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Independent Auditors’ Report

The Board of Directors
Capital Futures Corporation

We have audited the accompanying balance sheets of Capital Futures Corporation as of December 31,
2013 and 2012, January 1, 2012, and the related statements of comprehensive income, changes in
equity and cash flows for the years then ended. The financial report is the responsibility of the
Company’s management. Qur responsibility is to express an opinion on the financial report based on
our audits.

We conducted our audits in accordance with Rules Governing Certified Public Accountants’
Certification of Financial Statements and Auditing Standards Generally Accepted in the Republic of
China. Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial report is free of material misstatement. An audit includes examining, on a test
basis, evidence supporting*the amounts and disclosures in the financial report. An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial report presentation. We believe that our audits provide a reasonable
basis for our opinion.

In our opinion, the financial report referred to above present fairly, in all material respects, the financial
position of Capital Futures Corporation as of December 31, 2013 and 2012, January 1, 2012, and the
results of its financial performance and its cash flows for the years then ended in conformity with
Regulations Governing the Preparation of Financial Reports by Futures Commission Merchants, the
related rules of preparation financial reports of futures management business and International
Financial Reporting Standards, International Accounting Standards, IFRIC Interpretations and SIC
interpretations endorsed by the Financial Supervisory Commission.

LpM G

KPMG
Taipei, Taiwan, R.0.C.
March 14, 2014

Notice to Readers

The accompanying financial report is intended only to present the financial position, financial performance, and cash flows in accordance
with IFRSs endorsed by the FSC and not those of any other jurisdictions. The standards, procedures, and practices to audit such financial
report are those generally accepted and applied in the Republic of China.

The independent auditors” report and the accompanying financial report 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 {inancial report, the Chinese version shall prevail.

KPMG, & Taiwan partnership and g ﬁrr_l‘ber firm of the KPMG network
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CAPITAL FUTURES CORPORATION
STATEMENTS OF COMPREHENSIVE INCOME
For the years ended December 31, 2013 and 2012

(Expressed in Thousands of New Taiwan Dellars, Except For Earings Per Share)

Income

Cominission income - brokerage (Note 6(13))
Gain 0n covering of borrowed securities
Securities commission income

Commission income - clearing and settlement
Gain on derivative financial instruments
Futures management revenue

Management fee revenue

Consulting fee revenue

Other operating revenue

Expenses

Brokerage fees

Brokerage fees - proprietary trading

Financial costs

Futures comumission expenses (Note 6(13))
Clearing and settlement expenses

Employee benefit expenses (Note 6{13))
{Jepreciation or amortization ¢xpenses {(Note 6(13%)
Other operating expenses (Note 6(13))

Non-operating income and expenses

Share of profit (loss} of subsidiaries, assoctates and joint ventures using equity
method

Other income and expenses (Note 6(13))

Net income before income tax

Income fax expenses (Note 6(10))

Net income

Other comprehensive income:

Foreign currency translation adjustments

Unrealized gain {loss) on avaifable-for-sale financtal assets
Actuarial gain (loss) on defined benefit plans

Income tax relating to components of other comprehensive income (Note 6{10)}
Other comprehensive income (Net of fax)

Total comprehensive income

Rasic earnings per share (DoBar) (Note 6{12))

Dilutive earnings per share (Dollar) (Note 6(12))

2013 2012
Amount % Amount %
937,455 93 932,901 97
202 - - -
2,275 - 1,875 -
12,656 i 9,622 1
44,855 5 11,621 1
i1 - 34 -
179 - 33 -
7.909 i 6,459 i
{(715) " 107 -
1,004,827 100 862,672 164
132,662 13 149,269 16
13,919 1 3,228 -
2,512 - 3,279 -
217,164 22 142,647 15
106,623 1% 108,647 11
217,557 22 201,696 21
25,339 3 23,371 3
175,325 17 164,808 i7
891,101 89 797,035 83
(4,108) - 437 -
190,947 19 118,268 i2
186,839 19 118,703 12
300,565 30 284342 29
(42,633} 4) {51,849) {5}
257,932 26 232,493 24
5,051 - {2,113) -
26,015 3 (113) -
(5,808) (1 (449 -
{859) - 359 -
24,359 2 {2,316}
282,331 28 236,177 24
2.58 2.32
257 2.32

(The accompanying notes are an integral part of the financial report)

V5.



-g-

(edas [Broasey i 3o ped jeadspur ve 218 sajou Burluedwodde agy)

E107 1€ 19qUana(] PAPUS 234 Sl 10] DB AAISUSTAWOd JO JUIIUIIRIS DY) WG POIORPIP YI0G 919M £/ /¢4 S2SR00G 02K0KkIWa 241 pUB 57/ F¢ SI0S1aX0dnS PUL SI03DTIP 0) LRI BT : ZAION

TIiOT «_ € IQUIA0RJ papua mwak A} 10y e u&..wmﬂow—uu&C_su 30 JUIWRIELE DY Wiad] Po3anRpop glog abam Ommmﬁw Lasnuog OO%C_QC._D 211 pue memm% wav,m.CUﬁm:m PUE SI0I020P 0] UOLIRIOUNUEDS 28] [SI0N

99£°080°T 86,07 BEPT £96°6FT 056 66t £1L'861 $79°L01 6L8°000'T &
- - - (01t'8L) - - - OlF'8L
001zs) - - (o01°78) - - - -

- - - (9zE'8r} 97L'8F - - -

- - - (672'cT} - 6TTET - -

1£8°28T $10°9T z61F YISt - - - -

66€ FT §10'6T 61’y {808°S) - - - -

ZE6'LST - - TEE'LST - - - -

SET088Y (L17°6) (peL’y) FO66ZT ¥IS' 15y FRYSLT STHLOT 65%°7T6
{1£¢°70) - - - {1e5°z7) - - -
891°z10) - - {291°717) - - - -

- - - {19g61) 19€'6y - - -

- - - (67172} - 621°TT - -

LLIBET {g1n) (i1} FHOTTEL - - - -
(51ee) (1) (s} (322 - - - -

£6¥°TET - - £67°TET - - - -

L59°p88 {r01°c) - 8157182 POL LY §5e'Eg] §T9'L01 EOFTLE %

B30, SALINDAS HO yuanjsuipe sTayuied pajeridoaddynny IALdsal |epady Jaaasaq ey supdans fende)  )20)8 vownoy
ssop/ured BONYSHEL}
pIzI[BaIuy AANU[RLN)
ENTE (EWETHTSY SBULILIES PRIy

(SIRJIO( UBMIEL AN JO SpUESNO] Uy passardiy)
Z10Z PUe €I)7 ‘1€ JIGUEIDIC PIPUI SIBIA 31f) 20§
ALINOT NI SHONVHD 40 SINTIWTLVIS
NOLLVHOJHOD SHHALNA TVEIdVD

107 “FE L3Guiaday ‘ug|eq Sampuy
sBuiies POHEIR JO 00 aseasout epde)
SpUAPIAIR yses
satosa: [BIDAdG
anlasal [BE0]
(z AoN) sTutiea ¢ oz Jo uopeldoiddy
£107 ‘1€ 194wboa(] papus 1ua4 SU) 10} JWedU dAsudyddiuod jB1e g,
€107 £ FUad(] POPUD J2aA AL} I0J 2wl darsudtjoiduod 1BI0
107 JOF w0 AN
ZIOT ‘1€ 1343 DIUBEY Smipiy]
320531 Teroads 01 PALISJSURI) SIGAp PRG JO] SAI0S3I 10 QILIA,
SPUapLAIp YsE))
aarasal jeroads
VS ERETR
(1 S108) s3wIEs ¢y07 Jo uoneudoiddy
TI0T ‘T 12quiooec] papus Jeak ol 10T JLU0IU| SAISUIIIEUIS RO
10T 1 EXU0a] PRPUR JBAA 343 10 H0DUE dAlsUYaIded 1010
2107 10§ SuloouL 19N
ZI0T ‘T Adenuup ‘durjeg Saumiig



CAPITAL FUTURES CORPORATION
STATEMENTS OF CASH FLOWS
For the years ended December 31, 2013 and 2012
{Expressed in Thousands of New Taiwan Dollars)

2013 2012
Cash flows from operating activities:
Net income before income tax § 300,363 284342
Adjustments to reconcile net income to net cash provided by operating activities:
Encome and expenses items with no effect on cash flow:
Depreciation expenses 19,286 18,539
Aumortization expenses 6,053 4,832
Bad debts expenses - 320
Gain on financial assets and liabilities measured at fatr value through profit or joss (34,240) {1,803}
Interest expenses 2512 3,279
Share of Joss (profit) of subsidiaries, associates and joint ventures using equity method 4,108 (437)
Other income - {49}
Teotal income and expense items with no effect on cash flows {2,281) 24,681
Net changes of assets and Habilities from eperating activities:
Net changes of assets from operating activities:
increase in financiel assets measured at fair value through profit or loss (321,914) {39,117)
Decrease m customers margin accounts 175,038 241,497
Decrease in futures margin receivable - 122
Ingrease in accounts receivable (300) (18,948)
Increase in accounts receivable-inter co. (28) {38)
Decrease (increase) in prepayments (442) 2,407
Decrease {increase) in other receivable {1,163} 2,955
Decrease {increase) in other receivable-inter co. (10,507 10
Pacreass {increase) in other cutrent assets 930 (286)
Decrease (increase) in clearing and settlement fund (63 882) 3,000
Total net changes of assets from operating activities (224,268} 191,602
Net changes of liabilities from operating activities:
Increase (decrease) in financial Habilities measured at fair value through profit or loss 4622 {344
Decrease in futures traders' equity (173,103 {225,535)
Increase (decrease) in accounts payable (6,107) 4,238
Increase (decrease) in accounts payable-inter co. 2,008 {1,676}
increase 1n advance receipts 98 172
Decrease mn recelpts under custody (458) (118}
Increase in cther payables 6,836 10,333
Increase in other payables-inter co. 12,519 356
Decrease in provision for labilities (3) (15)
Increase {decrease) in other liabilities- current 233 {16,647}
‘Fotal net changes of liabilities trom operating activities {153,265) {229,436}
Total net changes of assets and liabilities from operating activities {377,533} {37,834}
Total adjustments {379.814) {13,153)
Cash flows from operating activities (79,249) 271,189
Payment of interest (2,494) 13,302)
Payment of income fax (50,2200 (58,671)
Net cash provided hy {nsed in) operating activities (131,963} 209216
Cash flows from investing activighes:
Purchase of investments under equity method - {199,948)
Purchase of property and equipment (11,000) {11,695)
Decrease (increase) in guaranty deposits paid : (12) 2,659
Purchase of Intangible assets (6,270} {32,350)
Net cash used in investing activities (17,282) (241,374)
Cash flows from financing activities:
Cash dividends (82,100) (212,168)
Net cash used in financing activities (82,100) (212,168)
Decrease in cash and cash equivalents (231,345} {244,326)
Cash and cash equivalents at beginning of year 1,343,027 1,587,353
Cash and cash equivalents at end of vear $ 1,111,682 1,343,027

{The accompanying notes are an integrsl part of the financial report)
M.
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CAPITAL FUTURES CORPORATION
Notes to Financial Report

December 31, 2013 and 2012

(amounts expressed in thousands of new Taiwan dollars unless otherwise specified)

Company history

Capital Futures Corporation (the “Company”) was incorporated on February 26, 1997 and
registered under the Ministry of Economic Affairs, R.O.C. The address of the Company’s
registered office is 32% and B1 Fl. No. 97, Tun Hwa South Rd., Sec. 2, Taipei, Taiwan, R.O.C.
The Company established the Taichung branch. Furthermore, the official listed date was on April

27, 2009. Managing the following business -
(1} Futures business,

(2) Futures advisory business.

(3) Securities introducing brokerage.

(4) Futures management business.

The parent company and ultimate controlling party is both Capital Securities Corporation.

Approval date and procedures of the financial report

The financial report was authorized for issuance by the Board of Directors on March 4, 2014.

New standards and interpretations not yet adopted

(I} New standards and 1interpretations endorsed by the ROC Financial Supervisory
Commissions (“FSC”) but not yet in effect

In November 2009, the International Accounting Standards Board (“IASB™) issued the
International Financial Reporting Standard No. 9 “Financial Instruments™ (“IFRS 9”), which
158 effective on January 1, 2013 (In December 2011, the IASB amended the effective date
to  January 1, 2015, Through the amendments to IFRS 9 published in November 2013, the
IASB has removed the previous mandatory effective date to provide sufficient time for
preparers of financial statements to make the transition to the new requirements, while the
new effective date is not vet determined). This standard has been endorsed by the FSC;
however, the effective date has not been announced. In accordance with FSC rules, early
adoption is not permitied, and companies shall follow the guidance in the 2009 version of
International Accounting Standard No. 39 “Financial Instruments” (“IAS 39™). Upon the
adoption of this new standard, it is expected there will be significant impacts on the
classification and measurement of financial instruments in the financial report,



CAPITAL FUTURES CORPORATION
Notes To Individual Financial Report (Cont’d)
(2) New standards and interpretations not vet endorsed by the FSC

A summary of the new standards and amendments issued by the IASB that may have an
impact on the financial report not yet endorsed by the FSC :

New standards and Effective date
Issue date amendments Description per IASB
May 12,2011 - IFRS 13 Replaces fair value measurement January 1,
Fair Value guidance of financial and 2013
Measurement non-financial items in other

standards, and consolidates as one
single guidance. The Company will
need to evaluate the impact these
differences may have on the
measurement of assets or liabilities,
with more disclosures on fair value
being required by the amendment.

Summary of significant accounting policies

The Summary of significant accounting policies adopted in the financial report are set below.
Unless stated otherwise, they apply consistently to all presentation periods in the financial report
and opening 1FRS balance sheet as of January 1, 2012, prepared for the purpose of conversion to

IFRSs, International Accounting Standards, IFRIC Interpretations and SIC Interpretations
endorsed by the FSC (hereafter IFRS endorsed by the FSC).

(1} Statement of compliance
The financial report has been prepared in accordance with the Regulations Governing the
Preparation of Financial Reports by Futures Commission Merchants, the related rules of
preparation financial reports of futures management business for annual financial report.

(2) Basis of preparation

(a) Basts of measurement

The financial report has been prepared on a historical cost basts except for the following
material items of balance sheet:

a. Financial instruments measured at fair value through profit or loss (including
derivative instruments);

b. Available-for-sale financial assets that are measured at fair value; and

c. The defined benefit asset 18 recognized as plan assets less the present value of the
defined benefit obligation.



(b)

CAPITAL FUTURES CORPORATION
Notes To Individual Financial Report (Cont’d)

Functional and presentation currency

The functional currency of the Company is determined based on the primary economic

. environment in which the Company operates. The financial report is presented in New

Taiwan Dollar, which is the Company’s functional currency. All financial information
presented in New Taiwan Dollar has been rounded to the nearest thousand.

(3) Foreign currency

(a)

(b)

Foreign currency transaction

Transactions in foreign currencies are translated to the respective functional currencies
at exchange rates at the dates of the transactions. Monetary assets and liabilities
denominated in foreign currencies at the reporting date are retranslated to the functional
currency at the exchange rate at that date. The foreign currency gain or loss on monetary
items is the difference between amortized cost in the functional cuwrrency at the
beginning of the year adjusted for the effective interest and payments during the year,
and the amortized cost in foreign currency iranslated at the exchange rate at the end of
the year.

Non-monetary assets and liabilities denominated in foreign currencies that are measured
at fair value are retranslated to the functiona! currency at the exchange rate at the date
that the fair value was determined. Non-monetary items in a foreign currency that are
measured based on historical cost are translated using the exchange rate at the date of
transaction.

Foreign currency differences arising on retranslation are recognized in profit or loss,
except for the following differences which are recognized in other comprehensive
income arising on the retranslation:

a. available-for-sale equity investment;

b. a financial liability designated as a hedge of the net investment in a foreign
operation to the extent that the hedge is effective; or

c. qualifying cash flow hedges to the extent the hedge is effective.
Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value
adjustments arising on acquisition, are translated to the Company’s functional currency
at exchange rates at the reporting date. The income and expenses of foreign operations,
excluding foreign operations in hyperinflationary economies, are translated to the
Company’s functional currency at average rate. Foreign currency differences are
recognized in other comprehensive income, and presented in the translation reserve in
equity.

-10 -



CAPITAL FUTURES CORPORATION
Notes To Individual Financial Report (Cont’d)

When the settlement of a monetary item receivable from or payable to a foreign
operation is neither planned nor likely paid in the foreseeable future, foreign currency
gains and losses arising from such items are considered to form part of a net investment
in the foreign operation and are recognized in other comprehensive income, and
presented in the translation reserve in equity.

(4) Classification of current and non-current assets and liabilities

(%)

An entity shall classify an asset as current when:

(@)

(b)
(©)
(@

It expects to realize the asset, or intends to sell or consume it, in its normal operating
cycle;

[t holds the asset primarily for the purpose of trading;
It expects to realize the asset within twelve months after the balance sheet date; or

The asset is cash and cash equivalent unless the asset is restricted from being exchanged
or used to settle a liability for at least twelve months after the balance sheet date.

An entity shall classify all other assets as non-current.

An entity shall classify a liability as current when:

(2)
(b)
(©)
(d)

[t expects to settle th@ liability in the Company’s normal operating cycle;

It holds the liability primarily for the purpose of trading;

The liability is due to be settled within twelve months after the balance sheet date; or

It does not have an unconditional right to defer settlement of the liability for at least
twelve months after the balance sheet date. Terms of a liability that could, at the option

of the counterparty, result in its settlement by the issue of equity instruments do not
affect its classification.

An entity shall classify all other liabilities as non-current,

Cash and cash equivalents

Cash comprises cash on hand and demand deposits. Cash equivalents comprise of time
deposit with maturity within 1 year, futures margin- excess margin and commercial paper
that are subject to an insignificant risk of changes in their fair value, and are used by the
Company in the management of its short-term commitments..

-11-



CAPITAL FUTURES CORPORATION
Notes To Individual Financial Report (Cont’d)

(6) Financial instruments

Financial assets and financial liabilities are initially recognized when the Company becomes
a party to the contractual provisions of the instruments.

(a) Financial assets

The Company classifies financial assets into the following categories: financial assets
measured at fair value through profit or loss, receivables, and available-for-sale
financial assets,

a. Financial assets measured at fair value through profit or loss

A financial asset is classified in this category if acquired principally for the purpose
of selling or repurchasing in the short term. This type of financial asset is measured
at fair value at the time of initial recognition, and attributable transaction costs are
recognized in profit or loss as incurred. Financial assets measured at fair value
through profit or loss are measured at fair value, and changes therein, which take into
account any dividend and interest income, are recognized in profit or loss. A regular
way purchase or sale of financial assets shall be recognized and derecognized, as
applicable, using trade-date accounting.

Investments in equity instruments that do not have a quoted market price in an active
market, and whose fair value cannot be reliably measured, are measured at cost less
impairment losses, and are included in financial assets measured at cost.

b. Available-for sale financial assets

Available-for-sale financial assets are non-derivative financial assets that are
designated as available-for-sale or are not classified in any of the other categories of
financial assets. Available-for-sale financial assets are recognised initially at fair
value plus any directly attributable transaction cost. Subsequent to initial recognition,
they are measured at fair value, and changes therein, other than impairment losses,
interest income calculated using the effective interest method, dividend income, and
foreign currency differences on available-for-sale debt instruments, are recognised in
other comprehensive income and presented in the fair value reserve in equity. When
an investment is derecognised, the gain or loss accumulated in equity is reclassified
to profit or loss. A regular way purchase or sale of financial assets shall be
recognised and derecognised, as applicable, using trade-date accounting.

Investments in equity instruments that do not have a quoted market price in an active
market, and whose fair value cannot be reliably measured, are measured at cost less
impairment losses, and are included in financial assets measured at cost.

Dividend income is recognized in profit or loss on the date that the Company’s right

to receive payment is established, which in the case of quoted securities is normally
the ex-dividend date.

~-12 -



CAPITAL FUTURES CORPORATION
Nofes To Individual Financial Report (Cont’d)

c. Receivables

Receivables are financial assets with fixed or determinable payments that are not
quoted in an active market. Such assets are recognized initially at fair value plus any
directly attributable transaction costs. Subsequent to initial recognition, loans and
receivables are measured at amortized cost using the effective interest method, less
any impairment losses other than insignificant interest on short-term receivables. A
regular way purchase or sale of financial assets shall be recognised and derecognised,
as applicable, using trade-date accounting.

d. Impairment of financial assets

A financial asset is impaired if, and only if, there is objective evidence of impairment
as a result of one or more events that occurred after the initial recognition of the asset
(a ‘loss event’) and that loss event (or events) has an impact on the estimated future
cash flows of the financial asset that can be estimated reliably.

Objective evidence that financial assets are impaired includes default or delinquency
by a debtor, restructuring of an amount due to the Company on terms that the
Company would not consider otherwise, indications that a debtor or issuer will enter
bankruptcy, adverse changes in the payment status of borrowers or issuers, economic
conditions that correlate with defaults, or the disappearance of an active market for a
security. In addition, for an investment in an equity security, a significant or
prolonged decline in its fair value below its cost is accounted for as objective
evidence of impairment.

All individually significant receivables are assessed for specific impairment.
Receivabies that are not individually significant arc collectively assessed for
impairment by grouping assets with similar risk characteristics together. In assessing
collective impairment, the Company uses the probability of default collected from
the historical trend, the timing of recoveries, and the amount of loss incurred,
adjusted for management’s judgment as to whether current economic and credit
conditions are such that the actual losses are likely to be greater or lesser than those
suggested by historical trends.

An impairment loss in respect of a financial asset measured at amortised cost is
calculated as the difference between its carrying amount and the present value of the
estimated future cash flows discounted at the asset’s original effective interest rate.

An impairment loss in respect of a financial asset measured at cost is calculated as
the difference between its carrying amount and the present value of the estimated
future cash flows discounted at the current market rate of return for a similar
financial asset. Such impairment loss is not reversible in subsequent periods.

An impairment loss in respect of a financial asset is deducted from the carrying
amount, except for trade receivables, for which an impairment loss is reflected in an
allowance account against the receivables. When it is determined that a receivable is
uncollectible, it is writien off from the allowance account. Any subsequent recovery
of receivable written off is recorded in the allowance account. Changes in the amount
of the allowance account are recognised in profit or loss
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Impairment losses on available-for-sale financial assets are recognized by
reclassifying the losses accumulated in the fair value reserve in equity to profit or
loss.

If, in a subsequent period, the amount of the impairment loss of a financial asset
measured at amortised cost decreases and the decrease can be related objectively to
 an event occurring after the impairment was recognised, the decrease in impairment
loss is reversed through profit or loss to the extent that the carrying value of the asset
does not exceed its amortised cost before impairment was recognised at the reversal
date.

Impairment losses recognized on an available-for-sale equity security are not
reversed through profit or loss. Any subsequent recovery in the fair value of an
impaired available-for-sale equity security is recognized in other comprehensive
income, and accumulated in other equity.

If, in a subsequent period, the fair value of an impaired available-for-sale debt
security increases and the increase can be related objectively to an event occurring
after the impairment loss was recognized, then the impairment loss is reversed, with
the amount of the reversal recognized in profit or loss.

. Derecognition of financial assets

The Company derecognizes financial assets when the contractual rights of the cash
inflow from the asset are terminated, or when the Company transfers substantially all
the risks and rewards of ownership of the financial assets.

On derecognition of a financial asset in its entirety, the difference between the
carrying amount and the sum of the consideration received or receivable and any
cumnulative gain or loss that had been recognized in other comprehensive income and
presented in other equity — unrealized gains or losses from available-for-sale
financial assets is recognized in profit or loss,

The Company separates the part that continues to be recognized and the part that is
derecognized, based on the relative fair values of those parts on the date of the
transfer. The difference between the carrying amount allocated to the part
derecognized and the sum of the consideration received for the part derecognized and
any cumulative gain or loss allocated to it that had been recognized in other
comprehensive income shall be recognized in profit or loss.

A cumulative gain or loss that had been recognized in other comprehensive income is

allocated between the part that continues to be recognized and the part that is
derecognized, based on the relative fair values of those parts.
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(b) Financial liabilities
a. Financial liabilities measured at fair value through profit or loss

A financial liability is classified in this category if acquired principally for the
purpose of selling or repurchasing in the short term. This type of financial liability is
measured at fair value at the time of imtial recognition, and attributable transaction
costs are recognized in profit or loss as incurred. Financial liabilities measured at fair
value through profit or loss are measured at fair value, and changes therein, which
take into account any interest expense, are recognized in profit or loss.

b. Other financial liabilities

Financial habilities not classified as held-for-trading or designated as measured at
fair value through profit or loss, which comprise accounts payable and other payables,
are measured at fair value plus any directly attributable transaction cost at the time of
initial recognition. Subsequent to initial recognition, they are measured at amortized
cost calculated using the effective interest method.

¢. Derecognition of financial liabilities

The Group derecognizes a financial liability when its contractual obligation has been
discharged or cancelled, or expires. The difference between the carrying amount of a
financial liability removed and the consideration paid (including any non-cash assets
transferred or liabilities assumed) is recognized in profit or loss.

d. Offsetting of financial assets and liabilities

The Company presents financial assets and Habilities on a net basis when the
company has the legally enforceable right to offset and intends to settle such
financial assets and liabilities on a net basis or to realize the assets and settle the
liabilities simultaneously,

(7) Investments in subsidiaries

When preparing parent-company-only financial report, the Company uses equity method
inevaluating the control of an investee. Under equity method, the net income or loss for the
period of parent-company-only financial report and other comprehensive income of
parent-company-only financial report are the same as net income or loss for the period
attributed to owners of parents of consolidated report and other comprehensive income
attributed to owners of parents of consolidated report, respectively. The equity of the
parent-company-only financial report is the same as the equity attributable to the owners of
parents of the consolidated report.

Any change in ownership interest of the subsidiaries, not resulting in loss of control, is
treated as equity transaction between the owners.
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Securities under repurchase / resell agreements

The Company engages in securities under repurchase / resell agreements trading and the
nature of transaction substance is financing. When entering securities under resell
agreements fransactions, the company establishes an account “Investment in Bonds with
resale agreements” with the actual amount of lending and recognises financing interest
revenue by the interest period of resell agreements and no profit and loss is recognized.

Customers margin accounts and future traders’ equity

The customers’ margin refers to the guarantee deposits and premiums collected from futures
customers and also the spread calculated based on the market prices everyday. It is reflected
under current assets of the balance sheet. Futures traders’ equity refers to futures customers’
deposit the guarantee deposits and option premiums and also the spread calculated based on
the market prices everyday. It is reflected under current liabilities. The loss is offset only
against the balance of the same customers’ own margin accounts, If a customer incurs a loss
in excess of the margin account balance, the excess is recognized a receivable.

(10) Property and equipment

(a) Recognition and measurement

Items of property and equipment are measured at cost less accumulated depreciation and
accumulated impairment losses. Cost includes expenditure that is directly attributed to
the acquisition of the asset.

Each part of an item of property and equipment with a cost that is significant in relation
to the total cost of the item shall be depreciated separately, unless the useful life and the
depreciation method of a significant part of an item of property and equipment are the
same as the useful life and depreciation method of another significant part of that same
item.

The gain or loss arising from the derecognition of an item of property and equipment
shall be determined as the difference between the net disposal proceeds, if any, and the
carrying amount of the item, and it shall be recognized as other income and expenses.

(b) Subsequent cost

Subsequent expenditure is capitalized only when it is probable that the future economic
benefits associated with the expenditure will flow to the company. The carrying amount
of those parts that are replaced is derecognized. Ongoing repairs and maintenance are
expensed as incurred.

{¢) Depreciation

The depreciable amount of an asset is determined after deducting its residual values, and
it shall be allocated on a systematic basis over its useful life. Items of property and
equipment with the same useful life may be grouped in determining the depreciation
charge. The remainder of the items may be depreciated separately. The depreciation
charge for each period shall be recognized in profit or loss.
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Land has an unlimited useful life and therefore is not depreciated.

The estimated useful lives for the current and comparative years of significant items of
property and equipment are as follows:

a. Office equipment 3 ~ 5 years

b. Leasehold improvement is depreciated equally over the shorter period of estimated
useful life or the lease term.

Depreciation methods, useful lives, and residual values are reviewed at each reporting
date. If expectations differ from the previous estimates, the change(s) is accounted for
as a change m an accounting estimate.

L eases

Operating leases are not recognized in the Company’s statement of balance sheet. Payments
made under operating lease (excluding insurance and maintenance expenses) are recognized
as an expense on a straight-line basis over the lease term. Lease incentives received are
recognized as an integral part of the total lease expense on a straight-line basis over theterm
of the lease. Lease payments under operating lease shall be recognized in renting expenses
and disclosed in financial report.

Intangible assets

Intangible assets of the company are the requirements for transacting business on an
exchange. The scats are regarded as intangible assets with an indefinite useful life and
measured at cost while orginally recongized. After initial recognition, an intangible asset
shall be carried at its cost less any accumulated impairment losses.As for computer software,
it was amortised on a straight-line basis over estimated useful life of three years, and in the
meanwhile, the amortisation would be recognized in gains or losses., The residual value,
amortisation period and amortisation method for an intangibie asset with a finite useful life
are reviewed at cach financial year-end. The change is accounted for as a change in an
accounting estimate.

(13) Revenue recognition

The main revenue is commission income - brokerage and is recognized based on an accrual
basis.

(14) Employee benefits

(a) Defined contribution plans
Obligations for contributions to defined contribution pension plans are recognized as an

employee benefit expense in profit or loss in the periods during which services are
rendered by employees.
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{(b) Defined benefit plans

(c)

A defined benefit plan is a post-employment benefit plan other than a defined
contribution plan. The Company’s net obligation in respect of defined benefit pension
plans is calculated separately for each plan by estimating the amount of future benefit
that employees have earned in retumn for their service in the current and prior periods;
that benefit is discounted to determine its present value. Any unrecognized past service
costs and the fair value of any plan assets are deducted. The discount rate is the yield at
the reporting date market yields of high-quality government bonds on bonds that have
maturity dates approximating the terms of the Company’s obligations and that are
denominated in the same currency in which the benefits are expected to be paid.

The calculation is performed annually by a qualified actuary using the projected unit
credit method. The recognized asset is limited to the total of any unrecognized past
service costs and the present value of economic benefits available in the form of any
future refunds from the plan or reductions in future contributions to the plan. In order to
calculate the present value of economic benefits, consideration is given to any minimum
funding requirements that apply to any plan in the Company. An economic benefit is
available to the Company if it is realizable during the life of the plan, or on settlement
of the plan habilities.

When the benefits of a plan are improved, the portion of the increased benefit relating to
past service by employees is recognized in profit or loss on a straight-line basis over the
average period until the benefits become vested. To the extent that the benefits vest
immediately, the expense is recognized immediately in profit or loss.

All actuarial gains and losses at January 1 2013, the date of transition to IFRS approved
by the FSC, were recognized in retained earnings. The Company recognizes all actuarial
gains and losses arising subsequently from defined benefit plans in other comprehensive
income.

The Company recognizes gains or losses on the curtailment or settlement of a defined
benefit plan when the curtailment or settlement occurs. The gain or loss on curtailment
comprises any resulting change in the fair value of plan assets, any change in the
present value of the defined benefit obligation, and any related actuarial gains or losses
and past service cost that had not previously been recognized.

Termination benefits

Termination benefits are recognized as an expense when the Company is demonstrably
committed, without realistic possibility of withdrawal, to a formal detailed plan to either
terminate employment before the normal retirement date, or to provide termination
benefits as a result of an offer made to encourage voluntary redundancy. Termination
benefits for voluntary redundancies are recognized as an expense if the Company has
made an offer of voluntary redundancy, it is probable that the offer will be accepted,
and the number of acceptances can be estimated reliably. If benefits are payable more
than 12 months after the reporting period, then they are discounted to their present
value.
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(d) Short-term employee benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are
expensed as the related service is provided.

A liability is recognized for the amount expected to be paid under short-term cash bonus
or profit-sharing plans if the Company has a present legal or constructive obligation to
pay this amount as a result of past service provided by the employee, and the obligation
can be estimated reliably.

(15) Income tax

Income tax expenses include both current taxes and deferred taxes. Except for expenses
related to business combinations or recognized directly in equity or other comprehensive
income, all current and deferred taxes shall be recognized in profit or loss.

Current taxes include tax payables and tax deduction receivables on taxable gains (losses)
for the year calculated using the statutory tax rate on the reporting date or the actual
legislative tax rate, as well as tax adjustments related to prior years.

Deferred taxes arise due to temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and their respective tax bases. Deferred taxes
shall not be recognized for the below exceptions:

(a) Assets and liabilities that are initially recognized but are not related to the business
combination and have no effect on net income or taxable gains (losses) during the
transaction.

{(b) Temporary differences arising from equity investments in subsidiaries or joint ventures
where there 1s a high probability that such temporary differences will not reverse.

(c¢) Initial recognition of goodwill.
Deferred tax assets and liabilities shall be measured at the tax rates that are expected to
apply to the period when the asset is realized or the liability is settled, based on tax rates that

have been enacted or substantively enacted by the end of the reporting period.

Deferred tax assets and liabilities may be offset against each other if the following criteria
are met:

(a) The entity has the legal right to seftle tax aséets and liabilities on a net basis; and
(b) The taxing of deferred tax assets and liabilities fulfill one of the below scenarios:
a. levied by the same taxing authority; or
b. levied by different taxing authorities, but where each such authority intends to settle
tax assets and liabilities (where such amounts are significant) on a net basis every

year of the period of expected asset realization or debt liquidation, or where the
timing of asset realization and debt liquidation is matched
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A deferred tax asset should be recognized for the carry-forward of unused tax losses, unused
tax credits, and deductible temporary differences to the extent that it is probable that future
taxable profit will be available against which the unused tax losses, unused tax credits, and
deductible temporary differences can be utilized. Such unused tax losses, unused tax credits,
and deductible temporary differences shall also be re-evaluated every year on the financial
reporting date, and adjusted based on the probability that future taxable profit will be
available against which the unused tax losses, unused tax credits, and deductible temporary
differences can be utilized.

The 10% surtax on undistributed earnings 1s reflected as current expense on the date of
stockholders” meeting to resolve on earnings distribution

(16) Earnings per share (“EPS™)

The calculation of basic earnings per share is based on net income, divided by the
weighted-average number of ordinary shares outstanding. The calculation of diluted
earnings per share is based on net income, divided by the weighted-average number of
ordinary shares outstanding after adjustment for the effects of all dilutive potential ordinary
shares, such as employee bonus. In the event of capital increase through capitalization of
retained earnings, or capital surplus, EPS is retroactively adjusted by the approved
capitalization ratio, regardless of the outstanding period when incremental shares are issued.

{17) Segment information
The Company has disclosed the segment information on the consolidated financial report,
thus, the Company does not disclose it on this financial report.
Major sources of accounting judgments, estimation and assumptions uncertainty
The management have use necessary judgments, estimations and assumptions to measure,
evaluate and disclose the assets, liabilities, income and expenses when preparing the financial
report in accordance with the IFRS endorsed by the FSC. Actual results could differ from these
estimation.
Management continued to monitor the accounting estimations and assumptions. and recognized

the changes in the accounting estimation during the period and the impact of the changes in the
next period.
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Summary of major accounts

(1) Cash and cash equivalents

2)

December December January 12
31,2013 31,2012 2012
Cash 3 50 50 50
Demand deposits 38,057 80,406 9,199
Time deposits 764,900 977,300 1,452,500
Futures margin-excess margin 206,683 206,744 122,604
Commercial paper 101,992 78,527 3,000
Total $ 1,111,682 1,343,027 1,587,353
Financial assets and liabilities
{a) Financial assets measured at fair value through profit or loss - current
December December January 12
31, 2013 31,2012 2012
Open-ended funds and money-market $ 39,842 33,430 -
instruments
Valuation adjustment 1,543 1,802 -
Brokerage investment in securities 309,064 - -
Valuation adjustment 34,499 - -
Call options 16,723 13,064 9,523
Futures margin-proprietary fund 11,858 9,079 6,932
Total $ 413,529 57,375 16,455

(b)

If there is an increase in the securities price of 1% on the reporting date (assume that all
other variables remain the same), the impact on comprehensive income for 2013 will
increase $3,436; conversely, if there is an decrease in the securities price of 1% on the
reporting date and if it assumes that all other variables remain the same, there will be

the same amount but opposite direction of influence.

Available-for-sale financial assets - non-current
December December January 1,
Investee Company 31,2013 31,2012 2012
CME GROUP $ 49,367 49,367 49367
Less: Valuation adjustments 20,797 (5,217) (5.104)
Total 3 70,164 44,150 44,263

If there is an increase in the securities price of 1% on the reporting date (assume that all
other variables remain the same), the impact on comprehensive income for 2013 and
2012 will increase $702 and $442, respectively; conversely, if there is an decrease in the
securities price of 1% on the reporting date and if it assumes that all other variables
remain the same, there will be the same amount but opposite direction of influence.
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(¢) Financial assets measured at cost - non-current

December 31, 2613 December 31, 2013 December 31, 2013

Ownership Ownershi Ownership
Investee Company ratio Amount p ratio Amoun ratio Amount
Taiwan Futures Exchange Co.,
Ltd 0.0045% & 128 0.0045% 128 0.0045% 128

(d) Financial liabilities measured at fair value through profit or poss-current

December December January 1,
31,2013 31,2012 2012
Put options $ 10,555 5,933 6,477

Investments under equity method

Investments under equity method on the reporting date were as follows:

December December January 12
31,2013 31,2012 2012
Subsidiary $ 199,264 198,321 -

The reinvestment and capital increase of CSC Futures (IL.K.) Ltd. were approved by the
Financial Supervisory Commission, Executive Yuan, R.O.C. (letter No. 1010027412) and
Securities and Futures Commission of Hong Kong. As of October 31, 2012, the Company
remit the amount of HKD $22,800 for shares and HKD $30,000 for capital increase and set
transfer date as November 1, 2012. The accounting figures of investee company, which is
wholly controlled by the Company, are combined into consolidated financial report; please
refer to the consolidated financial report of 2013,
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(4) Property and equipment

For the years ended December 31, 2013 and 2012, the cost and accumulated depreciation of
the property and equipment of the Company were as follows:

Office Leaschold
equipment improvements Total
Cost:
Balance at I January, 2013 $ 50,291 30,214 80,505
Additions 10,846 154 11,600
Disposal / Discard (12,864) (325) (13,189)
Balance at 31December, 2013 $ 48,273 30,043 78,316
Balance at 1 January, 2012 $ 42,628 30,158 72,786
Additions 11,639 56 11,695
Disposal / Discard (3,976) - (3,976)
Balance at 31 December, 2012 $ 50,291 30,214 80,505
Accumulated depreciation:
Balance at 1 January, 2013 $ 26,654 10,668 37,322
Depreciation 11,724 7,562 19,286
Disposal / Discard (12.,864) (325) (13,189)
Balance at 31 December, 2013 $ 25,514 17,905 43,419
Balance at 1 January, 2012 $ 19,632 3,127 22,759
Depreciation 10,998 7,541 18,539
Disposal / Discard (3,976) - (3,976)
Balance at 31December, 2012 $ 26,654 10,668 37,322
Carrying amounts:
Balance at 31 December, 2013 h 22,759 12,138 34,897
Balance at 31 December, 2012 $ 23,637 16,546 43,183
Balance at 1 January, 2012 $ 22,996 27,031 50,027

As of Decembef 31, 2013 and 2012, January 1, 2012, there was no property and equipment
as collateral and pledge.
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(5) Customers margin accounts

Foreign Currency

December 31,2013 (dollar) Amount

Cash in bank USD 73,146,250.58 2,180,124

JIPY 13,931,213.00 3,955

GBP 95,688.99 4,716

HKD 5,846,748.78 22,469

EUR 110,045.45 4,522

SGD 131,131.18 3,092

4,863,980

Subtotal 7.082.858

Balance of the futures

clearing house USD 2,026,994.50 60,414

897,139

Subtotal 957.553

Securities 4.679

Subtotal 4,679
Balance of other futures

commission merchants USD 12,970,264.05 386,579

JPY 170,587,031.00 48,429

GBP 241,695.20 11,911

HKD 27,789,849 .46 106,796

EUR 471,235.67 19,363

SGD 123,698.64 2.917

Subtotal 575,995

Total 8.621.085
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December 31,2012

Cash in bank

Subtotal

Balance of the futures
clearing house

Subtotal

Balance of other futures
commission merchants

Subtotal
Total

Foreign Currency

{doliar)

Usp
JPY
GBP
HKD
EUR
AUD
SGD

USD

USD
JPY

GBP
HKD

- EUR

SGD

-25-

50,078,093.32
14,397.771.00
92,718.28
13,068,942.26
2342412
126.31
5,164.27

6.426,994.50

6,889,705.83
35,053,611.00

196,960.82
10,503,222.92
344,852.47
6,058.04

Amount

1,454,268
4,843
4,342

48,969
902

4

123
5.984.000

7.497.451

186,640
838,167

1,024,807

200,077
11,792

9,224
39,353
13,273

144

273,865

8,796,123




CAPITAL FUTURES CORPORATION
Notes To Individual Financial Report (Cont’d)

Foreign Currency

January 1,2012 (dollar) Amount

Cash in bank USD 78.887,203.23 h 2,388,310

IPY 9,860,520.00 3.851

GBP 3,891.09 182

HKD 23.327,632.05 90,908

SGD 52.55 1

5,223,196

Subtotal 7,706,448

Balance of the futures

clearing house USD 16,926,994.50 512,465

578,865

Subtotal 1,091,330
Balance of other futures

commission merchants UsD 5,407,277.52 163,705

JPY 15.627,397.00 6,104

GBP 238,712.93 11,155

HKD 13,796,683.60 53,765

EUR 126,597.77 4,961

AUD 126.31 4

SGD 6,358.27 148

Subtotal 239.842

Total b 9,037,620

As of December 31, 2013 and 2012, January 1, 2012, the difference between customers
margin accounts and futures traders' equity are the commission revenue from the customers
$3.630, $5,218 and $4,137, respectively, futures tax of $451, $929 and $1,054, respectively,
interest revenue $132, $91 and $238, respectively, temporary credits $338, $350 and $379,
respectively, remittance amount of the customers after the market closed $4,432, $4,330 and

$21,072, respectively.
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Intangible assets

For the years ended December 31, 2013 and 2012, the costs, amortization, and impairment
loss of intangible assets were as follows:

The seats of foreign

futures exchanges Computer
{Note) software Total

Cost:
Balance at [ January, 2013 $ 44,325 9,396 53,721
Acquisition - 6,270 6,270
Amortization - (5,.877) (5,.877)
Balance at 31 December, 2013 $ 44,325 9,789 54,114
Balance at 1 January, 2012 $ 19,358 6,629 25,987
Acquisition 24,967 7,423 32,390
Amortization - {4,656) {4,656)
Balance at 31 December, 2012 b 44,325 9,396 83,721
Carrying value:
Balance at 31 December, 2013 $ 44,325 9,789 54,114
Balance at 31 December, 2012 $ 44,325 9,396 53,721
Balance at 1 January, 2012 S 19,358 6,629 25,987

Note - The Company obtained the seats of foreign futures Exchanges - NYMEX, COMEX,
CBOT and CME for business development. In accordance with 1AS No. 38
“Intangible Assets” endorsed by the FSC, the seats are regarded as intangible assets

with an indefinite useful life.

Futures traders' equity

Foreign Currency Amount

Currency (dollar) Amount
Becember 31, 2613
USD 88,091,734.84 § 2,625,574
JIPY 184,297,214.00 52,322
GBP 337,275.11 16,621
HEKD 33,626,674.30 129,227
EUR 581,123.28 23,878
SGD 254,822.97 6,009
NTD 5,758,471
Total $ 8,612,102
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Foreign Currency Amount

Currency (doliar) Amount
December 31, 2012
USD 63.,333,663.49 1,839,210
PY 47,964,932.00 16,135
GBP 287,925.18 13,483
HKD 23,561,505.96 88,285
EUR 366,293.94 14,099
SGD 11,132.39 264
NTD 6,813,729
Total 8,785,205
Foreign Currency Amount
Currency (dollar) Amount
January 1, 2012
USD 101,173,864.26 3,063,039
JPY 24,473,167.00 9,559
GBP 242,569.02 11,335
HKD 37,107,456.74 144,608
EUR 126,597.77 4,960
SGD 6,278.41 146
NTD 5,777,093
Total 9,010,740
(8) Operating lease
December December January
31,2013 31,2012 1,2012
Less than one year $ 9,710 15,557 15,557
Between one and five years 1,651 11,234 26,791

Total S 11361 26,791 42,348

The Company leases warehouse and factory facilities under operating leases. The lease
period is between 1 and 5 years, with an option to renew the lease. For the years ended
December 31, 2013 and 2012, the renting expenses were $17,270 and $18,545, respectively.
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(9) Employee benefits

(a) Defined benefit plans

December December Jannary
31,2013 31,2012 1,2012
Total present value of obligations $ (21.519) (15.114) (14,076)
Fair value of plan assets 14,510 13,910 13,306
Recognised liabilities for defined 3 (7,009) (1,204) (770)

benefit obligations

The Company made defined benefit plan contributions to the pension fund account at
Bank of Taiwan that provides pensions for employees upon retirement. The plans
(covered by the Labor Standards Law) entitle a retired employee to receive an annual
payment based on years of service and average salary for the six months prior to
retirement.

a. Composition of plan assets

The Company set aside pension funds in accordance with the legislation from the
Council of Labor Affairs and managed by the Pension Supervisory Committee. The
annual budget for the allocation of the minimum income cannot be lower than the
income calculated based on the interest rate of the banks’ two-year time deposit in
accordance with the legislation (Management and utilization of the Labor Pension
Funds). ‘

The Company’s Bank of Taiwan labor pension reserve account balance amounted to
$14,510 at the end of the reporting period. The utilization of the labor pension fund
assets includes the asset allocation and yield of the fund. Please refer to the
mformation published on the website by the Council of Labor Affairs and Labor
Pension Supervisory Committee.

b. Movement in present value of obligation

Movement in present value of defined benefit obligation of the Company in 2013 and
2012 were as follows:

2013 2012
Defined benefit obligation on January 1 $ 15,114 14,076
Current service cost and interest 626 657
Actuarial loss(gain) 5,779 381
Defined benefit obligation on December 31 ) 21,519 15,114
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c. Movement in fair value of plan assets

Movement in fair value of plan assets of the Company in 2013 and 2012 were as
follows:

2013 2012
Fair value of plan assets on January 1 $ 13,910 13,306
The amount contributed to plan 420 472
Expected return on plan assets 209 200
Actuarial loss(gain) (29) (68)
Fair value of plan assets on December 31 h) 14,510 13,910

d. Expense recognized in profit or loss

The expenses recognized in profit or loss of the Company in 2013 and 2012 were as
follows:

2013 2012
Current service cost $ 379 399
Interest cost 38 58
$ 417 457
Actual return on plan assets $ 180 132

e. Actuarial gains and losses recognized in other comprehensive income

Actuarial gains and losses recognized in other comprehensive income of the
Company in 2013 and 2012 were as follows :

2013 2012
Cumulative amount on January 1 $ 449 -
Recognised during the period 5,808 449
Cumulative amount on December 31 $ 6,257 449

f. Actuarial assumptions

The following were the Company’ s principal actuarial assumptions:

2013 2012
Discount rate on December 31 1.59% 1.63%
Expected return on plan assets on January 1 1.59% 1.50%
Future salary increases 2.42% 2.30%

The expected long-term rate of return is based on the portfolio as a whole and not on
the sum of the returns on individual asset categories. The return was based
exclusively on historical returns without adjustments.
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g. Experience adjustments on historical information

December December January
31,2813 31,2012 1,2012
Present value of defined benefit plans $ (21,519 (15,114) {14,076)
Fair value of plan assets 14,510 13,910 13,306
Net liabilities of defined benefit
obligations $  (7,009) (1,204) (770)
Experience adjustments arising on the
present value of defined benetit
plans S (5779 (381)
Experience adjustients arising on the
fair value of the plan assets $ (29) (68)

The expected allocation payment made by the Company to the defined benefit plans
for the one year period after he reporting date was $416.

h. When calculating the present value of the defined benefit obligations, the Comapny
used judgments and estimations to determine the actuarial assumptions, including
employee tumover rates and future salary changes, as of the reporting date. Any
changes in the actuarial assumptions may significantly impact the amount of the
defined benefit obligations.

The reporting date in 2013, the Company’ s accrued pension labilities were $7,009.
If the discount rate had increased or decreased by 0.5%, the Company’ s accrued
pension liabilities would have decreased by $645 or increased by $677, respectively

(b) Defined contribution plans

The Company set aside 6% of the contribution of each employee’s monthly wages to
the labor pension personal account at the Bureau of the Labor Insurance in accordance
with the provisions of the Labor Pension Act. Under this defined contribution plan, the
Company set aside a fixed amount to the Bureau of the Labor Insurance without
additional legal or constructive obligations.

The Company’s pension costs under the defined contribution method were $6,834 and
$6,355 in 2013 and 2012, respectively. Contribution was made to the Bureau of the
Labor Insurance.

(10) Income taxes

{a) Income tax expense (benefit)

The amount of expense (benefit) of the Company in 2013 and 2012 were as follows:

2013

2012

Current income tax expense $ 42,633 51,849
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The amount of income tax expense recognized in other comprehensive income of the
Company in 2013 and 2012 were as follows:

2013 2012
Foreign currency translation adjustments $ (859) 359

Reconciliation of income tax expense (benefit) and profit before tax of the Company for
2013 and 2012 were as follows:

2613 2012
Rate % Amount Rate %  Amount

Net income before tax $ 300,565 284,342
Income tax expense calculated in

accordance with the domestic tax rate

which the Company was located 17 51,096 17 48,338
Exempt income 17 (8,365) 17 778
Adjustments to prior year's income tax - 1,133 - (2,150
10% surtax on undistributed earnings - 23 - -
Others {comprised the difference effect

between statutory rate and effective tax

rate) - (1,254) - 4,883
Total S 42,633 51,849

(b) Deferred tax assets and liabilities

Deferred tax assets and liabilities of the Company in 2013 and 2012 were as follows:

December December January
31,2013 31,2012 1,2612
liabilities:
Foreign currency translation adjustments ) (499) 359 -

(¢) Income fax assessment status

The Company’s income tax returns through 2011 were assessed by the Tax Authority,

(d) The information about imputation system was as follow:

December December January
31,2013 31, 2012 1,2012
Undistributed earnings:
Prior to 1997 $ 106 106 106
After 1998 249,857 229,798 281,412
S 249,963 229,904 281,518
Imputation credit account $ 55,302 51,956 63,060
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201 3(estimated) 2012(actual)

Deductible rate for earnings distributed of
dividends to ROC residents 20.56% 286.56%

The above information was calculated based on the Tai-Tsai-Shuei No. 10204562810
issued by the Ministry of Finance, R.O.C. on October 17, 2013.

(11) Capital and other equity

On June 28, 2013, the Company’s stockholders resolved to transfer un-appropriated earnings
of $78,410 and issued 7,841 thousand shares of common stock. The capital increase with
effective date of August 19, 2013, was approved by the Financial Supervisory Commission,
Executive Yuan on July 22, 2013,

As of December 31, 2013 and 2012, January 1, 2012, the authorized common stock
amounted fo $1,200,000, with par value of $10 dollar per share; the issued common stock
shares were 100,088, 92,247 and 92,247 shares, respectively.

(a)

(b)

Capital surplus

According to the Company Act, where the Company incurs no loss, it may distribute the
capital surplus. Pursuant to the amendment of the Company Act which was published in
January 2012, the Company can transfer realized capital swplus into capital or
distribute cash dividends after the capital surplus be used fo offset a deficient. In
compliance with the resolution, realized capital surplus includes the income derived
from the issuance of new shares at a premium and the income from endowments
received by the company.

According to the Regulations Governing the Offering and Issuance of Securities by
Securities Issuers, when capital reserve is capitalized, the combined amount of any
portions capitalized in any one year may not exceed 10% of paid-in capital.

Retained earnings
a. Legal reverse

According to the Company Act, when the company allocating surplus profits after
having paid all taxes and dues, shall first set aside 10 percent of said profits as legal
reserve. Where such legal reserve amounts to the total authorized capital this
provision should not apply. Where the company incurs no loss, the company is able
to distribute new shares and cash dividends passed by the stockholders' meeting but
the amount is no more than 25% of legal reserve.
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b. Special reserve

In accordance with Article 41 of the Securities and Exchange Law and Ruling No.
1010048029 issued by the Financial Supervisory Commission on November 1, 2012,
a portion of current-period earnings and undistributed prior-period earnings shall be
reclassified as a special earnings reserve during earnings distribution. The amount to
be reclassified should equal to the current-period total net reduction of other equity.
Similarly, a portion of undistributed prior period earnings shall be reclassified as a
special earnings reserve (and does not qualify for earnings distribution) to account
for cumulative changes to other equity pertaining to prior periods. Amounts of
subsequent reversals pertaining to the net reduction of other equity shall qualify for
additional distributions.

In accordance with Ruling No. 1010032090 issued by the Financial Supervisory
Commission on July 10, 2012, the balance of reserve for bad debt loss which have
been provided but not written-off for January 1,2013 required reclassifying to special
‘reserve. The special reserve can only be used to offset an accumulated deficit and
converted to common stock when it reaches an amount equal to at least one-half of
the common stock.

¢. Undistributed retained earnings

According to the Company’s Articles of Incorporation, after-tax earnings should first
offset cumulative losses, and then the remainder should be appropriated as legal
reserve and special reserve, respectively. The rest may be distributed in the ratio
specified below:

A. Remuneration to directors and supervisors: 2%;
B. Bonuses to employees: 2%;
C. Bonuses to stockholders: 96%

Net income after tax subtracted 10% legal reserve, 20% special reserve and
multiplied by 4% of employee bonus and remuneration to directors and supervisors’
percentage was the estimation of the bonus and remunerations to supervisors. The
estimation as of December 31, 2013 and 2012 was $7,550 and $6,760 respectively,
and recognized in operating expenses for 2013 and 2012.

The Company’s 2012 earnings distribution for employee bonuses, remuneration to
directors and supervisors and cash dividends and stock dividends were $3,344,
$3.,344, $82,100 and $78,410 under the resolution of sharehoiders’ meeting and the
Board’s meeting on June 28, 2013. Due to the above changes, the difference of
emplovee bonuses $3,380 and remuneration to directors and supervisors $3,380 for
2012 financial statements was $72 in total. The difference was accounted for as
changes in accounting estimates and would be reflected in the statement of income in
2013,
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The Company’s 2011 earnings distribution for employee bonuses, remuneration to
directors and supervisors and cash dividends were $4.420, $4.420 and $212,168
under the resolution of shareholders’ meeting and the Board’s meeting on June 19,
2012. Due to the above changes, the difference of employee bonuses $3,210 and
remuneration to directors and supervisors $3,210 for 2011 financial statements was
$2,420 in total. The difference was accounted for as changes in accounting estimates
and would be reflected in the statement of income in 2012.

The relevant information on earnings distribution approved by the stockholders’
meeting can be accessed through the Market Observation Post System or other sites.

(12) Earnings per share

The calculation of basic and dilutive earnings per share of the Company in 2013 and 2012
were as follows:

(a) Basic earnings per share

20613 2012
Net income 3 257,932 232,493
Weighted-average number of common stock shares
outstanding (thousands of shares) 104,088 106,088
Basic earnings per share (dollar) 5 2.58 2.32
(b) Dilutive earnings per share
2013 2012
Net income 8 257,932 232,493
Weighted-average number of common stock shares
outstanding {thousands of shares) 100,088 100,088
Dilutive potential ordinary share (thousands of shares) 137 129
Weighted-average outstanding shares of diiutive earnings
per share (thousands of shares) 100,225 100,217
Dilutive earnings per share (doliar) 5 2.57 2.32
[3) Items of Comprehensive Income
p
(a) Commission income - brokerage
2013 2012
Domestic futures 3 622,491 717,656
Foreign futures 314.964 215245
3 937,455 932,901
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(b) Futures commission expenses

2013 2012
Re-consigned futures trading b 99,637 58,015
Fatures infroducing broker business 117,527 84,632
3 217,364 142,647
(¢} Employee benefit, depreciation and amortization expenses
2013 2012
Employee benefit expenses
Salary $ 193,497 180,169
Labor and health insurance 12,428 10,444
Pension 7,251 6,812
Others 4,381 4,271
Depreciation 19,286 18,539
Amortization 6,053 4.832
$ 242,896 225,067
(d) Other operating expenses
2013 2612
Postage expense 3 13,557 12,463
Taxes | 42,225 25,594
Rental ‘ 17,270 18,545
Information technology service 65,699 65,311
Others 36,574 42 985
) 175,325 164,898
(e) Other income and expenses
2013 2012
Interest revenue $ 102,100 116,380
Dividend revenue 7,786 2,310
Net gain (loss) on non-operating financial
instruments measured at fair value
through profit or loss 34,240 1.803
Gain (loss) on foreign exchange 2,410 (3,675)
Gain {loss) on disposal of investments 22,296 -
Other non-operating revenue - recovery of
MF Global bad debts 23,564 -
Other non-operating revenue - other 2,348 1,461
Other non-operating expense - other (3,797) {11)
§ 190,947 118,268
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(14) Financial Instruments

(@)

(b

Credit risk

The carrying amount of financial assets represents the maximum credit exposure.

As of December 31, 2013 and 2012, January 1, 2012, the maximum credit exposure

amounted to $10,555,283, $10,501,607 and $10,963,849, respectively.

Liquidity risk

The following table shows the contractual maturity of the Company’s financial
liabilities. The Company does not expect the cash flow occurring early than the
contractual maturity date or the actual amount varying significantly.

December 31, 2013

Financial Habilities measured at
fair value through profit or loss

Futures traders' equity

Accounts payable

Other payable

December 31, 2012

Financial liabilities measured at
fair valus through profit or loss

Futures traders' equity

Accounts payzble

Other payable

January 1, 2012

Financial liabilities measured at
fair value through profit or loss

Futures fraders' equity

Accounts payable

Other payable
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Contract More
Carrying cash Within 6-12 1-2 25 than
amount flow 6 months  months  year year  5vyear
$ 10,555 10,555 10,355 i ) ] ]
8,612,102 8,612,102 8.612,102 - - - -
25,621 25,621 25,621 - - - -
89,534 80,534 89,534 - - - -
$ 8737812  §8,737.812 8,737,812 - - - -
Contract - More
Carrying cash Within 6-12 12 2.5 than
amount flow 6 months  months  vyear vear  Svear
3 5,933 5,933 5,933 - - - -
8,785,205 8,785,205 8,785,205 - - - -
29,630 29,630 29,6306 - - - -
70,161 70,161 70,161 - - - -
$ 8,890,929 8,890,929 8,890,929 - - - -
Contract More
Carrying cash Within 6-12 1-2 2-5 than
amount flow 6 months  months  year vear  Syear
$ 6,477 6,477 6,477 - - - -
9,010,746 9,010,740 9,010,740 - - - -
27,068 27,068 27,068 - - - -
59,496 59.496 39.496 - - - -
5 9,103,781 6,103,781 9,103,781 - - - -
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(c) Exchange rate risk
a. Exposure of exchange rate risk

The Company’s significant exposure to foreign currency risk of financial assets and
liabilities were as follows:

December 31,2013
Foreign New Taiwan
Currency (doklar) Exchange rate Dolars
Financial assets

Monetary items
UsSp § 91,603,389.37 29.803 2,730,239
EUR 642,645.45 41.09 26,406
GBP 414,205.14 49.28 20,412
JPY 196,853,244.00 0.2839 34,182
HKD 36,719,861.70 3.843 141,114
AUD - 26.585 -
SGD 295,689.08 23.58 6,972

Non-monetary items
USh 2,354,113.84 20.805 76,104
HKD 51,851,132.68 3.843 199,264

Financial liabilities

Monetary items
USDh § 88,091,734.84 29.805 2,625,574
PY 184,297,214.00 0.2839 52,322
HKD 33,626,674.30 3.843 129,227
GBP 337.275.11 49.28 16,621
EUR 581,123.28 41.09 23,878
SGD 254,822.97 23.58 6,009
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Financial assets
Monetary items
Ush
EUR
GBP
JPY
HKD
AUD
SGD

Non-monetary items

December 31,2012

USD
HKD
Financial liabilities
Monetary items
Usb
IPY
HKD
GBP
EUR
SGD

Financial assets
Monetary items
usph
EUR

GBP
IPY
HKD
AUD
SGD

Non-monetary items

USh
Financial liabilities

Monetary items
USb

PY
HKD
GBP
EUR
SGD

Foreign New Taiwan
Currency (dollar) Exchange rate Dollars
b 66,704,802.70 29.04 1,937,107
395,225.82 38.49 15,212
301,187.09 46.83 14,105
57,946,771.00 (0.3364 19,493
26,300,963.38 3747 98,549
138.04 30.165 4
11,222.31 23.76 267
1,520,302.68 29.04 44,150
52,928,031.90 3.75 198,321
5 63,333,663.49 29.04 1,839,210
47,964,932.00 0.3364 16,135
23,561,505.96 3.747 88,285
287,925.18 46.83 13,483
366,293.94 38.49 14,099
11,132.39 23.76 264
January 1,2012 .
Foreign New Taiwan
Currency (doliar) Exchange rate Dollars

5 101,893,487.57 30.275 3,084,826
128,592.18 39.18 3,038
253,413.55 46.73 11,859
30,100,001.00 (.3906 11,757
38,630,702.87 3.897 150,543
138.04 30.735 4
6,910.82 23.31 161
1,478,400.00 30.275 44,759
$ 101,173,864.26 30.275 3,063,039
24,473,167.00 0.3906 9,559
37,107,456.74 3.897 144,608
242,569.02 46.73 11,335
126,597.77 36.18 4,960
6,278.41 23.31 146
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b. Sensitivity analysis

The currency risk of the Company arises mainly from cash and cash equivalents,
customers’ margin accounts, financial assets at fair value through profit or loss,
available-for-sale financial assets and futures traders” equity, which are denominated
in foreign currency. Foreign exchange gain or loss occurs as foreign currency was
translated to NTD currency. For the years ended December 31, 2013 and 2012, with
all other variable factors that remain constant, if NTD currency increases or
decreases 1% contrary to other currency, the Company’s comprehensive income will
increase or decrease $3,951 and $3,557, respectively. The analytical basis was the
same in 2013 and 2012.

(d) Sensitivity analysis in interest rates

()

For the years ended December 31, 2013 and 2012, with all other variable factors that
remain constant, if the interest rate increases or decreases by 100 basis points, the
Company’s net income will increase or decrease by $3,197 and $3,255. This is mainly
due to the Company’s guaranty deposited for business operations in variable rates and
settlement fund in variable rate.

Fair value
a. Fair value and book value

The Company considers the carrying amounts of its financial assets and financial
liabilities measured at amortized cost to be a reasonable approximation of fair value:

b. Valuation techniques and assumptions used in fair value determination

The Company uses the following methods to determine the fair value of its financial
assets and liabilities:

A, Corporate stocks from listed entities with standard terms and conditions and the
fair value of financial assets and liabilities traded in active markets is based on
quoted market prices.

B. For all other financial assets and financial liabilities, the fair value is determined
using a discounted cash flow analysis based on expected future cash flows.

c. Fair value hierarchy

The table below analyses financial instruments carried at fair value by the levels in
the fair value hierarchy. The different levels have been defined as follows:

A. Level 1. quoted prices {(unadjusted) in active markets for identified assets or
liabilities.

B. Level 2: inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly (i.e. as prices) or indirectly
(i.e. derived from prices).
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C. Level 3:inputs for the assets or liabilities that are not based on observable market
data (unobservable inputs)

FLevel 1 Level 2 Level 3 Tatal
December 31, 2013
Financial assets at fair value through ) _ 413,529
profit or loss $ 413,529
Available-for-sale financial assets 70,164 - - 70,164
Financial liabilities at fair value
through profit or loss § 10,555 B B 10,555
December 31, 2012
Financial assets at fair value through
profit or loss _ b 57,375 - - 57,375
Available-for-sale financial assets 44,150 - - 44,150
y 161,525 - - 101,523

Financial liabilities at fair vaiue
through profit or loss $ 5,933 . - 3,933
January 1, 2012
Financial assets at fair value through
profit or loss $ 16,455 - - 16,453
Available-for-sale financial assets 44.263 - - 44263

. 5 60,718 - - 60,718
Financial liabilitics at fair value
through profit or loss 5 6,477 ) ) 6,477

There was no transfer in 2013 and 2012
(15) Financial risk management
(a) General description
‘The Company is exposed to below risks due to the application of financial instruments
a. Credit risk
b. Liquidity risk
¢. Market risk
The note expresses the exposure, measurement and management target, policy and

procedure of the aforementioned risks. Detailed information about the financial
mstruments has been disclosed as each note to the financial statements.
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(b) Risk management structure

(©)

To effectively control risks, a management procedure is to build up from top to bottom
that includes the Board of Directors, managers of all departments and the employees to
participate. From the macroscopic perspective of the Company, qualitative and
quantitative approaches are taken to recognize, evaluate, monitor and respond to various
potential risks. As a result, the Company may make reasonable risky asset allocation
and maximize returns for shareholders within a bearable risk range. On September 21,
2007, the Company deliberated this institution of risk management based on the
“Principles of Futures Commission Merchant’s Risk Management Practices™ and the
“Futures Commission Merchant’s Self Checklist for the Establishment of Risk
Management Mechanism”™ as promulgated in the letter ref. No. (Taiwan- Futures-Audit)
0940024340 of the Taiwan Futures Exchange. The Board of Directors has overall
responsibility for the establishment and oversight of the risk management framework.
The Board of Directors has established the Risk Management Committee, atiributable to
General Manager® Office and responsible for developing and monitoring Company’s
risk management policies. The committee reports regularly to the Board of Directors
on its activities

Credit risk

Credit risk is the risk of financial loss to the Company if a customer of brokerage
business fails to meet its contractual obligations of margin calls or settlement.
According to futures trading practices, futures commission merchant can close position
in accordance with the prior agreement of both parties due to the system designed such
as advance customers margin, intraday in-time clearing and when customers fail to meet
its contractual obligations of margin calls. Therefore, the influence is not significant to
the credit risk of the Company. Moreover, most brokerage customers are the general
investors and professional institutions. The object sources of investors and the amount
of investment are widely dispersed, and thus, there is no situation such as concentration
of credit risk.

Approaches taken to manage credit risk at current stage:

a. Credit inquiry and assessment before trade: inquire client’s credit and ascertain the
legality before transaction

b. Credit rating management: treat trades with special credit particularly.
c. Credit supervision after transaction: regularly inspect client’s profit and loss of
positions. Evaluate and monitor credit enhancement (including collaterals) on a

regular basis.

d. Other effective risk reduction measures: collaterals, guarantce, credit risk netting
and offset agreement,

Summarize information on expected credit loss (credit risk exposure amount,

counterparty default probability and return rate) and unexpected credit loss, as well as
quantify the credit VaR.
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(d) Liquidity risk
Liquidity risks are market liquidity risk and capital liquidity risk
a.  Market iqudity risk:

Market liquidity risk is the risk which the Company can not immediately cover or
offset the risk of derivative positions. When the condition of insufficient market
depth or an unexpected event occurs, it’s not easy to obtaintrading opportunities or
significant spread risk. Due to small trading volume, some domestic futures
contracts have this liquidity risk. Therefore, when the proprietary segment of the
Company engages in arbitrage trading, it should consider the liquidity risk of goods.
Futures commodity liquidity can depend on daily trading volume and open interest
{OI) to measure. The more the daily trading volume and open interest as well as the
greater liquidity are, the relatively lower the liquidity risk 1s.

b. Capital liquidity risk:

Capital liquidity risk is the one that the Company fails to meet its contractual
obligations when increasing margins is required by settlement or trading. Therefore,
the Company should control and manage the allocation of capital m order to avoid
the risk of capital liquidity and financial losses of the Company when proprietary
segment of the Company engages in futures trading.

Liquidity risk management of the Company includes :

a. Market liquidity risk management: To avoid loss caused by market liquidity risk,
the Company stipulates capital amount budgeted for proprietary trade department in
the annual operating plan.  Also, a daily report on the Adjusted Net Capital (ANC)
ratio 1s filed to the competent authority. As for other departments and proprietary
trade, the risk control office supervises daily trade by comparing actual cash flow
and the authorized amount.

b. Capital liquidity risk management * The finance department is independent from
other units in transferring financial resources. To control capital liquidity risk and
to consider capital needs of various products for domestic and foreign markets, the
finance department composes daily reports, such as the “Margin
Withdrawal/Deposit  List”, “Securities Transaction Applications”, and other
management report forms. After reviewing and approving by the mangement,
these reports will be implemented and filed.

(e) Market risk

Market 118k is the possibility of loss resulting from trading due to futures price reversal
of the Company’ s proprictary business. [t means that the market price or fluctuation
trend is not beneficial to the Company’s profitability, which results in risky events
happen.
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The Company’s market risk management comprisestrading strategy monitoring, loss
up limit control, trading margin up limit control, remaining position up limit and
open-delta value control, margins ratio control for domestic and foreign remaining
positions, the implied volatility inspection of option price.

Quantitative Measurement on Market Risk was as follows:

a. Statistic-based measurement: the Value at Risk (VaR) of linear products (stocks) is
measured by the Variance Co-Variance (Risk Metrics Approach--EWMA), which
calculates the maximal probable risk of portfolio under a certain confidence level
for the next business day. The Value at Risk of non-linear products {(options) is
measured by the Delta-Gamma Approximations (the “Greeks™). After offseting the
risks of trade contracts, the measurement vehicle calculates the maximal probable
risk of portfolio under a certain confidence level for the next business day. To test
the accuracy, backtesting approach is taken to try finding out the violations within
one year under pre-calculated VaR using the actual valued profit and loss of
inventory positions for the previous day (P & L for T-1 day)

b. Sensitivity analysis measures the sensitivity of the positions to individual risk
factors (such as interest rate andexchange rate). The sensitivity analysis on
exchange rate variation includes evaluation and analysis on the proprietary overseas
capital and service fee revenue from foreign futures products

c. Stress test emulates and measures the impacts on portfolio value at unusual market
change, from which responding actions can be made. The portfolio stress test at
current stage aims at the weighted index or targeted stock price within £15%
change

(16) Capital management
The Board’s policy is to maintain a strong capital base so as to maintain investor, creditor
and market confidence and to sustain future development of the business. Capital consists of
ordinary shares, capital surplus, and retained earnings of the Company. The Board of
Directors monitor the return on capital as well as the level of dividends to ordinary

shareholders.

As of December 31, 2013, the Company didn’t change the method of capital management.
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7. Related-party transactions

(1) Relationships between parents and subsidiaries

(2)

(4)

The Company’s subsidiary was as follows:

December 31,  December 31, January I,
location 2013 2012 2012

Futures fraders’ eguity
Capital Futures Corporation (HK)  Hong kong 100% 100% 0%

Parent Company and ultimate controlling party
Capital Securities Corporation is both the parent company of the consolidated entity and the
ultimate controlling party of the Company. It owns 60.6 percent of all shares outstanding of

the Company, and has issued the consolidated financial statements available for public use.

Key management personnel compensation

2013 2012
Short-ferm employee benefits $ 36,003 31,573
Termination benefits 691 615
Total 8 36,694 32,192

Other significant related party transactions

(a) The amounts of futures trading between the Company and related parties in 2013 and
2012 were as follows:

2013 2012
Commission income-brokerage
Parent Company $ 2,615 6,988
Subsidiary 35,272 -
b} 37.887 6,988
December 31, December 31, danuary 1,
2013 2012 2012
Futures traders' equity
Parent Company 211,985 131,811 212,785
Subsidiary 222,874 276,370 -
S 434,859 408,181 212,785
Customers margin accounfs-
other futures commission merchants
Subsidiary $ 166,796 53,875 58,984
Futures margin
Subsidiary 5 7,969 8,905 -

Transaction terms are the same as those with general clients,
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®
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Parent Company deposits margins to the Company for futures proprietary trading, and
the Company paid the interest of excess margin anmually. In 2013 and 2012, interest
expense amounted to $111 and $104, respectively.

Accounts payable and receivable

December 31, 2013 PDecember 31, 2012 January 1, 2012

Accounts receivable Amount Yo Amount Yo Amount %o
Parent Company § 204 100 176 100 138 100

Accounts payable

Parent Company S 8,007 100 5,909 100 7,585 100
Ofther receivables (Note 1)

Parent Company $ 19,507 160 - - 10 100

Other payables (Notfe 2)

Parent Company 8 13,040 160 521 100 165 100

(Note 1) Receivables for disposal of investments

(Note 2) Payables for purchase of investments
Futures commission expenses

The Company delegated Parent Company to introducing brokers. In 2013 and 2012,
futures commission expenses amounted to $112,789 and $79,714, respectively.

The Company delegated the subsidiary for reconsigning foreign futures trading. In 2013
and 2012, futures commission expenses amounted to $9.648 and $5,164, respectively.

Lease agreements

The Company leased its office from Parent Company. The rental expense was based on
market price and paid monthly. In 2013 and 2012, rental expense both amounted to
$14,033, and the deposits collected for the contract both amounted to $3,508.
Information technology service

Computer information system service contract was signed between the Company and
Parent company. In 2013 and 2012, the service fee amounted to $23,161 and $24,576,
respectively.

Commission income

The Company was delegated by Parent Company for securities introducing brokers. In
2013 and 2012, commission income amounted to 2,275 and $1,875, respectively.
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(g) Stock service fee

In 2013 and 2012, the Company paid the stock service fee to Parent Company amounted
to $317 and $302, respectively.

(h) Human resource and legal service fees

In 2013 and 2012, the Company paid the human resource and legal service fee to Parent
Company amounted to $300 and $1,325, respectively.

(1) Securities brokerage charge

In 2013 and 2012, the Company paid the securities brokerage charge to Parent
Company amounted to $800 and $11, respectively.

(j) Tranmsaction of property
As of October 31, 2012, the Company acquires 100% interest of CSC Futures (HK) Ltd.
from Capital Securities (Hong Kong) Ltd. amounted to $86,338.
8. Pledged assets ° None
9. Material contingent liability and unrecognized contract commitment * None

10. Significant catastrophic losses * None

11. Significant subsequent events - None
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12. Disclosure of information as related to derivative financial instruments

As of December 31, 2013 and 2012, January 1, 2012, the open positions of futures and option
contracts were as follows: '

Becember31,2613
Open positions Contract size or paid for
Ttem Trading category Lung{ Number of (received from) premium Fair value Note
Short jcontracts
Futures contract -
TAIEX Futures Long 418 6,684 6,882
TAIEX Futures Short 146 (252,156} {252,084}
Mini-TATEX Futures Long 363 156,563 156,689
Electronic Sector Index Futures Long 8 9,909 9,904
Finance Sector Index Futures Long 10 10,551 16,356
XIF Long 3 3,635 3,629
XIF Short 3 (3,641) (3,629)
Stock Futures Long 437 34,254 34,998
Stock Futures Short 397 (25,924) (25,924}
H Fatures Long 4 8,299 8,326
HSI FUTURE Skort 2 (8,954) (8,967)
Wheat Fuafures Long i 900 902
Saya bean Fatures Short i (1,937 (1,926}
Silver Futures Long 1 2,934 2,887
Platinum Futures Long 1 2,028 2,047
Paliadium Futures Long 1 2,119 2.141
JPMorgan{Taiwan } Sector ndex | Long 75 67,820 67,777
Futures
Subtotal 13,084
Options contract :

TAIEX Ogtions (Call) Long 161 1,534 3.450
TAIEX Options (Put) Long 395 1,930 787
TAIEX Options (Call} Short 522 (4,713} {6,684)
TAIEX Options (Put} Short 206 {1,363) 365)
TXO Options (Call) Long 1,882 7,009 8,787
TXO Options (Put) Long 2,141 3,514 3,579
TXO Options (Call) Short 1,840 (3,246) (3,190)
TXO Options (Put) Short 1,648 {500} (316)
Finance Sector index Options(Call)}l Long 20 41 %6
Finance Sector Index Options(Put){ Long 20 - -
Stock Options (Call} Long 46 22 23
Stock Options (Put} Long 50 1 1

Subtotal $ 5229

Total § 18,313
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December31,2612

Open positions

Contract size or paid for

Item Trading category Long/ I\umf}cr of (received from) premium Fair value Note
Short {contraets
Futures confract :
TAIEX Futures Long 171 % 26,128 26,101
Mini-TAEX Futures Long 35 13,443 13,435
Electronic Sector Index Futures Short 73 (84.,602) (84,155)
Finance Sector Index Futures Short 3 (2,522) (2,519
Non-Finance Non-Flectronics Short 25 (26,348) (26,348)
Sub-Index Futures
Stock Futures Long 21 1,188 1,162
Stock Futures Short 59 {2,953) (2,953)
CL Futures Long 1 2,641 2,667
Tutures on BUD Short 4 {19,222) (19,178)
Subtotal {91,647)
Oplions contract *
TAIEX Options (Call} Long 585 5,869 6,610
TAIEX Options (Put) Long 605 2,726 2,440
TAIEX Options (Cally Short 1,209 (1,692} (1,529
TAIEX Options {(Put ) Short 1,943 (2,236) (1,905)
TXO Options (Put) Long 229 131 101
TXO Options (Cail) Short 22 (10) (5}
TXO Options (Put) Short 206 (110} (64)
Electronic Sector Index Long 198 1,096 1,342
Ontions{Call}
Electronic Sector Index Long 84 282 181
Options(Put)
Electronic Sector Index Short 81 (297} (284)
Options{Call}
Electronic Sector Index Short 123 {927y (841)
Options(Put)
Finance Sector Index Long 72 179 241
Options(Calh)
Long 99 326 255
Finance Sector Index Options(Put)
Finance Sector Index Short 82 1133) {173}
Options(Call)
Short 20 (15) (3)
Finance Sector Index Options(Put) '
CL Options(Call) Short 12 {396) (779)
CL Options(Put) Short 24 {744) (289)
Mini-S&P Options(Call) Long 30 788 844
Mini-S&P Options(Put} Long 32 907 664
Options on EUD{Call) Long g 109 158
Options on EUD(Put} Long 12 167 74
Options on EUD(Call) Short 5 (20} (15)
Options on JPY{Cali} Long 4 20 3
Options on JPY (Put) Long 3 72 114
Options on Gold{Call) Long 1 81 37
Options on Sifver(Put} Short 2 {48) (46)
Subitotal 6,125
Toial g (85,522)
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January 1,2012

I Op[en\yposimnsf Contract size or paid for
. Long/ [Number o . . - .
Ttem Trading category Shu%t contracts {received from) premium|  Tair value Note
Futures contract
TAIEX Futures Long 40| § 36,026 36,312
HSIFUTURE Short 15 (53,465) (53,9423
Subtotal 2,561
Options contract :
TAIEX Options (Call) Long 1,624 8,065 8,937
TAIEX Options {Put) Long 104 644 586
TAIEX Options {Call) Short 1,044 (4,764) (5,959)
TAIEX Options (Put ) Short 127 (518) (518)
Subtotal 3.427
Total § 5,988

13.

Restrictions and enforcement of the

trading law

Company’s various financial ratios under futures

The restrictions and enforcement of each financial ratio was calculated in accordance with
Regulations Governing Futures Commission Merchants as follow:

Current Period Last Period
Art. Calculation formula Calculation Raiio Calculation Ratio | Standard] Enforcement
Stockholders' equity , -
17| (Total Habilities —futures traders’ equity) | 2.080,366/ 154,302 13.48 1.880,135/ 135726 | 13.85 e Samt?cmry 0
. requirement
Current Assets 10,168,171 / .
17 ms 8758 896 1.16 10,206,800/ 8919727 1.14 =1
22 ) SftOCkhOi(%er?J eqm'tv 2,080,366/ 715,000 | 290.96% | 1,880,135/ 715,000 |262.96% =60% ”
Minimum paid-in capital =40%
Post-adiustment net capital 0%
22} Total customer margin deposits required | 1594056/ 1,194275 | 133.47% | 1,499,021/ 943,962 | 158.80% : 159 v
for open positions of customers 4~} 4§ |7 )

14. Unique risks to specific futures commission merchant services

Transactions in futures and options carry a high degree of risk because of the amount of initial
margin is small relative to the value of the {utures contract, meaning that transactions are heavily
leveraged, the fluctuation of underlying markets is unpredictable, and the variance risk of the
exchange rate is high. Futures industry thus bears higher operation risk than other industries. If
the customers can’t exercise the contract or maintain the proper margin, in order to dealing with
such abrupt condition, the Company needs sufficient liquidity to cover the transactions and suffer
the loss may oceur.
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i5. Others : None

16. Disclosures Required
(1) Information on significant transactions
{a) Loans to others : None
(b) Endorsement and guarantees for others : None

{¢) Acquisition of real estate amounting to over NT$100,000 thousands or 20% of paid-in
capital * None

(d) Disposal of real estate amounting to over NT$100,000 thousands or 20% of paid-in
capital - None

{e) Discount of commissions of handling fees with related parties amounting to over
NT$5.000 thousands * None

(f) Receivables from related parties amounting to over NT$100,000 thousands or 20% of
paid-in capital : None

(2) Information on investee company

Amount of Original Ownership as of ¢
Investment December 31, 2013 ) -urrent X
income or | Recognized
Names of | Names of Main Current Numbe toss of sain (Joss)
investor investee | Address husiness i’erin i Last Period | rof Ratio | Boeek value investee on Nete
tompany Company scope shares company | investment
Futures
. {£8C brokerage,Pr
Capital Futures . 0 ] idi
Corporation Futures |Hong Komg| opristary  [HKD 52,800 § HKD 52,800 | 50,000 | 100.00% HKD 51,851 { HKD (1,077) | HXD (1,077)f Sunsidiary
{HED trading
business

(3) Information on investments in China: None.

17. Segment information

Please refer to the consolidated financial report for the year ended December 31, 2013,
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18. First-time adoption of IFRSs

The financial statements of the Company as of December 31, 2012 were prepared in conformity
with generally accepted accounting principles in the Republic of China. As described in Note 4(A),
-this financial report has been prepared accordance with Regulations Governing the Preparation of
Financial Reports by Futures Commission Merchants.

The accounting policies described in Note 4 have been applied to the comparative financial
statements as of December 31, 2012, the balance sheet as of December 31, 2012 and balance sheet
as of January 1, 2012, first IFRS adoption date.

For purposes of the first financial statements in 2012 under [FRSs, the Company regarded the
amounts in the financial statements under the ROC GAAP as the initial point for adjustments.
An explanation of how the transition to IFRSs has affected the reported financial position,
financial performance, and cash flows of the Company is provided in the following tables and
notes.

8.



CAPITAL FUTURES CORPORATION
Notes To Individual Financial Report (Cont’d)
(1) Reconciliation of balance sheet

(a) The reconciliation of balance sheet on January 1, 2012:

ROC GAAP Reconcifiation TFRSs approved by the ¥F5C
Bifference in

Difference in

Ttem Amount recognition and N Amount Item Nuote
presentation
measurement
Assets Assels

Cash and cash equivalent % 1,464,749 - 122,604 1,587,353 Casl: and cash equivalent 3
Financial assets measured at 139,059 - (122,604) 16,455 Financial assets measured at 3
fair value through profit or fair value through profit or
oss-current logs-clrrent
Customers margin accoutit 2,037,620 - - 0,037,620 Customers TRIgin accoumt
Futures margin veceivable 3,153 - - 3,133 Futures margin receivable
Accounts receivable 6,686 - - 6,686 Acgcounts receivable
Available- for- sale financial 44,391 - (128) 44263 Available -for- sake financial 4
assefs #3361s
Prepayments 5057 - - 5,057 Prepayments
Other receivables 8,498 - - 8,498 Other receivables
Qther current assets 659 - - 659 Other current assets

- - 128 128 Financial assets measured at 4

cost-non-current

Premises and property 30,027 - - 30,027 Property and equipment
Irtangible assets 19,358 - 6,629 25,987 Intangibie assets 5
Guaranty deposited for 120,060 - - 120,600 Guaranty deposited for
business operation business operation
Cleanng and settiement fund 131,600 - - 131,600 Clearing and setflerment fund
Guaranty deposits 8,693 - - 8,693 Guaranty deposits
Deferred debits 7,085 - (6.029) 456 Deferred expenses 3
Deferred tax income assets- 5,669 - (5,669} - 8

" Deferred income tax assets
nOn-CATTe

Total assets $  1L051,704 - £5,669) 11,046,033
Liabilities Liabilities
Financial ligbilities measured 5 6,477 - - 6,477 Financial linbilities measured
at fair value through profit or at Tair value through profit or
loss-current loss-current
Futures traders’ equity 9,010,740 - - $,0310,740 Futures traders' equity
Accounts payable 27,008 - - 27,068 Aceoumts pavable
Advance 1eceipis 1314 - - 1,314 Advance receipls
Receipts under custody 2,491 - - 2,491 Receipts under custody
Orher payables 88,506 2413 (31,423} 59,496 Other payables 1-6
Other current labilities 21,59¢ - - 21,599 Other current liabilities
- - 31,423 31,423 Current income 1ax liabilities 6
Accrued pension Habilities - 303 465 - T Provision for liabilities 2.7
TOR-CIITEnt
Reserve for bad debt 33,359 - (33,356) - 8
Total liabilities 3 9,191,859 2,878 (33,359) 9,161,378
Steckholders” equity Equity
Capital stock 922,469 - - 922 469 Capital
Capital surplus 107,625 - - 107,625 Capﬂaj SETP]US
Retained eamings - Retained earnings
Legal reserve 153,355 - - 153,355 Legal reserve
Special reserve 367,104 - 27,690 424,794 Special reserve B
Unappropriated carnings 284,396 (2,878} - 281,518 Unappropriated earnings -2
Other steckholders’ equity {5,104) . - (5,104) Other equity
Total stockholders’ equity 1,859,845 {2,878} 27,690 1,884,657 Tetal Equity
Total Liabilities and
Stockholders’ Equity $ 11,031,704 - (5,669) 11,046,035  Total Liabilities and Eguity
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{b) The reconciliation of balance sheet on December 31, 2012:

ROC GAAP Reconciliation IFRSs approved by the FSC
Difference in . i
Tiem Aanount recognition and D]fi‘ercncl.: n Amount Tiem Note
measurement presentation
Assets Assets
Cash and cash equivalent b 1,136,283 - 206,744 1,343,027 Cash and cash equivalent 3
Financial assets measured at 264,119 - (206,744) 57,375 Fipancial assers measured ar 3
fair value through profit or fair value through profit or
foss-current loss-current
Customers margin account 8,766,123 - - 8,796,123 Customers margin account
Accounts recelvable 1,236 - - 1,236 Accounts receivable
Investments under equity method 198,321 - - 198,321 Investments under equity method
Available-for-sale financial 44,278 - {128) 44,150 Available-for-sale financial 4
assels assets
Prepayments 2,650 - - 2,650 Prepayments
Other receivables 5,333 - - 5,533 OCther receivables
Cther current assets 946 - - 946 Other current assets
- - 128 128 Financial assets measured at 4
COSt-RON-CUITENY
Premises and property 43,183 - 43,183 Property and equipment
Intangible assets 44325 - 9.396 53,721 Intangible assets 5
Guaranty deposited for 120,000 - - 120,000 Guaranty deposited for
Clearing and settlement find 128,000 - - 128,000 Clearing and settlement fund
Guaranty deposiis 6,033 - - 6,035 Refundable deposits
Deferred debits 9,675 - (9,396} 279 Deferred expenses 5
Deferred tax income assets- 1,413 - (1,054) 359 . 8
noR-curent Dreferred income fax assets
Total assets $ 10,802,120 - {1,054} 10,801,066
Liabilities Liabilities
Financial habilities measured g 5,933 - - 5,933 Financial habilitics measured
at fair value through profit or at fair value through profit or
Ioss-current loss-current
Futures traders' equity 8,785,205 - - 8,785203 Futures traders' equity
Accounts payable 29,630 - - 29,630 Accounts payable
Advance receipls 1,486 - - 1,486 Advance receipis
Receipts under custody 2,373 - - 2,373 Receipts under custody
Qiher payables 87,907 2.240 {19,986) 70,161 Other payables 1-86
Other current Habilities 4,953 - - 4,933 Other current liabilities
- - 19,986 19,985 Current income tax liabilities &
Accrued pension Habilities - 314 890 - 1,204 Provision for labilities 2.7
BON-CUITEN?
Reserve for bad debt 6,213 - (6,213) - 8
Total liabilities ’ 5 8,924,014 3,136 {6,213} 8,920,931
Stockholders® equity Fguity
Capital stock 922,469 - - 922,469 Capital
Capital surplus 107.625 - - 107,625 Capital surplus
Retained earnings - Retained earnings
Legal reserve 175,482 - - 175,484 Legal reserve
Spectal reserve 446,465 - 5,159 451,624 Special reserve 8
Unappropriated earnings 233,034 (3,130} - 229,904 Unappropriated eamings 12
Orther stockholders’ equity (6,971) - - (6,971) Other equity
Total stockholders' equity 1,878,106 {3,130} 5,159 1,880,135 Total Equity
Total Liabilities and
Stockholders® Equity $ 10,802,120 - (1,034) FL801,066  Total Liabilities and Equity
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The reconciliation of statement of comprehensive income for the year ended December 31,

2012:

ROC GAAP

Reconciliation

TFRSs approved by the FSC

Difference in Difference in

Ttem Amount recognition and . Amount Ttem Note
—— presentation
Income: Income:
Commission income-brokerage $ 932,501 - - 932,901 Commission mcome-brokerage
Commission income-clearing 9622 - - 9,622 Commission income-clearing and
and settlement settlement
- 34 34 Futures management revenue
Gain on derivative financial 128,605 - (116,984) 11,621 Grain on derivative financial
mstruments ingtruments
Consulting fee revenue 6,459 - - 6,459 Consulung fee revenue
Management fee revenue 53 - - 33 Management fee revenue
- - 1,875 1,875 Securities cemmission income g
Cther operating revenue 2,016 - {1,909) 107 (iher operating revenue 9
Non-operating revenue 122,342 - {122,342} - g
Expenses: Expenses:
Brokerage fees (149,269) - - (149,269) Brokerage fees
Brokerage fees-proprietary G.228) i . (3,228) , .
trading Brokerage fees-proprietary trading
Fufures commission expenses (142,647 - - (142,647} Fufures commission expenses
- {3,279) (3,279 Financial costs 9
Clearing and settlement (108,647) - - (108,647) .
Clearing and settlernent expenses
expenses :
Lass on derivative financial (116,984 - 116,984 - 9
mstruments
Operating expenses (390,162} - 393,162 - 9
" 197 (201,893) {201,696) Employee benefit expenses ~2
- - (23,371) (23.371) Depreciation or amortization 9
expenses
- - (164,898) (164,898) Cther operating expenses 9
Non-operating expenses (6,563} - 6,965 - 9
437 437 Share of profit of subsidiaries, ¢
associates and joint ventures using
equity method
- - 118,268 118,268 Other income and expenses 9
Continuing operations' income 284,096 197 49 284,342  Net income before income tax
before tax
Income tax expenses (51,841} - (8) {51,849} Income fax expenses
Continuing operations® income 232,255 187 41 232,493
after tax Net income after income tax
Extraordinary gain 41 - (41} -
Net Income s 232,296 197 : - 232,493 Net Income
Other comprebensive income:
(2,113) Foreign currency translation
adinstments
(113) Unrealized gain(loss) on available-
for-sale financial assets
(449) Actuerial gainfloss) on defined
benefit plans
359 Inceme tax relating to components
of other comprehensive income
{2,316) Other comprehensive income, net
of tax
230,177 Total comprehensive income
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(3) Significant adjustment of statement of cash flow

There was no significant difference between the statement of cash flow prepared under
IFRSs endorsed by the FSC and ROC GAAP.

(4} Explanations for reconciliation

(a)

(b)

(c)

(d)

Employee benefits

According to IAS 19 endorsed by the FSC, when employee provided services and
increase their future deserved compensated abscences, the related liabilities should be
recognized when the right of compesnated abscences rise due to employees providing
services. On January I and December 31, 2012, the effects of this reconciliation on
related accounts were as follows: for other payables, $2,413 and $2,240, respectively;
for unappropriated earnings, $2,413 and $2,240, respectively. Also, for the statement of
comprehensive income for the year ended December 31, 2012, this reconciliation
decreased the employee benefits expenses by $ 173,

Reconciliations to pension actuarial gain and loss and defined befefit obligations

According to the regulations related to employee benefits in IFRS 1 endorsed by the
FSC, the Company applied the exemption, actuarial gain and loss should be recognized
as other equity immediately at the date of transition to IFRSs on January 1, 2012. On
January 1 and December 31, 2012, the effects of this reconciliation on related accounts
were as follows: for provision and unappropriated earnings, $465 and $890, respectively.
Also, for the statement of comprehensive income for the year ended December 31, 2012
this reconciliation decreased employee benefits expenses by $24.

h1

Futures margin - excess margin

According to the definitions of cash and cash equivalents in IAS 7 endorsed by the FSC,
futures margin - excess margin orginally recognized in financial assets measured at fair
value through profit or loss should be reclassified to cash and cash equivalents. The
reclassification on January 1 and December 31, 2012 resulted in a decrease of 122,604
and $206,744 in financial assets at fair value through profit and loss, respectively, and
an increase of $122.604 and $206,744 in cash and cash equivalents, respectively.

Non-listed or non-over-the-counter stocks (except emerging stock)

According to IAS 39 endorsed by the FSC, while investments in equity instruments that
do not have a quoted market price in an active market, and whose fair value cannot be
reliably measured, were measured at amortised cost.The reclassification on January 1
and December 31, 2012 resulted in a decrease of $128 in originally recognized as the
amount of available-for-sale financial assets, and an increase of $128 in financial assets
measured at cost.
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Software

According to IAS 38 endorsed by the FSC, the software should be classified as
intangible assets.The reclassification on January 1 and December 31, 2012 resulted in a
decrease of $6,629 and $9,396 in deferred debits, respectively, and an increase of
$6,629 and NT$9,396 in intangible assets, respectively

Income tax

According to IAS 1 endorsed by the FSC, the Company should report current tax
liabilities separately. On January 1 and December 31, 2012, the effects of this
reconciliation on related accounts were as follows: for current tax liabilities, $31,423
and $19.,986, respectively; for other payables, a decrease of $31,423 and $19.986,
respectively.

Provision for Labilities

According to IAS 1 endorsed by the FSC, the Company should report provision for
liabilities without accrued pension liabilities. On January I and December 31, 2012, the
effects of this reconciliation on related accounts were as follows: for accrued pension
liability, a decrease of $305 and $314, respectively; for provision for liabilities, an
increase of $305 and $314, respectively. The amount of labilities as a whole was not
affected by this reconciliation.

Reverse for bad debts

Since 3% reserve for bad debt provided by the exclusive industry revenue required by
the competent authority (it required stopping the provisions since June 30, 2003) was
not in accordance with IAS 37 endorsed by the FSC, the Company reclassified the
balance of reserve for bad debt and deferred income tax assets to special reserve.On
January 1 and December 31, 2012, the effects of this reconciliation on related accounts
were as follows: for reverse for bad debts, a decrease of $33,359 and
$6,213 ,respectively; for deferred income tax assets, a decrease of $5,669 and
$1,054  respectively; for special reserve, an increase of $27.690 and
$3,159 respectively.

Presentation of financial statements

a. According to IAS 1 endorsed by the FSC, for enterprise, gain and loss resulted from
a group of similar transaction should be presented as the net of the amount. For the
year ended December 31, 2012, the effects of this reconciliation on related accounts
were as follows: gain on derivative instruments $128,605 and loss on derivative
instruments $116,984 were presented as gain on derivative instruments $11,621.

b. According to IAS 1 endorsed by the FSC and the Regulations Governing the
Preparation of Financial Reports by Futures Commission Merchants applied since
2013, the Company should recognize the expenses based on nature or function. For
the year ended December 31, 2012, the effects of this reconciliation on related
accounts were as follows: the operating expenses $390,162 was reclassifiied as
employee benefit expenses $201,893, depreciation and amortization expenses
$23,371 and other operating expenses $164,898.

-57 .



)

CAPITAL FUTURES CORPORATION
Notes To Individual Financial Report (Cont’d)

c. According to IAS 3 “Gam from bargain purchase of business combination”
endorsed by the FSC, the extraordinary gain $41 was reclassified to other income
and expenses $49 and income tax expenses $8.

d. According the Regulations Governing the Preparation of Financial Reports by
Futures Commission Merchants applied since 2013, the Company reclassified the
commission income for securities introducing brokers $1,875 which is initially
recognized in other operating income to securities commission income;
management revenue of foreign capital business $34 which is initially recognized
in other operating income to futures management revenue; interest expenses $3,279
which 1s initially recognized in non-operating expenses to financial costs;
investment income under the equity method $437 which is originally recognized
in non-operating revenue to share of profit of subsidiaries, associates and joint
ventures using equity method; non-operating revenue $121,954 and non-operating
expenses $3,686 to other income and expenses $118,268.

According to IFRS 1 First-time Adoption of International Financial Reporting Standards,
except optional exemptions or mandatory exceptions were applied, for the first time
adoptiing IFRSs, the Company should prepare its financial statements following those
accounting standards effective at the time of the adoption and make retrospective
adjustments. The optional exemption applied by the Company was as follows: When using
actuarial technique to measure termination benefit obligation, it is not recalculated
retroactively due to actuarial gain and loss which were incurred by the variation of actuarial
experience and assumption, the actuarial gain and loss were recognized immediately in
equity.
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