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INDEPENDENT AUDITORS' REPORT

The Board of Directors and Stockholders
China Steel Corporation

We have audited the accompanying balance sheets of China Stperafion (the “Corporation”) as of
December 31, 2007 and 2006, and the related statements of income, chastgekhiolders’ equity and cash
flows for the years then ended. These financial statenmsmetsthe responsibility of the Corporation’s
management. Our responsibility is to express an opinion on these dirgtatéments based on our audits.

We conducted our audits in accordance with the Rules Governing the Audit of &irstatéments by Certified
Public Accountants and auditing standards generally accepted inefheblR of China. Those rules and
standards require that we plan and perform the audit tinalei@sonable assurance about whether the financial
statements are free of material misstatement. An audit inobxa@@sining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. Ah asd includes assessing the accounting
principles used and significant estimates made by managensentelbas evaluating the overall financial
statement presentation. We believe that our audits provide a re&sbasisl for our opinion.

In our opinion, the financial statements referred to in tket fiaragraph present fairly, in all material respects,
the financial position of the Corporation as of December 31, 2002G0&] and the results of its operations and
its cash flows for the years then ended, in conformity with Gluédelines Governing the Preparation of
Financial Reports by Securities Issuers, requirements of thenddssiAccounting Law and Guidelines
Governing Business Accounting relevant to financial accountargiards, and accounting principles generally
accepted in the Republic of China.

Effective 2006, as stated in Note 3 to the accompanying finanafahstnts, the Corporation adopted the newly
issued Statement of Financial Accounting Standards (SFASBHA “Accounting for Financial Instruments,”
SFAS No. 36 “Disclosure and Presentation of Financial Instruments” andatedredvisions to other SFASSs.

January 29, 2008
Notice to Readers

The accompanying financial statements are intended only to presdimatheial position, results of operations
and cash flows in accordance with accounting principles and practicesallgnaccepted in the Republic of
China and not those of any other jurisdictions. The standards, proceduresractitgs to audit such
financial statements are those generally accepted and applied in the ReguBliina.

For the convenience of readers, the auditors' report and the accompdinyamgial statements have been
translated into English from the original Chinese version prepared and used ingbblRef China. If there is
any conflict between the English version and the original Chimexsdon or any difference in the interpretation
of the two versions, the Chinese-language auditors' report and financiairgats shall prevail. Also, as stated
in Note 2 to the financial statements, the additional footnote digeleshat are not required under generally
accepted accounting principles were not translated into English.
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CHINA STEEL CORPORATION

STATEMENTS OF INCOME

YEARS ENDED DECEMBER 31, 2007 AND 2006
(In Thousands of New Taiwan Dollars, Except Earnings Per Share)

OPERATING REVENUE (Notes 2, 23 and 28)
OPERATING COSTS (Notes 21 and 23)
GROSS PROFIT

REALIZED (UNREALIZED) INTER-COMPANY
GAIN

REALIZED GROSS PROFIT
OPERATING EXPENSES (Notes 21 and 23)
Research and development
Selling
General and administrative
Total operating expenses

OPERATING INCOME

NONOPERATING INCOME AND GAINS
Interest income

2007

2006

Amount
$207,918,952
152,705,397

55,213,555

(160,520
55,053,035

1,335,607
2,630,294
2,370,820
6,336,721

48,716,314

668,868

Investment income recognized under equity method

(Note 11)
Valuation gain on financial assets (Note 5)
Others

Total nonoperating income and gains
NONOPERATING EXPENSES AND LOSSES
Interest expense (Note 12)
Loss on physical inventory
Impairment loss (Note 9)
Others
Total nonoperating expenses and losses

INCOME BEFORE INCOME TAX

INCOME TAX (Notes 2 and 20)

12,117,747
133,047
1,877,103
14,796,765
569,884
603,793
319,290
368,438
1,861,405
61,651,674

10,387,800

%

100

Amount %
$177,658,233 100
134,216,258 76

43,441,975 24

26,208 -
43,468,183 _24
1,117,278 1
2,324,447 1
2,281,730 __ 1
5,723,455 __ 3
21

37,744,728

343,746 -
9,631,087 6
148,954 -
1,299,162 _ 1
_7

11,422,949

541,823 -

272,000 -
675,101 1

1,488,924 1
47,678,753 27

8,482,347 5

(Continued)



CHINA STEEL CORPORATION

STATEMENTS OF INCOME
YEARS ENDED DECEMBER 31, 2007 AND 2006
(In Thousands of New Taiwan Dollars, Except Earnings Per Share)

2007 2006
Amount % Amount %
INCOME BEFORE CUMULATIVE EFFECT OF
CHANGES IN ACCOUNTING PRINCIPLES $ 51,263,874 25 $ 39,196,406 22
CUMULATIVE EFFECT OF CHANGES IN
ACCOUNTING PRINCIPLES (Note 3) (Net of
income tax benefit of $64,547 thousand) - - (37,822 -
NET INCOME $ 51,263,874 _25 $ 39,158,584 _22
2007 2006

Before Tax After Tax Before Tax After Tax

EARNINGS PER SHARE (Note 22)
Basic $ 540 $ 449 $ 416 $ 343
Diluted $ 538 $ 448 $ 416 $ 342

Pro forma information (net of income tax) assuming the Cormoratishares held by its subsidiaries were
accounted for as investments instead of treasury stock is@sdoll

2007 2005
Income before cumulative effect of changes in accounting principles $51,590,392 $39,535,300
Net income 51,590,392 39,497,478

Basic earnings per share based on weighted-average number of outstanding

common shares aggregating 11,494,998 thousand shares and 11,492,997

thousand shares for the years ended December 31, 2007 and 2006,

respectively $4.48 $3.43
Diluted earnings per share based on weighted-average number of ontstandi

common shares aggregating 11,533,954 thousand shares and 11,533,691

thousand shares for the years ended December 31, 2007 and 2006,

respectively $4.47 $3.42

The accompanying notes are an integral part of the financial statements.

(With Deloitte & Touche audit report dated January 29, 2008) (Concluded)
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CHINA STEEL CORPORATION

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2007 AND 2006
(In Thousands of New Taiwan Dollars)

2007 2006
CASH FLOWS FROM OPERATING ACTIVITIES
Net income $ 51,263,874 $ 39,158,584
Cumulative effect of changes in accounting principles - 37,822
Adjustments to reconcile net income to net cash provided by operating
Depreciation 11,460,311 9,357,647
Amortization 616,288 505,859
Deferred income tax (365,715) (191,076)
Investment income under the equity method (12,117,747) (9,631,087)
Cash dividends received from equity method investees 5,737,767 4,956,820
Cash dividends from bond investments with no active market 443,398 399,050
Impairment loss 319,290 272,000
Valuation gains on financial assets (133,047) (148,954 )
Unrealized loss (gain) on inter-company transactions 160,520 (26,208)
Others 11,913 (80,450)
Net changes in operating assets and liabilities
Notes receivable (59,277) 304,754
Accounts receivable 274,927 (702,538)
Inventories (5,759,315) 3,419,504
Other receivable (248,474) 273,456
Other current assets (1,403,438) 141,557
Notes and accounts payable 1,729,307 1,274,379
Income tax payable 999,710 (1,895,943)
Accrued expenses (300,297) 817,054
Other payables (274,294) (1,038,867)
Other current liabilities 360,952 447,422
Net cash provided by operating activities 52,716,653 47,650,785
CASH FLOWS FROM INVESTING ACTIVITIES
Acquisition of financial assets at fair value through profit or loss (11,698,265) (17,900,161)
Proceeds from disposal of financial assets at fair value through profit
or loss 23,115,203 16,864,655
Acquisition of available-for-sale financial assets (349,389) -
Acquisition of financial assets carried at cost (142,562) (75,760)
Proceeds from disposal of financial assets carried at cost 15,762 4 955
Acquisition of investments accounted for by equity method (573,579) (289,554 )
Acquisition of property, plant and equipment (16,754,453) (12,911,588)
Proceeds from disposal of property, plant and equipment - 1,836
Decrease (increase) in refundable deposits (25,840) 290,997
Proceeds from capital reduction on financial assets carried at cost 18,360 18,000
Decrease (increase) in restricted assets (510,340) 950,000
Increase in other assets (284,343 (2,757,586
Net cash used in investing activities (7,189,446 (15,804,206
(Continued)



CHINA STEEL CORPORATION

STATEMENTS OF CASH FLOWS
YEARS ENDED DECEMBER 31, 2007 AND 2006
(In Thousands of New Taiwan Dollars)

2007 2006
CASH FLOWS FROM FINANCING ACTIVITIES
Increase (decrease) in short-term loans and overdraft $ (6,455,304) $ 5,136,606
Decrease in commercial paper payable - (1,499,376)
Repayments of bonds payable - (10,000,000)
Proceeds from issuance of bonds payable - 13,700,000
Proceeds from long-term debt 795,335 -
Proceeds from disposal of treasury stock to employees 37,268 -
Cash dividends (30,834,545) (39,641,931)
Cash bonus to employees and remuneration to directors and
supervisors (828,413) (1,052,652)
Purchase of treasury stocks - (32,096
Net cash used in financing activities (37,285,659 (33,389,449
NET INCREASE (DECREASE) IN CASH AND CASH
EQUIVALENTS 8,241,548 (1,542,870)
CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 16,196,611 17,739,481
CASH AND CASH EQUIVALENTS, END OF YEAR $ 24438,159 $ 16,196,611
SUPPLEMENTAL CASH FLOW INFORMATION
Interest paid (excluding capitalized interest) $ 556,902 $ 573,342
Income tax paid 9,753,805 10,569,366
INVESTING ACTIVITIES AFFECTING BOTH CASH AND
NON-CASH ITEMS
CASH PAID FOR ACQUISITION OF PROPERTY, PLANT AND
EQUIPMENT
Acquisition of property, plant and equipment $ 16,943,124 $ 14,246,316
Increase in payable for equipment purchased (188,670 (1,334,728
$ 16,754,453 $ 12,911,588
CASH PAID TO STOCKHOLDERS
Total cash dividends payable to stockholders $ 30,838,127 $ 39,694,019
Increase in dividends payable (3,582 (52,088
30,834,545 39,641,931
The accompanying notes are an integral part of the financial statements.
(With Deloitte & Touche audit report dated January 29, 2008) (Concluded)



CHINA STEEL CORPORATION

NOTES TO FINANCIAL STATEMENTS

YEARS ENDED DECEMBER 31, 2007 AND 2006

(In Thousands of New Taiwan Dollars, Except Amounts Stated Otherige,
Earnings and Dividends Per Share)

1. ORGANIZATION AND OPERATIONS

China Steel Corporation (the “Corporation”) was incorporateDecember 3, 1971. It manufactures and
sells steel products and engages in machinery and communications engiaadrconstruction.

The Corporation’s shares have been listed on the Taiwan Biatlange since December, 1974. As of
December 31, 2007, the Ministry of Economic Affairs (previously uttober 2006 the owner was the
Ministry of Finance), Republic of China owned 22.52% of the Corporation’saoidisig common stock.

As of December 31, 2007 and 2006, the Corporation both had about 9,000 employees.

2. SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The financial statements have been prepared in conformitythétisuidelines Governing the Preparation
of Financial Reports by Securities Issuers, Business Accouhtmmg Guidelines Governing Business
Accounting and accounting principles generally accepted in thalite of China (“ROC”). Under these

guidelines, law and principles, certain estimates and assumpiwesbeen used for the allowance for
doubtful accounts, loss on inventory, depreciation of property, plane@mgment, impairment loss on

assets, pension cost and loss on pending litigations.  Actual resultiffaafrom these estimates.

For readers’ convenience, the accompanying financial statementstranslated into English from the

original Chinese version prepared and used in the ROC. Ihdigtencies arise between the English
version and the original Chinese version or if differences amisthe interpretations between the two
versions, the Chinese-language financial statements shadlilpreklowever, the Corporation’s financial

statements do not include the English translation of additidizglosures that are not required under
generally accepted accounting principles but are required byselkarities and Futures Bureau (SFB,
formerly the Securities and Futures Commission before July 1, 2004) foovleesight purposes.

Significant accounting policies are summarized as follows:

Current and Noncurrent Assets and Liabilities

Current assets include cash, cash equivalents, and thosehasddatsainly for trading purposes or to be
realized, sold or consumed within one year from the balsineet date. All other assets such as property,
plant and equipment and intangible assets are classified agrireoic Current liabilities are obligations
incurred for trading purposes or to be settled within one year frenbalance sheet date. All other
liabilities are classified as noncurrent.

Cash Equivalents

Cash equivalents are short-term notes and bills with mietiot three months or less when acquired and
with carrying amounts that approximate their fair values.



Financial Assets at Fair Value Through Profit or Loss

Financial instruments (mainly open-end funds) are designatiathasial assets at fair value through profit
or loss (FVTPL) to remove significant accounting inconsistendhe Corporation recognizes financial
assets on its balance sheet when the Corporation becomesy doptré contractual provisions of the
financial instrument. A financial asset is derecognized whenCibiporation has lost control of its
contractual rights over the financial asset. These finamgalLiments are initially recognized at fair value
and related transaction costs are expensed currently. When sulliyequesasured at fair value, the
changes in fair value are recognized in current income. Theradite between proceeds of sale and
carrying value is recognized in current income when the finhasiset is derecognized from the balance
sheet. A regular way purchase or sale of financial asset®isleglcusing trade date accounting.

Fair value is based on net asset value of open-end funds on balance sheet date.
Available-for-sale Financial Assets

Available-for-sale financial assets are initially recognizefdiatvalue plus transaction costs that are directly
attributable to the acquisition. When subsequently measuredr atafue, the changes in fair value are
excluded from earnings and reported as a separate componemtibiottiers’ equity. The accumulated
gains or losses are recognized in earnings when the finassétlia derecognized from the balance sheet.
A regular way purchase or sale of financial assets @rded using trade date accounting. Fair value is
based on the closing price on balance sheet date for listed stodkdetermined by using valuation
technique for financial instruments without quoted price.

The timing for recognition or derecognition of available—foredatancial assets is similar to financial
assets at fair value through profit or loss.

Cash dividends received from and after the year of investaeguisition are recognized as income in the
period received, except for dividends distributed from theaprgisition profit which are treated as a

reduction of investment cost. Stock dividends are recognizedasrdy increase in the number of shares of
stock held on the ex-dividend date. Costs of investments soldeteemined by the weighted-average

method. Any difference between the initial carrying amounts déla security and the amount due at

maturity is amortized using the straight - line method and the amartizatcredited or charged to income.

An impairment loss is recognized when there is objectivdeace that the financial asset is impaired.
Any subsequent decrease in impairment loss for an equitynmsirt classified as available-for-sale is
recognized directly in equity. If the fair value of a déftrument classified as available-for-sale
subsequently increases as a result of an event which atairee the impairment loss was recognized, the
decrease in impairment loss is reversed to profit.

Revenue Recognition, Accounts Receivable and Allowance for DouliitAccounts

Revenues are recognized when titles to products and risks ofshiynare transferred to customers as
follows: domestic sales - when products are delivered outeofCorporation’s premises to customers;
exports - when products are loaded onto vessels.

Sales are measured at fair value, the price (net @é tdsscounts and sales discounts) agreed to by the
Corporation and customers. But if the related receivalilagswithin one year, the difference between its
present value and receivable amount is immaterial, and satesactions are frequent, the fair value of
receivables is equivalent to the nominal amount of cash to be received.

The Corporation doesn't provide allowance for doubtful accoantdank acceptances in transit which
resulted from revenue from letters of credit. The Corpamaprovides 100% allowance for doubtful
accounts on accounts receivable from sales on credit and setlvateare overdue and assessed as not
collectible.



Factoring of Accounts Receivable
The following three conditions must be met to recognize factoring of ascagtivable:
a. The accounts receivable have been legally isolated fro@otiperation.

b. The transferees have obtained the right to pledge or exxhi@mgccounts receivable, which are either
the transferred accounts receivable or beneficial interest tretiferred assets.

c. The transferor does not maintain effective control, throughgegement to repurchase or redeem the
transferred accounts receivable before their maturity, overahsférred accounts receivable.

If the three conditions are met, the difference between theque@nd the carrying value of the accounts
receivable is recognized as a loss and recorded as nonoperating £xpense

Inventories

Inventories are raw materials, supplies, fuel, finished prodatswork in process. Inventories are stated
at the lower of total moving average cost or market valbarket value is the net realizable value for
finished products, and work in process, and replacement costaviormaterials, supplies and fuel.
Slow-moving supplies are provided with allowance for inventory obselece since 2007. This change
did not have significant impact on the net income and basicngarper share for the year ended December
31, 2007.

Financial Assets Carried at Cost

Investments in equity instruments with no quoted prices irctweamarket and with fair value that cannot

be reliably measured, such as non-publicly traded stocks andinfuhds are measured at their original
cost. The accounting treatment for dividends on financialtsagseried at cost is similar to that for

dividends on available-for-sale financial assets. An impaitrioss is recognized when there is objective
evidence that the asset is impaired. A reversal of this impairosnisl not allowed.

Bond Investments With No Active Market

Bond investments with fixed or determinable payments and witijunted prices in an active market are
carried at amortized cost. Those financial assets #i@lynrecognized at fair value plus transaction cost
that are directly attributable to the acquisition. Profitoss is recognized when the financial assets are
derecognized, impaired or amortized.

An impairment loss is recognized when there is objectivéeage that the investment is impaired. The
impairment loss is reversed if an increase in the investnertoverable amount is due to an event which
occurred after the impairment loss was recognized; however, teeicarrying amount of the investment
may not exceed the carrying amount that would have been deterimwledo impairment loss been
recognized for the investment in prior years.

Investments Accounted for by the Equity Method

Investments in which the Corporation holds 20 percent or matedhvestees’ voting shares or exercises
significant influence over the investees’ operating and fimdmlicy decisions are accounted for by the
equity method.

Prior to January 1, 2006, the difference between the acquisition rmbghe Corporation’s proportionate
share in the investee’s equity was amortized by the striightnethod over 5 years. Effective January 1,
2006, pursuant to the revised Statement of Financial Accountinglé®thSFAS”) No. 5, “Long-term
Investments Accounted for by Equity Method”, the acquisition caahddyzed, and the acquisition cost in
excess of the Corporation’s share of the fair valuenefidentifiable net assets acquired is recognized as

-10 -



goodwill. Such goodwill is not amortized but instead is testeihfpairment annually or whenever there
are indications that the investments are impaired. The excdss @btporation’s share of the fair value of
the net identifiable assets acquired over the cost of acquisstiused to reduce the fair value of each of the
noncurrent assets acquired (except for financial assets thdreinvestments accounted for by the equity
method, noncurrent assets held for sale, deferred income tag, ggeptid pension or other postretirement
benefit) in proportion to the respective fair values of the noantiassets, with any excess recognized as an
extraordinary gain. Effective January 1, 2006, the accountingmeea for the unamortized investment
premium arising on acquisitions before January 1, 2006 is the aa that for goodwill and the premium is
no longer being amortized. For any investment discount arisingcpnsaimns before January 1, 2006,
the unamortized amount continues to be amortized over the remaining year.

Profits from downstream transactions with an equity-method tewesre eliminated in proportion to the
Corporation’s percentage of ownership in the investee; howevtre iCorporation has control over the
investee, all the profits are eliminated. Profits from upstréransactions with an equity-method investee
are eliminated in proportion to the Corporation’s percentage of ownensthip investee.

When the Corporation subscribes for its investee’s newlyeis shares at a percentage different from its
percentage of ownership in the investee, the Corporation rett@rdange in its equity in the investee’s
net assets as an adjustment to investments, with a corresp@maumt credited or debited to capital
surplus. When the adjustment should be debited to capital surptutheboapital surplus arising from
long-term investments is insufficient, the shortage is debited toeetaiarnings.

The Corporation’s shares held by subsidiaries are recordeteasury stocks. The Corporation’s
dividends appropriated to subsidiaries are debited to investmeamhe and adjusted to capital surplus -
treasury stock transaction.

If the market prices of equity - investees’ securis@mificantly decline below carrying value and the
decline is permanent, the investment loss should be recognizedliasddoss in the same year of the
decline. This investment will be revalued if an investeessket value becomes higher than book value
per share. The difference between the new cost of the immestand the proportionate equity in the
investee is amortized over five years.

Property, Plant and Equipment

Property, plant and equipment, except land, are stated abrcastst plus revaluation increment, less
accumulated depreciation. Borrowing costs directly attributédl¢he acquisition or construction of
property, plant and equipment are capitalized as part of thefctigise assets. Major additions, renewals
and improvements are capitalized, while costs of maintenance aai r@q@ expensed currently.

Depreciation is calculated by the straight-line method ®evice lives estimated as follows: land
improvements, 10 to 40 years; buildings, 5 to 60 years; machinerye@mgment, 3 to 25 years;

transportation equipment, 3 to 20 years; and other equipment, Jygadd) Depreciation on appreciation
is calculated by the straight-line method over the remainingcselives of the revalued assets. When
property, plant and equipment reach their residual value bustdiren use, their residual value are

depreciated over their reestimated service lives.

The related cost (including revaluation increment), accuedlaepreciation, accumulated impairment
losses and any unrealized revaluation increment of an itemraderty, plant and equipment are
derecognized from the balance sheet upon its disposal. Any gdassoon disposal of the asset is
included in nonoperating gains or losses in the year of disposal.

Intangible Assets
Intangible assets acquired are initially recorded atandtare amortized on a straight-line basis over their

estimated useful lives. Computer software, patents andniealle are amortized by the straight-line
method over 3 to 5 years.
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Assets Leased to Others

Assets leased to others are stated at the lower of carrying eafecoverable value.
Unamortized Repair

Unamortized repair refer to the major repairs of blast furnaceararainortized over five years.
Impairment of Asset

If the recoverable amount of an asset (mainly property, pladt emuipment, intangible assets, and
investments accounted for by the equity method) is estintatdgk less than its carrying amount, the
carrying amount of the asset is reduced to its recoverahteird. An impairment loss is charged to
earnings unless the asset is carried at a revalued anmowttich case the impairment loss is treated as a
deduction to the unrealized revaluation increment. The long-&ock investments, with significant
influence but the Corporation doesn’t have controlling right, estimated at the carrying value of the
investments; the long-term stock investment that the Corporasisrcontrolling right are estimated based
on consolidated financial statement.

If an impairment loss subsequently reverses, the cargyimmunt of the asset is increased accordingly, but
the increased carrying amount may not exceed the carrying amounbthidthave been determined had no
impairment loss been recognized for the asset in prior yearstevérsal of an impairment loss is
recognized in earnings, unless the asset is carried ahledvamount, in which case the reversal of the
impairment loss is treated as an increase in the unrealized revalinatiement.

Pension Cost
Pension cost under defined benefit plan is determined by actuarial vadueatic recorded as expenses.

Contributions made under a defined contribution plan are recognizpena®n cost during the year in
which employees render services.

Treasury Stock

The Corporation reacquired its issued shares and recorde@dhguisition as treasury stock at cost and
shown as a deduction in stockholders’ equity.

The Corporation accounts for its stock held by subsidiarieseasutty stock. The recorded cost of the
stock is based on its carrying amount as of January 1, 2002.

Income Tax

The Corporation applies intra-year and inter-year allooatfor its income tax, whereby deferred income
tax assets for the tax effects of temporary differences,ednlass carryforward and unused tax credits.
Valuation allowances are provided to the extent, if any,ithatmore likely than not that deferred income
tax assets will not be realized. A deferred tax asse@bilily is classified as current or noncurrent in
accordance with the classification of its related agsditibility. However, if a deferred income tax asset
or liability does not relate to an asset or liability lire financial statements, then it is classified as either
current or noncurrent based on the expected length of time before itiedealisettled.

Tax credits for purchases of machinery, equipment and techno&sgparch and development expenditures,
and employee training expenditures are recognized when those crediendee.g
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Adjustments of prior years’ tax liabilities are added to or deductedtfrerourrent year’s tax provision.

According to the Income Tax Law, an additional tax at 10%nafppropriated earnings is provided for as
income tax in the year the stockholders’ meeting approve to retain thiegsar

Foreign-currency Transactions and Translation of Foreign-currencyFinancial Statements
Non-derivative foreign-currency transactions are recorded\wm TNawan dollars at the rates of exchange in
effect when the transactions occur. Exchange differendgsisiga from settlement of foreign-currency

assets and liabilities are recognized in profit or loss.

At the balance sheet date, foreign-currency monetarysaasd liabilities are revalued using prevailing
exchange rates and the exchange differences are recognized in pos# or |

At the balance sheet date, foreign-currency nonmonetary asddiatilities that are measured at fair value
are revalued using prevailing exchange rates, with the exchange diffeteyated as follows:

a. Recognized in stockholders’ equity if the changes in fair value@wgnized in stockholders’ equity;
b. Recognized in profit and loss if the changes in fair value is re@abimizrofit or loss.

Foreign-currency nonmonetary assets and liabilities thatared at cost continue to be stated at historical
exchange rates at trade dates.

If the functional currency of an equity-method investee fisr@ign currency, translation adjustments will
result from the translation of the investee’s financial stateéminto the reporting currency of the Company.
Such adjustments are accumulated and reported as a separate compooektialfists’ equity.

Hedge Accounting

Hedge accounting recognizes the offsetting effects on mofibss arising from the changes in the fair
values of the hedging instrument and the hedged item as follows:

a. Fairvalue hedge
The Corporation uses the non-derivative financial instruments te tleeg@xchange rate fluctuations of
a net investment in a foreign operation.The gain or loss frareasuring the hedging instrument at fair
value and the gain or loss on the hedged item attributable todgedesk are recognized in profit or
loss.

b. Hedge of a net investment in a foreign operation
The portion of the gain or loss on the hedging instrument tligtésmined to be an effective hedge is
recognized in stockholders’ equity. The amount recognized in stalgkisblequity is recognized in
profit or loss on disposal of the foreign operation.

The Corporation uses the hedge activities to control the risk okthamge rate fluctuation.

Reclassifications

Certain accounts in the financial statements as of anthé year ended December 31, 2006 have been

reclassified to conform to the presentation of the finantiéments as of and for the year ended December
31, 2007.
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3. EFFECTS OF CHANGES IN ACCOUNTING PRINCIPLES
a. Adoption of New and Revised Standards

On January 1, 2006, the Corporation adopted the newly releasedN8=3& “Financial Instruments:
Recognition Measurement” and SFAS No.36 “Financial Instrumemssid3ure and Presentation” and
the related revisions of previously released SFASSs.

The Corporation categorized properly its financial assets iahilities upon initial adoption of the
newly released SFASs and related revisions of previoudgsed SFASs. The adjustments made to
the carrying amounts of the financial instruments categorizedascfal assets or financial liabilities at
fair value through profit or loss were included in the cumulatiffece of changes in accounting
principles; on the other hand, the adjustments made to théngaamounts of those categorized as
financial assets carried at cost and available-for-sadadial assets were recognized as adjustments to
stockholders’ equity.

In addition, the foreign-currency equity instruments previoasigounted for by the cost method is
reclassified as financial assets carried at cost wheére revalued based on the historical exchange rate
at initial investment date and adjustment was made to cunailatinslation adjustment recorded in
stockholders’ equity and related financial assets.

The Corporation also reassessed the hedge effectivendhe fuity investment in East Asia United
Steel Corporation and adjusted the exchange loss of $193,641 thousand predoosdied to
cumulative effect of changes in accounting principles.

The effects of adoption of the above SFASs were summarized as follows:

Recognized as Recognized as a

Cumulative Effect Separate
of Changes in Component of
Accounting Stockholders’
Principles Equity
(Net of Tax) (Net of Tax)
Financial assets at fair value through profit or loss $ 155,819 $ -
Available-for-sale financial assets - 3,936,398
Financial assets carried at cost (193)641 261,188

$ (37,829 $ 4,197,586

The net effect of the change in accounting principles is goifisiant to the Corporation’s net income
and basic earnings per share for the year ended December 31, 2006.

Effective January 1, 2006, the Corporation adopted the amefkdesl ISo. 1 “Conceptual Framework
for Financial Accounting and Preparation of Financial Statemeiis” 5 "Long-Term Investment
Accounted for by Equity Method” and No. 25 “Business Combinationsceéating Treatment under
Purchase Method.” The amendments of the SFASs mainly providadthe carrying value of
investment and the proportionate equity shall be analyzed, and goodwill shoedddaefor impairment
annually and is no longer being amortized. Such change did net digwificant impact on the
Corporation’s financial statements as of and for the year ended Decgmi2®06.

b. Recent Accounting Pronouncements
In March 2007, the Accounting Research Development Foundationvia éssued an interpretation
that requires companies to recognize as compensation expensesslaids® employees, directors

and supervisors beginning January 1, 2008. These bonuses are \cueeortlied as appropriations
from earnings.
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4. CASH AND CASH EQUIVALENTS

December 31, December 31,

2007 2006
Cash on hand $ 18,927 $ 18,704
Checking accounts and demand deposits 682,671 872,368
Time deposits 7,100,000 2,700,000
Negotiable certificates of deposit 6,000,000 3,000,000
Cash equivalents - short-term notes and bills 10,636,5619,605,539

$ 24,438,159 $ 16,196,611

As of December 31, 2007 and 2006, the Corporation had foreign bank depo¥i&8#5 thousand and
¥ 8,685 thousand in Japan-Osaka Bank &8 thousand and¥27,904 thousand in Singapore - Daiwa
Securities SMBC with the total o¥ 8,834 thousand (NT$2,559 thousand) a¥®6,589 thousand
(NT$10,057 thousand), respectively.

5. FINANCIAL ASSETS AT FAIR VALUE THROUGH PROFIT OR LOSS

These financial assets designated as at FVTPL repregmarisend funds.  As of December 31, 2007 and
2006, the balances of financial assets at fair value thrprajft or loss were NT$1,032,097 thousand and
NT$12,315,988 thousand, respectively. The purpose of classifying opdoretedto this account is to
remove the accounting inconsistency between investment income aedtietgrense.

Net gains on financial assets designated as at FVTPL for thegratad December 31, 2007 and 2006 were
NT$133,047 thousand and NT$148,954 thousand, respectively.
6. AVAILABLE-FOR-SALE FINANCIAL ASSETS

December 31, 2007 December 31, 2006
Current Noncurrent Current Noncurrent

Quoted stocks
Maruichi Steel Tube Ltd. $ -$ 757,920 $ - $ 757,920
Yodogawa Steel Works, Ltd. - 349,389 - -
Advanced Material Technology
Corporation (AMTC) (Note 9) - - - 243,290
Tang Eng Iron Works Corporation
(TEIWC) - - - -
Taiwan Semiconductor Manufacturing
Company (TSMC) 967,456 - 967,456 -
Bank debentures - Taiwan Cooperative Bank 250,220 - 250,460 -
Adjustments for change in valuation 3,357,450 1,565,847 _ 3,717,406 _ 1,850,767

4,575,126 $ 2,673,156 $ 4,935,322 $ 2,851,977

The Corporation invested NT$597,214 thousand to acquire 9% equity ®YCIE In 2002, the
Corporation recognized an impairment loss of NT$597,214 thousand on ggewt in TEIWC. In July
2006, TEIWC's shares were listed on the Gre Tai Securitieskdtla Accordingly, this financial asset
carried at cost was classified as available-for-salanfiial asset-noncurrent. As of December 31, 2007
and 2006, the carrying value of this financial asset were NT$731h68%and and NT$895,821 thousand,
respectively.
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In September 2007, in order to firm up the sales business ofpstekicts, the Corporation invested
NT$349,389 thousand¥1,214,000 thousand) and acquired 2,000 thousand common shares of Yodogawa
Steel Works, Ltd., representing 1% equity. The purchase pegceshare was referred to the average
closing price of Yodogawa Steel Works, Ltd. stock in Tokyo Stock ExcHamgeAugust 1 to 28, 2007.

The Corporation borrowed foreign-currency bank loans in the saments with the hedged investment to
hedge exchange rate fluctuation risks on the investments inidiateel Tube Ltd. and Yodogawa Steel

Works, Ltd. (Notes 16 and 26).

7. ACCOUNTS RECEIVABLE

The Corporation entered into three factoring accounts rdaeiwantracts (without recourse) with Mega
Bank, Bank of Taiwan and Taipei Fubon Bank. Under the contrhet§drporation is empowered to sell
accounts receivable to the banks upon the delivery of producisstomers and is required to complete

related formalities at the next banking day.

The related information for the Corporation’s sale of @soants receivable for the years ended December
31, 2007 and 2006 is as follows:

Interest

Advances Rates on Credit Line
Receivables Amounts Received at Advances (In billions of
Transaction Counter-party Sold Collected Yearend Received (%) NTD)
Year ended December 31, 2007
Accounts Receivable
Mega Bank $13,310,610 $ 8,797,058 $ 4,513,552 1.99-2.54 64
Bank of Taiwan 2,025,727 1,326,890 698,8 2.03-2.54 25
Taipei Fubon Bank 611,646 390,426 221,220 2.26-2.70 4
$15947,983 $10,514,374 $ 5,433,609
Year ended December 31, 2006
Accounts Receivable
Mega Bank $ 9,088,245 $ 4,945,972 $ 4,142,273 1.57-1.95 62.4
Bank of Taiwan 1,069,512 603,109 466,403 1.57-1.95 25
Taipei Fubon Bank 45,040 - 45,040 2.02-2.15 4

8. INVENTORIES

$10,202,797 $ 5,549,081 $ 4,653,716

December 31, December 31,

2007 2006

Finished products $ 8,013,742 $ 6,555,804
Work in process 11,972,374 9,947,583
Raw materials 8,787,808 6,730,833
Supplies 5,995,890 5,471,366
Materials in transit 2,953,488 2,667,036
Fuel 162,816 151,547
Others 787,667 886,699
38,673,785 32,410,868

Less: Allowance for inventory obsolescence losses 503,602 -
$ 38,170,183 $ 32,410,868
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9. FINANCIAL ASSETS CARRIED AT COST

December 31, December 31,

2007 2006
Unquoted common - stocks
Industrial Bank of Taiwan $ 1,000,000 $ 1,000,000
CDIB & Partners Investment Holding Corporation 500,000 500,000
Taiwan Rolling Stock Co., Ltd. (TRSC) 202,048 -
Hsin Hsin Cement Enterprise Corp. 165,010 75,760
CDIB BioScience Ventures |, Inc. (CBVI) 83,640 102,000
Phalanx Biotech Group Corporation (PBG) 73,370 73,370
Overseas Investment & Development Corporation 50,000 50,000
CTB | Venture Capital Co., Ltd. 50,000 50,000
Asia Pacific Broadband Telecom Co., Ltd. (APBT) - -
Advanced Material Technology Corporation (AMTC) - -
Unquoted Preferred stocks
East Asia United Steel Corporation (EAUS) 2,897,000 2,741,000
Dragon Steel Corporation (DSC)
Preferred A 999,877 999,877
Preferred B 53,312 -
Fund - Sino-Canada Biotechnology Development Fund, LP (SCBDF) 82,546 174,30

$ 6,156,803 $ 5,766,315

The above equity investments, which had no quoted prices ire antivket and of which fair value could
not be reliably measured, were carried at cost.

The Corporation invested NT$102,000 thousand to acquire 4.8% equity of CBVNovember 2007,
CBVI reduced its capital and returned NT$18,360 thousand todhgofation. Accordingly, the cost of
investment in CBVI was reduced to NT$83,640 thousand.

In August 2007, the Corporation acquired 3,808 thousand Preferred B @kgresenting 5% ownership)
of DSC for NT$55,216 thousand. Dividend on these shares is at 5%l@aya a participating and
cumulative basis. Preferred stockholders have the same vigfing as common stockholders, except the
right to vote for directors and supervisors, but they can be cdeslitta directors and supervisors. The
difference between the carrying value and the cost of ineedtrwas dividends received by the
Corporation.

The Corporation invested NT$243,290 thousand to acquire 2% equity of AMMGhe first quarter of
2007, the Corporation recognized an impairment loss of NT$243,290 thouseordi€ceas nonoperating
loss) on its investment in AMTC mainly due to serious difficulty in AMTQeration.

In August 2007, AMTC's stock was delisted from the Gre TaiuBtes Market. Accordingly, the
available-for-sale financial asset was classified asfiilmhasset carried at cost.

In July 2007, TRSC increased its capital by cash, but the Cdguodit not subscribe and the equity in
TRSC decreased to 19%. Accordingly, the investment in TRSCredassified from the account of
investments accounted for by the equity method to financial asseésicercost.

In August 2006 and January 2007, the Corporation invested totally NT$165,01anithdas limestone
supply to acquire 8,609 thousand shares and 8,500 thousand shares of Hsientsih Ehterprise Corp.,
respectively (NT$9.6 average price per share), repreged®% equity, which manufactures and sells
cement products.
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10.

In May 2003, the Corporation signed a slab production joint-ventureracbrwith Sumitomo Metal
Industries, Ltd. and Sumitomo Corporation. In July 2003, the joint veotunpany of East Asia United
Steel Corporation (EAUS) was established. As of Decemhe2(7, the Corporation invested in EAUS
the amount of*¥¥10 billion (Notes 16 and 26). The Corporation thus enjoys destalpply of good
quality slab from this joint venture. The Corporation also sigaedontract with Chung Hung Steel
Corporation (CHSC) to transfer the purchasing right of slatn® fEAUS, and the Corporation receives
premiums on this contract based on the volume purchased by CHSC.

The Corporation invested 100 units ($10,000 thousand Canadian dollat® BCBDF fund. As of
December 31, 2007, the Corporation have invested CAD$9,435 thousa$@1@025 thousand) in
SCBDF fund. In 2007, the Corporation recognized an impairmenbfds$$76,000 thousand (recorded
as nonoperating loss) on its investment in SCBDF. The differdrstween the above cumulative
investment and the carrying value was SCBDF disposal ahvisstments and returned capital to the
Corporation.

In September 2006, PBG reduced its capital to offset a defisitcordingly, the Corporation recognized
an impairment loss of NT$32,000 thousand.

In December 2006, the Corporation evaluated APBT'’s operatidifialitty and recognized an impairment
loss of NT$240,000 thousand on its investment in APBT.

BOND INVESTMENTS WITH NO ACTIVE MARKET

December 31, December 31,

2007 2006
Unquoted preferred stocks
Taiwan High Speed Rail Corporation (THSRC)
Preferred C $ 3,904,542 $ 4,297,940
Preferred B 834,384 884,384
Taigen Biotechnology Co., Ltd. (TBC) 300,000 300,000

$ 5,038,926 $ 5,482,324

In September 2003, the Corporation acquired 100,000 thousand Preferrede® (skyresenting 4% of
ownership) of THSRC for NT$1,000,000 thousand. Dividend on these sBaa¢s5%, payable on a
nonparticipating and cumulative basis. These shares with ais gé durations could be extended for 13
months prior to 3 months of the due date. In April 2005 and August 2004, the &immpacquired
additional 505,370 thousand Preferred C shares of THSRC for NT$3,198c%4amd and NT$1,499,996
thousand, respectively. These shares, representing 19% of ownership, whiod coayerted to common
shares within four years from the acquisition date, have a 9\¥géedd in the first two years and 0% in the
next two years. At the end of four years, i.e., in 2009 and 2008, Edhgoration does not convert the
Preferred C shares into common shares and THSRC cannot rddeshares, the unredeemed shares will
have 4.71% dividends. THSRC mainly builds and operates public transposiiems.

In November 2005 and March 2004, the Corporation acquired a td28l,@d0 thousand preferred shares
representing 24% of ownership of TBC for NT$300,000 thousand. Rmfshareholders are entitled to
8% participating and noncumulative dividends as well as 9% vaiimg election rights. TBC mainly
researches and develops drugs. The Corporation can requesh T&{@em all or part of preferred shares
by issuing new stock or its own retained earnings after JuB068. (Formerly July of 2007, but TBC
stockholders’ meeting agreed to postpone to July 2008)
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11. INVESTMENTS ACCOUNTED FOR BY THE EQUITY METHOD

December 31, 2007 December 31, 2006

% of % of
Owner- Owner-
Amount ship Amount ship
Stocks listed on the Taiwan Stock Exchange
Chung Hung Steel Corporation (CHSC) $ 3,675,72324 $ 2,759,685 24
China Steel Chemical Corporation (CSCC) 1,377,882 29 1,226,692 30
China Hi-ment Corporation (CHC) 667,321 20 656,151 20
China Steel Structure Corporation (CSSC) 548,287 18 499,023 18
China Ecotek Corporation (CEC) 404,891 36 373,658 36
6,674,104 5,515,209
Less: Shares held by subsidiaries accounted for as
treasury stock 336,709 332,196
6,337,395 5,183,013
Stocks without quoted market prices
Dragon Steel Corporation (DSC) 16,371,288 47 15,731,795 47
China Steel Express Corporation (CSE) 12,301,10100 8,631,926 100
Gains Investment Corporation (GIC) 8,264,312100 8,788,400 100
C. S. Aluminum Corporation (CAC) 7,413,376 100 7,387,741 100
China Prosperity Development Corporation (CPDC) 4,761,535 100 4,680,646 100
China Steel Asia Pacific Holdings Pte Ltd
(CSAPH) 3,275,056 100 2,683,091 100
Kaohsiung Rapid Transit Corporation (KRTC) 2,900,453 31 3,035,260 31
Goang Yaw Investment Corporation (Goang Yaw)
and other two investment companies 2,527,623 99 1,877,523 99
China Steel Global Trading Corporation (CSGT) 1,241,35700 1,193,585 100
China Steel Machinery Corporation (CSMC) 1,005,342100 861,088 100
Info-Champ Systems Corporation (ICSC) 679,218100 644,834 100
CSC Australia Holding Pty. Ltd. (CSCAU) 463,351 100 - -
Kaohsiung Arena Development Corporation
(KADC) 339,147 18 260,606 18
China Steel Security Corporation (CSS) 261,905100 250,071 100
Taiwan Rolling Stock Co., Ltd. (Note 9) - - 226,194 22
Hi-mag Magnetic Corporation (HMC) 105,243 50 94,324 50
Baolai Greeting Development Co., Ltd. (BGDC) 46,515 45 50,136 45
China Steel Management Consulting Corporation
(CSMCCQ) 7,285 38 9,458 38
TaiAn Technologies Corporation (TTC) 5,513 17 4,136 17
62,329,620 56,410,814
Less: Shares held by subsidiaries accounted for as
treasury stock 1,079,686 963,165
61,249,934 55,447,649
$ 67,587,329 $ 60,630,662

The Corporation’s total equity in CHSC is 39%, including 24%dadly owned and 15% indirectly owned.
The Corporation’s total equity in TTC is 22%, including 17% diyeotvned and 5% indirectly owned
through CSCC. The Corporation’s total equity in KADC is 32%,uditlg 18% directly owned and 14%
indirectly owned through CSSC and CPDC.
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In December 2007, KADC increased capital by cash and the Cogpoiratested NT$90,000 thousand by
holding equity ratio.

In May 2006, the Corporation invested NT$54,000 thousand to acquire 5,400 thowseesdas BGDC,
representing 45% equity. The Corporation plans to invest in B@Dtal of NT$216,000 thousand.
BGDC will engage in hotel business and is currently in the developmaget s

In February 2007, the Corporation invested additionally US$400 thousand (NT$1BdEaNnd) in
CSAPH, and then CSAPH invested US$2,436 thousand (NT$80,612 thousand), indsidipgration
funds, in Tsingtao Teco Electric & Machinery Co., Ltd. (TTE@presenting 14% equity. TTEC will
engage in manufacturing and selling of compressors.

In April 2007, in order to obtain long-term coal mining right, the Cafon invested AUD$16,540
thousand (NT$445,945 thousand) to establish CSCAU and acquired 100% edhign CSCAU
established CSC Sonoma Pty. Ltd., representing 100% equity. @8€n§ Pty. Ltd. invested in a joint
venture (Sonoma Mine Investment) and acquired 5% equity. As ofribece81, 2007, the joint venture
has not yet begun to mine for coal.

The market value of above listed stocks based on the closaeggor December 31, 2007 and 2006 was as
follows:

December 31, December 31,

2007 2006
CSsCC $ 5,175417 $ 2,941,783
CHSC 5,086,048 4,147,551
CHC 1,339,911 1,098,150
CEC 1,020,285 583,252
CSSC 525,466 387,261
$ 13,147,127 $ 9,157,997

The Corporation’s Board of Directors approved plans for additionvastments in CSBC Corporation,
Taiwan and steel factory in Vietham etc. The related subiserigchedule depends on the investees’
capital increase requirements. As of December 31, 2007, the Gmparainexecuted investment in
these investees aggregated NT$11,053,806 thousand.

The Corporation’s Board of Directors approved to exchange 22,900atitbghares of CSMC for CEC's
new shares issued by increased capital. The exchangésrating and the estimated exchange date is on
March 7, 2008. After the exchange, the Corporation’s equity in Cakd CEC will be reduced from
100% to 74% and increased from 36% to 49%, respectively. As of Jd#)a2908, the share exchange
plan is still subject to the approval of the authorities.

Investment income (loss) under the equity method was as follows:

Year Ended Year Ended
December 31,December 31,

2007 2006
CSE $ 6,686,007 $ 3,452,173
CHSC, Goang Yaw and other two subsidiaries 1,576,7812,623,804
GIC 865,562 886,902
DSC 733,954 642,517
(Continued)
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12.

CAC
CScCC
CSAPH
CSGT
CSMC
CHC
CPPC
ICSC
CSSC
CEC
KRTC
Others

2007

$ 542,788 $
413,309
355,247
339,000
228,179
118,874
118,391
96,383
81,994
80,436
(164,412)
45,254

2006

689,395
362,817
285,331
357,284
34,173
135,591
25,918
83,440
17,733
(8,829)
(80,354 )
123,192

$12,117,747 $ 9,631,087

Above investment income (loss) was based on the investees’ auditezldirstatements.

The Corporation has prepared the consolidated financianstats including all majority-owned and
controlled-in-substance subsidiaries in accordance with thedelat®unting standards.

PROPERTY, PLANT AND EQUIPMENT

Year Ended December 31, 2007

Cost
Balance, beginning of year
Additions
Reclassification
Disposals
Balance, end of year

Revaluation increment
Balance, beginning of year
Disposals
Balance, end of year

Accumulated depreciation
Balance, beginning of year
Depreciation expense
Reclassification
Disposals
Balance, end of year

Net book value, end of year

Year Ended December 31, 2006

Cost
Balance, beginning of year
Additions
Disposals
Balance, end of year

Revaluation increment
Balance, beginning of year
Disposals
Balance, end of year

Accumulated depreciation
Balance, beginning of year
Depreciation expense
Disposals
Balance, end of year

Net book value, end of year

Land and Land Machinery and Transportation Other Construction
Improvements Buildings Equipment Equipment Equipment In progress Total
$ 12,535,004 37,423,461 $ 219,788,073 $ 1,473,130 $ 3,096,559 $ 21,922F7296,239,000
1,593,817 2,560,711 18,467,688 69,221 1,130,597 (6,878,9106,943,124
- (161,816) - - - - (161,816)
- (49,317 (1,066,170 (41,8689 (208,319 - (1,365,669
14,128,821 39,773,039 _ 237,189,591 1,500,483 4,018,844 15,043,863 _ 311,654,641
6,333,722 2,423,546 8,433,643 27,233 31,747 - 17,249,891
- (23) (147,255 - (33) - (147,31)
6,333,722 2,423,523 8,286,388 27,233 31,714 - 17,102,580
3,654,129 18,022,299 177,729,235 1,178,6152,451,299 203,035,577
134,488 1,200,306 9,484,483 77,768 534,256 11,431,301
- (18,138) - - - - (18,138)
- (26,514 (1,188,053 (41,327 (205,457 - (1,461,35)
3,788,617 19,177,953 _ 186,025,665 1,215,056 2,780,098 - 212,987,389
$ 16,673,926 23,018,609 $ 59,450,314 $ 312,660 $ 1,270,460 $ 15,043,863 $ 115,769,832
$ 12,210,84% 36,016,863 $ 212,821,181 $ 14525514 $ 3,013,382 $ 19,768H3B5,282,846
329,544 1,422,613 9,931,813 116,173 291,457 2,154,716 14,246,316
(5.38p (16,015 (2,964,92) (95,557 (208,280 - (3,290,163
12,535,004 37,423,461 _ 219,788,073 1,473,130 3,096,559 21,922,773 _ 296,239,000
6,333,722 2,424,236 8,844,981 33,748 31,795 17,668,482
- (690) (411,338 (6,515) (48) - (418,599
6,333,722 2,423,546 8,433,643 27,233 31,747 - 17,249,891
3,518,930 16,979,739 173,316,456 1,204,6442,364,515 197,384,284
139,835 1,057,219 7,771,707 73,128 288,532 9,330,421
(4,636 (14,659 (3,358,929 (99.157) (201,748 - (3,679,129
3,654,129 18,022,299 _ 177,729,235 1,178,615 2,451,299 - 203,035,577
$ 15,214,59% 21,824,708 $ 50,492,481 $ 321,748 $ 677,007 $ 21,922,773 $ 110,453,314
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13.

Information about capitalized interest on the purchase of pyop#ant and equipment for years of the
2007 and 2006 was disclosed as follows:

Year Ended Year Ended
December 31,December 31,

2007 2006
Interest expense before capitalization $ 643,187 636,177
Capitalized interest - construction in progress (73)263 (94,359
Interest expense through income statement $ 569,884 541,823
Capitalization rates 1.74%-2.37% 1.64%-2.23%

In 1981 and 1994, the Corporation revalued its property, plant and equipntepiatents in accordance
with government regulations, resulting in the increment o$INT662,343 thousand. After the deduction
of the reserve for land value increment tax of NT$3,370,813 thousamad,iacrement of NT$14,291,530
thousand was credited to revaluation increment on assets.of Aecember 31, 2007, revaluation
increment on assets totaling NT$13,952,356 thousand had been capaalizaedital stock, reducing the
balance of revaluation increment on assets to NT$339,174 thousand.nuaryJ2005, the government
revised the land increment tax law to reduce the tax rate. , Thriseserve for land value increment tax
decreased and the revaluation increment on assets increaskd bgaNT$1,196,189 thousand.
Accordingly, the balance of revaluation increment on assetsased to NT$1,535,363 thousand. In 2007
and 2006, upon retirement or sale of appreciated properties, theat@valincrement on assets decreased
by NT$2,968 thousand and NT$23,240 thousand, respectively, and recorded as nonopenatiag reve

ASSETS LEASED TO OTHERS
Machinery  Buildings
and and
Land Equipment Improvements Total
Year Ended December 31, 2007
Cost
Balance, beginning of year $ 2,966,638 2,000,000 $ - $ 4,966,632
Reclassification - - 161,816 161,816
Balance, end of year 2,966,632 2,000,000 161,816 5,128,448
Accumulated depreciation
Balance, beginning of year - 1,333,278 - 1,333,278
Reclassification - - 18,138 18,138
Depreciation expense - 26,358 2,652 29,010
Balance, end of year - 1,359,636 20,790 1,380,426
Accumulated impairment - 594,000 - 594,000
Net book value, end of year $ 2,966,632 46,364 $ 141,026 $ 3,154,022
Year Ended December 31, 2006
Cost
Balance, beginning of year $ 2,966,398 2,000,000 $ - $ 4,966,398
Additions 234 - - 234
Balance, end of year 2,966,632 2.000,00 - 4,966,632
(Continued)
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Machinery  Buildings

and and
Land Equipment Improvements Total

Accumulated depreciation

Balance, beginning of year $ $ 1,306,052 $ - $ 1,306,052

Depreciation expense - 27,226 - 27,226

Balance, end of year - 1,333,278 - 1,333,278
Accumulated impairment - 594,000 - 594,000
Net book value, end of year $ 2,966,632 72,722 $ - $ 3,039,354

The Corporation has leased some of its plant property and machinery toitgasigiss Note 23).

14. SHORT-TERM LOANS AND OVERDRAFT

December 31, December 31,
2007 2006

Credit loans - interest at 2.195% p.a. and 1.658%-1.73% p.a. as

of December 31, 2007 and 2006, respectively $ 7,000,80a3,900,000
Letters of credit - due within 180 days; interest at 1.1088%-5.2838% p.a.

and 0.7%-5.7833% p.a. as of December 31, 2007 and 2006, respectivelyl20,750 489,422
Overdraft - interest at 1.75%-2.675% p.a. and 1.49%-1.701% p.a. as of

December 31, 2007 and 2006, respectively 3,033,935 2,220,567

$ 10,154,685 $ 16,609,989

15. BONDS PAYABLE

December 31, December 31,
2007 2006
5-year unsecured bonds - issued at par in:
November 2006; repayable in November 2011; 2.07% interest p.a.,
payable annually $ 5,600,000 $ 5,600,000
June 2006; repayable in June 2011; 2.32% interest p.a., payable
annually 8,100,000 8,100,000
$ 13,700,000 $ 13,700,000

16. LONG-TERM DEBTS

December 31, December 31,

2007 2006

Repayable in July 2010 (AUD16.54 million); floating rates at 7.0011%

p.a. as of December 31, 2007 $ 472,708 $ -
Repayable in July 201G44.4 billion); floating rates at 1.1268% and

0.69% p.a. as of December 31, 2007 and 2006, respectively 1,274,680 1,206,040
Repayable in December 200¥ 2.6 billion); floating rates at 1.2108%

and 0.8563% p.a. as of December 31, 2007 and 2006, respectively 753,220712,660
Repayable in July 201G42.2 billion); floating rates at 1.2203% and

0.8034% p.a. as of December 31, 2007 and 2006, respectively 637,340603,020

(Continued)
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17.

2007 2006

Repayable in July 201G¢3.3 billion); floating rates at 1.3863% and

0.7719% p.a. as of December 31, 2007 and 2006, respectively $ 956,010904,530
Repayable in November 201&(@.214 billion); floating rates at
1.165% p.a. as of December 31, 2007 351,696 -

$ 4445654 $ 3,426,25

The Corporation borrowed long-term bank loans in Japanese yen atmliAnsdollar to hedge the
exchange rate fluctuations on the foreign-currency investmenEash Asia United Steel Corporation,
Maruichi Steel Tube Ltd., CSC Australia Holdings Pty. Ltd., and Yodogawa \Btaréils, Ltd. (Note 26).

RETIREMENT BENEFIT PLAN

The Labor Pension Act (the “Act’) became effective on July 1, 200%e Corporation’s regular
employees hired before June 30, 2005 have chosen to continue their pemsiomdplathe Labor Standards
Law (those employees may change their choice to the “Actiréejuly 1, 2010), or have chosen the
pension plan under the Act, but retained their employment sgniedrned until June 30, 2005.
Employees hired after July 1, 2005 can only adopt the pension plan under the Act.

Under the Act, a defined contribution plan, the Corporation makes moruhlyibution to employees’
personal retirement accounts at amounts equal to 6% of theesalad wages of employees. According to
above regulation, pension cost for the years ended December 31, 2007 amh2006$26,808 thousand
and NT$10,283 thousand, respectively.

The Corporation has a retirement plan in accordance withaherlStandards Law. Retirement benefits
are based on employee’s length of service and his/her aveatagees and wages of the last six months
before retirement.

The Corporation makes contributions, equal to a certain gageif salaries, to a pension fund, which is
deposited in the Bank of Taiwan (formerly Central Trust of China merged into the Bank of Taiwan in
July 2007) in the name of, and administered by the employees’ pdngidradministration committee.
According to above regulation, pension cost for the years endedniber 31, 2007 and 2006 was
NT$1,634,142 thousand and NT$1,419,469 thousand, respectively.

Since August 1999, the Corporation also made contributions, equalettai gercentage of salaries of
management personnel (vice presidents and above), to anothempfmsl, which is deposited in The
Mega International Commercial Bank in the name of, and administeyean officers’ pension fund

management committee. Pension cost for the years ended De@&mBE07 and 2006 was NT $4,370
thousand and NT $3,374 thousand, respectively.

Under SFAS No. 18, pension information based on actuarial calculatiofoipas:

Year Ended Year Ended
December 31,December 31,

2007 2006
a. Components of net pension cost

Service cost $ 1,372,219% 1,313,716
Interest cost 543,483 486,928
Projected return on plan assets (340,479)  (425,333)
Amortization 63,289 47,532
Net pension cost $ 16385123 1,422,843

(Continued)
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December 31,December 31,
2007 2006

b. Reconciliation of the funded status of the plan and accrued pension cost

Benefit obligation
Vested benefit obligation
Non-vested benefit obligation
Accumulated benefit obligation
Additional benefits based on future salaries
Projected benefit obligation
Fair value of plan assets
Funded status
Unrecognized net asset at transitional
Unamortized net loss

$ 373281$ 304,305
13,492,23012,173,110
13,865,51112,477,415
3,240,8133,270,173
17,106,324 15,747,588

(15,026,819 (13,403,529
2,079,505 2,344,059

61,983 71,519

(2,067,099  (2,303,01)

Accrued pension cost (included in accrued expense) $ 7494392 112,567

Vested benefits $ 399,809% 328,828
c. Actuarial assumptions

Discount rate used in determining present values 35% 3.5%

Future salary increase rate 3.0% 3.0%

Expected rate of return on plan assets 3.5% 2.5%

d. Contributions to the fund during the year $ 1,673,8611,477,287

e. Payments from the fund during the year $ 481,839 295,420

18. DEFERRED CREDITS - GAIN ON INTER-COMPANY TRANSACTIONS

December 31,December 31,
2007 2006

Gain on disposal of land $ 1,136,164 $ 1,136,164
Gain on contracted projects 196,852 14,776

$ 1,333,016 $ 1,150,940

A deferred income of NT$1,405,040 thousand was recorded for the urdegdinefrom the sale of land to
CPDC in February 1999. The Corporation repurchased some @inithénl January 2005 for construction
of office building and thus the deferred credits decreased §268,876 thousand. The remaining
deferred credit will be recognized as income when CPDC sells the thstlahd to third parties.

The Corporation obtained building construction projects from KRT@ BSC, resulting in deferred

revenue. The accumulated credits will be recognized as income ogertiee lives of the buildings after
completion of the construction, expected in 2008 to 2009 and in 2009 to 2010, respectively.
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19. STOCKHOLDERS’ EQUITY

a.

Capital stock

In August 2007 and 2006, the Corporation, through capitalization ofedtaarnings of NT$4,408,394
thousand and NT$5,077,800 thousand, issued common shares of 440,839 thousand and 507,7
thousand, respectively.

In 2007 and 2006, 1,738 thousand shares and 4 thousand shares of prefermgdrstookverted into
common stocks, respectively. As of December 31, 2007, 1,271 thousando$henes were not yet
registered with the government.

Treasury stock

Thousand Shares December 31
Beginning Thousand Book
Purpose of Treasury Stock of Year Addition Reduction Shares Value
Year ended December 31, 2007
1) Shares acquired and held by
subsidiaries 81,180 7,165 3,802 84,543 $ 1,416,395
2) Shares acquired by the Corporation
for transfer to employees 1,600 - 1,600 - -

82,780 7,165 5,402 84,543 $ 1,416,395

Year ended December 31, 2006

1) Shares acquired and held by

subsidiaries 78,899 4,955 2,674 81,180 $ 1,295,361
2) Shares acquired by the Corporation
for transfer to employees 300 1,300 - 1,600 39,531

79,199 6,255 2,674 82,780 $ 1,334,892

1) Shares acquired and held by subsidiaries

The Corporation’s shares acquired and held by subsidiariesasevented for as treasury stock
(recorded as financial assets in available-for-sale-curramd financial assets in
available-for-sale-noncurrent). For the years ended December (Bl agd 2006, treasury stock
increased by 7,165 thousand shares and 4,955 thousand shares, respectivdly, tige
Corporation’s capitalization of retained earnings and additionathpge made by subsidiaries;
treasury stock decreased by 3,802 thousand shares and 2,674 thbasesdrespectively, due to
subsidiaries’ sales of the Corporation’s shares and changerdenpege of ownership. The
difference between the sale prices (NT$162,143 thousand and NT$80,052 thausduedykars

ended December 31, 2007 and 2006, respectively) and carrying values of NT$103,209 thousand ar
NT$38,071 thousand were credited to capital surplus.

As of December 31, 2007 and 2006, the market values of dmutyeshares are NT$3,677,641
thousand and NT$2,808,816 thousand, respectively.
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C.

2) Shares acquired for transfer to employees

The Corporation under relevant regulations reacquired itedssommon shares from the public
market at a total of 1,600 thousand shares during December 2005 tor{F@®@& and transferred
all the shares to employees in 2007.

Under the Securities and Exchange Act., the Corporation’s slyauechase is restricted to up to
10% of total issued shares, and the total purchase amount showxcaet the sum of retained
earnings, paid-in capital in excess of par value and reatapdal surplus. In addition, the
Corporation should transfer those shares to employees within traee y®therwise these shares
are deemed unissued and the Corporation should then registetheittovernment for capital
reduction. Further, the Corporation should not pledge thesesstsckollateral and should not
collect dividends or exercise voting rights on these stockse shares of the Corporation held by
subsidiaries are treated as treasury stocks. The Cogosatihares held by subsidiaries with
shareholdings over 50% is not allowed to participate in the Cdiposacapital increase in cash
and have no voting right; others have the same right as common stockholders.

Overseas depositary receipts

In May 1992, February 1997 and October 2003, the ROC’s Ministry of E¢oddfairs (MOEA) sold

its holding shares in the Corporation through issuances of 88,329,150 uriielafl Depositary
Receipts (GDR), with each unit representing 20 shares ofCtmporation’s common stock, or
equivalent to the Corporation’s common shares totalling 1,887,073,812 shahesdepositary shares
then increased by 6,024,532 resulting from the capitalizatioretafned earnings. Under relevant
regulations, the GDR holders may also request the conversibie &hares represented by the GDR.
The foreign investors may also request the reissuance lofdgypositary receipts within the originally
approved units. As of December 31, 2007, the outstanding depositaptsegeie 9,515,633 units,
equivalent to 190,312,812 common shares, which represented 1.66% of the outstanding conasion sha
Preferred stock

Preferred stockholders have the following entitlements or rights:

1) 14% annual dividends, with dividend payments ahead of those to common stockholders;

2) Preference over common stock in future payment of dividends insarrear

3) Redemption of stock, at the Corporation’s option out afetigined earnings or the proceeds from
issuance of new shares;

4) The same rights as common stockholders, except the right to vdieefors and supervisors; and

5) Conversion of shares into common stock at the ratio of 1:1.
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e.

Capital surplus
Capital surplus comprised of the following:

December 31,December 31,

2007 2006
Treasury stock transaction $ 1,630,556 $ 1,305,851
Long-term stock investments under the equity method 239,975 234,420
Others 8,099 8,099

$ 1,878,630 $ 1,548,370

Under relevant regulations, capital surplus from treastogk transaction may be used to offset a
deficit or capitalized, which however is limited to a certaincpetage of the Corporation’s paid in
capital and once a year. Capital surplus from long-term stimslestments accounted for under the
equity method may not be used for any purpose.

Appropriation of retained earnings and dividend policy

The Corporation’s Articles of Incorporation provides that the annuaho@ine, less any deficit, should
be appropriated in the following order of presentation:

1) 10% as legal reserve, until its balance equals the issued styla
2) Preferred stock dividends at 14% of par value;

3) Of the remainder, 0.15% as remuneration to directors grethssors and 3% to 5% as bonus to
employees (in their meeting in June 2007, the stockholders resolved te tharmgpropriation rate
for directors and supervisors remuneration from 0.3% to 0.15%, which will be effec2008);

4) Common stock dividends at 14% of par value; and

5) The remainder, if any, as additional dividends dividedIggoetween the holders of preferred and
common stocks.

The Board of Directors should propose the appropriation of ammahie. If necessary, it may, after
appropriating preferred stock dividends at 14% of paid-in dapitapose to retain certain earnings as a
special reserve. These proposals should be submitted to the stockhukkting for approval.

The Corporation is required to appropriate a special reserre annual earnings for any net debit
balance resulting from adjustments to the stockholders’ yeduicluding revaluation increment on
assets, unrealized gain (loss) on financial instruments, agmaed net loss on pension cost and
cumulative translation adjustments), excluding treasury stocksidBs, if the Corporation’s market
price is lower than the carrying value of the Corporation’s shiagéd by subsidiaries, the Corporation
should appropriate a special reserve equal to the diffiereetwveen market price and carrying value.
The Corporation may release a portion of this special reseinen such debit balances are partially or
fully reversed. As of December 31, 2007, the Corporation had Brsed the special reserve under
relevant regulations which accounted for the balance of deductistockholders’ equity, and the
unreversed special reserve was held for the capital demand of expanstamctons

The Corporation’s steel business is in a phase of stablthy thus, more than 75% of the
appropriation of dividends and bonus should be in cash and less than 25% in stock.
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Under the Company Law, legal reserve may be used to offdeficit, or be distributed as dividends
and bonuses for the portion in excess of 50% of the paid-in capithe Corporation has no
unappropriated earnings and the reserve balance has exceeded th@%cofporation’s capital stock.
The Company Law also prescribes that, when the reservedd®ede50% of the Corporation’s capital
stock, up to 50% of the reserve may be transferred to capital.

The Corporation’s stockholders in their June 2007 and 2006 nmeesipgroved the following
appropriations of the 2006 and 2005 earnings (the change of pief#oek and common stock
dividends due to preferred stock converted to common stock has hestecdby actual appropriation
on the effective day).

Dividends Per

Amount Share
2006 2005 2006 2005
Legal reserve $ 3,914,63% 5,060,439
Special reserve (829,292) (22,347)
Preferred Stocks
Cash dividends 112,815 152,614 $ 278 $ 3.75
Stock dividends 12,174 14,244 0.30 0.35

$ 3.083% 410

Common Stocks
Cash dividends 30,725,312 39,541,405 % 2.78 $ 3.75
Stock dividends 3,315,681 3,690,531 0.30 0.35

$ 308 3% 410

Remuneration to directors and supervisors 108,054 137,302
Bonus to employees

Cash bonus 720,359 915,350

Stock bonus 1,080,539 1,373,025

$ 39,160,275 $ 50,862,563

Effect of bonus to employees and remuneration to directors and sopeiviharged to expense

The aforementioned appropriation of bonus to employees and remoméoadiirectors and supervisors
was as follows:

Percentage to

Common
Shares
Outstanding as
of
Shares Each Year-end
Amount  (Thousands) (%)
2006
Bonus to employees
Stock bonus $ 1,080,539 108,054 0.98
Cash bonus 720,359 - -
Remuneration to directors and supervisors - cash 108,054 - -
$ 1,908,952
(Continued)
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2005

Bonus to employees
Stock bonus
Cash bonus

Remuneration to directors and supervisors - cash

Percentage to

Common
Shares
Outstanding as
of
Shares Each Year-end
Amount  (Thousands) (%)
$ 1,373,025 137,303 1.30
915,350 - -
137,302 - -
$ 2,425,677

Had the bonus to employees and remuneration to directors andisongebeen charged to expense
(stock bonus calculation was based on par value) in 2006 and Béd&adic earnings per share after

income tax for the years ended December 31,

2006 and 2005 would besasdd (the capitalization

of retained earnings in 2007 and 2006 were already reflectedraaative adjustment of the shares for
2006 and 2005) from NT$3.43 to NT$3.29 and from NT$4.61 to NT$4.39, respectively.

Information about the appropriations of earnings is availabléhe Market Observation Post System

website of the Taiwan Stock Exchange.

h. Unrealized gain (loss) on financial instruments

For the years ended December 31, 2007 and 2006, movements of unreatizgasgpon financial

instruments were as follows:

Year Ended December 31, 2007

Balance, beginning of year
Recognized in stockholders’ equity
Balance, end of year

Year Ended December 31, 2006

Balance, beginning of year

Effect of first adoption of SFAS No. 34
Recognized in stockholders’ equity
Balance, end of year

20. INCOME TAX

Available-for-
sale Financial Equity-method
Assets Investments Total
$5582,793 $ 1,950,944 $ 7,533,737
(687,907 (372,509 (1,060,41)
$489488 $ 1578440 $ 6,473,326
$ - $ (446,483) $ (446,483)
3,936,398 - 3,936,398
1,646,395 2,397,427 4,043,822
$5582,793 $ 1950944 $ 7,533,737

The government enacted the Alternative Minimum Tax Act (“AMTt") on January 1, 2006. The
alternative minimum tax (“AMT”) imposed under the AMT Aist a supplemental tax levied at a rate of
10% which is payable if the income tax payable determined pursuém Income Tax Law is below the

minimum amount prescribed under the AMT Act.
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most of the income that is exempted from income tax under variagsaiad statutes. The Corporation
has considered the impact of the AMT Act in the determination of itéatiailities.

a. A reconciliation of income tax expense based on inconmeébafcome tax at the 25% statutory rate
and income tax expense was as follows:

Year Ended Year Ended
December 31, December 31,

2007 2006
Income tax expense at the 25% statutory rate $ 15,4129191,919,688
Tax effect adjusting items
Permanent differences
Investment income recognized under equity method - domestic (2,942,872,836,439)
Unrealized valuation gain on financial assets (33,262) (37,239)
Dividends - domestic investees (82,098) (68,001)
Tax - exempt income (44,461) (12,578)
Others (42,929 3,441

(3,145,629 _ (2,450,819

Temporary differences

Impairment loss 79,822 68,000
Difference between tax reporting and financial reporting -
depreciation methods 160,286 158,549
Loss on inventory obsolescence 123,517 -
Unrealized (realized) gain on inter-company transactions 40,130 (6,552)
Investment income recognized under equity method - foreign (86,557)(71,333)
Unrealized (realized) foreign exchange gain (8,746) 22,483
Investment loss resulting from investees’ capital réginict - (10,939)
Accrued electrostatic precipitator dust disposal expense 17,806) 31,934
Cash dividends — foreign investees 37,580 -
Others 28,344 3,383
356,571 195,525
Investment tax credits used (1,879,831 (1,070,145
Current income tax expense 10,744,030 8,594,252
Adjustments for prior years’ tax (41,357) 47,253
Tax separately levied on interest from short-term bills 51,022 31,918
Current income tax payable 10,753,515 8,673,423
Deferred income tax expense (365,715 (191,079
$ 10,387,800 $ 8,482,347

The above tax-exempt income results from the following:

1) The tax exemption, for a period of five consecutive yeans 2004 to 2008, on the increased
income derived from the scope of the newly emerging, important and strategitrieslas set forth
in the Statute of Upgrading Industries, and

2) The tax exemption on the investment income received in 2007itsoaffiliates abroad for the

establishment of the Corporation’s operation headquarters withinetritory of the Republic of
China as set forth in the Statute for Upgrading Industries.
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b. Change in income tax payable

Balance, beginning of year $ 5682534 $ 7,578,477
Current income tax payable 10,753,515 8,673,423
Payment in the current year (9,753,805 _ (10,569,366
Balance, end of year $ 6,682,244 $ 5,682,534

c. Deferred income tax assets and liabilities were as follows:

December 31, December 31,

2007 2006
Current
Deferred income tax assets
Unrealized gain on inter-company transactions $ 80,0 85,659
Severance pay 60,023 65,249
Accrued electrostatic precipitator dust disposal expense 14,129 31,934
Allowance for inventory obsolescence loss 123,517 -
Others 88,453 10,121
366,392 192,963
Deferred income tax liabilities
Temporary difference between tax reporting and financial
reporting - inventory (33,669 (20,773
332,723 172,190
Noncurrent
Deferred income tax assets
Impairment loss on financial assets 379,822 300,000
Impairment loss on assets 59,192 83,165
Cumulative effect of changes in accounting principles 64,547 64,547
Unrealized gain on inter-company transactions 49,213 3,694
Others 4,543 3,292
557,317 454,698
Deferred income tax liabilities
Foreign investment income (443,545) (394,568)
Temporary difference between tax reporting and financial
reporting - depreciation methods (2,549,979) (2,710,265)
Unrealized foreign exchange gain (75,800 (66,559
(3,068,824 (3,171,387
(2,511,50% (2,716,689
Total deferred income tax liabilities - net $ (2,178 (2,544,499

Under related regulations, the above tax credits resulbed ffurchases of machinery and equipment,
research and development expense, employees’ training expense, atghénveén newly emerging,
important and strategic industries.

Temporary difference for depreciation between tax reporting and i@haeaporting mainly resulted
from the adoption of accelerated depreciation method in the filing of incomettaxs.

The Corporation’s income tax returns through 2003 had been examined by thédaixiesit
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d. Information about integrated income tax was as follows:

December 31, December 31,
2007 2006

Imputation credit account (ICA) $ 5271280 $ 2,985,419
Unappropriated earnings generated before January 1, 1998 35,440 35,440

The creditable ratio for distribution of 2007 and 2006 earnings 28227% (estimate) and 25.93%,
respectively.

For distribution of earnings generated after January 1, 1998, tibefoa the imputation credits
allocated to domestic shareholders of the Corporation is based baléimee of the ICA as of the date
of dividend distribution. Nonresident stockholders, including holdemverseas depository receipts,
are allowed only a tax credit from the 10% income tax on unapprapeataings, which can be used
to offset withholding income tax on dividends paid. The expecteditable ratio for the 2007
earnings may be adjusted, depending on the ICA balance on the date of divithindidis

21. PERSONNEL, DEPRECIATION AND AMORTIZATION EXPENSES

Year Ended December 31, 2007 Year Ended December 31, 2006
Operating Operating
Operating Cost Expense Others Total Operating Cost Expense Others Total
Personnel
Salary $ 15,085,576$% 2,468,746 $ 89,496 $ 17,643,818 $ 13,696,813 $ 2,295,958 $ 65,947 $ 16,058,718
Labor and health insurance 557,760 84,765 763 643,288 586,130 94,286 - 680,416
Pension and consolation
costs 1,435,550 263,772 83,455 1,782,777 1,232,785 244,335 166,438 1,643,558
Others 635,210 92,766 4,204 732,180 461,656 76,018 61,251 598,925
$ 17,714096 $ 2,910,049 $ 177,918 $ 20,802,063 $ 15,977,384 $ 2,710,597 $ 293,636 $ 18,981,617
Depreciation $ 11,095,932% 335,284 $ 29,095 $ 11,460,311 $ 9,113,997 $ 217,104 $ 26,546 $ 9,357,647
Amortization 570,571 42,557 3,160 616,288 500,561 1,137 4,161 505,859

22. EARNINGS PER SHARE (EPS)

Year Ended Year Ended
December 31, 2007December 31, 2006
Before After Before After

Tax Tax Tax Tax
Basic EPS
Net income before cumulative effect of changes in
accounting principles $ 540 $ 449 $ 417 $ 344
Cumulative effect of changes in accounting principles - - (0.01) (0.01)
Net income $ 540 $ 449 $ 416 $ 343
Diluted EPS
Net income before cumulative effect of changes in
accounting principles $ 538 448 $ 416 $ 342
Cumulative effect of changes in accounting principles - - - -
Net income $ 538 $ 448 $ 416 $ 342
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Shares EPS (Dollars)
Amount (Numerator) (Denominator) Before  After
Before Tax After Tax (Thousand) Tax Tax

Year Ended December 31, 2007

Net income $ 61,651,674% 51,263,874
Less: Dividends on preferred
shares (65,593 (54,539
Basic EPS
Net income attributable to
common stockholders 61,586,081 51,209,336 11,410,455 $ 540 $ 4.49
Effect of dilutive pogntial commor
stock
Add: Dividends on preferred
shares 65,593 54,538 38,956
Diluted EPS
Net income attributable to
common stockholders plus
effect of potential dilutive
common stock $ 61,651,674 51,263,874 11,449,411 5.38 4.48

Year Ended December 31, 2006

Net income (Net of cumulative
effect of changes in accounting
principles, before and after
income tax of $102,369 thousa
and $37,822 thousand,
respectively $ 47,576,384 $ 39,158,584
Less: Dividends on preferred
shares (69,309 (56,972
Basic EPS
Net income attributable to
common stockholders 47,507,083 39,101,612 11,409,382 $ 4.16 $ 3.43
Effect of dilutivepotential commor
stock
Add: Dividends on preferred
shares 69,301 56,972 40,694
Diluted EPS
Net income attributable to
common stockholders plus
effect of potential dilutive
common stock $ 47,576,384 $ 39,158,584 11,450,076 4.16 3.42

In EPS calculation for the year ended December 31, 2006, the nuwhbautstanding shares was
retroactively adjusted for the effect of capitalizatior2006 retained earnings. Thus EPS before tax and
after tax decreased from NT$4.33 to NT$4.16 and from NT$3.56 to NT$3.43, resjyectiv
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23. RELATED-PARTY TRANSACTIONS

Related parties

Related Parties

Relationship with the Corporation

C. S. 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 Ecotek Corporation (CEC)

China Steel Structure Corporation (CSSC)
Chung Hung Steel Corporation (CHSC)

China Steel Machinery Corporation (CSMC)
Gains Investment Corporation

China Steel Security Corporation

China Prosperity Development Corporation
Info-Champ Systems Corporation

China Steel Management Consulting Corporation
Hi-mag Magnetic Corporation

Long-Yuan-Fa Investment Corporation
Horng-Yih Investment Corporation

Goang-Yaw Investment Corporation

Dragon Steel Corporation (DSC)

China Steel Asia Pacific Holdings Pte Ltd. (CSAPH)
Chung Mao Trading (BVI) Corp.

Chung Mao Trading (SAMOA) Co.

CSGT (Singapore) Pte. Ltd.

CSE Transport Corp. (CSEP)

Mentor Consulting Corporation

Steel Castle Technology Corp.

Union Steel Development Corp.

Betacera Inc.

Wabo Globe Trading Corporation

Universal Exchange Inc.

United Steel Engineering and Construction Corporation

(USECC)

Thintech Materials Technology Co., Ltd.
Pao Good Industrial Co., Ltd.

AmbiCom Technology, Inc.

Ornasteel Enterprise Corp. (M) Sdn. Bhd.
Group Steel Enterprise Corp. (M) Sdn. Bhd
CSGT (JAPAN) Co., Ltd.

CSGT Hong Kong Limited

CSGT (SHANGHAI) Co., Ltd.

Gau Ruel Investment Corporation

Ningbo Huayang Aluminum — Tech Co., Ltd.
Shang Hai Xike Ceramic Electronic Co., Ltd.
Taiwan Rolling Stock Co., Ltd.

Kaohsiung Rapid Transit Corporation (KRTC)
TaiAn Technologies Corporation
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Subsidiary
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Subsidiary

Subsidiary
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Subsidiary
Subsidiary
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Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary

Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary

Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
Subsidiary
The Corporation is its directdrSince
July, 2007, the investment under
equity method was classified as
financial asset carried at cost
Equity method investee
Equity method investee
(Continued)



Related Parties

Relationship with the Corporation

Kaohsiung Labor Assemble & Disassemble Co., Ltd.

International Carbide Technology Co., Ltd.

RSEA Engineering Co., Ltd.
Southeast Cement Co., Ltd.
Chun Yu Corporation (CYC)

CSC Educational Foundation

Significant related-party transactions:

Sales
OEC
CSSsC
CScCC
CcYcC
DSC
CHSC
Others

CSEP
CAC
CSE
CSGT
Others

Equity investee oCdngorations

subsidiaries

Equity investee of the Catipois

subsidiaries

Director of the Corporation’s

subsidiary

Director of the Corporation’s

subsidiary

Director of the Corporation’s

subsidiary

Foundation established with the
Corporation’s donation

Year Ended Year Ended
December 31, 2007 December 31, 2006
Amount % Amount %
$ 4,238,905 2 $ 2,147,388 1
3,496,636 2 2,969,530 2
2,277,698 1 1,801,268 1
1,931,401 1 1,525,024 1
1,120,918 1 206,885 -
1,073,346 - 4,240,417 2
1,835,812 1 2,049,790 2
$ 15,974,716 8 $ 14,940,302 9
$ 23,381,559 22 - -
3,810,666 4 3,112,947 4
3,534,110 3 13,604,954 17
294,318 1 481,638 1
705,318 1 589,724 1
$ 31,725,971 1 $ 17,789,263 3

Sales to and purchases from related parties were it@irsinilar transactions in the market and were

made under normal terms.

Assets lease

The Corporation leases its land and office to CAC, CSSC, CBC(Cand CSMC, etc.

Rentals were

calculated at 4% to 10% p.a. of land assessed value ashgabby the government or under normal

terms.

storage tank and pipelines, which are collected monthly.
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Rental Income
Year Ended Year Ended

Expiry of December December

Contracts 31,2007 31, 2006
CAC February 2016 $ 55522% 47,385
CSMC November 2011 29,597 24,597
CScCcC December 2010 20,799 18,864
CSSsC May 2018 15,720 15,717
CHC April 2012 5,464 4,912
Others April 2009 7,897 7,526

$ 134999 $ 119,001

Other revenues

Other revenues pertained to labor services, processing of modtilities, construction, and other
services to related parties. These were recorded in ojpemrating revenues and nonoperating
revenues as follows:

Year Ended Year Ended
December 31,December 31,

2007 2006
KRTC $ 1,730,474 $ 1,561,709
DSC 492,310 233,972
CHSC 328,500 357,625
CAC 266,257 256,862
CSCC 88,065 85,962
Others 312,872 273,235

$ 3,218,478 $ 2,769,365

Other expenditures

Other expenditures paid to related parties pertained to fursiage handling services, property
maintenance or construction, export shipping charges, commissiomfut and import services, etc.,
were recorded in manufacturing expenses, operating expenses and nonoperating esgehews:

Year Ended Year Ended
December 31,December 31,

2007 2006
CSMC $ 2,758,624 $ 1,785,416
CEC 2,576,450 2,377,107
CHC 1,124,412 664,591
USECC 820,148 688,442
CSsC 473,235 1,084,371
Others 1,805,728 1,412,643

$ 9,558,597 $ 8,012,570
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Donation expenditures

In 2007 and 2006, the Corporation donated NT$4,000 thousand and NT$200,000 thousand, rgspective
to CSC Educational Foundation. This foundation is establisheddorgpion of education and talent
fostering in steel and related fields.

c. Balances at year-end
December 31, 2007 December 31, 2006

Amount % Amount %
Receivables
CSCcC $ 208,512 8 $ 170,630 6
DSC 206,854 8 63,741 2
KRTC 19,772 1 107,675 4
CHSC 8,984 1 165,261 6
Others 118,777 5 123,083 5
$ 562,899 23 $ 630,390 _ 23
Payables
CSEP $ 3,360,330 63 $ - -
CAC 171,163 3 354,993 10
CSE 139,041 3 1,923,696 53
Others 29,098 - 46,661 1

$ 3,699,632 69 $ 2325350 64

24. PLEDGED ASSETS

a. Time deposits of NT$4,183,694 thousand and NT$3,681,694 thousand aswbbBe81, 2007 and
2006, respectively, have been pledged mainly as collateral for bank ovestiraft

b. The Corporation provided machinery and equipment with carrghgs of NT$2,431,310 thousand as
of December 31, 2006, as collaterals for long-term credit linéds banks. The collaterals were
canceled in January 2007.

25. COMMITMENTS AS OF DECEMBER 31, 2007

a. The Corporation engaged in several construction contracts, guafantees of NT$1.1 billion granted
by The Megal International Commercial Bank and Taipei Fubon Bank.

b. Unused letters of credit for purchase of raw materials and ssigpliounted to NT$10.7 billion.

c. The Corporation entered into raw material purchase ctstrath suppliers in Australia, India, Brazil,
Canada, Indonesia, North Korea, Japan, Philippines, Russia and doroegpanies with contract
terms of 1 to 10 years. Contracted annual purchases of 8,300,000 tmesriof coal, 17,000,000
metric tons of iron ore, and 2,900,000 metric tons of limestonetgpecas negotiable every year.
Unpaid purchase amounts as of December 31, 2007 were US$9.8 billion (igcéid00,000 metric
tons of coal; 140,000,000 metric tons of iron ore; and 3,100,000 metric tons obhieest

d. CHSC entered into a syndicated credit facility agreemétht The Mega International Commercial
Bank and 22 other banks. Under these agreements, the Corporatidtis asldted parties should
collectively hold at least 30% of CHSC's issued shares and treer half of CHSC's board seats as
well as significant influence on its operations. As of &sber 31, 2007, the Corporation had direct
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and indirect shareholdings in CHSC totalling 39% and totalssiathe Board of Directors and
significant influence on its operations.

e. KRTC entered into a syndicated credit facility agreet with the Bank of Taiwan and 24 other banks.
Under this agreement, the Corporation and its subsidiaries sholgdtizely hold at least 30% of
KRTC'’s capital stock during the construction period. As of ddaoer 31, 2007, the Corporation’s
total equity in KRTC was 31%.

f. In September 2007, the Corporation bought land from CHC for construsftide factories. The
contract price is a total of NT$977,257 thousand, which is detedntigereference to the appraisal
report. As of December 31, 2007, the Corporation prepaid parts pfitieeand relevant expenses of
NT$400,275 thousand (recorded as land and construction in progress).

26. FINANCIAL INSTRUMENTS
The Corporation had no derivative transactions for the years endechicgl, 2007 and 2006.

a. As of December 31, 2007 and 2006, the information of fair values werecassfoll

December 31, 2007 December 31, 2006
Carrying Carrying
Amount Fair Value Amount Fair Value

Assets

Financial assets at fair value through profiloss $ 1,032,097% 1,032,097 $ 12,315,988 $ 12,315,988

Available-for-sale financial assets 7,248,282 7,248,282 7,787,299 7,787,299

Financial assets carried at cost 6,156,803 - 5,766,315 -

Bond investments with no active market 5,028, 5,038,926 5,482,324 5,482,324

Refundable deposits 81,673 81,673 55,833 55,833
Liabilities

Bonds payable 13,700,000 13,564,504 13,700,000 13,865,449

Long-term debts 4,445,654 4,445,654 3,426,250 3,426,250

b. Methods and assumptions used to estimate the fair values ofdiiastuments were as follows:

1) The carrying amount of cash and cash equivalents, notes@nhes receivable, other receivables,
restricted assets, short-term loans and overdraft, notes and acpayable and accrued expenses,
approximate fair value because of the short maturities of thesaments.

2) The fair values of financial assets at fair valueugh profit of loss and available-for-sale financial
assets are determined at their market value. If there isarket value available for reference, the
fair values are determined by using valuation technique. Tioemation used as basis for
determining the Corporation’s assumptions in applying valua@ohnique is consistent with that
used by market participants. The information is obtained by tmpo€ation from financial
institutions.

3) The fair values of long-term liabilities (including bonuisyable) are determined by the present
values of future cash flows, with the values discountethatinterest rates of similar long-term
debts available for the Corporation.

4) The fair values of refundable deposits are determined at thgingavalues.

5) The fair value of bond investments with no active market is detedratribeir carrying values.

6) Financial assets carried at cost are financial instrisn&suted by non-public corporations which do

not have active market price and whose verifiable fair vehrmot be determined at a reasonable
cost.
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c. Fair values of financial assets based on quoted mariets or using valuation techniques were as
follows:

Amount determined by Amount determined by
guoted market price using valuation technigue
December 31, December 31, December 31, December 31,
2007 2006 2007 2006
Assets
Financial assets at fair value through profiloss $ 1,032,097 $ 12,315,988 $ - $ -
Available-for-sale financial assets 6,997,532 7,536,549 250,750 250,750

d. There is no gain or loss for the estimated changeériudiae by using valuation technique for the years
ended December 31, 2007 and 2006.

e. As of December 31, 2007 and 2006, cash flow risk of the shtexrte change on financial assets were
NT$250,750 thousand and on financial liabilities were NT$14,600,339 thousandT&29,036,239
thousand, respectively. The financial liabilities with fa@due risk of the interest rate change were
NT$13,700,000 thousand.

f. The Corporation’s total interest revenues and expensehkigive of capitalized interest) which were
incurred from other than financial assets and liabilitiesa#it alue through profit or loss were
NT$668,868 thousand and NT$569,884 thousand, respectively, for the year endebddde8Er2007
and NT$343,746 thousand and NT$541,823 thousand, respectively, for the year ecelatddDe31,
2006.

g. Financial risks
1) Market risk

Market risk includes fair value risk of interest rate changéhamge rate risk, and market price risk.
The Corporation had long-term loans in yen to hedge the exchanducatations on long term
investment in yen, thus, the exchange rate risk can be hedgygdllpga The Corporation issues
the bonds payable with the fixed interest rate, and the faie wailli be influenced by the market
interest rate change. If market interest rate increasdscreases at 1%, the fair value of bonds
payable will decrease or increase by NT$466,441 thousand.

The Corporation’s investments in the bond funds and stafksTaiwan Semiconductor
Manufacturing Company Ltd., Maruichi Steel Tube Ltd, Yodogawa Steeks Ltd. and Tang Eng
Iron Works Corporation involve market risk. Except the minortéiagon of the bond fund’s
market price, if the share price of the stocks increasatecreases by NT$1, the fair value will
increase or decrease by NT$103,609 thousand.

2) Credit risk

Credit risk represents the potential loss that would rmeried by the Corporation if the
counter-parties or third-parties breached the contracts. Tip®i@ton’s financial instruments are
affected by its credit risk concentration, component, contract amounts andemthivables.

As of December 31, 2007 and 2006, the Corporation’s credit rieksirded to NT$1,283,871
thousand and NT$1,334,059 thousand, respectively (including notes and accaingblescother
receivables and refundable deposits, as of December 31, 2007 and 2086otdhand accounts
receivable represent the balance deducted with factoring.@hdransaction of NT$3,176,621
thousand and NT$3,067,769 thousand , respectively) and the maximum expdgures and
carrying value are the same. The credit risks of tish @ad bank deposits of the Corporation
were considered to be immaterial.
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3)

4)

Liquidity risk

The Corporation has sufficient operating capital to mateird cash needs. Therefore, the cash
flow risk is low.

Financial assets at fair value through profit or los$ available-for-sale financial assets could be
sold rapidly at prices approximating fair value because tfina@cial assets could be sold in
secondary financial market at market value.

There are liquidity risks for the financial assedgied at cost and bond investments with no active
market because no active market prices are available.

Cash flow interest rate risk

Market interest rate change will influence the dffecinterest rate of the financial instruments
(including short-term loans and overdratft) which have cash flowofigke interest rate change, and
make future cash flow fluctuate. If the market interes natreases 1%, the Corporation’s cash
outflow will increase NT$143,496 thousand.

Fair value hedge and hedge of a net investment in a foreign operation

The Corporation borrowed long-term debt to effectively hetigeekchange rate fluctuations on the
investments in East Asia United Steel Corporation, MaruitdelSTube Ltd., Yodogawa Steel Works
Ltd., and CSC Australia Holdings Pty. Ltd.

Designated Hedging Instrument
Changes of Fair Value
Year Ended Year Ended

Financial December 31, December 31,
Hedge Type Hedged Item Instrument 2007 2006
Fair value hedge Stock investments in Maruitling-term debtin $ (40,560) $ 14,560
Steel Tube Ltd. YEN
Fair value hedge  Stock investments in East Asiag-term debtin  (154,440) 55,440

United Steel Corporation YEN

Fair value hedge  Stock investments in Long-term debt in (2,307) -

Yodogawa Steel Works, YEN
Ltd.

Hedge of anet  Stock investmentin CSC  Long-term debt in (26,763) -

investmentina  Australia Holdings Pty. Ltd. AUD
foreign operation

The exchange rate fluctuations of the above fair value deilgm and financial instrument were
recorded as gain or loss in the current period. The exchamgdluetuations of hedged item and
financial instrument on hedge of a net investment in a foreigratipie were recorded as adjustment to
stockholders’ equity.
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APPENDIX

CHINA STEEL CORPORATION

ADDITIONAL EXPLANATIONS FOR ACCOUNTS IN STOCKHOLDERS’ EQ UITY
YEARS ENDED DECEMBER 31, 2007 AND 2006

1. ADJUSTMENT FROM CHANGES IN RECOGNIZED UNDER EQUITY METH OD

a.

Long-term investment adjustment

When an investee’s capital surplus changed, the investordsaduist its long-term stock investment
account and capital surplus account based on its stockholding percentage.

Adjustment of equity in investee due to change in percentage of ownership

If an investee issues new shares and original stockholders tdsubecribe the new shares
proportionately, then the investment percentage, e.g. the eqtiity investee’s net assets, will change.
This change shall be reflected as an adjustment of theamdiipaid-in capital (capital surplus) and the
long-term stock investments accounts. If this adjustmetd i®duce the additional paid-in capital

resulting from long-term stock investments and its balandasisfficient, the difference should be

adjusted to the unappropriated retained earnings.

2. CHANGE IN UNREALIZED GAIN (LOSS) ON AVAILABLE-FOR-SAL E FINANCIAL ASSETS

Available-for-sale financial asset is measured at failue and its value change is recorded as a
reconciliation item in the stockholders’ equity.

3. NET LOSS NOT RECOGNIZED AS PENSION COST

a.

Net loss not recognized as pension cost is the minimursiope liability exceeding the sum of
unrecognized prior service cost and unrecognized transitionBknefit obligation. It is classified as
a reduction of stockholders’ equity.

Minimum pension liability, which is calculated actudyiais the minimum amount of pension liability
that is required to be recognized on the balance sheet.

Prior service cost is the increase in projectedfhiesidigation due to an employee’s accumulation of
service years at the initial introduction of pension data or theequbat pension data amendment.

Unrecognized transitional net assets or benefit obligatesnsithe amount resulting from a change
from a method specified in Statement of Financial Accounting Stasddo. 18, “Accounting for
Pensions.” This amount is the difference between (a) thentaket value of plan assets plus accrued
pension liability or less prepaid pension cost recognized previausheibooks and (b) the projected
benefit obligation. If the difference is positive, it isated as unrecognized transition net assets; if the
difference is negative, it is treated as unrecognized transitidrenefit obligations.

-42 -



4. DISPOSAL OF TREASURY STOCK

Treasury stock is transferred at the price which igrdghed at the purchase cost plus the Corporation
financial cost up to the time that the transfer is made.

When treasury stocks are transferred, if the transfee psi higher than the book value, the difference
should be credited to capital surplus. If the transfer prit@nier than book value, the difference should
first be offset against capital surplus from the same class of tyesteak transactions, and the remainder, if
any, should be debited to unappropriated retained earnings.

5. DISPOSAL OF THE CORPORATION'S SHARES HELD BY SUBSIDIARIE S

A parent company should account for its outstanding stocks helsl $ytisidiary as treasury stocks when it
recognizes investment income and prepares financial stateraadt¢he accounting treatment is the same
as that stated in item 4 above.

6. CASH DIVIDENDS DECLARED BY THE CORPORATION AND RECEIVED B Y SUBSIDIARIES

When an investor receives cash dividends from financialtsasgefair value through profit or loss,

available-for-sale financial assets, financial assetsiech at cost and from a year after investment
acquisition, it records these dividends as investment incoBet if the cash dividend is from the parent
company, the accounting for these dividends is the same afothatasury stock, i.e., the investment
income should be credited to capital surplus when the parent companseprigpencial statements.
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