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CHARACTERISTICS OF THE GROWTH
ENTERPRISE MARKET (“GEM"”) OF THE
STOCK EXCHANGE OF HONG KONG LIMITED
(THE "STOCK EXCHANGE")

GEM has been positioned as a market designed to accommodate
companies to which a higher investment risk may be attached than
other companies listed on the Stock Exchange. Prospective
investors should be aware of the potential risks of investing in
such companies and should make the decision to invest only after
due and careful consideration. The greater risk profile and other
characteristics of GEM mean that it is a market more suited to
professional and other sophisticated investors.

Given the emerging nature of companies listed on GEM, there is a
risk that securities traded on GEM may be more susceptible to high
market volatility than securities traded on the Main Board of the
Stock Exchange and no assurance is given that there will be a
liquid market in the securities traded on GEM.

Hong Kong Exchanges and Clearing Limited and the Stock Exchange take
no responsibility for the contents of this report, make no representation as
to its accuracy or completeness and expressly disclaim any liability
whatsoever for any loss howsoever arising from or in reliance upon the
whole or any part of the contents of this report.

This report, for which the directors (the “Directors”) of Megalogic
Technology Holdings Limited (the “Company”) collectively and individually
accept full responsibility, includes particulars given in compliance with the
Rules Governing the Listing of Securities on the GEM of the Stock
Exchange (the “GEM Listing Rules”) for the purpose of giving information
with regard to the Company. The Directors, having made all reasonable
enquiries, confirm that to the best of their knowledge and belief the
information contained in this report is accurate and complete in all
material respects and not misleading or deceptive, and there are no other
matters the omission of which would make any statement herein or this
report misleading.
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Corporate Information (continued)
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Chairman’s Statement

ERE®RE

On behalf of the board of directors (the “Board”) of Megalogic
Technology Holdings Limited (the “Company”), | hereby present the
annual report of the Company and its subsidiaries (collectively referred to
as the “Group”) for the financial year ended 31 December 2012.

Listing

On 19 January 2012, the company was successfully spun-off from Kith
Holdings Limited (Stock Code: 1201) and listed on the Growth Enterprise
Market of the Stock Exchange (the “Listing”). Listing has laid a foundation
for the Group to continue to develop as one stop integrated circuit
solution provider.

Business Review

2012 was a year of fast changing and difficulties. During the year, the
Group recorded a substantial loss. Such loss was primarily attributable to
the drop in revenue and gross profit of the Group as a result of increasing
competition in the integrated circuit (“IC") industry as well as stagnant
demand in the IC industry which was caused by the on-going debt crisis in
Europe and slowing down of the PRC economy, and one-off expenses
incurred in connection with the Listing as well as an increase in
administrative expenses over the period under review. On one hand, the
Group took cautious control of cost. On the other hand, the Group
continued to enhance research and development activities for diversifying
new IC products and improving existing IC products so as to maintain
market competitiveness. As the market was being affected by poor
sentiment, the customers tended for longer process of new IC models
evaluation, acceptance and modification work and hence, the completion
time of development had been extended. The Group had only launched 3
new IC models during the year 2012 and had 15 new IC models under
development as at 31 December 2012.

The Group would like to share more details of the Group’s performance,
financial position and other information in the year 2012 with
shareholders in the following section of management discussion and
analysis.

In order to become one of the major IC solution providers in Asia, the
Group is expected to continue to achieve the business objectives as set
out in the Company’'s prospectus dated 30 December 2011 (the
“Prospectus”) despite the delay in the establishment of Suzhou office
would be delayed due to market condition. Please refer to the following
section of comparison of business objectives with actual business progress
for details.
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Chairman’s Statement (continued)
EFFEHRE @

Nevertheless, the demand and selling prices of DVD Players ICs, being one
of our major ASIC products, unexpectedly dropped due to market
situation and keen competition in the DVD player market, which may be
resulting from the launch of certain new smart mobile phones, tablets and
other relevant products which have more convenient, internet and video
functions hence conquering the market of certain electronic products,
including DVD player market. Besides, the consumption from Russia
market for LCD Driver ICs for instrument panel, being one of our major
Standard IC products, was showed a substantial drop in the year 2012,
which may be caused by the effect of on-going debt crisis in Europe. In
this regard, we may seek for new business for business diversification in
order to reduce commercial risk and look for opportunity to turn loss into
profit.

Proposed Acquisition

On 28 January 2013, the Company entered into a conditional sale and
purchase agreement (the “S&P") to acquire the entire issued capital of Jin
Dragon Holdings Limited and its subsidiaries (collectively referred to as the
“Target Group”) at a consideration of HK$45,000,000 (the
“Consideration”) which will be satisfied by (i) HK$4,500,000 refundable
deposit paid under S&P; (i) cash of HK$15,500,000 and (iii) issuance of
promissory note of HK$25,000,000 by the Company upon completion of
the proposed acquisition (the “Proposed Acquisition”).

The Target Group is principally engaged in the securities broking, margin
financing, underwriting, placing services and consultancy services. We
believe the Proposed Acquisition will diversify the Group’s business
transformation which enables the Group to deliver long-term sustainable
returns to shareholders.

The completion of the Proposed Acquisition is subject to the fulfillment of
the conditions set out in the S&P. According to the GEM Listing Rules, the
Proposed Acquisition constitutes a major and connected acquisition of the
Company. As of the approval date on the financial statements of the
Company, the Proposed Acquisition is under progress and not yet
completed. Details are disclosed in Company’s announcements dated 28
January 2013, 27 February 2013 and 6 March 2013.
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Chairman’s Statement (continued)

* FEHE @

Corporate Governance

The Group remains committed to maintaining high standards of corporate
governance. All board committees have effectively supported the Board in
carrying out its responsibilities. By conducting its business under good
corporate governance, the group’s and shareholder’s long term interests
will be maximized.

Appreciation

On behalf of the Board, | wish to express my sincere thanks to our
management team, employees and business partners for their continuous
dedication and commitment to the Group. Finally, | would like to express

my gratitude to the Group’s shareholders and investors for their
continuous support and trust towards the Group.

Mr. Hui King Chun
Chairman

Hong Kong, 19 March 2013
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Management Discussion and Analysis

BEEENWR DN

During the financial year ended 31 December 2012, the Group is a fabless
semiconductor company specializing in provision of IC solutions and is
engaged in design, development and sales of ICs. The Group sells IC
under its own brand name “MiniLogic” and provides application specific
IC service ("ASIC Service”) in design and development of tailor-made IC to
its customers. The Group has no production facility of its own, and
outsources the production process to specialist semiconductor
subcontractors. The Group provides tailor-made IC solutions and sells
tailor-made ICs to customers under the ASIC Service business section (the
"ASIC Section”); and independently develops and sells generically-
applicable ICs for sale in the market under the MiniLogic Brand IC business
section (the “Standard IC Section”).

Business Review

During the year 2012, the Group’s R&D teams completed and launched 3
new IC models as follows:

Section Product Name
72 EREB
1 ASIC MP1109 Portable DVD Power
Management Unit IC
ASIC MP1109 7] # = DVD % 5 2%
EABREEEXERE
2 ASIC MP1202 Single Time Electronic
Cigarette with blue LED IC
ASIC MP1202 — /R ELED B ¢ & 7 /&
3 ASIC MP1204 LDO and Tray Driver IC
ASIC MP1204 LDO [ +% 45 B B) 25 &= fk 5 5%

The Group had 15 new IC models under development as at 31 December
2012.

The Directors believe that developing IC products with suitable technology
that appeal to the market is the key to the Group’s long-term success.
Hence, developing new IC products and expanding the range of the
Group's products as well as broadening the customer base are essential
for growth of the Group’s IC solutions and design, development and sales
of ICs business.

January 2012 to
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September 2011 to
September 2012
201149 A E 2012494

September 2012 to present

201293245

September 2012 to present
September 2012
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March 2012 to July 2012
201243 A% 20125 7A°

July 2012 to present
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Management Discussion and Analysis (continued)

EEEWED T

ASIC Section

Under the ASIC Section, the major IC products are Electronic Cigarette
ICs, CCD Surveillance System ICs and DVD Player ICs. Although 3 new IC
models were launched in the year 2012, the increase in revenue for the
new model ICs was not sufficient to offset the decrease in revenue for the
older model ICs as well as decrease in gross profit of ASIC products.
Besides, the revenue from the provision of ASIC services for the year 2012
was dropped to HK$0.8 million (2011: HK$6.3 million) due to poor
market sentiment such that most of the customers took the prudent view
in project investment by observing the market changes. The overall
revenue of the ASIC Section for the year 2012 dropped by 41.0% to
HK$25.8 million (2011: HK$43.7 million).

As compared with the year 2011, the performance of the ASIC Section in
the year 2012 was poor due to market competition and situations.
However, the demand for Electronic Cigarette ICs recorded stable despite
a downward clash in selling prices due to keen competition. The demand
and selling prices for CCD Surveillance System ICs went down due to keen
competition. Nevertheless, the demand and selling prices of DVD Players
ICs unexpectedly dropped due to market situation and keen competition
in the DVD player market, which may be resulting from the launch of
certain smart mobile phones, tablets and other relevant products which
have more convenient, internet and video functions hence conquering the
market of certain electronic products, including DVD player market.

Standard IC Section

Under the Standard IC Section, the major IC products are Power
Management ICs, LCD Driver ICs for instrument panel and LED Lighting
Driver ICs. No new model IC was launched in the year 2012 due to poor
market sentiment. The overall revenue of the Standard IC Section for the
year 2012 decreased by 64.3% to HK$5.5 million (2011: HK$15.4
million).

As compared with the year 2011, the performance of the Standard IC
Section in the year 2012 was poor due to market competition and
situations. The demand for Power Management ICs went down due to
competition. Besides, the consumption from Russia market for LCD Driver
ICs for instrument panel was showed a substantial drop, which may be
caused by the effect of on-going debt crisis in Europe. For LED Lighting
Driver ICs, we were in the process of developing more series of LED
Lighting Driver ICs with the expectation to more customers’ order in LED
Lighting market for the near future.

Megalogic Technology Holdings Limited ZAl SR £ B AR A A
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Management Discussion and Analysis (continued)

EEEWED T

Summary of Consolidated Financial
Information

The following is a summary of the published results, assets and liabilities
of the Group for the last four financial years, as extracted from the
audited financial statements and restated/reclassified as appropriate. This
summary does not form part of the audited financial statements.

REVBENME

NTREAEERECUBRRREREEMR
ENREMEREZBEAEAMBRFREE TIHE
BBERBEME - A E I TEKE X
WEA B

Year ended 31 December
BZ12A31ALLEE

2012 2011 2010 2009
2012 20114 20104 20094
HK$'000 HK$'000 HK$'000 HK$'000
FTHExT FET FAET FBTT
Revenue & 31,281 59,134 66,066 25,362
(Loss)/profit after income tax [ FT 15 1% 1% (/&5 18 )/ % A (17,211) 10,796 15,943 369
Basic (loss)/earnings per share & X E AN (E538 ) & A (B L)
(HK cents) (8.7) 7.2 10.6 0.2
As at 31 December
MW12831H

2012 2011 2010 2009
20124 20114 20104 2009 4F
HK$'000 HK$'000 HK$'000 HK$'000
FHET FAT FAT F# T
Total assets BEE 64,023 46,604 33,457 11,142
Total liabilities waFE 3,601 3,293 10,942 4,742
Net assets AEFE 60,422 43,311 22,515 6,400

Financial Review B % [ B&

The Group recorded a total revenue of approximately HK$31.3 million for
the year 2012 (2011: approximately HK$59.1 million), representing a
decrease of approximately 47.0% as compared with that of the year
2011. Save as disclosed in the above Sections, the increased competition
in the IC industry, slowing down of the PRC economy and the on-going
debt crisis in Europe had an impact on the demand for the Group’s
products and services and on the drop in overall revenue of the Group for
the year 2012.

KEER2NFEHFSBWZAN3I3ITESE T
(2011 : 49591 8 & /& JT) » B20114F [F 85 tb &R
DHI4T.0% o Br Bl > EEHEBE AN - SR AK B B 1T
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TEAEERERERBNRT R USAEER
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Management Discussion and Analysis (continued)

EEEWED T

Cost of Sales and Gross Profit

Cost of sales of the Group decreased by 32.8% from approximately
HK$36.6 million for the year 2011 to approximately HK$24.6 million for
the year 2012.

The overall gross profit of the Group decreased from approximately
HK$22.6 million in the year 2011 to approximately HK$6.7 million in the
year 2012, representing a decrease of 70.4%. The gross profit of the ASIC
Section declined by approximately HK$12.7 million to approximately
HK$5.6 million in the year 2012 (2011: approximately HK$18.3 million),
and gross profit margin of ASIC Section was 22%, representing a drop of
20% from that of the year 2011, primarily due to a substantial drop of
revenue from provision of ASIC services and overall decrease in selling
prices of ASIC products. The gross profit of the Standard IC Section
decreased by approximately HK$3.2 million to approximately HK$1.1
million in the year 2012 (2011: approximately HK$4.3 million), and the
gross profit margin of Standard IC Section was 20%, representing a slight
drop of 8% from that of the year 2011, primarily due to a decrease in
sales of higher margin IC products.

Expenses

Staff costs for the year 2012 increased by approximately HK$1.3 million as
compared to the year 2011, which was mainly due to the increase in
general pay level to cope with the need of business development and
listing.

Depreciation for the year 2012 was approximately HK$1.3 million which
was similar to the year 2011, primarily due to the increase in purchase of
instruments for production of new IC products.

Other operating expenses for the year 2012 were approximately HK$18.5
million (2011: approximately HK$3.2 million), representing an increase of
approximately HK$15.3 million from that of the previous year. The
increase was primarily attributable to expenses incurred in connection
with the listing of approximately HK$9.3 million, which are non-recurrent
in nature, to be recognized upon of the completion of the Listing,
increases in product development expenses, operating costs and other on-
going administrative expenses for listing. As the IC market was poor in the
year 2012, together with the prudent market sentiment, the customers
had relatively demanded for higher standard in technological innovation.
As a result, the relative product development expenses of new IC products
have increased as compared to the year 2011.
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Management Discussion and Analysis (continued)

EEEWED T

(Loss)/profit Attributable to Owners of the
Company

The consolidated loss attributable to owners of the Company for the year
2012 is approximately HK$17.2 million. For the year 2011, the
consolidated profit attributable to owners of the Company is
approximately HK$10.8 million.

Liquidity, Financial Resources and Capital
Structure

The Group generally financed its daily operations from internally
generated cash flows. As at 31 December 2012, the Group had bank and
cash balances of approximately HK$43.9 million (2011: approximately
HK$7.6 million) and did not have any borrowings, banking facilities or any
loan arrangement containing any covenant. The gearing ratio calculated
as the ratio of total interest-bearing debt to total assets was nil as at 31
December 2012 (31 December 2011: nil). Taking into account the cash
reserves, the net proceeds from placing upon the Listing and recurring
cash flows from its core business, the Group’s financial position is healthy,
positioning the Group advantageously to expand its core business and to
achieve its business objectives.

Charges on Assets

As at 31 December 2012, the Group did not have any charges on its
assets.

Foreign Exchange Exposure

The Group's transactions are mainly denominated in United States dollars,
Hong Kong dollars and Renminbi. Therefore, the Group is exposed to
foreign currency exchange risk. The Group has not implemented any
foreign currency hedging policy at the moment. However, continuous
monitoring on the foreign exchange exposure is carried out by the
management and the management will consider hedging against foreign
exchange risk if it is significant to the Group.
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Management Discussion and Analysis (continued)

EEEWED T

Contingent Liabilities and Capital
Commitment

As at 31 December 2012, 6 employees of the Group have completed the
required number of years of service under the Hong Kong Employment
Ordinance (Cap. 57, Law of Hong Kong) (the “Employment Ordinance”),
to be eligible for long service payments on termination of their
employment. The Group is liable to make such payments where the
termination meets the circumstances specified in the Employment
Ordinance. These circumstances include (i) dismissal by reasons other than
serious misconduct; (ii) being certified as permanently unfit for the present

job and that the relevant employee resigns; (iii) resignation when the

relevant employee is aged 65 or above; and (iv) death of the relevant
employee in service. If the termination of all such employees met the
circumstances set out in the Employment Ordinance, the Group’s liability
as at 31 December 2012 would have been approximately HK$84,000. No
provision has been made for these amounts in the consolidated financial
statements as the Directors are of the view that these amounts are not
expected to crystallize in the foreseeable future.

Save as disclosed above, the Group did not have any significant contingent
liabilities or capital commitment as at 31 December 2012.

Significant Investments held, Material
Acquisitions and Disposals of Subsidiaries,
and Future Plans for Material Investments
or Capital Assets

Save for those disclosed in this report, there were no significant
investments held by the Group as at 31 December 2012, nor were there
material acquisitions and disposals of subsidiaries by the Group during the
year. There is a proposed acquisition under processing as at the date of
this report, please refer to the Company’s announcements dated 28
January 2013, 27 February 2013 and 6 March 2013 for details.

Dividend

The Directors do not recommend the payment of a final dividend for the
year ended 31 December 2012.
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Management Discussion and Analysis (continued)

EEEWED T

Employees and Remuneration Policies

The Group has approximately 13 (2011: 15) employees as at 31 December
2012. The total staff costs for the year 2012, including directors’
amounted to approximately HK$6.1 million (2011:
approximately HK$4.8 million). The Group’s remuneration policies are in
line with the prevailing market practice and are determined on the basis
of performance, qualification and experience of individual employee.

remuneration,

We recognize the importance of a good relationship with our employees.
The remuneration payable to our employees includes salaries and
allowances. Other benefits include training and discretionary bonus.

Comparison of Business Objectives with
Actual Business Progress

An analysis comparing the business objectives as set out in the Company’s
prospectus dated 30 December 2011 (“Prospectus”) for the period from
23 December 2011, being the latest practicable date as defined in the
Prospectus (“LPD") to 31 December 2012 (the “Review Period”) with the
Group's actual business progress for the Review Period is set out as
follows:

Business Objective for
the Review Period

Actual Business Progress up to
31 December 2012

Enhancing product development by diversifying
into new IC products and improving existing IC
products

5 new MiniLogic Brand IC models were still
under development, including
(i) ML1370 LED Light Tube Driver IC,
(i) MP1110 24V LED Backlight Driver
with dimming control IC which was sold
to ASIC customer with its development
work in progress, (i) ML1361 MR16 LED
Lighting Driver with Buck/Boost Feature IC,
(iv) ML1372 E27 LED Light Bulb Driver
IC and (v) MP1205 USB Backup Power
Supply IC, during the Review Period.
The completion of development of these
new IC models had been extended as
the process was prolonged due to
customer evaluation, acceptance and
modification work.

Develop and launch 8 new
MiniLogic Brand IC models

As to LED Light Bulb Driver with PFC feature
IC and two more new MiniLogic Brand
IC models under the category of
LED Lighting Driver ICs, the projects had
not been deployed due to the specification
of market demand being unclear.
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Management Discussion and Analysis (continued)

EEEWED T

Develop and launch 9
new ASIC products

Improve and launch
4 modified existing
IC models

7 new ASIC products were still under 2 R i Ok
development, including (i) MP1103 18V 31 ASIC EE S
Dual Channel Buck Converter IC,

(i) MP1113 Class-D Stereo and Subwoofer
Audio Power Amplifier IC, (iii) Ai9123 Low
Voltage Video Amplifier with Low Pass
Filter IC, (iv) Ai8149 Power Management
Unit for CCD Camera ICs, (v) MP1017
Portable Electronic Charger IC,

(vi) MP1201 Electronic Cigar IC and

(vii) MP1209 Linear LED Driver IC, during
the Review Period. The completion of
development of these new IC models had
been extended as the process was
prolonged due to customer evaluation,
acceptance and modification work.

Nevertheless, 3 new IC models of ASIC
products, namely (i) MP1204 LDO and Tray
Driver IC, (i) MP1109 Portable DVD Power
Management Unit IC and (i) MP1202
Single Time Electronic Cigarette with
blue LED IC, were developed and launched
in July 2012, September 2012 and
September 2012 respectively.

Due to the demand from customer,
the product development of new IC model
of ASIC products was one more than that
stated in the business objective
for the Review Period.

3 modified existing IC models were still under B¢ R R H45

improvement, including (i) MP1105 Static MRIBAEEK
LCD COG Driver IC, (ii)) MP1203 B ik

Rechargeable Electronic Cigarette IC and
(iii) MP1213 Motor Driver IC for portable
DVD player, during the Review Period.
The completion of development

of these new IC models had been
extended as the process was prolonged
due to customer evaluation, acceptance
and modification work.

As to one more modified IC model of existing
IC models, the project had not been
deployed due to the specification of market
demand being unclear.
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Management Discussion and Analysis (continued)
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Strengthening R&D capabilities by establishing a
research and development centre and sales office

in Suzhou, the PRC

Establish Suzhou office

Recruit 6 new employees
with engineering expertise

Provide supporting
services to Hong Kong
R&D team

Explore new opportunities
to cooperate with local
universities in Suzhou, PRC

Develop into a full-fledged
R&D centre

Expanding the customer base and sales network

in the PRC

Formulate an marketing plan

Recruit 5 new sales and
marketing staff

Explore and develop new
sales and marketing network
in Suzhou and Wuxi regions

Visits had been made to Suzhou
Industrial Park, Suzhou, the PRC
by the management of

the Group during the Review Period.

However, in view of uncertain
economic outlook in the PRC
market, the establishment

of Suzhou office would be
delayed until the market
becomes positive.

Not yet commenced

Not yet commenced

Not yet commenced

Not yet commenced

In view of uncertain economic

outlook in the PRC market, the
formulation of a marketing plan

would be delayed until the
market becomes positive.

Not yet commenced

Not yet commenced

BBERNTEHEMNRIFARRBEEP
D REEMSE MBI EED

RALER M I R R

AiBeB AEBTRE

EXRMBHOIEER

XEEED
o 3% [ B

£ rh B # JN

TIABEERR

e

LT R T T
K- LN

NEHNE AEEEIEE

B RS RERNTEE -
160 p 4 R B 745 4 78 T R
RIBE - R TN BB
BYTEEE SR
B -

RN

RN

RN

DENE

RETPBENEFERREEAS

e T 5 1 E AT 8

BESEHENR
MGHENE T

R R ER

RN I S 85 1 [
R HT I B &
BHEE

H A R B 7 45 48078 A
RTRE  HEREN
MR AT
BEEMSESHB -

1) AR & A

fr R % B

Annual Report F # 2012

15



16

Management Discussion and Analysis (continued)

EEEWED T

Use of Proceeds

The net proceeds from the issue of new shares of the Company under the
placing as set out in the Prospectus were approximately HK$24.3 million,
which was different from the estimated net proceeds of approximately
HK$33.8 million (estimated on the assumption that the placing price
would be the mid-point of the stated range as stated in the Prospectus).
We intend to adjust the use of proceeds in the same manner and in the
same proportion as shown in the Prospectus, and approximately HK$11.9
million, HK$10.7 million, HK$1.6 million and HK$0.1 million were
adjusted for (i) enhancing product development by diversifying into new
IC products and improving existing IC products, (ii) establishing a research
and development centre and sales office in Suzhou, the PRC, (iii)
expanding PRC customer base and sales network and (iv) working capital
of the Group respectively. As at the date of this report, we do not
anticipate any change to the plan. During the Review Period, the Group
has applied the net proceeds as follows:
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by diversifying into new IC products EREMEHIEEFERK
and improving existing IC products T B AY 5% LA 0 o B G A B 1 5.9 4.5
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in Suzhou, the PRC 2 47 —
Expanding the customer base and sales #&F& /B B 89 & P 268 &
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Working capital ZiEES 0.1 0.1
11.3 4.6
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Management Discussion and Analysis (continued)
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1. Comparatively, there were less new IC product development
projects deployed due to the specification of market demand being
unclear, resulting in less actual spending. However, the completion
of development of several new IC models had been extended as the
process was prolonged due to customer evaluation, acceptance and
modification work, resulting in more actual spending. After
offsetting, the actual use of proceed was less than the expected
amount as stated in the Prospectus.

2. Visits had been made to Suzhou Industrial Park, Suzhou, the PRC by
the management of the Group during the Review Period. However,
in view of uncertain economic outlook in the PRC market, the
establishment of Suzhou office would be delayed until the market
becomes positive.

The remaining unused net proceeds as at 31 December 2012 were placed
as interest bearing deposits with licensed bank in Hong Kong and is
expected to be used as intended and as stated in the Prospectus.

Outlook

We are cognizant of the uncertainty of the global economy. The Group is
optimistic and cautiously confident that the economy will show slow
growth momentum over the coming year. The business prospect of the
Group, in particular for revenue from provision of ASIC Service, is likely to
be optimistic. The Group will focus its future development on IC products
for “green energy” devices. One example is LED Lighting Driver ICs for
energy saving lighting appliances. Other than LED Lighting Driver ICs, the
Group will continue to explore other potential green energy products.
Besides the green energy products, the Group will explore other new ASIC
products that will be demanded by its existing and new customers in
order to expand its product and customer base.

Nevertheless, we need to pay attention to the fact that on-going debt
crisis in Europe and slowing down of the PRC economy may further
increase competition and prolong stagnant demand in the IC industry,
which would adversely affect the performance of the Group. Hence, we
would also look for other business opportunities that will improve the
Group's profitability.
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Management Discussion and Analysis (continued)

EEEWED T

On 28 January 2013, the Company entered into a conditional sale and
purchase agreement for a proposed acquisition regarding major and
connected transaction in relation to a securities and consultancy business.
Meanwhile, the proposed acquisition is under progress and not yet
completed. Details are disclosed in the Company’s announcements dated
28 January 2013, 27 February 2013 and 6 March 2013.

Looking forward, the Group will remain committed to the development of
our core business. Apart from enhancing IC product development and
strengthening R&D capabilities, the Group aims to expand its customer
base and sales network in the PRC. We would actively make substantial
progress to enhance growth and strive for potential and new business
opportunities.
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Corporate Governance Report
TERER/RRE

Pursuant to Rule 18.44 of the GEM Listing Rules, the Board is pleased to
present this corporate governance report for the year ended 31 December
2012.

Corporate Governance Practices

The Group is committed to uphold high standards of corporate
governance. The Board considers that enhanced public accountability and
corporate governance are beneficial for the healthy growth of the Group,
improving customer and supplier confidence and safeguarding the
interests of shareholders of the Company.

The Company has adopted the Corporate Governance Code (the”CG
Code”) contained in Appendix 15 to the GEM Listing Rules as its own
code effective from 19 January 2012 (the “Listing Date”) upon the listing
of the Company and had complied with the CG Code for the year ended
31 December 2012.

Directors' Securities Transactions

The Company has adopted a code of conduct regarding securities
transactions by Directors (the “Model Code”) on terms no less exacting
than the required standard of dealings set out in Rule 5.48 to 5.67 of the
GEM Listing Rules effective from the Listing Date.

On specific enquiry made to all the Directors, the Company was not aware
of any non-compliance with the Model Code regarding securities
transactions by the Directors upon the Listing Date to 31 December 2012.

Board of Directors

Composition

The Board currently comprises 9 Directors, including 1 non-executive
Director (Chairman), 4 executive Directors and 4 independent non-
executive Directors. An updated list of Directors identifying their role and
function has been published on the websites of the Company and the
Stock Exchange. The profiles of the Directors are set out in the section
"Profiles of Directors and Senior Management” of this report.
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Corporate Governance Report (continued)
TEERBET@®

During the year ended 31 December 2012, there were 7 Board meetings ~ £{/A2012%€ 12 B31BILEE R - B T AER 5 =
held in addition to circulation of written resolution. The composition of HZEHERIN BT TIAESTC ST B E
the Board and its members’ attendance record are shown below: AR NMEKEMNEFELEEMT

Attendance record of meetings held in 2012

RONFRETHEBHELE
Annual
General Audit Remuneration Nomination
Name of member Meeting Board Committee Committee Committee
MEER BERRAKE EEg® EBXKEEE FHZEEE REZEES

In number (in %)  Innumber (in %) Innumber (in %) In number (in %)  In number (in %)

RB(BEOX) RBENMHE) RBENHE) RBEOHIR) REEHX)

Total Number of Meetings 1 7 5 2 2
EIREAY (Note 2)

(Mt7E2)
Non-executive Director
FHITES
Mr. Hui King Chun (Chairman) 11 5/7 N/A N/A N/A
AR (E ) (100%) (71%) A~ 3 A~ 3 i A
Executive Directors
BITES
Mr. Li Kwei Chung (Chief Executive Officer) 11 717 N/A N/A N/A
THBSE (TTHAR) (100%) (100%) i A i A i A
Mr. Liu Kam Lung 1,1 717 N/A N/A N/A
BEREXE (100%) (100%) 38 A 38 A T iE A
Mr. Liu Loi Ying 0/1 5/7 N/A N/A N/A
BRESEE (0%) (71%) i A i A i A
Mr. Lee Cheung Ming (Note 1) N/A 1/2 N/A N/A N/A
FREFEPIT) i A (50%) i A i A i A
Independent

Non-executive Directors

BIUFHITES
Mr. Chan Sun Kwong 11 5/7 5/5 2/2 2/2
GRS HE & (100%) (71%) (100%) (100%) (100%)
Mr. Chan Chi Kwong Dickson 11 5/7 5/5 2/2 2/2
PR & (100%) (71%) (100%) (100%) (100%)
Mr. Ko Yin Wai 0/1 5/7 5/5 2/2 2/2
mEREEE (0%) (71%) (100%) (100%) (100%)
Mr. Sung Tak Wing Leo 0/1 5/7 5/5 2/2 2/2
RIGEEE (0%) (71%) (100%) (100%) (100%)
Notes: M E
1. Mr. Lee Cheung Ming was appointed on 3 August 2012. 1. TREFLEN2012F8A3BHEE -

2. The Board held 4 regular Board meetings and 3 other Board meeting during 2. HER20MFNANALFER EEFRITT
the year ended 31 December 2012. AIREZEEHERMIREMNESEEH -
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Corporate Governance Report (continued)
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The Responsibilities of the Board

The Board is responsible for the control and leadership of management
company'’s business and is collectively responsible for the company’s affair
under the Board’s direction and supervision. All the Directors should make

decision objectively in the interests of the Company.

The overall responsibilities of the Board include considering and making
decisions on the following matters:

(i) Setting the cooperate goals of the Group and formulating the
Group’s strategy and monitoring the implementation;

(i) Diversification and extension of activities into new business area;
(i) Approving the annual, half year and quarterly results;

(iv)  Dividend policy;

(v)  Material acquisitions and disposal;

(vi)  Reviewing and monitoring the Group's internal control systems; and

(vii)  Monitoring the performance of the Management.
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Corporate Governance Report (continued)

TEERBRE @

Management

The daily management, administration and operation of the Company are
delegated to the Chief Executive Officer and senior management (the
The delegated functions and assignments are
periodically reviewed. Approval has to be obtained from the Board prior

“Management”).

to any significant transactions entered into by the above mentioned
officers.

The overall responsibilities of the Management include considering and
making decisions on the following matters:

(i) Implementing the Group's policy and strategies as set by the Board;
(i) Strategic planning of different business and functions;

(i)  Closely monitoring operational and financial results in accordance
with plans and budgets;

(iv)  Putting adequate operational, planning and financial control

systems in place; and

(v)  Managing the Group's day to day business.

Confirmation of Independence

Each of the independent non-executive Directors has made an annual
confirmation in writing of his independence punsuant to Rule 5.09 of the
GEM Listing Rules and the Company considers that all the independent
non-executive Directors were independent during the year.

Mr. Hui King Chun, being the non-executive director of the Company,
and Mr. Liu Kam Lung, being the executive director of the Company, are
also the executive director of and the non-executive director of Kith
Holdings Limited, which is the controlling shareholder of the Company
respectively. As at 31 December 2012, Mr. Hui King Chun and Mr. Liu
Kam Lung have interest of approximately 61.58% and approximately 0.1%
in Kith Holdings Limited respectively. Save as disclosed, there was no
relationship (including financial, business, family or other material/relevant
relationship(s)) between Board members and in particular between the
Chairman and the Chief Executive.
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Continuous Professional Development

Pursuant to the code provision A.6.5 of the CG Code effective on 1 April
2012, all the Directors were in compliance with the requirement thereof
and participated in continuous professional development during the year
ended 31 December 2012 in the following manner:

FEEXER

BIE202F4A 1 BRBRER 2 EE AT ZFA
1B EA651E B E2012F12 831 B L2 82H8
EEHETTURIZRATTEREZUTAHARSZ
HFEIERE -

Reading Attending
materials the seminar
relevant to Attending relevant to
directors' the seminar the skill of
duties and provided by the Director’s
responsibilities the Company position
HEAH HEEH
EERBER HEQA BeEREz
BEZEHR REzHEE B 1l 38 BE
Non-executive Director
FHITES
Mr. Hui King Chun (Chairman) v v —
RS IR A ()
Executive Directors
HITES
Mr. Li Kwei Chung (Chief Executive Officer) v 4 v
FERBELE (TTREH)
Mr. Liu Kam Lung v v v
BaiEtE
Mr. Liu Loi Ying v v 4
BRE
Mr. Lee Cheung Ming* v v —
FREFLE
Independent Non-executive Directors
BYFHTES
Mr. Chan Sun Kwong v v v
BREX KL
Mr. Chan Chi Kwong Dickson v v v
BRE St
Mr. Ko Yin Wai v v —
=ERELE
Mr. Sung Tak Wing Leo v 4 v
RIGREE

* Appointed on 3 August 2012
FOR2012F8 A3EMERE
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Chairman and Chief Executive Officer

The Chairman of the Company is Mr. Hui King Chun and the Chief
Executive Officer of the Company is Mr. Li Kwei Chung. The roles of the
Chairman and the Chief Executive Officer are separated and not executed
by the same individual to prevent power concentration on any one
individual.

Appointment and Re-election of Directors

All the Directors are appointed for an initial term of one year and subject
to retirement by rotation and eligible for re-election in accordance with
the Company'’s articles of association. At each annual general meeting,
not less than one third of the Directors then in office shall retire and every
Director is subject to retirement by rotation at least once every three years.

Board Committees

The Board has established the board committees, namely, the audit
committee, the remuneration committee and the nomination committee,
all with specific terms of reference clearly defining the powers and
responsibilities of the respective board committees. All board committees
are required by their terms of reference to report to the Board in relation
to their decisions, findings or recommendations.
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Audit Committee

The Company has established an audit committee (“Audit Committee”)
with written terms of reference that are in conformity of the requirements
of the CG Code which are available on the websites of the Stock
Exchange and the Company.

The Audit Committee is currently composed of the 4 independent non-
executive Directors, namely Mr. Chan Sun Kwong, Mr. Chan Chi Kwong
Dickson, Mr. Ko Yin Wai and Mr. Sung Tak Wing Leo, and chaired by Mr.
Chan Sun Kwong.

For the year ended 31 December 2012, 5 audit committee meetings were
held and the members’ attendance is shown on page 20 of this report.

The function of the Audit Committee include the following:

(i) Relationship with the Company’s auditors

(@  to be primarily responsible for make recommendation to the
Board on the appointment, reappointment and removal of
the external auditor and to approve the remuneration and
terms of engagement of the external auditor, and any

questions of resignation or dismissal;

(b)  to review and monitor the external auditor’'s independence
and objectivity and the effectiveness of the audit process in
accordance with applicable standards. The Audit Committee
should discuss with the auditor the nature and scope of the
audit and reporting obligations before the audit commences;

(©)  to develop and implement policy on engaging an external
auditor to supply non-audit services. For this purpose, “external
auditor” includes any entity that is under common control,
ownership or management with the audit firm or any entity
that a reasonable and informed third party knowing all
relevant information would reasonably conclude to be part of
the audit firm nationally or internationally. The Audit
Committee should report to the Board, identifying and
making recommendations on any matters where action or
improvement is needed;
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(i) Review of the Company’s financial information (i) B %%

(@ to monitor the integrity of the Company’s financial (a)
statements and annual report and accounts, half-year report
and/or quarterly reports, and to review significant financial
reporting judgments contained in them before submission to
the Board, focusing particularly on:

(1) any changes in accounting policies and practices;
(2)  major judgmental areas;
(3)  significant adjustments resulting from the audit;

(4)  the going concern assumptions and any qualifications;

(5)  compliance with accounting standards; and

(6) compliance with GEM Listing Rules and legal
requirements in relation to financial reporting;

Regarding (ii)(a) above,

(1) the members of the Audit Committee should liaise with
the Board and senior management and the Audit
Committee must meet, at least twice a year, with the
Company’s auditors and

(2)  the Audit Committee should consider any significant or
unusual items that are, or may need to be, reflected in
the reports and accounts, it should give due
consideration to any matters that have been raised by
the Company’s staff responsible for the accountant,
compliance officer or auditors;
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(iii) Oversight of the Company’s financial
reporting system and internal control
procedures

(a)

(b)

()

(d)

V)

(9)

0

0]

to review the Company’s financial controls, internal control
and risk management systems;

to discuss the internal control system with management to
ensure that management has performed its duty to have an
effective internal control system. The discussion should
include the adequacy of resources, staff qualifications and
experience, training programs and budget of the Company’s
accounting and financial reporting function;

to consider major investigation findings on internal control
matters as delegated by the Board or on its own initiative and
management’s response to these findings;

where an internal audit function exists, to ensure co-
ordination between the internal and external auditors, and to
ensure that the internal audit function is adequately
resourced and has appropriate standing within the Company,
and to review and monitor its effectiveness;

to review the group’s financial and accounting policies and
practices;

to review the external auditor's management letter, any
material queries raised by the auditor to management about
accounting records, financial accounts or systems of control
and management'’s response;

to ensure that the Board will provide a timely response to the
issues raised in the external auditor’'s management letter;

to report to the Board on any matters above;

to consider other topics, as requested by the Board;

to review arrangements employee of the Company can use,
in confidence, to raise concerns about possible improprieties
in financial reporting, internal control or other matters. The
Audit Committee should ensure that proper arrangements
are in place for fair and independent investigation of these
matters and for appropriate follow up action; and
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(k) to act as the key representative body for overseeing the
Company'’s relationship with the external auditor.

Major accomplishments in 2012 comprised of the following:

(@)  reviewed the financial statements for disclosure on a quarterly and
annually basis;

(b) reviewed the external auditors’ significant findings and

management’ response to the recommendation raised;

(c)  reviewed the effectiveness of the internal control system and the
adequacy of the accounting and financial reporting function;

(d)  reviewed and approved the external auditor’s statutory audit scope
for 2012 and the letter of representation to be given by the Board;

(e)  considered and approved the 2012 external audit fees and
engagement letters; and

(f)  discussed the whistleblowing policy of the company.

The Group's internal control system is reviewed regularly by management.
With the view of enhancing the Group’s internal control system, during
the year ended 31 December 2012, the Company had appointed Graham H.
Y. Chan & Co, as independent internal control reviewer, to review the
Group's internal control systems and recommending actions to improve
our internal controls.

Based on the review, the Audit Committee is of the view that the Group’s
internal control system was effective with the requirements of the CG
Code C.2.1 for the year ended 31 December 2012.

There was no disagreement between the Board and the Audit Committee
on the selection and appointment of the external auditors for the year

ended 31 December 2012.

The Audit Committee has reviewed the audited financial statements of
the Group for the year and recommended approval to the Board.
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Remuneration Committee

The Company has established a remuneration committee (“Remuneration
Committee”) with written terms of reference in accordance with the
requirement of the CG Code effective from the Listing Date. In accordance
with provisions set out in the CG Code are available on the websites of
the Stock Exchange and the Company.

The Remuneration Committee is composed of the 4 independent non-
executive Directors, namely Mr. Chan Sun Kwong, Mr. Chan Chi Kwong
Dickson, Mr. Ko Yin Wai and Mr. Sung Tak Wing Leo, and chaired by Mr.
Chan Sun Kwong.

For the year ended 31 December 2012, 2 remuneration committee
meetings were held and the members’ attendance is shown on page 20
of this Report.

The role and function of the Remuneration Committee includes:

(i) to make recommendations to the Board on the Company’s policy
and structure for all directors’ and senior management
remuneration and on the establishment of a formal and transparent

procedure for developing remuneration policy;

(i) to review and approve the management’s remuneration proposals
with reference to the Board'’s corporate goal and objectives;

(i) to make recommendations to the Board on the remuneration
packages of individual executive directors and senior management.
This should include benefits in kind, person rights and compensation
payments,
termination of their office or appointment;

including any compensation payable for loss or

(iv) to make recommendations to the Board on the remuneration of
non- executive directors;

(v)  to consider salaries paid by comparable companies, time

commitment and responsibilities and employment conditions

elsewhere in the Group;

(vi)  to review and approve compensation payable to executive directors
and senior management for any loss or termination of office or
appointment to ensure that it is consistent with contractual terms
and is otherwise fair and not excessive;
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(vii) to review and approve compensation arrangements relating to
dismissal or remove of directors for misconduct to ensure that they
are consistent with contractual terms and are otherwise reasonable
and appropriate; and

(viii) to ensure that no director or any of his associates is involved in
deciding his own remuneration.

Major accomplishments in 2012 comprised of the following;
(i) reviewed the remuneration policy and assessment system;

(i)  recommended to the Board with respect to director remuneration
of newly appointed Director, Mr. Lee Cheung Ming;

(i)  assessed performance of executive directors and approved the
terms of executive director’s service contract;

(iv)  recommended to the Board a salary and director fee adjustment for
2012.

Nomination Committee

The Company has established a nomination committee (“Nomination
Committee”) with written terms of reference effective from the Listing
Date. The terms of reference of the Nomination Committee are in
conformity with the requirements of the CG Code and are available on
the websites of the Stock Exchange and the Company.

The Nomination Committee is currently composed of the 4 independent
non-executive Directors, namely Mr. Chan Sun Kwong, Mr. Chan Chi
Kwong Dickson, Mr. Ko Yin Wai and Mr. Sung Tak Wing Leo, and chaired
by Mr. Chan Sun Kwong.

For the year ended 31 December 2012, 2 Nomination Committee

meetings were held and the members’ attendance is shown on page 20
of this Report.
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The role and function of the Nomination Committee includes:

(i

(ii)

(iii)

(iv)

to review the structure, size and composition (including the skills,
knowledge and experience) of the Board at least annually and make
recommendations on any proposed changes to the Board to
complement the Company’s corporate strategy;

to identify individuals suitably qualified to become Board members
and select or make recommendations to the Board on the selection
of, individuals nominated for directorships;

to assess the independence of independent non-executive Directors;

to make recommendations to the Board on the appointment or re-
appointment of Directors and succession planning for Directors in
particular the Chairman and the chief executive of the Company;
and

where the Board proposes a resolution to elect an individual as an
independent non-executive director at the general meeting, it
should set out in the circular to shareholders and/or explanatory
statement accompanying the notice of the relevant general meeting
why the Nomination Committee believes he should be elected and
the reasons why the Nomination Committee considers him to be
independent.

Major accomplishments in 2012 comprised of the following:

(i)

(i)

recommended to the Board with respect to the retirement and re-
election of Directors at the last annual general meeting held on 16
May 2012; and

recommended to the Board the appointment of Mr. Lee Cheung
Ming as executive director of the Company.
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Corporate Governance Functions

The Board is responsible for performing the corporate governance duties
set out in the code provision D.3.1 of the CG Code.

The Board held 1 meeting for the purpose of reviewing the compliance of
corporate governance policies for the year ended 31 December 2012.

The duties of the Board include:

(i

(i)

(iii)

(iv)

to develop and review the Group’s policies and practices on
corporate governance and make recommendations to the Board;

to review and monitor the training and continuous professional
development of Directors and senior management;

to review and monitor the Group’s policies and practices on
compliance with legal and regulatory requirements;

to develop, review and monitor the code of conduct and
compliance manual applicable to employees and Directors; and

to review the Group’s compliance with the CG Code and disclosure
in the CG Report.

Major accomplishments in 2012 comprised of the following:

evaluated the Group’s policies and practices on corporate
governance and make appropriate amendments;

arranged the training and continuous professional development of
Directors and senior management.
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Auditor’s Remuneration

Graham H.Y. Chan & Co. was re-appointed as the auditors of the
Company and its subsidiaries at the annual general meeting held on 16
May 2012.

The fees in respect of audit and paid non-audit services provided by the
external auditor to the Group for the year ended 31 December 2012
amounted to approximately HK$380,000 and HK$30,000 respectively.
The non-audit service was the review of internal control system of the
Group. The Group also paid to the Company’s auditor of approximately
HK$393,000 for listing service in the year.

Directors’ Responsibilities for Financial
Reporting

The Directors acknowledge their responsibility for preparation of the
Group’s financial statements to give a true and fair view. The
responsibilities of auditors in respect of the financial statements are set
out in the report of the auditors forming part of this Report.

Company Secretary

For the year ended 31 December 2012, the Company Secretary was Mr.
Liu Kam Lung.

Details of backgrounds and qualification of the Company Secretary are set
out in the “Profiles of Directors and Senior Management” of this report.

A written record had been received by the Company from Mr. Liu Kam
Lung to confirm that he took not less than 15 hours of relevant
professional training during the year ended 31 December 2012. The
Company is of the view that Mr. Liu has complied with Rule 5.15 of the
GEM Listing Rules.
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Shareholders’ Rights

In order to safeguard shareholders’ interests and rights, separate
resolutions are proposed at shareholders’ meetings on each substantial
issue, including the election of individual directors, for shareholders’
consideration and voting.

The following procedures for shareholders of the Company to convene an
extraordinary general meeting are subject to the articles of association of
the Company (the “Articles”), and the applicable legislation and
regulation, in particular the GEM Listing Rules:

(i) any one or more shareholders of the Company holding at the date
of deposit of the requisition not less than one-tenth of the paid up
capital of the Company (the “Eligible Shareholder(s)”) carrying the
right of voting at general meetings of the Company shall at all times
have the right, by written requisition to the Board or the company
secretary of the Company (the “Company Secretary”), to require an
extraordinary general meeting (the "EGM”) to be called by the
Board for the transaction of any business specified in such
requisition pursuant to Article 58 of the Articles; and

(i) if within 21 days of the deposit of the Requisition, the Board fails to
proceed to convene such EGM, the Eligible Shareholder(s) himself/
herself/themselves may do so, and all reasonable expenses incurred
by the Eligible Shareholder(s) concerned as a result of the failure of
the Board shall be reimbursed to the Eligible Shareholder(s)
concerned by the Company.

Procedures for sending enquiries to the
Board

Except for email to info@minilogic.com.hk, shareholders may send their
enquiries and concerns to the Board by addressing them to the
headquarter and principal place of business of the Company in Hong
Kong at Unit 508-509, 5th Floor, IC Development Centre, No. 6 Science
Park West Avenue, Hong Kong Science Park, Pak Shek Kok, Shatin, N.T.
Hong Kong, by post or by fax to (852) 2776 9363, for the attention of the
Company Secretary .
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Procedures for Shareholders to put forward
proposals at Shareholders’ meetings

There are no provisions allowing Shareholders to move new resolutions at
the general meetings under the Companies Law (Revised) of Cayman
Islands. However, pursuant to the Articles, Shareholders who wish to
move a resolution may by means of Requisition convene an EGM
following the procedures set out above.

Investor Relationship

Pursuant to the written resolutions of the shareholders of the Company
passed on 23 December 2011, the articles of association of the Company
were adopted in substitution for and to the exclusion of the then existing
articles of association of the Company with effect from and conditional
upon Listing, which took place on 19 January 2012.

Save as disclosed above, during the year ended 31 December 2012, there
was no significant change in the Company’s memorandum and articles of
association.
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Profiles of Directors and Senior Management
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Directors

Non-executive Director

Mr. Hui King Chun, aged 62, is the Chairman of the Company. He was
appointed as a non-executive Director on 15 June 2011. Mr. Hui has been
a director of one subsidiary of the Company, MiniLogic Device
Corporation Limited, since February 2007 and is also a director of all of
our subsidiaries. He provides advices to the Group in respect of the overall
strategic management and development of corporate policy and strategy
of the Group, without participating in the daily management of the
Group. Mr. Hui is currently the chairman and an executive director of Kith
Holdings Limited (Stock Code: 1201). He is the largest shareholder of Kith
Holdings Limited. Mr. Hui has over 33 years of experience in management
and manufacturing, including about 19 years of experience in printing
and packaging industry. As at 31 December 2012, he has an indirect
interest of approximately 61.58% in Kith Holdings Limited, being