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ON THE FRONT COVER:

China Steel Corporation donated this steel sculpture to the City of
Kaohsiung in December 2008 as an emblem of the Kaohsiung
Linhai Industrial Park. It stands conspicuously at the Park’s
gateway, located at the intersection of Jhongshan 4th Road and
Daye North Road, the latter being the arterial road between Kaoh-
siung International Airport and the Corporation’s steel works.

[ To conserve resources, China Steel Corporation prints this report on recycled paper.]
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Revenues and income before income tax

% Rrrsmusy @ Insome befor ineoms &
i earsdred il lioma of Mo Tarwars Dollees).

2008 2007

Revenues {Mlillions of Mew Taivan Dallars)

256,354 207 919
Diperating cosis

Income from operations

212,110 159042

43811 48716

Income before inoome tax 30,255 61 652

ployment costs’

Em 20,245 20,770

Depreciation 11,847 11,460

i
Interest expenses net 5) (99

Total assets

Capital expenditures 17929 1675

Stockholders' equity

238, T4 122655

Output of steel products (Thousands of metric tons) 9,651 0,159

Sales volume of stee] products 9742 101440

Number Ilfﬁm[lh}'ﬂlt

412 )

Return on sales {40

11.80 2063

Return on stockholders’ eqdﬂ"

1042 24,06

' Excluding capitalized expenses  * A3 of the end of the calendsr vear —* Basd on net income




OVERVIEW
OF THE
BUSINESS
SITUATION

The Intemational Monetary Fund (IMF) published on
January 28, 2009 the 2008 global economic growth as
3.4%, which is far below the 5.2% for the year 2007. The
DGBAS' of our government published on February 18,
2009 our 2008 economic growth as (.12%. During the latter
half of 2008, owing to the global financial crisis the bottom
fell out of the world’s steel market. Steel demand plum-
meted, prices took a dive, and orders shriveled. As steel
producers the world over cut back production, world steel
production in 2008 was 1.2% less than in 2007; Taiwan's
domestic steel production, import and export volumes and
apparent consumption of finished steel all fell bellow the
respective 2007 levels, among which the apparent
consumption of finished steel fell by a hefty 7.4%.

As to the outlook for 2009, the IMF predicts a minuscule
global economic growth of only 0.5%. Our DGBAS
predicts our country’s 2009 economic growth to be -2.97%.
Apparent consumption of finished steel in Taiwan is
expected to decrease owing to shrinking demand. Prices of
iron ore and coking coal and coke are expected to take a
downturn, thereby somewhat relieving the pressure on the
operation of steel producers. With the diminishing of inven-
tory and the downstream consumers’ replenishing their
inventories, one expects to see the return of improved
demand.

Chairman and CEQ Chia-Juch Chang

N, @L-og»@j

CSC’s 2008 sales wvolume was 9.74 million tons.
Although this was 6.7% below that of 2007, CSC's 2008
revenues of NT$256.358 billion turmed out to be 23.3%
above the 2007 level. This phenomenon is mainly attribut-
able to the brisk steel market and nising prices during the
first half of 2008. The favorable effect of higher average
price over the year was enough to offset the unfavorable
effect of reduced sales volume, and the net effect is a higher
revenue level for 2008. CSC's 2008 income before income
tax was NT$30.255 billion or 50.9% below 2007 level. This
is mainly attributable to:

rapid deterioration of steel demand and sliding steel
prices caused by the global financial crisis during the
latter half of 2008
rise in prices of iron ore, coking coal, and ferro-alloys
rise in ocean freight
provision for losses on inventories owing to falling
prices
recognizing of investment losses.
2008 operating costs were NT$212.110 billion, or 33.37%
above the 2007 level. This is mainly attributable to rise in
raw material costs.

Progress in proceeding along our 2008 operating direc-
tions:
Continue with our “Double 2000 Project™ and integrate
our sales/production deployment

Presidemt Yuan-Cheng Chen
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CSC will exert all out effort to support Dragon Steel stage 11
phase 1 expansion. Progress, as well as quality of construction
work and budget, will be strictly controlled. Completion is
expected to be on schedule. As to Dragon Steel’s stage 11 phase
2 cxpansion, the environmental impact report has been condi-
tionally approved by the Environmental Protection Agency,
thanks to the thorough preparation and active efforts of CSC's
related departments. In addition CSC will actively implement
construction of its new wire-rod mill and No.3 cold rolling
plant.

— Deepen the activities of R&D alliances and lead the steel
industry toward upgrading
Aside from continuing to integrate the resources of industry,
government, academia and rescarch institutions in  the
collaborative R&D of advanced technologies in the steel-
consuming industries to help the downstream to upgrade their
operations, CSC proceeds according to pre-planned progress
with upgrading programs to meet the nceds of individual
customers. This involves taillormg the high value-added
products or process technology that requircs R&D to the
individual customer to raise his competitiveness.

— Procced with re-engineering of work flow and all-out
endeavor for efficiency and cost reduction
Implement the “Unified Operation Procedures for Order
Acceptance and Production/Sales Planning among Members
of the CSC Group™ in order to integrate the resources within
the Group, to cstablish a unified system for purchasing,
transportation, warchousing, production and marketing,
thercby maximizing the synergy among the group members.
Besides, C8C is studying the model of joint sales by CSC and
Dragon Steel Corporation, where the basic principle is to
improve the efficiency in serving customers so as to attain the
objectives of lowering marketing cost and elevating costomer
satisfaction. The Corporation also pushed forward with its
“Encrgy Conservation, Waste Reduction and Cost Saving”
program, saving about NTS1.2 billion in production cost.

In September 2008 the sudden advent of the global financial
crisis depressed the stock market worldwide. Nearly all trades

and industries suffered from the unprecedented impact of this
tsunami. To face this worldwide receszion CSC has formulated
various countermeasures, and set its 2009 operating dircctions as
“Kai Yuan Jie Liu 123 The *1" refers to reactivating the 1020
cost reduction movement of 1999 which aims at a 10% reduction
in all controllable direct costs and 20% reduction in all control-
lable indirect costs. Also involved under this item are curtailing
capital expenditures and full grasp of affairs imvolving working
capital and risk management in order to enhance financial opera-
tion cificiency.

The “2" represents two “high"s; high grade and high quality in
order to boost product value. C8C will utilize openings in the
production schedule to accelerate new product development and
R&D on advanced steel grades, sophisticates technologics and
process capabilities. In addition, CSC will continue to decpen the
R&D alliances’ functions, assist customers in their R&D and
promote the upgrading of the steel-related industries.

The “3" stands for saving more than NT$10 billion within 3
years under 8 continual “Energy Conservation, Waste Reduction

and Costs Saving” program. CSC also encourages contractors
and other CSC Group members to join this endeavor,

The entire CSC workforce will channel its efforts toward the
Corporation’s operating direction to maximize the benefits to the
stockholders by cutting costs, raising efficiency and improving
operating results,

7 Directarste General of Budget and Statistics

% Por explanation of this term please refer to top of page 4 of the English version 2007
Operating Repart and the related foctnote 9 af the bottom of page & of the same
report.,

% The four romanized Chiness words here belong 10 & saying that may be translated as
“open wp new sources (of eamings) and curtail catflow (of expenses).” The “123" is
alzo to emulase the counting of cadence of foresard marching men.




PRODUCTION
AND SALES

Sales volume of steel products in 2008 fell by 6.7% from that of 2007 to 9.74 million tons.
Domestic sales accounted for 74.6% while export accounted for the remaining 25.4%. The major
customer groups in 2008 were, in diminishing order of quantities shipped, re-rollers (23.3% of the
domestic shipments), direct users (18.0%), service centers (15.2%), nuts and bolis makers
(11.3%), vehicles (7.6%), steel piping (6.5%), steel structures (6.1%) and shipbuilding (3.1%). The
major export destinations were Northeast Asia (33.7%), Hong Kong (including China) (29.9%),
Southeast Asia (27.3%) and others (9.1%).

Production in 2008 amounted to 9.65 million tons, marking a fall of 5.3% from that of 2007.
Production of hot metal and liquid steel were 9.75 million tons and 10.43 million tons, representing
declines from 2007 by 7.3% and 7.4% respectively, Major causes for the drop in production were
the breakout of No.4 blast furnace at the bustle pipe in March and leakage in the cooling box of
No.l blast furnace in June. However a number of downstream facilities and products: No.2 bar
mill, wire-rod spheroidizing plant, reversing cold rolling line, as well as bars, rods and coated steel
products, all broke previous annual production records.

Waorld steel production in the first three quarters of 2008 continued to gain momentum. Coal,
iron ore and flux materials were in strong demand. Early in 2008 serious floods occurred in the
Australia coal mining districts of Queensland. This was compounded by the delay in the expansion
of railroad and port facilities in Australia. Coal supply became unprecedentedly tight. As a result
prices of coal in 2008 shot up by an alarming 206% over those of 2007. Delays in production
expansion at the iron mines led to tight supply and price hikes ranging between 65% and 96.5%.
Flux material supply, both domestic and foreign, was stable. Prices went up by a modest 10% in
2008, The global recession brought by the financial crisis in September 2008 led to sharp declines
in steel demand. In spite of cutback measures by the steel mills and mining companies the excess
of raw material supply remained. Raw material supply situation has become relaxed,

Seli-generated electricity accounted for 57.1% of the electricity consumed by CSC in 2008, or
6.4 percentage points below the percentage in 2007, This situation was again caused by high fuel

1'Wire rods
2/ Hot rolled steel sheets in coils
2/ C5C"s hot-dip galvanized steel on display at a customer's plant whene it is

prices, which make it cheaper to purchase power and cut
back on self-generation during off-peak hours. Energy
consumption per ton of crude steel (slabs and blooms) was
5,479 million calores, or 137 million calories over that of
2007, This setback is attributable to the unfavorable effect
on energy efficiency caused by production cutbacks in
MNovember and December in the face of a depressed market.

For the sake of regional resource utilization efficiency,
the Corporation continued to promote the regional integra-
tion of energy resources within the Lin Hai Industrial
District by developing the sale of excess quantities of steam,
oxvgen, nitrogen, argon over and above what CSC produces
for its own use. Sales value of NT%2.24 billion in 2008 showed a
substantial increase of 9% over 2007, Sale of steam was 1.873 million
tons, which brought energy saving benefits amounting to 144,000 kilo-
liters of oil equivalent. Converted to reduction in air pollution and in
emission of greenhouse gases, this amounts to 429,000 tons of COz2,
1,369 tons of SOx, 949 tons of NOx and 135 tons of suspended solids. This is to the benefit of CSC, the
customers and to the emvironment as well,

CSC has placed emphasis on the conservation of energy ever since its commencement of operations.
A CSC Energy Conservation Committee was set up as early as 1978, The Energy-saving Service Team
under the Committee has over the years rendered services to parties outside the Corporation. During
2008 the Team provided on-the-spot services to 12 customers, made 261 improvement proposals, offer-
ing the customers potential energy conservation savings of NT$550 million and bringing about reduc-
tions of 100,000 tons of COz, 64 tons of SOx and 71 tons of NOx. The Corporation continued to carry
on the “2010 energy saving project.”1? In 2008, 73 proposals were made, resulting in energy savings of
2,859 kiloliters of oil equivalent. The Corporation was awarded the 2008 “Ouistanding Performance
Organization for Energy Saving and Reduction of Greenhouse Gas Emissions™ award by the Ministry of
Economic Affairs.

Under the Total Quality Management System CSC has, over the years, been exercising internal quality
management so that its gquality management system can continue to function efficiently. CSC maintains
its certifications under the ISO/TS 16949 of the automotive industry as well as ISO 9001 guality man-
agement system. It has applied for the new JIS mark for seven product specifications. In January 2008
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R.ESEARCH The Corporation, over the recent years, has endeavored
AND to raise the status of its research and development (R&D)

DEVELOPMENT i order % calance the fimstion and ooniribution of RAD

and to pioneer in technical innovation and sustained devel-

(R&D) opment.

The Corporation has widened and deepened its R&D,
expanding it from within the Corporation to R&D that
involves downstream customers; extending it from steel
product R&D to steel application R&ED; from the develop-
ment of higher grade steels to that of high value-added end
products; and elevating it from the improvement-oriented
R&D to the creation of products.

2008 has been a good vear for reaping rich fruits in R&D in the realms of products, processes, and
product applications. Examples are:

— development of S0CS290/35C8250 non-oriented electrical steel sheets. Development of high grade
electrical steel sheets is to fulfill customers’ demand for their development of high efficiency motors,
and to enhance CSC’s competitiveness in the electrical steel market. 35CS250 produced by CSC has
been successful, with average iron loss of 2.24 Wke, which is only 35% of the ordinary grade prod-
ucts, enabling marked savings in energy in the motors and transformers produced from it. CSC is
currently advancing toward the development of the highest grade 35CS210 produet.

— development of EH40 high heat input welding shipbuilding plate. CSBC Corporation, Taiwan
requested the supply of steel plate that can endure heat input of 400 KJ/em in welding for its construc-
tion of container vessels of 8000 TEU and above. By applying special alloying technology CSC
successiully developed steel plate that meet such requirements. Toughness of the CSC product, after
one pass of 400 KJ/cm heat input weld, far excels that of equivalent grade products from advanced
producers in Korea and Japan. Business volume for CSBC's potential demand for EH40 steel plate
could exceed NT$200 million per year. This product is highly competitive on the export market and
enlarges CSC’s export opportunities.

— an air-leakage detection solution for sintering pallets. Air leakage often results from abrasion between
sinter and pallet. In the past detection depended on inspection by operators. Results were less than
satisfactory, and created industrial safety hazards. This solution is based on the noise created by the air
leakage, and consists of measurements with an array of microphones and analyses of the noise
frequencies to determine the location, cause and degree of leakage. Such information enables operat-
ing personnel to perform timely maintenance. Estimated benefit of this solution is as much as NT360
million per year.

Ower the recent years a number of factors: the rise of China, the outward moving of Taiwan’s industries,

1

the inadequate scale of downstream
industries and the lack of R&D —
these factors have given rise to bottle-
necks in the development of down-
stream  steel-consuming  industries.
The Corporation became aware of this
unfavorable environment, and decided
on promoting the upgrading of steel-
consuming industries, to help them to
decpen their roots in Taiwan, therchy
creating employment opportunities
and achieving positive-sum results for
all three parties concemed — CSC,
CSC’'s customers and the nation and

society.

Omne new R&D alliance, on the eco-friendly process-
ing of wire rod, was established in 2008, Together with
the eight alliances already established as of the end of
2007, a total of ning alliances are in existence as of the
end of 2008. They are:

— core technology for automobile fasteners
tube hydro-forming technology for automobile parts
— technology for high performance and light weight
hand tools
~ advanced high strength steels and forming technology for
automobiles
— technology for high value and high efficiency electric
motor development
— advanced molding technology for automobile pancls
— high value steel structure technology
— technology for high value hand tools using steel
strip as the principal material
— eco-fnendly processing of wire rod.
A total of 47 steel-consuming companies and 7 academic and
research institutions have been invited to participate. R&D funds
contributed by CSC and the above parties may ultimately total
NTS770 million, with direct benefits estimated at NT$29.6
billion per year.

[ Microstructure of 5505280 non-crented

DD g

{1 Technical symposium and presentation

of achlevernents of the Automobile
Fastener R&D Alllance

electrical steels

[3 Weld surface of high heat input welded

EHA0 shipbullding plate
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EMPLOYEE
RELATIONS
AND HUMAN ¥ il
RESOURCE
DEVELOPMENT

AS of the end of 2008 the Corporation employs 9,412 persons. Average age is 48.3 years. Among the
9,412 employees 9,330 (99.13%) are eligible for membership in the China Steel Labor Union.

In order to spell out fair and reasonable labor conditions for both Management and Labor to observe,
CSC has maintained a collective agreement with the Labor Union. This agreement, extended for the
second time in February 2006, is due for another three-year extension, for which. as of the end of 2008,
Management and Labor are actively reviewing the terms. In addition the Corporation maintains multiple
channels for labor-management communications, as well as a Committee for Handling Sexual Harass-
ment to handle complaints and to provide employees and job applicants a workplace free of such annoy-
ances.

The Corporation maps out short- and long-term human resources plans according to ils corporate
development strategy and investment plans, and the requirement for human resources determined by the
periodic reviews by each of the departments. With due consideration of optimum utilization of man-
power, the Corporation conducis at appropriate intervals recruitment programs to prepare for filling the
vacancies created by separations and retirements of people in key positions. For the recruits” fraining,
the Corporation adopts a mentor-apprenticeship program for handing down key knowledge and tech-
nologies, and at the same time furthers the promotion of knowledge management. In 2008 to fill the
need of new production lines and to assist Dragon Steel Corporation in its expansion, CSC recruited 505
PErSOns.

In order to express care for employees with serious health problems and to encourage them to retire
early, and for the sake of safety and introducing younger persons into the workforce, thereby improving
the age structure and vitality of the organization, CSC put into effect in August 2008 the “Guidelines for
Handling Special Cases of Employee Retirement.” Applications were accepted from September to
December 2008. Qualified applicants, whose applications have been approved by the President, receive

13

an exira incentive payment in addition to the standard
pension settlement.

Cultivation of specialized and technical capabilities is
by means of the Corporation’s education and training
development structure. Training is carmied out in a step-
wise manner according to the capabilities required by
¢ach position with a combination of classroom work, ¢-
learming and mentor-apprenticeship program. In 2008
classroom work and e-leaming averaged 35 hours and
5.8 hours respectively per emplovee. The Corporation’s
program for sending employees overseas to academic
institutions and business organizations for studies is
ammed at strengtheming s capabilifies in production,
R&D, technology, management and foreign language
proficiency. It also aims at fulfilling the manpower needs
for pursuing the Corporation’s diversification and
globahzation strategies. In 2008, 52 persons were

1| May First Labor Day evening festivity, 2008 — jazz concert

—= £ | Opening ceremony of the Tth Session of the Basic Management Skills Seminad
given by the Corporate University’! of China Steel
Presentation of awards for cutstanding achievements in Knowledge Management
4| Lectwre on intellectual praperty rights

Inseguration of “5ix Sigma” seminar for top managemient perscnme|

1 Non-degree-granting

14



sent overseas under this program. The Corporation also enrolled selected employees with develop-

ment potential at universities in Taiwan (19 persons) and abroad (10 persons) for further education.

In 2008 CSC reaped more than NT$90 million in benefits from its CDA12 program and more
than NT$120 million in estimated tangible benefits from its Employee Suggestion System. These
time-honored activities aim at encouraging employees to discover problems at their work-place and
to make contributive suggestions and offer solutions created by group endeavors. In 2008 CDA
involved 568 “circles” with 5,428 participants (90.7% of the blue-collar personnel of the depart-
ments concerned). They completed 663 topics. The Suggestion System offered 23,751 suggestions,
of which 96.6% were adopted.

12 Creative Development Activilies

| Educational background of employees | (s of December 31, 2008)
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7 Bachelor's degree
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| Cascs completed by Creative Development Activities |
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l l 1
e inoa

| Employes's average age and vears of service |
{5 of end af year)

“.H".“u

2006

el

2008

» Average age AVErao YR of servica 13
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ENVIRONMENTAL

INDUSTRIAL SAFETY

AND HYGIENE,

AND FULFILLMENT

'OF SOCIAL
RESPONSIBILITIES

ir

Environmental Protection
Since 1996 the Corporation has carried out its environmental
protection activities and improved the performance of all the

items of environmental management through the 1SO 14001

environmental management system. Major pursuits in 2008

were:

— implemented environmental information system and envi-
ronmental investment accounting system that can be used in
C5C intranet, and strengthened the existing systems Lo make
the operation of CSC's environmental protection system
more efficient

— procesded with the sequestration of CO2 and air pollutants
by means of shrubs planted on C5C's plant premises

— completed the analysis report on the difference of the envi-
ronmental impact for the proposed No.3 cold rolling mill.
This report has been finally approved by the Kaohsiung
Municipal Government
the environmental impact asscssment report for the imvest-
ment in China Steel Sumikin Vietnam. This report has been
approved by the Department of MNatural Resources and Envi-
ronment of BaRia-VungTau Province of Vietnam

~— agreement for cooperative tree-planting by China Steel,
Dragon Steel and the Taichung County Government

— completed the analysis of environmental burden for 14 capi-
tal expenditure projects

— C3C's employee welfare store has been certified as a “green
store™ by the Environmental Protection Agency

— published CSC’s 2008 Sustainability Report.

Ower the years CSC has done 118 utmost in injécting vasl
amounts of manpower, materiel and funds into environmental
protection. By adopting the best feasible technologies C5C has
attained its ohjectives in energy saving and prevention of pollu-
tion, thereby ensuring sustainability of the Corporation. In order
to accomplish pollution abatement and resource recycling, CSC
strengthens its related operations and improves its facilities on
the concept of IS0 14001 “Prevention at the source (of pollu-
tion) and continual improvement.” In the realm of strengthening
of operations CSC has augmented or amended its operating and
maintenance procedures for facilities at the pollution source and
polhation prevention equipment. Through administrative chan-
nels CSC has demanded that all related personnel in the various
departments faithfully abide by the procedures to avoid human
errors and cause polluting emissions. In the realm of facility
improvement, all departments are reguested to conduct

overall comprehensive reviews to identify all possible points
and locations of pollution source, to establish targets for
improvement to serve as basis for proceeding with various
economically feasible environmental management programs.
Major items of achievements in 2008 are:

Reduction of sulfur oxides (SOx) 26 tons/year
Reduction of dust 1,789 tons/year
Reduction of nitrogen oxides (NOx) © tons/year
Saving of water 103,295 tons/year
Energy saving benefit NT$158.92 million/year
Recycling of water quenched blast

furnace slag 1010%
Recycling of sludge 1010%
Recycling of used refractories 100%
Proper treatment of hazardous and

non-hazardous wastes 100%
[ndustrial Safety

For the sake of effective reduction of occupational accidents
CSC invested in a building entirely devoted to physical experi-
ence safety training. Through such training, CSC raises the
safety-awareness of its own personnel, as well as the employ-
ees of contractors. Other measures include:

— continue to carry out the five-year accident reduction
program

— drawing up Safety Guidelines for Facilities (o be
incorporated inle specifications for purchasing new
equipment)

— invite contractors’ personnel to participate in the drafting of
amendments of safety job procedures

— conducting labor safety and health retraining

— safety management for work carried out jointly by CSC
and contractor personnel

— improvement of traffic within and surrounding CSC
premises and publicize traffic safety
enhance the reporting of near-miss incidents and

— three hours of safety notice training for contractors®
employees prior to commencing work

Execution of the above items has produced gratifying results,

including:

— corporation-wide safety and hygiene activities were
reviewed by the Council of Labor Affairs, Executive Yuan,
BLO.C. (Taiwan), CSC received a gold award

— received the Occupational Health and Safety Assessment




Series 18001 (OHSAS 18001) and the Taiwan Occupa-
tional Safety and Health Management System (TOSHMS)
certifications
rate of reporting of near-miss incidents increased n 2008,
A total of 1,038 incidents were reported. Potential hazards
are reviewed for comrections to forestall the occurrence of
accidents

— safety notice training carmied out for 7,358 workers
cmployed by contractors. They have all passed the post-
training examinations

— the steelmaking plant achieved a record high of 8 million

Employee Health and Hygiene

In the realm of emplovee health CSC amanges for physical
examinations for employees according Lo the requirements ol
law and regulations and the nature of the jobs. The Corpora-
tion monitors the workplace environment and, depending on
the results of the monitoring and physical examinations,
adopts measures to improve the emplovees’ health and to
express concern for their well-being, Such measures include
engaging experts to study the results of the physical examina-
tions together with the workplace monitoring results to iden-
tify the injurious factors and to draw up programs of educa-
tion and training for preventive measures. Immediate action
18 laken to correct the shortcormings, For many vears CSC has
carried forth its health assistance programs. Included are the
four sessions of Healthy Living Camp with the collaboration
of the Department of Nursing of the College of Medicine of
National Cheng Kung University. A total of 1,824 employees
participated. Also among the programs was the continuing
series of lectures on topics related to health. Aside from
benefits of improved health for the employees, the Corpora-
tion also reaped benefits from lower rate of sick leaves,
reduced occupational accidents, reduced emplovee health
insurance expenses, higher productivity and improved quality
and working environment.

Social Responsibilities

The Corporation gauges the requirements of the local com-
munity and renders, assistance in all, types of public benefit
activities. For 2008, CSC engaged in beautifying the city by
“adopting™ 2.2 km stretch of the green belt along Jhongshan
3rd and 4th Roads!®, and donated a steel sculpture at the gate-
way to the Kachsiung Lin Hai Industrial Park as an emblem

of the Park. Activities for adding to the cultural vitality of Kachsiung
included, for 2008, the joint sponsorship of “Russian Fantasy™ and “Elite on
Stage” performances with the Kaohsiung City Symphony. To fulfill its
responsibility as a global corporate citizen, and to express compassion for
those afflicted, CSC donated to the relief activities for the Sichuan earth-
quake.

The CSC Group Education Foundation continued to carry on various
activities in line with its aims and purposes, which are:

— to promote education and cultivation of talent in realms related to steel

— to care about the conservation of the ecosystem

— to invoke the humanistic spirit

— to pursue sustained development.

Major items of activities in 2008 were:

— hosting  the “International Iron and Steel Technology Symposium,
Taiwan 2008" and co-sponsoring other symposiums on technology
related to ron and steel

— continued support to top-notch universities in Taiwan for offering

“Introduction to Iron and Steel Production Processes™ courses in their
material science departments

— sponsoring the “2008 Stee]l and You™ camp to attract promising univer-
sity students to choose the steel industry for their future career, and thus
forge the competitiveness of our steel-related industries

— “adopting” the Kaohsiung Park and the trees along the bicycle and
pedestrian paths of Sing-Da Harbor Lover's Wharf

— sponsoring the ecosystem summer camp for primary school children
and support for studies of ecosystems in hills and forests

— co-sponsoring art and culture performances and “Meet the Masters™
serics of lectures for senior high school students on humanities and
social sciences and on spiritual growth

— care for children from disadvantaged families and from remote areas
by sponsoring a one-day China Steel Camp and by donation of books
(in line with the spirit of the Salesian Society)

In 1ts once-a-year Most Admired Company Survey by CommonWealth
Magazine, the Corporation ranked 10th, and took the top position in the
metal industry, The Corporation will continue to pursue growth, sustained
value innovation, and fulfillment of social responsibilities of a corporate
citizen, to become a trustworthy steel enterprise of global distinction.

15 main iboeoughfarcs from metropolitan Kachaiung to the vicirity af C5C*s steed plam

i Agreemeant for cooperation in tree-planting by C5C, Dragon Steel and Taichung County
Gosernimenit

7 Awarding the 2008 C5C Group Edwecation Foundation scholarship

g Steel sculpture embdern at the gateway to the Kaohsivng Lin-Had Industrial Park

9 Receiding the 17th Corporate Environmental Frotecticn Award

11 Recesing the X008 Most Admired Company Award from Commoniéealth Magazine
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CAPITAL
EXPENDITURES
AND
ENGINEERING
BUSINESS

Twenty eight projeci-type capital expenditure projects
were in progress in 2008, involving expenditures of NT$13.35
billion.
1. Related to equipment revamp
1. revamping electrical equipment on the leveler at the plate
mill
2. revamp of No. 1 continuous annealing line
3. end flue repair on coke oven batteries 1 and 2
4, revamp of No. 1 rod mill
5. third campaign revamp of No. 1 blast furnace
6. revamp of pickling section at No. 1 pickling and cold-
rolling unit, Rolling Mill Department 111
7. second campaign mid-term revamp of No. 3 blast furnace
8. revamp of welders of pickling and oiling line for hot
rolled temper and finishing mall
9. revamp of hot stoves 11-13 and peripheral equipment for
No. 1 blast furnace
I1. Related to production capacity increase or quality
upgrade
10. addition of unit No. 9 at the oxygen plant
11. addition of No. 2 main transformer station
12. modification of the ship unloader conveyor system
13. addition of Mos. 6 and 7 lime kilns for the steel-making
plant
14. addition of No. 7 continuous slab caster at the steel-
making plant
15. expansion of pallet width and revamp of No. 3 sinfering
plant

16. addition of edge heater for No. 1 hot strip mill
17. addition of No. 2 billet conditioning unit
18. remodeling of the 4th batch (35 ovens) of hydrogen
batch annealing furnaces at Rolling Mill Depart-
ment 11
19. addition of No. 3 cold-rolling line
20, revamp and remodeling of Nos. 1 and 2 sintering
plants
21. addition of hot metal ladle desulfurization facilities
in steel-making plant
22. addition of unit No. 10 at the oxygen plant
23. revamp and remodeling of Mo. 1 hot strip mill
24. addition of electric overhead traveling crane
(D4126) for steel-making material charging at No. 2
steel-making plant
25. additional pipeline for steam sold to neighboring
plants
I11. Related to resource recycling
26. equipment for recycling industrial waste water
I'V. Related to re-engineering of business process and
enhancing competitiveness
27. supply chain management {SCM) software for
integrating sales and production
V. Related to land and buildings
28. office building for CSC Group’s headquarters.

Among the above 28 items, items 1, 3, 10, 11, 12 were
completed in 2008, The remaining items are proceeding on
schedule.




Increases in annual production from capacity-related projects are:;

Revamp of No. 1 rod mill

250,000 tons!® wire rod

Third campaign revamp of No. 1 blast furnace

144,000 tons hot metal

Addition of No. 7 continuous slab caster at the steel-making plant Facilitate the increase of upstream

liguid steel production by 550,000 tons

No. 3 cold rolling line

1.5 million tons cold rolled products

Revamp and remodeling of No. 1 hot strip mill

227,000 tons hot rolled and cold
rolled products

Addition of unit No. 10 at the oxygen plant

1,500 tons oxygen (%9.5% pure)
1,050 tons gaseous nitrogen

60 tons liguid nitrogen

60 tons liguid arpon

At the completion of the CSC Group headquarters building late in 2011, all member companies of the
CSC Group will be under the same roof. This will facilitate centralized management and mutual

support and create synergy.

Non-project type capital expenditures for 2008 amounted to NT$4.579 billion. They are chiefly
related to: equipment replacement, industrial safety and environmental protection, re-engineering of
business process, quality improvement, research and development, energy saving, automation, comput-

erization and miscellaneous equipment.

Construction and engineering work the Corporation
undertook for the Kaohsiung Rapid Transit System consist
of (1) red line track-work construction, and track-work
engineering design for both the red and orange lines, (2)
equipment engineering for the South Depot, North Depot
and Da Liao Depot, (3) procurement of 18 track mainte-
nance vehicles, (4) alternating current supply system for
the red and orange lines. In March 2008 the red line was
completed, passed final inspection, went into a one-month
trial operation, and in April 2008 into formal operation.
The remaining items were successively completed and
handed over to Kaohsiung Rapid Transit Corporation
during the period from October 2006 to December 2008.

1 Mo 2 continucus hot-dip galvanizing line

4 Continuous slab casting plant

5 Skylight steel structure over the platform at Qil Refinery Bermentary
School station of Kaohsiung Rapid Transit

The expansion project Stage II of Dragon Steel Corpo-
ration i8 carried out in two phases. Each phase calls for the
construction of a set of 2.5 million ton per yvear blast
furnace, plus iron making facilities, and steel making,
rolling, electric control and wtility facilities. CSC under-
took the technical serviee of stage 11 phase 1. Construction
began in July 2006, As of the end of 2008, the project is
86.13% complete, ahead of scheduled progress by 2,73%,
Formal operation, with the lighting-up of the blast furnace
15 expected to take place early in January 2010, Environ-
mental impact assessment report for stage 11 phase 2 has
been approved by the Environmental Protection Agency
with conditions in June 2008,

CSC’s revenues from engmmesnting business in 2008
totaled NTE1.967 hillion, lower than the 2007 level by
about 21%.
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INVESTMENTS
AND OTHER
EQUITY
INTERESTS

In 20008 the Corporation made investments in two addi-
tional companies: Adimmune Corporation and CSBC
Corporation, Taiwan; making a total of 45 companies with
CSC holdings as of the end of 2008. In the 4th quarter the
economy quickly lost its vitality owing to the advent of the
financial crisis. Basing on the principle of conservatism,
CSC recognized impairmeni losses on the investments in
Taiwan High Speed Rail Corporation (THSRC) and in a
number of bio-technology businesses. Recognized invest-
ment income was more than cancelled out by investment
losses, resulting in an investment loss exceeding NT$2.2
billion for the entire year of 2008,

Profit in the CSC-invested steel businesses for the first
three quarter of 2008 showed substantial increases over the
same period of 2007, However owing to the rapid downtum
of the economy in the 4th quarter triggered shrinkages in
both sales volume and prices. Provision for losses on inven-
tories by Chung Hung Steel Corporation and Dragon Steel
Corporation led to a loss for the yvear 2008. CSC Steel and
Group Steel Corporation in Malaysia also suffered from the
impact of a 4th gquarter weak market in Malaysia and sharp
drop in sales. Fortunately good profits of the first three
quarters and timely reduction of inventory enabled the
companies together to post income before income tax of
RM 46.26 million.

Among the CSC-invested logistics and trading busi-
nesses, in spite of the lower oil price during the second half

1) Atouch of Yuletide at the enfrance to Central Park station of Ksohsiung Rapid Transit
2| The “Floating Forest™ at Zuoying 'Wiorld Gemes station of Ksohsiung Rapid Transit

of 2008, which led to lower charter rates, and the weaken-
ing demand for bulk raw matenals, China Steel Express
still showed again a record income before income tax for
2008: NT$9.864 billion thanks to the high charter rates
prevailing when it signed some of its long-term charter
contracts. China Stecl Global Trading Corporation, owing
to good profits generated by its oversea strongholds, its
success in developing the export market for CSC’s automo-
tive steels, and its sales agency operations for mall rolls and
refractories, posted its 2008 income before income tax as
WNTE501 million.

Among the industrial materials-related subsidianies C.5.
Aluminum Corporation’s 2008 income before income tax
was only NT3257 million, far below the 2007 level. This
was on account of its provision for loss on inventories,
China Stee] Chemical Corporation’s income before income
tax for the first three quarter of 2008 was NT31.528 billion
because oil prices remained high duning the first half of
2008.17 In the fourth quarter although oil prices fell and
China Steel Chemical's sales met with challenges, both in
volume and in price level, its income before income tax for
the whole year still reached NT$1.8 billion, about the same
as the 2007 level. China Hi-ment Corporation reported
income before income tax of NT$1.226 billion, a sizable
mcrease over the 2007 level of 42%. This was due to the
strong demand for slag powder and to recognizing in the
first half of the year gains from the sale of land and build-
ings of Mao Da located in Siaogang District of Kaohsiung,
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HIMAG Magnetic Corporation, in spite of recognizing
losses for uncollectible accounts and provision for losses on
inventorics, still posted income before income tax of
NT$57.79 million. This was due to success in developing
its ferric oxide powder business and to steady growth in
revenues from specialty chemicals and Mn-Zn ferrite

powder.

In the engineering and construction business, revenues of
China Steel Machinery Corporation and China Ecotck
Corporation continued to risc as these two companics went
on in 2008 with the contracts concluded in previous yvears.
Income before income tax was NTS471 million and
NT$458 million respectively. China Steel Structure Co.,
Ltd. (C85C) did well in sccking orders, but gross profit
from steel strocture manufacture was suppressed by ficrce
competition in the stecl structure business. Fortunately
CS58Cs income from investment bolstered its 2008 income
before income tax to NT$249 million.

In the arca of finance and service business, owing to
lackluster performance of the domestic stock market and
recognizing financial asset losses, Gains Investment Corpo-
ration posted as loss of NTS1 billion for the year 2008, As
te China Steel Securnity Corporation number of clients using
ite security system broke the 5,000 mark in 2008 and cnable
it to take advantage of the benefit of scale. The company
continued to be successful in securing higher priced
services and its rovemucs continued to growth., Income
before income tax for 2008 was NT$82.58 million. Info-
champ System Corporation maintained steady operations
with income before income tax of NT$153 million.

As to the strategy for the operation of its core busi-
ness sector of the CSC Group, namely steel, currently
CSC is concentrating all-out effort to assist Dragon
Steel Corporation to complete its stage IT phase 1
construction in 2009 and to proceed with the construc-
tion of the blast furnace and all related facilities for its
phase 2 development, thus raising the Group’s capa-
bility for iron-making, steel-making and hot-rolling.
Then through the mechanism of CSC Group's two
committee — Steel-related  Business Sales  and
Production Planning Committee and Engineering and
Maintenance System Committee — CSC will bolster
the competitiveness of the CSC Group as a whole. In
addition, in order to be close to the market and estab-
lish more stable sales channels, CSC is putting the
preparatory work for the Vietnamese cold rolling and
galvanizing plant “on the front burner”. At the same
time China Steel Global Trading Corporation, acting
in unison with the Corporation in the development of
oversea channels, has invested in five steel service
centers in a number of countries.

17 Prices of some of China Steel Chemical's product are tic with the
price of ail




CUSTOMER
SERVICES

Sales Services

CSC organizes its domestic customer service function along product lines into four sales sections.
Each section takes charge of the related business in making quotations, order taking, contract signing,
receiving payment, making delivery, closing the case and answering questions and inquiries. Export
customers are served by China Steel Global Trading Corporation through its correspondent trading com-
panies overseas. Through e-commerce service and the introduction of supply chain management { SCM
) CSC provides its customers with an entirely integrated package of services and information. To
enhance interaction with customers the Corporation sponsors from time to time technical symposiums
and business-related lectures, and routinely dispatches service personnel to visit the customers.

Crver the years the Corporation applies the strategies of reasonable prices, dependable channels, new
products and attentive services to develop and expand its market. CSC hosts quarterly production/sales
confabs with the trade associations'® (or special trade groups) to set competitive steel prices that follow
intermational market trends. CSC"s pricing practice also provides for retroactive effectivencss of price
reduction.'® All these measures are to ensure that CSC's downstream remain competitive worldwide.

In order to provide customers with greater convenience and instant support services, CSC has devel-
oped e-commerce services to enable the customer to make on-line inguires on the status of his order:
production status, items ready in CSC warchouse, shipping, loading and level of discount, and to down-
load the above information as well as the imwice, shipping documents and mill certificates, CSC further
promaotes the use of c-commerce in a number of information flow services: L/C opening, negotiation,
invoicing, inland transportation paperwork, order entry and order changes.

For the sake of providing better delivery service, CSC has dravwn up standards for “Steel Trucking
Operations” and “Hiring and Rating of Trucking Companies”, The former spells out the requirements
for the trucking company to liaise with the customers on matters related to shipments and best delivery

time periods, and the trucking company’s responsibilities in the protection and custody of the goods.
The latter assesses the efficiency of the trucking companies to serve as basis of allocation of business
among the companies. Such actions encourage healthy competition and elevate the quality of trucking
services.

Financing Services

Each quarter CSC provides the customers — with the bank interest rate level as reference — a favor-
able interest rate for usance credit for customers to select and utilize. In addition, in order to enlarge the
customers’ credit allowance, CSC engages in sales on credit, and reduces its credit sale financial risks
by insurance coverage. Beginning in 2006 CSC joins with the Credit Insurance Fund for Small and
Medium Enterprises in a “Firefly" credit-sale program to provide CSC customers who gualify as small
and medium enterprises a financing alternative.

Technical Services

Each product is covered by a technical service engineer and a senior engineer to offer consultation
for the metallurgical and processing problems. Each vear CSC hosts numerous technical symposiums.
There is also a “customer hotline” to handle customers' complaints and quenies. Major activities and
accomplishment in 2008 were:

— Focal point visits to customers to obtain an in-depth understanding of market trends and costomers'
demands on guality. Information obtained from these visits will guide CSC's quality upgrading
efforts and future product development
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— Strengthen technical service to oversea customers and inquire into the global directions of development
in quality demands. Visits covered U.S.A., Italy, Japan, Australia, Mexico, Hong Kong, China, and
Southeast Asia

~— Hosted a Steel Technical Symposium attended by more than 1,200 persons. This is beneficial to elevat-
ing the level of knowledge on steel applications and the technical capability among the domestic custom-
ers and in Taiwan’s steel industry as a whole

— Completed 97 major cases of assistance to customers for improving their processes and offering solu-
tions for steel application and processing

~ 3,499 tons of product were involved in customer complaints and demands for compensation, or 382
ppm! of total tonnage shipped in 2008, which is lower than the corresponding figure of 471 ppm for
2007, 96% of the cases were settled within 14 days, thereby maintaining the Corporation’s favorable
image for efficiency in responding to customers’ problems.

Supply Chain and Efficiency
CSC began developing its Supply Chain Management System in 2004 in order to augment and elevate the
quality of its customer services. Through the close collaboration of the Corporation’s production, warehous-
ing, transportation and sales functions, CSC creates with such expanded services a favorable environment for
both customer and CSC. Since April 2006 the SCM services have extended to more than 1,000 domestic
customers. Beginning the 4th quarter of 2008, export customers are also covered. Based on customer reac-
tion since its inauguration, the system has rendered CSC’s production/sales plans more practical and accurate
and the collaboration and interaction between CSC and the customer closer and smoother than ever.
Examples of benefits are:
— ability to get a clear picture of the trend of customers’ requirements at an earlier date
— production/sales planning can become more accurate. Earlier discovery of production bottlenecks enables
timely remedies
— customer may receive instant quotations on-line, and if he accepts the quotations, the computer
automatically generates a master contract to serve as basis for customer to place orders
— ability to set reasonable delivery dates to fit CSC’s rolling cycle and facilitate allocating quantities to
each individual shipment
— ability to shorten production lead time, elevate the on-time-delivery rate and reduce inventory.

3

2 Sales-Production Confab
1 Display of spplications of C5C products

Customer Satisfaction Survey

Each year the Corporation engages an academic institution to conduct a survey of customer
satisfaction, and studies ways of improvement based on the problems that are emphasized by
the customers in their response. Results of the 2008 survey were satisfaction indexes of 76.2
points and B0.2 points for domestic and export customers respectively, marking substantial
improvements over the 74.01 points and 71.9 points of 2007, Individual subjects with the
highest satisfaction ratings from domestic customers were CSC's e-commerce service, fabri-
cation properties of CSC’s products and kmowledgeableness of CSC's technical service
personnel. Subjects that ranked lowest all had to do with CSC’s pricing of products.

As to ratings from export customers, again CSC's e-commerce services ranked tops,
followed by the accuracy of information fumished by CSC. Like their counterparts among
CSC’s domestic customers, CSC's export customers gave the lowest ratings to CSC's pricing
and price levels.

From its earliest days, the Corporation takes to heart the maxims “Customers are the ones
who feed and clothe us™ and the time-honored “Customer first.” Building on the foundation
laid over the years for customer relationship, CSC never stops pushing up the quality of
customer service under the concept that there is always room for improvement. We aspire to
remain forever the customers” favorite.

1% Owganized in the early dnys by customens’ trade or product, e.g. "Nut and Bolt Makers' confab,” These confabs gradually
evolve imto mectings between C5C and the various tmde associations to which the cusiomers belong, sech as the
meetings with the Steel Wire and Wire Rope Association

19 Prics reductions that come info ffect at the beginning of any given price pericd are applicable retroactively to the orders
placed during the previous price period. Excessive payments, if amy, are refimded

20 Total tans of stes] products involved in all the casss of complaint settled as C5C's responsibility during the year, per
million ioms of stez] products shipped during that year.

3z




RISK
MANAGEMENT

Market risks

The Corporation has over the yvears adopted the market-
ing channel strategy of regarding the domestic market as its
principal outlet and supplementing it with exports. How-
ever, to spread the market risks, CSC exercises flexibility in
adjusting the domestic/export ratio and allocation to differ-
ent customer groups to gain market opportunities, With its
numerous loval customers C5C maintaing lasting relation-
ship for the sake of stable sustained development of the

Corporation.

Raw Material Supply Risks
To avoid interruptions in the supply of the principal raw
materials caused by weather conditions or problems at the
mines, railway or loading ports, CSC adopts the following
COUNtCTMEASUres:
— gautious cvaluation of sources and supplicrs
— diversification of sources and signing long-term agree-
ments with numerous suppliers in a number of countries
— faithful contract execution and maintaining a cordial
relationship of mutual trust and assistance with all the
supplicrs
— active endeavors to develop new sources to intensify
competition and avoid domination by a few suppliers
— select and evaluate raw material sources as targets for
investment and acquire an interest in the promising
gources to gain a foothold for long-term supply.

| Double-checkng an autgaing shiprment
7 The 202500 dwt rew material bulk carrier 55, China Stesl Realwst

Transportation Risks

CSC"s ultimate objective in the management of raw matenial
transportation 18 uninterrupted supply. Its weekly review of all
material inventories serves as basis for determining the ophi-
mum shipping plan, which produces the schedule for dispatch-
ing vessels of the most economic size to the loading ports. The
plan also allows flexibility in selecting vessels under long-term
or spot charter. Each voyage is subjected to incessant follow-up
of the vessel’s movement all the way until the vessel is com-
pletely unloaded at CSC's pier.

For inland transportation all trucking companies engaged by
CSC are required to sign letters of guarantee and post bonds for
the safe delivery of goods in perfect condition to the domestic
customers; or to shipside for export products, In case of damage
or shortage CSC is entitled to compensation by deducting from
the performance bonds or from freight payments duoe,

Information System Risks

In order to provide an operating environment to safeguard
high availability and reliability of the svstem and to avoad
adverse effects on the Corporation’s business operations caused
by syatem wrregulanties, CSC has drawn up standard operating
procedures and implemented education and training programs,
as well as instituted the following control measures:

— introduce the *“Capability Matunty Model Integration
(CMMI)-based project management system” o ensure
smooth development, maintenance and operation of the
application systems

— through the verification of user’s identification and pass-
word, CSC controls the scope of information that each
echelon is permitted to access and retrieve. Records of the
user's name, time and place of use are kept on file for tracing




— establish backup systems
All information, systems and application software have synchronous backup files at
different locations to deal with system failures and enhance the ability and quality of
recovering from breakdowns

— install at the computer facilities an automatic fire suppressing system, an uninter-
rupted power system, entrance control, and closed circuit television to prevent theft or
destruction of the facilities.

Environmental, Safety and Hygiene Risks

The Corporation applies the identification procedures of its environmental manage-
ment system to examine all the environmental impacts that may arise from its activities
and operations. It studies and implements countermeasures according to the category and
degree of the impact and applies the P.D.C_A. (plan-do-check-act) continual improvement
cycle to achieve impact abatement in order to achieve the target of effective control of the
environmental risks. In addition, CSC establishes an occupational safety and health man-
agement system and identifies the risks in all production processes, maintenance and
construction work, and assesses the seriousness of these risks. Result of the assessment
classifies the risks as having low, medium, high or major seriousness. Those risks in the
“high” and “major™ categories are keyed in the system and placed under follow-up and
control, as well as reported to top management. Measures are taken to lower the risks and
emergency drills are periodically held in order to diminish the occurrence of major
incidents and prevent injury to personnel at the time of occurrence.

Construction Management Risks

CSC has in place a Capital Expenditure Management Information System and a Con-
tract Management System for all its project-type capital expenditure projects and for
Dragon Steel Corporation expansion project to exercise strict control over industrial
safety, quality, progress and budget. Starting from the day the projects are launched, all
budget operations are completely placed under computerized management, with multiple
functions of budget over-run early waming and statistical analyses by column and by row.
As to the Contract Management System, it encompasses:
1. project application and basic information
2. material application and procurement management
3. preparation of tender documents
4. contractor management
5. contract signing and handling of performance bonds
6. final inspection, case closing and contractor performance assessment.
Each year CSC engages a domestic credit information organization to conduct a sudy on
the financial condition of contractors that are registered with CSC as class “one” and, if

necessary, to conduct a credit check. This is to enable CSC to hawve a clear idea of contrac-
tors' financial conditions and ability to comply with the progress schedule and guality
specification. Based on considerations of quality and budget control and avoidance of
delay caused by materal price fluctuations, CSC takes care of procuring and furnishing
the major construction materials such as reinforcing steel, mixed concrete and steel plate.

Financial Risks
CSC regularly camies the following types of insurance to avoid losses from liability
for people’s death or injury and from property losses:
— fire insurance and business interruption insurance
— grection insurance
— public liability insurance
— employer liability insurance
— directors’ and officers’ liability insurance and
— fidelity guarantce insurance

Against financial risks involving interest and exchange rate fluctuations, customer
credit and ability to pay, and security of c-commerce operations CSC adopts the following
control measures:

— Forecast the occurrence of large receipts and disbursements. CSC keeps close watch
on the daily balance of NTH/foreign currency transactions and maintains alertness for
hot-line news around the world

— Set clear interest rate risk tolerances to control floating interest rate debts. When inter-
est rates in the financial market turns around, CSC may apply early repayment or
interest rate swaps (IRS) to convert to fixed rates

— For short-term foreign exchange positions, in principle natural hedge is applied. When
exchange rate fluctuations are large and the trend is clear, CSC converts its foreign
currency position in a flexible manner between strong and weak currencies in accor-
dance with foreign exchange fund demands, thus improving its fund operation
cfficiency. In the event of a foreign exchange demand gap, CSC hedges exchange rate
risks with forward foreign exchange

— (C8C assists customers to increase their bank facility and to utilize bank factoring. By
means of c-commerce and digital signature security systems CSC simplifies custom-
ers’ payment procedures. All these measures help to ensure 2 smooth flow of order
deliveries to the customers

— CSC keeps close watch to cnsure fanltless operation of clectronic business and of
security mechanisms. By means of c-commerce financial operations CSC raises the
degree of satisfaction of the customers for its services




CORPORATE
GOVERNANCE
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For the sake of strengthening the Corporation’s
governance, in June 2007, at the election of directors
and corporate supervisors, among the directors
elected three were independent directors in accor-
dance with the amended Articles of Incorporation.
The Board Meeting on June 20, 2007 passed the
“Regulations for the Corporate Governance Commit-
tee” and the “Regulations for the Compensation
Committee™ to serve as basis for setting up the two
committees. Each of the two committees is composed
of three directors, one of whom is an independent
director, who serves as convener and chairman.
During 2008 the Governance Committee held two
meetings, the Compensation Committee one meet-
ing. Each committee operates according to its regula-
tions. In addition there are within the Board three
seats for Corporate Supervisors who sit at Board
meetings as observers. The Independent Auditors
submit a report to the Corporate Supervisors every
half year on the results of the independent audit.

The Corporation’s Internal Auditor reports directly
to the Board of Directors. To forestall irregularities
and strengthen the effectiveness of corporate admin-
istration, focal point activities of the Internal Auditor
for 2008 were to test and assess whether the opera-
tional procedures in the ¥ operational cycles are
adeguately comprehensive and precise. The 8 cycles
are!:

— Sale and receipt

— Purchase and payment

— Production

— Labor and wages

— Finance

— Fixed asset

— Investment

— Research and development

Also whether there are risks involved and whether
the systems are designed with a cross-checking func-
tion. In addition the Internal Auditor conducted the
audits required by the “Regulations Governing Estab-
lishment of Internal Control Systems by Public Corpo-
rations” promulgated by the Financial Supervisory
Commission, Executive Yuan, R.0O.C. on a nomber of
controls required in Article 8 of the above mentioned
Regulations. The controls are for the following
activities?!:

— management of the use of seals
— management of the receipt and use of negotiable
Instruments
— management of the budget
— management of the assets
— management of endorsements and guarantees
— management of liabilities, commitments and
contingencies
— implementation of authorization and deputy
systems

— management of loans to others

— management of related party transactions

— management of the procedures for preparation of
financial statements

— supervision and management of subsidiaries.

1 <Corporate governance district in C5C website

2 Accepting the 2007 topmost ranking of A* for Corporate Information Disclosure and Transparency from the Tahwan
Securities 8 Futures Institute

3 Accepting the CGE0A3 Accreditation of Conporate Gowernance from Corporate Govermance Assodation



The Internal Auditor also assessed the internal control
systems and due diligence of 18 CSC subsidiaries. Over
the entire year the internal Auditor presented 42 aundit
reports, with 409 suggestions for improvement. These
suggestions were all relayed to the auditees, including the
above-mentioned 18 subsidiaries, to take immediate
appropriate improvement measures according to the
sugpestions. The suggestions were also keyed into CSC's
audit management system for management and control
and for continued follow-up of progress of improvement
measures. Each audit, when completed, is sent by letter
according to regulations to the Corporate Supervisors and
Independent Directors for examination and perusal.

The primary objective of governance being to safeguard
the shareholders’ best interests, CSC conducts regular
performance evaluations of its managerial personnel over
the years to elevaie management efficiency. For such
evaluations top management takes into overall consider-
ation both the degree of success in reaching the annual
targets and the actual performance of the Corporation as a
whole.

For the sake of transparency of the Corporation’s oper-
ating information, CSC has established a corporate web-
site to publicly disclose the Board’s major resolutions, the
Annual Report, Manual for the Conduct of Stockholders’
Meetings, monthly operation results and CSC stock
prices. In 2008 CSC made substantial changes to the
web-pages to make it even more convenient for the widely
dispersed stockholders and the public at large to visit the
website and download the related information. At the
same time, to enhance two-way communication with
investors, CSC has designated persons charged with

specific responsibilities to receive visiting investors from Taiwan and abroad, to answer
guestions and to hold investor workshop conferences. CSC provides a toll-free telephone
line and a special purpose e-mail address. Stockholders may use these free-of-charpe facili-
ties to express their opinions or pose questions. Besides, CSC makes a seat on its Board of
Directors available to the China Steel Labor Union. This is a distinctive feature of the
Corporation’s governance.

For many years the Corporation’s emphasis on corporate governance enabled it to
achieve records in operating results. In 2008 it received the CG6003 Accreditation from the
Corporate Governance Association in Taiwan, and the 2007 Ranking A" (highest) from the
Taiwan Securities and Futures Information Center for the Corporation’s corporate informa-
tion disclosure and transparency. The Corporation also won second-place awards in 2008
for “best corporate governance”, “best investor relations™ and “best commitment to strong
dividend payments” among Taiwan’s enterprises from a poll conducted by Finance Asia
Magazine. This has brought wide acclaim to the Corporation.

21 Thise terms follow thoss used in Articles 7 and § of Regulatoas Governing Establishment of Infermal Control System

mn Public Companies promuolgated by Finsncial Supervisary Commisson, Execetive Yoan, B O0C
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| Chairman of the Board Chia-Juch Chang Representing Ministry of Economic Affairs, . 0. C.
Spacial Assistant 1o President | Director Sheng-Chung Lin Representing Ministry of Economic Affairs, B. 0. C.
Directar Jung-Chiou Hwang Representing Ministry of Economic Affairs, . 0. C.
i d [ | Director Yuan-Cheng Chen Representing Chiun Yu Investment Corporation
Administraticn Commarcial Finanos Corporata Tachnalagy Production Enginearing Director Lo-Min Chung Representing Ever Wealthy International Corporation
Division Divigion Divigion Planning Devision Division Division , . . E
Diviaiad Director Cheng-1 Weng Representing Gau Ruei Investment Corporation
Director Shun-Tsai Wu Representing China Steel Labor Union
Giiwnl & [rrT—
Itrsn:::;n T Finanss Dapt, | | Sacratasiat Dapt, E.I:"::T-";. Handing s ghe e w8 Director Ho-Chong Chen Representing Shin Man Investment Corporation
: Independent Director Steven Hung —
Ganarl . i Metnllurgical frun Making
Aftairs Capt ckppate ] bt E"“:'J:T:'t.”"" Lhwpt i Minking Dmgt, | |50 o Dot Independent Director Kenneth H. C, Chiu —
n-.,.u:::.tln.h-. TrlrlT:IF:lF:Ilhn e :ﬁ“ﬂﬂ';m Lﬁ::’:‘:ﬂg SR Sl u...;.n Independent Director Wei-Sheng Hwang —_
’ : : ﬂ“;‘:{,"“ Dt Supervisor luan-Yuan Lu Representing Hung-Chuan Investment Corporation
Aurr%:%:nrﬁm s'{.',’f."-'n"é',“;. R D';up:llrlln - !mmﬂ.wl. Supervisor Ju-Hsuan Wang Representing Bureau of Labor Insurance
1 L ns ' R ¥
TR Legal Office wept. oz i — Supervisor Eli Ching-1 Wang Representing Chi-¥i Investment Corporation
Flisbryg Al D oo
Il—nl-m Fledigei Englrmaring Dapl.
Fanidant f 5
O | | e SENIOR MANAGEMENT
Products Chairman of the Board and Chief Executive Officer Chia-Tuch Chang
s Oapt. | | M TS President Yuan-Cheng Chen
= aroest Executive Vice President {Concurrently Spokesman for the Corporation) Lo-Min Chung
I'Iq.l'l'l-'l
s Dl Vice President - Administration Chao-Tung Wong
Dioept
Vice President - Commercial Tzer-Haw Chen
cﬂ%ﬁm;. Vice President - Finance King-Hsing Chang
S Vice President - Corporate Planning King-Ling Du
et gl Vice President - Technology Yu-Soong Chen
mx Vice President - Engineering Jyh-Yuh Sung
Vice President - Production Tong-Sheng Kao
Ersprormmasinl
Priection. Dog.
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FIVE-YEAR
SUMMARY OF
SELECTED
FINANCIAL

DATA AND
OPERATING

R.ESUI:TS' (in thousands of Mew Tatwan dollars unles oiberwase noted)

2008 2007 2006 2005 2004 2008 2007 2006 2005 2004
Operating revenics 256358008 207518952 197658,233  1BR3L7669 LGB 270035 Currenl mbie (%65 154493 63T 15278 16815 25270
Operating costs 205TE 086! IERTORIAY ALIRIIER VIRSALTAY 10331L06 Ratio of fived ussets to long-term lisbilines and stockhoders' squity (%) 5205 4801 SDO6 5204 5042
Gt ekl S0E3L1Z2 55713555 43441975 §7.325877 63958975 Totnl liabilities #o siockholders’ cquity .49 027 031 0.28 .29
LI lized paim fiom affiliobes 437457 160,520 26,20E {376, 905] {3,B900
T - E i Net income ratz (%] 964 2526 2282 2iE 3087
Operaiing expomses G302822  EIIETIL 5721455 6045508 5,038,338
Prafitahilily i f 1ol % 765 1228 1532 20483 2280
Ot S 43310843 48716314 ITTHATIE  GOS0LIGY  SEOLGTAT st i il i)
Rk s i Jsoc 13555512 12,935 360 9,934,025 4.209,065 005,267 Profitability i terms of ssockbolders’ equity {24) 1042 241086 1857 26.60 28,91
Tckie belire Timis ik I0255331  GLESLETA  A7ETETE]  E5112420 65022014 Revenue growih rase, year to year {+) <330 1703  Wes L e
Net incars: 24030406 51263574 39158584 50546533 51516691 Stockhobders' cqpity growth mie, year o yemr (%) 722 40 3.51 il 1336
Luarment nesers 83252043 79510065  J5MM6154  TSESLIST  BLI93.446 . Two-vear analvsis of flow ratios
Long-term investiments 112559.205  &1456214 747311778 B58ELBI3 5063972
Property, plant and cquipment 149098005 115656487 110453314 105567044  95,334963 Bl i O It 1000 o [
Oither ameis 4,729.414 5,317,857 5305040 3451726 3348613 “wh flaw ratio (Vo) 44 150 {67}
Total spcts ISS6IA667 781840623 265626635 250762340 FIEA06994 Appropriate cash flaw rati (%) 7 76 104 27)
Clarrend |ishilities RTA13259 351240327  IASEREAD 45109246 31673945 Ll pelsy esement rallo (%) (2.47) 4.0 (154)
Lag=1emm liahilities 47719653 18145654 17126250 2,760,030  13,B4L200 ™ Based on dara over the past flve years.
B v fiox It R e BATRARS  2I7L12d 217113 2171124 3370813 T .
i e & Analysis of increases or decreases in the above ratios :
Chibser Finhiliries 2851780 3,844,523 3857625 4,085,449 4,341,971 ; 3 : : i L E
(1} Decrease in cash flow ratie from that of the previous year of 6§7% s mamnly attribaded bo the large decrease in net cash flow
Tutal |zsbilitnes 116358198 582853233  B2093523 54135848 54,247,880 from operating activities in 2008, compounded by the large incresse in current linhilities in 2008,
Capital stock 125958111 115352910 110944516 105866716 95,311 138 (X0 Drecrease in appropriate cash Mow ol of 27% fom thet of the previous year is moinly olriboded o lege incnease n
imvenraries in M0,
Capital surplus 18410920 1,878,630 1548370 L208.378 833,146 (3 Docrease in cash rebnvestment ratio of 154% from that of the previous vear is malnly anribaied o the larpe docrease in met cash
Retaincd enrnings 76,437,107 apF17.729 ER 429 453 40,107,602 85692418 flerwes Trom operating activities m 2008, compounded by the incriase in cash i idernl pid. b sdne kol ders.
Unrealized nevaluation increment 21915248 1509155  L512123 1535363 339,174 1. Analysis of operating resulis
Lrrealized gam an fmancial mstroments 6,508,005 6473325 7531737 (36,872 (12,003 (1 h Girss profit for 2008 sheank by NTS 4,532 433 thowsand or 3% from that of the previoas yese This decrease is mainly
) d ) ) ) amrikmed o
Met Inws mok reoogiRedt e Pt S aae S A eaTET) 1335, 592) (363,555 — incresse in svorape stecl price being lower tham inerease in costs
Ulnirealinl bnss o iveestees” bomp-icrm invesimenls [32,385) 138.083) (37.358) 1456,483] (54,035 — decrease ol §97,595 loms in sibes volume
: — the negative met change resulting from the failure of the favemble change (25% increase in ppemting revenue| o offed the
Treasury stock™ (10,805,513 (1416395 (L3343%2 (1273231 (L113,121) R (358 incrente in tings oostali
Total sockhalders’ equily 23BTA0AGT  F2ZESS200  20353317F 15665491 184151114 (23 The unfmvorable change of KT5270,5%37 thousand in unrealized gam on inter-company tmnsactions of 2008, #s compared with
T T 2000, is mainly avtribaiied fi Bigher kevel of unrealized grin in dowestrenm sales fo myvesies companics in 2008
Toeal linbilicies and stockholders' equity R0 - IRLINELY SEEATLTD 2l TaAAM) ZsEAOHSNM (3 Decreiae m 2008 mon-eperating meoime and goins Trom those of 2007 by TS 4905271 thowsand 5 atinbuied b the sime
Seockholders’ equity per common share (HT5) 15.55 19.30 1535 1857 18.5« [SHITEEC R
; 203 249 156 (4} Dhecresse of 208 mon-operating meome and gains rom those of 2007 by NTS1 0,435,028 thousand is mainky atinbuted o
Eamnings per common share {NT3) ] : e i the large decrease resubing from recognizing imvesiment income under the eguity method.
Earnirgs per comenon share (MT5) = - 448 156 4.83 4.93 () Increass of NS nen-opernting expenses and losses over those of 2007 by MTE16,055 844 thousand is mainky attribated o the
provigion for loss on imventories resiliing from fallini; |1ri|:¢1, ard impuirmm| boes om the imvestment in prefemed shares of
 Effictivg 2002, the Corporation’s sharcs avguized and hukd by subsidiarics aro scoounied for as icasary stocks. Tuiwan High Speed Ruil Corpemtion.
T Afber mubking netresctive adjusinens on fhe amber of eommon shares i ke inio aoeoum siock dividends. {6 Decrense b 2008 fiscomie before meomss mx from thit of 2007 by WTE3 1,539,543 thousand s amribued 10 the same couses

as “1 1) through (51"
171 Doorcase in X008 et income from (hat of 2007 by NTEZY, 233 468 thoasand s atinbuted o the ame cause as 1117 through

43 “EY", 44



TERMS
AND
CONDITIONS
OF

CORPORATE
BONDS

It Linsecured 2ngl Unseeured 158 LUinsegured et o
Tssue Corporate Bonds Corporate Bonds | © rafe Bonds lssue
) Y Bronds-A lssnc m 2008 Bonds-B lssue i 2008
Issue in 2006 [ssue in 2006 in 208
T Mervember 28,
Firom June 27, 2006 i Froen Deceriber 4, 208 to | Froen Deceimber 20, 2008 | Froon December 29, 2008
Isse D N e Mosemibher 28,
June X7 2011 - Diecenmber 4, 2008 o Dvcember 200 2003 i December 20, 2015
Face Amount | NT31 malliom MTED mulliem WTE 1000, (K} WS 10,000 NS 1, D000
laswe Price Al par vaule Ax par vaake Al par vaule NTEL, 000,000 BTR L, 000
Amount WNTEE, L0 million WTE3,60 million WTESHM) million BTE L3 M0 milon NTE?, K million
Coupon 232% 2.07% 2.42% 2.08% 2,Mr%
Matuiity Five years Five years Five vears Five yesrs Sevel yenrs
Bz Brnterreationsal
; Hua Man Bunk, Taipei Fubon Bank, Mega Inlemational Megm Intematicnal
Trustes Hend Drffice Head Offfice Cowmimercinl Hank, Head | Comimercinl Bank, Head
Hizzad Ciifice - Truest
— -Trust Diepartonent Tzt Departrment Oifice-Tnst  Department | Office -Thest  Department
Lead 3 - B )
Manager
Legal Advisor]  Chien Yeh Law Chien Yeh Law ) . .
1o the Tasuer Chien Yeh Low Offices | Chien Yieh Law Offices | Chien Yeh Law Offices
Offices Oiffices
HAuditor of . B = 3 .
. Drolodtte & Towcls | Deloitte & Touwche Dhelodine & Towehs Deleitte & Touche Dreloitee & Touche
i ) Repay 500 of the Bepay S0#4 of the Bupay 5004 of the
Payahle at mahmiy; :
Payable at matanity, | osonl ai the end of the | peivcipal at the end of the | peincipal at the end of the
imterest shidl be paid | . shall be pakd _ _ : ;
I ! e b s Sthy vears mitereat | dah and Sth vese, mitenest | Gth aid Teh year interest
: aramnlky sEmins o
Reptyment | = ¥ fanrmally agamst mlenst) ) b oid snmeally | shiall be paid snmelly | shall be paid aneally
IEETe S, COUpaTy 5
T . COUPON COMETENCIE | g oninst inferest coupon | Apainst imorest coupon | AgASE INTerest coupon
==
s date. isse dae. issue dabe,

PREFERRED
'STOCKS

[tems Isguanes date Mov B 19 | T3 0980 | Mow 30 1980 | Dec 30981 | Dec 31,2008
Face value (NT3} 1 n 10 1] -
[suing price (MTH) 1 (1] 10 1]
Mumber of shares 50000000 | 21,887,000 THT00 4 0, e -
Teaal ansount (NTE) SO0.000,000 | 208 &70,000 TOT0000 | (i, DG -
Linretrieved halance (shares) SRK000E [ T1LERTO000 | 72684000 | THAHO0,000 | 3R 270000
m Samez as that those of common sharcholders.
ot mobis. Mo right toovoba in the eboctions of board directors or supervisess.
After all the sccounts are setiled, faxes pand, deficits offset, and the Jegal
reserve appropriated, the remaining earmings will be distributed a5 follows:
{11 Prefiermed stock dividends at 14% of the par value.
Rights and
e Dividend {21 Remumerations o directors and supervisors of the board at 0.15% of the
bl policy distributable camings, #% as bonoses o CS5C cmployees.
{31 Comma stock dividends at 14% of the par value.
(4} The rest of the renaining eamings will be appropriated proportionally
to the prefermed stockholbders and common stockhoelders s bonuses.
Cithers Criher rights and obligations are the same as those of the commaon
sharehaeldors,
etrieved |
comveried 2424000 ghares | year 2008
ghares
Prefirred Unmetrieed £
stock in umenmyered 38,270,000 shares
cinculation —
Rasrieving or The Corporation may retrieve the preferred stock wsing eamings or the
convermg clogse | proceeds from share issuance. Preferred shareholders have the right to

conver! preferred shares into common shares.




MARKET PRICE

OF STOCK
OVER PAST
THREE YEARS

PRINCIPAL

a7

PRODUCTS
AND USES

(m NTS / share)
Siock Price 2008 2007 2006
Commion Highess 54.4 530 35.0
Lawest 19.2 126 A
i 39.7 40.7 ok
Preferrad Highet 438 510 An0
Lowest 6.7 14,7 185
A 412 40.7 1.0
Saurce of Information: Taiwan Stock Exchange Carporation
Product Majar Uses
Plates Ships, bridges, steel structures, oil country tubular goads (OCTGs), stormge
tanks, boilers, pressure vessels, truck chassis and general construction
Bars Muwis and bolis, hand tools, ludspeaker parts. automobile and motor cyvels
parts, macldinery parts
Wire rods Muwts ond bolts, stesl wire and rope, welding electrades, hand tools, tinz

Hest rolled coils and sheets

Caold rolled coils

Electro-galvanized coils

Hot-dip galvanized coils

Electrical steel coils

cord and bead, umbrella parts, chains

Hteel pipes and tubes, vehicle parts, confainers, pressure vessals, hydraulic
jacks, cold rolled and galvanized producis, light shapes, formed paris in
general

Stee]l pipes and wbes | steel fumiture, hame applionces, ail barrels,
autommebile bodies, hardwares, amd as s malerial Br galvanized and
coated slesl sheets

Computer cases, bome appliance outer shells, pars and acoessones,
aatomahile badies, hl.liil:lim,-I matterinds and COmprimants, amil hardwarnes

Automobile parts and components, computer cases, color comted sheets,
bibding materials and components

Motors, transformers and stabilizers

THREE-YEAR

SUMMARY

OF

PRODUCTION

AND SALES
VOLUMES

{In toms}
Product Volume 2008 2007 2006
Steel plates Prodicton 1,018,290 1,111,150 1,075,520
Sales 982,375 1,101,900 1,073,049
Steel bars™ Production 651,177 595,242 525,560
Sales 709,299 649,122 563,206
Wire rods Production 1,206,637 1,226,274 1,139,030
Sales 1,207,027 1,227,101 1,134,526
Hat rolled steel producis Production 3960,634 4,368,395 4,345 382
Sales 4,058,374 4,538,226 4,376,337
Cold rolled steel prnduﬂs" Production 2,713,963 27 07,960 2643518
Sales 2,751,787 2,874,781 2,772,194
Commercial slabs, blooms Production 94 170 93,606 197 854
and billets Sales 27,691 38135 2B6,958
Pig iron Production B.533 12,293 14616
Sales 5,903 10,786 13.0/9
Total Production 9653404  10,1883920 9945481
Sales 9,742,456 10440051  10,225349

¥ Includes bars contrcted out for hire-rollimg except for “production” in 2008

* Includes electrogahvnized, hot-dip gulvanized products and electrical steel coils
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INDEPENDENT AUDITORS” REPORT

The Board of Directors and Stockholders
Chima Steel Corporation

We have audited the accompanying balance sheets of China Steel Corporation (the “Corporation”™) as of
Drecember 31, 2008 and 2007, and the related statements of income, changes in stockholders” equity and cash
flows for the wvears then ended. These financial siatements are the responsibility of the Corporation’s
management,  Dur responsibility is 1o express an opinion on these Anancial stadements based on our awsdits,

We conducted our audits in accordance with the Rules Governing the Audit of Financial Statements by Certified
Public Accountants and audiing standards generally accepted in the Republic of China, Those rules amd
standards require that we plan and perform the awdit to obtain reasonable assurance about whether the financial
statements are free of material misstatement.  An audit includes examining, on a test basis, evidence supporting
the amouniz and dizclosures in the financial statements,  An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as svaluating the overall financial
statement presentation. ' We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial staterments referred to in the first paragraph present fairky, in all material respects,
the financial position of the Corporation as of December 31, 2008 and 2007, and the results of its operations and
its ¢ash flows for ihe vears then ended, in conformity with the Guidelines Governing the Preparation of
Financial Heports by Sccurities lsswers, requirements of the Business Accounting Law and Guidelines
Governing Business Accounting relevant to financial accounting standards, and accounting principles generally
accepied in the Republic of China,

As stated in Mote 3 to the accompanying financial statements, starting January 1, 2008, the Corporation adopted
Interpretation 96-032, “Accounfing for Bonuses fo Emplovees, Directors and Supervisors™ issued by the
Accounting Beseurch and Development Foundation (“ARDF") in March 2007,

February 5, 2009

pﬁfﬁ‘r He & 7"“‘@

Madice fo

The accompanying finarcial statements are intended only to prﬂ'ml' the financial position, resitlts of operations
and cash flows in accordance with accounting pring aclices .:; nmy'm!' in the Republic
Ching and not those of any other furisdictions. gﬁ‘ ruu&g:d'.l and practices to audit su
financial scatements are those genevally accepted and applied in the .H'EF:HH[L' af China.

For the convenience of readers, the auditors’ report and the accompanying financial statements have heen
translated into English from the .mg:.rtu{ Chingse version prepared and wsed in the Repahlic of China. If there is
any comflict between the English version and sthe original Chinese version or any diffevence in the interprefation
af the two versions, the Chinese-language auditors’ repeart and financial statemenis shall prevail, Alsa, ax stated
i Newe 2 o the firancial statemients, the addivional footrote disclosures that are not Fequired under genevally
accepted aocouniing principles were nod trransiated info English,




BALANCE
SHEETS

DECEMEER 11, 208 AND 2007
{la Thousasds of Mew Talwan Dallars,

ASEETS

CURRENT ASSETS

Cash and ensh equivalznis {Moies F and 4)

Financial eeseis m fair value through profit or loss -
oarrent {Moies 1 and 5}

Available-for-=ale financial az=eis - coment [ Nobes T
amd 5]

Hedging derivabive assgts - curront (obes 2 and 7)

Mukes receivahle

Acoommis reeonahle (otes 2, & amd 15)
Ciher receivalies {Mote Fi)
Bventoriss [Mohes 2 and 9)

Dieferred income b bocis [Noe 4]
Resiricted assets-cument (Mobe 249,

Tokal cament eseis

IKVESTMENTS

Available-for-=le financial assets - noneoameni Moles 1
and )

Heding derivatmnyg assasts - nonaement [Mohz T and T}

Famneal mssls carmiad al codd - nopsurmend (Moles 2
amd |10)

Hadid invearsnenls with fin achive maske - nonsimes
[Moes 2 and 11)

aceoumed far by 1he egety method (Motes 2

mdl 12}

Diher Mmancial gxeeis - soacament (Moe 13)

Tosal inveEmmeniz
PROFERTY, PLAMT AND EQUIPMENT (Motes 2, 14, 12 and 1%)
Land
Land imprevemenis
Buslding:
Machinery and eqiupmen
Tranapdetation squipnen
Ciiher equipimen
Tonal cos
Revalustinn incramern

Cosi ard pevnluabion morement
Less  Accumulated depreciation

Consimicthone in progess
Total property, plant and equapment
INTARGIBELE ASSETS (Wote 27
OTHER ASSETS
Acaseta Besmed 10 others (Motea 2 el 15)
Rl abide deposira
Resiricted agsets - aoncisrent | Mole 19%)
Uramanized requir cosis and others (e 2§

Total other eeseis

TOTAL

L E00T

Amisind i Amgund %

£ 5745041 1 £ 2a40% 199 9
54605453 i 100 a7

112425 | 4,575,126 2
SHAG - - -
2016359 1 1,395 555 -
2,E95213 1 2ART 240 ]
| 243457 - 520024 -
114717 17T 3B, 170183 14
46R041% 1 13723 .
4,158 424 1 A, 160 340 1
B— i F | v 1Y |
— BOXER O3 o R (10 |
5110884 1 267156 1
53,715 - - -
210434 T 156,303 I
1403 I0H) E ETECT T 2
U, 144,242 Ik 07, 5KT.320 4
— SZ3534) 1 z s
— 1132 5% 208 o R 8
[ELER K L] o RO 353 1
4. T10 388 | 412123 2z
404658003 1z 3077100 14
245 473 457 L] 237, 189.59] i
L AZ1 A5 1 1,500 433 1
— _AXESIE R | —_A015344 T |
T s G L 206,497 433 s
45773234 - B L] -
350,870,527 Hy 315,000,003 11
A T 3 1%
128 440,220 1 100 &1 624 1
— 20651 RS & — |53 8% - |
A0 S _4x 15656 AR 4]
— 148573 -—= — 11050 =
3342031 1 36T IRY ]
16 A7 - EL673 -
2025 = Rl !
—LEE T e el —l
SR - 4.k 1 S AITTS5Y . |
& FEamleead RREL 5 ZulMueld i

LIARILITIES AN STOCKHON.DERS ECHITTY

CURBENT LIABILITIES
Shart=term loars and overdraft (Hote 186 and 2%)
Commencial paper pavahle (Mooe 17)
Hedging denvative labilities - currem {Motes 2 and T)
Aocounis payable (Mot TE)
Inceams: {as pavable (Mobe 28)
Acerued exporses (Moles 1, 18 and 213
hther payahles (Notg Th
Purchass: ot ols paysbds (Moles 7 amd 30
Lawig-term dbehi-curnent gonis (Mot 30}
CHBer

Tl cunress latibinies

L4MCTERM LIAKILITIES
Hedging denvamive Habilities - noncument (Meoes 2 and
7l
Baonds payahle (Moie 19)
Long-serm debi (Mobe 20)

Tuolal bomg-term ahilities
EESERVE FOR LAND VALUE INCREMENT TAX [Note 14

OTHER LIABILITIES
D levend! o 1an Talsiaies (Mone 2485
efemed credis - gain from affiliates (Mote 22)

Total other liabilnies
Tolal finbilities

CAPITAL STOUK - ALTHORLZED 14,0000 THOUSAND SHARES AMND
|20 ) THOUSANT SHARES AT MTEIFPAR VALLIE A5 OF
DECEMEER 31, 2008 AND 1007, RESFECTIVELY (Motes 2 sl 235
Carmomeom ghaanes - pessed 17 557 541 sheassingd cheares and
I1, 496,315 thodcssad chares a8 of December 31, 2008 and
2T, respeclively

Prefierred shangs - meped 38370 thousand shiees and
18,956 thoeezand shares ks of December 31, 20608 and

20017, respecively

Toriad caperal stock
CAPITAL SURPLUS  (Notes 2 and 25)
RETAINED EARMIMGS (Moies I and 131

OTHER EQUITY

Uhnrealized mevalustion incremaend ate 143

Unrgstized gain on lnareial instremsnls (Moles & amld 17)

Cummibalive translstion adjusimenes

Met s ol recngnired as peseisn oo

Trewsury stock - 3RE, 103 thosed shases and #4543
shoissand shares as of December 31, 2(HIE and 3007,
respectively [Wobes X and X3)

Totad oeher equity
Total stockholders' nquity
TOTAL

The ReCHmpRing Bote e an intepral par of dhe fnascial salements,

(With Dedoitte & Towche audit report dbed Febneary 5, 2

2008 2007
Amaust % Amaust %
& AETLIG 2 § 10,154,684 4
14,971,553 4 ; x
i4m : , 3
5 550443 2 ERTTL 2
5,749,662 2 i, K2 244 2
£,131.420 2 7,504,206 3
7,664,719 2 3155906 [
5,001,525 2 : -
LB, TG = Nk —1
—a 5 - 1 PR -7 - ¥k 4 —13
283 : : :
43, 3000 00 12 13, 700,000 5
— 4417538 o — 485554 |
— A7, 719680 Sl | — 1B, 145654 _ &
— B6TRAGH —3 AN L =
1,141,362 - 2,511,507 1
o TN —l P .22 e ] s
— LB TR0 Fe —  Spad ity - §
LA FRE 5 - ] S EREINE S i}
125,575411 35 114,963,350 4
e S 2 T — B, L —
ol 2B SRR — kS |
18,410,330 g | BT830 1
6707 &2 — 9R.GILTIS )
21,915,348 i AL 1
£, SOE 005 2 5,473,326 2
ISEATE : 2R304 :
(32,385 ) - (IR0 ) -
L%, 50 8 L5 [ N [ _I'_'L]
17 | 3 fi.811,021 o &
438, Te0 465 &7 —d2A655 TR _n
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OPERATING REVENUE (Notes 2, 28 and 32)
OPERATING COSTS (Notes 9, 25, 28 and 30)
GROSs PROFIT
UNREALIZED GAIN FROM AFFILIATES
REALIZED GROSS PROFIT
OPERATING EXPENSES (Notes 25 and 28)

Research and development

Selling

Creneral and administrative

Total operating expenses

OPERATING TNCOME

NONOPERATING INCOME AND GAINS
Interest income (Mot 27)

Valuation gain on financial assets (Notes 2 and 5)
Invesiment income recognized under equity method

Mote 12)
Exchange gain

Others (Motes 10 and 28)
Total nonoperating income and gainsg

MNONOPERATIMNG EXPEMSES AND LOSSES
Interest expense (Note 14)
Loss on physical inventory

Provision for loss on inventories (Motes 2 and 9)

Impairment Toss (Motes 10 and 11}
Others (Note 28)

Total nonoperating expenses and losses
[NCOME BEFORE INCOME TAX
INCOME TAX (Notes 2 and 24)

NET INCOME

2008 207

Amouni ] Amoumnt e
% 256,358,008 ) $207 918,952 1400k
_ 205,726,886 _Bi _ 153,705,397 713
50,631,122 20 55,213,555 27
437 ) = — {1a0530y __ -
S, 10935 665 20 55,053 (k35 27
1,347 p20 1 |, 335,607 1
2,664,642 1 2,630,294 |
2.370.551 _1 237080 0 _ 1
i B — 6336721 %
41810843 17 8716314 24
S18 450 - Citat T -
38,393 - 133,047 -
I B0, i 1 12,117,747 i
B TRttt - 1498, 4452 -
1,514,018 1 1 11 1
4 361,717 _2 14,796,765 7
453,631 - 260,584 .
181,533 = 03,791 1
11,096,117 4 . 2
5,091,842 z 319,290 =
_ 1063726 _ 0 _ IGRA3R —-
17.917.249 7 1861405 1
an.255,331 12 6l 651,674 in
6224925 3 10387800 5
2 24050406 _9 O 51263874 23
(Continuwed)

The accompanying notes e am iegral part of the finaneial statemiens.
("With Delnioe & Touche msdi repont deted February 3, 2004)

2008 2007
Before Tax  After Tax  Before Tax  After Tax
EARNIMNGS PER SHARE (Mote 26)
Basic 2 255 £ 203 % SR 0% 431
Diluted 253 5§ 201 % 3517 % _430

Pro forma mformation {(afler income tax) assuming the Corporation’s shares held by 18 subsidiares were

pocounted for as investments instead of treasury stock 15 as follows;

Met income

Basic carnings per share based on weighted-average number of outstanding
comimon shares aggregating 12,098 548 thousand and 11,979,527 thousand
shares for the vears ended December 31, 2008 and 2007, respectively

[viluted carnings per share based on weighted-a number of i
common shares aggregating 12,214,656 thousand and 12,018,483 thousand
shares for the yvears ended December 31, 2008 and 2007, respectively

2008
$25,634.847

2211

22,10

2007
51,500,392

1430

24,29

(Concluded)
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STATEMENTS
OF CASH
FLOWS

?E’EAREEFMEBDMEREI,
2008 AND 2007
 {In Thousands of New Taiwan Dollars)

CASH FLOWS FROM OPERATING ACTIVITIES
Met income
Adjustments to reconcile net income to net cash provided by operating
activitics
Depreciation
Amortization
Deferred income tax
Provision for loss on invenones
Loss on purchase commitments
Impairment loss
Unrealized gain from affiliates
Cash dividends received from equity - methed investees
Investment income under equity method
WValuation gains on financial assets
Oithers
Met changes in operating assets and labilities
Motes receivable
Accounts receivable
Inventories
Other receivables
Cither current assels
Accounis payable
Income tax payvable
Accrued expenszes
Other payables
Ciheer currcnt liahilitics

Met cash provided by operating activities

CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of financial assets at fair value through profit or loss
Procesds from disposal of financial assets at fair volue through profit

ar loss

Acguisition of available-for-sale fAnancial assets
Proceeds from disposal of available-for-zale financial assels
Acquisition of financial agsets carried at cosi
Proceeds from disposal of financial asscts carried at cost
Acquizsition of invesiments accounted for by equity method
Acquizition of property, plant and equiprnent
Imerease in refundahle deposits
Procesds of capital reduction on financial agsets carried at cost
Dhecrease (increase) in restricted assets
Imerease in other financial azsats - noncurrent
Increase in other assots

g 2007
$ 24030406 $ 51263874
11547478 I1.460.211
48513 616,288
(5. 758,841 (365715}
11211073 303,602
501,525 .
5,091,842 319,290
437,437 160,320
9,529,810 5,737,767
(LBO4,006)  (12,117,747)
(58,305 ) (133,047}
310,283 (48,291
(720,844 ) (59,277}
(432971} 274927
(32,337,540 ) (5,759,315}
(922,431 (248474}
51,969 01403 428 )
210,350 1,729,307
(932582} LOo. T
(1,486,878 } (300,297
4,257 430 (274,204 )
(3332135} 360,952
2418458 52716653
(16,350,557} (11,698,265 )
11,835,500 23,115.203
(219.575) (340,180 )
250,000 -
(231,650 (142,562 )
- 15,762
(21,430,872 ) (573,579}
(17.928,526) (16,754,453 )
(101,134} (25,840 )
BG4 18,360
77,584 (510,340}
(4,391,060 ) g
(9,940 } (254 145 )
fContnued)

‘The aecompanying notes are an int=gral part of the finencial statements.
[With Dwboitte & Towche audit report dated Febroary 5, 2009)

Net cash used in investing activitics

CASH FLOWS FROM FINANCING ACTIVITIES
[ssuance of bonds payable
Cash dividends
Decrease in short-term loans and overdraft
[nerease in commercial paper payable
Cash bonus (o employees and remuneration w directors and
SUPErVisors
Cash paid for aequizition of reasury stock
[ncrease in long-term debt
Proceeds from dispesal of treasury stock o emplovees

Met cash used in financing activities

NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR
CASH AND CASH EQUIVALENTS, END OF YEAR
SUPPLEMENTAL CASH FLOW INFORMATION

Interest paid (excluding capitalized interest}
[ncome tax paid

INVESTIMG AND FINANCING ACTIVITIES AFFECTING BOTH

CASH AND NOM-CASH ITEMS

Cash Paid for Acquisition of Property, Plant and Equipment
Acquisition of property, plant and equipment
Increase in payable for equipment purchased

Cash Dividends Paid w Stockholders
Tivtal cash dividends pavable 1o stockholders
Increase in dividends pavable

WNOM-CASH TWNWVESTING AND FINANCING ACTIVITIES
[ssuance of stock to acquire Dragon Steel Corporation’s shares

R[] 2007
$ (4B.541.770) § (7.189.446)
20 600000 -
(40,356,703 ) (20,834,545 )
(1,281,483 ) (6,455,304 )
l‘i‘pg? I .,593 =
(992,370 ) (B2 413 )
(2510843 ) -
. 05,335
37,268
(565,806 ) (37,285,659 )
(20693118 ) 8.241,548
— 24436159 16196611
3 2745041  § 24438159
§ 460,020 & 555002
12916,348 0,733,805

£ 1B.163,0854

£ 16943124

(234,558 ) (188,671 )

% 1798520 £ 16,754,453
5 40371508 £ M0R3E 27
— (I6815)y ____ (3.583)
5. 40356703  §_30,834.545
& 21477096 & z
iConeluded)

)




NOTES TO
FINANCIAL
STATEMENTS

- YEARS ENDED DECEMBER 31,

- R AND 2007

~ {In Thousands of Mew Talwan Dalbars,
Except Amounts Scaied Odherwise)

- China Steel Corporation

I. ORGANIZATION AND OPERATIONS

2

China Steel Corporation (the “Corporation’) was incorporated on December 3, 1971, It manufactures and
sells steel products and engages in machinery and communications engineering and construction,

The Corporation’s shares have been listed on the Taiwan Stock Exchange since December 1974, As of
December 31, 2004, the Ministry of Economic Affairs, Republic of China owned 21.24% of the
Corporstion’s ouistanding commen stock (including the treasury stocks held by the Corporation and its
subsidiaries).

As of December 31, 2008 and 2007, the Corporation hud about 9400 and 9,000 emplovess, respectively,

BIGNIFICANT ACCOUNTING POLICIES
Busis of Presentation

The financial sements have been prepared in conformity with the Guidelines Governing the Preparation
of Fimancinl Reports by Secunties Issuers, Business Accounting Law, Guidelines Govermnimg Business
Accounting and accounting principles generally accepied in the Republic of China ("“ROC™). Under these
gandelines, law amd principles, cerfain estimates and assumptions have been used for the allowance for
doubtful accounts, boess on imventory. depreciation of property. plant and equipment, impairment loss on
asacls, loss on purclase commitments, pension cost, income tax and cxpense for bonuses o employoes,
directors and supervisors.  Actual results may differ from these estimates,

For remders’ convenience, the 1|.¢|:|;r|1‘|]:|a.r|l1_.rir|ﬂ fAmamcial statemments werne ranslated indo F.ngﬁsh from the
origingl Chinese version prepared and wsed in the ROC.  IF inconsistencies wrise between the English
version and the Chinese wersion of if differences anise in the inferpretations between the two wversions, the
Chinese version of the financl staterments shall prevasl.  However, the Corporation’s financial statements
do nof inchede the English translation of additienal disclosures that are not required under generally
accepted accounting principles but are required by the Securities and Futures Bureau (5FB, formerly the
Securities and Futures Commission before July 1, 2004) for their oversight purposes.

Significant accounting policies are summanized as follows:
Curvent and Noneurrent Asceis and Liabilities

Current assets include cash and cash eguivalemts, and those assets held primarily for trading purposes or o
be realzed, sold or consumed within one year from the balance sheet date, ANl other assels such as
property, plant and equipment and intangible assets are classified as moncurrent.  Current linbilities are
obligations incurred for trading purposes or o be serled within one year from the kalance sheet date.  All
other liabilities are classified as noncurrent.

Cash Equivalents

Cash equivalents are short-term notes and bills with maturities of three months or bess when acguired and
with carrying amounts that approximate their fair values.

Financial Assets at Fair Yalue Through Profit or Loss

Financiol mstruments (mainly open-end bond funds) are designated o5 financial assets at fur value through
profit or loss (“FYTPL™) to remove significant accounting inconsistency.  The Corporation recognizes
el assels on its balance sheet when the Corporation becomes & pary 0 the contractual provisions of
the financial instrument. A financial asset s derecognized when the Corporation has lost control of its
contractual rglits over the financial asset.  These financial instraments arz initially recognized an fair valoe
amel related fransacthion costs are expensed currently,  When subsequently measured a fair value, the
changes in fair value are recognized in coment income.  The difference between procesds of sale and
carrying value is recognized in current income when the financial asset is derecognized from the balance
sheot,  All repular way purchoses or sales of financial assets are recognized and derecognized on & trade
date basis,

Fair walue is based on net asset value of open-end funds on balance sheet date.
Available-Tor-sale Finanvinl Assets

Available-for-sale firmncial nssets are mitally recogmized at fair value plus rransaction costs that are directly
atiributalble to the acguisition. At each balance shest date subsequent to inibal recognition,
available-for-sale financial assets are remeaswred at fair valwe, with changes in fair value recognized in
equity unfil the fnancinl assets are disposed of, at which time, the cumulative gain or loss previously
recopnized in equity is incloded in profit or loss for the year.  All regular way purchases or sales of
financial assels are recognized and derecognized on & trade date basia.  Fair value is based on the closing
price on balance sheet date for listed stecks and determmed by wsing valuation technigue for financial
instrurments without guoted price.

The recognition and derccognition bases of awvailable-for-sale financial assets are similar to those of
financial assets at FWTPL.

Cash dividends are recognized on the ex-dividend date, except for dividends distributed frome the
pre-gequisition profi, which are treated a5 a reduction of investment cost,  Stock dividends are not
recognized as investment income but are recorded a5 an increase in the number of sharcs, The total
number of shares subsequent to the increase is used for recaleulation of coat per share, The differenca
hetwaen the mitial cost of o debt instrument and its maturity amount is amoertized esing the straight-line
method, with the amertized interest recognized in profit or loss.

An impuirment loss is recopnized when there is objective evidence that the financial asset is impaired.
Any subsoquent decrease in impairment loss for an equity instrument classified as available-for-sale is
recogmized directly m equity,  If the farr value of a debt instrument classified as avadlable-for-zale
subsequently increases a5 a result of an event which eccurred after the impairment loss was recognized, the
decrease in impairment loss is reversed o profit

Revenue Recognition, Aceounts Receivable and Allowanee for Doubtfal Accounts

Revenues are recognized when tifles to products and risks of ownership are transfemed to customers as
follows:  domestic sales - when products are delivered out of the Corporation’s premises fo cusbomers;
expors = when prodiscts are loaded onto vessels,

Revenwes are measured at fuir valee, the price (met of trde discoums amd sales discoumnts) agreed to by the
Corporation and customers,  But if the related receivable 15 due within one year, the difference between its
present value and receivable amount is immaterial, and sales transactions are frequent, the fair value of
receivables i3 equivalent to the nominal amount of cash to be received.  IF the selling price of seel
products declared by the Corporation declines in the next season, retroactive adjustment of the reduction m
selling price in the current szason is required as stipulated in the Cosporation’s sales policy.  The payahlas
arising from such retroactive adjustment are recorded as other payables in the current liabilines.




NOTES TO FIMAMNCIAL STATEMENTS

The Comporation doesn’t provide allowance for doubrfial accounts on bank acceptances in transit which
represent revenues fransacted by letters of credit. The Corporation provides 100% allowance for doubtful
aAccounts on accounts reccivable from sales on credit and services that are overdue and assessed as nod
collectible,

Factoring of Accounis Receivable
The following three conditions must be met o recognize factoring of accounts receivable:
@, The aceounts receivable have besn legally walated from the Corporation

b, The transferzes have obtaimed the rght 1o pledge or exchange the accounts receivable, which are either
the transferred accounts receivable or beneficial interest in the transformed assets.

¢, The transferor does not maintain effective control, through an agresment fo repurchase or recdesm the
transfermed accounts receivable before their maturity, over the transfemed accounts receivable.

If the three conditions are met, the ditfference betwezn the proceeds and the carying value of the accounts
receivable is recognized as a loss and recorded as nonoperating cxpenscs.

Imventorics

Inventories are rew materials, supplies, fuel, work in process, snd finished products,  Invenories are stated
af the lower of total moving average cost or market value. Market value is the net realizable value for
finizhed products, and work in process, and replacement costs For raw matenals, supplies and fuel,
Slow-moving supplies are provided with allowance for inventory obsolescence.

Fimmncinl Assets Carried at Cost

Investments in equity instruments with no quoted prices in active market and with fair value that cannot be
relably mepsured, such as mon-publicly raded stocks and mutual funds are measured at their ongimal cost,
The accounting treatment for dividends on financial assets carried at cost is similar to that for dividends on
aviilable-for-=ale financial esets,  An impaimment boss is recognized when there 13 obpective evidence that
the asset is impaired. A reversal of this impairment loss is not allowed.

Band Investments With Mo Active Market

Bond investments with fixed or determinable payments and with ne gueted prices in active market are
carmied at amortized cost.  Those financial asseis are initially recognized at fair value plus transaction cost
that are directly atiributable to the acquisition.  Profit or loss i3 recopnized when the financial assets ane
derecognized, impiired or amortized,

An impainment loss §s recognized when there is objective evidence that the investment is impaired.  The
impairment loss is reversed if an increase in the investiment's recoverable ameunt is due fo an event which
ocurred after the impgainment loss was recognized; owever, the adjusted carrying amount of the investment
may not excesd the carrying amount that would have been determined had no impairment loss been
recopnized for the investment in prior vears,

Investments Accounted for by the Equity Method
Investments in which the Corporation holds 20 percent or mare of the investees” voling shares or exercises

sigmificant influence over the investees' operating and financial decisions are accounted for by the equity
mthard,

Prior -t January 1, 2008, the difference between the scquisition cost and the Cosporation’s proportionate
shure in the myvestee’s equity wos amortized by the straight-line method over 5 vears.  Effective Janoary 1,
200, pursuant to the revised Statement of Financial Accounting Standard (“SFAS™) Mo, 5, “Long-tenm
Investments Accounted For by Equity Method®, the acquisition cost is allocated o the assets acquired and
liabilities nssumed based on their fair values at the date of acquisition, and the excess of the acquisition cost
over the fair value of the identifiable met assets acquired is recognized as goedwill.  Goodwill is not being
amortized,  The excess of the fur value of the pet idenfifiable assets acquired over the scquisition cost is
used to reduce the fair valee of each of the noncwrrent asseds acquired (except for financial assets other than
investments accounted for by the equity method, deferred income tax assels, prepaid pension or othes
postretirement benefit) in proportion o the respective fr values of the noncument assets, with any excess
recognized as an extraordimary gain.  Effective Janoary |, 2006, the accounting treatment for the
unamorized investment premium anzing on acqeisitens before January 1, 2006 is the same a5 that for
goodwill and the premium is ne longer being amorized.  For any investment discount arising on
acquisinons before Janvary 1, 2006, the anamortized amewnt continues o be amostized over the remaining
Ve

]’rnl"il'_w rom :l:rwmr:ln:am lliil'l!i.ﬂl,.'l:il.ll'l!li wilth an rquil}'-rne!hm.l im-e,-,.me are l?.llmmaled in Fm]mﬂlw [7k] 'l|'|E
Corporation’s percentage of ownership in the investee: however, if the Corporation has control over the
investee, all the profits arc climinated.  Profits from opstream transactions with an equity-method investes
are elimanated n proportion 1o the Comporshion’s percentage of ownership in the investes,

When the Corporation subscribes for its investee’s newly issued shares at a percentage different from its
percentage of ownership in the mvestee, the Corpomation reconds the change in #s equity in the mvestes's
net asscis as an adjustment o investments, with a corresponding amount credited or debited o capital
surplus,  When the adjustment should be debited fo capital surplus, but the capifal surplus anising from
long-term investments is insufficient, the shortage is debited to retained earnings.

The Corporation’s shares held by subsidiories are recorded as treasury stock,  The Corporation’s dividends
appropriated to subsidiaries are debited to investment income and adjusted to capital surplus - freasury stock
[T =T T

If the market prices of equity - investees' securities significantly decline bolow camying value and the
decling 15 permanend, the mvestment loss should be recognised as realed loss m the same vear of the
decline.  This investment will be revalued if an investee’s market value becomes higher than book valoe
per share,  The difference betwoen the sew cost of the investment and the propomionate equity in the
investee 15 amortized over five vears,

Froperiy, Flant and Equipment

Property, plant and equipment, except land, are stated at cost of cost plus revaluation increment, less
sccumulated depreciation.  Bomowing costs directly aftnibutable to the acqumsiton or construction of
property, plant and equipment are capitalized as part of the cost of those assets.  Major additions, renewals
and improvernents are capitalized, while costs of maintenance and repairs are expensed currently.

Depreciation is calealated by the straight-line method over service lives cstimated as follows:  land
improvements, |5 o 40 vears; buildings, 5 w &) years; machinery and squipment, 3 o 23 vears;
transportation eguipment., 3 to 200 years; and other equipment, 3 to [0 years. Depreciation of revalued
assets is provided on a straight-line basis over their remaining estimated useful lives determined at the time
of revaluation.  Property, plant and equipment still in use beyond their ongmal estmated useful lives are
further depreciated over their newly catimated usefil lives.

The reloted cost (including revalaation increment), accumulated depreciation, sccumulated impaiTment
losses and anmy unrealized revaluation increment of an item of propemy, plant amd equipment arg
derecognized from the balance sheet upon oz disposal.  Any gain or loss en disposal of the assel is
included in nonoperating gains or losses in the year of disposal.
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Intangibkle Assets

Intamyrible assets acouired ane mitally recordesd at cost and are amortized on a strmght-lme basis over their
cetimated useful lives. Computer software, patents and trademarks are amortized by the straight-line
method over 3 o 5 vears,

Assets Leased to Others

Assets lensed to others ane stated ar the bower of carryving value or recoverable value.

Unamortized Repairs

Linamartized repairs pertain to the major reparrs of blast furnaces amd are amortized over five vears,
Impairment of Asset

If the recoverable amount of an assct (mainly property, plant and equipmend, intangible asscis, asscis leased
fo others and investments accounted For by the equity method) 15 estimated o be less than its carryving
amount, the carrying amount of the asset is reduced fo its recoversble amount.  An impaimment loss is
charged to samings unless the asset is carried 8t a revalued amoont, in which case the impainment loss is
treated a5 a deduction boe the unreslized revaluiion increment,

If an impairment loss subsequently reverses, the carrving amount of the asset s increased accordingly, but
the inerensed carmying amount may not excesd the carmying amount that would have been determined had no
impainment loss been recognized for the asset in prior vears. A reversal of an impaimment loss is
recogmized in eamings, unless the asset is carmed at a revalued amount, in which case the reversal of the
impairment loss is treated as an inerease in the unrealized revaluation increment.

For equity method investments for which the Company has significant influence but with no control, the
carmying amaount (incheding goodwill) of each investment is cormpared with its own recoverable amouant to
determmine impairment loss,

Loss on Porclhase Commitments

The Corporation recognizes purchase commitments payable under uncanceled purchosing contracts for mw
malerials when the estimated cost of fnizhed peeduct is in excess of iis expecied net realizable value.,  The
estimated loss is recognized as operating costs in the income statement.

Pension Cost

Penzion cost under a defined benefit plan is determined by actuarial valuations amd recorded as expenses,

Contributions made under a defined contribwtion plan ase recognized as pension cost during the wvear in
which employees render services,

Treasury Stiack

The Corporation reacquired its izsued shares and recorded this reacquisition as treasury stock st cost and
shown a8 a deduction in stockholders” equity,

The Corporation accounts for its stock held by subsidiaries as treasury stock.  The recorded cost of the
shock 13 based on s camying amount as of January 1, 2002,

Income Tax

The Corporation applies intra-year and inter-year allocations for its income tax, whereby deferred income
tux assets for the tax effects of temporary differences. Valuation allewances are provided to the extent, it
any, that it is mope likely than not that deferred income tax agsels will nod be realized. A deferred tax assel
or lability i classified oz current or nopeurrent in sccordance with the clossification of its related psset or
liability. However, if a deferred income tax asset or liability does not relate to an asset or liability in the
financial aatements, then it is classified as either current or noncurrent based on the expected length of time
before it is renlized or settled.

Tax credits for purchises of machinery, equipment and echnology, research and development expenditures,
and employee training expendifures are recognized using the flow-throngh method when those credits are
granted.

Adjustments of prior vears” tax liabilities are added 1o or dedected from the current year's tax provision.

According to the Income Tax Law, an additional tax at [0% of unappropriated carmings is provided for as
income tax in the year the stockholders appirove o retain the eamings,

Foreign-currency Transactions
Mon-derivative forcign-curmency transactions arc reconded in New Taiwan dollars at the retes of cxchange in
cffect when the transactions ocour, Exchange differences arising from settilement of forcign-currency

wemeels anel Hakialites are w:gn'i;-:gd n r.rmrll. or loss.

Al the balance sheed date, foreign-currency monetary assels and liabilities are revaleed using prevailing
exchange rates and the exchangs differences are recognized in profit or loss.

Al the balance sheet date, foreign-currency nonmenetary assets and liabilities that are measured at fair valoe
are revalwed using prevailing exchange rates, with the exchange differences treated as follows:

#, Recognized mostockholders” equity if the changes in Gur value are recognized in siockholders” equity;
h. Recognized in profit and loss if the changes in fair value is recognized in profit or loss.

Forcign-currency nonmoneiary assets and liabilities that are carried af cost continue to be staied af historical
exchange rales ot trade dates,

If the functional currency of an equity-methed investee is a foreign currency, ranslation adjusiments will
result from the tmanslition of the mvestee's financia] stabements into the reporting curmency of the
Corporation.  Such adjusiments are accumulated and reponted as a separate component of stockholders'
eguily,

Hedging Derivative Financial Instruments

Deerivatives gqualified as effective hedging instruments are messured at fair value, with subsequent changes
in fair value recognized cither in profin or loss, or in stockholders’ equity, depending on the mature of the
hedging relationship.

Heddpe Accounting

Hedge accounting recognizes the offseiting effects on profit or loss ansing from the changes o the fair
virlues of the hedging instrument and the hedged mem s follows:

a,  Fair value hedge
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The Cosporation uses the non-derivative financial instruments 1o hedge the exchange rate fluctuations of
i net investment,  The gain or bess from remessuring the hediing mstroment at fair valee and the gain
or loss on the hedged item attributable to the hedged risk are recognized in profic or loss.

b. Cash flow hedge

The portion of the gain or koss on the hedging mstrument that 1s determined to be an effective hedge 15
recopnized in stockholders” equity.  The amount recopnized in stockholders’ eguity is recognized as
the original cost of the asset while executing the fiem commitment.  However, if all or a portion of a
loess recognized in stockholders’ squity 15 not expected o be recovered in the future, the amount that 1%
niot expected o be recoverad is reclassfied inte current loss.

<. Hedge of a net investment in a foreign opermation
The portion of the gain or koss on the hedging mstrument that 15 determimed to be an effective hedge 15
recognized in stockholders” equity.  The amount recognized in stockholders” equity i= recognized in
profit or loss on disposal of the foreign operastion.

The Corporation wses the hedge activities to control the risk of the csochange rate fluctuation.

i EFFECTS OF CHANGES IN ACCOUNTING PRINCIPLES

Im March 2007, the ARDF issucd an interpretation that requires companics o recognize bomescs paid fo
emplovees, directors and supervizsors a3 compensation expenses starting January 1, 2008,  These bonuses
were previously recorded as approprigtions from eamings.  The adoption of this interpretation resulted in a
decrease of MTS1 567 430 thousand in net income and a decrease in afier income tax basic and diluted
earnings per sharg of NTS (L13, for the year ended December 31, 2008,

4. CASH AND CASH EQUIVALENTS

— December 31

2008 2007
Crsh on handd 5 9,59 5 | 8,927
Checking accounts amnd demand deposits 2,195,032 GELATI
Time deposits BR, 000 7,000,000
Megotiable certificates of deposits - o, 3, 0000
Cash equivalents - shor-term notes and bills 925 516 1k G346, 561

§ 3745041 § 24438139

As of December 30, 2008 and 2007, the Corporation had foreign bunk deposits of % 2,858 thousand and
¥ 4,825 thousand in Japan-Ckaka Bank and % 37.210 thousand and *¥9 thousand in Singapore-Daiwa
Securities BMBC with the wial of 40,068 thousand (NT314,572 thowsand} and 5 8,534 thousand
(NTS2,559 thousand), respectively,

A FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LSS

These financial assets designated as at FYTPL represents open-end funds,  As of December 31, 2008 and
20T, the balances of financial assets at fair value through profit or loss were NTS5605 433 thousand and
WTELOZZ AT thousand, respectively,  The purpose of classifving open-end funds to this account is 1o
remove the accounting inconsistency between investment income and intercst cxpense.

Met gains on financial assets designated as at FVYTPL for the years ended December 11, 2008 and 2007 were
WNT355. 395 thousand amd NTS1233,047 thousand, respectively,

6. AVAILABLE-FOR-SALE FINANCIAL ASSETS

7

December 31
2008 2007
Current  Noncurrvent  Currvent  Noncurrent
Cunted stocks
Maruichi S1eel Tube Lul 5 - § TiTOH % - 5§ 730920
Yodogawa Steel Works., Lid. - 345,831 - 345389
Taiwan Scmiconductor blansfacturing
Company (TSMC) OR7 456 - G6T 456 -
CSBC Corpomation, Taiwan (C5BIC) - 219575 - -
Tang Eng [ron Waerks Corporation
(TEIWL) - - - -
Bank debentures - Tamwan Cooperative Bank - 230,220 -
Adjustments for change in valuation 2 144 9609 1,788, 558 3357450 1565047

£ 3112425 § JIIILERY & 4575126 5§ 2673156

The Corporation invested MWTS5%7.Z14 thousand to acquire %% ecguity of TEIWC. In Z00Z, the
Corporation recognized an impairment loss of WTESOT 214 thousand on i3 invesiment in TEMWC,  Tn July
2006, TEIWC s shares were listed on the Gre Tai Securities Market,  Accordingly, this financinl asset
carried at cest - noncurrent was reclassified as available-for-zale financial asset-noncurrent.  As of
December 31, 2008 and 2007, ihe carrying value of this fnencial asset was NTS736,066 thousand and
NTE731.587 thousand, respectively.

In September 2007, m order to firm up the sales buziness of steel products, the Compomtion invested
WTEAA9 8% thousamd (% 1,214,000 thonsand) and acquired 2,000 thousand common shares of Yodogawa
Stoe] Works, Lid., representing 1% equity.  The purchase price per share was referred to the average
cloging price of Yodogawa Steel Works, Lud. stock in Tokyo Steck Exchange from August | e 28, 2007,
The difference between the carmying value and the cost of investment was cash dividends received in the
year of investment acquisition which were treated as a reduction of investment cost.

In Drecember 2008, the Corporation participuted in CSBC s privatization through its” shares public offering
by investing MTE21% 272 thousand to acquire 2 48%, eguitv.  CSBC mainly builds and salls vessels,

The Carporation borrowed foreign-currency bank loans in the same amounts with the hedged investment to
hedgpe exchange rate Muctuation rizks on the investments in Maruichi Steel Tube Lid, and Yodogaoa Sieel
Works, Ltd (Motes 20 and 271,

HEDMGING DERIVATIVE FINANCIAL INSTRUMENTS (Only as of December 31, ZIMES)

The Corporation entered info derivative contracts during the vear ended December 31, 2008 fo manage cash
flows exposures arisimg from exchange rofe fuciustions on foreign-currency copital expenditures confracts,

Chustandimg forward exchange contracts as of December 31, 2008 were as fallows:
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The Period for Generating Cash Contract Amdaunt
Currency Flows and Maturity Date {in Thiusands)
NTRISDS Dacember, 2000 - Septernber, 20010 MTS4, 093 271505129 490
NT&EURS Jamuary, 2009 - March, 2012 MTSH 160674 ELURS2S 557

The wrealized gan at Decermber 31, 2008, was NTS9 848 thousand and NT353.715 thousand (with the
total of NT363.561 thousand) on denwative financiol assets for hedging - current and - noncurrent,
regpectively, and the unrealized loss was NTE4470 thousand and MNTS2.055 thousand (with the total of
NTE8,534 thowsand) on derivative financial Hability for hedging - current and - noncourrent, respectively,
amd recognized as unrealized main or loss on financial instruments in stockholders” equity.

The unrealized gain (loss) of abovementioned forward contracts will be recognized in the income statement
during the peried of prowviding depreciation over the wsoful lives of assets acguined.

8. ACCOUNTS RECEIVABLE

The Corporation entered mto three factoring accounts receivable contracts (withowt recourse) with Mega
Bank, Bank of Taiwan and Taipei Fubon Bank.  Under the contesces, the Corporation is empowerad o sell
accounts receivible to the banks upon the delivery of products to customers and s required to complete
related formalities @t the next banking day,

The related information for the Corporation’s sale of its accounts receivable for the years ended December
31, 2008 and 2007 is as follows:

Inserest
Advances Advances Rates on Credit Line
Risewivd =l Huisrwivabides Amsamnis Heceived af Advanges {In Billions of
Transaction Cousler-pry Vear-heginming Sald Collecied Yewr-gid Reecived (%) NTI
Xear ended Decomber 11, JHIE
Agpounis Rocenahle
H-Igll:h:l.n]: § 4513852 £ 14337049 5 14004121 5 4,155480 253274 7.3
Bank of Terwen R 217 2753, 0459 2504 S i, K 251,058 15
Taipe Fubon Bank: P SETAR] DR )i |5, 54] 27324 LB
e 0G0 & LRASTSTR EOLEILIS] & __SLERS]
e peded Devamber 31, 2IHT
Acvoamiz Recenahle
Pelsps Hank § 41422373 § 1330610 5 11939331 % 4,513,552 12 4 &4
Bk ol Timwiss 40k 403 X5 72T 1,703,293 AR AAT 2in-2.5 x5
Taipes Fubon Hask 4% Celll SLLASE  d55ded 20,23 22270 od
E_ASSETIS E_LSSTIEE E_ISIGB0G §5AL1G6IK
9. INWENTORIES
— Deoomber 31
|1 2T
Finished products £ OLLI03511 8 8013742
Waork in Process 17,589 6M) 11,972,374
Eaw matenal=s 27826 460 2. TRT.EOR
Supplies 7,710,360 50405, R00
Materials in transi 2,452,051 2053 4ER
Fuel 249473 162 E16

CHhers B37.908 TH7.667

70,829 342 38673, TRS
Less:  Allowance for value decline and obsolescence losses on inventory L 714675 S03.602

3 59114717 § 38.170.183

The global finaneial crsis burts the demand for steel products, therefore, the steel products and materials
prices declingd significanily in the fourth quarter in 2008, According to the lower of cost or market valug
method, the Comporation recognized a provizion for loss on inventories of NTSILOEE, 117 thousand
(recorded as nonoperoting lossh.  The Corporation also recognized loss on purchase commitments of
MTE5,9010,525 thousand due 1o the effect of the crisis mentioned above, and repored such loss as operating
costs and current ligkalities - purchase commitments poyable (Motes 2 and 30

FINANCIAL ASSETS CARRIED AT COST - NONMCURRENT

2008 2T
Unguoted comimn slocks
Industrinl Bank of Taiwan 5 L0000 £ 10000
CDIB & Parmers Investment Holding Corporation SO0 Wy SO0
Adhirmmune Corporsiion {AC) 231,650 -
Taiwan Rolling Stock Co., Lid. {TRESC) 202 0448 202 048
Hain Hzin Cement Enterpriae Cormp, 15 i 1S 010
CDIB BrScience Ventures 1, Ine, (CBYI) 75,276 B350
Crverseas Investment & Development Corporation S0, 00 S0.000
CTE | Venture Capital Co,, Lad, 50,004 SO0
Phalanx Biotech Groap Corporation (PBGC) - FERET
Agia Pacific Broadband Telecom Co., Lid. - -
Advanced Material Technology Corpomation (AMTC) - -
Unguoted preferred stocks
East Asia United Steel Comporation (EALIS) 3,636,500 2897000
Dragon Stee] Conporation (L)
Prefomed A - 9 ETT
Preferred B - 53312
Fund - Bino-Canada Biotechnology Development Fund, LP (SCBDE) - 82,5346

3 5010484 § 6,156,803

The ahove equity investments, which had no guoted prices in active market and of which fair value could
not be reliahly measured, were cormied at cost.

In September 2008, the Corporation acguired 7% equity in AC by investing NTS231,650 thousamd, AC
miginly manufacturcs, processcs and sells vaccines,

The Corporation invested NTSI02,000 thousand fo scquire 4 % equity of CBY]L  In Awprust 2008, and
Movember 2007, CBVI reduced its capital and returned NTSR 364 thousand and NTS1E 360 thousand to the
Corporation, respectively,  Accordingly, the cost of investment in CBVI was reduced 1w NT375,726
thousand.

In June ZO0DE, the Corporation evaluated and recognized an mpairment loss of KTET3,370 thousand
(recerded as nenoperating koss) in the investment of PBGC.

In August 2007, the Corporstion acquired 3,808 thousand Preferred B shares {representing 5% ownership)
of DSC for MNTE53,2160 thousand. Dividend on these shares is ai 5%, payable on a panicipating and
cumulptive basis,  Preferred stockbolders have the same voting rights as commeon stockholders, except the
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right to wote for directors and supervisors, but they can be candidates for directors and supervisors. The
difference between the carrving value and the cost of investment was dividends received by the Corporation
in the acquisition year. The Corporation and DSC approved the share swap in their stockholders mectings.
The Comporation exchanged 52% equity (including common stocks and preferred stocks) of DSC for new
shares issued for capital increpse on Ogctober 6, 2008, The exchange ratio was 126, After the share
swap, the Corporation's equity in DSC increased to 102, Accordingly, the investment in DSC preferred
stock was reclassified from financial assets carmied of cost-noncurrent to investments sccounted for by the
equity methed (Note 12).

The Corporation invested NT5243, 290 thousand o acquire 2% equity of AMTC.  In the first quarter of
2007, the Comporation evaluated and recognized an impairment loss of NT5243 200 thousand {recorded as
momaperting boss) on its investment i AMTC mamly due to serious difficulty in AMTCs operatiom.  In
Appest 2007, AMTC's steck was delisted from the Gre Tai Sccurities Market,  Accordingly, the
available-for-sale financial assct was reclassificd as financial assct carried at cost,

In July 2007, TRSC imcreased its capital by cash, bat the Corporation did not subscribe and the eguity in
TREC decreased o 19%,  Accordingly, the investment in TRESC was reclassified from the account of
investments accounted for by the equity method (o financial assets carried al cost.

In August 2006 and Jaruary 2007, the Corporafion imvested tofally NTH165,000 thousand for limestons
supply to acguire 8.604 thousand shares and 8.506) thousand shares of Hsin Hsin Cement Enterprise Corp.,
respectively (NTE9.6 average price per share), representing 15% equity, which manufactures and s2lls
cement products.

In Moy 2003, the Corporation signed a slab production joint-venture contract with Sumitomo Metal
Indusiries, Lid. and Sumitomo Corporation.  In July 2003, the joint venture company of EAUS was
established, As of December 31, 2008, the Corporafion invested in EAUS the amount of %10 hallion
{Motes 200 and 2Ty,  The Corporation thus enjoys a stable supply of good guality slab from this joint
venture,  The Corporation alse signed a contract with Chung Hung Steel Corporation (CHEC) 1o transfer
the purchaszing right of slabs from EAUS, and the Corporation receives rovalties on this contract based on
the volume purchased by CHSC.,  The amounts of oyvalty meome for the years ended December 31, 2008
and 2007 were NT3212,337 thousand and NT$311,745 thousand, respectively.  As of December 31, 2008
and 2007, the rovalty receivahle were NT3300952 thousand and NTS91,774 thousand, respectively.

The Corporation invested 100 units (310,000 thousand Canadian dollars) in the SCBDF fund. As of
December 31, 2008, the Corporation has invested CADET 433 thousand (MTE219,025 thousand ) in SCBDF
fund, In 2008 and 2007, the Corporation recognized impairment losses of MNTSEZ,.546 thousand and
WTE76,000 thousand, respectively, on its investment in 3CBOF.

BOND INVESTMENTS WITH NO ACTIVE MARKET

December 31
Inog 1L )
i fierr ks —

Tarwan High Speced Rail Cosporation (THSRC)

Prefermsd C 5 - % 3004542

Preferred B - 34,384
Taigen Biotechnology Co., Lid. (TBC) - 00,0000

- JAE NG

Unquoted preferred stocks - overscas
Tailien Biopharmacewticals Holdings Limited (TGRE) 103,000

.

In September 2003, the Corporation acquired 100,000 thousand Preferred B shares (representing 4% of
ownership) of THSRC for NTEL,000,000 thousund.  Dividend on these shares is ot 5%, paovable on a
nonparticipating and curmulative basis.  These sharcs with six years of durations could be cxterded for 13
months prior o 3 months of the due date,  In Aprl 2005 and August 200, the Corporation acspuired
additional 503,370 thousand Prefemred C shares of THSRC for WTH3,199.944 thousand and WTEL 49950
thousand, respectively.  These shares, representing [9% of ownership, which may be converted to common
shures within four yeurs from the acquisition date, have a 9.5% dividend in the first two vears and 0% in the
next twe years. At the end of four vears, e, in 2004 and 2008, if the Corporation docs ot convert the
Preferred C shares into common shares and THSRC cannot redeem the shares, the unredeemed shares will
have 4.7 1% dividends. THSREC mamly builds and operates public transporiation systems,

I 20008, the Corporation evaluated and recognized an mmpairment boss of NT34, 738,926 thousand {recorded
&s nonoperating loss) on the investments in preferred shares of THERC.

In Movember 2005 and March 2004, the Corporation sequired a total of 20,000 thousand preferred shares
representing 24% of cwnership of TBC for NT33000000 thousand.  Preferred shareholders are entitlad to
8% participating and noncumulative dividends as well as 9% voting and election nghts.  TBC mainly
researches and develops drugs. In Janeary 2008, THBC restrectured its share capital and made
arrangements with TGB incorporated in the British Cayman 1slands.  The Corporation swapped Preforred
B shares of THC with Preferred B shares of TGB at the ratio of 1:1.  Any nights on these shores remained
unchanged afier the swap.  The Corporation can reguest TBC to redeem all or part of prefiemred shares by
issuing new stock or i own retained eamings after December 2009,  [n 2008, the Corporation evalusied
ardd recognized an impairment boss of WTHEI9T,000 thousand (recorded as nonoperating loss) oo ifs
investrnznt in TGB.

INVESTMENTS ACCOUNTED FOR BY THE EQUITY METHOD

December 31
108 2007
a of o off
(hwher- (hwner-
Amount ship Amount ship

Stocks listed on the Taiwan Stock Exchange

Chistg Huing Steal Carporation (CHSC) £ 2211584 4 § 3675723 24

China Steel Chemical Corporation {CSCC) 1. 447,376 ol 1,377 882 9
China Hi-ment Corporation (CHC) 691,813 0 G6T 321 2
China Ecotek Corposation (CEC) 684 425 44 404 29 36
China Steel Structure Corporation (TS50 547017 . S4B 287 18
5582215 6674, 104
Less:  Shares beld by subsicdiasies accounted for as
treasury stock 1375456 336,704
4 206,759 6,337 395
Stecks withowt guoted market prices
Dragon Steal Corporation (DSC) 58 831,552 1nn L6, 731,288 47
China Steel Express Corporation (CSE) 13,50 625 1o 12,201,101 1M}
C. 5. Alaminum Corporation (CAC) 7132216 oo TAI11374 [ ik
Giaims Investment Corporation (GIC) 5, Mg, 807 110 K264 312 [1CH]
China Prosperity Development Corporation
{CPDC) 4, TO0,BRT 100 4,761 535 L)
China Steel Asia Pocific Holdings Pre Lid
(CSAFH) 3324 712 100 3275054 | (el
Kanhsiung Bapid Transit Coporation (KRTC) 2205815 31 2,900,453 il

(Coatinwed)
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December 31 I April 2007, in order fo obtain long-term coal mining, the Comporation invested AUDS 16,540 thouzand
el L1 a7 (INTE445,945 thousund) to establish CSCALU and acquired 100% equity. Then CRCAU established CSC
Yo of Y af Sonoma Piy Ld representing  [O0% equity. C5C Sopoma Pry Lid invested in a joint venture (Sonoma
Orwaer- Owner- Mine Investment) and acquired 5% equity
Amaunt ship Amomnt ship
In January 2008, in order o simplify the investments structure, the Cormporation invested NTS15,083
Chinn Steel Global Truding Corporation (CSGT) L4128 1 1241357 100 thousand, at the carying amount of Eminence Investment Co,, Lid, fo sequire 1% ownership of GY1, HYI
China Stesl Machinery Corporation (CSMC) 817 269 74 1.06h5, 342 Lon and LYFL, respectively, as well as invested MTS5.82% thousand and NTS6.315 thousand, at the camying
Info-Champ Systems Corporation (1CSC) 614950 100 679218 100 amounts of GIC and 1CSC to acquite 3 ownership and 32,5% ownerghip of CSMOC, respectively.
Homg Yih Investment Comporation (HYT) 532,755 10K BA0AT2 Lon
Long Yuan Fa Investment Corporation (LY F1) 310 858 1016 48,773 Lan The market value of above lisied stocks based on the closing price on December 31, 2008 and 2007 was as
Gioang Yaw Investment Corporation (GY1) 518,355 10} 28,178 1an Fiol lvwys:
CHC Bteel Australia Holdings Pty Lid (CSCALTY 478,709 Tl 463,351 1on December 1
Kaohsiung Arcna Development Corporation 2MIE 2007
{KATH) 43 504 1% 339,147 I8
China Steel Security Corporation (CS5) 308,946 [ (i} 261,905 oo CHSC £ JDAYOER E  SOBGO4B
Hi-mag Magnetic Corporation (HMC) 103,514 50 105,243 50 CSCC 3,459,995 5175417
Baolai Greeting Development Co., Lid. (BGDC) 42 179 45 45515 45 CHC 1357, 704 1,339,911
China Sieel Manapement Consulting Corporation CEC 1,556,547 1020285
(CSMOC) 215,150 10K} 7285 Ll CE8C 380063 525466
TaiAn Technologies Corporation (TTC) 5,401 17 5,513 17
10,856,737 02,329,620 5 OR42I6T § 13147437
Less:  Shares held by subswdianes accounted for
a5 treasury stock 60109214 L079.686 Investment incormee (loss) under the equity method was as follows:
_ 93,937,523 61,249,034 _Xear Ended December 31
DIV onT
5 98,144,282 $_ 67,587,329
CSE £ TI4057 5 6,686,007
(Concluded ) CEGT 417,470 335,000
CEOC Jod 519 413,308
The Corporation's total equity in CHSC is 39%, including 24% directly owned and 5% indirectly owmned Ei:;_[-[ ﬂi'gﬁ; ;g;'?;;
through LYFI, HYT and GY1. The Comoration’s total equity in TTC s 22%, incheding 17% directly {J:i;(; i-ﬂ'IEHI 542'?“
owned and 3% indirectly owned through CS0C.  The Corpomation’s tedal equity in KADC is 29%, CHC E42I545 IIEIE'H
inclueding 18% directly owned and [ 1% indirectly cwned threugh CSSC and CPFDLC. CSOATT I:I!]:TSH {9:01? }
As stated in Note 10, the Corporation’s equity in DSC increased from 47% to 100% after the share swap. LLPE;;} E.:.g':;: I?:'igi
In Decermber 2008, the Corporation invested additional NTEZ 1,200, (W) thowsand in DSC through its private 'E.SSL‘- ”'].3,5 Ell'i"H
subscription. ki : ,
CEC 12,519 B0 4386
On April 1, 2008, the Corporation exchanged 22,900 thousand shares of CSMC for CEC's new shares et e
!ssued for a capital increase.  The exchanpe ratio Wils I:1.  After the share swap, the fu:l_l]}mntlnn'; aquity CHSC l:ﬁﬁﬁ:ﬁﬁ ) 'EISI:IIEE
in CSMC and CEC decreased from 10095 o0 T4% and increased from 36%: to 49%, respectively. KRTC (688,915 (164,412}
In December 2007 and 2008, KADC increased capital by cash amd the Corporation invested both :-l:‘:l Eﬂ;"f‘:ﬁ]} gégg;;
NTES,000 thousand based on equity holding ratio. GYT {zﬂﬁ:]'i'ﬁ ) 304439
In February 2007, the Corporation invested TTSS400 thouwsand (WTS 13, 130 thousand) in CEAPH, and then Cthers g, 2ot 4,271
CEAPH invested US32.436 thousand (NTERD,084 thousand), including its operation funds, in Tsinglao
Teco Electric & Machinery Co., Lid (TTEC) representing 14% equity. TTEC will engage in LEgue  slLUTIT
manufacturing and selling of compressors.  In Jamuary 2008, the Comporation invested additonal LISS3, 500 ; H i : ;
thousand (NT$113,645 thousand) in CSAPH, and then CSAPH invested the same amount in TTEC. Above investment income {loss) was based on the investees” audited financial statements.
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The Corporation has prepared the consobidated financial statements including all majositv-owned and
controlled-in-substance subsidiaries in accordunce with the related accounting standards,

The Corporation’s Board of Directors approved plans for additional investments in steel factory in Vietnam
cte.  The related subscription schedule depends on the investees” capital increase requircments.  As of
December 31, 2008, the Corporation’s unexecuted investments in these investees aggregated NTE9 076 3265
thousand. The Corporation’s Board of Directors approved plans for additional investments in CHSC at
muost for 360,000 thowsand shares.

As stated in Note 10, the Corporation adopied the purchase method to account for the acquisition of DSC
equity, Movements of the difference between the cost of invesiment and the Company's share in

investees” net ossets allocated o depreciable assets and goodwill for the year emled December 30, 2008
were ag fiollows:

Depreciable
Assets Ceomdwill
Balance, beginning of vear 3 = 5 .
Addition [,195 737 400,018
Amartization (68,7437 .
Balance, end of vear £ 1126994 5 400018

The depreciable assets comprised of the franchise from Carbon credit, Mox credit, developed technology
value and eustomer relationship value, etc.

Pro forma information on operating performance assuming DSC was acquired at the beginning of year 2007
wins a5 Tollows:

Pro Farma [nformation
200 20017

Momoperating income and gains

Investment income recognized under squity method 3 2350643 % (2701177

Income before income tax $ 30,801,968 § 62,215 105
Mt income 24577043 % 31847305
Basic camings per share-afier tax i 200§ 415
Diluted eamings per share-after tax ] 199 § 4.15

13. OTHER FINANCIAL ASSETS - NONCURRENT (Omly as of December 31, 20408)

For the purpose of constructing the third cold — rolked plant, the Corporation signed contracts te purchass
imporied squipment in total of 3F 16,05 killion. For the purposes of managing cash fows exposures
arising from exchange rate flucations, the Corporation purchased time deposits of % 16 hillion
(MTELETEO00 thousand) in Janoary 2008, As of December 31, 2008, the bulance of the JY time
deposits designated ps heding instroment was % 14.4 billion (NT35.235,840 thousand),  An unrealized
gain of MNTEEM T80 thousand arising from the JPY time deposits designated as hedging instrument was
recopnized as wnreilized gain on financal mstruments in stockholders™ equity,

The cash flows genemted from abovernentionad contracts wall be batween 2008 and 2003, The period for
recagnizing unrcalized gain on hedging instruments in the incorne statement is the same as that for

providing depreciation on the hedged equipment.

PROPERTY, PLANT AND EQUIPMENT
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Information about copitalized intersst on the purchase of property, plant and equipment for years 2008 and
2007 was disclosed as follows:

ETH
M8 2007
Inderest expense before capitalization £ 672175 1 43147
Capitalized imterest = congiruction in progress {1HR, 544 ) [73.263 )
Interest expense through income statement £ __4R3631 5 J09.RA4
Capitalization rates 196%-2.35% 1.74%-2.37%

In 1921 and 1%, the Corporation revalued its property, plant and equipment and pafents in accordance
with government regulations, resulting in the increment of WTE1 7662 343 thousand.  After the dedwsction
of the reserve for land value increment fax of NT33,370,813 thousand, a net increment of MT514,291,530
thouszand was credited to worealized revaluation increment.  As of December 31, 2008, unrealized
revaluation increment todalling BTH13,952 356 thousand had been capitalized as capital stock, reducing its
balance to NT3339,174 thousand.  In January 205, the povernment revised the land morement tax law to
reduce the tax rate.  Thus, the reserve for land value increment thx decreased and the wnrealized
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WOTES TO FINANCLAL STATEMENTS

December 31
revaluation increment increased each by NTSE1, 196,189 thousand,  Accordimgly, the balance of unrealized 20uE o7
revaluation increment increased to NT31,535,363 thowsand,  In 2008, the Corperation revalwed its land in
accordance with the current assessed kand valwe,  Total increments on kand revaluation was NTE26,913 284 Credit oans - mterest at 1,95%-2.21% pa,and 2.0195% poa. as of
thousand, sfter the deduction of the neserve for land value increment tax of NTS6,502,342 thousand, a net Decermber 31, 2008 and 2007, respectively § GR00,000 § 7,000,000
increment of NT$20.410,942 thousand was credited to unrcalized revaluation increment.  In 2008 and Letters of credit - due within 180 days; interest al |, 186%-4,230% p.a. and
2T, upon retirement or 2ale of appreciated properties, the unrealized revaluation increment decreased by L I10EEY,-5 2838% p.a. as of December 31, 2068 and 2007, respectively G El6 120,750
WT%4,849 thousand and WT$2,968 thousand, respectively, and recorded as nonoperating revenue,  As of Ovverdeaft - interest at 0,64%-1.575% p.a and 1.75%-2.675% p.a.
December 31, 2008, the cumulative nonoperating revenue was NTS31,057 thousand. as of December 31, 2008 and 2007, respectively 205 386 3.033.935

5 _SB13J0F 5 10154685
15, ASSETS LEASED TO OTHERS

Machinery  Bulldings 17. COMMERCIAL PAPER PAYABLE ((nly as of December 31, 2008)
and el
Land Equipment Improvements Total Ior

Year ended Decernbar 31, 2008

Commercial paper - interest rates at 1.040%-1.547% p.a. &= of Decemiber

Cost 31, 2003 5 15,000,000
Balance, beginning and end of year § 3079977 5 2000000 £ 161816 § 5241793 Unamortized discounts _ {2R407)
Accumulated depreciation § 14.971,593
Balance, beginning of year . 1,359,636 20,790 1,580,426
Depreciation expense - 22 682 2654 25336 18. ACCRUED EXPENSES
Balance, end of year - 1382318 23444 1405 T62
Accumulated impairment & - §  S4000 % < & 594000 December 31
20ns o007
Net book value, end of year §£3079977 523682 S 138372 § 3242031
[mcentive bomus 5 630,522 8§ 2034 3610
Bonus 1o employees, and remuneration to directors and supervisors
il The (Mote 3) 1.665,122 -
Year ended December 31, 2007 Repair and consiruction 1,010,533 1,064,951
Cost Others —&B25.043 S SW).E96
Balance. beginning and end of year £ J0TRITT § 2000000 5 161816 § 3241703 § 6131420 57594208
Accumulpied depreciation
Balance, beginning of - 1,333 278 LE 138 1,351 416 .
n&pﬂﬁmﬁ ¢$3¢- Vi . 26,358 2 652 20000 T SN ERCLA LY
Balance, end of vear . - 13559636 200,790 I 3H0426 December 31
Accumulated impairment - 594 (el - 594 () 1008 7007
S-year unsecured bonds - pssued ot par
Net book value, cnd of year § 3079977 § 46364 S 14L026 § 3.267.367 "Novernber 2006; repayable in Novertber 2011; 2.07% interest p,
pavable aninually £ Sedoon 5 500,000
June 2006; repayable in June 201 1; 2.32% inferest poa, payable
The Corporation hag leased some of its laml, machinery equipment and plant property o its subsidiaries anmually &, 100,000 8,100,000
{Muote 1K),
S-year unsecured bonds — issued at par in:
December 2008, repayable in Decermber 2012 and December 2013,
I, SHORT-TERM LOANS AND OVERDRAFT 2.42% interest p.a., payable annually 5,600, 000 -
Drzcembeer 2008; repayable in December 2002 amd December 2013;
2.08% interest poa., payable annually 13, 0M0,000 -

T-wear unsecured bonds — 1ssued at par in:
December 2008; repayable in Decermber 2014 and December 201 5;
2 30" interest p.a., payable annually RN -
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. LONG-TERM DEBTS

1.

208 20K7
Repayable in July 2010 (% 4.4 billion); floating rates atn 1.14% and
1.1268% p.a. s of December 31, 2008 and 20607, respactively FOLGMDGD § O 1274.6RD
Repayable in July 2000 (3 3.3 billion); floating rafes at 1.225% and
1.3863% pa. a5 of Decemnber 31, 2008 and 2007, respectively 1,200,045 956,010
Repayable in December 2009 (% 2.6 billion); floating rates ai 1.233% and
1. 2108% p.a. as of December 31, 2008 and 2007, respectively 045 49 T53. M)
Repayable in July 2010 {3 2.2 billion); floating rates at 1.1978% and
1.2203% p.a. a5 of December 31, 2008 and 2067, respectively B3 637,344
Repayable in Movember 2000 (% 1.214 billion}; floating rates af
1.17125% and 1,165% p.a, a5 of December 31, 2008 and 2007,
respectively 441471 3516096
Repayable in July 2010 (ALUD16.54 million); fleating rates at §.69239%
and T.0011% p.a. a5 of December 31, 2008 and 2007, respectively 376,032 472,708
5503128 4,445 654
Less:  Current portion 045 4% -

F 4417638 % 4445634

The Corporation borrowed long-term bank beans m Japanese ven and Australian dollar o hedge the
cxchange rate fluctuations on the foreign-currency investments in East Asia United Stesl Corporation,
Marwichi Steel Tube Lid., C8C Awsiralia Holdings Py Lid and Yodogawa Steel Works, Lid, (Mote 27

RETIREMENT BENEFIT PLAN

The pension plan under the Labor Pension Act (the “LPA"™) s & defined contribution plan,  Based on the
LPA, the Corporation makes monthly coniributions 1o emplovees” imdividual pension accounts st 6% of
mionithly salarics and wages.  Such pension costs were WT541,548 thousand and NTS26,808 thousand for
the years ended December 31, 2008 and 2007, respectively,

The Corporation has a retirement plan in accordance with the Labor Standards Law, Retirement benefits
are bazed on employee’s length of service and hisher average salaries and wages of the last 2ix months
before retirement.

The Corporation makes contributions, #qual o o cerfain percentage of salaries, to o pension fund, which is
depoesited in the Bank of Taiwan (formerly Central Trust of China was menged into the Bank of Taiwan in
July 30075 in the mame of, and admimstered by the emplovees’ pension Tund sdmimstration comnitee.
According fo above repulation, pension cost for the years ended December 31, 2008 and 2007 was
WTE1 453,123 thousand and WTEL 634,142 thonsand, respectively.

Since August 1999, the Corporation also made contributions, equal to a certain percentage of salaries of
management personnel (vice presidents and abovel, 1o another pension fund, which i deposited in The
Mepa Internations] Commerciol Bank in the name of, and administered by an officers” pension fund
management committee.  Pension cost for the years ended December 31, 2008 and 2007 was NT34.4235
thousand and NT34,370 thowsand, respectively,

In order tir encourage employess to retire and transfer o affiliates, the Corporation recognized preferential
severmmee pay in accordance with the related preferential severance measures of NT364, 593 thousand and
NWTH 1,077 thousand fior the years ended Dhecambser 31, 2008 and 2007, respectively.

Under SFAS No. 18, pensson information based on actiarsal caleulation is as follows:

A Components of net pension coss

Sorvice cost

Inrerest cost

Projectiad return on plan assets
Amortization

Met pensHm oot

b.  Reconciliation of the funded statns of the plan and acerued pension cost

Benefit obligation
Vested bencfit obligation
Mon-vested benefit obligation
Accurmulated benefit obligation
Additional benefits based on future salaries
Frojected benefit abligation

Fair value of plan assets

Funded status

Unrecognized net asset a1 transitional

LUinamortized net loss

Acerued pension cost (included in acerued expense)

Vested benefits

¢ Actuarial assumptions
Discount pate wsed in determining present values

Future salary incresse rate
Expected rate of retum on plan assets

d.  Contributsons to the fund

€. Payments from the Fund

1L DEFERRED CREDITS - GAIN FROM AFFILIATES

Year Ended December 31
2iE 2IWKT

$ 1373511 § 1,372,219
586,426 543,483
(532460)  (H0,479)
0071 63,289

$ 1457548 §_LA63ESI2

_ Decemberdl
2008 2T

§ 1078442 8§ 373281

14413657 _ 13493230
1549200 13,865,511
1122050 _ 3
18614,144 17,106,324
(16812157 ) _{15.026815 )
LA019RT 2,079,505
52447 hl,983
1758521y (2067006 )

393913 § 74392
$ 1137303 § 399,899

2.5, 3.5m

2.0%% 3%

2.5% 3.5%

Year Ended December 31
2008 2007

$ 1435373 3 L673.85]
216500 5§ 481,139
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— December 31
2008 Iy
Gain on dizsposal of land 5 OLI36164 % 1136104
(raim on contracted projects 655254 | 852

s L2L3lE & 1333016

A deferred income of NTS 1,405,040 thousand was recorded for the unrealzed gain from the sale of land o
CPDC in Febmary 1999,  The Corporation repurchased some of the land in January 2003 for construction
of office building and thus the deferred credits decreased by NTEZAES76 thousand. The remaining
deferred credit will be recognized as income when CPDUC sells the rest of the land to third parties.

The Corporafion contracted engineening projects with KRTC and DSC, resulting in deferred  revenue,
Some of the projects with KRTC {investment accounted by the equity method) were completed during the
year emded Decervher 31, 2008, Such deferred credits are recognized as income over & 1o W) years and the
cumulated deferred credits recopnized as of December 31, 2008 were NTS15,033 thousand. The
accumulated credits with DSC will be recognized as income over the service lives of the asscts after
completion of the constructions expected to be completed between 2009 and 2010,

23 STOCKHOLDERS' EQUITY
4. Capital stock

In August 2008 and 2007, the Corporation, through capitalization of refained eamings of NT34,843,290
thousand and NTH4 408,394 thousand, issued common shares of 484,529 thousand and 440,539
thouzand, respectively, In onder 10 acquire 52% equity of DEC (Mote 100, the Corporation issued
MTE5, 759911 thousand (575,991 thousand shares) for a capital increase.

For the years ended December 31, 2008 and 2007, 686 thowsand shares and 1,738 thousand shares of
preferred shares were conwverted into common stock, respectively.  As of Decomber 310 HME, 2
thousand shares of which were not et registered with the government,

b, Treasury stock

Befiuling Thousimid Book
Purpose of Treasury Stock of Year  Addition Reduction  Shares Value
Year ended December 31

Shares acquired and hald by
subsidiaries B4.543 208659 (7,089 276103 § 8294670
Shares acquired by the Corporation for
transfer 1o employess —_ = 10y - 1030 2510843
b4t 316658 __LL099 384003 S10.805513
¥ ezar endecd Decem T

Shares acquired and hald by

gubsidiarics B1,180 1163 3,802 84543 §F 1416393
Shares acguired by the Corporation

for transfer o employees 1,600 - L G00 - -

B2, TE 1165 3,402 B4.543 § 1416395
I Shares acguired and held by subsidiaries

The Corporation’s shares s¢quired and held by subsidiaries were sccounted for as fressury stock

.

(subsidiaries recondad them as available-for-sale financial asset - current or available-for-sale
finuncial assets - noncurrent).  Treasury stock increased mamly due to additional shares purchassd
by subsidiarics and share swap with DSC (Mote 10} and treasury stock decreased mainly due to
subsidiaries” sales of the Corporation's shares. and change in percentage of ownership,  For the
yvears ended Thecember 21, 2008 and 2007, the procesds for treasury stock sold amounted to
MTEEIE add thousand and WTELGRL, 143 thousand and after deducting book values, resulied in the
bulunces of WTES4E063 thousand and WTEID3209 thousand (recorded as capifal surplus),
respectively.

As of December 31, 2008 and 2007, the market values of the treasury stock acgquired and held are
MTS6 3T 068 thowsand and NTE3L6TT641 thousand, respactively.

2} Ghares acguired for transfer to employeess

On October 7, 2008 the Corporation’s Board of [hrectors approved the buyback of 300,000
thousand isseed common shares from the open market during October 8, 2008 to December 7, 2008
af the price between MTS21,18 and NTE32.67 per share for the transfer of these shares o emplovees,
The buyback 108 M} thousand shares s of December 31, 2008 have not been transfemed fo
emipliveees.

The Corporation under relevant regulations acquired its issued common shanes from the public
marker a1 a wtal of 1,600 thousand shares during December 2005 1w February 2006 and have
transferred all shares to employees in 2007,

Under the Securitics and Exchange Act,, the Comoration’s share repurchase is restricted up to 1084
of total issued shares, and the total purchase amount should not exceed the sum of retnined eamings,
paid-in capifal in excess of par value and realized capital surplus.  In addition, the Corporation
should transfer these shares to employees within three vears,  Otherwise these shares are deemed
unissued and the Corporation should then register with the govemment for capital redwction.
Further, the Corporation should not pledge these srocks as collateral and should not collect
dividends or exercise voting rights on these stocks. The shares of the Corporation held by
subsidiaries are treated as weasury stocks. The Cosporation's shares held by subsidiaries with
sharehuldings over 500 15 not allowesd to participate 10 the Corporation’s capital merease i cash
and have mo voting right; others have the same right as common stockholders.

Civersens depository receipts

In May 1992, February 1997 and Ocober 2003, the ROC's Mimistry of Econormic Affairs (MOEA) sold
its holding shares in the Corporation through issupnces of 88329 150 units of Global Depositary
Becoipts (“GDR™), with each unit representing 20 shares of the Corposation's common stock, of
equivalent to the Cormporation’s common shares totalling 1, 887,073,812 shares.  The depositary
receipts then increased by 6024532 units resulting from the capitalization of retained camings.  Under
relevant regulations, the GDR holders may also reguest the conversion to the shares represented by the
GDERE. The foreign investors may also reguest the reisswance of such depostary receipts within the
originally approved units. Az of December 31, 2008, the ootstanding depoesitary roccipis wero
7,195,731 units, equivalent to 143,914,827 common shares, which represented 1.15% of the outstanding
comman shares (incloding the treasury stocks held by the Corporation and its subsidiaries).

Prefermed stock
Preferred stockhobiers have the following emtitherments or aghts;
Ly 14% anmeal dividends, with dividem payments abead of those o common stockholders;

2y Preference over common stock in future payvment of dividends in arrcars;
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31 Redemption of stock, at the Corporation s option its retained eamings or the proceeds from fsssnce
of new shares;

4] The same rights as common stockholders, excepd the right 1o vote for directors snd supervisors; and
51 Conversion of shares into comman stack at the ratio of 11,
Capital surplus

Capital surplus comprised of the following:

FILLE 2007
Additvonal paid-in capital- ssuance of common shares
to acquire ownership of subsidiaries (Mote 10) £15.717,185 3 -
Treasury stock transaction 2415370 L630L350
Long-term stock investments under the equity method 270,266 230075
Oithers & 094 RO

518410920 3 1,878,630

Under relevant regulations, capital surphes from acquiring the ownership of subsidiaries and treasury
stock transaction may be wsed to offset a deficit or capitalized, which howewer is limited 1o a certain
percentage of the Corporation's paid-in capital and once a vear,  Capital surplus from long-tenm stock
investments accounted for under the equity method may not be used for any purposs,

Appropriation of retained eamings and dividend policy

The Corpogation's Articles of Incorporation provides that the annual pet income, less any deficit, should
be appropriated in the following order of presentation:

17 10%4 as legal reserve, until iz balance equals the maued capital stock;
21 Preferred stock dividends at 14% of par valwe;

3) Of the remainder, 0L15% as remuneration to directors and supervisors and 2% as bonus o
employees. (In June 2008, the Corporation’s stockholders resolved to change the appropriation rate
for bonus to emplovess from 3%-5% to B%, which will be effective for the appropriations of 2008
SAmings.)

41 Common stock dividends at 14% of par valwe; and

51 The remainder, if any, a5 additional dividends divided equally between the holders of preferred amd
commn stock.

The Board of Directars should proposs the appropriation of annual income.  If necessary, it may, afier
appropriating prefered stock dividends at 14% of paid-in capital. propose to retain certain @nmings a8 a
special reserve.  These proposals should be submittad 1o the stockholders’ meeting for approval,

The Comporation is required to approprate a special reserve from annual camings for any net debit
balance resulting from adjustments 0 the stockbolders™ equity {meluding unrealized  revaluation
increment , unrcalized gain (loss) on financial instruments, unrccognized not boss on pension cost and
cumulative translation adjustrments), excleding measury stock held by the Corporation.  Besides, if the
market price of the Corporation’s common share is lower than the carrying value of the Corporation’s

shares held by subsidiaries, the Corporation should appropriate a special reserve equal to the difference
between market price and carmying valoe. The Corporution may rebease a portion of this special
reserve when such debit balances are partially or fully reversed.  As of December 31, 2008, the
Corporation had fully reversed the specml reserve under relevant regulations which accounted For the
halance of deduction in stockhoblders’ eguity, and the unreversed special reserve was held for the capital
dermand of expansion construction,

The Corperation’s stecl business is in a phase of stable prowth: thus, more than 75% of the
appropriation of dividends and bomes should be in cash and less than 25% in siock.

For the year ended December 31, 2008, the bonus fo employees of NTS1,637.715 thousand and
remuneration o directors and supervisors of NTE2T,407 thousand, which representing 8% anmd 0.15% of
net income (which is deducted bonus to emplovess and remuneration to directors and supervisors, legal
reserve and spocial reserve), respectively, were accmicd based on past cxpericnocs,

When the accrued armeunts of bonus and remuneration approved subsequently by the Board of Directors
have significam variation, the variation should be adjusted currently in profit or loss. I the amounts
continue to have vanaiion upon the stockholders” reselutions, the varation will be adjusied sccording to
change in aeconnting catimates and be rocognized i the year of stockholders” resolutions.

If bonus shares are resolved to be distibuted to employees, the mumber of shares is determined by
dividing the amount of bonues by the clozing price (after considering the effect of cash and siock
dividends declored) of the shares at the date preceding the stockholders” mesting.

Uindder the Company Law, legal reserve may be used to offser a deficit, or be distributed as dividends
and bonuses for the portion in excess of 50%% of the paid-in capital if the Corporation has no
unzppropriafed earnings and the reserve balance has exceeded 50% of the Comoration’s capital stock.
The Company Law alse prescribes that, when the reserve has reached 50% of the Corporation’s capital
stock, up to 30% of the reserve may be transferred to capital.

The Corporation’s stockholders in ther Jume 2008 and 2007 meetings, approved the folkoaimg
appropriations of the 2007 and 2004 camings (the change of preferred stock and common stock
divadends due to preferred stock comverted fo common stock has been adjested by actual appropriation
o the effective date of appropriations and other distribwtions).

Dividends Per
At Share
2007 PALLT on7 2
Legal reserve £ 5125800 § 3914633
Special reserve - (20 202
Preferred stock
Cash dividends 134,274 112815 § 350 5 478
Etock dividends 11,509 12,174 [ 030
250 & _J08
Commaon stock
Cash dividends 40,239,244 3hT25,312 5 350 5 TR
Srock dividends 3449070 3. 315,681 .30 .30
E_JE0 E SO
Remuneration to dirsctors and supervisors 09,235 | (R, 0154
Bonus o emplovess
Cash bonus 923,135 T20,359
Stock honus — 1384702 1080539

5 5L36S98 5 39160275
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Information about the bonus to cmployecs and remuncration to directors amd supervisors is available on
the Muarket Observation Post System website of the Tarwan Stock Exchange,

g. Unrealized gain on financial instroments

For the years ended December 31, 2008 and M07, movements of wnrealized gain on financial

struments were ot follows:
Unrealized
Avuilable-for- Eqpuity-= Cinin or Liss
sale Financial methed on Cash Flow
—Assels  _lnvestments _Hedging Total
Year ended December 31, 2008
Balance, beginning of year 5 OAROAERA 5 OLSTRA4D S - £ 6473326
Recognized in stockholders’ equity ~LL2TL797) 4660 901807 34.679
Balance, end of year 5 623080 35 OLOBEI00 5 SOLRT 56,5085

Year ended December 31, 2007

Balance, beginning of year $ 5582793 § 1950944 S - § 7,533,737
Recognized in stockholders' equity (687,907 (372.504) - 1,060,411 )
Balance, end of year aLEMEE0 § loTdAd0 5 - : G470000

24. INCOME TAX

a. A reconcilistion of income tax expense based on income before income tax af the 23% statwtory rate
and income tax expense wis a8 follows:

Year Ended December 31
200 ony
Incoane tax expense ol the 25% statutory rile 5 T3R5 15412919
Tax effect on adjusting items
Permanent differences
Investment income recognized under equity method - domestic (350309 (2542879
Dividends (94,684 ) (R2,098 )
Tax-exempl income (78,294 ) (44,461 )
Unrenlized pain on valuation and gain on disposal of financial
AS5ELR (14,559 (33,262 )
Emploves benefits 165,619 44 148
Cithers (2,772) (2,077 )
Temporary differences
Impainment loss on financial assets 1,272,961 ThE22
Provision for loss on inventory 2 B2, ThE 1X3,517

Loss on purchase commitments
Difference betwesn tax reporting and finamncial reporiing -
deprociation methods
Unrealieed gain from affiliates
Investment income recognized under equity method - foreign
invesiees
Preferentiul severance pay
Investment loss resulling frorn investees” capital redwetion
Cash dividends - foreign investees
Others
Investment tax credits used
Current income fus payable
Tax separately levied on interest from shen-term bills
Prios periods’ adjustments
Income tax cumently poyable
Deferred tax - termporary differences

Income tax

Change in incoms tax payable

Balance, beginning of year
Income tax cumrently poyable
Payrisent in the current year

Balance, end of year

Deferred income tax assets and liabilities were as follows:

Cirinl
Dreferred income tax asseds
Allowance for value decline and obsolescence losses
an nventory
Unrealized loss on purchase commitments
Estimated preferential severance pay
Unrealized gain from affiliates
Others

Deferred income tax liabilitics

Temporary differance between tax reporting and financial
n:'pu-ﬂing - 'i|11.'|:11.'ll.1r_|.r
Total deferred income tax ussets - net
Moncurrent

Deferred imcome tax assets
Imipairment loss on financial assets
Unrealized gain from affiliates
Impairment loss on asseds

Others

Deferred income tax liabilities

1475281 .
205,354 L6, 286
e, 265 40,130

{ LL6E2 (86,557
L3875 (9,610
{ 150,000 ) -
fl,2758 37,580
(32,796 ) 11,403
(BT 192 (1. BT830
12.05%,093 10, 744,030
34684 51,022
(115011) (41,5375
11,483,766 0,753,515
(5. 758,841 (365715
5 6XMEUIS lﬂillﬁlﬂﬂﬂ
Year Ended December 31
2008 2007

§ 6682244 § 5,682,534
11,983,766

(12.016348) _ (9,753,805 )
3740662 § 6682244

10,753,505

— Dogember 31

ooy

200,285 § 123,517
1,475,381 A
153,898 60,023
75,034 B0,270
£1.745 102,582
4,172,343 lob, 192
(31,9247 (33,668

4080410 3 ___JJLJ23

1,502,783 § 379822
163,514 49213
38,562 54,192
4,542 4,543

— L709701 492370
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Temporary difference between tax reporting and financial

repaning - depreciation methods (2339891 ) (1549979
Foreign investment incoms {200 55 ) (378,944 )
Linrealized foreign exchadge gain (68476 ) (75 34 p

— (. B10.063 ) (1OMITT)
Taodal deferred income tax liahilities, net E (L1003 & (3511507 )

Under related regulations, the above tax credits resulted from purchases of machinery and eguipment,
research and development expense, employees” iraining expense, and investment in newly emerging,
important and strafegic mdustriss,

Tempomary difference for depreciation between fax reporting and financial reporting mainly resulied
from the adoption of accelerated depreciation method in the filing of income tax retums.

The Corporation”s msome fax retumns through 2005 have been examined by the tax authorities,

d. Information shout integrated income tax was as Follows:

December 31
2008 W7
Imputation credit acoount (1CA) 5 63852 § 5271200
Unapproprated camings generated betore January 1, 1997 35 440 35440

The creditable ratio for distribution of 2008 and 2007 eamings was 33.36% (estimated) and 27.46%,
respectively.

For distribution of comnings generted ofter January 1, 1995, the ratio for the imputation credits
allocated to domestic sharcholders of the Corporation is based on the balance of the [CA as of the date
of dividend distrbution.  Nonresident stockholders, including holders of overseas depository receipds,
are allowed only a tax credit from the 10% income tax on unappropristed camimgs, which can be used
to offset withholding income tax on dividends paid.

15, PERSONNEL, DEPRECIATION AND AMORTIZATION EXPENSES

Wear Enaled Teoembsr 31
T T
Gperating Cpersing
Dpararing Cas E s Chbis Tonal iperatiag Cosl Expanise hery Torsl
Parserral
Salary §OMATISEl B TIEN] B IBTOUT f IAMMUET 4 ISIESSTe b 28sRTas ¥ SRS 8 LTsd0ALE
Ltmat im] P b | e ]k L BRI L1z BT1.AD] .0 S Tl a1 28
Peisim sl consokid e
cears 12 43 EET ABORIE 200 411 14k a0 T 1,488 LT
[2her — LOIE S 147430 il LIS Ed] AL 1] L] 4.0 riF ]
£ LEMMeARE 5 1M R £ EIAIEE B O IOMEAIE £ OINTIAm § 1000 ¥ IO § 2853330]
Chpas i i ¥t o8 ILLLIE ¥ 23 § 118747 § 110807 § LELT - R e 5 114N
Agurianian SEL.1E] B3, k0 Lien B LTI 41557 1,188 aLE2EE

6. EARNINGS PER SHARE (EPFS)

Shares EPS (Dollars)
Amount (Mumerator) (Denominator) Before After
Before Tax After Tax {Thowsand} Tax Tax

Year ended Decenber 31, 208
Met incoms 5 300255331 5 24030406

Less:  Dividends on preferned
shares (67,457 [S35TH)
Basic EPS
Met income atriutabla o
commuon stockholders 30,187 674 23 976 EX8 11822445 & 255 % 213
Effect of dilutive potential common
stock
Add:  Dhvidends on prefemed
shares 67457 33ETH 33,270
Bomes to employees
(Mote 3 - - 77838
Drluted EFS
HMet income attribitable o
common stockholders plus
cffiect of potential dilutive

commion stock E J0.25533] E 24050406 LL938.553 2.53 2.
Year ended December 31, 2007
Met income £ al6S5167T4 5 51,263 6874
Liess:  Dividends on prefermed
shares (65,593 134,338 )
Rasic EPS
Mt income attibutable o
common siockhalders Al SE6 08 31,209 336 IER2448 5 518 % 431
Effect of dilative potential cormmon
stock
Add:  Dividends on prefemed
shares A5,593 54,538 18,956
Driluted EPS

Met income attribwtable to
commion stockholders ples
effizct of potential dihstive
common siock L elLEs1eTd £ S1263.874 L9231 A04 517 4,30

The ARDF issued Interpretation 2007-052 that reguires corporations to recognize bonuses paid to
emplovees, directors and supervisors as compensation expenses beginning Jamuary 1, 2008,  These
bonuscs were previously recorded as appropristions from camings.  IF the Corporation may seitle the
banus to cmployees by cash or sharcs, the Corporation should presume that the entive amount of the bonus
will he seftled in shares and the resulting potential shares should be included in the weighied averge
number of shares outstonding wsed in the calculation of diluted EPS, if the shares hove a dilutive effect.
The number of shares is estimated by dividing the amoeunt of bonus by the closing price of the shares at the
balance sheet date,  The dilutive effect of the shares needs 10 be considered wntil the stockholders resolve
the mumber of shares to be distributed to employees in their meeting in the following vear.

In EPS caleulation for the vear ended December 31, 2007, the number of outstanding shares was
retroactively adjusted for the effect of capitalization of 2007 retained eamings, Thus EPS before tax amd
after tax decreased from NTES.40 w0 NTS5.18 and from NT3.4Y wo NTS4,31, nespectively,
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27. FINANCIAL INSTRUMENTS

As of December 31, 2008 and 2007, the information of fair values was as follows:
December 21
ZIHIH ZIHI?
Carrying Carrving
Amoumt Frir Yalue Amomnt Frir Value
b L
AEEEIE
Fimancial a=sets at fair value threagh profiz or loss 5005453 5 5605453 %5 1092047 § 1032087
Available-for-sale fimancinl ssets (including nos-current) 4,224,305 [t 1) 7,248 157 7,248 242
Fimsaneial asssts carmied o1 codt 0010484 - 0, | 300G -
Bond mmvestmests with 5o active market 1103, (MM 103,000 5,038 916 EJORE 026
{rher financaal assels - nomcurment 5,235,840 e L ] . .
Reflamdable deposits 142, HiKT TE2BIY 1673 H1n73
Liatbilities
Bonds payable A%, 300, dd 143,090 13, T 00 11,564 504
Laomg-serm dehis (mehuding cement pontica) 5,505,124 LT et 4445 584 4 445654
Dxiraics Fi |
Hedging derivative asset (including non-current) i3, 361 e o
Hedpging dervaiive linhilmies (medsding noi-taren) 1,534 h5M -

b, Methods and assumpiions used w estimate the fair values of fnancial instruments were as follows:

I} The carrying amount of cash and cash equivalents, notes and accounts receivable, other receivables,
restricted assefs, shor-term loans and overdraft, commercial paper pavable, accounts pavable,
accrued expenses and other payables, approximate fair value because of the short maturities of thess
instruments.

2} The fair values of financial ssseds at fair value through profit of loss, available-for-sale finansial
asgcis and derivative financial mgtruments are determined at their market valee.  If there i3 no
market value available for reference, the fair values are determined by wsing valuation technique.
The information wsed as basis for determining the Corporation’s assumptions in applying valuation
technigue is consistent with that used by market participants.  The information is obtained by the
Corporation from financial mstitutions.,

1) The fair valwes of long=term liabilities (including bonds payable) and foreign currency of other
finoncial assets are determined by the present values of future cash flows, with the values
discounted at the interest rates of similar long-tesm debr and the floating-rate of foreign currency
aviiluble for the Corporation,

4) Financial assets carried at cost are financial instruments isued by noa-public corporations which do
not have active market price and whose verifiable fair value connot be determined at o reasonable
cost.

51 The fair value of bond investments with no active market is determined at their carrving values.

i} The fair volues of refundable deposits are determined at their carmying valhses,

Fair walues of financial assets based on guoted market prices or using valuation techniques were as
fiollowes:

Amanml Determined by Amuount Dietormined by
; 3 Murket Pri Usinz Valusties Techal
Decemher 31 e etember 2
2ikKE B TieE 2
MRS
Financzal assets at fair vabee theough profit or loss § EH05453 % 1032047 % - 5 -
Hedging derivative assets {imchoding non=cument) . 65,561 .
Avallable-Tor-sale financod assets | ncheding non-Cument) 224 M L e - 230, THI
Linbilities
Hedging derivative liabil#ties {including non-current) . . fi, 534

d. There is no gain or loss for the estimated change in fair value by using valuation technique for the years

ended Decernber 31, 2008 and 2007 .

As of December 31, 2007, financial assets with cash flow risk of the intercst rate chanpe were
NTEZITH) thousand,  As of December 31, 2008 and 2007, financial liakilives were NTS14,236,330
thousand and NT$14,600,339 thousand, respectively, and financial lsbilities with fair volue risk of the
interest rate change were NTS38,271.593 thousand and NTE 13, 700,000 thousand, respectivaly.

The Corporation’s total interest revenues and expenses {exclusive of capitalized imterest) which were
incurred from other than financial assets and labilities al fair valee through profit of loss were
NTE5 18,430 theusand and MT3672,175 thousand, respectively, For the year ended Decomber 31, 2008
and NTHG8 868 thousand and WTH643,147 thousand, respectively, for the vear ended December 31,
20K)7.

Fimancial risks
1} Market risk

Marked risk ivcledes fair valwe nisk of mterest rate change, exchange rate risk, and rmarket prace risk,
The Corporation had long-term Ioans in yen to bedge the exchange mte fluctuations on long fenm
investments in ven, thus, the exchange rate risk can be hedged naturally.  The Corporation issues
the bonds pavable with the fxed interest rate, and the fair value of the bonds payable will be
influenced by the markes inerest rate change.  If market interest rate increases or decreases ot 1%,
the fair value of bomds pavable will decrease or increase by NTS1 75T 460 thowsand,

The Corporation’s investments in the bond funds and stocks of Tabwan Semiconductor
Manufaciuring Company Lid,, Marulchi Steel Tube Lid, Yodogawa Sieal Works, Lud and Tang Eng
Iron Works Corporation and China Shipbuilding Corporation involve market risk. Except the
minor Muctuation of the bond fund's market price, if the share price of the stocks increases or
decrepses by 1%, the fair value will merease or decrease by about NTS62, 243 thousand,

2y Credit risk

Credit risk represents the potential loss that would be incurred by the Corporation if the
counter=parties of thirdspartics breached the confracts,  The Corportion’s financial imstruments ane
affected by its credit risk concentration, component, contract amounts and other receivables.

As of December 31, 2008 and 2007, the Corporation’s credit risks ameunted to NTS3051.258
thousand and WTEL 283 871 thousand, respeetively (including notes and sccounts receivable, other
receivables and refundable deposits, as of December 31, 2008 and 2007,  The notes amd accounts
receivable represent the balance deducted with acceptance in transit of NT33.606,615 thousand and
NTE3, 176,621 thousand, respectively} and the maximom credit exposures and carrying value are
the sume,  The credit risks of the cash and bank deposits of the Corporation were considered fo be
immaterial

31 Ligquidity msk

The Corporation has sufficient operating capital o meet future cash needs.  Therefore, the cash
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Mo risk is low,

Financial assets at fair valoe through profit or loss and available-for-sale financial asscts could be
sold rapidly at prices approximating fair value because those financial assets could be sold i
secondary financial market at market value,

There are lgquidity risks for the financial assets carmied of cost and bond mvestments with no active
mearket because o active market prices are available.

41 Cash flow interest rate risk

Market inferest rate change will influence the effective interest tate of the financial instruments
(including awvailable-for-sale financial assets (including non-cumrent). short-term beans  and
leng-term boans) which have cash flow risk of the interest rate change, and make funare cash flow
fluctunte,  If the market interest rate increases by 1%, the Corporation”s cosh outflow will increass
by about MTSL42 363 thonsand a year.

h. Fair value hedge and hedge of a net investment in a foreign operation and hedge of cash flow

The Comporation bormowed long=term debt, purchased time deposits = foreirn currency and foroard
contracts to effectively hedge the exchange rate fluctuations on the ineestments in East Asia United
Steel Corporation, Maruichi Steel Tube Lid, Yodogawa Steel Works, Lid, CSC Steel Ausiralia
Holdings Pty, Ltd. and contracts of purchasing machinery and squipment,

— Designated Hedging Instrument
Changes of Fair YValue

—xear Ended December 31
Hedge Type Hedged Item Financial Instruoment 20HEH 2007
Fair value hedipe  Stock investment in Lagg=term celit in ¥YEN SOI9R270% 5 (40,5600
Maraichi Steel Tube
Lt
Fair value hedge  Stock investment in East  Lomg-tenm debt in YEN {732,105 {154,440
Augia United Steel
Corporation
Fair value hedge  Stock investment in Long-term debt in YEN (89,775 (2307
Yodogawa Steel
Works, Lid.
Hedgeof amet  Stock investment in C5C  Long-term debt in AUD QhH6TE (26,763
imvestment in g Australia Holdings Pty.
forcign Lid.
operation
Hedge of cash ~ Contracts for purchasing  Foreign currency R44, 70
flows machinery and
Lyuipment
Hedge of cash Contracts for purchasing  Forwand contracts 5707
flows machinery and
anuiprment

The cxchange rate fluctuations of the abowve fair valuc hedged item and financial instrumcnts were
recorded as gain or 1088 in the current period.  The exchange rate fluctuations of hedged fem and
financial instruments on hedge of a net imvestment in a forcign operation and cash flows were recorded
a5 adjustment 1o stockholders” equity.

IR, RELATED-PARTY TRANSACTIONS

a. Related partics

Belated Partics

C, 5. Aluminum Corporation (CAC)

China Steel Express Corporation (CSE)

China Steel Chemical Corporation {CSCC)

China Steel Global Trading Corporation (CSGT)

China Hi-ment Corporation (CHC)

China Ecolek Corporation (CEC)

Chima Steel Strocture Corporation {CR5C)

Chung Hung Steal Corporation (CHSC)

China Steel Machinery Corporation (CEMC)

Gains Investment Corporation

l:hi.n.'.q El.wl Ru:unl:,r El:lrpnm'l:il.'ln

China Prosperity Development Corporation (CPDC)

Info-Clamp Systems Corposation

China Steel Manngement Consulting Corporitiomn

Hi-mag Magnetic Corporation

Lomng-Yuan-Fa Investment Corporation

Horng-Yih Investment Corporation

Dragon Stecl Corporation (DSC)

Chung Mao Trading (BVI) Corp.

Chung Mao Trading {SAMOA) Co,

CSGT (Singapore) Pre. Lid.

CSE Transport Corp, (CSEF)

Mentor Consulting Corporation

Steel Castle Technology Corp.

Umion Steel Development Corp.

Betacera Tne.

Wabo Globe Trsding Corporation

Umniverzal Exchange Inc.

United Seeel Enginecring and Construction Corporation
(LUSECC)

Thintech Materials Technology Co., Ltd

Jing Yu Investment Componstion

Pao Good Industrial Co., Lid.

CSGT Intermational Corp,

CSGT Metals Verman Jomt Stock Company

CSC Steel Sdn. Bhd. (C558) | formerly Ormnastec]
Enterprize Corp, (M} Sdn. Bhid, )

Ciroup See] Enterprise Corp. (M) Sdn, Bhd,

CSGT (JAPAM) Co., Lid.

CBGT Hong Kong Limifesd

CSGT (SHANGHAT) Cao., Lid.

Giau Ruel Investment Corporation

Shin-Maw Investment Corporation

Chiun Yu Lnvestment Corporation

Howrmgy Chyvuan Investment Corporatiom

Chii ¥ih Investment Corporation

Relationship with the C :

AdTiliate
Adffiliate
Affiliate
Affiliate
Affiliate
Admiliate
Adffilinte
Affiliate
Affilinte
Affiliate
AdTiliate
Affiliate
Affiliate
Adffuliate
Affuliate
Affiliane
Aftiliate
Affiliaie
Affuliate
Affiliate
Aftiliate
Adtfilimte
Affiliate
AfTEliae
Affiliate
Affiliate
Adfuliate
Affiliate
Affaliate

Affiliate
Affiliate
Adffiliate
Affiliate
Affiliate
Affiliate

Adffilinte
Affiliate
Affiliate
Affuliate
Affiliate
Adtiliate
Affiliate
Affiliate
Affiliate

(Continued)
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Hental Income
Year Ended

Diceember 31
Shang Hai Xike Ceramic Electronic Co., Lud, Adffiliate Expiry of Contracts 2004 W7
Kawhziung Fapid Transit Corporstion (KRTC) Equity method investes
TaiAn Technologics Corporation Equity mecthod investes CAC Febmary 2016 % 56,089 § 55512
Eachsung Labor Assemble & Dhsassemble Co., Lid, Equity mwestee of the Corporstion”s CEMT Movember 204 1 28,820 29597
subsidiarics CSCC December 2012 21,(K6 20,799
International Carbide Technology Co., Lid Equity investee of the Corporation’s CERC Muy 2018 13,705 13,720
subsidiaries CHC April 2012 5,204 £ 464
RSEA Engineering Co., Lid. Director of the Corporation’s subsidiary Oithers Creteber 20012 B771 7897
Cireat Grandeul Steel Co,, Lid, Darector of the Corporation’s subsidiary
Sputheast Cement Co., Lid, Director of the Corporation’s subsidiary g 135701 &5 134990
Chun Yu Corpoeation (CYC) Director of the Corporation’s subsidiary
Hun Eng Wire & Cable Co,, Lid. Director of the Corporation s subsidiary Orther revenwes
CTCI Corporation Supervisor of the Corporation's subsidiary
CSC Educational Foundation Foundation cstablished with the (rther revenues pertained to lobor services, processing of products, wtilities, constmction, and other
Comoration’s donation services to related parties.  These were recorded in other operating revenues amd nonoperating
(Concluded) Tevenues as follows;
b. Sigmificamt related-party trunsactions were as fellows: Near Ended December 31
Rl 2007
2WE 2047 EETU ¥ 2445873 § 1,730,474
Amaunt e Aol O DEC 1281036 492 31
Sales CHSC 247,909 A28, 500
CS5H £ 5017186 2 % 4238905 2 CECC 17,102 R, 065
CSSC 4,704,506 F. 3,496,636 2 CAC 06,746 266,257
CsCC 4,318,527 2 2,277,698 | Oihers 453 597 J12.87
[ 2,776,047 1 1,931,441 i
CHSC 2,103,340 1 1,073,348 - £ 4751208 § 321B4TH
Cithers 3394, 6EG 1 2056, T30 2

Cither expenditures
§ 22,324 292 9 % 15974716 E

Other expenditures paid o related parties pertained fo fumace slag handling  services, property

Purchises (including of shoppang charges) mainienance of construction, export shipping charges, commissions for export and import services, etc.,
CSEP £ 23,676,256 14 & 23331559 22 were recorded in construction  in progress, manufactiring  expenses, operating  expences and
CSE 2 R45 080 2 3534110 3 nnoperating expenses as follows:

CAL 220,573 2 3,810,656 4

C8GT 369,803 : 294318 1 —Xear Ended December 31

Dihers 1.130.530 . 05318 1 Pl 2007
530842251 __18 % 3L72597] _3I CEC § LEI0,713 § 2576450
CEMC 2810,151 2 T58.624
Sales to and purchases from related parties were fair with similar transactions in the market and were USECT B25,932 520,148
e under normal terms, CHC 732,135 1,124,412
CHSC 524,924 255,570
Aszets loase CE8C 443,258 473,235
Oithers 2 128 801 19610346

The Corporation leases its land, machinery equipment and plamt property o CAC, CSMC, CRCC,

CREC and CHC, etc.  Rentals were calculated at 4% to 1% poa. of land assessed value as published by El0.205944 § Q96T 475

the government or under nonmul ferms.  Bentals were collected semiannually, except for rentals from

CALC on land and machinery and that from CSOC on the storage tank and pipelines, which are collocted Asset msactions

monthly.  Lease information was as follows:
In Apnl 2008, the Corporation entered into a contract with CPDC to purchase land For the construction
of its factorics.  The contract price is NTS226,238 thousand, which was refemred to the appraisal report
and negotiated by the two parties.

a1 )
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In August 207, the Corporation bought land from CHC for construction of its factories.  The contract
price was a wtal of NTS9TT,257 thousand, which was determined by reference to the apprasal report,
As of December 31, 2008, the Corporation had paid NT3792.056 thousand.

D i i

In 2007, the Corporation donsted NT3L000 thowsnd w CSC Bducational Foundation,  This
foundation is cstablished for promotion of education and personnecl training in stecl and related fickds,

Balances at vear-emd
December 31
2008 2007
Amount e Amonwmnt e
Receivables
KRTC 5  H39A0T73 249 5 19772 1
CRCC 206,372 11 208,512 ]
s 134 ) Y 206454 b
{khers 171,956 iy 127761 __ &
5 LASTOTL 52 5 S63.H%Y 23
Pavables
CEEP 5 1313347 24§ 3360330 63
CRE 223 487 4 139,04 | 3
CAC 124,742 2 171,163 3
{hers 1208, 1 20 2 20 A -

§ L78L726 _ 32 5 3699632 _ 69

Compensation of directons, supervisons and management personnel

Year Ended December 31

2008 2007
Lalaries b1 Te 503 5§ 105334
Incentives 23,705 31,042
Bois 4.Ti3 16,282

: _10497] E__ITLG60

The compensation of directors, supervisors and management personmnel for the vear ended December 31,
2007 included the bonuses appropriated from carnings for 2007 which had been approved by
sharchobders in their anmaal meeting beld in 2008,

29, PLEDGED ASSETS

Tuime deposits of NS4, 158026 thousand and NTS4,183 694 thowsand {recorded #s restricted assets-currem
and nongurrent) as of December 31, 2008 and 2007, respectively, have been pledged mainly as collateral for
hank overdraft, efe.

3, COMMITMENTS AS OF DECEMBER 31, 208

The Comporation 15 guarnmiead for WNTELOS0,313 thousand by The Mega Intemational Comimercial
Bank and Taipei Fubon Bank for several construction, warmanty, lease and payment contracts,

Unresed letters of credit for purchase of raw msicnals el supphics amounted 1o NTS21 billion,

The Comporation entered into property purchase contracts amounted to NT334.5 billion,  Unpeaid
amaunts as of December 31, 2008 were NTS18.4 billion,

The Corporation entered indo raw material purchase contracts with suppliers in Auvstralia, India, Brazil,
Canada, Indenesia, Morth Korea, Fapan, Philippines. Russia and domestic companies with contract
terms of 1 10 vears, Contracted annual purchases of 8,500,000 metric tons of coal, 17 (00,000
metric tons of ron ore, and 3,000,000 metric fons of mestone are af prices negotiable every year,
Unpaid purchase amounts as of December 31, 2008 wene US314.75 billion {including 21 930,000
metrie s of coal; 1300000000 metric fons of mon ore; and 3,560,000 metric wns of limestone ),
The purchase comracts are emtered into in order to have stable supplics of raw materials.  As of
December 31, 20048, the Corporation evaleated that the purchase costs (incheding coal, iron one and slab)
would be higher than the expected profit from the contracts, accordingly, a los on purchase
commitments of WTE3, 901525 thousand was recognized as operating costs.

CHSC eotered into a syndicated credit facility agreement with The Mega International Commercial
Bank and 21 other banks. Under the agreemsent, the Cosporation and its selated paries should
collectively hold at bease 30% of CHSC s isswed ghares and have over half of CHSC™: board =eats as
well as significant influence on its operations.  As of December 31, 2008, the Corporation’s and its
subsidiaries’ had total sharcheldings in CHSC of 39% and all seats in the Board of Directors and

significant influence on its operations,

KRETC entered into a syndicated credit facility agreement with the Hank of Taiwan and 23 other hanks,
Under this agreement, the Corporation and its subsidiaries should collectively hold at least 30% of
KRTC s capital stock during the construction period.  As of December 31, 2008, the Corporation”s and
its subsidianies’ cquity in KETC ppgrregated 32%

DSC entered into a syndicated credit facility agreement amoumted to WTS51.7 billion with the Bank of
Taiwan and 12 other bamks i Februamy 2008, Umnder this agreement, the Corporation and its related
partics should eollectively hold at beast 0% of DSC"s issued shares and have over half of D3 boand
seats,  As of December 31, 2008, the Corporation”s equity in DSC apgregated 100% and have all board

SEALS.




' ADDITIONAL

EXPLANATIONS

'FOR ACCOUNTS IN L L
'STOCKHOLDERS’
EQUITY

' YEARS ENDED DECEMBER 31,
2008 AND 2007

China Steel Corporation

1. AIMUSTMENTS RECOGNIZED UNDER EQUITY METHOD 4. MMSPOSAL OF TREASURY 5TOCK
Treasury stock is transferred at the price which is determined at the purchase cost plus the Corporation

2. Long-term investrment adjustment
financial cost up to the time that the transfor is made,

When an investee’s capital surplus changed, the investor should adjust itz long-term stock invesiment

account and capital surplus account based on its stockholding percentage. When treasury stocks are wransferred, if the transfer price is higher than the book value, the difference

should be credited to capital surplus.  If the transfer price is lower than book value, the difference should
b. Adjustment of equity in investee due to change in percentage of ownership first be offset against capital surplus from the same class of reasury stock transactions, and the remainder, if
any, should be debited to unappropriated retained camimgs.
If an investee issues new shares and original stockholders do not subscribe the new shares
proportionately, then the investment percentage, .2. the equity in the investee’s net assets, will change.

This change shall be reflected as an adjustment of the additional paid-in capital (capital surplus) and the
long-term stock investments accounts.  If this adjustment is to reduce the additional paid-in capital
resulting from long-term stock investments and its balance is insufficient, the difference should be
adjusted fo the unappropriated retained earnings.

2. CHANGE IN UNREALIZED GAIN (LOSS) ON AVAILABLE-FOR-SALE FINANCLIAL ASSETS

Available-for-sale financial asset s measured at fair value and its value change 15 recorded as a
reconciliation tem in the stockholders” equity.

NET LOSS NOT RECOGNLZED AS PFENSION COST

A, Met loss nod recognized as pension cost @5 the minimum pension liakility excesding the sum of
unrecognized prior service cost and unrecognized transitional ner benefit obligation. It is classified as
a reduction of stockholders” equity.

b. Minimum pension liability, which is calculated actuarially, is the minimum amount of pension liability
that is required to be recognized on the balance shoet.

¢. Prior service cost i5 the increase in projected benefit obligation due to an employee’s accumulation of
service vears at the mitial introduction of pension data or the subsequent pension data amendment.

d. Unrecognized ransitional net asscts or benefit obligation means the amount resulting from a change
from a method specified in Statement of Financial Accounting Standards No. 18, “Accounting for
Pensions.”  This amount is the difference between (a) the fairr market value of plan assets plus accrued
penston liability or less prepaid pension cost recognized previously m the books and (b) the projected
benefit obligation,  If the difference 15 positive, 1t s treated as unrecognized fransition net assets; if the
differemce 15 negative, it 15 treated as unrecognized tranzition net benefit obligations.

MSPOSAL OF THE CORPORATION'S SHARES HELD BY SUBSIDIARIES

A parent company should account for its outstanding stocks held by its subsidiary as treasury stocks when it
recopnizes investment income and prepares financial statements, and the accounting treatment s the same
a5 thit stated in item 4 above,

. CASH DIVIDENDS DECLARED BY THE CORPORATION AND RECEIVED BY SUBSIDIARIES

When an investor receives cash dividends from financial assets at fair value through profit or loss,
available-for-sale financial assets, financial assets carried at cost and from a year after investrnent
acquisition, it records these dividends as investment income, But if the cash dividend is from the parent
company, the accounting for these dividends is the same as that for reasury stock, i.e., the investment
income should be credited to capital surplus when the parent company prepares financial statements.



'OWNERSHIP
OF
SUBSIDIARIES |
'AND OTHER
EQUITY |
INTERESTS

December 31, 2008
Irvastmant Arnounts” H:‘::;:g
Companies T31,0000 %)
Lang-term stock investments - equity method; COwversens Investment & Development Corporation 50,000 o]
Dragon Steel Comporation LE B3I GE2 100 CTB I Venture Capital Co., Lid 50,000 5
China Steel Express Corporation 13502625 100 Phalanx Biotech Group 0 10
C.5. Aluminum Corporation 7132218 1060 Aldlied material Technology Corporation ] 2
Gains Investment Corporation 5206807 100 Asia Pacific Broadband Telecommunications Co., Ltd, ) 2
China Prosperity Development Corporation 4 700 8E7 100 East Azia Unrted Steel Corporation - prefemed stock A 3,636,500 )
China Steel Asia Pacific Holdings Pte. Ltd. = 3324722 100 Sino-Canada Bistechnology Development Fund, LP i 17
Chung Hung Steel Corporation 2211584 24 Subtotal 5910484
Kaohsiung Rapid Tramsit Corporation 2205815 31 Inwestrment in bonds without queted price:
Ching Steel Gilobal Trad.iug Corporation 1,514,128 100 Taigen Bintechnology Co.. Ltd. - preferred stock B 103,000 24
China Steel Chemical Corporation 1447 378 2 Taiwan High Speed Rail Corporation - prefermed siock C 0 19
China Steel Machinery Corporation E317.263 T4 Taiwan High Speed Rail Corporation - preferred stock B i 4
China Hi-ment Corporation 91813 20 Subtotal 103,000
Ching Ecotek Corporation BB 425 40 Available-for-sale financial assets:
Info-Champ Systems Corporation 614950 100 Maruich Steel Tube Lid, 757820 2
China Steel Structure Co., Lid. L7 017 18 Yodogawa Steel Works, Lul. 345,831 1
Homg Yih Investment Corporation 532,755 100 CSBC Corporation, Taiwan 219,575 2
Long Yuan Fa Invesiment Corporation My ACR 100 T'ani.ng Iron Works Co., Lid. o 4
Cioang Yaw Invesiment Corporation L1E 355 100 Adjustments for change in valee L.78B 558
CSC Australia Holding Pry. Ltd, ATE 05 100 Subtotal 3,111 884
F:a_uhscul.mg .L".jr:ma _Dcv:ln]:mu?l Corpaormtion 435 854 15 (Concluded)
China Steel Securily Corporation R S5 100
HIMAG Magnetic Corporation 103,514 50
Baolai Greeting Development Co,, Lid 42,179 45
China Sicel Management Consulting Corporation 25,150 100 I Jrvisted amounts ane hased on bakanoes in the accoun | amnge-tisten Investmenis,
TaiAn Technologies Corporation 6406 17 * Through Chisa Steel Asin Pecific Holings Pre. Lid the Corporation indarectly olds (1) 47% ownerslip of C50
Less: shares held by subsidiaries accounted for as freasury stock (B.204,670) Steel Holding Berhad which holds 100% of CSC Steel Sdn, Bhd. and Group Steel Comoration (M) Sdn. Bdh,
Subtotal 08 144,282 respectively, (%) 6% of Wuni Tecs Flectric & Machinery Co., Lad. and 4% of Qingsso TEOO Precision Machironics
Financial assets carried at cost: Cio_, L. respectively.
Industrial Bank of Taiwan 1000000 4 ™ The Corporativa’s iotal equity in Chumy Hung Steel Corporation was 39%, of which 24% was directly caned and
CDIB & Panners Investment Hnlﬂi.nug_. Clorporation EO0 000 g 15%% was indirectly owned (hrough Goarg Yae, Homg ik and Long Yuan Fa
Adimmune Corporation 231,650 7
Taiwan Relling Steck Co,, Lid. K248 18
Hzin Hsin Cement Enterprice Corp. 165,010 18
CIB Bio Science Ventures 1, Inc. T5 3Th 4
[(Continued)



CSC.INVESTED
'COMPANIES

of March 31, 2

SUBSIDIARIES

C. 5. Aluminium Corporation
Chadrman: C. C. Chen

Address: 17 Tong Lin Road, Siaogang District,
Kachsiung 81260, Taiwan, R.O.C.

Tel: B%6-7-871-8666

Fax: 886-7-872-1852

Chairman: Y, C. Chen,

President: Docald K. L. Chao

Min businesses: masne cargo tremspontation; parchase, sale

and chartering of vessels; and shippmng agency
Address: 32T, B bling Choan Ind Road, Chien Chen District,
Kachsiung S06.58, Taiwan, BO.C.
Tel: B&6=T-3317-RHER
Fax: BS6=T-338=13 11}

China Steel Chemical Corporation

Chadrmam: L. M. Chung

President: P2Y. Chen

Mnin business: coal tar chemicals

Addiress: 5F-1, 47 Chunghua dth Rosd, Liog Ya Destrict,
Kachsiung B{245, Tarwan, R.OLC.

Tel: BB6=T-338=-3515

Fax: BEA=-T7-338-3516

China Steel Global Trading Corporation

Chagrman: T. . Chen

President: K. M. Chen

bnin businesses: import / expart

Auddress: 31T, B Ming Choan 3nd Road, Chien Chen Dhistrict,
Kuchsiung B0658, Taiwan, BO.C.

Tel: B&6=T-332-2 168

Fax: B8A=T=23 %040 1~2

China Hi-ment Corporation

Chairman: C, T, Wong

Presiidemt: 5. Y. Chiang

Main businesses: pulveroed blast furmace slag and slag cement

Addcress: 1OF, 243 Yi-Hsin 15t Roed, Chien Chen District,
Kaohsimng D652, Taiwan, B.OC.

Tel: BRG=T-316=K377

Fax; BRG-T-334-H433

China Ecotek Corporation

Chairman: K- L. Du

Presiident: F. L. Hong

Main businesses: engineermg, design and constnaction of

emvirommental protection mstallations

Addcress: BT, B Ming Chuan Ind Eoad, Chien Chen District,
Kaohsimg 20658, Tajwan, RAOUC.

Tel: BRG=T-3 6138

Fax; BRG-T-339=4016

China Steel Structure Co., Lid.

Chairman: I. Y. Chen

Presiident: W. T. Chen

Address: | Chimg Kang Road, Siaogang District,
Kaohsiung 81733, Tagwan, BAOUC

Teel: BRG=T=H0Z-3433

Fax: BRG-T-HO]-%1 50

Chung Hung 5tee] Corporation

Chairman: T, FL Chen

Presiident Temy J. . King

Mlain business: hot rolled steed produsces

Auddress: 317 Yu-Lino Road, Chino Tou,
Kanhsiung 52544, Taiwan, RO.C.

Tel: BRG=T=011-TIT1

Fax: BHG=-T=61 10594

China Steel Machinery Corporation

Chatmman: B 5. Jong

Pressdent: W, D, Hsu

Mlain businesses: machinery manufactaning

Auldress: 3 Taichd Boad, Sioogang District,
Kaohsinng B1246, Taiwan, R.OUC.

Tel: REG=T=202-0111

Fax: HE6-T-B3-3515

Gains Investment Corporation

Chasrran: L, R. Hu

Presadent: L. B. Hu (Concurrently)

Minin business: hi-tech investments

Acldress: 30F, 6 Ming Chisn 2nd Road, Chien Chen Dhistrict,
Eaohsiung ROGEE, Taiwan, B.OUC.

Tel: REH=T=-33E-22ER

Fax: iB6-T-338=-71 10}

China Steel Security Corporation

Chasrman: M. L. Chouw

Pressdent: C. M. Hsu

Mlain usinesses: secunty services and syslems

Address: 17F, 247 Mmg Sheng 15t Boad, Flsin Fsing District,
Kaohsinng BONG, Taiwan, R.OUC,

Tel: REf=T=T25-96TH

Fax: RE6T-226-4{1TH

Chairman: T 1. Chang

Presdent: C. 5. Guoo

Mlnin businesses: real eskbe development and immeestrnent

Address: Room 6, 24F, 31 Hai Bien Road, Ling Ya District,
Kaohsinmg BO248, Taiwan, R.OUC.

Tel: BBfi=Te 5362500

Fax: RB6-T-536-24 13

Info-Champ Systems Corporation

Chairman: . H. Cheng

President: T. C. W

Address: 1 TF, 6 Ming Chusn 2nd Road, Chien Chen District,
Kachsiung 80658, Taiwan, R.O.C.

Tel: BR6=T-535-0111

Fax; BRG-T-535-00 10

China Steel Management Consulting Corporation

Chairmanc K- T- Lee

Presiident: L Y. Lad

Adsdress: | Chumg Kang Road, Sisogang District,
Kachsiung 81233, Taiwan, R.O.C.

Tel: BH6-7-B01-0723

Faax: BH6-7-H03-1568

HIMAG Magnetic Corporation
Chairman: Y. 5 Chen

President: T. C. Lin

Aulcdress: 34-1 Chien Kuo Road, Ned Po Indusinal Park,
Ping Tung Hsien 91252, Taiwun, R.OUC.

Tel: BRG-5-TTH-0222

Fax; BRG-5-TTR=-0227

Dragon Steel Corporation

Chairman: . HL. U

President: (). G. Sinmg

Addclress: Mo, L), Lung Chang Road, Li Shu Village, Lung
Ching Hsiang, Taichung Hien 43401, Taiwan,
R.OLC,

Tel: ERG-4=G3-60RE

Fax: BRG-4=00=6066
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Group Steel Corporation (M) Sdn. Bhd. 30
Managing Director: W, 1, Su
Miin bugi:seas: Hod=ip galvasiaed osil, oolor shests
Address: THD, Kawagen Indusir Ayer Kenoh,

75450 Melaka, Malsysia
Tel: 60-6-231-9990
Fax: 60-6-231-5310

CSC Steel Sdn. Bhd. 30

Managing Director: W, 1, Su

Main business: cold rolled steel products.

Address: 180, Kawasan Industri Ayer Keroh,
T5450 Melakn, Mabaysia

Tel: 60-6-231-9990

Fax: §0-6-231-5310

OTHER CSC-INVESTED COMPANIES

Kaohsiung Bapid Transit Corporation

Chadrinan: 5. C. Liu

Presideni: B. C. Yen

Mun bussfipeges: s fapdd traial engineenng aed services

Auddreas: Nool, Theng-an Bd | Chien Ches Destrsel, Esabsiung
Cily 80665, Tatwen, BO.C,

Tel: #56-7-793-9168

Fax: B56-7-T03-0090

Taiwan Rolling Steck Co., Ltd.

Chadrimsn: F. 5. W

Presideni: C. M. Chiou

Muin bussiipsges: falling stock snd componests

Aulitress: 458 Hain Haleg Road, Ha Bou Halasg, Hen-clus
Haien 30053, Tadwan, ROWC.

Tel: B86-3-5U7-4005

Fax: B56-3-507-4921

Tang Eng Iron Works Co., Ltd.

Chsdrman: F. 5. Wa

President: | H. Chen

Mdamn bussnpsses: slainbess gleel, corsmaction

Auddreas: No53, Chung Huis 416 Boad, Le Ya Desteiel,
Eaohsurg BI245, Talwan, BO.C.

Tel: B%6-7-335-1108

Fax: B8A-T-335-0348

Orversens Investment & Development Corporation

Chadrinan: [ Mao

Presidest: Viclor Haah

M bussfiesd: averiea medlimesls

Auldbreas: Roorn 2406, 24F, Na. 3133, Keelump Rosd Section 1,
Tazpei 11012, Taiwan, RO,

Tel: B26-2-2757-6965

Fax: #86-2-2757-6931

CDIB & Partners Investment Holding Corporation

Chairman; T. 5. Lee

President; Paul Wi Kai Woog

Address: 6F, 125 Nan King East Road Sex. 5, Song Shan
Diistrict, Taipei 10504, Taiwnn, R.CLC.

Tel: 886-2-2745-T181

P 886-2-276]1-474]

Industrial Bank of Taiwan

Chairman; Kenneth C. b Lo

President; Henry W, Peng

Mnin busingss: indastrial banking

Address: 99, Sec. 2, Tiding Blvd,, Neilw District, Taipei,
Taiwan, RB.OLC,

Tel: BE6-2-8732-T000

Fax: B86-2-Z798-8T730

Maruichi Steel Tube Lid.

Honcrary Chairmean of the Board: T. Homkaws

President; 5. Yoshimura

bnin tusiness: seel whes

Address: 3-0-10 Kihorie Nishi-Eu, Osaka 530-0014, Japan
Tel: B1-6-6331-01032

Fam: B1-6-6531-01332

Asia Pacific Broadband Telecom Co., Ltd.
Chairman; Sophin Chin
CEQ ; BEdward Hsich
Mnin business; fixed-line network communication services
Address: 16F, 277 Song Jen Road, Xin-vi District,
Thipei 11046, Taiwan, B.CLE.
Tel: 886-2-8780-8777
Fax: B86-2-8780-5300

CDIB Bio Science Ventures I, Inc.

Chairman and CEO; Benmy T, Hu

Agddress; H0F, 99 Tun Hwa South Boad Sec, 11,
Thipei 1682, Taiwan, R.CLC.

Tel: BE6-2-25 250556

Fax: BE6-2-2754-TTHE

Phalanx Biotech Group

Chairman and CEQ; Andrew Wang,

Address; & Technology Road S6th Floor Science-Based
Imshastrial Park, Heincha 30077, Thiwan, FO.C,

Tel: BE6-3-57R1168

Fax: BE6-3-F7R5099

Wuxi Teco Electric & Machinery Co., Ltd. ™

Chairman; 5. C. Lin

President; C. L. Yang

Mddress; Mo 72, Waxd Mational Hi-Tech Indistrial
Development Zone, New District Jiang Su, China

Tel: B&-510-R334 0005

Fa: BG6-510-B3342053

East Asia United Steel Corporation

Chairman: Famio Hombes

President; Fumio Hombe (Concurreniiy)

Mnim business: holding company owning 10084 of the shares of
Bumikin kron & Steel Corp,

Auddress; Triton Square Office Tower ¥ 8-11, Harumi, 1-

Chome, Chuo-Ku Tokyo 104-641 1, Japan
Tel: B1-3-4416-6758
Fae: B1-3-4416-6149
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(as of March 31, 2009)

CTB I Venture Capital Co., Ltd.

‘Chaimman: M. Y, Wei

President: F. Y, Huang

ain husiness: imvesimenis in hi-iech boasinesses

Adddress: Sth Floor, No.%1, Heng Yang Road, Taipei |000%,
Taiwan, B.OLC,

Tel: BiG-2-ETES2000

Fax: A86-2-ET9 30

CED: Chin-Dier Cha
Auddress: Jrd Floor, Mo, 104, Xm-yi Road Sec.5,
Thipei | 107, Thiwean, B.OLC,

Tel: Ra6-2-57R9-200H}
Fax: 886-2-5785-5000

Taian Technologies Corporation
Chaimman: C. J. Chang
FPresident: J. M, Yang, Fh.D,
mAnRgErment
Address; Room A, 28F,, No.7, Sec, §, Xin-yi Rd., Xim-yi
Diistrict, Taiped City | 10:4%, Thiwan R.O.C,
Tel: BEG-2-2655-3299
Fao: BR6-2-2655-3 200

Taigen Biotechnology Co., Ltd.

‘Chaimman; M.C. Hea, Ph. I,

FPresident: b4.C. Hen, Ph. [t (Comcurendly)

Address; TF 138 Shin Ming Road, Taipei 11470, Taiwan,
ROLC,

Tel: B86-2-8177-7072

Fax: RE6-2-27%-3606

10

Kaohsiung Arena Development Corporation

Chairman: ¥ictar Lin

President: Victar Lin {Concurrendly)

Main business: grounds and buaildings for athletic events and

recreational activities.

Addrese: 15F, Mo, 12 Bo-ai 3rd Road, Zuoying District,
Kaohsiumg 81367, Taiwan, R.OLC,

Tel: BB6-T-341-6852

Fax: 8R6-7-074-53523

Baolai Greeting Development Co., Litd

Chairman: C, C, Chiang

President: C. C. Chiang (Concurrsntly)

Main business: inwestments im botels, restnurants and recreation

Adddrese: 14F-2., M. 412, Sec. 5, JThongsiao E, Rd., Da-an
Drigtrict, Thipei 110461, Taiwan, R.OWC

Ted: BB6-2-BTR0-3013

Fax; 386-2-8T80-5064

Hsin Hsin Cement Enterprice Corporation

Chairman: C, L., Wang

President: C, L. Wang (Concumrendy)

Main business: development of mw maserial soarces for
cemend; production and sales of cement
products

Adddress: 6F, Mo, 121 Sung Chiang Foad, Taipei 10485, Taiwan,

ROC
Tel: BR6-2-2308-4468
Fax: 886-2-2507-4510

Qingdao TECO Precision Mechatronics Co., Lid 10
Chadimen: Theodoss M H. Huasg,

Vice Chaleman: Emndlle Sun Ph.0.

President: Theodore M. H. Huasg ( Concurrently)

Main businiess: production and sales of compressons

Aulidress: Mousta, Beyjlng Kosd, Haosen Ciy, Oingdao Lingang Ecanomdc Devedopomenl

Lomi, Shardoag, Chins
Tel: B6-532-BH05-2HEH
Fax: 85-532-B%05-9066

Yodogawa Steel Works, Lid.

Chasdrran: Takushi Suwrukd

President: Yoshitsagy Eokuba

Bdain business: Hol-dip palvanieed colls, colar sheeds
Address: 1-1, 4-Chore, Minsmahomschl, Chue-ku, Osska, 541-0054, lspan
Tel: B1-6-6245-1111

Adimmune Corporation

Chasdrmasn: Seve Chan

President: lgnatiua Wed

Blain busingss: human vaccmne manafsciune

Auddress: MoJ3, See. 1, Tan Shin Rd., Tanteu, Tabchung 42743, Taiwan, BO.C.
Tel: B%6~4-2538-1220

Fax: 886-4-2538-2105

CSBC Corporation, Taiwan

Chadrman: W, L. Cleng

Presidenst: C. C. Li

Bblain businiss: shipbudiding

Auldress: MO Chung Kang Bosd, Staopang Districl, Kashsaung 81234, Talwan,
RO

Tel: B26-T-801-0111

Fax: B26-7-802-0405

30 China Stsel Corporation’s investmen is throwgh Chira Steel Asia-Pacific Holdings Pre. Lid.
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CHINA STEEL CORPORATION

Head Office

1 Chung Kang Road, Siaogang District, Kaohsiung 81233,
Taiwan, R. O. C.

Tel.: 886 7 802-1111

Fax: 886 7 802-2511, 801-9427

Web-site: http: //www.csc.com.tw

Taipei Liaison Office

Room A, 28F, Taipei 101 Tower, 7 Xin-Yi Road, Section 5, Taipei 110489,
Taiwan, R. O. C

Tel.: 886 2 8758-0000

Fax: 886 2 8758-0007

Singapore Office

#14-01 MAS Building, 10 Shenton Way,
Singapore 0207

Tel.: 65 6223-8777~8

Fax: 65 6225-6054

Osaka Office

8F, Nantai Building, 2-20, Minamihonmachi,
4-Chome, Chuoku, Osaka 541, Japan

Tel.: 81 6 6281-1021~2

Fax: 81 6 6281-1023
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