Fortune Electric Co., Ltd.

Financial Statements for the
Three Months Ended March 31, 2011 and 2010 and

Independent Accountants’ Review Report

INDEPENDENT ACCOUNTANTS’ REVIEW REPORT
The Board of Directors and Stockholders

Fortune Electric Co., Ltd.

We have reviewed the accompanying balance sheets of Fortune Electric Co., Ltd. (the “Company”) as of March 31, 2011 and 2010, and the related statements of income and cash flows for the three months then ended.  These financial statements are the responsibility of the Company’s management.  Our responsibility is to issue a report on these financial statements based on our reviews.

Except the third paragraph, we conducted our review in accordance with Statements of Auditing Standards No. 36 “Review of Financial Statements” in the Republic of China.  A review of interim financial statements consists primarily of applying analytical procedures to financial data and making inquiries of company personnel responsible for financial and accounting matters.  It is substantially less in scope than an audit in accordance with auditing standards generally accepted in the Republic of China, the objective of which is the expression of an opinion regarding the financial statements taken as a whole.  Accordingly, we do not express such an opinion.

The carrying values of the investments accounted for using equity method as of March 31, 2011 and 2010 amounted to NT$181,668 thousand and NT$200,710 thousand, respectively, and the related equity in gain (loss) for the three months then ended March 31, 2011 and 2010 amounted to NT$(11,844) thousand and NT$9,472 thousand, respectively, were based on the investees’ unreviewed financial statements for the same reporting periods as those of the Company.

Based on our review, except for the effects of such adjustments, if any, as might have been disclosed had we reviewed the financial statements of the investee companies and related information as explained in the preceding paragraph, we are not aware of any material modifications that should be made to the financial statements referred to in the first paragraph for them to be in conformity with Guidelines Governing the Preparation of Financial Reports by Securities Issuers, requirements of Business Accounting Law and Guidelines Governing Business Accounting relevant to financial accounting standards, and generally accepted accounting principles in the Republic of China.
April 25, 2011
Notice to Readers

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

For the convenience of readers, the accountants’ reviews report and the accompanying financial statements have been translated into English from the original Chinese version prepared and used in the Republic of China.  If there is any conflict between the English version and the original Chinese version or any difference in the interpretation of the two versions, the Chinese-language accountants’ review report and financial statements shall prevail. 
FORTUNE ELECTRIC CO., LTD.
BALANCE SHEETS

MARCH 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars, Except Par Value)
(Reviewed, Not Audited)

	
	
	2011
	
	2010
	
	
	
	2011
	
	2010

	ASSETS
	
	Amount
	
	%
	
	Amount
	
	%
	
	LIABILITIES AND STOCKHOLDERS’ EQUITY
	
	Amount
	
	%
	
	Amount
	
	%

	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	
	

	CURRENT ASSETS
	
	
	
	
	
	
	
	
	
	CURRENT LIABILITIES
	
	
	
	
	
	
	
	

	Cash
	
	

$
38,133
	
	


1
	
	

$
38,445
	
	


1
	
	Short-term loans
	
	

$
363,922
	
	


6
	
	

$
102,596
	
	


2

	Financial asset at fair value through profit or loss - current
	
	


349
	
	


-
	
	


-
	
	


-
	
	Financial liabilities at fair value through profit or loss - current
	
	


-
	
	


-
	
	


1,357
	
	


-

	Notes receivable
	
	


31,006
	
	


-
	
	


72,887
	
	


1
	
	Accounts payable
	
	


967,484
	
	


16
	
	


688,544
	
	


13

	Accounts receivable, net of allowance of $11,675 in 2011 and $8,013 
	
	
	
	
	
	
	
	
	
	Income tax payable
	
	


29,364
	
	


-
	
	


56,238
	
	


1

	　in 2010
	
	


1,721,248
	
	


29
	
	


1,391,136
	
	


25
	
	Accrued expenses
	
	


147,865
	
	


3
	
	


196,781
	
	


4

	Other financial assets - current
	
	


38,451
	
	


1
	
	


14,914
	
	


-
	
	Construction payable
	
	


318,993
	
	


5
	
	


348,666
	
	


6

	Inventories, net
	
	


1,451,892
	
	


25
	
	


1,640,836
	
	


30
	
	Customers’ advances
	
	


506,234
	
	


9
	
	


575,987
	
	


10

	Construction in process in excess of progressive billings
	
	


807,412
	
	


14
	
	


438,401
	
	


8
	
	Construction advances, net of construction in progress
	
	


-
	
	


-
	
	


54,746
	
	


1

	Prepayments
	
	


67,105
	
	


1
	
	


94,965
	
	


2
	
	Other current liabilities
	
	


43,135
	
	


1
	
	


25,324
	
	


-

	Other current assets
	
	


28,479
	
	


-
	
	


46,521
	
	


1
	
	
	
	



	
	



	
	



	
	




	
	
	



	
	



	
	



	
	



	
	Total current liabilities
	
	


2,376,997
	
	


40
	
	


2,050,239
	
	


37

	Total current assets
	
	


4,184,075
	
	


71
	
	


3,738,105
	
	


68
	
	
	
	



	
	



	
	



	
	




	
	
	



	
	



	
	



	
	



	
	LONG-TERM LIABILITIES
	
	
	
	
	
	
	
	

	LONG-TERM INVESTMENTS
	
	
	
	
	
	
	
	
	
	Financial liabilities at fair value through profit or loss - 
	
	
	
	
	
	
	
	

	Investments accounted for by the equity method
	
	


181,668
	
	


3
	
	


200,710
	
	


3
	
	　noncurrent
	
	


-
	
	


-
	
	


1,909
	
	


-

	Financial asset at fair value through profit or loss - noncurrent
	
	


238
	
	


-
	
	


-
	
	


-
	
	
	
	



	
	



	
	



	
	




	Financial assets carried at cost - noncurrent
	
	


99,400
	
	


2
	
	


99,400
	
	


2
	
	RESERVE FOR LAND VALUE INCREMENT TAX
	
	


34,528
	
	


1
	
	


34,528
	
	


1

	
	
	



	
	



	
	



	
	



	
	
	
	



	
	



	
	



	
	




	Total long-term investments
	
	


281,306
	
	


5
	
	


300,110
	
	


5
	
	OTHER LIABILITIES
	
	
	
	
	
	
	
	

	
	
	



	
	



	
	



	
	



	
	Accrued pension cost
	
	


140,347
	
	


2
	
	


102,722
	
	


2

	PROPERTIES
	
	
	
	
	
	
	
	
	
	Other
	
	


95,142
	
	


2
	
	


1,740
	
	


-

	Cost
	
	
	
	
	
	
	
	
	
	
	
	



	
	



	
	



	
	




	Land
	
	


573,113
	
	


10
	
	


573,113
	
	


11
	
	Total other liabilities
	
	


235,489
	
	


4
	
	


104,462
	
	


2

	Buildings and equipment
	
	


638,582
	
	


11
	
	


638,012
	
	


12
	
	
	
	



	
	



	
	



	
	




	Machinery and equipment
	
	


1,009,006
	
	


17
	
	


942,163
	
	


17
	
	    Total liabilities
	
	


2,647,014
	
	


45
	
	


2,191,138
	
	


40

	Other equipment
	
	


74,225
	
	


1
	
	


73,658
	
	


1
	
	
	
	



	
	



	
	



	
	




	Total cost
	
	


2,294,926
	
	


39
	
	


2,226,946
	
	


41
	
	STOCKHOLDERS’ EQUITY
	
	
	
	
	
	
	
	

	Appreciation
	
	


130,748
	
	


2
	
	


130,748
	
	


2
	
	Capital stock - $10 par value
	
	
	
	
	
	
	
	

	    Total cost and appreciation
	
	


2,425,674
	
	


41
	
	


2,357,694
	
	


43
	
	Authorized - 275,000 thousand shares in 2011 and 2010
	
	



	
	



	
	



	
	




	Accumulated depreciation
	
	


1,011,821
	
	


17
	
	


944,629
	
	


17
	
	Issued - 261,059 thousand and 248,627 thousand shares in 2011 and 
	
	
	
	
	
	
	
	

	
	
	


1,413,853
	
	


24
	
	


1,413,065
	
	


26
	
	　2010
	
	


2,610,585
	
	


44
	
	


2,486,271
	
	


45

	Prepayment for equipment
	
	


1,480
	
	


-
	
	


13,872
	
	


-
	
	Capital surplus
	
	
	
	
	
	
	
	

	
	
	



	
	



	
	



	
	



	
	Additional paid-in capital
	
	


3,525
	
	


-
	
	


3,525
	
	


-

	Net properties
	
	


1,415,333
	
	


24
	
	


1,426,937
	
	


26
	
	Treasury stock transactions
	
	


23,613
	
	


-
	
	


23,613
	
	


-

	
	
	



	
	



	
	



	
	



	
	Total capital surplus
	
	


27,138
	
	


-
	
	


27,138
	
	


-

	DEFERRED PENSION COST
	
	


-
	
	


-
	
	


2,074
	
	


-
	
	Retained earnings
	
	
	
	
	
	
	
	

	
	
	



	
	



	
	



	
	



	
	Legal reserve
	
	


214,624
	
	


4
	
	


172,234
	
	


3

	OTHER ASSETS
	
	
	
	
	
	
	
	
	
	Unappropriated earnings
	
	


415,734
	
	


7
	
	


595,858
	
	


11

	Deferred charges
	
	


18,882
	
	


-
	
	


29,821
	
	


1
	
	Total retained earnings
	
	


630,358
	
	


11
	
	


768,092
	
	


14

	Deferred income tax assets - noncurrent
	
	


12,344
	
	


-
	
	


10,592
	
	


-
	
	Others
	
	
	
	
	
	
	
	

	Other
	
	


464
	
	


-
	
	


1,400
	
	


-
	
	Cumulative translation adjustments
	
	


(7,649
)
	
	


-
	
	


(68
)
	
	


-

	
	
	



	
	



	
	



	
	



	
	Net loss not recognized as pension cost
	
	


(61,068
)
	
	


(1
)
	
	


(29,558
)
	
	


-

	Total other assets
	
	


31,690
	
	


-
	
	


41,813
	
	


1
	
	Unrealized revaluation increment
	
	


66,026
	
	


1
	
	


66,026
	
	


1

	
	
	



	
	



	
	



	
	



	
	Total others
	
	


(2,691
)
	
	


-
	
	


36,400
	
	


1

	
	
	
	
	
	
	
	
	
	
	
	
	



	
	



	
	



	
	




	
	
	
	
	
	
	
	
	
	
	Total stockholders’ equity
	
	


3,265,390
	
	


55
	
	


3,317,901
	
	


60

	
	
	
	
	
	
	
	
	
	
	
	
	



	
	



	
	



	
	




	TOTAL
	
	

$
5,912,404
	
	


100
	
	

$
5,509,039
	
	


100
	
	TOTAL
	
	

$
5,912,404
	
	


100
	
	

$
5,509,039
	
	


100


(With Deloitte & Touche review report dated April 25, 2011)
FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF INCOME

THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars, Except Earnings Per Share)
(Reviewed, Not Audited)
	
	
	2011
	
	2010

	
	
	Amount
	
	%
	
	Amount
	
	%

	
	
	
	
	
	
	
	
	

	OPERATING REVENUE
	
	
	
	
	
	
	
	

	Sales
	
	

$
777,147
	
	


79
	
	

$
918,642
	
	


89

	Sales returns and allowances
	
	


41
	
	


-
	
	


4
	
	


-

	Net sales
	
	


777,106
	
	


79
	
	


918,638
	
	


89

	Construction revenue
	
	


209,074
	
	


21
	
	


116,656
	
	


11

	
	
	



	
	



	
	



	
	




	Net operating revenues
	
	


986,180
	
	


100
	
	


1,035,294
	
	


100

	
	
	



	
	



	
	



	
	




	OPERATING COST
	
	
	
	
	
	
	
	

	Cost of goods sold
	
	


614,888
	
	


62
	
	


661,868
	
	


64

	Construction cost
	
	


195,898
	
	


20
	
	


107,301
	
	


10

	
	
	



	
	



	
	



	
	




	Total operating costs
	
	


810,786
	
	


82
	
	


769,169
	
	


74

	
	
	



	
	



	
	



	
	




	GROSS PROFIT
	
	


175,394
	
	


18
	
	


266,125
	
	


26

	
	
	



	
	



	
	



	
	




	OPERATING EXPENSES
	
	
	
	
	
	
	
	

	Selling expenses
	
	


56,308
	
	


6
	
	


114,526
	
	


11

	General and administrative expenses
	
	


24,835
	
	


2
	
	


21,539
	
	


2

	Research and development expenses
	
	


18,639
	
	


2
	
	


18,015
	
	


2

	
	
	



	
	



	
	



	
	




	Total operating expenses
	
	


99,782
	
	


10
	
	


154,080
	
	


15

	
	
	



	
	



	
	



	
	




	OPERATING INCOME
	
	


75,612
	
	


8
	
	


112,045
	
	


11

	
	
	



	
	



	
	



	
	




	NON-OPERATING INCOME AND GAINS
	
	
	
	
	
	
	
	

	Investment income recognized under equity method
	
	


-
	
	


-
	
	


9,472
	
	


1

	Exchange gain, net
	
	


1,249
	
	


-
	
	


2,135
	
	


-

	Miscellaneous income
	
	


6,387
	
	


1
	
	


4,443
	
	


-

	
	
	



	
	



	
	



	
	




	Total non-operating income and gains
	
	


7,636
	
	


1
	
	


16,050
	
	


1

	
	
	



	
	



	
	



	
	




	NON-OPERATING EXPENSES AND LOSSES
	
	
	
	
	
	
	
	

	Interest expense
	
	


1,747
	
	


-
	
	


641
	
	


-

	Investment loss recognized under equity method
	
	


11,844
	
	


2
	
	


-
	
	


-

	Valuation loss on financial liabilities, net
	
	


117
	
	


-
	
	


11,767
	
	


1

	Miscellaneous expenses
	
	


8
	
	


-
	
	


36
	
	


-

	
	
	



	
	



	
	



	
	




	Total non-operating expenses and losses
	
	


13,716
	
	


2
	
	


12,444
	
	


1


(Continued)
FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF INCOME

THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars, Except Earnings Per Share)
(Reviewed, Not Audited)
	
	
	2011
	
	2010

	
	
	Amount
	
	%
	
	Amount
	
	%

	
	
	



	
	



	
	



	
	




	INCOME BEFORE INCOME TAX
	
	

$
69,532
	
	


7
	
	

$
115,651
	
	


11

	
	
	



	
	



	
	



	
	




	INCOME TAX EXPENSE
	
	


11,843
	
	


1
	
	


19,797
	
	


2

	
	
	



	
	



	
	



	
	




	NET INCOME
	
	

$
57,689
	
	


6
	
	

$
95,854
	
	


9


	
	
	2011
	
	2010

	
	
	Before Income Tax
	
	After Income Tax
	
	Before Income Tax
	
	After Income Tax

	
	
	
	
	
	
	
	
	

	EARNINGS PER SHARE
	
	
	
	
	
	
	
	

	Basic
	
	

$
0.27
	
	

$
0.22
	
	

$
0.44
	
	

$
0.37

	Diluted
	
	

$
0.27
	
	

$
0.22
	
	

$
0.44
	
	

$
0.37


(With Deloitte & Touche review report dated April 25, 2011)
(Concluded)

FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF CASH FLOWS

THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars)
(Reviewed, Not Audited)
	
	
	2011
	
	2010

	
	
	
	
	

	CASH FLOWS FROM OPERATING ACTIVITIES
	
	
	
	

	Net income
	
	

$
57,689
	
	

$
95,854

	Depreciation and amortization
	
	


22,907
	
	


22,631

	Valuation loss (gain) on financial assets
	
	


(587
)
	
	


3,266

	Provision (reversal) for bad debt
	
	


3,476
	
	


(467
)

	Provision for (recovery of) loss on inventories
	
	


9,180
	
	


(4,045
)

	Investment loss (income) recognized under equity method
	
	


11,844
	
	


(9,472
)

	Net (gain) loss on sale of properties
	
	


(144
)
	
	


15

	Provision for pension liabilities
	
	


1,786
	
	


2,164

	Deferred income tax
	
	


(4,759
)
	
	


(308
)

	Changes in operating assets and liabilities
	
	
	
	

	Financial assets at fair value through profit or loss - current
	
	


-
	
	


8,886

	Notes receivable
	
	


(11,068
)
	
	


(43,251
)

	Accounts receivable
	
	


(62,634
)
	
	


59,209

	Other financial assets - current
	
	


4,912
	
	


379

	Inventories
	
	


(148,441
)
	
	


(125,281
)

	Construction in process
	
	


(147,215
)
	
	


5,176

	Prepayments
	
	


4,846
	
	


(4,750
)

	Other current assets
	
	


25,383
	
	


(10,232
)

	Financial liabilities at fair value through profit or loss - current
	
	


(334
)
	
	


-

	Accounts payable
	
	


62,369
	
	


(26,272
)

	Income tax payable
	
	


14,545
	
	


20,097

	Accrued expenses
	
	


(47,671
)
	
	


1,383

	Construction payable
	
	


(1,055
)
	
	


35,158

	Customers’ advances
	
	


109,435
	
	


(82,845
)

	Progressive billings in excess of construction in process
	
	


-
	
	


(55,241
)

	Other current liabilities
	
	


(29,161
)
	
	


104

	
	
	



	
	




	Net cash used in operating activities
	
	


(124,697
)
	
	


(107,842
)

	
	
	



	
	




	CASH FLOWS FROM INVESTING ACTIVITIES
	
	
	
	

	Acquisition of properties
	
	


(6,883
)
	
	


(11,841
)

	Proceeds from sale of property, plant and equipment
	
	


286
	
	


-

	Increase in deferred charges
	
	


(853
)
	
	


(1,879
)

	Increase in other assets
	
	


128
	
	


272

	
	
	



	
	




	Net cash used in investing activities
	
	


(7,322
)
	
	


(13,448
)

	
	
	



	
	




	CASH FLOWS FROM FINANCING ACTIVITIES
	
	
	
	

	Increase in short-term debts
	
	


144,220
	
	


96,241

	Decrease in other liabilities
	
	


315
	
	


(53
)

	
	
	



	
	




	Net cash provided by financing activities
	
	


144,535
	
	


96,188


(Continued)
FORTUNE ELECTRIC CO., LTD.

STATEMENTS OF CASH FLOWS

THREE MONTHS ENDED MARCH 31, 2011 AND 2010
(In Thousands of New Taiwan Dollars)
(Reviewed, Not Audited)
	
	
	2011
	
	2010

	
	
	
	
	

	NET INCREASE (DECREASE) IN CASH
	
	

$
12,516
	
	

$
(25,102
)

	
	
	



	
	




	CASH, BEGINNING OF PERIOD
	
	


25,617
	
	


63,547

	
	
	



	
	




	CASH, END OF PERIOD
	
	

$
38,133
	
	

$
38,445

	
	
	



	
	




	SUPPLEMENTARY INFORMATION
	
	
	
	

	Interest paid
	
	

$
827
	
	

$
578

	Income tax paid
	
	

$
2,065
	
	

$
8

	
	
	



	
	




	NON-CASH INVESTING AND FINANCING ACTIVITIES
	
	
	
	

	Transfer inventories to properties
	
	

$
-
	
	

$
434


(With Deloitte & Touche review report dated April 25, 2011)
(Concluded)
