























with UMC and will continue to work closely with UMC’s engineers in product
development to enhance products’ competitiveness.
II-3. Patent litigation has become a basic strategy for international high-tech
companies. There is a certain level of uncertainty with patent “warfare” due to
the lack of transparency in the patent application process. The Company has
taken an aggressive stance in this arena. When appropriate, the Company will
engage in patent authorization or patent licensing in order to protect the

Company’s portfolio of patents. °

(2) Applications of main products and manufacturing processes -

a. Main products’s applications -

Product line

Applications

CMOS image sensor
components

PC/NB Camera, digital camera, mobile handset camera,
consumer imaging toys, optical mouse, wireless optical

mouse, laser mouse, game consoles

b. Manufacturing process of main products :

(I) Flowchart of the product’s manufacturing process -

The Company is an IC design house. Wafer fabrication is outsourced to wafer
foundries. After preliminary testing in foundries, wafers are sent to be packaging
companies to package the chip. The packaged ICs will be then sent to tesing
companies for thoroughly functional testing. The manufacturing process is as

follows::

Raw
material

Raw
material

Quartz glass Wafer

l l

A

Wafer
Mask > Foundry

Raw
material

l

Lead Frame/PCB

Water

Testing

l

Packag

A 4

(IT) Flowchart of design process

ing

\ 4

Package
Testing

—p ( Finished
Goods

IC products originate from IC design. With tools such as CAD, IC design
companies can design ICs by circuit design to meet customers’ or their own

specifications..

IC design

A 4

Simulation

Layout

A 4

CAD

A 4

(IIT) Mask process

Tape out

Completed IC design is sent to mask companies in the form of database to product
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masks. The process requires four steps: exposure, etching, inspection, and shipping.
The completed masks are sent to wafer foundries for manufacturing.

(IV) Wafer manufacturing process

Wafer manufacturing is a sophisticated process that involves thin film depoosition,
etching, ion implanting and diffusion etc. The product is ready for shipment after it
passes the wafer acceptance test (WAT).

(3) Supply of raw materials :

a. Main raw material: wafers.
b. Main supplier: United Microelectronics Corporation (UMC).
c. Current market status: UMC is a Taiwanese wafer foundry that is well known for its

high quality and strong capability. UMC has met the Company’s needs both in

quantity and the level of cooperation.

(4) Major Suppliers and Customers :

a. Major Suppliers

Unit : NT$ 1,000

2007 2008
Proportion of Proportion of
. Total . Total
Moo | parchased | Porchases | SR | U | Purchases

for the Year for the Year

Ranking (%) (%)
1 UMC 1,041,591 68.90% [UMC 809,657 75.17%
Others 470,184 31.10% |Others 267,449 24.83%
Total 1,511,775 100.00% |Total 1,077,106 100.00%

Reason for change: No significant change in major customers over the last two years.

b. Major customers :

Unit : NTS$ 1,000

2007 2008

Ranking Proportion of Proportion of

Customer Name Amount Total Sales for |Customer Name Amount Total Sales for

the Year (%) the Year (%)
1 Customer A 1,670,942 35.73|Customer C 2,600,189 54.12
2 Customer B 1,146,038 24.50(Customer B 947,493 19.72
3 Customer C 99,594 2.13|Customer A 87,614 1.82
Others 1,760,369 37.64|0Others 1,169,575 24.34
Total 4,676,943 100.00|Total 4,804,871 100.00

Reasons for change :

Mainly due to changes in sales channel.

(5) Production Volume and Value over the Last Two Years :

Unit: 1,000pcs/NTD1,000

Year 2007 2008
Production| Production | Production | Production | Production | Production
Main Product Capacity | Volume Value Capacity Volume Value
CMOS Image Sensor - 183,907 2,799,375 199,355 2,591,908
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(6) Sales Volume and Value over the Last Two Years -
Unit: 1,000pcs/NTD1,000

Year 2007 2008
Domestic Sales Export Sales Domestic Sales Export Sales
Main Product Volume | Value | Volume [ Value | Volume | Value | Volume [ Value
CMOS Image Sensor 63,255 12,466,910( 103,032 |2,207,871| 19,043 | 453,391 | 164,669 (4,347,737
Others — 158 — 2,004 — 2,257 — 1,486
Total 63,255 2,467,068| 103,032 12,209,875 19,043 | 455,648 | 164,669 4,349,223
3. Employees
Year 2007 2008 As of Mar. 2, 2009
R&D 93 103 103
Numberof [ Vianagerial, 47 58 56
Employees marketing & sales
Manufacturing 7 7 7
Total 147 168 166
Average age 34 34 34
Average years of service 2.8 2.89 2.99
Doctoral 4% 5% 5%
Master 60% 60% 60%
Education i i
University & 350, 34% 34%
College
High school 1% 1% 1%

4. Environmental spending disclosure

Since the Company is a IC design house that does not engage in any in-house manufacturing,
there is no possibility of pollution. The Company has not had any losses as a direct result of
pollution for the recent year and this year till the date of the printing of this annual report.

5. Labor relations

(1)Employee welfare, continuing education, training, retirement schemes
a. Employee welfare

() PixArt has established an employee welfare committee, which is responsible for
supervising and implementing employee welfare related issues.

(IT) PixArt has in place group insurance to supplement the labor insurance. The
employees, as well as their spouses, parents, and children are eligible for group
insurance coverage.

(IIT) The Company offers health checks for new employees and annual health checks
for all current employees. All employees participate in labor insurance and
national health insurance. These benefits are implemented in accordance with
related policies and procedures.

b. Continuing education and training

The Company has established procedures governing education and training with the
goal of elevating its human resources and competitive advantage. Employees are
encouraged to attend various training sessions and seminars both domestically and
abroad. The Company firmly believes that continuing education and training is an
important part of sustainable development.
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c. Retirement scheme and implementation

The Company’s retirement scheme was established in accordance with the Labor Law.
The Company established its Supervisory Committee on Labor Retirement Funds in
2000. The committee is responsible for setting aside the labor’s retirement reserve fund
each month and depositing the funds in its name to a designated account at the Central
Trust of China. The management and spending of the funds shall be in compliance with
regulations for the Labor Pension Fund. Starting from July 1%, 2005, the Company is
required to set aside the labor’s retirement reserve into the individual labor pension
accounts for employees who chose the New System.

d. Labor relations

The Company has strived for harmonious labor relations. In order to accomplish that,
the Company values employee welfare and a comfortable working environment.
Furthermore, the Company has kept the channel of communication open and
employees can air their opinions freely with communication mechanisms in place. Thus
far, there have been no disputes between the company and labors

(2) Losses for disputes between company and labor from the past year till the date of printing
of this annual report: None.

6. Important Contract

Nature of
the Counter Party Contract Period Description Restrictive term
Agreement
Within the
Science Park o Land Lease of Factory locatedin | scope of usage
Land lease Administration 2001.05.28~2015.05.31 5F, 5 Innovation 1* Rd. according to the
term
Faraday Technology Within the
Protocol Corporation 2002.06.24~2012.0623 |Product licensing scope of usage
Licensing e e according to the
term
Faraday Technology Within the
Protocol  |Corporation 2002.11.20~2012.11.19 |Product licensing scope of usage
Licensing T o according to the
term
Faraday Technology Within the
Protocol | Corporation 2007.10.30~2017.10.29 |Product licensing scope of usage
Licensing T o according to the
term
o . _|Taiwan IC Packaging . . .
utsourcing Corporation 2004.02.10-- IC packaging /testing Service NA
Within the
Science Park . Land Lease of Factory located in | scope of usage
Land lease Administration 2004.04.23~2023.12.31 3F, 5 Innovation 1* Rd. according to the
term
Within the
Protocol - |Faraday Technology 2005.02.28-2015.0227 |Product licensing scope of usage
Licensing [Corporation e e according to the
term
Protocol . Laser optical mouse and imaging SCyleﬂ:)I?J?; e
. . OPDI Technologies ApS 2007.04.27--- tracking patent and technology pe g
Licensing licensin according to the
g term
Within the
Science Park . Land Lease of Factory locatedin | scope of usage
Land lease Administration 2005.07.22~2024.12.31 1F and 2F, 5 Innovation 1*Rd. | according to the
term
Outsourcing Isﬁgfl‘s’gfg:‘rgfmﬁﬁ“’“ 2007.03.31~2009.03.30 |IC packaging /testing Service NA
Procurement [XX Communications Inc. 2006.03.23~2008.03.22  [Frame Purchase Agreement Terms
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compliance

required.
Development Terms
Nintendo Co., Ltd., 2007.4.7—- Jointly develop pointing device compliance
required.
Development Terms
Nintendo Co., Ltd., 2006.5.17-- Jointly develop pointing device compliance
required.
Avago Technologies Within the
Patent and Stedneral IP(Singapore Pte. as:c(;prfl i(I)lf l{;)atghee
Technology A " Technologi 2006.7.14-- Cross license g
Licensing vago Technologies term
ECBU IP (Singapore) Pte.
Ltd.
Within the
Science Park N Land Lease of Factory located in | scope of usage
Landlease [, Grinistration 2006.11.01~2015.0531 145 214 6F, 5 Innovation 1°Rd. | according to the
term
Outsourcing %giﬁflglfgliﬁﬁe ‘ 2008.03.06~2010.03.05 |IC packaging /testing Service NA
Outsourcing Eﬁfﬁ;ﬁ;ﬁ%’gﬁm 2008.08.20~2010.08.19 |IC packaging /testing Service NA
Ouisourcing King Logn Technology 15008 06,.10~2010.06.09  IC packaging ftesting Service NA
Outsourcing | Weilay Technology Co- |~ 200g,09.01-2010.0831 {IC packaging festing Service NA
Outsoureing | youngTeks Electronic Corp. | 2008.09.01~2010.08.31  [IC packaging /testing Service NA
Outsourcing (S\iﬁ%l‘j;?)l\gif“ftlg“r"“ics 2008.10.28-2010.1027 |IC packaging /testing Service NA
Outsourcing |18 Yuan Electronics Co. |20 13 31-2010.1230 {IC packaging festing Service NA

-39 -




1. Condensed Balance Sheet and Income Statement

VI ~ Financial Information

(1) Condensed balance sheet

Currency: NTD 1,000

Year Financial Information for the last five years
Account Title 2004 2005 2006 2007 2008
Current assets 1,695,056 2,577,303 4,412,610 5,215,084 5,386,431
Funds and investments - - 300,000 309,767 558,968
Fixed assets 130,928 156,539 242 968 248,538 247,740
Intangible assets 50,249 63,968 39,798 33,803 41,297
Other assets 41,052 60,960 53,291 49,327 47,584
Total assets 1,917,285 2,858,770 5,048,667 5,856,519 6,282,020
before 344,796 745,042 845,194 886,295 1,249,816
Current distribution
fiabilities — \after 454,365 996,713 1,710,997 1,919,459 (Note 2)
distribution
Long-term liabilities - - - - -
Other liabilities 3,661 6,956 5,877 6,452 6,906
Totl ~~— fbefore 348,457 751,998 851,071 892,747 1,256,722
Liabilities  |distribution
after
distribution 458,026 1,003,669 1,716,874 1,925911 (Note 2)
Capital(Note 1) 623,461 772,913 1,044,750 1,170,945 1,247,455
Additional paid-in capital - - - - -
Capital reserve 317,655 321,846 1,097,076 1,111,574 1,117,066
. before 627,712 1,012,013 2,055,770 2,688,498 2,941,539
Retained distribution
carmings - \after 401,355 601,309 1,070,515 1,581,842 (Note 2)
distribution
Treasury stock - - - (7,245) (280,834)
Unrealized gain (loss) from
financial instruments i ) ] ] ]
Accumulated translation i i i i 7
Adjustment
Loss on unrecognized
pension cost i i i i i
Total before 1,568,828 2,106,772 4,197,596 4,963,772 5,025,298
shareholders’ distribution
equity after 1,459,259 1,855,101 3,331,793 3,930,608 (Note 2)
distribution

Financial data of 2004~2008 are audited by CPA.
Note 1 : The capital includes the capital stock to be registered and pre-collected.

Note 2 : The distribution of 2008 retained earnings is not yet resolved.
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(2) Condensed Income Statement

Currency: NTD 1,000

adjustment

Year Financial information over the last five years

Subject 2004 2005 2006 2007 2008
Revenue 1,974,469 2,968,431 3,989,478 4,676,943 4,804,871
Gross profit 752,825 1,111,262 1,832,267 2,130,832 2,414,650
Incomes from operation 383,111 661,486 1,337,385 1,584,862 1,387,544
Non-operating incomes 18,293 43,266 174,847 105,358 112,351
Non-operating expenses (24,913) (65,087) (34,138) (35,864) (93,362)
EBT from continuing 376,491 639,665 | 1,478,094 | 1,654356 | 1,406,533
operations
Earnings from continuing 377.221 613.814 | 1454461 | 1617983 | 1.359.697
operations
Accumulated adjustment for
change in accounting - - - - -
principle
Net income 377,221 613,814 1,454,461 1,617,983 1,359,697

Before retroactive 6.07 8.16 14.61 13.89 11.01
EPS ($) |adjustment
(Note 1) |After retroactive 3.67 5.83 12.34 13.07 11.01

Financial data of 2004~2008 are audited by CPA.
Note 1 : Primary earning per share.

(3) Information on CPAs and Auditors’ Opinions :

Year CPA firm Names of auditors (CPA) Auditors’ opinion
2004 Ernst & Young Chin-Lai Wang ~ Ting-Ming Chang Unqualified opinions
2005 Emnst & Young |Chien-Kuo Yang ~ Ting-Ming Chang Unqualified opinions
Revised lified opini
2006 Ernst & Young Chien-Kuo Yang * Yi-Hui Huang evIsed unquatiticd OpIions
(Note 1)
2007 Ernst & Young Chien-Kuo Yang ~ Yi-Hui Huang Unqualified opinions
Revised lified opini
2008 Ernst & Young Yi-Hui Huang ~ Hsin-Ming Hsu evised unquatticd opiiions
(Note2)
Note 1 : Effective January 1, 2006, the Company adopted the R.O.C. Statement of Financial Accounting

Note 2 :

Standards No. 34 “Accounting for Financial Instruments” and the R.O.C. Statement of Financial
Accounting Standards No. 36 “Disclosure and Presentation of Financial Instruments” to account
for the related assets.

Effective from January 1, 2008, the Company adopted Accounting Research and Development
Foundation Interpretation No. 2007-052 and recognized employees’ bonuses and remunerations
to directors and supervisors as expenses rather than as a distribution of retained earnings
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2. Financial Analysis over the Last Five Years :

Year Financial information from 2004 to 2007
Subject of analysis 2004 2005 2006 2007 2008
Capital  |Debt ratio 18.17 26.30 16.86 15.24 20.01
Str(‘f,;f)“re Long-term capital to fixed assets ratio 1,19824 | 134584 | 1,727.63 | 1,997.19 | 2,028.46
Ability to Current ratio % 491.61 345.93 522.08 588.41 430.98
repay debts | Quick ratio % 381.98 299.00 479.62 528.94 404.32
Times Interest Earned(Times) - - - - -
A/R turnover (times) 10.01 12.73 8.24 9.20 12.51
A/R collection days 36 29 44 40 29
Operation Inventory turnover (times) 3.90 4.30 4.99 5.20 4.90
ability A/P turnover (times) 5.19 7.12 4.45 4.59 5.36
Inventory turnover days 94 85 73 70 75
Fixed assets turnover (times) 17.05 20.65 19.97 19.03 19.36
Total assets turnover (times) 1.07 1.24 1.01 0.86 0.79
Return on assets (%) 20.43 25.70 36.79 29.67 22.40
Return to shareholders’ equity (%) 26.30 33.40 46.14 35.32 27.22
Proportion  to|Income from operation 61.63 87.40 129.74 135.38 111.38
paid-in EBT 60.57 84.52 143.39 141.32 112.90
Profitability[<apital(%e)
Net profit margin (%) 19.10 20.68 36.46 34.59 28.30
Before retroactive 6.07 8.16 14.61 13.89 11.01
EPS ($)(Note 1) [2diustment :
After retroactive 3.67 5.83 12.34 13.07 11.01
adjustment
Cash flow ratio (%) 77.67 106.83 168.77 195.45 162.45
Cash flow |Cash flow adequacy ratio (%) 62.06 153.31 240.33 210.99 195.95
Cash reinvestment ratio(%) 10.31 32.93 28.06 17.61 19.95
Leverage Operation leverage 1.08 1.06 1.04 1.03 1.04
Financial leverage 1.00 1.00 1.00 1.00 1.00
Changes in financial ratios that exceed 20% in the past two years:
a.Financial structure and debt-repaying ability:
The Company’s debt-to-asset ratio increased from 2007 to 2008 as a result of employee bonus expenses. On
the other hand, the current ratio and quick ratio have both dropped.
b.Operation ability:
Although the Company’s revenue grew slightly from 2007 to 2008, dramatic declines in 4Q’08 sales led to a
significant drop in net account receivables. As a result, average net account receivables declined while
account receivable turnovers increased.
c.Profitability:
Overall profit and related profit ratios declined in 2008 due to expensing employee profit sharing.

Financial data of 2004~2008 are audited by CPA.
Note | : Primary earning per share.
The equations for financial ratios are stated as follows:
1. Capital Structure
(1) Debt ratio= Total liabilities/ total assets
(2) Long-term capital to fixed assets ratio= (Shareholders’ equity + long-term liabilities)/ net fixed assets
2. Ability to repay debts
(1) Current ratio = current assets/current liabilities
(2) Quick ratio= (current assets — inventory-prepayments)/ current liabilities
(3) Times interest earned (times) = EBIT/interest expense for the current period
3. Operation ability
(1) A/R (including account receivable and business notes receivable) = net sales / average balance of receivables (including account receivable and
business notes receivable)
(2) Average A/R turnover days =365 / A/R turnover times
(3) Inventory turnover = cost of goods sold/ average inventory balance
(4) A/P turnover (including account payable and business notes payable) = cost of goods sold/average balance of payables(including account payable
and business notes payable)
(5) Inventory turnover days = 365/ inventory turnover times
(6) Fixed assets turnover = net sales/ net fixed assets
(7) Total assets turnover = net sales/ total assets
4. Profitability
(1) Return on assets = [Earnings + interest expenses x (1 — tax rate)]/average total assets
(2) Return on shareholders’ equity = Earnings/ net average shareholders’ equity
(3) Net profit margin= Earnings /net sales
(4) Earning per share = (earning —preferred stock dividend)/weighed average outstanding shares
5. Cash Flow
(1) Cash ratio = net cash flow from operation/ current liabilities
(2) Cash flow adequacy ratio = net cash flow from operation over the last five years/ (capital spending + increase in inventory+ cash dividend) in the
last five years
(3) Cash reinvestment ratio = (net cash flow from operation — cash dividend)/ (gross fixed assets + long-term investment+ other assets + working
capital)
6. Leverage:
(1) Operation leverage = (net income from operation — variable operating cost and expenses)/ income from operation
(2) Financial leverage = income from operation/ (income from operation — interest expenses)
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3. Supervisors’ Review Report

Supervisors’ Review Report

The Financial Statements of PixArt Imaging Inc. in fiscal year 2008 have
been duly audited by Ernst & Young and are believed to fairly represent
the financial standing, operation results and cash flows of PixArt Imaging
Inc. We, the Supervisors, have duly reviewed the Financial Statements
along with the Business Report and proposal for profits distribution and
hereby verify that they comply with the requirements of Company Law
and relevant regulations. This Report is duly submitted in accordance with
Article 219 of the Company Law, and we hereby submit this report.

To PixArt Imaging Inc. 2009 Annual General Shareholders’ Meeting

PixArt Imaging Inc.

Supervisor : Sheng-Cheng Chou
(Novatek Microelectronics Corp., representative)

Supervisor : Grace Tseng
(ZhiHong Investment Corp., representative)

March 13,2009
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4. ~ Financial Statements

English Translation of a Report Originally Issued in Chinese
Independent Auditors’ Report

To the Board of Directors and Shareholders
of PixArt Imaging Inc.

We have audited the accompanying balance sheets of PixArt Imaging Inc. as of December 31, 2008 and
2007, and the related statements of income, changes in shareholders' equity, and cash flows for the years
then ended. These financial statements are the responsibility of the Company’s management. Our
responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the Rules Governing Auditing and Certification of
Financial Statements by Certified Public Accountants and generally accepted auditing standards in the
Republic of China (R.O.C.). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant estimates
made by management, as well as evaluating the overall financial statement presentation. We believe that
our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of PixArt Imaging Inc. as of December 31, 2008 and 2007, and the results of its
operations and its cash flows for the years then ended, in conformity with requirements of the Business
Entity Accounting Act and Regulation on Business Entity Accounting Handling with respect to
financial accounting standards, Guidelines Governing the Preparation of Financial Reports by Securities
Issuers, and accounting principles generally accepted in the Republic of China.

As discussed in Note 3 to the financial statements, effective from January 1, 2008, the Company
adopted Accounting Research and Development Foundation Interpretation No. 2007-052 and
recognized employees’ bonuses and remunerations to directors and supervisors as expenses rather than
as a distribution of retained earnings. The adoption decreased net income by NT$466,623 thousand and
basic earnings per share decreased by NT$3.78 for the year ended December 31, 2008.

The Company has prepared consolidated financial statements as of December 31, 2008 and 2007 and for
the years then ended. We have expressed an unqualified opinion with explanatory paragraph and an
unqualified opinion on those consolidated financial statements, respectively.

Ernst & Young

CERTIFIED PUBLIC ACCOUNTANTS
February 4, 2009

Taipei, Taiwan

Republic of China

Notice to Readers
The reader is advised that these financial statements have been prepared originally in Chinese. In the event of a conflict

between these financial statements and the original Chinese version or difference in interpretation between the two
versions, the Chinese language financial statements shall prevail.

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

-44 -



English Translation of Financial Statements Originally Issued in Chinese

PixArt Imaging Inc.

BALANCE SHEETS
As of December 31, \ As of December 31,
ASSETS Notes 2008 2007 LIABILITIES AND SHAREHOLDERS' EQUITY Notes 2008 2007
Current assets NT$°000 NT$°000 Current liabilities NT$°000 NT$°000
Cash and cash equivalents 2,4(1) 4,680,967 4,263,086 | Notes payable 135,383 160,576
Notes receivable, net 2,4(2) - 160 | Accounts payable 120,349 200,886
Accounts receivable, net 2,4(3) 328,084 400,699 | Payables to related parties 5 103,273 171,355
Other receivables 4(4) 25,654 16,162 | Income tax payable 2, 4(20) 54,131 24,670
Inventories, net 2,4(5) 299,432 519,344 | Accrued expenses 2, 3,4(15) 829,813 326,344
Prepayments and other current assets 33,750 8,425 | Other current liabilities 6,867 2,464
Deferred income tax assets-current 2, 4(20) 18,544 7,208 Total current liabilities 1,249,816 886,295
Total current assets 5,386,431 5,215,084
Funds and investments Other liabilities
Investments accounted for using equity method 2, 4(6) 258,968 - | Accrued pension liabilities 2,4(10) 5,975 5,432
Prepaid long-term investment 4(6) - 9,767 | Deposits received 931 1,020
Financial assets measured at cost-noncurrent 2, 4(7) 300,000 300,000 [ Total other liabilities 6,906 6,452
Total funds and investments 558,968 309,767 Total liabilities 1,256,722 892,747
Property, plant and equipment 2,4(8) Shareholders' equity
Buildings and facilities 207,960 207,960 | Capital 4(11)
Research and development equipment 54,135 51,820 Common stock 1,245,803 1,170,655
Miscellaneous equipment 64,556 62,887 Capital stock to be registered 1,552 185
Total cost 326,651 322,667 Capital collected in advance 100 105
Less : Accumulated depreciation (86,748) (74,129)| Capital reserve
Add : Prepayments for equipment 7,837 - Additional paid-in capital 4(12) 1,094,772 1,091,677
Property, plant and equipment, net 247,740 248,538 Donated by shareholders 4(12) 3,816 3,816
Long-term investment transaction 4(12) 106 -
Intangible assets 2,4(9),5 Employee stock options 4(12), 4(13) 18,372 16,081
Patents 1,636 7,920 | Retained earnings
Software 39,661 25,883 |  Legal reserve 4(14) 458,582 296,784
Total intangible assets 41,297 33,803 Undistributed earnings 4(15), 4(19) 2,482,957 2,391,714
Other adjustments
Other assets Cumulative translation adjustments 2 72 -
Leased assets to others, net 2, 4(8) 20,989 21,429 | Treasury stock 2, 4(16) (280,834) (7,245)
Refundable deposits 888 353 Total stockholders' equity 5,025,298 4,963,772
Deferred assets 2 8,966 7,291
Deferred income tax assets-noncurrent 2,4(20) 13,741 17,254
Restricted deposits 6 3,000 3,000
Total other assets 47,584 49,327
Total assets 6,282,020 5,856,519 |Total liabilities and shareholders’ equity 6,282,020 5,856,519

Chairman : Sen-Huang Huang

The accompanying notes are an integral part to these financial statements.

President : Sen-Huang Huang
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English Translation of Financial Statements Originally Issued in Chinese

PixArt Imaging Inc.

STATEMENTS OF INCOME

For the years ended December 31,

Description Notes 2008 2007
NT$’000 NT$’000
Gross sales 4,809,076 4,682,784
Less : Sales returns (474) (3,917)
Sales discounts (3,731) (1,924)
Net sales 2,4(17) 4,804,871 4,676,943
Cost of goods sold 4(18),5 (2,390,221) (2,546,111)
Gross profits 2,414,650 2,130,832
Operating expenses 4(18), 5
Selling expenses (117,951) (67,490)
Administrative expenses (372,417) (224,656)
Research and development expenses (536,738) (253,824)
Total operating expenses (1,027,106) (545,970)
Operating income 1,387,544 1,584,862
Non-operating income and gains
Interest income 75,739 62,719
Foreign exchange gain, net 2 29,262 2,512
Rent revenue 4,124 4,175
Reversal of allowance for loss on decline in market value and obsolescence of inventories |2 - 21,899
Other revenue 3,226 14,053
Total non-operating income and gains 112,351 105,358
Non-operating expenses and losses
Loss on equity investments, net 977) -
Loss on decline in market value and obsolescence of inventories (83,871) -
Loss on scrap of inventories - (35,423)
Other expenses 2, 4(18) (8,514) (441)
Total non-operating expenses and losses (93,362) (35,864)
Income from continuing operations before income taxes 1,406,533 1,654,356
Income tax expense 2, 4(20) (46,836) (36,373)
Net income 1,359,697 1,617,983
Earnings Per Share 2,4(19)
Basic Earnings Per Share (in New Taiwan Dollars)
Income before income taxes 1139 | $ 13.36
Inocme tax expense (0.38) (0.29)
Net income 11.01 | $ 13.07
Diluted Earnings Per Share (in New Taiwan Dollars)
Income before income taxes 1099 | $ 13.22
Inocme tax expense (0.36) (0.29)
Net income 1063 | $ 12.93
The accompanying notes are an integral part to these financial statements.
Chairman : Sen-Huang Huang President : Sen-Huang Huang Chief Financial Officer: Mei-Wei Luo
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English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc.
STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Capital reserve Retained earnings
. . Cumulative
Description CZ;T;:LO“ CSE'::;;; ?;dto Ca?::'(;;;:izted Adqitiona_l paid-| Donated by ;32&;?;21 Employ_ee stock Legal Undist_ributed trz'inslation T:f;;l(l Y Total
in capital shareholders transaction options reserve earnings adjustments
NT$’000 NT$°000 NT$°000 NT$°000 NT$’000 NT$°000 NT$°000 NT$°000 NT$’000 NT$°000 NT$°000 NT$°000
Balance as of January 1, 2007 1,030,845 13,669 236 1,080,100 3,816 - 13,160 151,338 1,904,432 - - 4,197,596
Appropriation and distribution of 2006 earnings:
Legal reserve - - - - - - - 145,446 (145,446) - - -
Directors' and supervisors' remuneration - - - - - - - - (13,090) - - (13,090)
Cash paid for employees' bonuses and Shareholders' dividends - - - - - - - - (852,713) - - (852,713)
Capitalization of employees' bonuses 14,944 - - - - - - - (14,944) - - -
Capitalization of stock dividends 104,508 - - - - - - - (104,508) - - -
Exercise of employee stock options 20,358 (13,484) (131) 11,577 - - (11,386) - - - - 6,934
Employee stock options distributed to employees - - - - - - 14,307 - - - - 14,307
Treasury stock repurchased - - - - - - - - - - (7,245) (7,245)
Net income for 2007 - - - - - - - - 1,617,983 - - 1,617,983
Balance as of December 31, 2007 1,170,655 185 105 1,091,677 3,816 - 16,081 296,784 2,391,714 - (7,245) 4,963,772
Appropriation and distribution of 2007 earnings:
Legal reserve - - - - - - - 161,798 (161,798) - - -
Directors' and supervisors' remuneration - - - - - - - - (14,562) - - (14,562)
Cash paid for employees' bonuses and Shareholders' dividends - - - - - - - - (1,018,602) - - (1,018,602)
Capitalization of employees' bonuses 27,000 - - - - - - - (27,000) - - -
Capitalization of stock dividends 46,492 - - - - - - - (46,492) - - -
Exercise of employee stock options 1,656 1,367 (5) 3,095 - - (2,927) - - - - 3,186
Employee stock options distributed to employees - - - - - - 5,218 - - - - 5,218
Adjustment from changes in the percentage of ownership in investees - - - - - 106 - - - - - 106
Treasury stock repurchased - - - - - - - - - - (273,589) (273,589)
Net income for 2008 - - - - - - - - 1,359,697 - - 1,359,697
Cumulative translation adjustments - - - - - - - - - 72 - 72
Balance as of December 31, 2008 1,245,803 1,552 100 1,094,772 3,816 106 18,372 458,582 2,482,957 72 |( 280,834) 5,025,298
The accompanying notes are an integral part of the financial statements.
Chairman : Sen-Huang Huang President : Sen-Huang Huang Chief Financial Officer: Mei-Wei Luo
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PixArt Imaging Inc.
STATEMENTS OF CASH FLOWS

For the years ended December 31,

Description 2008 2007
Cash flows from operating activities : NT$°000 NT$’000
Net income 1,359,697 1,617,983
Adjustments to reconcile net incometo net cash provided by operating activities:
Depreciation (including leased assets) 19,460 19,844
Amortization 30,855 34,183
Employee stock options distributed to employees 5,218 14,307
Provision (reversal) of allowance for loss on decline in market value and obsolescence of inventories 83,871 (21,899)
Loss on scrap of inventories - 35,423
Net loss on equity investments 977 -
Deferred income tax (7,823) 7,244
Changes in operating assets and liabilities:
Notes receivable 160 2,637
Accounts receivable 72,615 172,969
Other receivables (9,492) (11,388)
Inventories 136,041 (177,725)
Prepayments and other current assets (25,325) (2,985)
Notes payable (25,193) (24,504)
Accounts payable (80,537) 46,718
Payables to related parties (68,082) (64,932)
Income tax payable 29,461 12,037
Accrued expenses 503,469 80,886
Other current liabilities 4,403 (9,104)
Accrued pension liabilities 543 575
Net cash provided by operating activities 2,030,318 1,732,269
Cash flows from investing activities :
Prepaid long-term investment - (9,767)
Increase in investments accounted for using equity method (250,000) -
Purchase of property, plant and equipment (19,365) (24,973)
Increase in intangible assets (31,482) (21,991)
Increase in refundable deposits (535) (130)
Increase in deferred assets (7,399) (8,531)
Net cash used in investing activities (308,781) (65,392)
Cash flows from financing activities :
Decrease in deposits received (89) -
Directors' and supervisors' remuneration (14,562) (13,090)
Employees' bonuses (112,000) (121,159)
Shareholders' dividends (906,602) (731,554)
Exercise of employee stock options 3,186 6,934
Treasury stock repurchased (273,589) (7,245)
Net cash used in financing activities (1,303,656) (866,114)
Net increase in cash and cash equivalents 417,881 800,763
Cash and cash equivalents at the beginning of the year 4,263,086 3,462,323
Cash and cash equivalents at the end of the year 4,680,967 4,263,086
Supplemental disclosures of cash flow information :
Income tax paid during the year 25,199 17,092
Non-cash activities :
Stock dividends and employees' bonuses capitalized 73,492 119,452
The accompanying notes are an integral part to these financial statements.
Chairman : Sen-Huang Huang President :  Sen-Huang Huang Chief Financial Officer: Mei-Wei Luo
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PixArt Imaging Inc.
Notes To Financial Statements

1. HISTORY AND ORGANIZATION
PixArt Imaging Inc. (the "Company") was incorporated under the Company Law of the Republic
of China in July 13, 1998. The numbers of employees as of December 31, 2008 and 2007 were
168 and 147, respectively. The main activities of the Company are in CMOS image sensor and
related IC design, research, production, and Sales.

The Company’s shares were previously registered and traded as the “Emerging Stock” on
Taiwan’s GreTai Securities Market (formerly known as OTC Market) starting July 2003 and
have been listed and publicly traded on the OTC Market since May 2006.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The Company’s financial statements are prepared in accordance with requirements of the
Business Entity Accounting Act and Regulation on Business Entity Accounting Handling with
respect to financial accounting standards, the Guidelines Governing the Preparation of Financial
Reports by Securities Issuers, and accounting principles generally accepted in the Republic of
China. Significant accounting policies are summarized as follows:

Cash Equivalents

Cash equivalents are short-term, highly liquid investments that are readily convertible to known
amounts of cash, and so near their maturity date that they are subject to an insignificant risk of
changes in value from fluctuations in interest rates. Commercial papers, negotiable certificates of
deposit, and bank acceptances with original maturities of three months or less are considered to
be cash equivalents.

Foreign Currency Transactions and Translation of Financial Statements denominated in Foreign

Currency

A. The Company maintains its accounting records in New Taiwan dollars ("NT Dollars" or
"NT$"), the national currency of the R.O.C. Non-derivative transactions denominated in
foreign currencies are recorded in NT Dollars using the exchange rates in effect at the dates
of the transactions. When a transaction is settled in a subsequent accounting period, the
monetary assets and liabilities denominated in foreign currencies are re-measured on the
balance sheet date using the exchange rates prevailing as at that date with the resulting
exchange gains or losses included in earnings.
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PixArt Imaging Inc.

Notes To Financial Statements (Continued)

B. The financial statements of foreign operations are translated into New Taiwan Dollars using
the spot rates at the balance sheet date for asset and liability accounts. Shareholders’ equity
accounts should be translated at the historical rate except for the beginning balance of the
retained earnings, which is the translated amount from the last period carried forward.
Dividends are translated at the spot rate of the declaration date. The financial statements of
foreign operations are translated into New Taiwan Dollars using the weighted average
exchange rates for profit and loss accounts. The accumulated exchange gains or losses
resulting from the translation, after adjusting for percentage of ownership, are recorded in the
cumulative translation adjustment in stockholders’ equity.

Financial Assets and Financial Liabilities
A. Financial asset or liability is recognized on the balance sheet when the Company becomes a
party to the contractual provisions of the instrument. A regular way purchase or sale of

financial assets are recognized using either trade date accounting on equity instrument or
settlement date accounting on debt security, beneficiary certificate and derivative instrument.
As to accounting for de-recognition of financial assets and liabilities, the Company adopted
the R.O.C. SFAS No. 33, “Accounting for Transfers of Financial Assets and Extinguishment
of Liability”.

B. Upon initial recognition of financial assets or financial liabilities, they shall be measured at
fair value. In the case of a financial asset or financial liability at fair value not through profit
or loss, transaction costs that are directly attributable to the acquisition or issue of the
financial assets or financial liabilities shall be included as well.

C. Financial assets or financial liabilities are classified as follows:
a. Available-for-sale financial assets
Available-for-sale financial assets are those non-derivative financial assets that are
designated as available-for-sale or not classified as financial assets at fair value through
profit or loss, held-to-maturity financial assets, financial assets measured at cost, bond
portfolios with no active market and receivables. Subsequent measurement is calculated
at fair value. Any gain or loss arising from the change in fair value, excluding

impairment loss and exchange gain or loss arising from the translation of monetary
financial assets denominated in foreign currencies, is recognized as an adjustment to
shareholders’ equity until such investment is reclassified or disposed, upon which the
cumulative gains or losses previously charged to shareholders’ equity will be recaptured
in profit or loss.
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Notes To Financial Statements (Continued)

The Company would recognize an impairment loss on the available-for-sale investment
as objective evidence of impairment exists. Any reduction due to impairment loss of the
investments in subsequent periods will be recognized as an adjustment to consolidated
shareholders’ equity. The impairment loss of debt instruments may be reversed and
recognized in the current period’s profit or loss if the decreased amount of the
impairment loss can be objectively attributed to an event occurring after the impairment
was recognized.

The fair value for publicly traded securities or close-ended funds is the closing price at
the balance sheet date while for open-ended funds the net value at the balance sheet date.

b. Financial assets measured at cost
Unlisted stock, funds, and other securities without reliable market prices are measured at
cost. They are either holdings in unquoted equity instrument or emerging stocks that the
Company has no material influence on or derivative assets that are linked to and must be
settled by delivery of the abovementioned unquoted equity instruments. When objective
evidence of impairment exists, the Company recognizes an impairment loss, which
cannot be reversed in subsequent periods.

Allowance for Doubtful Accounts
An allowance for doubtful accounts is provided based on management’s judgment of the
collectibility and aging analysis of accounts and other receivables as at balance sheet date.

Inventories

Inventories are recorded at cost when acquired and stated at the lower of aggregate cost, based
on the weighted average method, or market value at the balance sheet date. The market values of
raw materials and supplies are determined on the basis of replacement cost while work in
process and finished goods are determined on net realizable value. The allowance for inventory
in market value decline and obsolescence is provided when necessary.

Investment Accounted for Using Equity Method

A. Long-term investments in which the Company holds an interest of 20% or more or has the
ability to exercise significant influence are accounted for under the equity method of
accounting. The difference between the cost of the investment and the net equity value of the
investee (‘investment premium’) at the date of acquisition, if arising from depreciable,
depletable or amortizable assets, is amortized over remaining economic useful lives of the
assets. The remaining unamortized portion of investment premium arising from the
difference between the carrying amount of assets and their fair value is eliminated when the
difference between carrying amounts of fair value of the assets disappeared.

-51-



English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc.

Notes To Financial Statements (Continued)

Effective January 1, 2006, pursuant to the newly revised R.O.C. SFAS No. 25 “Business
Combinations - Accounting Treatment under Purchased Method”, investment premiums,
representing goodwill, are no longer amortized but are assessed for impairment at least on an
annual basis. In some cases, the fair value of the net identifiable assets of the investee will
exceed the investment cost, that excess represents investment discount. Investment discounts
generated before January 1, 2006, continue to be amortized over the remaining period.
Investment discount generated after December 31, 2005 shall be allocated as a pro rata
reduction of the amounts that otherwise would have been assigned to all of the acquired
noncurrent assets. If any excess remains after reducing to zero the amounts that otherwise
would have been assigned to those assets, that remaining excess shall be recognized as an
extraordinary gain in profit or loss.

B. Adjustment to capital reserve is required when the holding percentage changes due to
unproportional subscription to investee’s new shares issued. If the capital reserve is
insufficient, retained earnings are adjusted. An investor shall discontinue the use of the
equity method from the date that it ceases to have significant influence over an investee and
shall account for the investment in accordance with the R.O.C. SFAS No. 34 “Accounting for
Financial Instruments” from that date. The carrying amount of the investment at the date that
it ceases to be an associate shall be regarded as its cost on initial measurement as a financial
asset.

C. Unrealized gains and losses arising from transactions between the Company and investees
accounted for under equity method or transactions between investees accounted for under
equity method are deferred and recognized when realized.

D. The accompanying consolidated financial statements include the accounts of all directly and
indirectly majority owned subsidiaries of the Company, and the accounts of investees in
which the Company’s ownership percentage is less than 50% but the Company has a
controlling interest.

Property, Plant and Equipment

A. Property, plant and equipment are stated at cost. Significant improvements and replacements
are capitalized and depreciated over their estimated useful lives while ordinary repairs and
maintenance are expensed as incurred. Interest expenses incurred in the period of such
property, plant and equipment in construction or installation will be capitalized. When
property, plant and equipment are disposed of, their original cost and accumulated
depreciation are written off. Gains or losses on disposal of property, plant and equipment are
reported under non-operating income or expenses. Equipments for lease are reclassified as
leased assets to others based on its book value. Depreciation derived from leased assets to
others at book value is recorded under non-operating expenses.
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Notes To Financial Statements (Continued)

B. Property, plant and equipment are stated at cost. Depreciation is provided on the straight-line
basis over the following useful lives (The salvage value of property, plant and equipment that
continues to be in use after reaching its originally estimated useful life shall be depreciated over its
estimated remaining useful life).

Buildings and facilities 50 years
Research and development equipment 3 years
Miscellaneous equipment 21010 years
Lease Assets 50 years

Intangible Assets
A. Software, patents and other separately identifiable intangibles with finite lives are stated at
cost and amortized on a straight-line basis over the following useful lives:

Software 3to5 Years
Patents and Others 3to5 Years

The Company will reassess the useful lives and the amortization method of its recognized
intangible assets at the end of each reporting period. If there is any change to be made, it will
be treated as change of accounting estimation.

B. Expenditures related to research activities as well as those expenditures not meeting the
criteria for capitalization are expensed when incurred. Expenditures related to development
activities meeting the criteria for capitalization are capitalized.

Deferred Assets
Deferred charges are stated at cost and amortized on a straight-line basis over their estimated
economic lives, normally 2 years.

Asset Impairment

Pursuant to R.O.C. SFAS No. 35, “Accounting for Assets Impairment”, the Company is required
to perform (1) impairment testing on goodwill annually; (2) impairment testing for intangible
assets which have indefinite lives or are not available for use annually; and (3) evaluating
whether indicators of impairment exist for assets subject to guidelines set forth under the
Statement. The Statement requires that such assets be reviewed for impairment whenever events
or changes in circumstances indicate that the carrying amount of the assets might not be
recoverable.
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Notes To Financial Statements (Continued)

Impairment losses shall be recognized when the carrying amount exceeds the recoverable
amount. Recognized losses on goodwill impairment shall not be reversed subsequently. For
non-goodwill assets impaired in prior periods, if the amount of the impairment loss decreases
and the decreases is clearly attributable to an event which occurred after the impairment loss was
recognized; the previously recognized impairment loss is reversed to the extent of the decrease.
The reversal may not result in a carrying amount that exceeds what the amortized cost would
have been had the impairment not been recognized at the date the impairment is reversed.

Revenue Recognition
Revenue is recognized in accordance with R.O.C. Statement of Financial Accounting Standards
No. 32, “Accounting for Revenue Recognition.”

Capital expenditures vs. revenue expenditures

If the expenditure increases the future service potential of the assets and the purchase price
exceeds a certain monetary threshold, the expenditure is capitalized. While the others are
expensed as incurred.

Pension plan
A. All regular employees are entitled to a pension plan that is managed by an independently

administered pension fund committee. Fund assets are deposited in the committee’s name in
the Central Trust of China and hence, are not associated with or controlled by the Company.
Therefore, fund assets are not to be consolidated in the Company’s financial statements.
Pension benefits for employees of the subsidiaries are provided in accordance with the
relevant local regulations.

B. The Labor Pension Act of the R.O.C. (‘the Act’), which adopts a defined contribution plan,
became effective on July 1, 2005. Employees already covered by the Labor Standards Law
which provided for a defined benefit plan, were allowed to either elect the pension
calculation under the Act or continue to be subject to the pension scheme under the Labor
Standards Law. Those employees that elected to be subject to the Act will have their
seniority achieved under the Labor Standards Law retained upon election of the Act and the
Company will make monthly contributions of no less than 6% of these employees’ monthly
wages to the employees’ individual pension accounts.

C. The accounting for the Company’s pension liability is computed in accordance with R.O.C.
SFAS No.18. Net pension costs of the defined benefit plan are recorded based on actuarial
valuations. Pension cost components such as service cost, interest cost, expected return on
plan assets, the amortization of net obligation at transition, pension gain or loss, and prior
service cost, are all taken into consideration. Net transition obligations from the plan assets
are amortized using the straight-line method over the employees’ expected average
remaining service period of 15 years. The Company recognizes expenses from the defined
contribution pension plan in the period in which the contribution becomes due.
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Income taxes

A. The Company adopted R.O.C. SFAS No. 22, “Accounting for Income Taxes” for
inter-period and intra-period income tax allocation. Under the Statement, the tax effects of
taxable temporary differences are recognized as deferred income tax liabilities while those of
deductible temporary differences, loss carry-forward, and investment tax credits are
recognized as deferred income tax assets. A valuation allowance on deferred income tax
assets is provided to the extent that it is more likely than not that the tax benefits will not be
realized. A deferred tax asset or liability is classified as current or noncurrent in accordance
with the classification of its related asset or liability. However, if a deferred tax asset or
liability does not relate to an asset or liability in the financial statements, its classification is
based on the expected reversal date of the temporary difference.

B. Income tax (10%) on unappropriated earnings is recorded as expense in the year in which the
shareholders have resolved that the earnings shall be retained.

C. According to R.O.C. SFAS No. 12, *Accounting for Income Tax Credits”, the Company
recognizes the tax benefit from the purchase of equipment and technology, research and
development expenditure, employee training, and certain equity investment using the
flow-through method.

D. The Income Basic Tax Act of the R.O.C. (the IBTA) became effective on January 1, 2006.
Set up by the Executive Yuan, the IBTA is a supplemental 10% tax that is payable if the
income tax payable determined under the R.O.C. Income Tax Act is below the minimum
amount as prescribed by the IBTA. The IBTA is calculated based on taxable income as
defined by the IBTA, which includes most income that is exempted from income tax under
various legislations. The impact of the IBTA has been considered in the calculation of the
Company’s income tax for the current reporting period.

Earnings Per Share
Earnings per share are computed according to R.O.C. SFAS No. 24, “Earnings Per Share.”

Treasury Stock

In accordance with R.O.C. SFAS No. 30, “Accounting for Treasury Stock”, treasury stock held
by the Company is accounted for under the cost method. When treasury stock is retired, the
treasury stock account is credited and all capital account balances related to the treasury shares,
including capital reserve - treasury stock transactions, are reduced on a proportionate basis. Any
difference, if on credit side, is recorded in capital reserve - treasury stock transactions; if on debit
side, retained earnings is reduced.
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Employee Stock Option

The Company used intrinsic value method to recognize compensation cost for its employee stock
options issued between January 1, 2004 and December 31, 2007, in accordance with Accounting
Research and Development Foundation interpretation Nos. 2003-070~072. Under the method,
the excess of the market price over exercise price at the plan date is adjusted under shareholders’
equity and expensed over vesting periods. Disclosure of pro forma information for net income
and earnings per share using fair value method is required.

For stock options granted on or after January 1, 2008, the Company recognizes compensation
cost using the fair value method in accordance with R.O.C. SFAS No. 39 “Accounting for
Share-Based Payment.” In accordance with R.O.C. SFAS No. 39, share-based payment
transaction shall be measured by reference to the fair value of the equity instruments at the date
when they are granted. The fair value is determined by an external valuer using an appropriate
pricing model.

The Company only enters into equity-settled share-based payment transaction with its employees.
Pursuant to R.O.C. SFAS No. 39, the goods or services received under such transaction, and the
corresponding increase in equity, shall be measured by reference to the fair value of the equity
instruments granted. If there is no vesting condition attached, then the equity instrument is
vested immediately, with the employee compensation costs recognized as at the grant date, with
a corresponding increase in equity. If the equity instrument is vested over a certain period, then
the employee compensation costs are recognized over the period, with a corresponding increase
in equity.

In valuing the fair value of the equity instrument granted, no account is taken of any vesting
conditions other than market conditions. Instead, non-market vesting conditions shall be taken
into account by adjusting the number of equity instruments included in the measurement of the
transaction amount, so that, ultimately, the amount recognized for goods or services received as
consideration for the equity instruments granted shall be based on actual number of equity
instruments that eventually vest. For grants of equity instruments with market conditions, the
Company shall recognize the goods or services received from a counterparty that satisfies all
other vesting conditions, irrespective of whether the market condition is satisfied.

Employee Bonuses and Remunerations Paid to Directors and Supervisors

In accordance with Accounting Research and Development Foundation interpretation No.
2007-052 effective January 1, 2008, employee bonuses and remunerations paid to directors and
supervisors are charged to expense at fair value and are no longer accounted for as an
appropriation of earnings.

-56 -



English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc.

Notes To Financial Statements (Continued)

3. REASONS AND EFFECTS FOR ACCOUNTING CHANGES

A

Effective January 1, 2007, the Company adopted the R.O.C. Statement of Financial
Accounting Standards No.37, “Accounting for Intangible Assets.” The accounting change had
significant impact neither on the Company’s total assets as of December 31, 2007 nor on the
net income and the EPS for the year then ended.

. Effective from January 1, 2008, the Company adopted R.O.C. SFAS No. 39, “Accounting for

Share-Based Payment” to account for share-based payments transactions. This change in
accounting principles had no significant effect on the Company’s net income and basic EPS for
the year then ended December 31, 2008.

. Effective from January 1, 2008, the Company adopted Accounting Research and Development

Foundation interpretation No. 2007-052 to account for employee bonuses and remunerations
paid to directors and supervisors. The adoption resulted in an unfavorable effect on
consolidated net income in the amount of NT$466,623 thousand, thereby reducing the
Company’s earnings per share by NT$3.78 for the year ended December 31, 2008.

4. CONTENTS OF SIGNIFICANT ACCOUNTS

(1) Cash and Cash Equivalents

@)

As of December 31,
2008 2007
NT$’000 NT$’000
Cash 50 50
Saving and checking 153,085 408,036
Time deposit 4,200,000 3,855,000
Cash equivalents-CP-Repo 327,832 -
Total 4,680,967 4,263,086
Notes Receivable
As of December 31,
2008 2007
NT$’000 NT$°000
Notes receivable - 160
Less: Allowance for doubtful accounts - -
Net - 160
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(3) Accounts Receivable

Accounts receivable

Less: Allowance for doubtful accounts
Allowance for sales discounts

Net

(4) Other Receivables

VAT refundable
Interest receivable
Other receivables
Total

(5) Inventories

Raw materials
Supplies

Work in process
Finished goods
Total

Less: Allowance for loss on decline in market

value and obsolescence
Net

(6) Long-term investments accounted for under equity method

Investee Company

As of December 31, 2008
Pixart International (BV1) Ltd.

Pixart International (SAMOA) Ltd.

Yuan-Xiang Investment Corp.
Yuan-Feng Investment Corp.
Total

As of December 31,
2008 2007
NT$’000 NT$°000
353,478 426,093
(19,570) (19,570)
(5,824) (5,824)
328,084 400,699
As of December 31,
2008 2007
NT$’000 NT$’000
17,900 9,478
7,751 6,466
3 218
25,654 16,162
As of December 31,
2008 2007
NT$’000 NT$’000
6,149 4,214
10,963 15,610
208,192 325,839
189,911 215,488
415,215 561,151
(115,783) (41,807)
299,432 519,344
Amounts
Shares/units ~ (NT$’000) Ownership (%)
1 - 100.00
300,000 7,948 100.00
20,000,000 200,887 100.00
5,000,000 50,133 100.00
258,968
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As of December 31, 2007

Pixart International(BVI) Ltd. 1 - 100.00
Pixart International (SAMOA) Ltd. 1 - 100.00
Subtotal -
Add: Prepaid long-term investment-

Pixart International (SAMOA) Ltd. 9,767
Total 9,767

For the years ended December 31, 2008 and 2007, the Company recognized investment
losses and gains under the equity method on the long-term equity investment in Pixart
International(BVI) Ltd. amounting to NT$0 thousand and NT$0 thousand, respectively,
based on the investee’s unaudited financial statements. For the years ended December 31,
2008 and 2007, the Company recognized investment loss and gain accounted for under
the equity method amounted to (NT$977) thousand and NT$0 thousand, respectively,
based on the audited financial statements of the investee companies.

. The Company resolved to invest in Pixart International (BV1) Ltd. on August 11, 2004.
Pixart International (BVI) Ltd. then resolved to invest in Pixart International (SAMOA)
Ltd. on the same day. Due to an investment restructuring in June, 2005, the Company
now directly held Pixart International (SAMOA) Ltd. The Company had invested an
additional amount of NT$9,767 thousand in December, 2007, which were recorded under
prepaid long-term investment.

The Company resolved to invest in Yuan-Xiang Investment Corp. with cash of NT$200
thousand in April, 2008, in exchange for 20,000,000 common stocks (100% ownership).
A subsidiary of Yuan-Xiang Investment Corp. resolved a right offering for cash.
Yuan-Xiang Investment Corp.’s interest in the subsidiary changed since it forgave its
preemptive right and subscribed to none of this new issuance. As a result, for the year
ended December 31, 2008, the Company has recognized an addition in capital reserve of
NT$106 thousand.

. The Company resolved to invest of Yuan-Feng Investment Corp. with cash of NT$50
thousand in exchange for 5,000,000 shares (100% ownership) in April, 2008.

Cumulative translation adjustments, resulting from the translation of the Company’s
foreign investee accounted for under equity method, increased in the amount of NT$72
thousand and NT$0 thousand for the years ended December 31, 2008 and 2007,
respectively.

All of the Company’s subsidiaries have been included in the consolidated financial
statements.
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(7) Einancial assets measured at cost-noncurrent

As of December 31,
Investee Company 2008 Ownership 2007 Ownership
NT$’000 % NT$°000 %
Shieh Yong Investment Co., Ltd. 300,000 4.55 300,000 4.55

(8) Property, Plant and Equipment

a. No interest was capitalized for the years ended December 31, 2008 and 2007.

b.The Company has leased parts of the buildings and facilities since 2005. They were

shown as follows:

As of December 31,
Items 2008 2007
NT$’000 NT$’000
Buildings and facilities 22,457 22,457
Less : Accumulated depreciation (1,468) (1,028)
Leased assets to others, net 20,989 21,429

(9)_Intangible Assets

As of December 31, 2008

Patents Software Total
Original cost NT$’000 NT$’000 NT$°000
Balance at beginning of period 47,522 40,959 88,481
Increase — separately acquired 1,900 29,582 31,482
Decrease — elimination (47,522) (9,227) (56,749)
Balance at end of period 1,900 61,314 63,214
Accumulated amortization
Balance at beginning of period 39,602 15,076 54,678
Increase - amortization 8,184 15,804 23,988
Decrease — elimination (47,522) (9,227) (56,749)
Balance at end of period 264 21,653 21,917
Net 1,636 39,661 41,297
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As of December 31, 2007

Patents Software Total
Original cost NT$’000 NT$’000 NT$°000
Balance at beginning of period 47,522 53,797 101,319
Increase - separately acquired - 21,991 21,991
Decrease — elimination - (34,829) (34,829)
Balance at end of period 47,522 40,959 88,481
Accumulated amortization
Balance at beginning of period 23,761 37,760 61,521
Increase - amortization 15,841 12,145 27,986
Decrease — elimination - (34,829) (34,829)
Balance at end of period 39,602 15,076 54,678
Net 7,920 25,883 33,803

(10) Pension Fund

a. The Company’s pension fund contributed to a fiduciary account in Bank of Taiwan
amounted to NT$9,156 thousand and NT$7,828 thousand as of December 31, 2008 and
2007, respectively. The total pension expenses, including net pension cost under the old
Standard Labor Law and the pension expenses under the new Labor Pension Act,
amounted to NT$9,509 thousand and NT$7,851 thousand for the years ended
December 31, 2008 and 2007, respectively. The pension expenses under the Labor
Pension Act amounted to NT$7,886 thousand and NT$6,114 thousand, respectively.

b. Pension cost:
For the year ended December 31,

2008 2007

The old Standard Labor Law NT$’000 NT$’000

Service cost 761 735

Interest cost 637 587

Expected return on plan assets (235) (179)

Amortization 460 594

Net periodic pension cost 1,623 1,737
The new Labor Pension Act

Pension expenses 7,886 6,114
Total 9,509 7,851
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c. The funding status of pension plan under old regulation was summarized as follows:

As of December 31,
2008 2007
Benefit obligation NT$’000 NT$’000
Vested benefit obligation - -
Non-vested benefit obligation (4,434) (7,304)
Accumulated benefit obligation (4,434) (7,304)
Effect on projected salary increase (4,179) (13,913)
Projected benefit obligation (8,613) (21,217)
Fair value of plan assets 9,156 7,828
Funded status 543 (13,389)
Unrecognized net transitional benefit obligation 963 1,083
Unrecognized (gain) loss (7,481) 6,874
Accrued pension liabilities (5,975) (5,432)

d. The vested benefit was nil as of December 31, 2008 and 2007.

e. The actuarial assumptions are as follows:
For the year ended December 31,

2008 2007
Discount rate 2.50% 3.00%
Rate of salary increase 3.00% 6.00%
Expected return on plan assets 2.50% 3.00%

(11) Common Stock
As of January 1, 2007, the Company’s authorized common stock amounted to
NT$1,500,000 thousand, which is divided into 150,000,000 shares (including 7,500,000
shares reserved for exercises of employee stock options), each share at par value of NT$10.
The Company’s issued common stock amounted to NT$1,044,514 thousand (including
NT$13,669 thousand which were recorded under Common stock to be registered).

As recommended by the board of directors, and approved by the shareholders on the
meeting held on June 25, 2007, the Company issued 11,945,191 new shares at par value of
NT$10 for the capitalization of shareholders’ dividends of NT$104,508 thousand and
employees’ bonus of NT$14,944 thousand. The record date was set on September 3, 2007
and the issuance had been governmentally approved.
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In the shareholders’ meeting on June 13, 2008, the Company revised its Articles of
Incorporation to increase the reserve for the grant of employees’ options to 10,000,000
shares, the Company’s authorized common stock amounted to NT$1,500,000 thousand,
divided into 150,000,000 shares (including 10,000,000 shares reserved for exercises of stock
options), each share at par value of NT$10. In the same meeting, the shareholders resolved
to issue 7,349,241 new shares for the capitalization of shareholders’ bonus of NT$46,492
thousand and employees’ bonus of NT$27,000 thousand, each at par value of NT$10. The
capitalization date was at August 26, 2008 and the issuance process had been
governmentally approved.

Part of the employees’ stock option granted has been exercised and additional 674,411
common shares were issued and the governmental approval has been successfully obtained
for the year ended December 31, 2007. Part of the employees’ stock option granted has been
exercised and additional 291,772 common shares were issued or to be issued for the year
ended December 31, 2008. As of December 31, 2008, 155,257 shares have since been issued
but since they have not yet been registered, they were recorded under the caption of
common shares to be registered at par value of NT$1,552 thousand. The Company has
received NT$100 thousand, which was recorded under capital collected in advance as of
December 31, 2008, as no common stocks have yet been provided.

As of December 31, 2008, the Company’s authorized common stock amounted to
NT$1,500,000 thousand, which is divided into 150,000,000 shares (including 10,000,000
shares reserved for exercises of employee stock options), each share at par value of NT$10.
The Company’s issued common stock amounted to NT$1,247,355 thousand (including
NT$1,552 thousand which were recorded under Common stock to be registered).

(12) Capital Reserve

As of December 31,
2008 2007
NT$’000 NT$’000
Additional paid-in capital 1,094,772 1,091,677
Donated by shareholders 3,816 3,816
Long-term equity investment 106 -
Employee stock option 18,372 16,081
Total 1,117,066 1,111,574
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According to the R.O.C. Company Law, capital reserve can only be used for making up

losses or reclassifying to paid-in capital using only balances in additional paid-in capital or

donated assets. The Company shall not use capital reserve to make up its loss unless legal

reserve is insufficient for making good such losses.

(13) Employee Stock Options

From 2003 to 2007, the Company was authorized by the Financial Supervisory Commission,

Executive Yuan to issue employee stock options. The options are valid for six years and

exercisable at certain percentage subsequent to the second anniversary from the granted date.

Detailed information relevant to the employee stock options is disclosed as follows:

Total number of Total number of Shares Available Exercise price
options granted options outstanding | for option holders (NTD)
Date of grant (in thousands) (in thousands) (in thousands) (Remark 2)
2003.11.14 776 1 1,298 10.0
(Remark 1)

2005.11.24 440 160 160,000 10.0
2006.01.16 110 15 15,000 10.0
2006.02.24 30 15 15,000 10.0
2006.04.11 225 110.50 110,500 10.0
2007.12.27 5,000 4,526 4,526,000 205.10

Remark 1: The shares available for option holders are subject to adjustments in the event

that changes occur to the capital structure in accordance with the plan.

Remark 2: The exercise prices have been adjusted to reflect the change of outstanding

shares (i.e. the share issued for cash or the appropriations of earnings) in

accordance with the plan.

Part of the employees’ stock option granted has been exercised into additional 292 thousand
shares and 674 thousand shares for the years ended December 31, 2008 and 2007.
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The Company used the intrinsic value method to recognize compensation cost for its employee
stock options, which are classified as equity-settled share-based payment transaction and issued
between 2004 and 2007, in accordance with Accounting Research and Development Foundation
interpretation Nos. 2003-070~072. Employees’ stock options granted between 2005 and 2006
were accounted for under intrinsic value method. Accordingly, the Company provides NT$5,218
thousand and NT$14,307 thousand of compensation expense for the years ended December 31,
2008 and 2007, respectively. Because the excess of the market price was equal to exercise price
at the plan date for stock option plan of 2007 under the intrinsic value method, the Company
provides no compensation expense.

The respective information of the units and weighted average exercise prices for stock option
plans of the Company is disclosed as follows:
For the year ended December 31,2008

Options Weighted-average Exercise
(in thousand units) Price per share (NTD)

Outstanding at beginning of period 5,622 202.7

Granted - -

Exercised (251.5) 10.7

Expired (544) 192.0
Outstanding at end of period 4,826.5 192.9
Exercisable at end of period 78

Weighted-average fair value of options

granted during the period (in NTD) -

For the year ended December 31,2007

Options Weighted-average Exercise

(in thousand units) Price per share (NTD)
Outstanding at beginning of period 805 20.5
Granted 5,000 226.5
Exercised (183) 11.0
Expired - -
Outstanding at end of period 5,622 202.7
Exercisable at end of period 37
Weighted-average fair value of options
granted during the period (in NTD) 198.6
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Information for options granted after January 1, 2004 are as follows:

Outstanding Stock Options Exercisable Stock Options
Weighted- Weighted-
Weighted- average average
Range of average Exercise Exercise
Exercise Expected Price per Price per
Price Options Remaining share Options share
Year (NTD) (Unit) Years (NTD) (Unit) (NTD)
Stock option
olan of 2005 10 160 1.17 10 60 $10
Stock option
olan of 2006 10 140.5 1.57 10 18 10
Stock option
olan of 2007 205.1 4,526 3.17 205.1 - -
Total 4,826.5 291 1929 - 78 10

The fair value of the options outstanding as of December 31, 2008 and 2007 were estimated at
the date of grant using the Black-Scholes options pricing model. The Company’s pro-forma

information is set

forth as follows:

For the year ended December 31,

2008 2007
Net income-as reported (NT$°000) 1,359,697 $1,617,983
Basic earnings per share-as reported (NT$) 11.01 13.07
Diluted earnings per share -as reported (NT$) 9.89 12.92
Net income-pro forma (NT$’000) 1,221,596 1,600,037
Basic earnings per share-pro forma (NT$) 10.63 12.93
Diluted earnings per share -pro forma (NT$) 9.55 12.79

Pro forma information under fair value method using Black-Scholes Option Pricing Model is as

follows:

First Second Third
Employee employee employee employee Employee
stock option  stock option  stock option  stock option  stock option
planin 2005 plan in 2006 planin 2006 planin 2006 plan in 2007
Expected dividend yield 1.58% 1.52% 1.90% 1.58% 3.09%
Expected volatility 103.54% 119.69% 131.54% 147.96% 48.40%
Risk free interest rate 1.63% 1.63% 1.63% 1.63% 2.625%
Expected life 4.25years  4.25years  4.25years  4.25years  4.25years
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(14) Legal Reserve
According to the R.O.C. Company Law, 10% of the Company’s net income, after

deducting previous years' losses, if any, shall be appropriated for legal reserve prior to any
distribution, until such reserve is equal to the Company’s paid-in capital. When legal
reserve has reached 50% of paid-in capital, 50% of such reserve may be distributed to the
Company’s shareholders through the issuance of additional common shares.

(15) Earnings Distribution and Dividends Distribution Policy

According to the Company's Articles of Incorporation, Current year's earnings, if any, shall

be distributed in the following order:

(@ Income tax obligation;

(b) Offsetting accumulated deficits, if any;

(c) Legal reserve at 10% of net income after tax;

(d) Special reserve in compliance with the Company Law or the Securities and Exchange
Law;

() Remuneration for directors and supervisors to a maximum of 1% of the remaining
Current year’s earnings after deducting for item (a) through to (d).

(F)  After deducting for item (a) through to (d) above from the current year’s earnings, no
less than 1% of the remaining amount together with the prior years’ unappropriated
earnings is to be allocated as employees’ bonus.

() The remaining, after all the above appropriations and distributions, may be retained or
distributed proportionally as shareholder’s bonus. The distribution will be
recommended by the board of directors and resolved in the shareholders” meeting.

The policy for dividend distribution should reflect factors such as the current and future
fund requirements and long-term financial planning. The board of directors shall make the
distribution proposal in the subsequent year and submit it to the annual shareholders’
meeting for approval.

Prior to 2008, distribution of employee bonus and remuneration for directors and
supervisors were treated as part of the annual earning distribution and they were charged to
retained earnings at the time when the shareholders resolved the earnings distribution in the
annual general meeting. Starting 2008, the distribution of employee bonus and
remuneration for directors and supervisors shall be accrued as an expense at the year the
employees, directors and supervisors grant their services. If the accrued amount is
modified and proposed to shareholders’ meeting by the board of directors in the subsequent
year and the difference is not significant, the Company shall recognize the difference in
earnings then. If the accrued or proposed amount is further modified at shareholders’
general meeting held in the subsequent year, the Company shall recognize the difference in
earnings then as well.
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In the case that stock, instead of cash, is to distribute for employee bonus purpose, the
number of shares distributed will be computed by dividing the amount of bonuses by the
closing price (after considering the effect of cash and stock dividends) of the shares on the
day immediately preceding the shareholders' meeting.

Shareholders’ dividends may be distributed in the form of shares, cash, or a combination of
both. Cash dividends may not be less than 10% of total dividends to be distributed.
Remuneration for directors and supervisors’ services is limited to cash only.

During the year ended December 31, 2008, the amounts of the employee bonuses and
remunerations to directors and supervisors were accrued in accordance with the Company’s
Articles of Incorporation in amount of NT$456,445 thousand and NT$12,240 thousand,
respectively, without considering the cost of employee bonus and its related income tax.
The accrual was charged to earnings.

Details of the settlement of 2007 employees’ bonus and remuneration of directors and
supervisors were as follows:
As approved in the As proposed by the

shareholders’ meeting board of directors
held on June 13, 2008 on April 24, 2008
NT$ 000 except NT$’000 except
otherwise stated otherwise stated
Remuneration of directors and supervisors 14,562 14,562
Employees’ bonus-cash 112,000 112,000
Employees’ bonus-stock
Amount 27,000 27,000
Number of shares (par value of NT$10) 2,700,000 shares 2,700,000 shares
Percentage on total number of 2.31% 2.31%
outstanding shares at year ended of
2007
Shareholders’ bonus
Cash $906,602 $906,602
Stock 4,649,241 shares 4,649,241 shares
Pro-forma EPS assuming that employees’
bonus and remuneration of directors were NT $12.57 NT $12.57

accrued in current year
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Remark: The pro forma EPS is computed by the following formula:
(Net income after tax for 2007 minus employee bonus in cash minus employee
bonus in stock minus directors’ and supervisors’ remuneration) / (Weighted
average outstanding shares for 2007)

The pro forma EPS is lower than the basic EPS by 9.50% (NT$1.32 per share). Related
information, if further released, can be accessible on the website of the “Market
Observations Post System”

(16) Treasury Stock
On December 27, 2007, the Company’s board of directors authorized the Company to
repurchase its own shares from market. The movement of treasury stock for the year ended
December 31, 2008 is as follows:

January 1, 2008 Additions December 31, 2008
Amount Amount Amount
Reason Shares Shares Shares
(NT$’000) (NT$’000) (NT$’000)
Transferring
shares to
employees 30,000 7,245 1,935,000 273,589 1,965,000 280,834

a. According to the Securities and Exchange Law of the R.O.C., total shares of treasury
stock shall not exceed 10% of the Company’s issued stock and the total purchase
amount shall not exceed the sum of the retained earnings, additional paid-in capital —
premiums, and realized additional paid-in capital. The ceiling of number of shares and
the dollar amount of treasury stock that the Company could hold as of December 31,
2008 was 12,473,553 shares and NT$4,040,127 thousand and, respectively.

b. Pursuant to the Securities and Exchange Law, treasury stock shall not be pledged, nor
does it possess voting rights or the rights to receive dividends. Treasury stock shall be

transferred to employees within three years from the repurchased date or cancelled.

c. None of the Company’s treasury stock was transferred to employees as of December 31,
2008.

- 69 -



English Translation of Financial Statements Originally Issued in Chinese

Notes To Financial Statements (Continued)

(17) Net Operating Revenue

PixArt Imaging Inc.

For the year ended December 31,

2008 2007
NT$’000 NT$°000
Sale of goods 4,805,333 4,680,622
Other operating revenue 3,743 2,162
Total 4,809,076 4,682,784
Less: Sale returns (474) (3,917)
Less: Sale discounts (3,731) (1,924)
Net Operating Revenue 4,804,871 4,676,943
(18) Operating Cost and Expenses
For the year ended December 31,
2008 2007
Operatin Operatin Operatin Operatin
IOcosts 9 espenseg Total pcosts : eEpensesg Total
NT$’000 NT$000 NT$000 NT$’000 NT$’000 NT$’000
Personnel Expense
Salary & wage 22,885 666,800 689,685 7,183 174,104 181,287
Insurance - 10,813 10,813 - 8,542 8,542
Pension 324 9,185 9,509 329 7,522 7,851
Other expenses - 2,127 2,127 - 1,197 1,197
Total 23,209 688,925 712,134 7,512 191,365 198,877
Depreciation
(Remark 1) $1,459 17,561 19,020 2,188 17,215 19,403
Amortization 15,051 15,804 30,855 22,010 12,173 34,183

Remark 1: Depreciation expenses amounted to NT$19,460 thousand and NT$19,844
thousand, including depreciation expenses of leased assets recorded under
non-operating expenses-other losses in amount of NT$440 thousand and
NT$441 thousand for the years ended December 31, 2008 and 2007,

respectively.
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(19) Earnings Per Share

The capital structure of the Company is considered complex since there are stock options
outstanding. The Company presents basic and diluted earnings per share for the years ended
December 31, 2008 and 2007 since its stock options would have a dilutive effect if they had
been fully exercised.

computation

exercised)
Bonus to employees

For the year ended December 31,

For the year ended December 31, 2008:

Basic EPS

Net income

Diluted EPS

2008 2007
In shares In shares
Common shares outstanding, beginning 117,084,010 104,451,339
Employees' stock options exercised(Remark) 169,670 131,116
Employee’s bonus in shares on Sep.3, 2007 - 1,494,337
Stock dividends on Sep.3, 2007 - 10,449,909
Purchase treasury stock (Remark) (1,071,008) (82)
Employee’s bonus in shares on Aug. 26, 2008 2,699,687 2,683,778
Stock dividends on Aug. 26, 2008 4,648,703 4,621,308
Weighted average of shares outstanding for basic EPS
123,531,062 123,831,705
Potential common share equivalents:
The dilutive effect of stock options (assuming fully
429,626 1,262,815
4,003,902 -
Weighted-average of dilutive shares outstanding: 127,964,590 125,094,520
Remark : Computed on a weighted-average basis.
Amount (Numerator) Earnings per share
Before tax After tax Shares Before After
(NT$7000) (NT$°000) (Denominator) tax(NT$) tax(NT$)
1,406,533 1,359,697 123,531,062 11.39 11.01
1,406,533 1,359,697 127,964,590 10.99 10.63

Net income
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For the year ended December 31, 2007:

Basic EPS
Net income 1,654,356 1,617,983 123,831,705 13.36 13.07
Diluted EPS
Net income 1,654,356 1,617,983 125,094,520 13.22 12.93

(20) Income Taxes

a. Tax authorities have assessed the income tax returns up to the Year 2005. However,

additional income taxes were levied on the Company in total of NT$31,385 thousand
for the years 2004 and 2005. The Company has fully accrued the additional tax liability
while filing administrative appeals to tax authority and courts in light that the
discrepancy between the Company’s tax return filings and the authority’s assessment
resulted from the different viewpoints on the calculation of tax exemption.

Pursuant to the “Statute for Upgrading Industries”, the Company is qualified as a
technical service industry and is therefore entitled to an income tax exemption period
for five consecutive years on the income generated from qualifying high technology
activities. The Company has elected the tax exemption period to start from the year
2004.

As of December 31, 2008, unused tax credits available to reduce future taxable income
are as follows:

Year incurred Total credit amount Unused amount Year expired
(B.C) (NT$°000) (NT$°000) (B.C.)
2005 38,218 19,221 2009
2006 59,120 48,120 2010
2007 71,079 61,097 2011
2008(Estimated) 201,825 201,825 2012
Total 370,242 330,263

Investment tax credits have been included in deferred income tax assets.

d. Deferred income tax assets and liabilities are as follows:

As of December 31,
2008 2007
NT$°000 NT$’000
(a) Total deferred income tax liabilities 35 1,680
(b) Total deferred income tax assets 438,386 239,940
(c) Valuation allowance for deferred income tax assets 406,066 213,798

-72-



English Translation of Financial Statements Originally Issued in Chinese

PixArt Imaging Inc.

Notes To Financial Statements (Continued)

(d)Temporary differences that generated deferred income tax assets or liabilities:
As of December 31,

2008

2007

Amount Tax Effect Amount Tax Effect

NT$’000 NT$’000

NT$000 NT$000
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Unrealized estimated expense 281,471 70,368 258,404 64,601
Unrealized pension expense 5,975 1,494 5,432 1,358
Unrealized inventory provision 115,783 28,946 41,808 10,452
Unrealized bad debt expense 16,094 4,023 15,366 3,841
Allowance on sales returns and
discounts 5,824 1,456 5,824 1,456
Unrealized investment loss under
equity method 1,889 472 - -
Unrealized exchange loss 5,454 1,364 320 80
Unrealized exchange gain (140) (35) (6,719) (1,680)
Investment tax credits 330,263 158,152
e. As of December 31,
2008 2007
NT$°000 NT$’000
Deferred income tax assets-current 110,465 84,555
Valuation allowance-deferred income tax assets-current (91,886) (75,667)
Net deferred income tax assets-current 18,579 8,888
Deferred income tax liabilities-current (35) (1,680)
Net deferred income tax assets and liabilities-current 18,544 7,208
f. As of December 31,
2008 2007
NT$°000 NT$°000
Deferred income tax assets-noncurrent 327,921 155,385
Valuation allowance-deferred income tax
assets-noncurrent (314,180) (138,131)
Net deferred income tax assets-noncurrent 13,741 17,254
Deferred income tax liabilities-noncurrent - -
Net deferred income tax assets and liabilities- noncurrent 13,741 17,254
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g.Income tax payable and income tax expense are reconciled as follows:
For the year ended December 31,

2008 2007
NT$°000 NT$’000
Tax on pre-tax income at statutory tax rate 351,623 413,579
10% income tax on undistributed earnings 34,953 32,376
Tax exemption (372,814) (401,928)
Permanent difference (172) 56
Investment tax credits (201,825) (67,719)
Change in valuation allowance 192,268 42,925
Assessed additional income tax 26,450 5,299
Taxation separately 509 51
Estimative change 15,844 11,734
Income tax expense 46,836 36,373
h.Integrated income tax information:
As of December 31,
2008 2007
NT$’000 NT$°000
Balance of the imputation credit account (ICA) 31,109 17,988

For the year ended December 31,

2008

2007

Expected (Actual) creditable ratio 2.07%(Remark) 1.43%

Remark : The ratio was computed based on the amount of actual available shareholders’ tax
credits plus estimated income tax payable as of December 31, 2008.

I.Information related to undistributed retained earnings

After 1997

As of December 31,
2008 2007
NT$’000 NT$’000

2,482,957

2,391,714




English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc.

Notes To Financial Statements (Continued)

5. RELATED PARTY TRANSACTIONS
(1) Related Parties and Relations with the Company

Related parties Relations
United Microelectronics Corporation (“UMC”) Related party in substance
Faraday Technology Corporation (“Faraday™) The two companies’ ex-chairman is
the same. (Remark)

UMC JAPAN (“UMC-J”) Related party in substance

Five people, including Jhih-Hong Lu Directors of the Company

Three people, including Sheng-Cheng Chou Supervisors of the Company

Two people, including Sen-Huang Huang Vice president and above

Remark : Due to the ex-chairman of the Company resigned from the board of Faraday on
March 5, 2007, Faraday was no longer a related party of the Company. The
disclosures related to Faraday include only the transactions incurred prior to March
5, 2007.

(2) Major transactions with related parties
a. Purchases:
For the year ended December 31,

2008 2007
Amount Percentage Amount Percentage
Name of related parties (NT$’000) (%) (NT$’000) (%)
UMC 809,657 75.17 1,041,591 68.90
UMC-J 44,703 4.15 146,070 9.66
Total 854,360 79.32 1,187,661 78.56

There is no comparable price available from other suppliers for the purchase price from
related parties due to unique product specification and customization. Payment terms for
above purchase are 45 days from the date of monthly closing. The total cost of wafer
purchased from UMC amounted to NT$22,942 thousand and NT$21,922 thousand are
recorded under R&D expenses for the years ended December 31, 2008 and 2007. The total
cost of wafer purchased from UMC-J amounted to NT$0 thousand and NT$1,098
thousand are recorded under R&D expenses for the years ended December 31, 2008 and
2007. The Company has paid NT$1,725 thousand to UMC as prepayment.

b. The total cost of software purchased from Faraday amounted to NT$3,594 thousand from
January 1, 2007 to March 4, 2007, which was recorded under intangible assets- software.
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(3) Payables resulted from the above transactions:

Payables to related parties As of December 31,
2008 2007
Amount Percentage Amount Percentage
Name of related party (NT$°000) (%) (NT$°000) (%)
UMC 103,273 28.77 143,994 27.03
UMC-J - - 27,361 5.14
Total 103,273 28.77 171,355 32.17

(4) Remunerations paid to directors, supervisors and key managers:
For the year ended December 31,

2008 2007
Salaries, reward, compensation, 56,293 47,832
special allowance and bonus (Remark) (Remark)

Remark: The 2007 stock dividends were calculated using the value of NT$112 per share
which was the closing stock price in the next business day from the date of stock
issuance. Employee bonuses to key management personnel for 2008 are estimated
figures.

The Company’s key management personnel includes directors, supervisors and management
that is vice president or above.

For details of total compensation paid to the Company’s key management personnel including

directors, supervisors, president and vice-president, please refer to the annual report for the
Company.

6. ASSETS PLEDGED AS COLLATERAL

As of December 31, Secured
2008 2007 financial
Account (NT$000) (NT$’000) institutions Contents
Restricted deposits-Non-Current 3,000 3,000 Custom  Custom duty guarantee

7. COMMITMENTS AND CONTINGENCIES
The Company has paid royalty based on certain rate of selling dollar money or quantity for certain
product, which the Company might have applied the patent of other companies on it.
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8. SIGNIFICANT DISASTER LOSS
None.

9. SIGNIFICANT SUBSEQUENT EVENT

None.

10. OTHER DISCLOSURES
(1) Financial Instruments
a. Fair value of financial instruments:

The Company didn’t engage in certain derivative instruments for the years ended
December 31, 2008 and 2007. Fair value of financial instruments in non-derivative

instruments is shown as follows:

As of December 31,
2008 2007

Non-derivative instruments Book value Fair value  Book value  Fair value
Assets NT$’000 NT$°000 NT$°000 NT$’000

Cash and cash equivalents 4,680,967 4,680,967 4,263,086 4,263,086

Receivables 328,084 328,084 400,859 400,859

Other Receivables 25,654 25,654 16,162 16,162

Investments accounted for using equity 258,968 258,968 9,767 9,767

method

Financial assets measured at cost-noncurrent 300,000 - 300,000 -

Refundable deposits 888 888 353 353

Restricted deposits 3,000 3,000 3,000 3,000
Liabilities

Payables(Including payables to related parties) 359,005 359,005 532,817 532,817

Income tax payable 54,131 54,131 24,670 24,670

Accrued expenses 829,813 829,813 326,344 326,344

Deposits received 931 931 1,020 1,020
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(@ The following methods and assumptions were used by the Company in estimating the
fair value of financial instruments:

(i) The fair values of the Company’s short-term financial instruments approximate
their carrying values at the reporting date due to their short maturities. This
method was applied to cash and cash equivalents, receivable, other receivables,
payables (including payables to related parties), income taxes payables and
accrued expenses.

(if) The fair values of the Company’s refundable deposits, deposits received and
restricted deposits approximate their carrying value because the Company
predicts the future cash inflows or outflows will be of similar amount to the
carrying value.

(iii) The fair values of the Company’s investments accounted for under the equity
method were based on quoted market prices, if available, at the reporting date. If
the quoted prices were impractical and not available, the Company did not
provide the information of fair values.

(iv) Financial assets carried at cost are the shares of private companies held by the
Company without significant influence, and were measured at the original cost.

(b)  How the fair value of financial instruments were determined are shown as follows:

Quoted market Valuation method
As of December 31 As of December 31
2008 2007 2008 2007
Financial Assets NT$000 NT$’000 NT$°000 NT$°000
Cash and cash equivalents 153,135 408,086 4,527,832 3,855,000
Receivables - - 328,084 400,859
Other receivables - - 25,654 16,162
Refundable deposits - - 888 353
Restricted deposits - - 3,000 3,000
Financial Liabilities
Payables
(Including payables to related parties) - - 359,005 532,817
Income tax payable - - 54,131 24,670
Accrued expenses - - 829,813 326,344
Deposits received - - 931 1,020
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(c) Gain (Loss) recognized for the changes in fair value of financial assets estimated

(a)

using valuation techniques were NT$0 thousand and NT$0 thousand for the years
ended December 31, 2008 and 2007, respectively.

As of December 31, 2008 and 2007, financial assets exposed to interest rate risk were
NT$1,927,832 thousand and NT$350,000 thousand, financial liabilities exposed to
interest rate risk were NT$0 and NT$0, respectively, and financial assets exposed to
cash flow risk, resulted from floating interest rate, were NT$2,750,515 thousand and
NT$3,912,084 thousand, financial liabilities exposed to cash flow risk, were NT$0 and
NT$0, respectively.

Interest income recognized from financial assets and financial liabilities that are not at
fair value through profit or loss amounted to NT$75,739 thousand and NT$62,719
thousand for the years ended December 31, 2008 and 2007, respectively.

Information of financial risks

The Company held certain non-derivative financial instruments, including cash and
cash equivalents. The Company held the financial instruments to meet the need in
operating cash, and held other financial instruments such as receivables, payables and
financial assets measured at cost-noncurrent. Major risks of financial instruments were
summarized as follows:

Market risk

Market risk includes currency rate risk. It comes from the purchases or sales activities
which are not denominated in functional currency. Had the US dollar appreciated
against the NT dollar for one cent, financial assets would increase in fair values by
NT$80 thousand as of December 31, 2008, respectively.

(b) Credit risk

(©

The Company provided the adequate allowance for doubtful accounts based on the
evaluation of collectibility of accounts and continuously follows up with those doubtful
accounts for collection. The Company believes that the credit risk is limited and low.

Liquidity risk

The Company has sufficient operating capital to meet the need in cash upon the
settlement of financial instruments. Therefore, the liquidity risk is nil.
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(d) Cash flow interest rate risk
Since the duration of the financial assets exposed to cash flow interest rate risk is short,
the cash flow risk from fluctuation in interest rate is minimized.

(2) Other
Certain comparative amounts have been reclassified to conform to the current year’s
presentation of financial statements.

11. ADDITIONAL DISCLOSURES
(1) Following are the additional disclosures for the Company:
A.Financing provided: None;

B. Endorsement/guarantee provided: None;
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C.MARKETABLE SECURITIES HELD
DECEMBER 31, 2008

_ ) December 31, 2008
» Relationship ] )
Held Marketable Marketable Securities Type ) Financial Statement Percentage of [Net Asset
N with the _ | Carrying Value ]
Company Name |Securities Type and Name Account Shares/Units Ownership (%) | Value | Note
Company (NT$’000)
(NT$)
] ) o Investments accounted for $-

Pixart International (BVI) Ltd. Subsidiary ) ] 1 100.00 $- -

using equity method (Remark 1)
] ] o Investments accounted for 7,948

Pixart International (SAMOA) Ltd. | Subsidiary ) ) 300,000 100.00 26.49 -

using equity method (Remark 2)
) o Investments accounted for
The Company Stocks  |yuan-Xiang Investment Corp. Subsidiary _ _ 20,000,000 200,887 100.00 10.04 | -
using equity method
o Investments accounted for

Yuan-Feng Investment Corp. Subsidiary ) ) 5,000,000 50,133 100.00 10.03 -

using equity method
] Financial assets measured | 34,686,000

Shieh Yong Investment Co., Ltd. - 300,000 4.55 2.95 -

at cost — non- current (Remark 3)
Remark 1 : As of December 31, 2008, the investment amount has not yet been settled.

Remark 2 :

The Company resolved to invest in Pixart International (BV1) Ltd. on August 11, 2004. On the same day Pixart International (BV1)

Ltd. resolved to invest in Pixart International (SAMOA) Ltd. Due to an investment restructuring in June 2005, the Company
directly held both Pixart International (BV1) Ltd. and Pixart International (SAMOA) Ltd.

Remark 3 :

The Company received stock dividends of 4,686,000 shares in 2008.
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D. MARKETABLE SECURITIES ACQUIRED AND DISPOSED OF AT COSTS OR PRICES OF AT LEAST NT$100 MILLION OR 20%
OF THE PAID-IN CAPITAL
FOR THE YEAR ENDED DECEMBER 31, 2008

) Beginning Balance Acquisition Disposal Ending Balance
Marketable Financial
Company . Counter| Nature of Carrying | Gain (Loss)
Securities Type . .| Statement | Shares |Amount| Shares | Amount| Shares |Amount Shares | Amonut
Name -party [Relationship Value | of Disposal
and Name Account /Units [(NT$7000)| /Units [ (NT$’000) | /Units | (NT$’000) /Units | (NT$"000)
(NT$°000) | (NT$’000)
Investments
The Yuan-Xiang accounted for 887
- ] ] - 20,000,000( 200,000 20,000,000 200,887
Company |Investment Corp. using equity (Remark)
method

Remark : The Company recognized investment gains under the equity method on the long-term equity investment amounting to NT$781

E. Acquisition of individual real estate properties at costs of at least NT$100 million or 20% of the paid-in capital: None;

thousand and adjustment arising from changes in the percentage of ownership in investees amounting to NT$106 thousand.

F. Disposal of individual real estate properties at prices of at least NT$100 million or 20% of the paid-in capital: None;
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G. TOTAL PURCHASES FROM OR SALES TO RELATED PARTIES OF AT LEAST NT$100 MILLION OR 20% OF THE PAID-IN

CAPITAL

FOR THE YEAR ENDED DECEMBER 31, 2008

Transaction Details

Abnormal Transaction

Notes/Accounts Payable or

Company |Counter- Receivable
Related Party - -
Name party Purchases/ | Amount % to Payment |  Unit Payment |Ending Balance| % to
Sales (NT$000) | Total Terms Price Terms (NT$’000) Total
Related party 809,657
The Company| UMC i purchase 75.17 45 days - - (103,273) 28.77
in substance (Remark)

Remark: The total cost of wafer purchased from UMC amounted to NT$832,599 thousand, of which NT$809,657 thousand were recorded
under raw materials and NT$22,942 thousand under R&D expenses.

H. Receivable from related parties amounting to at least NT$100 million or 20% of the paid-in capital: None;

Information about derivatives of investees over which the Company has a controlling interest: None.
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(2) The following are additional disclosures for the Company’s affiliates:
A. NAMES, LOCATIONS, AND RELATED INFORMATION OF INVESTEES OVER WHICH THE COMPANY EXERCISES
SIGNIFICANT INFLUENCE
DECEMBER 31, 2008

Original Investment
Bal fD 1,2 Net | -
. . Amount (NT$000) alance as of December 31, 2008 et Income Equity in
Investor Compan Investee Compan Location Main Businesses Carryi (Losses) of the Earnings
pany pany and Products December 31, Percentage of aMYING 1 the Investee , g
Shares Ownership (%) Value (NT$"000) (NT$’000)
2008 2007 p (NT$°000)
Pixart International Investment -
BVI L - 1 100. - - -
(BVI) Ltd. activities (Remark 1) 3 00.00
Pixart International Investment
(SAMOA) Ltd. SAMOA activities 9,767 9,767 300,000 100.00 7,948 (1,891) (1,891)
The Company Yuan-Xian Investment
uan-Alang Taiwan estme 200,000 - | 20,000,000 100.00 | 200,887 781 781
Investment Corp. activities
Yuan-Feng Taiwan | nvestment 50,000 i 5,000,000 100.00 | 50,133 133 133
Investment Corp. activities
Pixart International Yuan Xiang Republic of Investment -
. . - 1 100. - - -
(SAMOA) Ltd. Investment Corp. Mauritius activities (Remark 1) ,000,000 00.00
Yuan-Xiang PrimeSensor | raiwan | ICdesign | 30,000 - | 3,000,000 2000 | 30048 302 | (Remark 2)
Investment Corp. Technology Inc.
Yuan-Feng PrimeSensor Taiwan IC design 15,000 - 1,500,000 1000 | 15,038 302 | (Remark 2)
Investment Corp. Technology Inc.

Remark 1 : The Company resolved to invest in Pixart International (BVI1) Ltd. on August 11, 2004. On the same day Pixart International (BV1)
Ltd. resolved to invest in Pixart International (SAMOA) Ltd. Due to an investment restructuring, in June 2005, the Company directly
held both Pixart International (BV1) Ltd. and Pixart International (SAMOA) Ltd. As of December 31, 2008, the investment amounts
of Pixart International (BVI) Ltd. and Yuan Xiang Investment Corp. have not yet been settled.

Remark 2 : The investee company recongnized investment losses and gains under the equity method on the long-term equity investment in
PrimeSensor Technology Inc. which were included in the investee company’s investment losses and gains, respectively.
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B. Following are the additional disclosures required for the Company’s investees:
a. Financing provided: None;

b. Endorsement/guarantee provided: None;

c. MARKETABLE SECURITIES HELD
DECEMBER 31, 2008

December 31, 2008

Marketable Marketable i a1 Stat )
inancial Statemen i
Held Company Name| Securities | Securities Type | Relationship with the Company Carrying |Percentage of Net
Account Shares/Units|  Value Ownership |Asset Value| Note
Type and Name
(NT$’000) (%) (NT$)
Pixart International Yuan Xiang Investee company of Pixart | Investments accounted -
Stocks . . . 1,000,000 100.00 - -
(SAMOA) Ltd. Investment Corp.| International (SAMOA) Ltd. |for using equity method (Remark)
Yuan-Xiang PrimeSenor . Investments accounted
Stocks Affiliates . . 3,000,000 30,048 20.00 10.02 -
Investment Corp. Technology Inc. for using equity method
Yuan-Feng PrimeSenor . Investments accounted
Stocks Affiliates 1,500,000 15,038 10.00 10.02 -
Investment Corp.

Technology Inc.

for using equity method

Remark : As of December 31, 2008, the investment amount has not yet been settled.

d. Marketable securities acquired or disposed of at costs or prices of at least NT$100 million or 20% of the paid-in capital: None;

e. Acquisition of individual real estate properties at costs of at least NT$100 million or 20% of the paid-in capital: None;

f. Disposal of individual real estate properties at prices of at least NT$100 million or 20% of the paid-in capital: None;
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g. Total purchases from or sales to related parties of at least NT$100 million or 20% of the paid-in capital: None;

h. Receivable from related parties amounting to at least NT$100 million or 20% of the paid-in capital: None;

i. Information about derivatives of investees over which the Company has a controlling interest: None.

(3) INFORMATION OF INVESTMENT IN MAINLAND CHINA FOR THE YEAR ENDED DECEMBER 31, 2008
None.
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12. SEGMENT FINANCIAL INFORMATION
1. Revenues from customer representing over 10% of total net sales were as follows:
For the year ended December 31,

2008 2007
Amount Percentage Amount Percentage
Customer Name (NT$°000) (%) (NT$°000) (%)
A 2,600,189 54.12 99,594 2.13
B 87,614 1.82 1,670,942 35.73
C 947,493 19.72 1,146,038 24.50
Total 3,635,296 75.66 2,916,574 62.36

2. Export sales
The Company’s export sales amounted to NT$4,349,223 thousand and NT$2,209,875
thousand, representing 90.52% and 47.25% of net sales for the years ended December 31,
2008 and 2007, respectively.

For the year ended December 31,

Location 2008 2007
NT$°000 NT$°000
Asia 4,348,629 2,209,346
Other 594 529
Taiwan 455,648 2,467,068
Net Income 4,804,871 4,676,943

3. Operations in different geographic areas
The Company has no branch in overseas geographic areas.

4. Operations in different industries
The main activities of the Company are in CMOS image sensor and related IC design,
research, production, and sale. The Company operates predominantly in one industry
segment.
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5. Consolidated Financial Statements

English Translation of a Report Originally Issued in Chinese
Independent Auditors’ Report

To the Board of Directors and Shareholders
of PixArt Imaging Inc.

We have audited the consolidated balance sheets of PixArt Imaging Inc. and its subsidiaries as of
December 31, 2008 and 2007, and the related consolidated statements of income, changes in
shareholders' equity, and cash flows for the years then ended. These consolidated financial statements
are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

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

In our opinion, the consolidated financial statements referred to above present fairly, in all material
respects, the consolidated financial position of PixArt Imaging Inc. and its subsidiaries as of December
31, 2008 and 2007, and the results of its operations and its cash flows for the years then ended, in
conformity with requirements of the Guidelines Governing the Preparation of Financial Reports by
Securities Issuers, and accounting principles generally accepted in the Republic of China.

As discussed in Note 3 to the financial statements, effective from January 1, 2008, the Company
adopted Accounting Research and Development Foundation Interpretation No. 2007-052 and
recognized employees’ bonuses and remunerations to directors and supervisors as expenses rather than
as a distribution of retained earnings. The adoption decreased consolidated income by NT$466,623
thousand and basic earnings per share decreased by NT$3.78 for the year ended December 31, 2008.

Ernst & Young

CERTIFIED PUBLIC ACCOUNTANTS
February 4, 2009

Taipei, Taiwan

Republic of China

Notice to Readers
The reader is advised that these financial statements have been prepared originally in Chinese. In the event of a conflict
between these financial statements and the original Chinese version or difference in interpretation between the two
versions, the Chinese language financial statements shall prevail.

The accompanying financial statements are intended only to present the financial position and results of operations and
cash flows in accordance with accounting principles and practices generally accepted in the R.O.C. and not those of any
other jurisdictions. The standards, procedures and practices to audit such financial statements are those generally
accepted and applied in the R.O.C.
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As of December 31, , As of December 31,
ASSETS Notes 2008 2007 LIABILITIES AND SHAREHOLDERS' EQUITY Notes 2008 2007
Current assets NT$’000 NT$’000 Current liabilities NT$’000 NT$’000
Cash and cash equivalents 2,4(1) 5,045,377 4,272,853 | Notes payable 135,383 160,576
Notes receivable, net 2,4(2) - 160 | Accounts payable 120,349 200,886
Accounts receivable, net 2,4(3) 328,084 400,699 | Payables to related parties 5 103,273 171,355
Other receivables 4(4) 25,812 16,162 | Income tax payable 2,4(19) 54,306 24,670
Inventories, net 2, 4(5) 299,432 519,344 | Accrued expenses 2,3,4(14) 830,441 326,344
Prepayments and other current assets 33,894 8,425 | Other current liabilities 6,867 2,464
Deferred income tax assets-current 2, 4(19) 18,544 7,208 Total current liabilities 1,250,619 886,295
Total current assets 5,751,143 5,224,851
Other liabilities
Funds and investments Accrued pension liabilities 2,4(9) 5,975 5,432
Financial assets measured at cost-noncurrent 2, 4(6) 300,000 300,000 [ Deposits received 931 1,020
Total funds and investments 300,000 300,000 Total other liabilities 6,906 6,452
Total liabilities 1,257,525 892,747
Property, plant and equipment 2,4(7)
Buildings and facilities 207,960 207,960 |Shareholders' equity
Research and development equipment 54,135 51,820 |Shareholders' equity attributable to parent company's shareholders
Miscellaneous equipment 64,556 62,887 | Capital 4(10)

Total cost 326,651 322,667 Common stock 1,245,803 1,170,655
Less : Accumulated depreciation (86,748) (74,129)| Capital stock to be registered 1,552 185
Add : Prepayments for equipment 7,837 -| Capital collected in advance 100 105

Property, plant and equipment, net 247,740 248,538 | Capital reserve

Additional paid-in capital 4(11) 1,094,772 1,091,677

Intangible assets 2,4(8),5 Donated by shareholders 4(11) 3,816 3,816

Patents 1,636 7,920 Long-term investment transaction 4(11) 106 -

Software 39,661 25,883 | Employee stock options 4(11), 4(12) 18,372 16,081
Total intangible assets 41,297 33,803 [ Retained earnings

Legal reserve 4(13) 458,582 296,784

Other assets Undistributed earnings 4(14), 4(19) 2,482,957 2,391,714
Leased assets to others, net 2, 4(7) 20,989 21,429 | Other adjustments

Refundable deposits 1,162 353 Cumulative translation adjustments 2 72 -

Deferred assets 2 8,966 7,291 | Treasury stock 2, 4(15) (280,834) (7,245)

Deferred income tax assets-noncurrent 2,4(19) 13,741 17,254 Total stockholders' equity of parent company 5,025,298 4,963,772

Restricted deposits 6 3,000 3,000 [Minority interests 105,215 -

Total other assets 47,858 49,327 Total shareholders' equity 5,130,513 4,963,772

Total assets 6,388,038 5,856,519 [Total liabilities and shareholders' equity 6,388,038 5,856,519

The accompanying notes are an integral part to these financial statements.
Chairman : Sen-Huang Huang President : Sen-Huang Huang Chief Financial Officer: Mei-Wei Luo
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CONSOLIDATED STATEMENTS OF INCOME

. For the year ended December 31,
Description Notes
2008 2007

NT$’000 NT$°000
Gross sales 4,809,076 4,682,784
Less : Sales returns (474) (3,917)
Sales discounts (3,731) (1,924)
Net sales 2, 4(16) 4,804,871 4,676,943

Cost of goods sold 4(17),5 (2,390,221) (2,546,111)

Gross profits 2,414,650 2,130,832

Operating expenses 4(17),5
Selling expenses (117,951) (67,490)
Administrative expenses (375,073) (224,656)
Research and development expenses (536,738) (253,824)

Total operating expenses (1,029,762) (545,970)

Operating income 1,384,888 1,584,862

Non-operating income and gains
Interest income 78,147 62,719
Foreign exchange gain, net 2 29,262 2,512
Rent revenue 4,124 4,175
Reversal of allowance for loss on decline in market value and obsolescence of inventories |2 - 21,899
Other revenue 3,226 14,053

Total non-operating income and gains 114,759 105,358

Non-operating expenses and losses
Loss on decline in market value and obsolescence of inventories (83,871) -
Loss on scrap of inventories - (35,423)
Other expenses 2, 4(17) (8,514) (441)

Total non-operating expenses and losses (92,385) (35,864)

Income from continuing operations before income tax 1,407,262 1,654,356

Income tax expense 2,4(19) (47,244) (36,373)

Consolidated net income 1,360,018 1,617,983

Attributable to:

Shareholders of the parent 1,359,697 1,617,983
Minority interests 321 -
Consolidated net income 1,360,018 1,617,983

Earnings Per Share 2,4(18)

Basic Earnings Per Share (in New Taiwan Dollars) Before tax After tax |Before tax After tax
Consolidated net income $ 1139 $ 1101 ($ 1336 $ 13.07
Net income attributable to minority interests - - - -
Net income attributable to shareholders of the parent $ 1139 $ 1101 ($ 1336 $ 13.07

Diluted Earnings Per Share (in New Taiwan Dollars) Before tax _After tax | Before tax _After tax
Consolidated net income $ 1099 $ 1063 ($ 1322 $ 1293
Net income attributable to minority interests - - - -
Net income attributable to shareholders of the parent $ 1099 $ 1063 ($ 1322 $ 1293

Chairman : Sen-Huang Huang

The accompanying notes are an integral part to these financial statements.

President : Sen-Huang Huang
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CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY

Capital reserve

Retained earnings

. Common Capital stock to | Capital collected - . Long-term - CUmuIaFive Treasury TOIaI.SIOCKhOIdersI Minority Total \
Description stock be registered in advance Adqltlongl paid-| Donated by investment Employ'ee stock Legal Undlstlnbuted trgnslatlon stock equity of parent interests sharehqlders
in capital shareholders transaction options reserve earnings adjustments company equity
NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000 NT$’000

Balance as of January 1, 2007 1,030,845 13,669 236 1,080,100 3,816 - 13,160 151,338 1,904,432 - - 4,197,596 - 4,197,596
Appropriation and distribution of 2006 earnings:

Legal reserve - - - - - - - 145,446 (145,446) - - - - -

Directors' and supervisors' remuneration - - - - - - - - (13,090) - - (13,090) - (13,090)

Cash paid for employees' bonuses and Shareholders' dividends - - - - - - - - (852,713) - - (852,713) - (852,713)

Capitalization of employees' bonuses 14,944 - - - - - - - (14,944) - - - - -

Capitalization of stock dividends 104,508 - - - - - - - (104,508) - - - - -
Exercise of employee stock options 20,358 (13,484) (131) 11,577 - - (11,386) - - - - 6,934 - 6,934
Employee stock options distributed to employees - - - - - 14,307 - - - - 14,307 - 14,307
Treasury stock repurchased - - - - - - - - - - (7,245) (7,245) - (7,245)
Net income attributable to parent company for 2007 - - - - - - - - 1,617,983 - - 1,617,983 - 1,617,983
Balance as of December 31, 2007 1,170,655 185 105 1,091,677 3,816 - 16,081 296,784 2,391,714 - (7,245) 4,963,772 - 4,963,772
Appropriation and distribution of 2007 earnings:

Legal reserve - - - - - - - 161,798 (161,798) - - - - -

Directors' and supervisors' remuneration - - - - - - - - (14,562) - - (14,562) - (14,562)

Cash paid for employees' bonuses and Shareholders' dividends - - - - - - - - (1,018,602) - - (1,018,602) - (1,018,602)

Capitalization of employees' bonuses 27,000 - - - - - - - (27,000) - - - - -

Capitalization of stock dividends 46,492 - - - - - - - (46,492) - - - - -
Exercise of employee stock options 1,656 1,367 5) 3,095 - - (2,927) - - - - 3,186 - 3,186
Employee stock options distributed to employees - - - - - - 5,218 - - - - 5,218 - 5,218
Adjustment from changes in the percentage of ownership in investees - - - - - 106 - - - - - 106 - 106
Treasury stock repurchased - - - - - - - - - - (273,589) (273,589) - (273,589)
Net income attributable to parent company for 2008 - - - - - - - - 1,359,697 - - 1,359,697 - 1,359,697
Cumulative translation adjustments - - - - - - - - - 72 - 72 - 72
Increase in minority interest - - - - - - - - - - - - 105,215 105,215
Balance as of December 31, 2008 1,245,803 1,552 100 1,094,772 3,816 106 18,372 458,582 2,482,957 72 |( 280,834) 5,025,298 105,215 5,130,513

The accompanying notes are an integral part of the financial statements.
Chairman : Sen-Huang Huang President : Sen-Huang Huang Chief Financial Officer: Mei-Wei Luo
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PixArt Imaging Inc. And Subsidiaries

CONSOLIDATED STATEMENTS OF CASH FLOWS

For the year ended December 31,

Description
2008 2007
Cash flows from operating activities: NT$°000 NT$°000
Consolidated net income 1,360,018 1,617,983
Adjustments to reconcile net income to net cash provided by operating activities:
Minority interest income (321) -
Depreciation (including leased assets) 19,460 19,844
Amortization 30,855 34,183
Employee stock options distributed to employees 5,218 14,307
Provision (reversal) of allowance for loss on decline in market value and obsolescence of inventories 83,871 (21,899)
Loss on scrap of inventories - 35,423
Deferred income tax (7,823) 7,244
Changes in operating assets and liabilities:
Notes receivable 160 2,637
Accounts receivable 72,615 172,969
Other receivables (9,650) (11,388)
Inventories 136,041 (177,725)
Prepayments and other current assets (25,469) (2,985)
Notes payable (25,193) (24,504)
Accounts payable (80,537) 46,718
Payables to related parties (68,082) (64,932)
Income tax payable 29,636 12,037
Accrued expenses 504,097 80,886
Other current liabilities 4,403 (9,104)
Accrued pension liabilities 543 575
Net cash provided by operating activities 2,029,842 1,732,269
Cash flows from investing activities :
Purchase of property, plant and equipment (19,365) (24,973)
Increase in intangible assets (31,482) (21,991)
Increase in refundable deposits (809) (130)
Increase in deferred assets (7,399) (8,531)
Net cash used in investing activities (59,055) (55,625)
Cash flows from financing activities :
Decrease in deposits received (89) -
Directors' and supervisors' remuneration (14,562) (13,090)
Employees' bonuses (112,000) (121,159)
Shareholders' dividends (906,602) (731,554)
Exercise of employee stock options 3,186 6,934
Treasury stock repurchased (273,589) (7,245)
Increase in minority interest 105,321 -
Net cash used in financing activities (1,198,335) (866,114)
Effect of exchange rate changes 72 -
Net increase in cash and cash equivalents 772,524 810,530
Cash and cash equivalents at the beginning of the year 4,272,853 3,462,323
Cash and cash equivalents at the end of the year 5,045,377 4,272,853
Supplemental disclosures of cash flow information:
Income tax paid during the year 25,414 17,092
Non-cash activities :
Stock dividends and employees' bonuses capitalized 73,492 119,452

The accompanying notes are an integral part to these financial statements.

Chairman : Sen-Huang Huang President : Sen-Huang Huang
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English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc. And Subsidiaries
Notes To Financial Statements

1. HISTORY AND ORGANIZATION
PixArt Imaging Inc. (the "Company") was incorporated under the Company Law of the Republic
of China in July 13, 1998. The numbers of employees as of December 31, 2008 and 2007 were
172 and 147, respectively. The main activities of the Company are in CMOS image sensor and
related IC design, research, production, and Sales.

The Company’s shares were previously registered and traded as the “Emerging Stock” on
Taiwan’s GreTai Securities Market (formerly known as OTC Market) starting July 2003 and
have been listed and publicly traded on the OTC Market since May 2006.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
The consolidated financial statements were prepared in conformity with the “Guidelines
Governing the Preparation of Financial Reports by Securities Issuers” and accounting principles
generally accepted in the Republic of China (R.O.C.).

Summary of significant accounting policies is as follows:

General Descriptions of Reporting Entities

(1) Principles of Consolidation
Investees in which the Company, directly or indirectly, holds more than 50% of voting rights or less
than 50% of voting rights but has de facto control, are accounted for under the equity method and
consolidated into the Company’s financial statements. The consolidated entities are as follows:

A. The parent company: PixArt Imaging Inc. (the "Company")

B. The consolidated subsidiaries are listed as follows:
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PixArt Imaging Inc. And Subsidiaries

Notes To Financial Statements (Continued)

As of December 31, 2008

Percentage of

Investor Subsidiary Nature of business  ownership (%) Note

The Company Pixart International Investment activities 100 -
(BVI) Ltd.

The Company Pixart International Investment activities 100 -
(SAMOA) Ltd.

The Company Yuan-Xiang Investment activities 100 -
Investment Corp.

The Company Yuan-Feng Investment activities 100 -
Investment Corp.

Pixart International Yuan Xiang Investment activities 100 -

(SAMOA) Ltd. Investment Corp.

Yuan-Xiang Investment PrimeSensor IC design 20 1

Corp. Technology Inc.

Yuan-Feng Investment PrimeSensor IC design 10 1

Corp.

As of December 31, 2007

Technology Inc.

Percentage of

Investor Subsidiary Nature of business  ownership (%) Note
The company Pixart International Investment activities 100 -
(BVI) Ltd.
The company Pixart International Investment activities 100 -
(SAMOA) Ltd.
Pixart International Yuan Xiang Investment activities 100 -

(SAMOA) Ltd.

Investment Corp.

Notel: As of July 14, 2008, the Company has held less than 50% of voting rights in
PrimeSensor Technology Inc. However the Company has de facto control as the
Company has power to control the financial, operational and human resources
activities of PrimeSensor Technology Inc. PrimeSensor Technology Inc. was
included as a subsidiary in the Company’s consolidated financial statements for
the year ended December 31, 2008.

C. All subsidiaries of the Company have been included as consolidated entities in the
consolidated financial statements.
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(2) Principles of Consolidation
A. The consolidated financial statements were prepared in accordance with SFAS No. 7.
The transactions between the consolidated entities were appropriately eliminated in
the consolidated financial statements.

B. Investees in which the Company and subsidiaries hold more than 50% of voting rights,
including those that are exercisable or convertible, are accounted for under the equity
method and shall be consolidated, since the Company and subsidiaries are considered
to possess control. An entity shall also be consolidated if any of the following
circumstances exists:

a. The total amount of voting rights held by the investee exceeds 50% due to agreement
with other investors;

b. As permitted by law, or by contract agreements, the Company controls an entity’s
finances, operations and human resources;

c. The Company has authority to appoint or discharge more than half members of board
of directors (or equivalents), by whom the investee is controlled;

d. The Company leads and controls more than half of the members of the board of
directors(or equivalents), by whom the investee is controlled;

e. Other indications of control possession.

(3) Cash Equivalents
Cash equivalents are short-term, highly liquid investments that are readily convertible to known
amounts of cash, and so near their maturity date that they are subject to an insignificant risk of
changes in value from fluctuations in interest rates. Commercial papers, negotiable certificates of
deposit, and bank acceptances with original maturities of three months or less are considered to be
cash equivalents.

(4) Foreign Currency Transactions and Translation of Financial Statements denominated in

Foreign Currency

A. The Company maintains its accounting records in New Taiwan dollars ("NT Dollars" or
"NT$"), the national currency of the R.O.C. Transactions denominated in foreign
currencies are recorded in NT Dollars using the exchange rates in effect at the dates of
the transactions. Non-derivative transactions denominated in foreign currencies are
recorded in NT Dollars using the exchange rates in effect at the dates of the
transactions. When a transaction is settled in a subsequent accounting period, the
monetary assets and liabilities denominated in foreign currencies are remeasured on
the balance sheet date using the exchange rates prevailing as at that date, with the
resulting exchange gains or losses included in earnings.
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Notes To Financial Statements (Continued)

B. The assets and liabilities of the foreign subsidiaries are translated into NT Dollars, with
the local currency of each foreign subsidiary as its functional currency, at current
exchange rates in effect at the balance sheet date. Shareholders’ equity accounts should
be translated at the historical rate except for the beginning balance of the retained
earnings, which is the translated amount from the last period carried forward. Dividends
are translated at the spot rate of the declaration date. The financial statements of foreign
operations are translated into New Taiwan Dollars using the weighted average exchange
rates for profit and loss accounts. The accumulated exchange gains or losses resulting
from the translation, after adjusting for percentage of ownership, are recorded in the
cumulative translation adjustment in stockholders’ equity.

(5) Einancial Assets and Financial Liabilities
A. Financial asset or liability is recognized on the balance sheet when the Company
becomes a party to the contractual provisions of the instrument. A regular way purchase

or sale of financial assets are recognized using either trade date accounting on equity
instrument or settlement date accounting on debt security, beneficiary certificate and
derivative instrument. As to accounting for de-recognition of financial assets and
liabilities, the Company adopted the R.O.C. SFAS No. 33, “Accounting for Transfers of
Financial Assets and Extinguishment of Liability”.

B. Upon initial recognition of financial assets or financial liabilities, they shall be measured
at fair value. In the case of a financial asset or financial liability at fair value not through
profit or loss, transaction costs that are directly attributable to the acquisition or issue of
the financial assets or financial liabilities shall be included as well.

C. Financial assets or financial liabilities are classified as follows:
a. Available-for-sale financial assets
Available-for-sale financial assets are those non-derivative financial assets that are
designated as available-for-sale or not classified as financial assets at fair value
through profit or loss, held-to-maturity financial assets, financial assets measured at
cost, bond portfolios with no active market and receivables. Subsequent measurement

is calculated at fair value. Any gain or loss arising from the change in fair value,
excluding impairment loss and exchange gain or loss arising from the translation of
monetary financial assets denominated in foreign currencies, is recognized as an
adjustment to shareholders’ equity until such investment is reclassified or disposed,
upon which the cumulative gains or losses previously charged to shareholders’ equity
will be recaptured in profit or loss.
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The Company would recognize an impairment loss on the available-for-sale
investment as objective evidence of impairment exists. Any reduction due to
impairment loss of the investments in subsequent periods will be recognized as an
adjustment to consolidated shareholders’ equity. The impairment loss of debt
instruments may be reversed and recognized in the current period’s profit or loss if
the decreased amount of the impairment loss can be objectively attributed to an event
occurring after the impairment was recognized.

The fair value for publicly traded securities or close-ended funds is the closing price
at the balance sheet date while for open-ended funds the net value at the balance sheet
date.

b. Financial assets measured at cost
Unlisted stock, funds, and other securities without reliable market prices are
measured at cost. They are either holdings in unquoted equity instrument or emerging
stocks that the Company has no material influence on or derivative assets that are
linked to and must be settled by delivery of the abovementioned unquoted equity
instruments. When objective evidence of impairment exists, the Company recognizes
an impairment loss, which cannot be reversed in subsequent periods.

(6) Allowance for Doubtful Accounts
An allowance for doubtful accounts is provided based on management’s judgment of the
collectibility and aging analysis of accounts and other receivables at balance sheet date.

(7) Inventories
Inventories are recorded at cost when acquired and stated at the lower of aggregate cost,
based on the weighted average method, or market value at the balance sheet date. The market
values of raw materials and supplies are determined on the basis of replacement cost while
work in process and finished goods are determined on net realizable value. The allowance for
inventory in market value decline and obsolescence is provided when necessary.

(8) Property, Plant and Equipment

A. Property, plant and equipment are stated at cost. Significant improvements and
replacements are capitalized and depreciated over their estimated useful lives while
ordinary repairs and maintenance are expensed as incurred. Interest expenses incurred in
the period of such property, plant and equipment in construction or installation will be
capitalized. When property, plant and equipment are disposed of, their original cost and
accumulated depreciation are written off. Gains or losses on disposal of property, plant
and equipment are reported under non-operating income or expenses. Equipments for
lease are reclassified as leased assets to others based on its book value. Depreciation
derived from leased assets to others at book value is recorded under non-operating
expenses.
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B. Property, plant and equipment are stated at cost. Depreciation is provided on the
straight-line basis over the following useful lives (The salvage value of property, plant
and equipment that continues to be in use after reaching its originally estimated useful
life shall be depreciated over its estimated remaining useful life).

Buildings and facilities 50 Years
Research and development equipment 3 Years
Miscellaneous equipment 21010 Years
Lease Assets 50 Years

(9) Intangible Assets

A. Software, patents and other separately identifiable intangibles with finite lives are stated
at cost and amortized on a straight-line basis over the following useful lives:

Software 3to5 Years
Patents and Others 3to5 Years

The Company will re-assess the useful lives and the amortization method of its
recognized intangible assets at the end of each reporting period. If there is any change to
be made, it will be treated as change of accounting estimation.

B. Expenditures related to research activities as well as those expenditures not meeting the
criteria for capitalization are expensed when incurred. Expenditures related to
development activities meeting the criteria for capitalization are capitalized.

(10) Deferred Assets
Deferred charges are stated at cost and amortized on a straight-line basis over their
estimated economic lives, normally 2 years.

(11) Asset Impairment

Pursuant to R.O.C. SFAS No. 35, “Accounting for Assets Impairment”, the Company is
required to perform (1) impairment testing on goodwill annually; (2) impairment testing for
intangible assets which have indefinite lives or are not available for use annually; and (3)
evaluating whether indicators of impairment exist for assets subject to guidelines set forth
under the Statement. The Statement requires that such assets be reviewed for impairment
whenever events or changes in circumstances indicate that the carrying amount of the assets
might not be recoverable.
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Notes To Financial Statements (Continued)

Impairment losses shall be recognized when the carrying amount exceeds the recoverable
amount. Recognized losses on goodwill impairment shall not be reversed subsequently. For
non-goodwill assets impaired in prior periods, if the amount of the impairment loss
decreases and the decreases is clearly attributable to an event which occurred after the
impairment loss was recognized; the previously recognized impairment loss is reversed to
the extent of the decrease. The reversal may not result in a carrying amount that exceeds
what the amortized cost would have been had the impairment not been recognized at the
date the impairment is reversed.

(12) Revenue Recognition
Revenue is recognized in accordance with R.O.C. Statement of Financial Accounting
Standards No. 32, “Accounting for Revenue Recognition.”

(13) Capital expenditures vs. revenue expenditures
If the expenditure increases the future service potential of the assets and the purchase price
exceeds a certain monetary threshold, the expenditure is capitalized. While the others are
expensed as incurred.

(14) Pension plan
A. All regular employees are entitled to a pension plan that is managed by an

independently administered pension fund committee. Fund assets are deposited in the
committee’s name in the Central Trust of China and hence, are not associated with or
controlled by the Company. Therefore, fund assets are not to be consolidated in the
Company’s financial statements. Pension benefits for employees of the subsidiaries are
provided in accordance with the relevant local regulations.

B. The Labor Pension Act of the R.O.C. (‘the Act’), which adopts a defined contribution
plan, became effective on July 1, 2005. Employees already covered by the Labor
Standards Law which provided for a defined benefit plan, were allowed to either elect
the pension calculation under the Act or continue to be subject to the pension scheme
under the Labor Standards Law. Those employees that elected to be subject to the Act
will have their seniority achieved under the Labor Standards Law retained upon election
of the Act and the Company will make monthly contributions of no less than 6% of
these employees’ monthly wages to the employees’ individual pension accounts.
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C. The accounting for the Company’s pension liability is computed in accordance with
R.O.C. SFAS No.18. Net pension costs of the defined benefit plan are recorded based on
actuarial valuations. Pension cost components such as service cost, interest cost,
expected return on plan assets, the amortization of net obligation at transition, pension
gain or loss, and prior service cost, are all taken into consideration. Net transition
obligations from the plan assets are amortized using the straight-line method over the
employees’ expected average remaining service period of 15 years. The Company
recognizes expenses from the defined contribution pension plan in the period in which
the contribution becomes due.

(15) Income taxes
A.The Company adopted R.O.C. SFAS No. 22, “Accounting for Income Taxes” for
inter-period and intra-period income tax allocation. Under the Statement, the tax effects
of taxable temporary differences are recognized as deferred income tax liabilities while
those of deductible temporary differences, loss carry-forward, and investment tax credits
are recognized as deferred income tax assets. A valuation allowance on deferred income
tax assets is provided to the extent that it is more likely than not that the tax benefits will
not be realized. A deferred tax asset or liability is classified as current or noncurrent in
accordance with the classification of its related asset or liability. However, if a
deferred tax asset or liability does not relate to an asset or liability in the financial
statements, its classification is based on the expected reversal date of the temporary

difference.

B.Income tax (10%) on unappropriated earnings is recorded as expense in the year in
which the shareholders have resolved that the earnings shall be retained.

C. According to R.O.C. SFAS No. 12, “Accounting for Income Tax Credits”, the Company
recognizes the tax benefit from the purchase of equipment and technology, research and
development expenditure, employee training, and certain equity investment using the
flow-through method.

D.The Income Basic Tax Act of the R.O.C. (the IBTA) became effective on January 1,
2006. Set up by the Executive Yuan, the IBTA is a supplemental 10% tax that is payable
if the income tax payable determined under the R.O.C. Income Tax Act is below the
minimum amount as prescribed by the IBTA. The IBTA is calculated based on taxable
income as defined by the IBTA, which includes most income that is exempted from
income tax under various legislations. The impact of the IBTA has been considered in
the calculation of the Company’s income tax for the current reporting period.
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(16) Earnings Per Share
Earnings per share are computed according to R.O.C. SFAS No. 24, “Earnings Per Share.”

(17) Treasury Stock
In accordance with R.O.C. SFAS No. 30, “Accounting for Treasury Stock”, treasury stock
held by the Company is accounted for under the cost method. When treasury stock is retired,
the treasury stock account is credited and all capital account balances related to the treasury
shares, including capital reserve - treasury stock transactions, are reduced on a
proportionate basis. Any difference, if on credit side, is recorded in capital reserve - treasury
stock transactions; if on debit side, retained earnings is reduced.

(18) Employee Stock Option

The Company used intrinsic value method to recognize compensation cost for its employee
stock options issued between January 1, 2004 and December 31, 2007, in accordance with
Accounting Research and Development Foundation interpretation No0s.2003-070~072.
Under the method, the excess of the market price over exercise price at the plan date is
adjusted under shareholders’ equity and expensed over vesting periods. Disclosure of pro
forma information for net income and earnings per share using fair value method is
required.

For stock options granted on or after January 1, 2008, the Company recognizes
compensation cost using the fair value method in accordance with R.O.C. SFAS No. 39
“Accounting for Share-Based Payment.” In accordance with R.O.C. SFAS No. 39,
share-based payment transaction shall be measured by reference to the fair value of the
equity instruments at the date when they are granted. The fair value is determined by an
external valuer using an appropriate pricing model.

The Company only enters into equity-settled share-based payment transaction with its
employees. Pursuant to R.O.C. SFAS No. 39, the goods or services received under such
transaction, and the corresponding increase in equity, shall be measured by reference to the
fair value of the equity instruments granted. If there is no vesting condition attached, then
the equity instrument is vested immediately, with the employee compensation costs
recognized as at the grant date, with a corresponding increase in equity. If the equity
instrument is vested over a certain period, then the employee compensation costs are
recognized over the period, with a corresponding increase in equity.
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In valuing the fair value of the equity instrument granted, no account is taken of any vesting
conditions other than market conditions. Instead, non-market vesting conditions shall be
taken into account by adjusting the number of equity instruments included in the
measurement of the transaction amount, so that, ultimately, the amount recognized for
goods or services received as consideration for the equity instruments granted shall be
based on actual number of equity instruments that eventually vest. For grants of equity
instruments with market conditions, the Company shall recognize the goods or services
received from a counterparty that satisfies all other vesting conditions, irrespective of
whether the market condition is satisfied.

(19) Employee Bonuses and Remunerations Paid to Directors and Supervisors
In accordance with Accounting Research and Development Foundation interpretation No.
2007-052 effective January 1, 2008, employee bonuses and remunerations paid to directors
and supervisors are charged to expense at fair value and are no longer accounted for as an
appropriation of earnings.

3. REASONS AND EFFECTS FOR ACCOUNTING CHANGES
A. Effective January 1, 2007, the Company and subsidiaries adopted the R.O.C. Statement of
Financial Accounting Standards No.37, “Accounting for Intangible Assets.” The accounting
change had significant impact neither on consolidated total assets as of December 31, 2007 nor
on the net income and the EPS for the year then ended.

B. Effective from January 1, 2008, the Company adopted R.O.C. SFAS No. 39, “Accounting for
Share-Based Payment” to account for share-based payments transactions. This change in
accounting principles had no significant effect on consolidated net income and basic EPS for
the year then ended December 31, 2008.

C. Effective from January 1, 2008, the Company adopted Accounting Research and Development
Foundation interpretation No. 2007-052 to account for employee bonuses and remunerations
paid to directors and supervisors. The adoption resulted in an unfavorable effect on
consolidated net income in the amount of NT$466,623 thousand, thereby reducing basic
earnings per share by NT$3.78 for the year ended December 31, 2008.

-102 -



English Translation of Financial Statements Originally Issued in Chinese

PixArt Imaging Inc. And Subsidiaries
Notes To Financial Statements (Continued)

4. CONTENTS OF SIGNIFICANT ACCOUNTS
(1) Cash and Cash Equivalents

Cash

Savings and checking accounts
Time deposit

Cash equivalents-CP-Repo
Total

(2) Notes Receivable

Notes receivable
Less: Allowance for doubtful accounts
Net

(3) Accounts Receivable

Accounts receivable

Less: Allowance for doubtful accounts
Allowance for sales discounts

Net

(4) Other Receivables

VAT refundable
Interest receivable
Other receivables
Total

- 103 -

As of December 31,

2008 2007
NT$’000 NT$’000
50 50
182,495 417,803
4,535,000 3,855,000
327,832 -
5,045,377 4,272,853
As of December 31,
2008 2007
NT$’000 NT$’000
- 160
- 160
As of December 31,
2008 2007
NT$°000 NT$’000
353,478 426,093
(19,570) (19,570)
(5.824) (5,824)
328,084 400,699
As of December 31,
2008 2007
NT$’000 NT$’000
17,900 9,478
7,909 6,466
3 218
25,812 16,162
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(5) Inventories
As of December 31,

2008 2007

NT$’000 NT$°000
Raw materials 6,149 4,214
Supplies 10,963 15,610
Work in process 208,192 325,839
Finished goods 189,911 215,488
Total 415,215 561,151
Less: Allowance for loss on decline in market (115,783) (41,807)

value and obsolescence
Net 299,432 519,344
(6) Financial assets measured at cost-noncurrent
As of December 31,
Investee Company 2008 Ownership 2007 Ownership
NT$’000 % NT$’000 %

Shieh Yong Investment Co., Ltd. 300,000 4.55 300,000 4.55

(7) Property, Plant and Equipment
a. No interest was capitalized for the years ended December 31, 2008 and 2007.

b. The Company has leased part of the buildings and facilities since 2005. They were shown

as follows:
For the year ended December 31,
Items 2008 2007
NT$’000 NT$°000
Buildings and facilities 22,457 22,457
Less : Accumulated depreciation (1,468) (1,028)
Leased assets to others, net 20,989 21,429
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(8) Intangible Assets

As of December 31, 2008

Patents Software Total
Original cost NT$’000 NT$’000 NT$°000
Balance at beginning of period 47,522 40,959 88,481
Increase — separately acquired 1,900 29,582 31,482
Decrease — elimination (47,522) (9,227) (56,749)
Balance at end of period 1,900 61,314 63,214
Accumulated amortization
Balance at beginning of period 39,602 15,076 54,678
Increase - amortization 8,184 15,804 23,988
Decrease — elimination (47,522) (9,227) (56,749)
Balance at end of period 264 21,653 21,917
Net 1,636 39,661 41,297
As of December 31, 2007
Patents Software Total
Original cost NT$’000 NT$’000 NT$°000
Balance at beginning of period 47,522 53,797 101,319
Increase - separately acquired - 21,991 21,991
Decrease — elimination - (34,829) (34,829)
Balance at end of period 47,522 40,959 88,481
Accumulated amortization
Balance at beginning of period 23,761 37,760 61,521
Increase - amortization 15,841 12,145 27,986
Decrease — elimination - (34,829) (34,829)
Balance at end of period 39,602 15,076 54,678
Net 7,920 25,883 33,803

(9) Pension Fund

a. The Company’s pension fund contributed to a fiduciary account in Bank of Taiwan
amounted to NT$9,156 thousand and NT$7,828 thousand as of December 31, 2008 and
2007, respectively. The total pension expenses, including net pension cost under the old
Standard Labor Law and the pension expenses under the new Labor Pension Act,
amounted to NT$9,509 thousand and NT$7,851 thousand for the years ended December
31, 2008 and 2007, respectively. The pension expenses under the Labor Pension Act
amounted to NT$7,886 thousand and NT$6,114 thousand, respectively.
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b. Pension cost:
For the year ended December 31,

2008 2007

The old Standard Labor Law NT$’000 NT$’000

Service cost 761 735

Interest cost 637 587

Expected return on plan assets (235) (179)

Amortization 460 594

Net periodic pension cost 1,623 1,737
The new Labor Pension Act

Pension expenses 7,886 6,114
Total 9,509 7,851

c. The funding status of pension plan under old regulation was summarized as follows:

As of December 31,
2008 2007
Benefit obligation NT$’000 NT$’000
Vested benefit obligation - -
Non-vested benefit obligation (4,434) (7,304)
Accumulated benefit obligation (4,434) (7,304)
Effect on projected salary increase (4,179) (13,913)
Projected benefit obligation (8,613) (21,217)
Fair value of plan assets 9,156 7,828
Funded status 543 (13,389)
Unrecognized net transitional benefit obligation 963 1,083
Unrecognized (gain) loss (7,481) 6,874
Accrued pension liabilities (5,975) (5,432)

d. The vested benefit was nil as of December 31, 2008 and 2007.

e. The actuarial assumptions are as follows:
For the year ended December 31,

2008 2007
Discount rate 2.50% 3.00%
Rate of salary increase 3.00% 6.00%
Expected return on plan assets 2.50% 3.00%
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(10) Common Stock
As of January 1, 2007, the Company’s authorized common stock amounted to
NT$1,500,000 thousand, which is divided into 150,000,000 shares (including 7,500,000
shares reserved for exercises of employee stock options), each share at par value of NT$10.
The Company’s issued common stock amounted to NT$1,044,514 thousand (including
NT$13,669 thousand which were recorded under Common stock to be registered).

As recommended by the board of directors, and approved by the shareholders on the
meeting held on June 25, 2007, the Company issued 11,945,191 new shares at par value of
NT$10 for the capitalization of shareholders’ dividends of NT$104,508 thousand and
employees’ bonus of NT$14,944 thousand. The record date was set on September 3, 2007
and the issuance had been governmentally approved.

In the shareholders’ meeting on June 13, 2008, the Company revised its Articles of
Incorporation to increase the reserve for the grant of employees’ options to 10,000,000
shares, the Company’s authorized common stock amounted to NT$1,500,000 thousand,
divided into 150,000,000 shares (including 10,000,000 shares reserved for exercises of
stock options), each share at par value of NT$10. In the same meeting, the shareholders
resolved to issue 7,349,241 new shares for the capitalization of shareholders’ bonus of
NT$46,492 thousand and employees’ bonus of NT$27,000 thousand, each at par value of
NT$10. The capitalization date was at August 26, 2008 and the issuance had been
governmentally approved.

Part of the employees’ stock option granted has been exercised and additional 674,411
common shares were issued and the governmental approval has been successfully obtained
for the year ended December 31, 2007. Part of the employees’ stock option granted has
been exercised and additional 291,772 common shares were issued or to be issued for the
year ended December 31, 2008. As of December 31, 2008, 155,257 shares have since been
issued but since they have not yet been registered, they were recorded under the caption of
common shares to be registered at par value of NT$1,552 thousand. The Company has
received NT$100 thousand, which was recorded under capital collected in advance as of
December 31, 2008, as no common stocks have yet been provided.

As of December 31, 2008, the Company’s authorized common stock amounted to
NT$1,500,000 thousand, which is divided into 150,000,000 shares (including 10,000,000
shares reserved for exercises of employee stock options), each share at par value of NT$10.
The Company’s issued common stock amounted to NT$1,247,355 thousand (including
NT$1,552 thousand which were recorded under Common stock to be registered).
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Additional paid-in capital
Donated by shareholders
Long-term equity investment
Employee stock options

Total

As of December 31,

2008 2007
NT$°000 NT$°000
1,094,772 1,091,677
3,816 3,816
106 -
18,372 16,081
1,117,066 1,111,574

According to the R.O.C. Company Law, capital reserve can only be used for making up

losses or reclassifying to paid-in capital using only balances in additional paid-in capital or

donated assets. The Company shall not use capital reserve to make up its loss unless legal

reserve is insufficient for making good such losses.

(12) Employee Stock Options

From 2003 to 2007, the Company was authorized by the Financial Supervisory Commission,

Executive Yuan to issue employee stock options. The options are valid for six years and

exercisable at certain percentage subsequent to the second anniversary from the granted date.

Detailed information relevant to the employee stock options is disclosed as follows:

Total number of Total number of Shares Available Exercise price
options granted options outstanding | for option holders (NTD)
Date of grant (in thousands) (in thousands) (in thousands) (Remark 2)
2003.11.14 776 1 1,598 10.0
(Remark 1)

2005.11.24 440 160 160,000 10.0
2006.01.16 110 15 15,000 10.0
2006.02.24 30 15 15,000 10.0
2006.04.11 225 110.50 110,500 10.0
2007.12.27 5,000 4,526 4,526,000 205.10

Note 1: The shares available for option holders are subject to adjustments in the event that

changes occur to the capital structure in accordance with the plan.

Note 2: The exercise prices have been adjusted to reflect the change of outstanding shares

(i.e. the share issued for cash or the appropriations of earnings) in accordance with
the plan.
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Part of the employees’ stock option granted has been exercised into additional 292 thousand
shares and 674 thousand shares for the years ended December 31, 2008 and 2007.

The Company used the intrinsic value method to recognize compensation cost for its employee
stock options, which are classified as equity-settled share-based payment transaction and issued
between 2004 and 2007, in accordance with Accounting Research and Development Foundation
interpretation Nos. 2003-070~072. Employees’ stock options granted between 2005 and 2006
were accounted for under intrinsic value method. Accordingly, the Company provides NT$5,218
thousand and NT$14,307 thousand of compensation expense for the years ended December 31,
2008 and 2007, respectively. Because the excess of the market price was equal to exercise price
at the plan date for stock option plan of 2007 under the intrinsic value method, the Company
provides no compensation expense.

The respective information of the units and weighted average exercise prices for stock option
plans of the Company is disclosed as follows:
For the year ended December 31, 2008

Options Weighted-average Exercise
(in thousand units) Price per share (NTD)

Outstanding at beginning of period 5,622 202.7

Granted - -

Exercised (251.5) 10.7

Expired (544) 192.0
Outstanding at end of period 4,826.5 192.9
Exercisable at end of period 78

Weighted-average fair value of options
granted during the period (in NTD) -

For the year ended December 31, 2007

Options Weighted-average Exercise

(in thousand units) Price per share (NTD)
Outstanding at beginning of period 805 20.5
Granted 5,000 226.5
Exercised (183) 11.0
Expired - -
Outstanding at end of period 5,622 202.7
Exercisable at end of period 37
Weighted-average fair value of options
granted during the period (in NTD) 198.6
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Information for options granted after January 1, 2004 are as follows:

Outstanding Stock Options

Exercisable Stock Options

Weighted- Weighted-
Weighted- average average
Range of average Exercise Exercise
Exercise Expected Price per Price per
Price Options Remaining share Options share
Year (NTD) (Unit) Years (NTD) (Unit) (NTD)
Stock option
olan of 2005 10 160 1.17 10 60 10
Stock option
olan of 2006 10 140.5 1.57 10 18 10
Stock option
olan of 2007 205.1 4,526 3.17 205.1 - -
Total 4,826.5 291 1929 - 78 10

The fair value of the options outstanding as of December 31, 2008 and 2007 were estimated at
the date of grant using the Black-Scholes options pricing model. The Company’s pro-forma

information is set

forth as follows:

Net income-as reported (NT$°000)
Basic earnings per share-as reported (NT$)
Diluted earnings per share -as reported (NT$)
Net income-pro forma (NT$°000)
Basic earnings per share-pro forma (NT$)
Diluted earnings per share -pro forma (NT$)

For the year ended December 31,

2008 2007
1,359,697 1,617,983
11.01 13.07
9.89 12.92
1,221,596 1,600,037
10.63 12.93
9.55 12.79

Pro forma information under fair value method using Black-Scholes Option Pricing Model is as

follows:

Expected dividend
Expected volatility

Risk free interest rate

Expected life

First Second Third
Employee employee employee employee Employee
stock option  stock option stock option stock option stock option
plan in 2005 planin 2006 planin 2006 planin 2006 planin 2007
yield 1.58% 1.52% 1.90% 1.58% 3.09%
103.54% 119.69% 131.54% 147.96% 48.40%
1.63% 1.63% 1.63% 1.63% 2.625%
425years 4.25years  4.25years 4.25years  4.25years
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(13) Legal Reserve
According to the R.0.C. Company Law, 10% of the Company’s net income, after deducting

previous years' losses, if any, shall be appropriated for legal reserve prior to any distribution,
until such reserve is equal to the Company’s paid-in capital. When legal reserve has reached
50% of paid-in capital, 50% of such reserve may be distributed to the Company’s
shareholders through the issuance of additional common shares.

(14) Earnings Distribution and Dividends Distribution Policy

According to the Company's Articles of Incorporation, Current year's earnings, if any, shall

be distributed in the following order:

(@) Income tax obligation;

(b) Offsetting accumulated deficits, if any;

(c) Legal reserve at 10% of net income after tax;

(d) Special reserve in compliance with the Company Law or the Securities and Exchange
Law;

(e) Remuneration for directors and supervisors to a maximum of 1% of the remaining
Current year’s earnings after deducting for item (a) through to (d).

(f) After deducting for item (a) through to (d) above from the current year’s earnings, no
less than 1% of the remaining amount together with the prior years’ unappropriated
earnings is to be allocated as employees’ bonus.

(9) The remaining, after all the above appropriations and distributions, may be retained or
distributed proportionally as shareholder’s bonus. The distribution will be recommended
by the board of directors and resolved in the shareholders’ meeting.

The policy for dividend distribution should reflect factors such as the current and future
fund requirements, and long-term financial planning. The board of directors shall make the
distribution proposal in the subsequent year and submit it to the annual shareholders’
meeting for approval.

Prior to 2008, distribution of employee bonus and remuneration for directors and
supervisors were treated as part of the annual earning distribution and they were charged to
retained earnings at the time when the shareholders resolved the earnings distribution in the
annual general meeting. Starting 2008, the distribution of employee bonus and remuneration
for directors and supervisors shall be accrued as an expense at the year the employees,
directors and supervisors grant their services. If the accrued amount is modified and
proposed to shareholders’ meeting by the board of directors in the subsequent year and the
difference is not significant, the Company shall recognize the difference in earnings then. If
the accrued or proposed amount is further modified at shareholders’ general meeting held in
the subsequent year, the Company shall recognize the difference in earnings then as well.
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In the case that stock, instead of cash, is to distribute for employee bonus purpose, the
number of shares distributed will be computed by dividing the amount of bonuses by the
closing price (after considering the effect of cash and stock dividends) of the shares on the
day immediately preceding the shareholders’ meeting.

Shareholders’ dividends may be distributed in the form of shares or cash, or a combination
of both. Cash dividends to be distributed may not be less than 10% of total dividends to be
distributed. Remuneration for directors and supervisors’ services is limited to cash payments
only.

During the year ended December 31, 2008, the amounts of the employee bonuses and
remunerations to directors and supervisors were accrued in accordance with the Company’s
Articles of Incorporation in amount of NT$456,445 thousand and NT$12,240 thousand,
respectively, without considering the cost of employee bonus and its related income tax.
The accrual was charged to earnings.

Details of the settlement of 2007 employees’ bonus and remuneration of directors and
supervisors were as follows:
As approved in the As proposed by the

shareholders’ meeting board of directors
held on June 13, 2008 on April 24, 2008
NT$’000 except NT$’000 except
otherwise stated otherwise stated
Remuneration of directors and supervisors 14,562 14,562
Employees’ bonus-cash 112,000 112,000
Employees’ bonus-stock
Amount 27,000 27,000
Number of shares (par value of NT$10) 2,700,000 shares 2,700,000 shares
Percentage on total number of 2.31% 2.31%
outstanding shares at year ended of
2007
Shareholders’ bonus
Cash 906,602 906,602
Stock 4,649,241 shares 4,649,241 shares
Pro-forma EPS assuming that
employees’ bonus and remuneration of NT$12.57 NT$12.57

directors were accrued in current year
(In NT$)
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Remark: The pro forma EPS is computed by the following formula:
(Net income after tax for 2007 minus employee bonus in cash minus employee
bonus in stock minus directors’ and supervisors’ remuneration) / (Weighted
average outstanding shares for 2007)

The pro forma EPS is lower than the basic EPS by 9.50% (NT$1.32 per share). Related
information, if further released, can be accessible on the website of the “Market
Observations Post System”

(15) Treasury Stock
On December 27, 2007, the Company’s board of directors authorized the Company to
repurchase its own shares from market. The movement of treasury stock for the year ended
December 31, 2008 is as follows:

January 1, 2008 Additions December 31, 2008
Amount Amount Amount
Reason Shares Shares Shares
(NT$’000) (NT$’000) (NT$°000)
Transferring
shares to
employees 30,000 7,245 1,935,000 273,589 1,965,000 280,834

a. According to the Securities and Exchange Law of the R.O.C., total shares of treasury
stock shall not exceed 10% of the Company’s issued stock and the total purchase
amount shall not exceed the sum of the retained earnings, additional paid-in capital —
premiums, and realized additional paid-in capital. The ceiling of number of shares and
the dollar amount of treasury stock that the Company could hold as of December 31,
2008 was 12,473,553 shares and NT$4,040,127 thousand and, respectively.

b. Pursuant to the Securities and Exchange Law, treasury stock shall not be pledged, nor
does it possess voting rights or the rights to receive dividends. Treasury stock shall be

transferred to employees within three years from the repurchased date or cancelled.

c. None of the Company’s treasury stock was transferred to employees as of December 31,
2008.
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(16) Net Operating Revenue

For the year ended December 31,

2008 2007
NT$’000 NT$°000
Sale of goods 4,805,333 4,680,622
Other operating revenue 3,743 2,162
Total 4,809,076 4,682,784
Less: Sale returns (474) (3,917)
Less: Sale discounts (3,731) (1,924)
Net Operating Revenue 4,804,871 4,676,943
(17) Operating Cost and Expenses
For the year ended December 31,
2008 2007
Operatin Operatin Operatin Operatin
IOcosts ’ e>F<)pensesg Total Iocosts ’ e>F<)pensesg Total
NT$’000 NT$ 000 NT$000 NT$000 NT$000  NT$’000
Personnel Expense
Salary & wage 22,885 667,094 689,979 7,183 174,104 181,287
Insurance 10,813 10,813 - 8,542 8,542
Pension 324 9,185 9,509 329 7,522 7,851
Other expenses 2,127 2,127 - 1,197 1,197
Total 23,209 689,219 712,428 7,512 191,365 198,877
Depreciation
(Remark 1) 1,459 17,561 19,020 2,188 $17,215 19,403
Amortization 15,051 15,804 30,855 22,010 $12,173 34,183

Remark 1. Depreciation expenses amounted to NT$19,460 thousand and NT$19,844
thousand, including depreciation of leased assets recorded under non-operating
expenses-other losses in amount of NT$440 thousand and NT$441 thousand, for
the years ended December 31, 2008 and 2007, respectively.

(18) Earnings Per Share

The capital structure of the Company is considered complex since there are stock options
outstanding. The Company presents basic and diluted earnings per share for the years ended
December 31, 2008 and 2007 since its stock options would have a dilutive effect if they had

been fully exercised.
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For the year ended December 31,

2008 2007
In shares In shares
Common shares outstanding, beginning 117,084,010 104,451,339
Employees' stock options exercised(Remark) 169,670 131,116
Employee’s bonus in shares on Sep. 3, 2007 - 1,494,337
Stock dividends on Sep. 3, 2007 - 10,449,909
Purchase treasury stock (Remark) (1,071,008) (82)
Employee’s bonus in shares on Aug. 26, 2008 2,699,687 2,683,778
Stock dividends on Aug. 26, 2008 4,648,703 4,621,308
Weighted average of shares outstanding for basic EPS
. 123,531,062 123,831,705
computation

Potential common share equivalents:
The dilutive effect of stock options (assuming fully

. 429,626 1,262,815

exercised)
Bonus to employees 4,003,902 -
Weighted-average of dilutive shares outstanding: 127,964,590 125,094,520
Remark : Computed on a weighted-average basis.
Amount (Numerator) Earnings per share
Before tax After tax Shares Before After
(NT$000) (NT$°000) (Denominator) tax(NT$) tax(NT$)

For the year ended December 31, 2008:
Consolidated net income attributable to parent
company's shareholders

Basic EPS
Net income 1,406,880 1,359,697 123,531,062  11.39 11.01
Diluted EPS
Net income 1,406,880 1,359,697 127,964,590  10.99 10.63
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For the year ended December 31, 2008:
Consolidated net income attributable to minority

interests
Basic EPS
Net income 382 321 123,531,062 - -
Diluted EPS
Net income 382 321 127,964,590 - -
Amount (Numerator) Earnings per share
Before tax After tax Shares Before After

(NT$000) (NT$’000) (Denominator) tax(NT$) tax(NT$)

For the year ended December 31, 2007:
Consolidated net income attributable to parent
company's shareholders

Basic EPS
Net income 1,654,356 $1,617,983 123,831,705  13.36 13.07
Diluted EPS
Net income 1,654,356 $1,617,983 125,094,520  13.22 12.93

Consolidated net income attributable to minority interests: None.

(19) Income Taxes
a. Tax authorities have assessed the income tax returns up to the Year 2005. However,
additional income taxes were levied on the Company in total of NT$31,385 thousand
for the years 2004 and 2005. The Company has fully accrued the additional tax liability
while filing administrative appeals to tax authority and courts in light that the
discrepancy between the Company’s tax return filings and the authority’s assessment
resulted from the different viewpoints on the calculation of tax exemption.

b. Pursuant to the “Statute for Upgrading Industries”, the Company is qualified as a
technical service industry and is therefore entitled to an income tax exemption period
for five consecutive years on the income generated from qualifying high technology
activities. The Company has elected the tax exemption period to start from the year
2004.

c. The Company and subsidiaries have filed respective business income tax return
separately. There is no allowance for combining their filings into one.
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d. As of December 31, 2008, unused tax credits available to reduce future taxable income
are as follows:

Year incurred Total credit amount Unused amount Year expired
(B.C) (NT$°000) (NT$’000) (B.C)
2005 38,218 19,221 2009
2006 59,120 48,120 2010
2007 71,079 61,097 2011
2008(Estimated) 201,825 201,825 2012
Total 370,242 330,263

Such investment tax credits have been included in deferred income tax assets.

e. Deferred income tax assets and liabilities are as follows:
As of December 31,

2008 2007
NT$’000 NT$’000
(@) Total deferred income tax liabilities 35 1,680
(b) Total deferred income tax assets 438,386 239,940
(c) Valuation allowance for deferred income tax assets 406,066 213,798

(d)Temporary differences that generated deferred income tax assets or liabilities:
As of December 31,

2008 2007

Amount Tax Effect Amount Tax Effect

NT$°000 NT$°000 NT$000 NT$’000

Unrealized estimated expense 281,471 70,368 258,404 64,601
Unrealized pension expense 5,975 1,494 5,432 1,358
Unrealized inventory provision 115,783 28,946 41,808 10,452
Unrealized bad debt expense 16,094 4,023 15,366 3,841
Allowance on sales returns and

discounts 5,824 1,456 5,824 1,456
Unrealized investment loss under

equity method 1,889 472 $- -
Unrealized exchange loss 5,454 1,364 320 80
Unrealized exchange gain (140) (35) (6,719) (1,680)
Investment tax credits 330,263 158,152
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Deferred income tax assets-current

Valuation allowance-deferred income tax assets-current
Net deferred income tax assets-current

Deferred income tax liabilities-current

Net deferred income tax assets and liabilities-current

Deferred income tax assets-noncurrent

Valuation allowance-deferred income tax
assets-noncurrent

Net deferred income tax assets-noncurrent

Deferred income tax liabilities-noncurrent

Net deferred income tax assets and liabilities- noncurrent

As of December 31,

2008 2007
NT$°000 NT$°000
110,465 84,555
(91,886) (75,667)
18,579 8,888
(35) (1,680)
18,544 7,208
As of December 31,
2008 2007
NT$°000 NT$’000
327,921 155,385
(314,180) (138,131)
13,741 17,254
13,741 17,254

h.Income tax payable and income tax expense are reconciled as follows:

Tax on pre-tax income at statutory tax rate
10% income tax on undistributed earnings
Tax exemption

Permanent difference

Investment tax credits

Change in valuation allowance

Assessed additional income tax

Taxation separately

Estimative change

Income tax expense
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352,031 413,579
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(372,814) (401,928)
(172) 56
(201,825) (67,719)
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26,450 5,299
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I. Integrated income tax information:

As of December 31,
2008 2007
NT$’000 NT$°000
Balance of the imputation credit account (ICA) 31,109 17,988

For the year ended December 31,

2008 2007

Expected (Actual) creditable ratio 2.07%(Remark) 1.43%

Remark : The ratio was computed based on the amount of actual available shareholders’ tax
credits plus estimated income tax payable as of December 31, 2008.

j-Information related to undistributed retained earnings

As of December 31,
2008 2007
NT$°000 NT$’000
After 1997 2,482,957 2,391,714
5. RELATED PARTY TRANSACTIONS
(1) Related Parties and Relations with the Company
Related parties Relations

United Microelectronics Corporation (“UMC”) Related party in substance
Faraday Technology Corporation (“Faraday”)  The two companies’ ex-chairman is the same.

(Remark)
UMC JAPAN (“UMC-J”) Related party in substance
Five people, including Jhih-Hong Lu Directors of the Company
Three people, including Sheng-Cheng Chou Supervisors of the Company
Two people, including Sen-Huang Huang Vice president and above

Remark : Due to the ex-chairman of the Company resigned from the board of Faraday on
March 5, 2007, Faraday was no longer a related party of the Company. The
disclosures related to Faraday include only the transactions incurred prior to March
5, 2007.
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(2) Major transactions with related parties
a. Purchases:
For the year ended December 31,

2008 2007
Amount Percentage Amount Percentage
Name of related parties (NT$’000) (%) (NT$’000) (%)
uMcC 809,657 75.17 1,041,591 68.90
UMC-J 44,703 4.15 146,070 9.66
Total 854,360 79.32 1,187,661 78.56

There is no comparable price available from other suppliers for the purchase price from
related parties due to unique product specification and customization. Payment terms for
above purchase are 45 days from the date of monthly closing. The total cost of wafer
purchased from UMC amounted to NT$22,942 thousand and NT$21,922 thousand are
recorded under R&D expenses for the years ended December 31, 2008 and 2007. The total
cost of wafer purchased from UMC-J amounted to NT$0 thousand and NT$1,098 thousand
are recorded under R&D expenses for the years ended December 31, 2008 and 2007. The
Company has paid NT$1,725 thousand to UMC as prepayment.

b. The total cost of software purchased from Faraday amounted to NT$3,594 thousand from
January 1, 2007 to March 4, 2007, which was recorded under intangible assets- software.

(3) Payables resulted from the above transactions:

Payables to related parties As of December 31,
2008 2007
Amount Percentage Amount Percentage
Name of related party (NT$’000) (%) (NT$°000) (%)
UMC 103,273 28.77 143,994 27.03
UMC-J - - 27,361 5.14
Total 103,273 28.77 171,355 32.17

(4) Remunerations paid to directors, supervisors and key managers:
For the year ended December 31,

2008 2007
Salaries, reward, compensation, 56,293 47,832
special allowance and bonus (Remark) (Remark)
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Remark: The 2007 stock dividends were calculated using the value of NT$112 per share
which was the closing stock price in the next business day from the date of stock
issuance. Employee bonuses to key management personnel for 2008 are estimated
figures.

The Company’s key management personnel includes directors, supervisors and management
that is vice president or above.

For details of total compensation paid to the Company’s key management personnel including

directors, supervisors, president and vice-president, please refer to the annual report for the
Company.

. ASSETS PLEDGED AS COLLATERAL

As of December 31, Secured
2008 2007 financial
Account (NT$’000) (NT$°000) institutions Contents
Restricted deposits-Non-Current 3,000 3,000 Custom  Custom duty guarantee

. COMMITMENTS AND CONTINGENCIES
The Company has paid royalty based on certain rate of selling dollar money or quantity for certain
product, which the Company might have applied the patent of other companies on it.

. SIGNIFICANT DISASTER LOSS
None.

. SIGNIFICANT SUBSEQUENT EVENT

None.
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10. OTHER DISCLOSURES
(1) Financial Instruments
a. Fair value of financial instruments:
The Company and subsidiaries didn’t engage in certain derivative instruments for the
years ended December 31, 2008 and 2007. Fair value of financial instruments in
non-derivative instruments is shown as follows:

As of December 31,
2008 2007
Non-derivative instruments Book value  Fairvalue  Book value Fair value
Assets NT$’000 NT$°000 NT$000  NT$’000
Cash and cash equivalents 5,045,377 5,045,377 4,272,853 4,272,853
Receivables 328,084 328,084 400,859 400,859
Other Receivables 25,812 25,812 16,162 16,162
Financial assets measured at cost-noncurrent 300,000 - 300,000 -
Refundable deposits 1,162 1,162 353 353
Restricted deposits 3,000 3,000 3,000 3,000
Liabilities
Payables(Including payables to related parties) 359,005 359,005 532,817 532,817
Income tax payable 54,306 54,306 24,670 24,670
Accrued expenses 830,441 830,441 326,344 326,344
Deposits received 931 931 1,020 1,020

1.  The following methods and assumptions were used by the Company in estimating the
fair value of financial instruments:

(i) The fair values of the Company’s short-term financial instruments approximate
their carrying values at the reporting date due to their short maturities. This
method was applied to cash and cash equivalents, receivable, other receivables,
payables (including payables to related parties), income taxes payables and
accrued expenses.

(if) The fair values of the Company’s refundable deposits, deposits received and
restricted deposits approximate their carrying value because the Company
predicts the future cash inflows or outflows will be of similar amount to the
carrying value.
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(i) The fair values of the Company’s investments accounted for under the equity
method were based on quoted market prices, if available, at the reporting date. If
the quoted prices were impractical and not available, the Company did not
provide the information of fair values.

(iv) Financial assets carried at cost are the shares of private companies held by the
Company without significant influence, and were measured at the original cost.

2. How the fair value of financial instruments were determined are shown as follows:

Quoted market Valuation method

As of December 31 As of December 31

2008 2007 2008 2007
Financial Assets NT$000 NT$’000 NT$’000 NT$’000
Cash and cash equivalents 182,544 417,853 4,862,833 3,855,000
Receivables - - 328,084 400,859
Other receivables - - 25,812 16,162
Refundable deposits - - 1,162 353
Restricted deposits - - 3,000 3,000

Financial Liabilities
Payables
(Including payables to related parties) -

359,005 532,817

Income tax payable - - 54,306 24,670
Accrued expenses - - 829,441 326,344
Deposits received - - 931 1,020

3. Gain (Loss) recognized for the changes in fair value of financial assets estimated
using valuation techniques were NT$0 thousand and NT$0 thousand for the years
ended December 31, 2008 and 2007, respectively.

b. As of December 31, 2008 and 2007, financial assets exposed to interest rate risk were
NT$1,927,832 thousand and NT$350,000 thousand, financial liabilities exposed to
interest rate risk were NT$0 and NT$0, respectively, and financial assets exposed to
cash flow risk, resulted from floating interest rate, were NT$3,114,901 thousand and
NT$3,921,851 thousand, financial liabilities exposed to cash flow risk, were NT$0 and
NT$0, respectively.
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c. Interest income recognized from financial assets and financial liabilities that are not at
fair value through profit or loss amounted to NT$78,147 thousand and NT$62,719
thousand for the years ended December 31, 2008 and 2007, respectively.

d. Information of financial risks
The Company and subsidiaries held certain non-derivative financial instruments,
including cash and cash equivalents. The Company held the financial instruments to
meet the need in operating cash, and held other financial instruments such as
receivables, payables and financial assets measured at cost-noncurrent. Major risks of
financial instruments were summarized as follows:

(a) Market risk
Market risk includes currency rate risk. It comes from the purchases or sales activities
which are not denominated in functional currency. Had the US dollar appreciated
against the NT dollar for one cent, financial assets would increase in fair values by
NT$80 thousand as of December 31, 2008, respectively.

(b) Credit risk
The Company and subsidiaries provided the adequate allowance for doubtful accounts
based on the evaluation of collectibility of accounts and continuously follows up with
those doubtful accounts for collection. The Company and subsidiaries believe that the
credit risk is limited and low.

(c) Liquidity risk
The Company and subsidiaries have sufficient operating capital to meet the need in
cash upon the settlement of financial instruments. Therefore, the liquidity risk is nil.

(d) Cash flow interest rate risk
Since the duration of the financial assets exposed to cash flow interest rate risk is short,
the cash flow risk from fluctuation in interest rate is minimized.

(2) Other
A. Intercompany relationships and significant intercompany transactions for the year
ended December 31, 2007: None.

B. For comparable purpose, certain accounts in the consolidated financial statements of
the Company as of December 31, 2007 have been reclassified.
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English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc. And Subsidiaries

Notes To Financial Statements (Continued)

11. ADDITIONAL DISCLOSURES
(1) Following are the additional disclosures for the Company:
A.Financing provided: None;

B. Endorsement/guarantee provided: None;
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English Translation of Financial Statements Originally Issued in Chinese

PixArt Imaging Inc. And Subsidiaries
Notes To Financial Statements (Continued)

C.MARKETABLE SECURITIES HELD
DECEMBER 31, 2008

December 31, 2008

Held N Relationship
Marketable Marketable Securities Type ) ) ) Percentage of Net Asset
Company . with the | Financial Statement Account Carrying Value
Securities Type and Name Shares/Units Ownership Value Note
Name Company (NT$’000)
(%) (NT$)
The ] Financial assets measured at (34,686,000
Stocks Shieh Yong Investment Co., Ltd. - 300,000 4.55 2.95 -

Company cost — non- current (Remark 1)

Remark 1 : The Company received stock dividends of 4,686,000 shares in 2008.

D. Marketable securities acquired or disposed of at costs or prices of at least NT$100 million or 20% of the paid-in capital: None;

E. Acquisition of individual real estate properties at costs of at least NT$100 million or 20% of the paid-in capital: None;

F. Disposal of individual real estate properties at prices of at least NT$100 million or 20% of the paid-in capital: None;
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English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc. And Subsidiaries

Notes To Financial Statements (Continued)

G. TOTAL PURCHASES FROM OR SALES TO RELATED PARTIES OF AT LEAST NT$100 MILLION OR 20% OF THE PAID-IN
CAPITAL
FOR THE YEAR ENDED DECEMBER 31, 2008

Transaction Details Abnormal Transaction Notes/Accoupts Payable or
Company |Counter- Related Part Receivable
Name party Y Purchases/ | Amount % to | Payment Unit Price Payment [Ending Balance % to
Sales (NT$000) | Total | Terms Terms (NT$°000) Total
Related party 809,657
The C UMC | . h 75.17 | 45d - - 103,273 28.77
¢ ~ompany in substance purchase (Remark) s ( )

Remark: The total cost of wafer purchased from UMC amounted to NT$832,599 thousand, of which NT$809,657 thousand were recorded
under raw materials and NT$22,942 thousand under R&D expenses.

H. Receivable from related parties amounting to at least NT$100 million or 20% of the paid-in capital: None;
I. Information about derivatives of investees over which the Company has a controlling interest: None.
(2) The following are additional disclosures for the Company’s affiliates:
The Company and its subsidiaries do not have any investee company over which the Company or its subsidiaries exercise significant
influence over. All investee companies controlled by the Company or its subsidiaries have been included as consolidated entities in the

consolidated financial statements. Therefore no relevant disclosure is required.

(3) INFORMATION OF INVESTMENT IN MAINLAND CHINA FOR THE YEAR ENDED DECEMBER 31, 2008
None.
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English Translation of Financial Statements Originally Issued in Chinese
PixArt Imaging Inc. And Subsidiaries

Notes To Financial Statements (Continued)

12. SEGMENT FINANCIAL INFORMATION

1. Revenues from customer representing over 10% of total net sales were as follows:
For the year ended December 31,

2008 2007
Amount Percentage Amount Percentage
Customer Name (NT$°000) (%) (NT$°000) (%)
A 2,600,189 54.12 99,594 2.13
B 87,614 1.82 1,670,942 35.73
C 947,493 19.72 1,146,038 24.50
Total 3,635,296 75.66 2,916,574 62.36

2. Export sales
The Company’s export sales amounted to NT$4,349,223 thousand and NT$2,209,875
thousand, representing 90.52% and 47.25% of net sales for the years ended December 31,
2008 and 2007, respectively.

For the year ended December 31,

Location 2008 2007
NT$°000 NT$°000
Asia 4,348,629 2,209,346
Other 594 529
Taiwan 455,648 2,467,068
Net Income 4,804,871 4,676,943

3. Operations in different geographic areas
The Company has no branch in overseas geographic areas.

4. Operations in different industries
The main activities of the Company are in CMOS image sensor and related IC design,
research, production, and sale. The Company operates predominantly in one industry
segment.
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6.The Effect of Insolvency of the Company and Affiliates on the Financial Status of the
Company: None.
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VI1. Review on Financial Status &Operating Results and Risk Management

1. Financial Status

Currency: NTD 1,000

Year
2008.12.31 2007.12.31 Change Change (%)

Account

Current assets 5,386,431 5,215,084 171,347 3.29%

Funds and 0

investments 558,968 309,767 249,201 80.45%

Fixed assets 247,740 248,538 (798) (0.32)%

Intangible assets 41,297 33,803 7,494 22.17%

Other assets 47,584 49,327 (1,743) (3.53)%
Total assets 6,282,020 5,856,519 425,501 7.27%

Current liabilities 1,249,816 886,295 363,521 41.02%

Other liabilities 6,906 6,452 454 7.04%
Total liabilities 1,256,722 892,747 363,975 40.77%

Capital 1,247,455 1,170,945 76,510 6.53%

Capital reserve 1,117,066 1,111,574 5,492 0.49%

Retained earnings 2,941,539 2,688,498 253,041 9.41%

Accumulated

translation 72 - 72 —

adjustments

Treasury Stocks (280,834) (7,245) (273,589) 3,776.25%
Total Shareholders’ .
Equity 5,025,298 4,963,772 61,526 1.24%
Reason for major changes and impact analysis:

Funds and investments: Mainly due to investments in Yuan-Xiang Investment Corp. and Yuan-Feng

Investment Corp.

Intangible assets: The increase is mainly due to software purchases for research and development

purposes.

Current liabilities: The increase is mainly due to accrue employee profit sharing expenses, which

began in 2008.

Treasury stock: Due to repurchase of the Company’s common shares.
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2. Operation Results
Currency: NTD 1,000

Year
2008 2007 Change Change (%)

Account

Revenue 4,809,076 4,682,784 126,292 2.70%
Less: sales return & allowance 4,205 5,841 (1,636) (28.01)%
Net sales 4,804,871 4,676,943 127,928 2.74%
Cost of goods sold 2,390,221 2,546,111 (155,890) (6.12)%
Gross profit 2,414,650 2,130,832 283,818 13.32%
Operating expenses 1,027,106 545,970 481,136 88.12%
Income from operation 1,387,544 1,584,862 (197,318) (12.45)%
Non-operating gains/revenues 112,351 105,358 6,993 6.64%
Non-operating expenses/losses 93,362 35,864 57,498 160.32%
Income before tax 1,406,533 1,654,356 (247,823) (14.98)%
Less : Income tax 46,836 36,373 10,463 28.77%
Net income 1,359,697 1,617,983 (258,286) (15.96)%

a. Reason for major changes and impact analysis :
Operating expenses: The accounting principle for employee profit sharing became effective from Jan.
1, 2008 and the increase is due to recognizing employee profit sharing expense..
Non-operating expenses and losses: The increase is mainly due to provisions made for loss on
inventory market price declines and obsolescence.

b.Sales forecast and rationale; impact on the Company’s financials and coping strategies :
Sales quantity reached 183,712 thousand chips in 2008. We anticipate sales quantity to declines in

2009 due to the global recession. The Company aims to lessen the impact of the global recession

through its committed efforts to develop and market its products and expand its customer base.
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3. Cash Flow Analysis

(I) 2008 cash flow analysis:

Net cash flow increased by NT$298,049 in fiscal 2008 due to business growth. Cash outflow for
investment activities increased by NT$243,389 as a result of equity investments .Cash outflow for

financing activities increased by NT$437,542 as a result of treasury stock repurchases and stock
dividends.

(IT) Improvement plans for insufficient liquidity and liquidity analysis for the coming year:

The Company does not have any liquidity issues. According to the Company’s 2008
financial statements, there are approximately NT$4.68 billion in cash and cash
equivalents. There should be no liquidity issues in the coming year.

4. The Effect of Material Capital Expenditures on Financial Position and Operation : no

material capital expenditure in 2008.

5. Direct Investment Policy, Reasons for Profit or Loss, Correction Plan and Investment Plan

for the Coming Year:
Currency: NTD 1,000

Description . Future
. Main reason for | Improvement
Amount Policy Investment

Item profit/loss plan Plan
Yuan-Xiang Investment 200,000 |The investment |The Company Not Applicable| None
Corp company was  |recognized

established to  [NT$781K of

handle investment income

investment in 2008 from

matters in order |Yuan-Xiang

to meet the Investment Corp’s

Company’s 2008 net income.

business needs.
Yuan-Feng Investment 50,000 |The investment |The Company Not Applicable| None
Corp. company was  |recognized

established to  INT$133K of

handle investment income

investment in 2008 from

matters in order |Yuan-Feng

to meet the Investment Corp’s

Company’s 2008 net income.

business needs.
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6. Risk Management

(1

)

3)

4)

)

(6)

The impact of interest rate fluctuations, exchange rate fluctuations, and inflation on the
Company’s earnings and coping strategies :

Interest rate fluctuations, exchange rate fluctuations, and inflation can all impact the
Company’s profits and losses. Interest-rate fluctuations can impact the Company’s
interest income, while inflation can impact the Company’s costs and expenses. Since the
Company’s revenue is mostly denominated in US Dollars, fluctuations in exchange rates
may impact the Company’s exchange gains/losses, and consequently the Company’s
profitability. The Company copes with exchange risk through natural hedging — by
maintaining the lowest net foreign currency position. In addition, the Company’s finance
department monitors the exchange rates, interest rates, and inflation carefully so that the
Company can cope with fluctuations adquately.

High leverage/high risk investment, loans to third parties, endorsements and guarantees,
and policies in derivatives transactions, reasons for profits/losses and coping strategies :

The Company’s financial policies lean toward conservative. As of the publication date, the
Company has not engaged in any high leverage/high risk investments, loans to others,
endorsements/guarantees, or derivatives transactions. The Company has instituted the
“Procedures Governing the Acquisition or Disposal of Assets,” which governs derivatives
transactions; “Operating Procedures of Endorsements and Guarantees,” and “Operating
Procedure of Loan Made to Others.” All of these policies have been approved at the
Shareholders’ Meeting and shall serve as the basis for governing future transactions.

R&D plans and expected R&D spending in this year :

a. Please refer to the (3) Business operations, products and services in research and
development for details of the Company’s R&D plans.

b. Anticipated research and development expenses: The Company is committed to invest in
research and development. R&D expense is anticipated to account for about 10% to 12%
of the Company’s revenues.

The impact of changes in important government and regulatory policies domestically and
abroad on the Compny’s finance and business and the Company’s responses to the impact:

The Company is an IC Design company for image sensors. Its customers, suppliers, and
competitors are located across the globe. Any major changes in policy or regulations can
have an impact on the industry and the Company as well. The Company will continue to
monitor any relevant changes in policy or regulations and their impact on the Company’s
business operations and take necessary actions to the changes rapidly.

The impact of changes in technology and industry on the Company’s finance and business
and the company’s response to the impact :

IC industry faces constant changes and technologies advance rapidly. Companies that are
unable to cope with the rapid changes by adjusting their strategy or offering competitive
products that meet the market demands will have adverse impacts on their finance and
businsee. The Company carefully monitors changes in its industry and related technologies;
and copes with these changes by first evaluating their impact and by developing
competitive products that meet market demand. By doing so, the Company will be able to
maintain its competitive advantage.

The impact of changes in corporate image on the Company’s crisis management
capabilities and the Company’s reponses to the impact :
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Integrity is of the foremost importance to a company’s image. The Company has not
encountered any crisis as a result of material changes in its corporate image. The Company
will continue to implement various aspects of corporate governance and seek advice from
experts when appropriate. The Company aims to manage the business impact these risks
can potentially bring.

(7). Expected benefits and possible risks from mergers and acquisitions and coping strategies :

Currently the Company does not have any plans for mergers and acquisitions. The
Company will evaluate the possible risks and benefits as well as the synergy before
engaging in mergers and acquisitions.

(8). Expected benefits and possible risks from manufacturing expansion and coping
strategies -

The Company is an IC Design company and outsources all of its manufacturing; therefore
this issue is not applicable.

(9). Risks of purchasing and sales concentration and coping strategies :

a. Risks of purchasing concentration

IC design companies need to take into consideration the wafer foundry’s capacity, yield
rates, manufacturing processes, and ability to maintain confidentiality when evaluate and
choose foundry source. Therefore, it is industry practice for domestic IC design
companies to have purchasing concentrations. Looking forward, the Company aims to
strengthen its current partnerships but also consider other wafer foundries both
domestically and abroad. Doing so would give the Company more options in terms of
supply source, quality, pricing, and ultimately diverse purchasing options.

b. Risks of sales concentration
According to 2008 sales records, the Company’s top 2 customers accounted for 73.84%
of the Company’s total sales. Any material change to the customers’ business operations
may affect the Company materially. In order to lower the risk of sales concentration, the
Company will continue to maintain relationships with its customers and develop
products that meet the customers’ needs. In addition, the Company aims to develop new
customers as it develops new products so that risks of sales concentration can be lowered.

(10). The impact and risk of the transfer of shares in huge volumes by Directors, Supervisors, or
major shareholders on the Company, and the Coping Strategies -

Significant changes to the shareholding of the Company’s Directors, Supervisors, or major
shareholders may lead to changes in the Company’s management and also create
skepticism among investors. The Company’s stock price may be adversely affected. To
manage such situations, the Company reports all insiders’ share transfer information in
compliance with requirements by competent authorities. The company also closely monitor
shareholding changes of the insiders in order to take necessary responses timely.

(11). The impact and risk of change in management on the Company, and the measures to cope
with :

No change in management team in the Company occurred in the most recent year to the
date of printing of this annual report.

(12). Litigation and Non-litigated Incidents : None.
(13). Other Major Risks : None.

7.0ther Important Notices : None.
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VIII ~ Special Notes

1. Summary of Affiliated Enterprises
(1) Organization Chart

PixArt Imaging Inc.
I
100% 100% 100% 100%
PixArt Intertional PixArt International Yuan-Xiang Yuan-Feng
(BVI) Ltd. (Samoa) Ltd. Investment Corp Investment Corp.
100% 20% | | I 10%
Yuan Xiang Investment PrimeSensor
Corp. Technology Inc.
(2) Information on Affiliated Enterprises - Dec.31 2008
Date of Paid-in
A Maj i
Company name incorporation ddress (Authorized)capital ajor business
PixArt International (BVT) Ltd. (Note) 2004.08.11 B.V.L USs$1 Investment
PixArt International (Samoa) Ltd. 2004.08.11 Samoa US$300,000 Investment
Yuan Xiang Investment Corp. (Note) 2005.07.06 Mauritius US$1,000,000 Investment
Yuan-Xiang Investment Corp. 2008.04.25 Taiwan NT$200,000,000 Investment
Yuan-Feng Investment Corp. 2008.04.25 Taiwan NT$50,000,000 Investment
PrimeSensor Technology Inc. 2008.05.28 Taiwan NT$150,000,000 IC design

Note : The Company resolved to invest in Pixart International (BVI) Ltd. on Auiust 11, 2004. On the same day Pixart
International (BVI) Ltd. resolved to invest in Pixart International (SAMOA) Ltd. Due to an investment
restructuring in June 2005, the Company directly held both Pixart International (BVI) Ltd. and Pixart
International (SAMOA) Ltd. As of December 31, 2008, the investment amounts of Pixart International (BVI)
Ltd. and Yuan Xiang Investment Corp. have not yet been paid.

(3) Data for Common Shareholders of Treated-as Controlled Companies and Affiliates: None.

(4) Business of PixArt and its Affiliated Enterprises:

The major businesses of our company and related subsidiary are CMOS image sensor
related IC design and other investment business, please refer to (2) Major business of
Information on affiliated enterprises.

-135-




(5) Directors, Supervisors and President of Affiliated Enterprises: :

Dec.31 2008
: : Shareholding
Company Name Title Name and Representative Sharcs %)
. . . Sen-Huang Huang (Representative . .
PixArt International (BVI) Ltd. (Note) | Chairman of PixArt Imaging Inc.)
PixArt International (Samoa) Ltd. Chairman Ser}—Huang Hl..lang(Representatlve 300,000 100%
of PixArt Imaging Inc.)
Yuan Xiang Investment Corp. (Note) | Chairman g;lil)igi?%ﬂiﬁ:ﬁéiﬁ?jgggﬁg) - -
Chairman |Sen-Huang Huang (Representative of
PixArt Imaging Inc.)
Director [Jason Lu (Representative of PixArt
Imaging Inc.)
Yuan-Xiang Investment Corp. Director E:ngg;;geg Ce;entatlve of 20,000,000 1009
Supervisorr |Stella Tsai (Representative of PixArt
Imaging Inc.)
President |Sen-Huang Huang (Representative of
PixArt Imaging Inc.)
Chairman |Sen-Huang Huang (Representative of
PixArt Imaging Inc.)
Director |Jason Lu (Representative of PixArt
Imaging Inc.)
Yuan-Feng Investment Corp. Director mij&ftv?;f;;igeg Ce;entatlve of 5,000,000 100%
Supervisorr |Stella Tsai (Representative of PixArt
Imaging Inc.)
President |Sen-Huang Huang (Representative of
PixArt Imaging Inc.)
Chairman |Sen-Huang Huang (Representative of
Yuan-Xiang Investment)
Director |Jason Lu(Representative of Yuan-Xiang
Investment)
PrimeSensor Technology Inc. Director Qﬁ;;‘iﬁ;ﬁ;&?@wmﬁﬂw of Yuan- 4,500,000 30%
Supervisorr |Stella Tsai (Representative of Yuan-
Xiang Investment)
President |Sen-Huang Huang (Representative of
Yuan-Xiang Investment)

Note : The Company resolved to invest in Pixart

restmcturin%
Internationa

in June 2005, the Compan,
(SAMOA) Ltd. As of December 31, 2008, the investment amounts of Pixart International (BVI)

International (BVI) Ltd. on August 11, 2004. On the same day
Pixart International (BVI) Ltd. resolved to invest in Pixart International (SAMOA) Ltd. Due to an investment
directly held both Pixart International (BVI) Ltd. and Pixart

Ltd. and Yuan Xiang Investment Corp. have not yet been paid.
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(6) Operation Results of Affiliated Enterprises Dec.31 2008
Paid-in
) Total Income/loss Net EPS ($)
Company name (Authorized) Total assets liabilities Net value Revenue From operation |Income/Loss | after tax
capital
PixArt International (BVI) . . _ _ _ _ _
Ltd. (Note) Ussl
fsl’;ﬁrotal)nﬁzna“o“al US$300,000 US$260,498.56 | USD18,611.96 |  US$241,886.6 - US$(60,008.5)  |US$(58,113.4)| USD(1.94)
Yuan Xiang Investment B _ _ _ _ _ _
Corp. (Note) US$1,000,000
‘C(g;‘;"xmng Investment | NT6200,000.000 | NT$201,005.488 | NTS 118,661 | NT$200,886,827 | NTS1.282,692 | NT$1,027.717 | NT$780,788 | NT$0.04
‘C(gf;'F eng Investment NT$50,000,000 | NT$50,138,608 | NTS$6,126 NT$50,132,482 | NT$285,014 NT$163,309 | NT$132,482 | NT$0.03
}’;émesensor Technology | N1150,000,000 | NT$150,367,681 | NT$66,060 | NTS$150,301,621 - NT$(385,475) | NT$301,621 | NT$0.02

Note : The Company resolved to invest in Pixart International (BVI) Ltd. on August 11, 2004. On the same day Pixart International (BVI) Ltd. resolved to invest in Pixart
International (SAMOA) Ltd. Due to an investment restructuring in June 2005, the Company directly held both Pixart International (BVI) Ltd. and Pixart International
(SAMOA) Ltd. As of December 31, 2008, the investment amounts of Pixart International (BVI) Ltd. and Yuan Xiang Investment Corp. have not yet been paid.

(7) Consolidated Financial Statements of affiliated Enterprises: Please refer to 5.”Consolidated Financial Statements” in VI. Financial
Information and the following representation letter.

(8) Affiliated Reports: Not Applicable.
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Representation Letter

The entities included in the consolidated financial statements as of December 31, 2008 and for
the year then ended prepared under the R.O.C.’s Statement of Financial Accounting Standards No. 7
(referred to as “Consolidated Financial Statements”™) are the same as the entities to be included in the
combined financial statements of the Company, if any to be prepared, pursuant to the Criteria
Governing Preparation of Affiliation Reports, Consolidated Business Reports and Consolidated
Financial Statements of Affiliated Enterprises (referred to as “Combined Financial Statements”).
Also, the footnotes disclosed in the Consolidated Financial Statements have fully covered the
required information in such Combined Financial Statements. Accordingly, the Company did not

prepare any other set of Combined Financial Statements than the Consolidated Financial Statements.

Very Truly Yours

PixArt Imaging Inc.

Chairman: Sen-Huang Huang

February 4, 2009
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2. Status of Private Placement of Securities :

PixArt proposed to issue 2 million new common shares via private equity placements in the
Board of Directors Meeting on February 6™, 2009 and this proposal will be discussed in the
Shareholders’ Meeting on April 30™, 2009.

3. Acquisition or Disposal of PixArt’s shares by Subsidiaries : None

4. Other Necessary Supplements: None -

5. Events regulated in Article 36-2-2 of the Securities and Exchange Laws that will materially
affect shareholders’ equity or the share price: None.
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PixArt Imaging Inc.

Chairman . Sen-Huang Huang





