2016, the Company accrued its remuneration to employees, and
directors and supervisors amounting to $63,394 thousand and $6,393 thousand, respectively.
However, the amounts approved by the board were $59,972 thousand and $6,920 thousand,
respectively. The differences between the actual amounts and the accrued amounts will be treated as
the changes in accounting estimates and recognized as profit and loss in 2017. For the year ended
December 31, 2017, the Company accrued its remuneration to employees, and directors and
supervisors amounting to $56,482 thousand and $5,648 thousand, respectively. There were no
differences between the amounts of remuneration to employees, directors and supervisors approved
by the board. Related information would be available at the Market Observation Post System
website.

Non-operating income and expenses
(i)  Other income

The details of the Group's other income were as follows:

For the three months For the six months
ended June 30 ended June 30
2018 2017 2018 2017
Rent income $ 1,571 193 3,122 375
Interest income 2,038 1,214 3,814 2,388
Other 14,282 (213 24,509 10,711
$ 17,891 1,192 31,445 13,474

(i) Other gains and losses

The details of the Group's other gains and losses were as follows:

For the three months For the six months
ended June 30 ended June 30
Gian (loss) on foreign exchange $ 10,385 5,701 9,815 (38,690)
Loss on disposal of property, plant (42) (108) (42) (118)
and equipment
Valuation loss on financial assets (2,447) (1,697) (2,004) (414)
Other loss - (1) (1.100) (925)
$ 7.896 3,895 6,669 (40,147)
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(iii) Finance costs

The details of the Group's finance costs were as follows:

For the three months For the six months
ended June 30 ended June 30
2018 2017 2018 2017
Interest expenses — short-term $ 350 1,156 1,116 1.747

loans
Financial instruments

Except for the contention mentioned below, there was no significant change in the fair value of the
Group's financial instruments and degree of exposure to credit risk, liquidity risk and market risk
arising from financial instruments. For the related information, please refer to note 6(t) of the
consolidated financial statements for the year ended December 31, 2017.

(i) Credit risk

As of June 30, 2018, December 31 and June 30, 2017, the major client contributed
approximately 17%, 24% and 24% of total receivables, respectively. The other four clients
contributed no more than 24%, 18% and 18% of total receivables, respectively.

(ii) Liquidity risk

The following table shows the contractual maturities of financial liabilities, including
estimated interest payments and excluding the impact of netting agreements.

Carrying Contractual Within a

amount cash flows year 1-2 years 3-5years  Over § years
June 30, 2018
Non-derivative financial liabilities
Short-term debts % 23,208 23,460 23,460 - - -
Accounts payable 1,333,317 1,333,317 1,333,317 - - -
Dividends payable 219,693 219,693 219,693 - - -
Otlier payables 105,524 105,524 105,524 - - -
Long-term debts (including due within a year) 21,900 23,848 1,988 1,988 19,872 -
Guarantee deposits received 1,047 £,047 - - - 1,047
Outflow 2,039 2,039 2,039 - - -
§ 1,706,728 1,708,928 1,686,021 1,988 19,872 1,047
December 31, 2017
Non-derivative financial liabilities
Short-term debts $ 125,307 126,311 126,311 - - -
Accounts payable 1,176,183 1,176,183 1,176,183 - - -
Other payables 139,573 139,573 139,573 - - -
Long-tenn debts (including due within a year) 20,071 21,809 1,939 1,939 17,931 -
Guarantee deposits received 1,028 1,028 - - - 1,028
§_ 1,462,162 1,464,904 1,444,006 1,939 17,931 1,028
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Carrying Contractual Within 2

amount cash flows year 1-1 years 3-5 years  Ower 5 years
June 30, 2017
Non-derivative financial liabilities
Cwrrent financial liabilities al fair value through  § 1,586 1,586 1,586 - -
profit or loss
Short-term debts 39,494 39,662 39,662
Accounts payable (including related parties) 888,010 888,010 888,010
Dividends payable 313,950 313,950 313,950
Other payables 100,373 100,373 100,373 - -
Long-term debts (including due within & year} 38,431 42,213 2,002 2,002 38,209
Guarantee deposits received 979 979 - - - 979
Qutflow 1,586 1,586 1,586 - -
S 1,384,409 1,388,359 1,347,169 2,002 38,209 979

(iii) Currency risk
1)  Exposure to foreign currency risk
The Group's significant exposure to foreign currency risk was as follows:

Foreign Exchange
currency rate NTD

June 30, 2018
Financial assets:
Monetary items:
USD (note) $ 49,686 30.4250 1,511,711
Financial liabilities:
Monetary items:
USD (note) $ 39,200 30.4250 1,192,658
December 31, 2017
Financial assets:
Monetary items:
USD (note) $ 56,921 29.7350 1,692,556
Financial liabilities:
Monetary items:
USD (note) b 37,726 29.7350 1,121,780
June 30, 2017
Financial assets:
Monetary items:
USD (note) $ 39,648 30.3800 1,204,500
Financial liabilities:

Monetary items:
USD (note) $ 27,194 30.3800 826,144

Note: Amounts are designated before consolidation.
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2)  Sensitivity analysis

The Group's exposure to foreign currency risk arises from the translation of foreign
currency exchange gains and losses on cash and cash equivalents, trade receivables and
trade and other payables that are denominated in foreign currency. A 1 dollar
appreciation (depreciation) of the NTD against the USD as of June 30, 2018 and 2017
would have increased or decreased the net income by $8,389 thousand and $10,337
thousand, respectively. The analysis is performed on the same basis for both periods.

3)  Foreign exchange gain and loss on monetary item

Since the Group has many kinds of functional currency, the information on foreign
exchange gain (loss) on Monetary items is disclosed by total amount. For the six months
ended June 30, 2018 and 2017, foreign exchange gain (loss) (including realized and
unrealized abortions) amounted to $9,815 thousand and $(38,690) thousand, respectively.

Interest rate analysis

Please refer to the note for liquidity risk management and the Group's interest rate exposure to
its financial assets and liabilities.

The following sensitivity analysis is based on the risk exposure of the interest rate on
derivative and non-derivative financial instruments on the reporting date. Regarding assets
with variable interest rates, the analysis is on the basis of the assumption that the amount of
assets outstanding at the reporting date was outstanding throughout the year. The rate of
change is expressed as the interest rate increases or decreases by 1% when reporting to
management internally, which also represents the management of the Group's assessment on
the reasonably possible interval of interest rate change.

If the interest rate increases or decreases by 1%, the Group's net income will increase or
decrease by $180 thousand and $323 thousand, respectively, for the six months ended June 30,
2018 and 2017, with all other variable factors remain constant. This is mainly due to the
Group's borrowing in variable rates.

(Continued)
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(v) Information of fair value
1}  Categories and fair value of financial instruments

Except for the following, carrying amount of the Group's financial assets and liabilities
are valuated approximately to their fair value. No additional disclosure is required in
accordance to the Regulations.

June 30, 2018
Carrying Fair value
amount Level 1 Level 2 Level 3 Total
Financial assets at fair value
through profit or loss
Financial assets $ 492376 300,284 192,092 - 492 376
mandatorily measured at
fair value through profit
or loss
Financial assets at fair value
through other
comprehensive income
Stocks unlisted on domestic 500 - - 500 500
markets
Total $ 492,876 300,284 192,092 500 492,876
Financial liabilities at fair
value through profit or loss
Derivative financial $ 2,039 - 2,039 - 2,039
liabilities for hedging
December 31, 2017
Fair value
Carrying
amount Level 1 Level 2 Level 3 Total
Financial assets at fair value
through profit or loss
Derivative financial assets §$ 250 - 250 - 250
for hedging
Non-derivative financial 104,534 - 104,534 - 104,534
assets for trading
Total $_ 104,784 - 104,784 - 104,784
June 30, 2017
Fair value
Carrying
amount Level 1 Level 2 Level 3 Total
Financial assets at fair value
through profit or loss
Non-derivative financial $ 300,138 300,138 - - 300,138
assets for trading
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June 30, 2017
Fair value
Carrying

amount Level 1 Level 2 Level 3 Total

Financial liabilities at fair
value through profit or loss
Derivative financial 5 1,586 - 1,586 - 1,586

liabilities

2)  Valuation techniques and assumptions used in fair value determination

The financial instruments of the Group are evaluated by using the publicly-adopted
valuation models. Forward contracts are referred to the evaluation outcomes from
financial institutions. The financial instrument in China is evaluated based on the market
value. Equity instruments not held for trading are evaluated by using discounted cash
flow method.

(v) Financial risk management

The objective and policies of the consolidated company are identical to those disclosed in note 6(u)
of the consolidated financial statements for the year ended December 31, 2017.

(w) Capital management

The disclosure of objectives, policies and procedures of the Group's capital management are the
same as those specified in the consolidated financial statements for the year ended December 31,
2017; and there were no significant changes in the Group's collective quantitative information from
those disclosed in the consolidated financial statements for the year ended December 31, 2017. For
related information, please refer to note(v) of the consolidated financial statements for the year
ended December 31, 2017.

(7) Related-party transactions
(a) Related-party and relationship between the Company

The Group has transactions with its related parties as follows:

Related-parties . Relationship between the Company
Jie Wei Investment Development Co., Ltd. = One of the board of directors of the Company also
(Jie Wei) serves as a director of the related-party
Lanner Foundation Related party

(Continued)
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(b) Significant related party transactions
(i) Leases

A lease contract with the period from June 2015 to May 2020 was signed with other related
party on April 25, 2015. In accordance with the contract, the group provided $175 thousand as
deposit and booked the same amount under non-current asset. Rent for the three months ended
June 30, 2018 and 2017 and the six months ended June 30, 2018 and 2017 amounted to $330
thousand, $330 thousand, $660 thousand and $660 thousand. There were no outstanding
balance as of June 30, 2018, December 31 and June 30, 2017.

(ii) Contribution

With the approval from the broad of directors, the Group agreed to contribute $1,500 thousand
to Lanner Foundation for the six months ended June 30, 2018. Recorded under operating
expenses —administrative expenses.

(¢} Key management personnel compensations

Key management personnel compensation comprised:

For the three months For the six months
ended June 30 ended June 30
2018 2017 2018 2017
Short-term employee benefits h 14,059 13,421 31,216 30,075
Post-employment benefits 244 211 451 422
$ 14,303 13,632 31.667 30,497

(8) Pledged assets
The carrying values of pledged assets were as follows:

December 31,

Pledged assets Object June 30, 2018 2017 June 30, 2017
Certificate of deposits Guarantee for $ 2,349 2,327 2,327
{recorded under customs

other financial
assets —current)

Land Guarantee for long 414,222 413,582 414,180
and short-term
debts
Building Guarantee for long 254,082 257,676 262,600
and short-term
debts
A 670,653 673,585 679,107
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(9) Significant Commitments and Contingencies

(a) The Group's unrecognized construction contract commitments are as follows:

December 31,
June 30, 2018 2017 June 30, 2017
Acquisition of property, plant and $ 115.827 115,101 113,178

equipment
(b)  Operating lease commitments

As of June 30, 2018, December 31 and June 30, 2017, the Group had signed uncancellable contracts
in form of operating lease. The least amount of the rent to be paid in the future are listed as

following:
December 31,
June 30,2018 2017 June 30, 2017
Under a year $ 40,020 37,112 36,695
Over 1 year but under 5 years 72,759 78,655 98,752
Over 5 years 40.766 46,664 54.623
$ 153,545 162.431 190,070

(10) Losses due to major disasters: None.
(11) Subsequent events

In July 2018, the Securities and Futures Bureau approved the Company's issuance of 3,000 units of
employee Stock option; with each unit representing 1,000 shares of common stock, wherein a total of
3,000 thousand shares may be subscribed.

(12) Other
(a) The following is a summary statement of employee benefits, depreciaiion and amortization expensed
by function:
By function| Three months ended June 30, 2018 | Three months ended June 30, 2017
Operating | Operating . Operating |Operating | .
By nature costs expenses Total costs expenses Total
[Employee benefits
Salary 50,759 197,250 248,009 45,484 170,911 216,395
Labor and health insurance 5,401 11,890 17,291 3,718 11,243 14,961
Pension 2,453 7,301 9,754 1,735 6,703 8,438
Remuneration of directors - 1,300 1,300 - 609 609
Others 788 8,199 8,987 3,111 6,417 9,528
Depreciation 8,151 16,983 25,134 10,310 14,445 24,755
[ Amortization - 388 388 - 379 379
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By function| Six months ended June 30, 2018 Six months ended June 30, 2017
Operating | Operating Operating |Operating
By item costs expenses Total costs expenses Total
Employee benefits
Salary 99,712 383,430 483,142 87,439 328,801 416,240
Labor and health insurance 10,385 24,476 34,855 7,426 23,028 30,454
Pension 4,407 14,556 18,963 3,533 13,107 16,640
Remuneration of directors - 1,846 1,846 - 1,569 1,569
Qthers 3,826 16,235 20,061 6,241 14,354 20,595
Depreciation 16,520 33,761 50,281 20,964 30,055 51,019
Amortization - 771 771 - 744 744

Operating and seasonality

The Group operations were not affected by seasonal and cyclical factors.

(Continued)
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The following is the information on significant transactions required by the "Regulations Governing the Preparation of Financial
Reports by Securities Issuers” for the Group:

®

(iv}

)

(vi)

(vii)

Loans to other parties: None.

Guarantees and endorsements for other parties: None.

Information regarding securities held at the reporting date (subsidiaries, associates and joint ventures not included):

Unit: thousand dollars/thousand shares

Natore and name Relationship June 30, 2018
Name of holder with the sceurity Account name Number of Holding Market |Remarks
of security issuer shares Hook value | percentape value
Stack:
The Company Ialliance 11T Venture Capital - [Financial assets carried at 50 500 1.00% 500 -
IComp. keost—non current
Mutual fund:
IThe Company ICapital Money Market - [Financial assets at fair 6,342 150,000 - % 150,165 -
Ivalue though profit or loss | .
— current
[The Company Fuh Hwa Money Market = [Financial assets et fair 10,433 150,000 - % 150,119
Fund [valuc thoagh profit or loss
— current
Beijing L & 8 Lancom KChina Merchants Bank - [Financial assets at fair - 132,635 - % 132,635
Platform of Technology Financial Products - RMB ialue though profit or loss
ICO., Lid. lquench Gold Pool —current
Beijing L & S Lancom IChina Mcrchants Bank — Financial assets at fair - 59457 - % 59,457
Platform of Technology . [Financial Products — Point [valuc though profit or loss
ICQ., Ltd. [Gold Pool —current

Information regarding purchase or sale of securities for the period exceeding 300 million or 20% of the Company’s paid-in

capital: None.

Information on acquisition of real estate with purchase amount exceeding 300 million or 20% of the Company’s paid-in

capital: None.

Information regarding receivables from disposal of real estate exceeding 300 million or 20% of the Company’s paid-in

capital; None.

Information regarding related-parties purchases andfor sales exceeding 100 million or 20% of the Company’s paid-in

capital:
Unit: thousand dollars
The status and reason for
deviation from arm's- Account / note receivable
Neme of Transaction details length transaction payable)
Company Counter-party Rel: It Purchase / Percentage of | Credit Percentage of total |Remarks
Sale Amount | total purchases/ | period | Unit price |Credit period| Balance accounts / notes
sales receivable (pavable)
[The Company LANNER Bubsidiary [Bales (775,645 (30} %490 days - - 448,857 30 % (Note1)
[ELECTRONICS USA,
(NC.
[The Company [Dongguan Lima Bubsidiary [Sales (210,953 (8) %60 days - 63,263 5 % (Nate 1)
Haiwell Tech. Co.,
Lid.
[The Company LEI Technology Subsidiary fales (222,949 (%) 5120 days - 131,318 1 % Mo 1)
Canada Ltd.
[Dongguan Lihua  [Beijing L&S Lancom  [Subsidiary [Sales (433,520 (76) %60 days - - - % Note 1)
[Haiwell Tech. Co., [Platform Tech, Co.,
[Ltd. Ltd. (L&S)
[Donpgean Lilwa  [Beljing HDZX |Associated Bales {139,i86 {4) %50 days - 41,740 4 % MNote )
[Haiwell TechnologyTechnology CO., Ltd. campany
ICa., Led.
Note 1:  The wansactions within the Gronp were eliminated in the tidated interim fi 1|
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(viii) Information regarding receivables from related-parties exceeding 100 million or 20% of the Company’s paid-in capital:

Unit: thousand dollars

Name of Balance of | Turnover Overdue amount Amounts received in |Allowances
Counter-party | Relationship | receivables from for bad
related party related papty rate Amount Action taken | subsequent period debts
(Note)
[The Company HLANNER Subsidiary 448.857 3.54 - 162,355 -
ELECTRONICS Until August 9, 2018)
USA, INC,
[The Company [LEI Subsidiary 131,318 3.83 - 46,042 -
TECHNOLOGY Until August 9, 2018)
ICANADA TNC.

Note: The transactions within the Group were eliminated in the consolidated interim financial statements.

(ix) TInformation regarding trading in derivative financial instruments: Please refer to Notes 6(b).
(x) Significant transactions and business relationship between the parent company and its subsidiaries for the six months ended
June 30, 2018:
Unit: thousand dollars
Name of counter- Existing Transaction details
relationship Percentage of the total
No. [ Name of company party with the Account name Amount Trading terims consolidated revenue
counter-party or total assets
0 [The Company LANNER ] Sales 775,645 [No significant differences 23.26%
ELECTRONICS
USA, INC.
0 |The Company LEI Technology 1 Sales 222949 1120 days 6.68 %
[Canada Lid.
0 [The Company Dongguan Lihua i Sales 210,953 [No significant differences 632 %
[aiwell Technology
KCo., Lid,
0 [The Company LANNER I Accounts receivable 448_857 [No significant differences 8.16 %
ELECTRONICS
USA, INC,
0 [The Company LEI Technology 1 lAccounts receivable 131,318 |120 days 239%
ICanada Ltd,
0 [The Company Dongguan Lihva 1 Accounts receivable 63,263 [No significant differences 115 %
Haiwell Technology
ICo.. Lid.
1 [Congguan Lihua  [Beijing L & S 3 Sales 433,520 [No significant differences 13.00%
Haiwell Technology {Lancom Platform of
Co., Lid. Technology CO., Lid.
1 [Dongguan Lihua  [BeijingL & 5 3 |Advance sales 162,364 {No significant differences 295%
[1aiweil Technology [Lancom Platform of receipts
Co., Lid, Technology CO., Litd.
1 [Dongguan Lihue  [Beijing HDZX 3 Sales 139,186 [No significant differences 4.17%
Haiwell Technology [Technology CO., Ltd, '
Co., Lid.
1 [Dongguan Lihua  [Beijing HDZX 3 [Notes receivable and 41,740 [No significant differences 0.76 %
Haiwell Technology [Technology CO., Lid. laccounts receivable
)Co., Lad.
2 |[LANNER [The Company 2 Sales 5,864 [No significant differences 0.18 %
ELECTRONICS
USA, INC.
3 [LEI Technology  [The Company 2 Sales 17,339 [No significant differences 0.52 %
[Canada Ltd.

Note 1: Company numbering is as follows:

(1) Parent company is 0.
(2) Subsidiary starts from 1.
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Note 2:  The number of the relationship with the transaction counterparty represends the following:
(1) “1” represents downsiream transactions.
(2) “2" represents upstream transactions.
(3) 3" represents sidestream transactions.

(b) Information on investees:

The following are the infermation on investees for the six months ended June 30, 2018 (excluding information on investees in

Mainland China):
‘Unit: thousand dollars/thousand shares
Name of investor Original cast Ending halance Net income | Investment
investor invesise Address Scope of business. June 30, 2008| Deeember 31,|  Shares | Ratio of | Book valuc | of invesies income | Remarks
2017 shares lusses!
[The Company JLANNER ELECTRONICS USA, [USA [Trading of compater peripheral 140,935 140,935 2,500 100 % 133,759 18,935 18,935 | (Note 1}
[INC. CO,LTD, lequipment
[The Comparny ILanner Electronics (Mauritius) Inc. Aayrili I ing 84,990 84,930 2,653 100 % 666,097 31,875 31875 | (Note 1)
[The Company [ILEI Technology Canada Ltd. KCanada [Trading of compuler peripheral 92,282 56,916 3108 100 % 69,738 6,378 6,375 | {(Note 1)
lequipment
E anner Elecironics ILancem Holding Ce., Lid |Samoa nvesting 73,251 25 2,623 100 %4 712,307 28,589 28,589 | (Noie 1}
KMauritius) Inc.

Nole 1: Aferementioned amounis have been &iminated upon consolidalion,

(¢) TInformation on investment in Mainland China:

(i) The names of investees in Mainland China, the scope of businesses and products, and other information:

- Unit thoungnd dellirs
Name of invedee Issoed | Melhad of ‘Comulative Tnvestmens Tk during Cumulathe Nl income on |Direct /indirect]  Imoament | Bockvalue | Accmulaled
Stope of business {amount) currend perind invesiment (smounl, invexment ingome (loxt) remkrance of
In Malnland Chlan eaplial (Nnce1) | from Tuiwan maof | Remitzance | Repairintion | from Tabsan asof Invesier holding (Nole 2} (Noit 1) earaings in
Jamuary 1, 2018 Al D ammnl June M. 21018 pereeniage jeurrent perlod
- i - T18,3%% a) TA5%) - - 78,082 315 K000 %% 3L3AH 670,935 -
Befiing L&S Lancom Phuform Tech. [Truding of comyprter peripberal @
Co. Lid. (L&S) keriptent
eijing LSZC Imestment Co.. 140, [imesting [ T . - - - 13457 5000 % mxu:l.ﬂo 14157 -
(L52C)
Lilwd Hadwell Tech Co.. [Manufactunt and trading of computer BT b . . - - €o17]  som % = 735 G238 :
fLad lperipheral aroducts
[Bcijing HIZX Teelmology Co., Lid. [Trnding of comparier peripheral W358 thb - - . - 15280] 3192 % m 3308 T | B
prionent
[Lanncr Technologr (Gongguan) Co..[Trading of compuicr perigheral EHpw - - . - @35 000 % @735 4851 -
[Lid {Lanner Technalogy) lemiipment ay
Note 1: The method of iuvestnent is divided into the following four categories:
(1) Reminance from third-region e ies 10 invest in Mairland China,
(2)  Through the establishmeni of third-region companies then investing én Mainland China.

(3 Through ransferring the investment to third-region existing companics then igvesting in Mainland China.
(4) Other methods.
a,  Investing in Maialand China through Beijing L & S Lancom Platform of Technology CO., Ltd.
b.  Investing in Mainland China through Beijing LSZC Investment Ca., Ltd.
Note2:  Amounts of investment income (loss) was recognized base on:
(1) The gain (Joss) of the investee were not reviewed and were recognized as investment income {loss) under the cquity method.
(2) The interim financial statements of the investee are reviewed by the auditors of the parent company.
Note3:  Aforementionsd amounts have been efiminated upan consolidated interim financial statements.

(ii) Limitation on investment in Mainland China:

Accumulated investment
amount remitted from Taiwan
Company name i Mainland China at the end of
the period
The Company 75,982 161,928

Invesiment (amount) approved | Maximum investment amount
by Investment Commission, |set by Investment Commission,
Ministry of Economic Affairs | Ministry of Economic Affairs

(Not_e 1)

Note 1: The Company was certified as an operations center by the Industrial Development Bureau, Ministry of Economic
Affairs, in approval letter No. 10720420590, and the certification is valid from 2018 to 2021. The Company has
no limitation on investment in Mainland China during the abovementioned period.

(iii) Significant transactions with investees in Mainland China:

Please refer to note 13(a)(j) for details.

(Continued)




46

LANNER ELECTRONICS INC. AND SUBSIDIARIES
Notes to the Consolidated Interim Financial Statements

{14) Segment information

The Group is mainly engaged in the manufacturing and selling of internet and communication equipments.
Management reviews the Company’s overall performance regularly to evaluate the performance of each
segment and allocate its resources accordingly. As the production procedure is highly similar, the Group is
identified as a sole operating segment.



