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The following is the text of a report set out on pages [IB-1 to IB-®], received from Source Photonics’
reporting accountants, Confucius International CPA Limited, Certified Public Accountants, Hong Kong, for
the purpose of incorporation in this document. It is prepared and addressed to the directors of Source
Photonics and to the joint Sponsors pursuant to the requirements of HKSIR 200, Accountants’ Reports on
Historical Financial Information in Investment Circulars issued by the Hong Kong Institute of Certified
Public Accountants.
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ACCOUNTANTS’ REPORT ON HISTORICAL FINANCIAL INFORMATION TO THE
DIRECTORS OF SOURCE PHOTONICS HOLDINGS (CAYMAN) LIMITED AND UBS
SECURITIES HONG KONG LIMITED, HAITONG INTERNATIONAL CAPITAL LIMITED, GF
CAPITAL (HONG KONG) LIMITED AND CITIC SECURITIES (HONG KONG) LIMITED

Introduction

We report on the historical financial information of Source Photonics Holdings (Cayman) Limited
(“Source Photonics™) and its subsidiaries (together, the “Source Photonics Group”) set out on pages IB-[®]
to IB-[®], which comprises the consolidated statements of financial position of the Source Photonics Group
and the statements of financial position of Source as at December 31, 2023, 2024 and September 30, 2025,
the consolidated statements of profit or loss, the consolidated statements of comprehensive income, the
consolidated statements of changes in equity and the consolidated statements of cash flows for each of the
years ended December 31, 2023, 2024 and the nine months ended September 30, 2025 (the “Track Record
Period”) and material accounting policy information and other explanatory information (together, the
“Historical Financial Information”). The Historical Financial Information set out on pages IB-[®] to IB-[®]
forms an integral part of this report, which has been prepared for inclusion in the document of Suzhou
Dongshan Precision Manufacturing Co., Ltd.(the “Company”) dated [®] (the “Document”) in connection
with the initial [REDACTED] of H shares of the Company on the Main Board of The Stock Exchange of
Hong Kong Limited.

Directors’ Responsibility for the Historical Financial Information

The directors of Source Photonics are responsible for the preparation of Historical Financial
Information that gives a true and fair view in accordance with the basis of preparation set out in Note 2 to
the Historical Financial Information, and for such internal control as the directors determine is necessary to
enable the preparation of Historical Financial Information that is free from material misstatement, whether
due to fraud or error.

Reporting Accountants’ Responsibility

Our responsibility is to express an opinion on the Historical Financial Information and to report our
opinion to you. We conducted our work in accordance with Hong Kong Standard on Investment Circular
Reporting Engagements 200, Accountants’ Reports on Historical Financial Information in Investment
Circulars issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA”). This standard
requires that we comply with ethical standards and plan and perform our work to obtain reasonable
assurance about whether the Historical Financial Information is free from material misstatement.

Our work involved performing procedures to obtain evidence about the amounts and disclosures in the
Historical Financial Information. The procedures selected depend on the reporting accountants’ judgement,
including the assessment of risks of material misstatement of the Historical Financial Information, whether
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due to fraud or error. In making those risk assessments, the reporting accountants considers internal control
relevant to the entity’s preparation of Historical Financial Information that gives a true and fair view in
accordance with the basis of preparation set out in Note 2 to the Historical Financial Information in order to
design procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion
on the effectiveness of the entity’s internal control. Our work also included evaluating the appropriateness
of accounting policies used and the reasonableness of accounting estimates made by the directors, as well as
evaluating the overall presentation of the Historical Financial Information.

We believe that the evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Opinion

In our opinion, the Historical Financial Information gives, for the purposes of the accountants’ report, a
true and fair view of Source Photonics and the Source Photonics Group’s financial position as at
December 31, 2023, 2024 and September 30, 2025, of the Source Photonics Group’s financial performance
and cash flows for the Track Record Period in accordance with the basis of preparation set out in Note 2 to
the Historical Financial Information.

Review of stub period comparative financial information

We have reviewed the stub period comparative financial information of Source Photonics Group which
comprises the consolidated statement of comprehensive income, the consolidated statement of changes in
equity and the consolidated statement of cash flows for the nine months ended September 30, 2024 and
other explanatory information (the “Stub Period Comparative Financial Information”).

The directors of Source Photonics are responsible for the preparation of the Stub Period Comparative
Financial Information in accordance with the basis of preparation set out in Note 2 to the Historical Financial
Information. Our responsibility is to express a conclusion on the Stub Period Comparative Financial
Information based on our review. We conducted our review in accordance with Hong Kong Standard on
Review Engagements 2410, Review of Interim Financial Information Performed by the Independent Auditor
of the Entity issued by the HKICPA. A review consists of making inquiries, primarily of persons responsible
for financial and accounting matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with Hong Kong Standards on Auditing and
consequently does not enable us to obtain assurance that we would become aware of all significant matters
that might be identified in an audit. Accordingly, we do not express an audit opinion. Based on our review,
nothing has come to our attention that causes us to believe that the Stub Period Comparative Financial
Information, for the purposes of the accountants’ report, is not prepared, in all material respects, in accordance
with the basis of preparation set out in Note 2 to the Historical Financial Information.

Report on Matters under the Rules Governing the [REDACTED] of Securities on The Stock
Exchange of Hong Kong Limited (the ‘“Listing Rules”) and the Companies (Winding Up and
Miscellaneous Provisions) Ordinance

Adjustments

In preparing the Historical Financial Information, no adjustments to the Underlying Financial
Statements as defined on page IB-[®] have been made.

Dividends

We refer to Note 13 to the Historical Financial Information which contains information about the
dividends paid by the Source Photonics in respect of the Track Record Period.

[Confucius International CPA Limited]
Certified Public Accountants
Hong Kong

[®]
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I  HISTORICAL FINANCIAL INFORMATION OF THE SOURCE PHOTONICS GROUP
Preparation of Historical Financial Information

Set out below is the Historical Financial Information which forms an integral part of this accountants’
report.

The consolidated financial statements of the Source Photonics Group for the Track Record Period, on
which the Historical Financial Information is based, were audited by Confucius International CPA Limited
in accordance with Hong Kong Standards on Auditing issued by HKICPA (“Underlying Financial
Statements”).

The Historical Financial Information is presented in Renminbi (“RMB”) and all values are rounded to
the nearest thousand (RMB’000) except when otherwise indicated.

CONSOLIDATED STATEMENTS OF PROFIT OR LOSS

Year ended Nine months ended
December 31 September 30
Notes 2023 2024 2024 2025
RMB’000  RMB’000 RMB’000  RMB’000
(Unaudited)
Revenue ................. ... .. ....... 6 1,305,145 2,945,332 1,890,076 3,627,515
Costofsales .......................... 9 (1,056,746) (2,066,249) (1,400,986) (2,617,681)
Grossprofit .......................... 248,399 879,083 489,090 1,009,834
General and administrative expenses . ... ... 9 (112,924)  (168,201) (71,345)  (122,297)
Selling and marketing expenses ........... 9 (29,762) (41,027) (27,525) (32,556)
Research and development expenses .. ..... 9 (108,930) (159,686) (80,560)  (156,072)
Net impairment losses on financial assets . . . (891) (1,284) (198) (1,364)
Otherincome ................ccvvuunn.. 7 20,437 17,168 7,401 14,240
Other gains/(losses), net ................. 8 (50,195) 634,848 616,616 (129,571)
Operating profit ...................... (33,866) 1,160,901 933,479 582,214
Financeincome ........................ 11 863 710 824 5,469
Financecosts . ............. ... .. ....... 11 (52,948) (28,389) (20,002) (26,888)
Finance costs,net ...................... 11 (52,085) (27,679) (19,178) (21,419)
Profit/(loss) before income tax . .......... (85,951) 1,133,222 914,301 560,795
Income tax exXpense . .. ..........c........ 12 (4,418) (82,768) (33,992) (85,539)
Profit/(loss) for the year/period .......... 90,369) 1,050,454 880,309 475,256
Attributable to:

- Owners of Source Photonics .......... (89,231) 1,051,817 880,960 476,205
- Non-controlling interests ............. (1,138) (1,363) (651) (949)
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I  HISTORICAL FINANCIAL INFORMATION OF THE SOURCE PHOTONICS GROUP (Continued)

CONSOLIDATED STATEMENTS OF COMPREHENSIVE INCOME

Year ended Nine months ended
December 31 September 30
Notes 2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Profit/(loss) for the year/period ............ (90,369) 1,050,454 880,309 475,256
Other comprehensive income/(loss)
Items that may not be reclassified to profit or
loss in subsequent periods, net of tax:
- Remeasurement of defined benefit plan, net
oftaX ... ... 175 617 (77) 148
- Currency translation differences of foreign
OPETations . ... o.vvvenn e (37,340) 4,577) (12,367) 6,345
Items that may be reclassified to profit or loss
in subsequent periods, net of tax:
- Currency translation differences of foreign
OPETations . . ..o v vttt (15,032)  (46,579)  (13,964) 33,654
Other comprehensive income/(loss) for the
year/period, netoftax .................. (52,197) (50,539) (26,408) 40,147
Attributable to:
- Owners of Source Photonics ............. (52,197) (50,539) (26,408) 40,147
- Non-controlling interests . ............... - - - -
Total comprehensive income/(loss) for the
year/period ........................... (142,566) 999,915 853,901 515,403
Attributable to:
- Owners of Source Photonics ............. (141,428) 1,001,278 854,552 516,352
- Non-controlling Interests . . .............. (1,138) (1,363) (651) (949)
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I  HISTORICAL FINANCIAL INFORMATION OF THE SOURCE PHOTONICS GROUP (Continued)

CONSOLIDATED STATEMENTS OF FINANCIAL POSITION

ASSETS

Non-current assets

Property, plant and equipment .......... ... .. ... .. .. ...
Right-of-use assets . ............iiiiiii i
Intangible assets . ........... ..
Deferred taX assets . ... ........iiiiiii
Prepayments and other receivables . ............. ... ... ... .....
Other NON-CUITENt ASSELS « . o« ot ittt et

Total non-currentassets . ..................................

Current assets
INVentories . . .. ..ot
Prepayments and other receivables .. ............ ... ... ... .....
Tradereceivables ............ ... ... ... ... o L
Financial assets at fair value through profitorloss ...............
Notes receivables at fair value through other comprehensive

INCOME . . oottt et e e e e e e e e e e
Restricted cash and term deposits . ...,
Cash and cashequivalents . . ......... .. .. .. .. .. .. ...
Other CUITeNt aSSELS . . .« vt vttt ettt e et

Total currentassets .. ............ ... .. ... ... ... ... . ...

Totalassets . . ........ ... .. .

LIABILITIES

Non-current liabilities

BOImowings ... ...t
Lease liabilities . ... ...... ...t
Deferred tax liabilities .. . ........... .. ... .. ..
Convertiblebonds .. ........ ... ... . .. . .
Deferred income . ........... ..

Total non-current liabilities . ...............................

Current liabilities

BOImowings . . ...t
Trade payables . ........ ...t
Contract liabilities . .. ........ . i
Lease liabilities ... ...t
Current income tax liabilities ........... ... .. ... .. .. .. ....
Convertiblebonds . ........... . i
Other financial liabilities at fair value through profitorloss ........
Accruals and other payables ......... ... ... .. .. .. . ...
ProviSions ... ...t

Total current liabilities .. ..................................

Total liabilities . .. ........ ... ... .. ... ... ... .. ... ........

EQUITY

Equity attributable to owner of Source Photonics

Share capital ....... ... .. ..
Other TESEIVES . . oottt et e e et e e e e e e
Accumulated 10SSeS . . ... .o

Non-controlling interests . . . . ...oovtne i
TOTAL EQUITY ........ ...

TOTAL LIABILITIES AND EQUITY ... ....................
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Notes

27
20

25
31

27
28

17
25
25

29
30

32
34

As at
As at December 31 September 30
2023 2024 2025
RMB’000  RMB’000 RMB’000
517,278 700,223 956,486
118,668 105,224 95,382
133,500 145,969 117,685
37,293 13,002 6,344
52,268 18,539 127,662
2,199 2,961 3,147
861,206 985,918 1,306,706
525,622 844,157 1,248,206
33,703 62,136 74,504
478,814 873,915 1,373,810
81,000 14,020 12,035
28,217 6,022 4,918
50,388 40,344 53,861
213914 252,047 275,731
9,306 22,422 19,837
1,420,964 2,115,063 3,062,902
2,282,170 3,100,981 4,369,608
11,766 - 10,000
126,323 107,039 97,738
- 5,435 17,559
- - 422,675
28,145 25,848 23,643
166,234 138,322 571,615
581,045 461,575 558,618
517,025 916,370 1,493,304
117 1,232 259
20,391 20,722 15,651
5,583 29,577 151,931
321,304 374,483 -
2,625,085 - -
63,776 173,100 94,993
3,215 2,353 2,776
4,137,541 1,979,412 2,317,532
4,303,775 2,117,734 2,889,147
65 65 65
398,801 2,353,199 2,375,157
(2,429,403) (1,377,586) (901,381)
(2,030,537) 975,678 1,473,841
8,932 7,569 6,620
(2,021,605) 983,247 1,480,461
2,282,170 3,100,981 4,369,608




THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

I  HISTORICAL FINANCIAL INFORMATION OF THE SOURCE PHOTONICS GROUP (Continued)

COMPANY’S STATEMENTS OF FINANCIAL POSITION

Notes
ASSETS
Non-current assets
Investments in subsidiaries . .................... .. 15

Total non-current assets . .......................

Current assets
Otherreceivables . . ... ... 22
Cash and cash equivalents .......................

Total currentassets . ...........................

Totalassets . . ........ ... ... .. ..

LIABILITIES
Current liabilities
Borrowings . ...... .. 27
Other financial liabilities at fair value through profit or

L0SS vt 25
Accruals and other payables ...................... 29

Total current liabilities . .. ... ...................

Total liabilities . . ..............................
EQUITY

-Sharecapital ........ ... . ... 32
~Other reServes . ..o v oo i et 35
- Accumulatedlosses ........... ... 34
TOTAL EQUITY ........ ... i,

TOTAL LIABILITIES AND EQUITY ...........
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As at
As at December 31 September 30
2023 2024 2025
RMB’000  RMB’000 RMB’000
747,883 755,036 755,036
747,883 755,036 755,036
55,268 60,229 60,595
- - 95
55,268 60,229 60,690
803,151 815,265 815,726
102,174 - -
2,625,010 - -
199,389 305,205 293,130
2,926,573 305,205 293,130
2,926,573 305,205 293,130
65 65 65
103,098 2,087,878 2,094,223
(2,226,585) (1,577,883) (1,571,692)
(2,123,422) 510,060 522,596
803,151 815,265 815,726




APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

h.—uNnmwa @Wmnh Whonmh@ Aﬁwmnhhmnﬁv @@MmMMMmN [ U 20T mﬁm JOqUIDIA(] JB ddur[eg
mmmmw _ mmmnw _ mmmmw || ........................................ Amm QHOZV ﬁoﬁu:ﬁ—ﬁ.ﬁugoo UDEQOD
mmﬁah _ mmﬂhh _ mmﬁﬁﬁ T T Y m@m:DQKD EOMHM@EOQEOO @Omﬁﬂlo.ﬁﬁsm
1ST'686°T - 1ST686'T  — 1ST686'T = Tttt (ST 210N SAIRYS PALIAJRI UT SWLID) JO UOLROLIPOI
S16°666 (€9€°T)  SLTTOOT  LISISOT  (6€5°0S) — e 183K 9y} J10j (SSO])/AWI0IUT IAISUIYAAAWID [B)O,
A@mmhomv _ AOMW.OWV _ A@mmmomv e e e e e e e e e e e e e e e e mmO~ ®>Mwﬁ®£uum—aoo HOQHO
ﬁmvnomonﬁ Amommﬁv N\—wnﬁmoa— N\—wmﬁmoh— _ T T R I I AN .HNO% DSH— .Ho.w Awmoﬁv\:uwo.ﬁhﬂ
(S09°120°7) €68 (LES0E0'D) (SOH'6THT)  T08°S6E GO e bZ07 ‘T Arenuef je sduepey
(S09°120°7) 7€6'S (LES0E0'T) (SOP'6TH'T)  T08°S6E m ........................................ €707 ‘T€ TAQUIAI(] J& dUeey
6TS9T - 625°9C - 6TS59C - sosuadxo uonesuadwod paseq-oreys
(99s‘THT) (8ET°D (8TH'THT) (1€7°68) (L6TTS) e e e e xeak o) 10J SSO| Q>mm:®-®h&=~co 1oL,
APOM“NWV _ Ah@ﬁ.NWv _ AP@TNWV T T mmO~ O>#@G®£®HQEOO .HOQHO
AocmnO@v Awm—»—v A—MNnQWV A—MN»OMV _ R I T R R A A .HND\A @SH— ho.w mwoq
Awwmamﬁﬁaﬁv @hcnﬁﬁ AWMWnMM@mMV ANhﬁnQ_—uman @@.—um.—uﬂ.—u I U €202 aﬂ \mhﬁﬂ—ﬁﬁﬁ e dueRyg
000. 9Ny 000. 90y 000. 9y 000. 90Ny 000. 9Ny 000. 9Ny

£ymba [SEERE [2103-qn§ S3SSO[ SIATISIY [ended

e, Surfonuod-uoN parenunddy  I_YQO areys

SOIU0JOYJ INOS JO SIIUMO 0) J[qBINGLIY Y

ALINOA NI SHONVHD A0 SINFNALVLS AALVAITOSNOD

(panupuo)) dNOAD SOINOLOH HDINOS HHL A0 NOLLVINIOANI TVIONVNIA TVOIRIOLSIH 1

—1IB-7 -



APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

ﬂ@.—uacw—uaﬁ QNwaw ﬁ.—u@ﬂb.—u; Aﬂwma:v@v bMMnMBMaN 1 IR S702 acm .—QQEQHQQW ' ddUB[RY
(681°81) - (681°81) - (681°81) - e (8€ 1I0N) [01)UOD UOWIWIOD IOPUN SALILIPISANS JO [esodsI
€0'STS (6¥6) TSE9IS  SOTLY  LVI‘OV S e por1ad 3y 10 (SSO[)/AuI0dUI JAISUIYIAAWIOD [BJO ],
P.VTO.V _ N..—uﬁ.o.v _ P._uﬂhOA_u e e e e e swoour O>#@G®£®HQEOO FENiTe)
@WNnmh.—u A@._V@v WONnON\V WONmGN\V _ T T T T T T UOCUQ OQH .HO% Ame—V\H—Wthnﬂ
h.—uNaMW@ m@mah thmmha Awwmnhhmaﬂv Q@MammmmN mw ........................................... MNON aﬂ \mhﬁﬂ—ﬁﬁﬁ e Quﬁﬁ—ﬁm
£€T°LES IST‘S 7S6'S78 (SEH'SPS'T)  0S€°LLET m ....................................... $Z0T ‘0€ Idquadag je duefeg
mmm»w _ mmmhw _ Mmmhw e e AWM OHOZV UONNQLIUOD PAUWAA(]
mmﬁhh _ mmﬁnh _ mmﬂnh R T T T T T A AR m@mﬁOQKO ﬁOﬁHNmﬁOQEOO @Qm.ﬁﬁ—lﬁhﬁﬂm
1ST°686°1 - 1ST°686'T  — IST686'T  — i (ST 210N SQIBYS PALIRJAIJ UT SULIS) JO UOTIEOIJIPOIA
106°€S8 (159) 7SSpss 096088  (80%°97) - e poriad 3y} 105 (ssof)/owodur dAISudYdIdurod ()0,
AWO.V»ONV _ AWO.VAONV _ Awo.—uﬁONv T T T mmﬁ: ®>MWQ®H—®HQEOO HOQHO
@Omhoww A~m©v OO@.O%W Oomaoww _ T GOEOQ Oﬂu .HO% AmmOC\umo.ﬁM
AmcwnMNGan Nﬂanw AhmmncmAuan AM@Vn@NVan ﬁcwawaﬂ [ I 20z nﬁ %.:ﬁz:wm. e duUR[RyY
(panpnvup))
000. 9NN 000.GWY 000.GWY 000.GWN 000.9W8  000.GWN
Aymba [SIEREI [®)0)-qn§ SJSSO[ SIAIISIY rended
e, Sur[onuod-uoN pajenunddy YO ey

SOIU0JOYJ INOS JO SIIUMO 0) J[BINGLI)) Y

(panupuo)) X LINOA NI SHONVHD A0 SINHNALVLS AALVAITOSNOD

(panupuo)) dNOAD SOINOLOH HDINOS HHL A0 NOLLVINIOANI TVIONVNIA TVOIRIOLSIH 1

—1IB-8 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

I  HISTORICAL FINANCIAL INFORMATION OF THE SOURCE PHOTONICS GROUP (Continued)

CONSOLIDATED STATEMENTS OF CASH FLOWS

Nine months ended

Year ended December 31 September 30
Notes 2023 2024 2024 2025
RMB’000  RMB’000  RMB’000  RMB’000
(Unaudited)
Cash flows from operating activities
Cash generated from operations . ........ 37(a) 90,731 351,786 200,756 470,441
Interest received ..................... 863 710 1,445 5,469
Income tax paid .............. ... .... (13,810) (33,660) (12,478) (66,756)
Net cash generated from operating
activities . .. .......... ... .. .. ... 77,784 318,836 189,723 409,154
Cash flows from investing activities
Withdraw of wealth management
products . ........... i - 290,500 276,000 40,000
Proceeds from investment income . . .. ... - 608 512 84
Proceeds from disposal of property, plant
and equipment, intangible assets and
other non-current assets . ............ 2,953 - - -
Government grant received in relation to
ASSELS .+ v vt 15,440 - - -
Proceeds from wealth management
products interests . ................. 1,505 1,706 787 1,191
Payments for purchase of property, plant
and equipment, intangible assets and
other non-current assets ............. (125,233) (264,690) (177,981) (400,387)
Placement of wealth management
products . ......... .. (81,000) (223,500) (209,500) (38,000)
Net outflow of cash resulting from the
disposal of subsidiaries . ............. - - - (3,076)
Net cash used in investing activities . ... (186,335) (195,376) (110,182) (400,188)
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I  HISTORICAL FINANCIAL INFORMATION OF THE SOURCE PHOTONICS GROUP (Continued)

CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

Nine months ended

Year ended December 31 September 30
Notes 2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Cash flows from financing activities
Proceeds from issuance of convertible

bonds ............ ... ... ... 356,068 177,563 177,563 360,000
Payments for repurchase of convertible

bonds .......... ... .. ... (35,459)  (142,246) (142,246) (357,746)
Proceeds from borrowings ............. 998,020 714,457 481,116 797,238
Repayments of borrowings . ............ (1,037,623)  (833,071) (642,196) (687,466)
Principal elements of lease payments . . . .. (20,419) (20,763) (15,132) (13,995)
Interests paid . ...................... (42,629) (26,665) (23,219) (53,982)
Movements of restricted cash . .......... (22,943) 19,146 19,057 (202)
Net cash generated from/(used in)

financing activities ................ 195,015 (111,579) (145,057) 43,847
Net increase/(decrease) in cash and cash

equivalents . ...................... 86,464 11,881 (65,516) 52,813
Cash and cash equivalents at beginning of

theyear ........... ... .. ... 186,812 213,914 213,914 252,047
Effects of exchange rate changes on cash

and cash equivalents .. .............. (59,362) 26,252 (6,747) (29,129)
Cash and cash equivalents at the end of

the year/period ................... 26 213,914 252,047 141,651 275,731
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I NOTES TO THE HISTORICAL FINANCIAL INFORMATION
1. GENERAL INFORMATION

Source Photonics Holdings (Cayman) Limited (“Source Photonics”) was incorporated in the Cayman
Islands on November 7, 2010 as an exempted company with limited liability. The address of Source
Photonics’ registered office is Offices of Maples Corporate Services Limited, PO Box 309, Ugland House,
Grand Cayman, KY1-1104, Cayman Islands.

Source Photonics’ is an investment holding company and its subsidiaries are principally engaged in the
R&D, production and sales of products such as optical chips, optical components and optical modules.

Source Photonics’ subsidiaries during the Track Record Period are set out in Note 15.

The Historical Financial Information are presented in Renminbi (“RMB”), and all values are rounded
to the nearest thousands (RMB’000) except when otherwise indicated.

The statutory consolidated financial statements of the Source Photonics Group for the years ended
December 31, 2023, 2024 and nine months ended September 30, 2025 prepared in accordance with the
relevant accounting principles in the PRC were audited by Grant Thornton (Special General Partnership) (£t
[ w05 BT (FR 7k 2 485 %%)) and Pan-China Certified Public Accountants LLP (K fg & sl 285 B (55 ik
G )), respectively, both of which was the certified public accountants registered in the PRC.

2. BASIS OF PREPARATION

The Historical Financial Information of the Source Photonics Group have been prepared in accordance
with all applicable International Financial Reporting Standards (“IFRS Accounting Standards™) issued by
the International Accounting Standards Board (“IASB”). The Historical Financial Information has been
prepared under the historical cost convention, as modified by the revaluation of financial assets and
liabilities measured at fair value through profit or loss (“FVTPL”) and financial assets measured at other
comprehensive income (“FVOCT”).

The preparation of the Historical Financial Information in conformity with IFRS Accounting Standards
requires the use of certain critical accounting estimates. It also requires management to exercise its
judgement in the process of applying the Source Photonics Group’s accounting policies. The areas
involving a higher degree of judgement or complexity, or areas where assumptions and estimates are
significant to the Historical Financial Information are disclosed in Note 4 below.

New standards, amendments and interpretations to the existing standards that are effective during the
Track Record Period have been adopted by the Source Photonics Group consistently throughout the years
presented, unless prohibited by the relevant standard to apply retrospectively.

Other than those material accounting policies information as disclosed elsewhere in this Historical

Financial Information, a summary of the other accounting policies information has been set out in Note 41
to this Historical Financial Information.
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

I NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
2. BASIS OF PREPARATION (Continued)
2.1 New Standards and Amendments to Standards Not Yet Adopted

Standards and amendments to standards that have been issued but not yet effective and not been early
adopted by the Source Photonics Group during the Track Record Period are as follows:

Standards and amendments Effective for accounting periods
beginning on or after
Amendments to IFRS 10 and TAS 28 ‘Sale or
Contribution of Assets between an Investor and
its Associate or Joint Venture’ To be determined
Amendments to IFRS 9 and IFRS 7 ‘Amendments
to the Classification and Measurement of

Financial Instruments’ January 1, 2026
Amendments to IFRS 9 and IFRS 7 ‘Contracts

Referencing Nature-dependent Electricity’ January 1, 2026
Annual Improvements — Volume 11 IFRS

accounting standards January 1, 2026
IFRS18 ‘Presentation and Disclosure in Financial

Statements’ January 1, 2027
IFRS 19 ‘Subsidiaries without Public

Accountability: Disclosures’ January 1, 2027
IFRS 21 Translation to a Hyper inflationary

Presentation Currency January 1, 2027

Except for the impact of IFRS18 mentioned below, other new/amended standards are either not
relevant to the Source Photonics Group or not expected to have a material impact on the Source Photonics
Group’s consolidated financial statements when they become effective.

IFRS18 Presentation and Disclosure in Financial Statements

IFRS18 “Presentation and Disclosure in Financial Statements”, which sets out requirements on
presentation and disclosures in financial statements, will replace IAS 1 “Presentation of Financial
Statements”. This new IFRS Accounting Standard, while carrying forward many of the requirements in
IAS 1, introduces new requirements to present specified categories and defined subtotals in the statement of
profit or loss; provide disclosures on management-defined performance measures in the notes to the
financial statements and improve aggregation and disaggregation of information to be disclosed in the
financial statements. In addition, some IAS 1 paragraphs have been moved to IAS 8 “Accounting Policies,
Changes in Accounting Estimates and Errors” and IFRS 7 “Financial Instruments: Disclosures”. Minor
amendments to IAS 7 “Statement of Cash Flows” and IAS 33 “Earnings per Share” are also made.

IFRS18 will be effective for annual periods beginning on or after January 1, 2027, with early
application permitted. The application of IFRS18 is not expected to have significant impact on the Source
Photonics Group’s financial position and performance, but may affect the presentation of the statement of
profit or loss and disclosures in the future financial statements.

3. FINANCIAL RISK MANAGEMENT

The Source Photonics Group’s activities expose it to a variety of financial risks: market risk (including
foreign exchange risk and interest rate risk), credit risk and liquidity risk. The Source Photonics Group’s
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

overall risk management seeks a balance between risk and return, minimizes the adverse impact of risk on
the Source Photonics Group’s finance performance and maximizes the interests of shareholders and other
equity investors. Based on this risk management objective, the basic strategy of the Source Photonics
Group’s risk management is to identify and analyze the various risks faced by the Source Photonics Group,
establish appropriate risk tolerance thresholds and timely and reliably supervise various risks to control
them within a limited range.

3.1 Market Risk
(a) Foreign Exchange Risk

Foreign exchange risk arises when future commercial transactions or recognized assets and liabilities
are denominated in a currency that is not the respective functional currency of Source Photonics and its
subsidiaries. The Source Photonics Group manages its foreign exchange risk by performing regular reviews
of the Source Photonics Group’s net foreign exchange exposures and tries to minimize these exposures
through buying and selling foreign currencies at market rate, wherever possible.

As at December 31, 2023, 2024 and September 30, 2025, the Source Photonics Group’s major
financial assets/liabilities exposed to foreign exchange risk, representing those financial assets/liabilities
denominated in United States dollar (“USD”) and included in a Source Photonics Group entity with
different functional currency:

As at December 31 As at September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Financial assets denominated in:
USD ... 63,839 110,932 97,167 131,108
Others .............cciiin... 323 729 615 470
As at December 31 As at September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000  RMB’000
(Unaudited)
Financial liabilities denominated in:
USD ... 205,047 181,063 184,693 249,603
Others ............coviiii... 174 504 440 9
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)
3.1 Market Risk (Continued)
(a) Foreign Exchange Risk (Continued)
As shown in the table above, the Source Photonics Group is primarily exposed to changes in USD
exchange rates. The sensitivity of profit or loss to changes in the exchange rates arises mainly from USD

denominated financial instruments is as below:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
USD exchange rate -
Increase 5% ................. (7,060) (3,507) (4,376) (5,925)
Decrease 5% . ................ 7,060 3,507 4,376 5,925

Other foreign currencies of changes have no significant impact on foreign exchange risk.
(b) Interest Rate Risk

The Source Photonics Group’s interest rate risk primarily arises from interest-bearing borrowings.
Borrowings issued at floating rates expose the Source Photonics Group to cash flow interest rate risk and
borrowings issued at fixed rates expose the Source Photonics Group to fair value interest rate risk. The
Source Photonics Group determines the proportion of borrowings issued at floating rates and fixed rates
based on the market environment and maintains an appropriate combination of financial instruments
through regular review and monitoring.

As at December 31, 2023, 2024 and September 30, 2025, total borrowings of the Source Photonics
Group which were bearing at floating rates amounted to approximately RMB 165,025,000, RMB
10,000,000 and nil, respectively.

If interest rate had been 50 basis points higher or lower with all other variables held constant, the profit
before tax would decrease/increase approximately RMB 825,000, RMB 50,000 and nil for the years ended
December 31, 2023, 2024 and nine months ended September 30, 2025, respectively.

Considering the repricing or maturity date, the fair value interest rate risk arises from borrowings and
bank balances carried at fixed rates is not significant for the Source Photonics Group.

3.2 Credit Risk

Credit risk arises from cash and cash equivalents, restricted cash and term deposits, as well as trade and
notes receivables, other receivables and FVOCI. The carrying amount of each class of the above financial
assets represents the Source Photonics Group’s maximum exposure to credit risk in relation to the
corresponding class of financial assets.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 Credit Risk (Continued)

(a) Risk Management

To manage this risk, cash and cash equivalents as well as restricted cash and term deposits are mainly
placed with reputable financial institutions which are all high-credit-quality financial institutions.

To manage risk from trade and notes receivables as well as other receivables and FVOCI, the Source
Photonics Group has policies in place to ensure that credit terms are made to counterparties with an
appropriate credit history and the management performs ongoing credit evaluations of the counterparties. It
also has continuous monitoring procedures to ensure the collection of the receivables as scheduled and
follow up action is taken to recover overdue debts, if any.

(b) Impairment of Financial Assets

The Source Photonics Group has four types of financial assets that are subject to the expected credit
loss model:

. Cash and cash equivalents, restricted cash and term deposits;
. Trade receivables;

. Notes Receivables at FVOCI, and

e Other receivables.

Credit risk of cash and cash equivalents and restricted cash and term deposits

Cash and cash equivalents and restricted cash and term deposits are mainly placed with high-credit
rating financial institutions. There has been no recent history of default in relation to these financial
institutions. The expected credit loss was immaterial as at December 31, 2023, 2024 and September 30,
2025.

Credit risk of trade receivables

(i) Trade receivables

The Source Photonics Group applies the IFRS 9 simplified approach to measure expected credit loss
(“ECL”) which uses a lifetime expected loss allowance for all trade receivables.

To measure ECL, trade receivables have been grouped based on shared credit risk characteristics and
aging.

The Source Photonics Group also made individual assessment on the recoverability of its trade
receivables for certain customers based on historical settlement records.

The historical loss rates are calculated based on the historical payment profiles of customers and the
corresponding historical incurred credit losses. The historical loss rates are adjusted to reflect the forward-
looking information on macroeconomic factors as well as the credit rating analysis of respective customers
and other external data which have impacts to the ability of the customers to settle the receivables. The
Source Photonics Group has identified the Gross Domestic Product (“GDP”) of the countries in which it
sells its goods to be the most relevant factors, and accordingly adjusts the historical loss rates based on
expected changes in these factors.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)
3.2 Credit Risk (Continued)
(b) Impairment of Financial Assets (Continued)
(i) Trade receivables (Continued)
Trade receivables are written off when there is no reasonable expectation of recovery. Indicators that
there is no reasonable expectation of recovery include the failure of a debtor to engage in a repayment plan

with the Source Photonics Group and other indicators of severe financial difficulties.

Trade Receivables

On that basis, the loss allowance as at December 31, 2023, 2024 and September 30, 2025 were
determined as follows for trade receivables:

As at December 31, 2023, the loss allowance of individually impaired trade receivables is determined
as follows:

Assess individually:

Gross carrying Loss
amount ECL rate allowance Reason
RMB’000 RMB’000
Trade receivables ......... 1,367 100.00% 1,367  Financial difficulty

As at December 31, 2024, the loss allowance of individually impaired trade receivables is determined
as follows:

Assess individually:

Gross carrying Loss
amount ECL rate allowance Reason
RMB’000 RMB’000
Trade receivables ......... 1,380 100.00% 1,380  Financial difficulty

As at September 30, 2025, the loss allowance of individually impaired trade receivables is determined
as follows:

Assess individually:

Gross carrying Loss
amount ECL rate allowance Reason
RMB’000 RMB’000
Trade receivables ......... 1,369 100.00% 1,369  Financial difficulty
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 Credit Risk (Continued)

(b) Impairment of Financial Assets (Continued)

(i) Trade receivables (Continued)

As at December 31, 2023, 2024 and September 30, 2025, the loss allowance of grouped impaired trade
receivables are determined as follows:

Assessed based on grouping:

Within Over
1year 1to2years 2 years Total
As at December 31, 2023
Expected lossrate ............ .. ..., 0.22% 38.55% 100.00%
Gross carrying amount (RMB’000) . ................. 479,737 249 31 480,017
Loss allowance provision (RMB’000) ............... 1,076 96 31 1,203
As at December 31, 2024
Expected lossrate ............ .. ..., 0.08% 55.27% 100.00%
Gross carrying amount (RMB’000) . ................. 873,220 3,105 — 876,325
Loss allowance provision (RMB’000) ............... 694 1,716 - 2,410
As at September 30, 2025
Expected lossrate ............ ..., 0.19% 23.68% 100.00%
Gross carrying amount (RMB’000) . ................. 1,373,013 4,543 8 1,377,564
Loss allowance provision (RMB’000) ............... 2,670 1,076 8 3,754

The management of the Source Photonics Group determined the ECL rates for portfolio of trade
receivables with reference to past-due status of such balances by estimating their default rates taking into
account the historical information and forward-looking information.

As at the end of each Track Record Period, the Source Photonics Group assessed the historical
observed default rates and the forward-looking estimates, respectively. The management of the Source
Photonics Group reviewed the portfolio of customers contributing the trade receivables balances for the
respective past-due time band throughout the Track Record Period and noted that the majority of the
balances of the respective past-due time band were due from similar portfolio of customers. Furthermore,
the Source Photonics Group assessed these customers’ financial condition, past settlement history, business
relationship with the Source Photonics Group and other factors such as current market conditions and
industry information, and considered that the credit risk for the same portfolio of customers remains
approximately the same throughout the Track Record Period.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 Credit Risk (Continued)

(b) Impairment of Financial Assets (Continued)

(i) Trade receivables (Continued)

The loss allowances for trade receivables for the years ended December 31, 2023, 2024 and nine
months ended September 30, 2024 and 2025 reconcile to the opening loss allowances are as follows:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(unaudited)

Opening loss allowance ............. 1,707 2,570 2,570 3,790

Loss allowance recognized, net ....... 845 1,272 183 1,360
Currency translation differences . ... ... 18 (52) (38) 27

Closing loss allowance . . ............ 2,570 3,790 2,715 5,123

(i) Notes Receivables at FVOCI

The Source Photonics Group measured provisions for impairment of notes receivables based on the
lifetime ECL and assessed that there was no significant credit risk associated with its bank acceptance notes
issued by large-sized banks as the Source Photonics Group did not expect that there would be any
significant losses from non-performance by these reputable banks.

(iii) Other Receivables

Other receivables at the end of each of the periods are mainly comprised of deposits, export tax refund
and others. The Source Photonics Group considers the probability of default upon initial recognition of the
assets and whether there has been significant increase in credit risk on an ongoing basis throughout Track
Record Period. To assess whether there is a significant increase in credit risk, the Source Photonics Group
compares risk of a default occurring on the assets as of the reporting date with the risk of default as of the
date of initial recognition. Especially the following indicators are incorporated:

e actual or expected significant adverse changes in business, financial or economic conditions that
are expected to cause a significant impact on the debtor’s ability to meet its obligations;

* external credit rating of the counterparty;
* actual or expected significant adverse changes in the operating results of the debtor; and

» significant changes in the expected performance and behavior of the debtor, including changes in
the payment status of debtor.

Regardless of the analysis above, a significant increase in credit risk is presumed if a debtor is more
than 365 days past due in making a contractual payment.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

3.2 Credit Risk (Continued)

(b) Impairment of Financial Assets (Continued)

(iii) Other Receivables (Continued)

If the credit risk of the asset is in line with original expectations, the Source Photonics Group
categorizes the asset as performing and recognizes 12 months expected credit losses (Stage 1). If a
significant credit risk of the asset has occurred compared to original expectations or the credit is impaired,
the asset is categorized as underperforming or non-performing and lifetime expected credit losses are

recognized (Stages 2 and 3):

Set out below is the information about credit risk exposure on the Source Photonics Group’s other
receivables:

Stage 1 Stage 2 Stage 3 Total
RMB’000 RMB’000 RMB’000 RMB’000

As at December 31, 2023

Expected lossrate ........ ... ... i, 0.22% - 100.00%

Gross carrying amount . ...............ouieno... 23,563 — 142 23,705
Lossallowance ................c.cuiiiirinno.n. 52 - 142 194
As at December 31, 2024

Expectedlossrate ......... ... ... ... 0.04% - 100.00%

Gross carrying amount . .................ei..... 39,832 - 192 40,024
Lossallowance .............. ... ... 15 - 192 207
As at September 30, 2025

Expected lossrate ........ ... ... ... 0.39% - -

Gross carrying amount . ...............euieo... 53,358 - - 53,358
Lossallowance ............. ... i, . 210 - 210

The loss allowances for other receivables for the years ended December 31, 2023, 2024 and nine
months ended September 30, 2024 and 2025 reconcile to the opening loss allowances are as follows:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Opening loss allowance ................. 147 194 194 207
Loss allowance recognized, net ........... 46 12 15 4
Currency translation differences .. ......... 1 1 (D) (D)
Closing loss allowance ................. 194 207 208 210
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)
3.3 Liquidity Risk

The Source Photonics Group intends to maintain sufficient cash and cash equivalents. Due to the
dynamic nature of the underlying business, the policy of the Source Photonics Group is to regularly monitor
the Source Photonics Group’s liquidity risk and to maintain adequate liquid assets such as cash and cash
equivalents and term deposits or to retain adequate financing arrangements to meet the Source Photonics
Group’s liquidity requirements.

The tables below analyze the Source Photonics Group’s financial liabilities that will be settled into
relevant maturity groupings based on the remaining period at each balance sheet date to their contractual
maturity date. The amounts disclosed in the table are the contractual undiscounted cash flows. Balances due
for the corresponding period equal their carrying balances as the impact of discounting is not significant.

Total
Lessthan1 Between1 Between 2 Over 5 carrying
year and 2 years and 5 years years Total amount

RMB’000 RMB’000 RMB’000 RMB’000  RMB’000  RMB’000

As at

December 31,

2023
Trade payables . . . . 517,025 - - - 517,025 517,025
Accruals and other

payables

(excluding

non-financial

liabilities) ... ... 11,911 — - - 11,911 11,911
Lease liabilities . . . 26,514 26,198 55,071 70,525 178,308 146,714
Other financial

liabilities at fair

value through

profit or loss

(FVIPL) ...... 2,625,085 - - - 2,625,085 2,625,085
Convertible

bonds ......... 327,107 - - - 327,107 321,304
Borrowings . ..... 590,336 11,288 - - 601,624 592,811

4,097,978 37,486 55,071 70,525 4,261,060 4,214,850
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

3.3 Liquidity Risk (Continued)

Total
Less than Between1 Between 2 Over carrying
1 year and 2 years and 5 years 5 years Total amount

RMB’000 RMB’000  RMB’000 RMB’000  RMB’000  RMB’000

As at December 31,

2024
Trade payables ....... 916,370 - - - 916,370 916,370
Accruals and other

payables (excluding

non-financial

liabilities) ......... 14,011 - - - 14,011 14,011
Lease liabilities .. .... 26,471 20,389 53,303 53,276 153,439 127,761
Convertible bonds . ... 387,953 - - - 387,953 374,483
Borrowings . ......... 469,381 — — — 469,381 461,575

1,814,186 20,389 53,303 53,276 1,941,154 1,894,200

Total
Less than Between1 Between 2 Over carrying
1 year and 2 years and 5 years 5 years Total amount

RMB’000 RMB’000 RMB’000 RMB’000  RMB’000  RMB’000

As at September 30,

2025
Trade payables ....... 1,493,304 - - - 1,493,304 1,493,304
Accruals and other

payables (excluding

non-financial

liabilities) ......... 15,848 - - - 15,848 15,848
Lease liabilities ... ... 21,063 18,534 60,660 34,896 135,153 113,389
Convertible bonds . . .. 21,600 361,800 - - 383,400 422,675
Borrowings .......... 568,846 10,027 578,873 568,618

2,120,661 390,361 60,660 34,896 2,606,578 2,613,834
The interest rate of borrowings and lease liabilities are disclosed in Note 27 and Note 17, respectively.

3.4 Capital Management

The primary objectives of the Source Photonics Group’s capital management are to safeguard the
Source Photonics Group’s ability to continue as a going concern and to maintain healthy capital ratios in
order to support its business and maximize shareholders’ value.

The Source Photonics Group manages its capital structure in light of changes in economic conditions
and the risk characteristics of the underlying assets. To maintain or adjust the capital structure, the Source
Photonics Group may issue new shares, sell assets to reduce debt or raise additional funding from
shareholders or banks as and when necessary. The Source Photonics Group is not subject to any externally
imposed capital requirements. No changes were made in the objectives, policies or processes for managing
capital during the years ended December 31, 2023, 2024 and nine months ended September 30, 2024 and
2025.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

3. FINANCIAL RISK MANAGEMENT (Continued)

3.4 Capital Management (Continued)

The Source Photonics Group monitors capital on the basis of the debt to asset ratio as at December 31,

2023, 2024 and September 30, 2025 are as follows:

As at
As at December 31 September 30
2023 2024 2025
RMB’000  RMB’000 RMB’000
Total assets . .........ouiiiiinii 2,282,170 3,100,981 4,369,608
Total liabilities ............. ... ..., 4,303,775 2,117,734 2,889,147
Debttoassetratio ............couvuvnineenen... 188.58% 68.29% 66.12%

3.5 Fair Value Estimation

(a) Determination of Fair Value and the Fair Value Hierarchy of Financial Instruments

This note provides information on how the Source Photonics Group determines the fair values of

various financial assets and liabilities.

For financial reporting purposes, fair value measurements are categorized into Level 1, 2 or 3 based on
the degree to which the inputs to the fair value measurements are observable and the significance of the
inputs to the fair value measurement in its entirety, which are described as follows:

e Level 1 inputs are quoted prices (unadjusted) in active markets for identical assets or liabilities

that the entity can access at the measurement date;

e Level 2 inputs are inputs, other than quoted prices included within Level 1, that are observable for

the asset or liability, either directly or indirectly; and

*  Level 3 inputs are unobservable inputs for the asset or liability.
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3.

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

FINANCIAL RISK MANAGEMENT (Continued)

3.5 Fair Value Estimation (Continued)

(a) Determination of Fair Value and the Fair Value Hierarchy of Financial Instruments (Continued)

The Source Photonics Group

As at December 31, 2023

Financial assets

Financial assets at fair value through profit or
loss (FVTPL)
- Wealth management products ............

Financial assets at fair value through other
comprehensive income (FVOCI)
- Notes receivables at FVOCI .............

Total financial assets .....................

Financial liabilities
- Derivative financial liabilities ............
- Convertiblebonds .....................
- Preferredshares .......................

Total financial liabilities ..................

As at December 31, 2024

Financial assets

Financial assets at fair value through profit or loss
(FVTPL)
- Wealth management products ...............

Financial assets at fair value through other
comprehensive income (FVOCI)
- Notes receivables at FVOCI ................

Total financial assets ........................

Financial liabilities
- Convertiblebonds ........................

Level 1 Level 2 Level 3 Total
RMB’000 RMB’000 RMB’000 RMB’000
- 81,000 - 81,000

- - 28,217 28,217

- 81,000 28,217 109,217

- 75 - 75

- - 321,304 321,304

- - 2,625,010 2,625,010

- 75 2,946,314 2,946,389
Level 1 Level 2 Level 3 Total
RMB’000 RMB’000 RMB’000 RMB’000
- 14,020 - 14,020

- - 6,022 6,022

- 14,020 6,022 20,042

- - 374,483 374,483

- - 374,483 374,483

Total financial liabilities .....................
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

3. FINANCIAL RISK MANAGEMENT (Continued)

3.5 Fair Value Estimation (Continued)

(a) Determination of Fair Value and the Fair Value Hierarchy of Financial Instruments (Continued)
As at September 30, 2025

Level 1 Level 2 Level 3 Total
RMB’000 RMB’000 RMB’000 RMB’000

Financial assets
Financial assets at fair value through profit or loss

(FVTPL)

- Wealth management products ............... — 12,035 — 12,035
Financial assets at fair value through other

comprehensive income (FVOCI)

- Notes receivables at FVOCI ................ - - 4918 4918
Total financial assets ........................ - 12,035 4,918 16,953
Financial liabilities

- Convertiblebonds ........................ - - 422,675 422,675
Total financial liabilities ..................... - - 422,675 422,675

(i) The timing of transfers is determined at the date of the event or change in circumstances that caused
the transfers. During the Track Record Period, there was no transfer between Level 1 and Level 2.

(b) The Source Photonics Group’s Valuation Process
For the financial assets and financial liabilities, including level 3 fair values, the Source Photonics
Group’s finance department performs the valuations for financial reporting purpose. The finance
department reports the valuation results to the management.

(¢) Transfers between levels in the hierarchy
For the years ended December 31, 2023, 2024 and nine months ended September 30, 2024 and 2025,

there were no transfers into or out of Level 3 fair value measurements of the Source Photonics Group’s
financial instruments.
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

3.5 Fair Value Estimation (Continued)

(d) The reconciliation of Level 3 assets and liabilities are analyzed below

Financial assets at FVOCI - Notes receivables

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Opening balance .................... 25,259 28,217 28,217 6,022
Additions/(disposals):
Notes receivables at FVOCI ......... 2,958 (22,195) (28,012) (1,104)
Closing balance ..................... 28,217 6,022 205 4,918
Financial liabilities at FVTPL - Convertible bonds
Year ended December 31 Nine months ended September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Opening balance ................. — 321,304 321,304 374,483
Issuance of convertible bond . ....... 356,068 177,563 177,563 360,000
Settlement of convertible bond . . . ... (35,459) (142,246) (142,246) (385,499)
Changes in fair value through profit or
loss & o 695 17,862 12,489 73,691
Closing balance .................. 321,304 374,483 369,110 422,675
Financial liabilities at FVTPL- Preferred shares
Year ended December 31 Nine months ended September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Opening balance ................... 2,513,748 2,625,010 2,625,010 -
Issuance of Series A, Series B and Series
C preferred shares (Note 25) ........ 3 - - -
Modification of terms in Preferred
Shares (Note 25) .. ............... — (1,989,251) (1,989,251) -
Changes in fair value through profit or
loss/Gain on modification of terms in
Preferred Shares ................. 68,283 (648,126) (648,126) -
Foreign currency translation
differences ..................... 42,976 12,367 12,367 -
Closing balance ................... 2,625,010 - - -
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
3. FINANCIAL RISK MANAGEMENT (Continued)

3.5 Fair Value Estimation (Continued)

(e) Valuation Inputs and Relationships to Fair Value (Continued)

Other than described above, there were no significant unobservable inputs that materially affect its fair
values.

Sensitivity analysis is performed by the management to assess the exposure of the Source Photonics
Group’s financial results to fair value changes of Convertible Bond and FVOCT at the end of each Track
Record Period.

If the discount rate of the Note receivable at FVOCI held by Source Photonics Group had been 0.5%
higher/lower, the fair values of the Note receivable at FVOCI held by the Source Photonics Group as at
December 31, 2023, 2024 and September 30, 2025 would have been approximately RMB73,000,
RMB23,000 and RMB7,000 lower, or RMB74,000, RMB24,000 and RMB7,000 higher respectively.

If the discount rate of the Convertible Bond at FVTPL had been 0.5% higher/lower, the fair values of
the Convertible Bond at FVTPL as at December 31, 2023, 2024 and September 30, 2025 would have been
approximately RMB 1,705,000, RMB428,000 and RMB1,978,000 lower, or RMB 1,723,000, RMB430,000
and RMB1,998,000 higher respectively.

If the discount rate of the Financial liabilities at FVTPL had been 0.5% higher/lower, the fair values of
the Preferred shares at FVTPL as at December 31, 2023, 2024 and September 30, 2025 would have been
approximately RMB 1,219,000, nil and nil lower or RMB6,028,000, nil and nil higher respectively.

4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS

The Source Photonics Group continually evaluates the critical accounting estimates and key
judgements applied based on historical experience and other factors, including expectations of future events
that are believed to be reasonable.

The critical accounting estimates and key assumptions that have a significant risk of causing a material
adjustment to the carrying amounts of assets and liabilities are outlined below:

(a) Allowance for Expected Credit Loss of Receivables

Except for certain trade receivables from customers with specific credit risk that management adopts
an individual impairment assessment approach, the Source Photonics Group uses a provision matrix to
calculate ECLs for trade receivables. The loss allowances for receivables are based on assumptions about
risk of default and expected loss rates to determine the expected loss. The Source Photonics Group uses
judgement in making these assumptions and selecting the inputs to the impairment calculation. The
historical loss rates are adjusted to reflect the forward-looking information on macroeconomic factors as
well as the credit rating analysis of respective customers and other external data which have impacts to the
ability of the customers to settle the receivables.

The Source Photonics Group takes into account different macroeconomic scenarios in considering
forward-looking information in Chinese mainland and abroad. The Source Photonics Group regularly
monitors and reviews the key macroeconomic assumptions and parameters related to the calculation of
expected credit losses. The Source Photonics Group has identified the Gross Domestic Product (“GDP”) of
the countries in which it sells its goods to be the most relevant factors, and accordingly adjusts the historical
loss rates based on expected changes in these factors.
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
4. CRITICAL ACCOUNTING ESTIMATES AND JUDGEMENTS (Continued)
(b) Estimated Net Realizable Value of Inventories

In accordance with the Source Photonics Group’s accounting policy, the Source Photonics Group
estimates net realizable value of inventories based on specific facts and circumstances. For different types of
inventories, it requires the estimation on selling prices, costs of conversion, selling expenses and the related
tax expense to calculate the net realizable amount of inventories. For inventories held for executed sales
contracts, management estimates the net realizable amount based on the contracted price. For raw materials
and work-in-progress, management has established a model in estimating the net realizable amount at which
the inventories can be realizable in the normal course of business after considering the manufacturing
cycles, production capacity and forecasts, estimated future conversion costs and selling prices. Management
also takes into account the price or cost fluctuations and other related matters occurring after the end of the
year which reflect conditions that existed at the end of each year.

It is reasonably possible that if there is a significant change in circumstances including the Source
Photonics Group’s business and the external environment, outcomes would be significantly affected.

(¢) Property, Plant and Equipment and Intangible Assets — Estimated Useful Lives and Residual Values

The Source Photonics Group determines the estimated useful lives and residual values (if applicable)
and consequently the related depreciation/amortization charges for its property, plant and equipment and
intangible assets (excluding freehold land and goodwill). These estimates are based on the historical
experience, anticipated change of technology, market condition and the actual consumptions of related
assets. The depreciation/amortization charge will increase when useful lives are less than previously
estimated. In addition, technically obsolete or non-strategic assets that have been abandoned or sold will be
written off or written down.

Actual economic lives may differ from estimated useful lives and actual residual values may differ
from estimated residual values. Periodic review could result in change in useful lives and residual values
and therefore change in depreciation/amortization expense in future periods.

(d) Income Tax and Deferred Taxation

Estimation and judgement are required in determining the amount of the provision for income tax.
There are transactions and calculations for which the ultimate tax determination is uncertain during the
ordinary course of business. Where the final tax outcome of these matters is different from the amounts that
were initially recognized, such differences will impact on the income tax and deferred taxation provisions in
the period in which such determination is made.

Deferred tax assets are recognized for unused tax losses and deductible temporary differences to the
extent that it is probable that taxable profit will be available against which the losses and deductible
temporary difference can be utilized. Significant estimation is required in determining the recoverability of
deferred tax assets.

In the event that future tax rules and regulations or related circumstances change, adjustments to

current and deferred taxation may be necessary which would impact on the Source Photonics Group’s
results or financial position.
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
5. OPERATING SEGMENT INFORMATION
Description of Segments and Principal Activities

Operating segment is reported in a manner consistent with the internal reporting provided to the chief
operating decision maker (“CODM?”). The executive directors assess the financial performance and position
of the Source Photonics Group and make strategic decisions. The executive directors, which has been
identified as being the CODM, consists of the executive director, the chief financial officer and the
managers for each business unit. The CODM reviews the Source Photonics Group’s internal reporting in
order to assess performance, allocate resources, and determine the operating segment based on these reports.

For management purposes, the Source Photonics Group operates as a single business unit organised by
products, with one operating segment that principally engages in the provision of optical module-related
products.

Geographical Information

As at December 31 As at September 30

2023 2024 2025
RMB’000  RMB’000 RMB’000
Non-current assets (exclude financial investments
(other than equity-accounted investees),
deferred tax assets)
-Chinese mainland ........................ 454,331 596,927 894,191
SOVEISEAS o oot 367,516 375,989 406,171
821,847 972,916 1,300,362
6. REVENUE
(a) Disaggregation of revenue by the products’ application
Year ended December 31 Nine months ended September 30
2023 2024 2024 2025
Revenue Cost Revenue Cost Revenue Cost Revenue Cost

RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited) (Unaudited)

Telecom . .... 826,037 663,585 971,225 743,653 673,315 534,672 599,577 491,864
Data centers .. 460,061 389,7921,940,4351,310,712 1,194,932 858,404 3,007,239 2,116,332
Others (i) .... 19,047 3,369 33,672 11,884 21,829 7,910 20,699 9,485

1,305,145 1,056,746 2,945,332 2,066,249 1,890,076 1,400,986 3,627,515 2,617,681
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

I

6.

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

REVENUE (Continued)

(a) Disaggregation of revenue by the products’ application (Continued)

(i) Others mainly consist of income from the sale of materials.

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000  RMB’000
(Unaudited)
Recognized at a point in time ... .... 1,305,145 2,945,332 1,890,076 3,627,515

The major customers which contributed more than 10% of total revenue of the Source Photonics Group

for the years ended December 31, 2023, 2024 and nine months ended September 30, 2024 and 2025 are
listed as below:

(b)

Year ended December 31 Nine months ended September 30
2023 2024 2024 2025
RMB’000 %  RMB’000 %0 RMB’000 %0 RMB’000 %
(Unaudited) (Unaudited)
Customer A ...... - - - - - - - -
CustomerB ....... 139,786 10.71 — — — — — —
Customer C . ...... - - 431,615 14.65 261,255 13.82 1,072,176 29.56
CustomerD ...... - - 317,007 10.76 218,156 11.54 - -

Geographical Information

Source Photonics is domiciled in Chinese mainland. The amount of the Source Photonics Group’s

revenue from contracts with customers by location is shown in the table below:

Nine months ended
Year ended December 31 September 30

2023 2024 2024 2025
RMB’000 RMB’000  RMB’000  RMB’000
(Unaudited)
Chinese mainland . ....................... 505,583 985,992 716,495 1,228,207
OVEISCAS vttt e e i et e e e 799,562 1,959,340 1,173,581 2,399,308

1,305,145 2,945,332 1,890,076 3,627,515
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
6. REVENUE (Continued)
(¢) Contract Liabilities
During the Track Record Period, the additions to the contract liabilities were primarily due to cash

collections in advance of fulfilling performance obligations, while the reductions to the contract liabilities
were primarily due to the recognition of revenues upon fulfillment of performance obligations.

As at December 31 As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000

Contract liabilities . . . .. ... i 117 1,232 259

As at January 1, 2023, the Source Photonics Group’s contract liabilities from customers amounted to
approximately RMB 217,000.

The following table shows how much of the revenue, which was included in the contract liabilities at
the beginning of the period, recognized during the Track Record Period relates to carried-forward contract
liabilities:

Year ended Nine months ended
December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Revenue recognized that was included in the beginning

balance ......... ... 154 87 1,232

Management expects that approximately RMB259,000 of the unsatisfied obligation as at
September 30, 2025 will be recognized as revenue during the next year.

(d) Accounting Policies and Significant Judgements for Revenue Recognition

The Source Photonics Group recognizes revenue when (or as) a performance obligation is satisfied,
i.e., when control of the goods or services underlying the particular performance obligation is transferred to
the customer.

If control of the goods and services transfers over time, revenue is recognized over the period of the
contract by reference to the progress towards complete satisfaction of that performance obligation.
Otherwise, revenue is recognized at a point in time when the customer obtains control of the goods and
services.

When the consideration in a contract includes a variable amount, the amount of consideration is
estimated to which the Source Photonics Group will be entitled in exchange for transferring the goods or
services to the customer. The variable consideration is estimated at contract inception and constrained until
it is highly probable that a significant revenue reversal in the amount of cumulative revenue recognized will
not occur when the associated uncertainty with the variable consideration is subsequently resolved.

If a customer pays consideration or Source Photonics has a right to an amount of consideration that is
unconditional, before Source Photonics transfers goods or services to the customer, Source Photonics
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
6. REVENUE (Continued)
(d) Accounting Policies and Significant Judgements for Revenue Recognition (Continued)

presents the contract liability when the payment is made. A contract liability is Source Photonics’ obligation
to transfer goods or services to a customer for which Source Photonics has received consideration (or an
amount of consideration is due) from the customer.

The Source Photonics Group generally offers assurance-type warranties to customers and such
warranties are not considered a distinct performance obligation to customers. The Source Photonics Group
accounts for the warranty in accordance with IAS 37 and the estimated warranty cost was not material for
the Track Record Period (Note 30).

The credit period granted to customers by the Source Photonics Group is determined based on their
credit risk characteristics, which is consistent with industry practice, and there is no significant financing
component.

Products revenue

The Source Photonics Group primarily engaged in production and sales of optical transceiver
components, optical devices, modules, and chips used in data centers, optical transmission, wireless
networks, and access networks.

Revenue from domestic product sales under the VMI (Vendor-Managed Inventory) model, is
recognized at a point in time when the customer actually picks up and uses the goods, because it is only at
this point that the customer obtains the ability to direct the use of the goods (such as the right to sell, process
or otherwise dispose of the goods at its own discretion) and assumes the significant risks and rewards of
ownership of the goods, including the risks of price fluctuations, obsolescence, damage or loss of the
relevant goods.

Revenue from domestic product sales (excluding the VMI model) is recognized at a point in time when
the Source Photonics Group has delivered the products to the location specified in the sales contract, the
buyer has confirmed acceptance of the products, and both parties have signed the delivery order. Upon such
acceptance, the customer gains the right to sell the products at its discretion and assumes the risks associated
with the products, including price fluctuations, obsolescence, and loss.

Revenue from overseas sales of products is recognized at a point in time when control of the goods
transfers to the customer. The specific point of revenue recognition for overseas sales varies based on the
Incoterms agreed in the sales contract, with each term dictating the stage at which control, along with
associated risks and rewards, transfer to the customer, as detailed below:

e For EXW (Ex Works) terms: revenue is recognized when the goods are made available to the
customer at Source Photonics’ premises. At this stage, the customer obtains unconditional access
to the goods, gains the ability to direct their use (e.g., arrange transportation, resell, or process the
goods at its own discretion), and assumes all significant risks and rewards of
ownership—including risks of damage, loss, or price fluctuations of the goods from Source
Photonics’ premises onwards.

*  For FOB (Free on Board), CIF (Cost, Insurance and Freight), and FCA (Free Carrier) terms:
revenue is recognized at a point in time once Source Photonics has completed customs declaration
formalities for export and obtained the bill of lading. This stage is deemed the transfer of control
because, upon customs clearance and shipment, the customer obtains the right to take title to the
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

6. REVENUE (Continued)

(d) Accounting Policies and Significant Judgements for Revenue Recognition (Continued)

goods (evidenced by documents such as the bill of lading), gains the ability to direct the
subsequent transportation and disposal of the goods, and bears significant risks and
rewards—including risks of loss during transit, price fluctuations, and obsolescence of the goods.

e For DAP (Delivered at Place) and DDP (Delivered Duty Paid) terms: revenue is recognized at a
point in time when the customer has received and signed for the goods at the named destination
specified in the contract. At this point, the customer has fully taken possession of the goods,
obtained the ability to direct their use (e.g., resell, store, or process) and obtain substantially all of
the remaining economic benefits from the goods, while also assuming all significant risks and

rewards incidental to ownership.

7. OTHER INCOME

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Government grants . ..................... 18,726 15,383 6,534 12,962
Others ..., 1,711 1,785 867 1,278
20,437 17,168 7,401 14,240

8. OTHER GAINS/(LOSSES), NET

Year ended Nine months ended
December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Net foreign exchange gains/(losses) . ............ 18,791 20,603 (11,841) (9,903)
Fair value changes on financial liabilities at
FVTIPL ... ... . . . . (70,112)  (21,032) (15,650) (73,691)
Fair value changes on financial assets at FVTPL . . . 1,420 20 - 35
Gain on modification of terms in Preferred
Shares ............. i - 648,126 648,126 -
Net losses on disposal of property, plant and
equipment and other long-term assets ......... (432)  (10,757) (4,857) (4,552)
Gains from financial assets at FVTPL during
holding period .. ....... ... ... .. .. ... ... .. 194 610 154 84
Compensation expense in connection with
convertiblebond ................. ... ...... - - - (41,558)
Otheritems . ............uriiirenenrannnnn. (56) (2,722) 684 14
(50,195) 634,848 616,616 (129,571)
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
9. EXPENSE BY NATURE

Expenses included in cost of revenue, general and administrative expenses, selling and marketing
expenses and research and development expenses are analyzed as follows:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Raw materials and consumables used . . . .. 784,311 1,743,414 1,136,425 2,212,107
Employee benefits expenses ............ 301,379 434,138 262,568 410,149
Depreciation and amortization .......... 106,294 115,127 79,407 119,377
Utility costs .. ..o 22,344 30,072 17,350 28,286
Inventory impairment ................. 7,861 16,618 7,339 22,798
Transportation costs .. ................ 6,506 18,554 11,310 25,673
Maintenance exXpenses . ............... 6,013 10,620 6,862 16,763
AZENCY EXPENSeS .« . v vv vt 23,876 7,354 6,842 12,597
Auditor’s Services .. ............ou..n. 814 814 814 814
Otherexpenses (i) .. ...vvvvnvnennn.. 48,964 58,452 51,499 80,042

1,308,362 2,435,163 1,580,416 2,928,606

(i) Other expenses primarily include taxes and surcharges, short-term rental fees, bank service fees, office
administrative expenses and traveling expenses,etc.

10. EMPLOYEE BENEFIT EXPENSES (INCLUDING DIRECTOR’S REMUNERATION)

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000  RMB’000 RMB’000 RMB’000
(Unaudited)
Salaries, wages and bonuses .............. 217,330 346,148 212,104 348,544
Share-based compensation expenses . ....... 26,529 7,153 7,153 -
Housing fund, medical insurance and other

socialinsurance ...................... 28,114 43,439 22,450 32,057
Pension costs . ... 22,312 31,000 15,603 22,421
Other employee benefits . ................. 7,094 6,398 5,258 7,127

301,379 434,138 262,568 410,149

(i) The Source Photonics Group is required to make contributions for its employees in the PRC to the
state-sponsored retirement plan at a certain rate based on the qualified salaries of the individual
employees. The PRC government is responsible for the pension liability of the retired employees.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
11. FINANCE COSTS, NET

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Finance income:
Interestincome .......... .. ... ... .. ... 863 710 824 5,469
Finance costs:
Interest expenses on lease liabilities ......... (4,836) (4,821) 4,073) 4,472)
Interest expenses on borrowings . ........... (41,924) (20,411) (14,719) (22,112)
Net exchange losses on foreign currency
borrowings ............ ... ... (6,188) (3,157) (1,210) (304)
Finance coststotal ...................... (52,948) (28,389) (20,002) (26,888)
Finance costs,net ...................... (52,085) (27,679) (19,178) (21,419)

12. INCOME TAX EXPENSE

The income tax expense of the Source Photonics Group during the Track Record Period are analyzed
as follows:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000  RMB’000 RMB’000 RMB’000
(Unaudited)
Current income tax on profits for the
year/period . ......... ... ... 5,519 53,042 15,846 66,786
Deferredincome tax . ..................... (1,101) 29,726 18,146 18,753
4,418 82,768 33,992 85,539

The Source Photonics Group is subject to income tax on an entity basis on profits arising in or derived
from the different jurisdictions in which members of the Source Photonics Group are domiciled and operate.

(a) PRC Corporate Income Tax

In accordance with the relevant regulations of the Enterprise Income Tax laws (the “EIT Law”) of the
PRC, the applicable statutory tax rate of the PRC subsidiaries is 25% unless those subject to tax exemption
set out below.

During the Track Record Period, certain subsidiaries of the Source Photonics Group have obtained

High and New Technology Enterprises certification (“HNTE”) and hence they are entitled to a preferential
corporate income tax rate of 15% for a valid period of 3 years.
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II NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
12. INCOME TAX EXPENSE (Continued)
(b) Taiwan Corporate Income Tax

The profit tax for profit-seeking enterprises in Taiwan is calculated based on the estimated assessable
profits, with an applicable tax rate of 20%.

(c) Macao Corporate Income Tax

The profit tax for profit-seeking enterprises in the Macao region is calculated based on the estimated
assessable profits, with an applicable tax rate of 12%.

(d) U.S. Corporate Income Tax

The corporate income tax (with the nature of profit tax) in the United States adopts a hierarchical
taxation model of federal and state levels. The federal tax rate is 21%, and the state tax rate is 8.84%. If a
company incurs a loss in the current year, it only needs to pay a state tax of $800.

(e) OECD Pillar Two Model Rules

Amendments to IAS 12 “International Tax Reform - Pillar Two Model Rules” were issued on May 23,
2023 which are effective upon issuance and require retrospective application. The amendments provide a
temporary exception from deferred tax accounting for the income tax arising from tax law enacted or
substantively enacted to implement the Pillar Two model rules published by the Organization for Economic
Cooperation and Development (“OECD”).

The Source Photonics Group is within the scope of global minimum tax (“GMT”) under the OECD
Pillar Two model rules (“Pillar Two”). Subject to tax legislation enacting Pillar Two being passed in the
jurisdictions where Source Photonics and its subsidiaries operate, the Source Photonics Group is liable to
pay a top-up tax for any deficiency between the minimum tax rate of 15% and the effective tax rate per
respective jurisdiction. The Source Photonics Group applies the TAS 12 exception to recognition and
disclosure information about deferred tax assets and liabilities relating to Pillar Two income taxes.

For those jurisdictions where the Pillar Two legislation was enacted but not effective at the reporting
date, the Source Photonics Group has no related current tax exposure. However, certain subsidiaries of
Source Photonics are located in jurisdictions where Pillar Two legislation was effective, and the Source
Photonics Group’s assessment indicates that there is no material related current tax exposure in these
jurisdictions during Track Record Period.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
12. INCOME TAX EXPENSE (Continued)

The income tax on the Source Photonics Group’s profit before income tax differs from the theoretical
amount that would arise using the enacted tax rate applicable to profits of the subsidiaries as follows:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000  RMB’000  RMB’000  RMB’000
(Unaudited)
Profit/(loss) before income tax .......... (85,951) 1,133,222 914,301 560,795
Calculated at the PRC taxation rate of Source
Photonics (25%) . ... (21,487) 283,306 228,575 140,199
Effect of different tax rates applicable to
subsidiaries (1) ...................... 27,939 (203,847) (186,238) (49,278)
Non-deductible expenses for tax purposes . . . 5,863 12,971 3,198 6,308
Unused tax losses and temporary differences
not recognized as deferred tax assets
(1) oo 183 177 103 2,082
Super deduction for research and
development expenses (iii) ............. (7,784) (14,339)  (11,756) (16,525)
Previously unrecognized tax losses and used
to reduce deferred tax expense . ......... (1,574) (2,060) (1,442) -
Others . ... 1,278 6,560 1,552 2,753
4,418 82,768 33,992 85,539

(i) Reconciling differences are attributable to variations between the statutory tax rates applicable to
certain subsidiaries and the parent Company’s 25% rate.

(i) Deferred income tax assets relating to these unused tax losses are not recognized as the
management considers it is uncertain to utilize these unrecognized tax credits prior to their expiry
dates mainly based on considerations of future profitability.

(ii1) According to the relevant laws and regulations promulgated by the State Taxation Administration
of the PRC, enterprises engaging in research and development activities are entitled to claim
200% of it for the remaining period, so incurred as tax deductible expenses when determining
their assessable profits for that year (“Super-deduction”). The Source Photonics Group has made
its best estimation for the Super-deduction to be claimed for the Source Photonics Group’s entities
in ascertaining their assessable profits for the years ended December 31, 2023, 2024 and nine
months ended September 30, 2025. In addition, in Taiwan region of China, if research and
development (R&D) projects comply with the local regulatory requirements, 15% of the applied
amount can be directly offset against the current year’s tax liability.

13. DIVIDENDS

No dividend has been paid or declared by Source Photonics during the Track Record Period.
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I

14.

®

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

NOTES RECEIVABLES AT FAIR VALUE THROUGH OTHER COMPREHENSIVE
INCOME

The Source Photonics Group

As at
As at December 31 September 30
2023 2024 2025

RMB’000  RMB’000 RMB’000

Current:
- Notes receivables at FEVOCI (i) .................... 28,217 6,022 4,918

Notes receivables at FVOCI

These notes receivables were classified and measured at fair value through other comprehensive

income as they are held within a business model with the objective of both collecting contractual cash flows
and selling.

The Source Photonics Group

As at
As at December 31 September 30
2023 2024 2025
RMB’000  RMB’000 RMB’000
Carrying amount of notes receivables at FVOCI .......... 28,217 6,022 4,918
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

I NOTES TO THE HISTORICAL FINANCIAL INFORMATION

16. PROPERTY, PLANT AND EQUIPMENT (Continued)

(a) Property, plant, and equipment are stated at historical cost less accumulated depreciation and
accumulated impairment losses. Historical cost includes expenditure that is directly attributable to

the acquisition of the items.

Depreciation is calculated using the straight-line method to allocate their cost, net of their residual values,
over their estimated useful lives or, in the case of leasehold improvements, the shorter of lease term as follows:

Machinery equipment 5-12 years

Electronic equipment 5 years

Office equipment and others 5 years

Motor vehicles 5 years

Leasehold improvements Shorter of their useful lives and lease terms

See Note 41 for the other accounting policies relevant to property, plant and equipment.

(b) Depreciation of the Source Photonics Group’s property, plant and equipment has been recognized

as follows:
Nine months ended
Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Costofrevenue .......... ..., 57,932 66,785 43,832 68,962
General and administrative expenses .. ...... 3,073 2,705 2,395 6,874
Research and development expenses . . ...... 7,375 8,667 8,070 9,671
Selling and marketing expenses ............ 198 193 145 150
Inventories ......... ... . . .. ... . 924 1,317 1,844 2,292
69,502 79,667 56,286 87,949
17. LEASE

17.1 The Source Photonics Group and Source Photonics as the lessee
(a) Amounts Recognized in the Consolidated Statements of Financial Position

The Source Photonics Group

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000

Right-of-use assets
Buildings . ... 118,414 105,090 95,369
Landuseright ....... ... ... .. ... .. .. .. ... ... 105 50 13
Others . ... 149 84 -
118,668 105,224 95,382
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

17. LEASE (Continued)

17.1 The Source Photonics Group and Source Photonics as the lessee (Continued)

(a) Amounts Recognized in the Consolidated Statements of Financial Position (Continued)

The Source Photonics Group (Continued)

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000

Lease liabilities
CUurrent . ... 20,391 20,722 15,651
Non-current . ...........iii . 126,323 107,039 97,738
146,714 127,761 113,389

(i) Additions to the right-of-use assets during the years ended December 31, 2023, 2024 and nine
months ended September 30, 2024 and 2025 were approximately RMB 198,000, RMB 3,596,000,
RMB 3,659,000 and nil, respectively.

(b) The lease payments are discounted using the interest rate implicit in the lease. If that rate cannot be
readily determined, which is generally the case for leases in Source Photonics Group, the lessee’s
incremental borrowing rate is used. The discount rate used during the years ended December 31, 2023,
2024 and nine months ended September 30, 2024 and 2025 were ranged from 4.50%—4.79%,
4.50%—4.79%, 4.50%—4.79% and 3.00%—4.79%, respectively.

(¢) Depreciation charges of right-of-use assets have been recognized as follows:

The consolidated statements of profit or loss and the consolidated statements of cash flow contain the
following amounts relating to leases:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000  RMB’000
(Unaudited)
Depreciation charge of right-of-use assets:
Landuseright ................ ... 56 51 38 39
Buildings .......... ... .. . ... 15,611 14,177 11,376 11,313
Others .............coiiiin... 144 67 50 50
15,811 14,295 11,464 11,402
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

17. LEASE (Continued)

17.1 The Source Photonics Group and Source Photonics as the lessee (Continued)

(c¢) Depreciation charges of right-of-use assets have been recognized as follows (Continued):

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000  RMB’000
(Unaudited)

Interest expense (included in finance cost) . . . 4,836 4,821 4,073 4,472
Expense relating to short-term and low value

leases not included in lease liabilities . . . .. 2,356 3,632 2,602 3,510

7,192 8,453 6,675 7,982

The total cash outflows for lease payments during the years ended December 31, 2023, 2024 and nine
months ended September 30, 2024 and 2025 were approximately RMB 29,592,000, RMB 30,661,000,
RMB 22,742,000 and RMB 15,298,000, respectively.

As a lessee, the Source Photonics Group mainly leases buildings, office equipment and motor vehicles.
Lease contracts typically have fixed terms, ranging from 3 to 5 years for office equipment, motor vehicles
and 3 to 15 years for buildings. They are stated at cost less accumulated depreciation and accumulated
impairment losses.

See Note 41 for the other accounting policies relevant to lease.

17.2 The Source Photonics Group as the lessor
(a) Operating Lease

(i) Lease Income

The Source Photonics Group

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000  RMB’000
(Unaudited)
Leaseincome .............. ..., 161 140 116 55
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17.2 The Source Photonics Group as the lessor (Continued)

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

(a) Operating Lease (Continued)

(ii) Undiscounted lease payments to be received arising from non-cancellable leases based on the lease

18.

contract signed with lessee

Within 1 year.............
lto2years ..............

INTANGIBLE ASSETS

At January 1, 2023

Cost ...... ... ...

Accumulated

amortization . .........

Carrying amounts . ......

Year ended
December 31, 2023
Opening carrying

amounts .............
Additions ..............

Transfers from Research

and Development . . . ...
Disposals ..............
Amortization charges . . . ..

Foreign currency

translation differences . .

Closing carrying

amounts ............

At December 31, 2023

Cost ...... ... ..

Accumulated

amortization . .........

Carrying amounts . .. ...

—IB-48 —

As at December 31 As at September 30
2023 2024 2024 2025
RMB’000  RMB’000 RMB’000  RMB’000
(Unaudited)
.............. 2,760 1,863 1,971 -
.............. 1,836 - 335 -
4,596 1,863 2,306 -
Patent Development
Software Patent right technology expenditure Total
RMB’000 RMB’000 RMB’000 RMB’000  RMB’000
50,695 46,314 68,731 43,772 209,512
(45,970) (39,698) (14,692) - (100,360)
4,725 6,616 54,039 43,772 109,152
4,725 6,616 54,039 43,772 109,152
656 - 80 44,660 45,396
- - 7,473 (7,473) -
(1,054) (6,718) (14,355) - (22,127)
62 102 521 394 1,079
4,389 - 47,758 81,353 133,500
52,089 47,100 76,964 81,353 257,506
(47,700) (47,100) (29,206) - (124,006)
4,389 - 47,758 81,353 133,500
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

18. INTANGIBLE ASSETS (Continued)

Patent Development
Software Patent right technology expenditure Total
RMB’000 RMB’000 RMB’000 RMB’000  RMB’000

At January 1, 2024
Cost .ovviiii 52,089 47,100 76,964 81,353 257,506
Accumulated

amortization . .......... (47,700) (47,100) (29,206) - (124,000)
Carrying amounts . . . ...... 4,389 - 47,758 81,353 133,500
Year ended

December 31, 2024
Opening carrying

amounts .............. 4,389 - 47,758 81,353 133,500
Additions . .............. 941 - - 44,199 45,140
Transfers from Research and

Development .......... — — 71,664 (71,664) —
Disposals ............... - - (168) - (168)
Amortization charges . .. ... (1,025) - (21,705) - (22,730)
Impairment loss

recognized ............ - - (2,306) - (2,306)
Foreign currency translation

differences ............ 332 - (360) (7,439) (7,467)
Closing carrying

amounts .............. 4,637 - 94,883 46,449 145,969
At December 31, 2024
Cost .ovviiii 51,771 47,803 147,203 46,449 293,226
Accumulated

amortization . .......... (47,134) (47,803) (50,014) - (144,951)
Accumulated impairment . . . - - (2,306) - (2,306)
Carrying amounts ....... 4,637 - 94,883 46,449 145,969
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
18. INTANGIBLE ASSETS (Continued)

Patent Development
Software Patent right technology expenditure Total

RMB’000 RMB’000  RMB’000 RMB’000 RMB’000

(Unaudited)
At January 1, 2024
COSt vv v 52,089 47,100 76,964 81,353 257,506
Accumulated amortization . . ... .. (47,700) (47,100) (29,206) - (124,006)
Carrying amounts . . ............ 4,389 - 47,758 81,353 133,500
Nine months ended

September 30, 2024
Opening carrying amounts . . . . . . . 4,389 - 47,758 81,353 133,500
Additions .................... 966 - - 32,885 33,851
Transfers from Research and

Development ............... — — 18,276 (18,276) —
Disposals .................... - - - - -
Amortization charges . .......... (739) - (12,946) - (13,685)
Foreign currency translation

differences ................. (53) - 729 (772) (96)
Closing carrying amounts . . . ... 4,563 - 53,817 95,190 153,570
At September 30, 2024
Cost oo 52,546 46,642 96,043 95,190 290,421
Accumulated amortization . . . .. .. (47,983) (46,642) (42,226) - (136,851)
Carrying amounts ............ 4,563 - 53,817 95,190 153,570
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

18. INTANGIBLE ASSETS (Continued)

Patent Development
Software Patent right technology expenditure Total
RMB’000 RMB’000  RMB’000 RMB’000 RMB’000
At January 1, 2025
COSt v v 51,771 47,803 147,203 46,449 293,226
Accumulated amortization . . ... .. (47,134) (47,803) (50,014) - (144,951)
Accumulated impairment . . . ... .. - - (2,306) - (2,306)
Carrying amounts . .. ........... 4,637 - 94,883 46,449 145,969
Nine months ended
September 30, 2025
Opening carrying amounts . . . . . .. 4,637 - 94,883 46,449 145,969
Additions .................... 1,200 - - 34,022 35,222
Transfers from Research and
Development ............... - - 11,151 (11,151) -
Disposal of subsidiaries ......... (1,823) - (10,467) (7,681) (19,971)
Disposals .................... - - (9,590) - (9,590)
Amortization changes .......... (1,049) - (21,709) - (22,758)
Impairment loss recognized . . . . .. - - (13,618) - (13,618)
Foreign currency translation
differences ................. 62 - 2,103 266 2,431
Closing carrying amounts . . . ... 3,027 - 52,753 61,905 117,685
At September 30, 2025
COSt v vt 13,773 47,176 128,802 61,905 251,656
Accumulated amortization . ... ... (10,746) (47,176) (60,394) - (118,316)
Accumulated impairment . . . ... .. - - (15,655) - (15,655)
Carrying amounts ............ 3,027 - 52,753 61,905 117,685
(a) Amortization expenses have been recognized as follows:
Year ended Nine months ended
December 31 September 30
2023 2024 2024 2025
RMB’000  RMB’000 RMB’000  RMB’000
(Unaudited)
Costofrevenue ........... ..., 3,251 842 631 2,799
General and administrative expenses .......... 13,796 20,680 12,149 14,963
Research and development expenses .......... 5,028 1,191 893 4,837
Inventories ............ ... ... ... ... 52 17 12 159
22,127 22,730 13,685 22,758
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
18. INTANGIBLE ASSETS (Continued)

(b) Amortization Methods and Periods

(i) Software

Acquired computer software licenses are capitalized on the basis of the costs incurred to acquire the
specific software.

(ii) Patent right

Separately acquired patent rights are shown at historical cost. They have limited useful lives and are
subsequently carried at cost less accumulated amortization and impairment losses.

(iii) Patent technology

Patent technology is shown at historical cost. It have limited useful lives and are subsequently carried
at cost less accumulated amortization and impairment losses.

The Source Photonics Group amortizes intangible assets with a limited useful life using the straight-
line method over the following periods:

Software 5 years
Patent rights 10 years
Patent technology 5 years

(¢) Research and Development
Research expenditure is recognized as an expense as incurred. Development Costs incurred on
development projects (relating to the design and testing of new and improved products) are recognized as
intangible assets when the following criteria are met:
e Itis technically feasible to complete the product so that it will be available for use;
* Management intends to complete the product and use or sell it;
e There is an ability to use or sell the product;

e It can be demonstrated how the product will generate probable future economic benefits;

* Adequate technical, financial and other resources to complete the development and to use or sell
the product are available; and

* The expenditure attributable to the product during its development can be reliably measured.
Other development expenditures that do not meet these criteria are recognized as an expense as
incurred. Development costs previously recognized as an expense are not recognized as an asset in a

subsequent period.

Capitalized development costs are recorded as intangible assets and amortised from the point at which
the asset is ready for use.
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II NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
18. INTANGIBLE ASSETS (Continued)
(¢) Research and Development (Continued)

The specific capitalization conditions for R&D projects are as follows: Source Photonics enters the
development phase upon project approval and receipt of the EVT (Engineering Verification Test) report,
which indicates that the product design scheme and key components are basically finalized and an
engineering prototype has been formed. The development expenditures are then transferred to intangible
assets for accounting purposes when a resolution for mass production is approved.

(d) Impairment Tests for Patent technology

For the nine months ended September 30, 2025, the Source Photonics Group recognised an impairment
provision of RMB13.6 million in respect of certain patent technology. The impairment was mainly
attributable to termination of relevant projects, weaker market demand, intensified competition and lower-
than-expected future cash flows.

Management of Source Photonics identified indicators of impairment and engaged an independent
valuer to conduct an impairment assessment on the related assets as at September 30, 2025.

The valuer performed the assessment by reference to the cash-generating unit (“CGU”) to which the
patent technology belonged. The carrying amount of the CGU was compared with its recoverable amount,
being the higher of value-in-use (“VIU”) and fair value less costs of disposal (“FVLCOD”). Based on the
assessment, the recoverable amount was determined to be value-in-use.

As a result of the cessation of related product development and commercialization activities, no
economic benefits are expected to be derived from the patent technology. Accordingly, the recoverable
amount of the related assets was assessed as nil, and Source Photonics Group recognised a full impairment
provision against their carrying amount.

(e) Impairment Tests for Development Expenditure

Development Expenditure is not subject to amortization and is tested for impairment annually, or more frequently
if events or changes in circumstances indicate that they might be impaired. An impairment loss is recognized for
the amount by which the asset’s carrying amount exceeds its recoverable amount. The recoverable amount is the
higher of an asset’s fair value less costs of disposal and value in use. For the purposes of assessing impairment,
assets are grouped at the lowest levels for which there are separately identifiable cash inflows which are largely
independent of the cash inflows from other assets or groups of assets.

The following table sets out the key assumptions, where the Source Photonics Group used five-year
period as the projection period for the cash flow forecast.

Nine months ended
Year ended December 31 September 30

Development Expenditure 2023 2024 2025

Revenue annual growthrates ................. 0% to 127.4% 0% to 26.5% 0% to 13.0%
Perpetual annual growthrates ................ 0.0% 0.0% 0.0%
Pre-tax discountrates ....................... 16.4% 16.7% 16.7%
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I NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
18. INTANGIBLE ASSETS (Continued)
(e) Impairment Tests for Development Expenditure (Continued)

Management has determined the values assigned to each of the above key assumptions as follows:

Assumption Approach used to determine values

Revenue annual growth rates . . . .. Revenue annual growth rate is estimated over the five-year forecast
period. The management of the Source Photonics Group used a five-
year period as the projection period for the cash flow forecast, which
was in line with the period length used in the corresponding strategic
planning and long-term budgeting purpose.

Perpetual annual growth rates .... This is the weighted average growth rate used to extrapolate cash
flows beyond the forecast period. The rates are determined after
making reference to long term inflation rate of the countries in which
they operate. The perpetual annual growth rates remained stable
which was due to the fact that the long-term inflation rates of the
relevant countries were relatively stable during the Track Record
Period.

Pre-tax discountrates ........... Estimated by using the weighted average cost of capital (“WACC”)
method. The WACC was calculated by referring to public market data
including risk free rate, market return, beta of comparable public
companies etc. and the specific risk of the business.

Impact of possible changes in key assumptions

Based on management’s assessment on the recoverable amounts, the headroom is as follows:

Year ended Nine months ended
December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Development Expenditure .. ...................... 315,884 372,666 571,157

The recoverable amounts would equal their carrying amounts if the key assumptions were to change as
follows:

Year ended Nine months ended

December 31 September 30

2023 2024 2025
Revenue annual growthrates . ............. ... ... ..... 30.50% 37.06% 42.00%
Pre-tax discountrates .. ........ ... .. .. ..., 94.00% 183.30% 249.00%
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

18. INTANGIBLE ASSETS (Continued)

(e) Impairment Tests for Development Expenditure (Continued)

Sensitivity analysis has been performed based on the assumptions that revenue annual growth rates and
pre-tax discount rates has been changed. Had the estimated key assumptions during the forecast period been
changed as shown below, while other parameters remain constant, the headroom would be as follows:

Year ended Nine months ended
December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Average revenue annual growth rate decreased by 1% ... 442,037 510,354 565,157
Pre-tax discount rate increased by 1% ................ 445,037 514,354 569,157

19. FINANCIAL INSTRUMENTS BY CATEGORY

The detail information of financial instruments by category during the Track Record Period is as

below:

The Source Photonics Group

Financial assets

Financial assets measured at fair value:
Notes receivables at FVOCI (Note 14) ..............
Financial assets at FVTPL (Note 25) . ...............

Financial assets measured at amortized cost:
Trade receivables Note 21) .. .....................
Restricted cash and term deposits (Note 26) ..........
Cash and cash equivalents (Note 26) ................
Other receivables (Note 22) . ........ ... ...
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As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
28,217 6,022 4918
81,000 14,020 12,035
109,217 20,042 16,953
478,814 873,915 1,373,810
50,388 40,344 53,861
213914 252,047 275,731
23,511 39,818 53,148
766,627 1,206,124 1,756,550
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NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

19. FINANCIAL INSTRUMENTS BY CATEGORY (Continued)

The Source Photonics Group (Continued)

Financial liabilities
Financial liabilities measured at fair value:

Convertible bonds (Note 25) ......................

Other financial liabilities at FVTPL (Note 25)

Financial liabilities measured at amortized cost:

Trade payables (Note 28) ... ... ...

Accruals and other payables (excluding non-financial

liabilities) (Note 29) ... .. ... .. i

Lease liabilities (Note 17)
Borrowings (Note 27)

Source Photonics

Financial assets
Financial assets measured at amortized cost:
Cash and cash equivalents

Other receivables (Note 22) . .....................

Financial liabilities
Financial liabilities measured at fair value:
Other financial liabilities at FVTPL (Note 25)

Financial liabilities measured at amortized cost:
Accruals and other payables (excluding non-financial

liabilities) (Note 29) ........... ... ... ...

Borrowings (Note 27)
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As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
321,304 374,483 422,675
2,625,085 - -
2,946,389 374,483 422,675
517,025 916,370 1,493,304
11,911 14,011 15,848
146,714 127,761 113,389
592,811 461,575 568,618
1,268,461 1,519,717 2,191,159

As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
- - 95
55,268 60,229 60,595
55,268 60,229 60,690
2,625,010 - -
199,389 305,205 293,130
102,174 - -
301,563 305,205 293,130




THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
20. DEFERRED TAX
Deferred tax assets and liabilities are offset when there is a legally enforceable right of offsetting and

when the deferred income taxes relate to the same authority. The net amounts of deferred tax assets and
liabilities after offsetting are as follows:

As at

As at December 31  September 30

2023 2024 2025

RMB’000 RMB’000 RMB’000

Gross deferred tax assetS .. ... 78,624 55,456 56,750
Offsetting against deferred tax liabilities ................. (41,331) (42,454) (50,406)
Net deferred tax assets .............................. 37,293 13,002 6,344
Gross deferred tax liabilities .. ... ... 41,331 47,889 67,965
Offsetting against deferred tax assets .................... (41,331)  (42,454) (50,406)
Net deferred tax liabilities ........................... - 5,435 17,559
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APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
20. DEFERRED TAX (Continued)

(b) Deferred Tax Liabilities

Changes in the Unrealized
Fair Value of Accumulated Foreign
Defined Benefit Right-of-use Depreciation of Exchange
Plans assets Fixed Assets Gain or Loss Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
AtJanuary 1,2023 ......... 392 21,785 19,625 - 41,802
Credited/(charged) to profit or
loss (Note 12) .. ......... 48 (2,719) 2,200 - 471)
At December 31,2023 .. ... 440 19,066 21,825 - 41,331
At January 1,2024 ......... 440 19,066 21,825 - 41,331
Credited/(charged) to profit or
loss (Note 12) .. ......... 152 (1,924) 8,330 - 6,558
At December 31,2024 ..... 592 17,142 30,155 - 47,889
(Unaudited)
At January 1,2024 ......... 440 19,066 21,825 - 41,331
Credited/(charged) to profit or
loss (Note 12) .. ......... ) (1,039) 7,907 - 6,867
Charged to other
comprehensive income . . . (19) - - - (19)
At September 30,2024 . . . .. 420 18,027 29,732 - 48,179
AtJanuary 1,2025 ......... 592 17,142 30,155 - 47,889
Credited/(charged) to profit or
loss (Note 12) .. ......... - (1,328) 16,800 4,575 20,047
Credited/(charged) to other
comprehensive income . . . 37 - - - 37
Foreign exchange
differences ............. - - — (8) 3)
At September 30, 2025 . . . .. 629 15,814 46,955 4,567 67,965
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

20.

(c)

DEFERRED TAX (Continued)

Deferred Tax Assets Not Recognized

The Source Photonics Group has not recognized deferred tax assets in respect of the items below,
which were not likely to generate taxable profit:

Tax losses
Temporary differences

As at December 31  As at September 30

2023 2024 2025

RMB’000 RMB’000 RMB’000

.................................... 28,667 15,163 17,450
.......................... 41,775 22,242 24,065

70,442 37,405 41,515

The tax losses not recognized deferred tax assets can be carried forward in future years. As at December 31,
2023, 2024 and September 30, 2025, the following table shows unused tax losses based on its expected

expiry date:

2042

As at December 31 As at September 30

2023 2024 2025

RMB’000 RMB’000 RMB’000

.................................... 17,920 — —
PR 570 580 580
.................................... 1,059 1,076 1,076
.................................... 1,369 1,391 1,391
PR 978 978 978
.................................... 2,359 2,359 2,359
.................................... 139 3,541 3,541
.................................... 174 177 2,143
.................................... 169 172 172
.................................... 263 268 268
.................................... 426 433 433
.................................... 322 327 327
.................................... 269 274 274
.................................... - 254 254
.................................... - - 321
.................................... 2,650 3,333 3,333
28,667 15,163 17,450
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
21. TRADE RECEIVABLES

The Source Photonics Group

As at December 31  As at September 30

2023 2024 2025

RMB’000 RMB’000 RMB’000

Trade receivables . ........... ... .. . . . . ... 481,384 877,705 1,378,933
Less: creditloss allowance ....................... (2,570) (3,790) (5,123)
478,814 873,915 1,373,810

(a) As atJanuary 1, 2023, the gross carrying amounts of trade receivables from contracts with customers
are amounting to RMB410,101,000 (net of expected credit loss amounting to RMB1,707,000).

(b) The Source Photonics Group grants credit terms to some customers ranging from 30 to 120 days from
the date of billing. The aging analysis of trade receivables based on revenue recognition date is as

follows:
As at December 31  As at September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Withinoneyear........... ... ... 479,737 873,220 1,373,013
ONE tO EWO YIS .« o v vt e e et e e e e eee s 249 3,105 4,543
OVEr tWO YEAIS . ot ittt e et e e 1,398 1,380 1,377
481,384 877,705 1,378,933

22. PREPAYMENTS AND OTHER RECEIVABLES

The Source Photonics Group

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000
Non-current:
Prepayments:
Prepayments for equipment .................. 50,202 18,539 127,662
Other receivables:
Deposits . ... 2,066 - —
52,268 18,539 127,662
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
22. PREPAYMENTS AND OTHER RECEIVABLES (Continued)

The Source Photonics Group (Continued)

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000
Current:
Prepayments:
Prepayments for raw materials ................ 4,238 9,985 4,854
Prepayments for operating expenses . .. ......... 7,612 11,058 16,191
Others .......... .. 408 1,275 311
12,258 22,318 21,356
Other receivables:
Deposits ... 8,460 10,936 12,510
Exporttaxrebate ............. ... ... ....... 10,588 27,095 40,444
Finance lease receivables .................... 2,532 1,822 -
Others . ... i 59 171 404
Less: provision for impairment . .. ............. (194) (206) (210)
21,445 39,818 53,148
33,703 62,136 74,504
Source Photonics
Other receivables:
Loans to subsidiaries ........................ 55,268 60,229 60,595

23. OTHER CURRENT ASSETS AND OTHER NON-CURRENT ASSETS
The Source Photonics Group

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000

Other current assets
Deductible input VAT . ....... ... .. ... ... ... 690 8,021 8,848
Prepaid corporate income tax . .................... 668 5,279 -
Returned goods receivable ....................... 7,948 9,122 10,989
9,306 22,422 19,837
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II NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
23. OTHER CURRENT ASSETS AND OTHER NON-CURRENT ASSETS (Continued)
The Source Photonics Group (Continued)

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000

Other non-current assets
Defined benefitplans .............. ... ... .. .... 2,199 2,961 3,147

24. INVENTORIES

The Source Photonics Group

As at December 31  As at September 30

2023 2024 2025

RMB’000 RMB’000 RMB’000

Rawmaterials ............ .. ... ... ... . ... ... 318,934 328,555 556,250

WoOrk in progress . .. ..oov i i 261,602 448,821 528,857

Finished goods .......... .. .. .. .. .. . . ... 59,569 60,332 168,064

Materials on consignment . .. ..................... 11,246 30,422 52,298

Goods INtransSit . . ...ttt 22,417 106,432 66,162
Less: provision for impairment . .. ................. (148,146) (130,405) (123,425)

525,622 844,157 1,248,206

(i) The cost of inventories carried forward to the profit or loss during the year is mainly recognized as the
cost of revenue. For the years ended December 31, 2023, 2024 and nine months ended September 30,
2024 and 2025, the cost of inventories carried forward to the cost of revenue amounted to approximately
RMB1,009,097,000, RMB2,030,603,000, RMB1,389,675,000 and RMB2,592,009,000, respectively.

(i) Provision for inventories recorded as cost of revenue during the years ended December 31, 2023, 2024
and nine months ended September 30, 2024 and 2025 were RMB7,861,000, RMB16,618,000,
RMB7,339,000 and RMB22,552,000, respectively.

(iii) The written off of provisions for inventories during the years ended December 31, 2023, 2024 and nine
months ended September 30, 2024 and 2025 were RMBI16,753,000, RMB29,754,000,
RMB15,498,000 and RMB31,541,000, respectively.

(iv) The impact of foreign exchange losses/(gains) as at December 31, 2023, 2024 and nine months ended

September 30, 2024 and 2025 were approximately RMB(4,679,000), RMB(4,605,000), RMB(4,380,000)
and RMB2,009,000, respectively.
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I NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
25. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR LOSS
(a) Classification of financial assets and liabilities at fair value through profit or loss

The Source Photonics Group classifies the following financial assets and liabilities at fair value
through profit or loss (FVTPL):

Financial assets and liabilities mandatorily measured at FVTPL include the following:
The Source Photonics Group

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000
Current assets
Wealth management products . ................... 81,000 14,020 12,035
Non-current liabilities
Convertiblebonds (i) ........................... - - 422,675
- - 422,675

Current liabilities
Convertiblebonds (i) ............. .. ... ......... 321,304 374,483
Preferred shares (i) ............. ... ... . ... ... 2,625,010 —
Derivative financial liabilities .................... 75 -

2,946,389 374,483

The Source Photonics

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000

Current liabilities
Preferred shares ........... ... . . . . .. 2,625,010 — —

(i) Convertible Bonds

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000
Convertiblebonds .. ........... ... .. .. o o 321,304 374,483 422,675

The fair values of the convertible bonds were determined with reference to a professional valuation
conducted by an independent professional valuer for the period ended September 30, 2025.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

25. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR
LOSS (Continued)

(a) Classification of financial assets and liabilities at fair value through profit or loss (Continued)
(i) Convertible Bonds (Continued)

Source Photonics (Chengdu) Company Limited, a subsidiary of the Source Photonics Group, signed
the Series D convertible bond loan agreement with an independent third party in November 2023, with a
total principal amount of USDS50 million. Source Photonics (Chengdu) Company Limited received
RMB177,760,000 in December 2023 and RMB177,562,500 in April 2024.

The agreement stipulates that the holder of the convertible bond is entitled to convert this convertible
bond into Source photonics Holdings (Cayman) Limited’s shares when the holder complete the overseas
direct investment procedures and formally notify the Source Photonics Group of its subscription for the
Series D Preferred Share. The conversion is based on the exercise price USD2.6179, but subject of
adjustments for share splits or share consolidations (referring to the entire USD50 million convertible bond
loan).

Source Photonics (Chengdu) Company Limited, a subsidiary of the Source Photonics Group, signed
another Series D convertible bond loan agreement with an independent third party in November 2023, with
a total principal amount of USD40 million. Source Photonics (Chengdu) Company Limited received
RMB 142,246,000 from December 2023.

The agreement stipulates that the holder of the convertible bond is entitled to convert this convertible
bond into Source photonics Holdings (Cayman) Limited’s shares when the holder complete the overseas
direct investment procedures and formally notify the Source Photonics Group of its subscription for the
Series D Preferred Share. The conversion is based on the exercise price USD2.6179, but subject of
adjustments for share splits or share consolidations (referring to the entire USD40 million convertible bond
loan).

The Source Photonics Group fully repaid the convertible bond loan in 2024. During the period from
the date of convertible bond loan received to December 31, 2023, and from January 1, 2024 to the end of
the repayment date of the convertible bond loan, the changes in fair value was not materially different to the
carrying amounts.

Source Photonics (Chengdu) Co., Ltd. (“Source Photonics Chengdu”), a wholly subsidiary of the
Source Photonics Group, Suzhou Dongshan Precision Manufacturing Co., Ltd (“Dongshan Precision”), and
Source Photonics jointly entered into the Convertible Bond Investment Agreement on June 30, 2025.
Pursuant to the agreement, Dongshan Precision provided a RMB360 million convertible loan to Source
Photonics Chengdu. As at September 30, 2025, Source Photonics Chengdu had received RMB360 million
under this agreement. The agreement stipulates that the holder of the convertible bond is entitled to convert
this convertible bond into shares of Source Photonics upon the holder formally notifying the Source
Photonics Group of its subscription for the Preferred Shares. The conversion is based on the exercise price
of USD3.0577.

Movements of convertible bond see Note 3.5 for the reconciliation of Level 3 assets and liabilities.
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I

25.

(a)
(ii)

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR
LOSS (Continued)

Classification of financial assets and liabilities at fair value through profit or loss (Continued)
Preferred Shares

Since the date of incorporation, Source Photonics has completed several rounds of financing through
issuing Series A preferred shares, Series B preferred shares and Series C preferred shares (collectively
referred to the “Preferred Shares”).

The Preferred Shares are initially recognised at fair value. Source Photonics does not account for the
embedded derivatives separately from the host contract and designates the entire Preferred Shares as
financial liabilities at FVTPL with fair value changes recognised in “fair value changes of financial
liabilities at FVTPL” in profit or loss.

Given that the Preferred Shares include early redemption option from the holder of Preferred Shares
that do not meet equity instruments classification by applying IAS 32, and the redemption options are
exercisable by the holders anytime, such Preferred Shares measured at FVTPL are classified as current
liabilities when the holders have the options to convert within twelve months after the reporting period.

The balance of outstanding Preferred Shares as at December 31, 2023, 2024 and September 30, 2025

are set out below:

As at December 31 As at September 30

2023 2024 2025
RMB’000  RMB’000 RMB’000
Series A preferred shares(Notea) ............... 1,614,786 - -
Series B preferred shares(Note b) ............... 446,200
Series C preferred shares(Notec) ................ 564,024 - -
2,625,010 - -

The movements and details of outstanding Preferred Shares during the track record period are set out

below:

Number of Par value of

shares shares
USD

Series A preferred shares issued and fully paid:
AtJanuary 1,2023 . ... 57,449,524 5,745
Issuance of preferred shares . .......... ... . ... .. .. .. .. .. .. 839,422 84
At December 31, 2023, 2024 and September 30,2025 .............. 58,288,946 5,829
Series B preferred shares issued and fully paid:
AtJanuary 1,2023 . ... 19,022,469 1,902
Issuance of preferred shares ........... ... ... ... ... ... ... ... 116,262 12
At December 31, 2023, 2024 and September 30,2025 .............. 19,138,731 1,914
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I

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

25. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR

(a)
(ii)

LOSS (Continued)

Classification of financial assets and liabilities at fair value through profit or loss (Continued)
Preferred Shares (Continued)
Number of Par value of
shares shares
USD
Series C preferred shares issued and fully paid:
AtJanuary 1,2023 .. .. 24,892,540 2,489
Issuance of preferred shares ........... ... .. ... .. .. .. ... .... 3,394,669 339
At December 31, 2023, 2024 and September 30,2025 .............. 28,287,209 2,828
Subscription
price per Number of Total Total
DathIssue share(USD) shares consideration consideration
USD’000 RMB’000
Series A Preferred Shares
August 20,2018 ....... ... ....... 3.9009 7,718,447 30,109 206,902
December 27,2018 ............... 3.1208 6,408,613 20,000 137,788
January 2,2019 .................. 3.1208 9,612,920 30,000 205,446
January 4,2019 .................. 3.1208 464,624 1,450 9,945
January 16,2019 ................. 3.1208 8,651,628 27,000 182,561
May 23,2019 ................... 3.1208 10,574,212 33,000 227,680
January 11,2019 (Note) ........... - 1,929,364 - -
June 30, 2020 (Note) .. ............ - 11,939,882 - -
December 28, 2021 (Note) ......... - 149,834 - -
August 18,2023 (Note) .. .......... - 839,422 - -
Series B Preferred Shares
March 31,2020 .................. 2.2342 10,070,719 22,500 159,415
July 1,2020 . ... ..o 2.2342 8,951,750 20,000 141,420
August 18,2023 (Note) . ........... - 116,262 - -
Series C Preferred Shares
December 28,2021 ............... 2.4102 24,892,540 60,000 382,368
August 18,2023 (Note) .. .......... — 3,394,669 — -
105,714,886 244,059 1,653,525
Note:

Pursuant to the anti-dilution provision of share purchase agreement, the Source Photonics issued
additional 14,019,080 Series A preferred shares of par value USD0.0001 to the Series A investors on

January 11, 2019 to December 28, 2021.

Pursuant to the anti-dilution provision of share purchase agreement, the Source Photonics issued
839,422 Series A preferred shares, 116,262 Series B preferred shares and 3,394,669 Series C preferred
shares of par value USDO0.0001 to Series A, Series B and Series C investors respectively with nil
consideration. The Preferred Shares issuance was completed on August 18, 2023.
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I

25.

(a)
(ii)

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR
LOSS (Continued)

Classification of financial assets and liabilities at fair value through profit or loss (Continued)
Preferred Shares (Continued)
Note a:

Pursuant to the share purchase agreement dated from August 20, 2018 to April 10, 2019, Series A
investors agreed to subscribe for 43,430,444 Series A preferred shares of the Source Photonics with
par value of USDO0.0001 each (the “Series A preferred shares™). The purchase price paid by Series A
investors was equivalent to approximately USD3.1208 per share (the “Series A Issue Price”), which
was determined based on arms’ length negotiation between the Series A investors and the Source
Photonics after taking in account of various factors, including, among others, the timing of investment
and business performance of the Source Photonics Group. The investment was completed and fully
settled from August 20, 2018 to May 23, 2019.

Note b:

Pursuant to the share purchase agreement dated from March 31, 2020 to June 30, 2020, Series B
investors agreed to subscribe for 19,022,469 Series B preferred shares of the Source Photonics with par
value of USDO0.0001 each (the “Series B preferred shares”). The purchase price paid by Series B
investors was equivalent to approximately USD2.2342 per share (the “Series B Issue Price”), which
was determined based on arms’ length negotiation between the Series B investors and the Source
Photonics after taking in account of various factors, including, among others, the timing of investment
and business performance of the Source Photonics Group. The investment was completed and fully
settled from March 31, 2020 to July 1, 2020.

Note c:

Pursuant to the share purchase agreement dated from June 16, 2021 to June 20, 2021, Series C
investors agreed to subscribe for 24,892,540 Series C preferred shares of the Source Photonics with par
value of USDO0.0001 each (the “Series C preferred shares”). The purchase price paid by Series C
investors was equivalent to approximately USD2.4102 per share (the “Series C Issue Price”), which
was determined based on arms’ length negotiation between the Series C investors and the Source
Photonics after taking in account of various factors, including, among others, the timing of investment
and business performance of the Source Photonics Group. The investment was completed and fully
settled on December 28, 2021.

In overall, the key terms of the Preferred Shares are as follows:
Redemption rights

The Shareholders of the Preferred Shares may give a written notice to the Source Photonics at any time

or from time to time requesting redemption of all or part of their Preferred Shares under the specific
conditions provided in the Articles of Association.

The Preferred Shares may be redeemed at any time on or after the earlier of the date falling 48 months

after the completion date (i.e. the closing date of the relevant specific conditions provided in the Articles of
Association), if a qualified exit (i.e. a qualifying IPO or a qualifying trade sale/ merger of the Source
Photonics that is approved by the majority of the major shareholders and meeting the minimum valuation
threshold as defined in the Articles) has not been consummated.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

25. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR
LOSS (Continued)

(a) Classification of financial assets and liabilities at fair value through profit or loss (Continued)
(i) Preferred Shares (Continued)

The redemption price per share is equal to the deemed preference price of the relevant class plus all
accrued but unpaid interest at the simple rate of 10% per annum (calculated from the issuance date until the
redemption date), less any dividends paid.

Liquidation preferences

Upon the occurrence of a liquidation event means any liquidation, dissolution or winding up of the
Source Photonics, the assets of the Source Photonics available for distribution to the shareholders (after
satisfaction of all creditors’ claims and claims that may be preferred by applicable law) (the “Liquidation
Proceeds”) shall be distributed in the order and priority as provided below:

Each preferred shareholder shall be entitled to receive the preference amount before the distribution of
any Liquidation Proceeds can be made to the ordinary shareholders. The “preference amount” in respect of
a preferred shareholder, means the aggregate amount of (i) the product of the preferred share price subject to
adjustment from time to time in accordance with anti-dilution protection clause in the Articles of
Association (“Deemed Preferred Share Price”) of the Preferred Shares multiplied by the number of such
preferred shares then held by such preferred shareholder (the “Base Amount”); and (ii) the interest accrued
over the Base Amount of such preferred shareholder at the simple rate of 10% per annum (assuming a year
of 365 days), calculated from the date that such preferred shares were issued to or acquired by such
preferred shareholder until the date of the distribution of the Liquidation Proceeds to such preferred
shareholder.

The Liquidation Proceeds legally available for distribution shall be distributed in the following order:

(a) first, ratably among the holders of the Series C preferred shareholders in proportion to their
respective Preference Amount until all of the Preference Amount receivable by such holders are
paid in full;

(b) then, ratably among the holders of the Series A preferred shares and the holders of the Series B
preferred shares in proportion to their respective Preference Amount until all of the Preference
Amount receivable by such holders are paid in full;

(c) then, ratably among the holders of the ordinary shares of the Source Photonics in proportion to the
subscription price or the acquisition price, as applicable, that has been paid by such holder in
respect of such ordinary share (“Investment Cost”) of such holders in respect of their respective

ordinary shares until all of such Investment Cost have been paid to such holders in full; and

(d) then, ratably among all of the shareholders in proportion to their respective shareholding
percentage on a fully diluted and as converted basis.

Voting rights

Each preferred share has voting rights equivalent to the number of voting participating ordinary shares.
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25. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR
LOSS (Continued)

(a) Classification of financial assets and liabilities at fair value through profit or loss (Continued)
(i) Preferred Shares (Continued)

Dividends rights

The Shareholders of the Preferred Shares shall have pari passu rights to dividends in proportion to the
number of the shares held by each of them on the date of the resolutions pursuant to which such dividends
were declared.

No dividend was paid to the shareholders of Preferred Shares during the relevant periods.

(iii) The Source Photonics Group applied the discounted cash flow method to determine the underlying
equity value of Source Photonics and adopted option pricing method and equity allocation model to
determine the fair value of the Preferred Shares. The fair values of the preferred shares were
determined with reference to a professional valuation conducted by an independent professional valuer
for the year ended December 31, 2023. Key assumptions used to determine the fair value of preferred
shares are as follows:

As at December 31  As at September 30

2023 2024 2025
Discountrate (%) ..........oiiriiiiinieannon.. 11.80 — —
Expected volatility (%) .. ...t 53.87 — —
Risk-free interestrate (%) ... ... ... 2.21 — —

Discount rate was estimated by weighted average cost of capital of each valuation date. The Source
Photonics Group estimated the risk-free interest rate used in the equity allocation with reference to the yield
of PRC Government Bonds at that time close to the timing as of valuation date. Volatility was estimated
based on the historical share price movement of the comparable companies for the period of time close to
the expected time to exercise.

On June 22, 2024, Source Photonics revised the Shareholders’ agreement with its shareholders,
pursuant to which all contractual parties agreed to terminate the special rights attaching to the Series A
preferred shares, Series B preferred shares and Series C preferred shares.

The special rights included anti-dilution protection, liquidation preference and redemption option from
the Shareholders of Preferred Shares.

Upon the termination of the special right attached to the Preferred Shares, the Shareholders of the
Preferred Shares are entitled to receive the same dividends as the holders of ordinary shares. In accordance
with IAS 32 as the Preferred Shares does not have a fixed maturity and is non-redeemable and payment of
dividends is at the discretion of the Source Photonics, as such, the Preferred Shares is no longer met the
definition of financial liabilities and should be recognised as equity.

The Source Photonics Group applied the discounted cash flow model is used in determining the
underlying equity value of the Source Photonics and Black Scholes option pricing model is used in
performing an equity allocation to determine the fair value of the Preferred Shares upon the termination of
the special right attached to the Preferred Shares. The fair values of the Preferred Shares were determined
with reference to a professional valuation conducted by an independent professional valuer.
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25. FINANCIAL ASSETS AND LIABILITIES AT FAIR VALUE THROUGH PROFIT OR
LOSS (Continued)

(a) Classification of financial assets and liabilities at fair value through profit or loss (Continued)

The fair value of the Preferred Shares on the date of termination of the special rights was
approximately RMB1,989,251,000. The difference between the carrying amount of the Preferred Shares as
amounting to approximately RMB648,126,000 is recognised in profit or loss during the year ended
December 31, 2024 to the Preferred Shares

Movements of preferred shares see Note 3.5 for the reconciliation of Level 3 assets and liabilities.
(b) Amounts recognised in profit or loss

During the year/period, the following gains/(losses) were recognised in profit or loss:

Nine months ended
Year ended December 31 September 30

2023 2024 2024 2025
RMB’000  RMB’000  RMB’000 RMB’000
(Unaudited)
Fair value changes on financial assets at
FVTPL ... .. 1,420 20 - 35
Gain on modification of terms in Preferred
Shares . ... - 648,126 648,126 -
Fair value changes on financial liabilities at
FVTIPL ... .. (70,112) (21,032) (15,650) (73,691)
Gains from financial assets at FVTPL during
holding period . .......... ... .. .. ... ... 194 610 154 84

(68,498) 627,724 632,630 (73,572)

26. CASH AND CASH EQUIVALENTS, RESTRICTED CASH AND TERM DEPOSITS
(a) Cash and Cash Equivalents

The Source Photonics Group

As at December 31  As at September 30

2023 2024 2025

RMB’000 RMB’000 RMB’000

Cash and bank balances . ....................... 264,302 292,391 329,592
Less: restricted cash and term deposits (i) .......... (50,388) (40,344) (53,861)
Cash and cash equivalents 213,914 252,047 275,731

(i) As at December 31, 2023, 2024 and September 30, 2025, the Source Photonics Group’s term deposits
and security deposits amounting to RMBS50,388,000, RMB40,344,000 and RMB53,861,000 were
pledged as a guarantee for the bank acceptance notes, borrowings, derivative instruments granted to the
Source Photonics Group.
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26. CASH AND CASH EQUIVALENTS, RESTRICTED CASH AND TERM DEPOSITS
(Continued)

(b) Cash and cash equivalents are Denominated in:

The Source Photonics Group

As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
RMB . 155,203 136,646 112,826
USD 94911 136,043 200,529
TW D 6,723 9,117 7,881
Others . . ..o 7,465 10,585 8,356
264,302 292,391 329,592
27. BORROWINGS
The Source Photonics Group
As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Non-current
Bank borrowings
—Secured . ... .. 11,766 - 10,000
Current
Bank borrowings
—Secured . ... 576,803 458,940 557,550
Interest payables . ........... .. . i 4,242 2,635 1,068
581,045 461,575 558,618

(a) As at December 31, 2023, 2024 and September 30, 2025, the annual interest rate of short-term
borrowings was ranged from 2.62% to 10.16%, 2.05% to 7.10% and 3.00% to 5.10%, respectively.

As at December 31, 2023, 2024 and September 30, 2025, the annual interest rate of long-term
borrowings was ranged from 4.84% to 5.84%, nil and nil, respectively.

(b) As at December 31, 2023, secured bank borrowings mainly included: (i) borrowings with a principal
equivalent to approximately RMB 100,745,000 guaranteed by patent technology and Source Photonics
Group’s subsidiaries; (ii) borrowings with a principal equivalent to approximately RMB75,157,000
guaranteed by restricted cash; (iii) borrowings with a principal equivalent to approximately
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
27. BORROWINGS (Continued)

The Source Photonics Group (Continued)

RMB376,498,000 guaranteed by Source Photonics Group’s subsidiaries; (iv) borrowings with a
principal equivalent to approximately RMB36,169,000 guaranteed by equipment.

As at December 31, 2024, secured bank borrowings mainly included: (i) borrowings with a principal
equivalent to approximately RMB30,000,000 guaranteed by restricted cash; (ii) borrowings with a
principal equivalent to approximately RMB18,000,000 guaranteed by trade receivables and Source
Photonics Group’s subsidiaries; (iii) borrowings with a principal equivalent to approximately
RMB399,816,000 guaranteed by Source Photonics Group’s subsidiaries; (iv) borrowings with a
principal equivalent to approximately RMB11,124,000 guaranteed by equipment.

As at September 30, 2025, secured bank borrowings mainly included: (i) borrowings with a principal
equivalent to approximately RMB537,550,000 guaranteed by Source Photonics Group’s subsidiaries;
(i1) borrowings with a principal equivalent to approximately RMB30,000,000 guaranteed by restricted
cash and Source Photonics Group’s subsidiaries.

(c) As at December 31, 2023, 2024 and September 30, 2025, the Source Photonics Group’s borrowings
were repayable as follows:

As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Within Lyear . ........ i 581,045 461,575 558,618
Between l and2years ................ciiiiiiinaa.. 11,766 — 10,000
Between2and Syears ........... ... - - -
OVer S Years .. ...t - - -
592,811 461,575 568,618
Source Photonics
As at
As at December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Current
Bank borrowings
—Secured . ... 100,745 - -
Interest payables .......... .. .. . . i 1,429 - -

102,174 - -

As at December 31, 2023, 2024 and September 30, 2025, the annual interest rate of short-term
borrowings was ranged from 8.23% to 10.16%, nil and nil, respectively.

—1B-73 -



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP
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27. BORROWINGS (Continued)

Source Photonics (Continued)

(d) Fair value

For the majority of the borrowings, the fair values are not materially different from their carrying
amounts, since either the interest payable on those borrowings is close to current market rates, or the
borrowings are of a short-term nature.

28. TRADE PAYABLES

The Source Photonics Group

As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Payments for materials . .......... ... .. ... .. ... 479,224 854,289 1,300,518
Payments for construction and equipment . ............... 16,215 43,353 156,035
Payments for operating expenses . ...................... 21,586 18,728 36,751
517,025 916,370 1,493,304

An aging analysis of the trade payables based on the recognition date as at the end of the reporting
period was as follows:

As at
As at December 31  September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Within Tyear ......... ... ... 515,157 913,392 1,490,648
TEO 2 YOATS .« vt i ettt e e 760 1,826 1,537
2003 YEAIS « o vttt e e 241 240 228
OVEI 3 YRAIS & . v vttt ettt 867 912 891
517,025 916,370 1,493,304
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29. ACCRUALS AND OTHER PAYABLES

The Source Photonics Group

Current: ..............

Salaries, wages and benefits
Taxes other than income tax payables

Provisions for sales returns
Others

Source Photonics

Current:
Payments to related party .

30. PROVISIONS

Product warranties (i)

@

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

As at
As at December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
48,591 151,290 75,608
2,342 6,793 2,337
9,936 12,741 13,800
2,907 2,276 3,248
63,776 173,100 94,993
As at
As at December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
199,389 305,205 293,130
As at
As at December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
3,215 2,353 2,776

The Source Photonics Group provides product quality warranty to its consumers and offers free

warranties for faults and quality issues that occur within agreed years after the sale of such products.
Based on historical warranty claim information and warranty experience, the Source Photonics Group
estimates and accrues estimated liabilities for the warranties provided to its customers when selling
products. As the recent warranty experience may not reflect the warranty situation of the sold products
in the future, the management of the Source Photonics Group needs to use judgement to estimate this

estimated liability.
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31. DEFERRED INCOME

The Source Photonics Group

As at
As at December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Government Grants .. .............oueutirenrananene... 28,145 25,848 23,643
The movements of deferred income for the Track Record Period are as follows:
Year ended Nine months ended
December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Atbeginning of theyear . ................ 14,360 28,145 28,145 25,848
Grants received during the year/period . ...... 15,440 - - -
Amounts released to profit or loss during the
year/period . ........ ... (1,655) (2,297) (1,240) (2,205)
At the end of the year/period ............. 28,145 25,848 26,905 23,643
32. SHARE CAPITAL
Authorized share capital
The Source Photonics Group and Source Photonics
Year ended December 31 Nine months ended September 30
2023 2024 2024 2025
Number of Number of Number of Number of
Share shares  Share shares Share shares  Share shares
capital (Notei) capital (Note ii) capital  (Noteii) capital (Note ii)
USD’000 ‘000 USD’000 ‘000  USD’000 ‘000 USD’000 ‘000
(Unaudited) (Unaudited)
At the end of the
year/period . ......... 50 235,000 50 195,000 50 195,000 50 195,000

Note i: Including (i) 200,000,000 voting participating ordinary shares of a par value of USD0.0001 each;
(i1) 35,000,000 employee ordinary shares of a par value of USD0.0001 each.

Note ii: Including (i) 160,000,000 voting participating ordinary shares of a par value of USD0.0001 each;
(i1) 35,000,000 employee ordinary shares of a par value of USD0.0001 each. On April 17, 2024, Source
Photonics adopted the fifth amended and restated memorandum and articles of association. As part of this
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32. SHARE CAPITAL (Continued)

adoption, the authorised share capital of the Source Photonics was amended while the total authorised share
capital remained unchanged at USD50,000.00. The authorised share capital was restructured as 200,000,000
voting participating ordinary shares of USD0.0001 par value each to 160,000,000 voting participating
ordinary shares of USD0.0001 par value each.

Issued and fully paid share capital of voting participating ordinary shares

The Source Photonics Group and Source Photonics

Year ended December 31 Nine months ended September 30
2023 2024 2024 2025
Share Number of  Share Number of Share Number of  Share Number of
capital shares capital shares capital shares capital shares
RMB’000 ‘000 RMB’000 ‘000  RMB’000 ‘000 RMB’000 ‘000

(Unaudited) (Unaudited)

At the beginning and end
of the year/period . . .. 65 100,000 65 100,000 65 100,000 65 100,000

33. SHARE INCENTIVE SCHEME
2017 SHARE PLAN (2020 Revisions)

Pursuant to the share option incentive scheme dual approved by the Board of Directors and
Shareholders on October 16, 2020 (the “2017 Share Plan (2020 Revisions)”), which authorizes that increase
the maximum aggregate number of share options that may be issued to 31,115,675 Non-Voting Ordinary
Shares.

(a) The share options were granted on the following dates:

e December 29, 2020, at an exercise price of USD2.04 per share. The fair value is USD0.29 per
option;

* November 1, 2021, at an exercise price of USD2.04 per share. The fair value is USDO0.21 per
option;

e June 1, 2022, at an exercise price of USD2.04 per share. The fair value is USDO0.25 per option;
* August 1, 2022, at an exercise price of USD1.19 per share. The fair value is USD0.48 per option.
The term shall not exceed 10 years from the Date of Grant.
(b) Definitions of Key Terms in 2017 Share Plan (2020 Revisions)

The following capitalized terms define the mechanical and legal constraints of the incentive
arrangement:

Vesting Period: The plan specifies a vesting period of four (4) consecutive years, commencing on
January 1, 2020. For share option grants made after 2020, the accounting vesting period is the period from
the grant date through the end of the 2023 performance cycle. This period aligns with the service period
required for participants to satisfy the vesting conditions.
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33. SHARE INCENTIVE SCHEME (Continued)
2017 SHARE PLAN (2020 Revisions) (Continued)

Vesting Date: For any given year’s annual tranche, the later of (a) the first business day after the Board
approves the Applicable EVIP Multiplier for that year, or (b) the first anniversary of the date the participant
became a service provider.

Performance Conditions: The annual targets used to determine the portion of options that vest, based
on Group indicators including revenue, [REDACTED] EBITDA before bonus, net profit, operating cash
flow, and other strategic targets approved by the Board

Applicable Annual Shares: The number of shares eligible to vest for a specific year, calculated as 25%
of the total share optiones multiplied by the Applicable EVIP Multiplier and a pro-rata fraction based on the
number of days the participant remained a service provider during that year.

Catch-up Vesting Conditions: Specific conditions that, if satisfied, trigger the immediate vesting of the
Maximum Optioned Shares for the entire four-year Vesting Period, regardless of whether the annual
performance targets were previously met. These conditions include:

The Group achieved an aggregate audited net profit (prepared in accordance with PRC GAAP or PRC
IFRS) of at least USD110 million during the Vesting Period, excluding specific legal fees as specified in the
Plan; and

The participant maintaining status as a service provider from on or before December 31, 2020, through
the 2023 Vesting Date.

Maximum Optioned Shares: The total sum of the Maximum Annual share optiones across the four-
year Vesting Period, which shall in no event exceed 100% of the total options granted.

Vesting Conditions and Performance Targets

The share-based payment plan exclusively includes performance-based options. For accounting
purposes, the vesting period commences on the grant date for each respective tranche. The December 2020
grant follows a four-year vesting period (25% per year); the November 2021 grant follows a three-year
vesting period; and the two 2022 grants follow a two-year vesting period.

Vesting is subject to the following conditions:

Service Condition: The optionee must remain continuously employed as a service provider (including
employees, directors, and consultants) for at least 12 months and must remain in service through the
Vesting Date corresponding to each annual tranche.

Performance Condition: The number of options that vest annually is determined by the Applicable
EVIP Multiplier approved by the Board. This multiplier is based on five key operating indicators of the
Group: (A) revenue, (B) [REDACTED] EBITDA before bonus, (C) net profit, (D) operating cash flow, and
(E) other strategic targets deemed necessary by the Board.

Catch-up Vesting Provision: Notwithstanding the annual performance results, all Maximum share
options for the vesting period shall become fully vested on the 2023 Vesting Date if the Catch-up Vesting
Conditions are met. These conditions require:

e The aggregate audited net profit (under PRC GAAP or IFRS) of the Group during the Vesting
Period reaches at least USD 110 million, excluding legal fees related to specific arbitration
proceedings.
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33. SHARE INCENTIVE SCHEME (Continued)
2017 SHARE PLAN (2020 Revisions) (Continued)

* The optionee commenced service on or before December 31, 2020, and maintains that
relationship until the 2023 Vesting Date.

Measurement of Shares

The Applicable Annual Shares for any given year are calculated as the product of 25% of the total
Optioned Shares, the Applicable EVIP Multiplier for that year, and the fraction of days the optionee
provided service during that year. The total number of shares vested shall in no event exceed 100% of the
original grant.

(c) Modification of share-based payment arrangements

In July 2022, Source Photonics reduced the exercise price of employee share options granted on
December 29, 2020, November 1, 2021, and June 1, 2022 from USD2.04 to USDI1.19 per share. The
modification date of the share options was August 1, 2022. The incremental fair value of RMB24,896,000 is
recognised as an expense over the remaining vesting period commencing from the modification date. The
expense for the original grant is recognised continuously as if the terms had not been modified.

The fair value of the modified options was determined using the same models and principles as
described above, with the following model inputs.

2017 SHARE PLAN (2020 REVISIONS)
2020/12/29  2021/11/1  2022/6/1

Expected price volatility ............ ... ... ... ... .... 52.41% 52.41% 52.31%
Expected option life (year) ......... ... ... ... ... .. 8-10 years 9-10 years  9-10 years
Risk-free interestrate ............. .. .. .. .. .. ..., 2.60% 2.59% 2.58%
Dividend yield ......... ... ... . . . i 0% 0% 0%
Spot price of ordinary shares (USD) .................. 1.17 1.17 1.17

(d) On August 18, 2023, pursuant to the third Shareholders’ Meeting of 2023 and deliberated and
approved the proposal titled “On the Transfer of Employee Stock Options from Venus Pearl SPV2 Co.,
Limited to Source Photonics Holdings (Cayman) Limited”. Based on the completion of the
organizational restructuring, all shareholders agreed to transfer the aforementioned multiple Employee
share option plans at the VPA to Source Photonics’ level. Specifically, Source Photonics shall
formulate and implement the relevant employee incentive plans anew, and such plans shall be
substantially the same as at the VPA level. Source Photonics separately assessed the fair value of the
share options originally granted at the VPA level and the fair value of the modified share options for
Source Photonics as the new entity at the modification date. The assessment results indicated that the
change did not result in any change in the fair value of the share options. Therefore, the modification
arising from the transfer of the share option plans did not give rise to additional share-based payment
expenses, nor did it have any accounting impact related to the recognition of such expenses.
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33. SHARE INCENTIVE SCHEME (Continued)

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

The number of share options under the 2017 Share Plan (2020 Revisions) are summarized as follows:

Year ended December 31

Nine months ended September 30

Weighted Weighted Weighted Weighted
average average average average
exercise exercise exercise exercise

2023 price 2024 price 2024 price 2025 price
USD USD USD USD
(Unaudited) (Unaudited)
At the beginning of
theyear ......... 31,342,675 1.19 31,115,675 1.19 31,115,675 1.19 31,115,675 1.19
Granted ........... 480,000 1.19 - 119 - 1.19 - 119
Forfeited . .......... (707,000) 1.19 - 119 - 1.19 - 119
At the end of the
year/period . .. ... 31,115,675 31,115,675 31,115,675 31,115,675

The options outstanding at December 31, 2023, 2024 and at September 30, 2025 had an exercise price
of USDI.19 and a weighted-average remaining contractual life of 7.8 years, 6.8 years and 6.1 years,

respectively.

(e) Set out below are key assumptions of the share option incentive plans adopted during the Track Record

Period:

2017 SHARE PLAN (2020 REVISIONS)

2020/12/29 2021/11/1 2022/6/1  2022/8/1

Expected price volatility . . ................... 5043% to  53.16%  52.27% 52.04% to
54.79% 52.41%

Expected option life (year) . .................. 6-10 years 10 years 10 years 8-10 years
Risk-free interestrate .. ..................... 0.53%-0.94% 1.56% 291%  2.58% to
2.90%

Dividendyield ........... .. .. .. .. .. ... 0% 0% 0% 0%
Spot price of ordinary shares (USD) ........... 1.19 0.83 0.94 1.17

The volatility of the comparable companies for the period close to the expected time to exercise. The
risk-free interest rate was referred to the market yield of government bond with similar issuing dates and

maturity dates as of the respective grant dates.
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34. ACCUMULATED LOSSES

The Source Photonics Group

At the beginning of the year
Net profit/(loss)

At the end of the year/period

Source Photonics

At the beginning of the year
Net profit/(loss)

At the end of the year/period

35. OTHER RESERVES

The Source Photonics Group

Balance at January 1,2023 ................
Remeasurement of defined benefit plan
Currency translation differences of foreign
OPEratioNS . ... ..vvve vt
Share-based compensation expenses

Balance at December 31, 2023

NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

Year ended Nine months ended
December 31 September 30
2023 2024 2024 2025
RMB’000  RMB’000 RMB’000  RMB’000
(Unaudited)
(2,340,172) (2,429,403) (2,429,403) (1,377,586)
(89,231) 1,051,817 880,960 476,205
(2,429,403) (1,377,586) (1,548,443) (901,381)

Year ended Nine months ended
December 31 September 30
2023 2024 2024 2025
RMB’000  RMB’000 RMB’000  RMB’000
(Unaudited)
(2,143,106) (2,226,585) (2,226,585) (1,577,883)
(83,479) 648,702 647,533 6,191
(2,226,585) (1,577,883) (1,579,052) (1,571,692)
Other
Share comprehensive Capital
premium income  surplus Total
RMB’000 RMB’000 RMB’000 RMB’000
498,960 (140,139) 65,648 424,469
- 175 - 175
- (52,372) - (52,372)
- - 26,529 26,529
498,960 (192,336) 92,177 398,801
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NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

35. OTHER RESERVES (Continued)

The Source Photonics Group (Continued)

Balance at January 1, 2024 . . ..
Deemed contribution (i) ... ...
Modification of terms in

Preferred Shares

(Note25) . ...............
Remeasurement of defined

benefitplan ..............
Currency translation differences

of foreign operations . . . . ...
Share-based compensation

EXPENSES .. ..viiie
Balance at December 31,

2024

(Unaudited)

Balance at January 1, 2024 . . ..
Deemed contribution (i) ......
Modification of terms in
Preferred Shares
(Note25) . ...............
Remeasurement of defined
benefitplan ..............
Currency translation differences
of foreign operations . . . . ...
Share-based compensation
EXPENSES .o vvvee
Balance at September 30,
2024

Other
Share Preferred comprehensive Capital

premium shares income  surplus Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
498,960 - (192,336) 92,177 398,801
8,533 - - - 8,533
- 1,989,251 - - 1,989,251
- - 617 - 617

- - (51,156) - (51,156)
- - - 7,153 7,153
507,493 1,989,251 (242,875) 99,330 2,353,199

Other
Share Preferred comprehensive  Capital

premium shares income  surplus Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
498,960 - (192,336) 92,177 398,801
8,533 - - - 8,533
- 1,989,251 - - 1,989,251

- - T7) - 77)

- - (26,331) - (26,331)
- - - 7,153 7,153
507,493 1,989,251 (218,744) 99,330 2,377,330
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
35. OTHER RESERVES (Continued)

The Source Photonics Group (Continued)

(i) For the year ended December 31 and nine months ended September 30, 2024, deemed contribution
mainly represents the donation received from the shareholder.

Other
Share Preferred comprehensive  Capital
premium shares income  surplus Total
RMB’000 RMB’000 RMB’000 RMB’000  RMB’000
Balance at January 1, 2025 ... 507,493 1,989,251 (242,875) 99,330 2,353,199
Remeasurement of defined
benefitplan ............. - - 148 - 148

Disposal of subsidiaries under

common control

Note38) ............... (18,189) - - - (18,189)
Currency translation

differences of foreign

operations . ............. - 39,999 - 39,999

Balance at September 30,
2025 ... 489,304 1,989,251 (202,728) 99,330 2,375,157

Source Photonics

Other
Share comprehensive  Capital

premium income  surplus Total

RMB’000 RMB’000 RMB’000 RMB’000
Balance at January 1,2023 ............... 276,941 (217,410) 65,648 125,179
Currency translation differences of foreign

OPETations . ..o v vve et - (48,610) - (48,610)

Share-based compensation expenses . . ...... - - 26,529 26,529
Balance at December 31,2023 ........... 276,941 (266,020) 92,177 103,098
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
35. OTHER RESERVES (Continued)

Source Photonics (Continued)

Other
Share Preferred comprehensive Capital
premium shares income  surplus Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Balance at January 1, 2024 . . .. 276,941 - (266,020) 92,177 103,098
Modification of terms in
Preferred Shares
(Note25) ... - 1,989,251 - - 1,989,251
Deemed contribution (i) ...... 8,533 — — - 8,533
Currency translation differences
of foreign operations . . . .. .. - - (20,157) - (20,157)
Share-based compensation
EXPENSEeS . ..ttt - - - 7,153 7,153
Balance at December 31,
2024 ... 285,474 1,989,251 (286,177) 99,330 2,087,878
Other
Share Preferred comprehensive  Capital
premium shares income  surplus Total
(Unaudited) RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Balance at January 1, 2024 . . .. 276,941 - (266,020) 92,177 103,098
Deemed contribution (i) ...... 8,533 - - - 8,533
Modification of terms in
Preferred Shares
(Note25) ... - 1,989,251 - - 1,989,251
Currency translation differences
of foreign operations . . . .. .. - - (18,210) - (18,210)
Share-based compensation
EXPENSEeS . . .vviee - - - 7,153 7,153
Balance at September 30,
2024 ... 285,474 1,989,251 (284,230) 99,330 2,089,825

—1B-84 —



THIS DOCUMENT IS IN DRAFT FORM, INCOMPLETE AND SUBJECT TO CHANGE AND THAT THE INFORMATION
MUST BE READ IN CONJUNCTION WITH THE SECTION HEADED “WARNING” ON THE COVER OF THIS DOCUMENT.

APPENDIX IB ACCOUNTANTS’ REPORT OF THE SOURCE PHOTONICS GROUP

II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
35. OTHER RESERVES (Continued)

Source Photonics (Continued)

(i) The increase in share premium is due to the fact that the shareholder VPA gratuitously donated the
refund of the syndicated loan deposit from East West Bank to Source Photonics.

Other
Share Preferred comprehensive  Capital
premium shares income  surplus Total
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
Balance at January 1, 2025 . . .. 285,474 1,989,251 (286,177) 99,330 2,087,878
Currency translation differences
of foreign operations . . . . ... — — 6,345 — 6,345
Balance at September 30,
2025 ... 285,474 1,989,251 (279,832) 99,330 2,094,223

36. CONTINGENCIES AND COMMITMENTS

36.1 Contingencies
The Source Photonics Group and Source Photonics have contingent liabilities in respect of claims or
other legal procedures arising in its ordinary course of business from time to time. As at December 31,
2023, 2024 and September 30, 2025, the directors of Source Photonics did not anticipate that any

material liabilities will arise from the contingent liabilities other than those provided for in the
Historical Financial Information.

36.2 Capital Commitments
The following shows the major capital commitments of the Source Photonics Group:

As at December 31  As at September 30

2023 2024 2025
RMB’000 RMB’000 RMB’000

Property, plant and equipment commitments:
-Contracted, but not provided for ................. 52,608 154,106 361,816
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NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

37. NOTES TO CONSOLIDATED STATEMENTS OF CASH FLOWS

(a) Reconciliation of Profit/(loss) Before Income Tax to Net Cash Generated from Operations:

(b)

Profit/(loss) before income tax for the year/
period . ... ..
Adjustments for:
Interestincome .. .....................
Interests on restricted cash . .............
Financecosts ........................
Depreciation and amortization of
NnoN-current assets .. ................
Net losses on disposal of property, plant
and equipment and other non-current
ASSCLS . vt e
Net impairment losses on financial
ASSCLS vt
Impairment provision for inventories
Fair value (gains)/losses on current
financial assets and liabilities at
FEVTPL ... ...
Gains on disposal of financial assets at fair
value through profit or loss (FVTPL) ...
Gain on modification of terms in Preferred
Shares .. ...,
Impairment of Intangible assets . .........
Net foreign exchange (gains)/losses
Share-based compensation expenses
Increase in receivables . ................
Increase in payables . ..................
Increase in inventories

Cash generated from operations

Non-Cash Activities

Additions of right-of-use assets by way of
leasing liabilities (Note 17)

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
(85,951) 1,133,222 914,301 560,795
(863) (710) (824) (5,469)
(1,505) (1,706) (787) (1,191)
52,948 28,389 20,002 26,888
106,294 115,127 79,407 119,377
432 10,757 4,857 4,552
891 1,284 198 1,364
7,861 16,618 7,339 22,798
68,692 21,012 15,650 73,656
(194) (610) (154) (84)
- (648,126) (648,126) -
- 2,306 - 13,618
(18,791) (20,603) 11,841 9,903
26,529 7,153 7,153 -
(94,134) (414,248) (233,178) (557,618)
142,640 431,053 280,487 598,920
(114,118) (329,132) (257,410) (397,068)
90,731 351,786 200,756 470,441
Nine months ended
Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
198 3,596 3,236
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NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

37. NOTES TO CONSOLIDATED STATEMENTS OF CASH FLOWS (Continued)

(c)

Debt Reconciliation

At January 1,2023 ......
Financing cash flows .. ..
Interest paid ...........
Interest accrued ........
Other non-cash
movements ..........

At December 31, 2023 ..

AtJanuary 1,2024 ......
Financing cash flows . ...
Interest paid ...........
Interest accrued ........
Other non-cash
movements ..........

At December 31, 2024 ..

(Unaudited)

At January 1, 2024

Financing cash flows .. ..

Interest paid ...........

Interest accrued ........

Other non-cash
movements ..........

At September 30,
2024 ...

AtJanuary 1,2025 ......
Financing cash flows . ...
Interest paid ...........
Interest accrued ........
Other non-cash
movements ..........
Disposal of subsidiaries
(Note38) ...........

At September 30,
2025 ...

Financial
liabilities at
fair value
through
profit or
loss -
Convertible preferred
Borrowings Lease liabilities bonds shares Total
RMB’000 RMB’000 RMB’000 RMB’000  RMB’000
630,423 168,625 - 2,513,748 3,312,796
(39,603) (20,419) 320,609 - 260,587
(35,285) (6,817) (527) - (42,629)
41,924 4,836 - - 46,760
(4,648) 489 1,222 111,262 108,325
592,811 146,714 321,304 2,625,010 3,685,839
592,811 146,714 321,304 2,625,010 3,685,839
(118,614) (20,763) 35,317 - (104,060)
(17,231) (6,265) (3,169) - (26,665)
20,411 4,821 - - 25,232
(15,802) 3,254 21,031  (2,625,010) (2,616,527)
461,575 127,761 374,483 - 963,819
592,811 146,714 321,304 2,625,010 3,685,839
(161,080) (15,132) 35,317 - (140,895)
(14,951) (5,099) (3,169) - (23,219)
14,719 4,073 - - 18,792
7,184 2,939 15,658  (2,625,010) (2,599,229)
438,683 133,495 369,110 - 941,288
461,575 127,761 374,483 - 963,819
109,772 (13,995) 2,254 - 98,031
(21,757) (4,472) (27,753) - (53,982)
22,112 4,472 - - 26,584
(3,084) 1,149 73,691 - 71,756
- (1,526) - - (1,526)
568,618 113,389 422,675 - 1,104,682
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38. DISPOSAL OF SUBSIDIARIES
Nine months ended September 30, 2025
During the nine months ended September 30, 2025, the Source Photonics Group disposed of interest in

the following entity to Source Photonics, Inc and Source Photonics Santa Clara, LLC(“Source Photonics
SC”):

Equity interest
Equity interest held by the
held by the Source
Source Photonics
Place of Photonics Group after Total
Name of subsidiaries establishment Principal activities  before disposal disposal consideration
Source Photonics, Inc (i) . ... The USA R&D, production, 100% - 7
and sales of optical
chips and optical
modules
Source Photonics Santa The USA Business and 100% - 7

Clara, LLC (i) .......... Investment

(i) On September 30, 2025, Source Photonics disposed of Source Photonics, Inc. and Source Photonics
Santa Clara, LLC to New Source Photonics Holdings (Cayman) Limited, wholly owned subsidiaries of
Source Photonics, for a consideration of USD1.00 for each.

The net assets of subsidiaries at the date of disposal and the impact on the cash flows in the current
period were as follows:

Source Photonics, Source Photonics

Inc SC Total
RMB’000 RMB’000 RMB’000
Net assets disposed of :
Cash and cash equivalents ..................... 2,824 252 3,076
Trade and notes receivables .................... 819 - 819
Prepayments and other receivables . .............. 300,458 2 300,460
Inventories . .. ... 6,245 — 6,245
Property, plant and equipment .................. 4,256 - 4,256
Right-of-use assets ............ .. ... .. ... ... 447 - 447
Intangible assets ............ .. .. . . L., 19,971 — 19,971
Trade payables ........... .. .. .. .. . .. .. ... (6,118) @) (6,122)
Accruals and other payables .................... (9,026) (297,408) (306,434)
Current tax liabilities .. ........................ (3,003) - (3,003)
Lease liabilities .............................. (1,526) - (1,526)
Less: Non-controlling interests . ................. - - -
315,347 (297,158) 18,189
Satisfied by:
Cash consideration . .......................... - - -
Gain on disposal of subsidiaries (equity transaction,
recognised directly in equity) ................. 315,347 (297,158) 18,189
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I NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
38. DISPOSAL OF SUBSIDIARIES (Continued)
An analysis of the net inflow of cash and cash equivalents in respect of the disposal of subsidiaries as
follow:
Source Source
Photonics, Inc Photonics SC Total
RMB’000 RMB’000 RMB’000
Cashreceived ....... ... . i, - - -
Cash and cash equivalents disposalof ............... 2,824 252 3,076
Net outflow of cash and cash equivalents in respect of
the disposal of subsidiaries . ..................... (2,824) (252) 3,076)
39. RELATED PARTY TRANSACTIONS
(a) Parent Entities
Ownership interest
As at
Place of As at December 31 September 30
Name incorporation 2023 2024 2025
Diamond Hill, L.P ............... Cayman Islands 34.99% 34.99% 34.99%
Source Photonics had no ultimate controlling shareholders for the years ended December 31, 2023,
2024 and nine months ended September 30, 2025.
(b) Names and Relationship with Related Parties

Related parties are those parties that have the ability, directly and indirectly, to control, jointly control
or exercise significant influence over the other party in making financial and operating decisions.
Parties are also considered to be related because they are subject to common control and common joint
control in the controlling shareholder’s families. Members of key management and their close family
member of the Source Photonics Group are also considered as related parties.

The directors of Source Photonics are of the view that the following parties were significant related
parties of the Source Photonics Group that had transactions or balances with the Source Photonics
Group for the years ended December 31, 2023, 2024 and nine months ended September 30, 2025:

Name of the related parties Relationship with the Source Photonics Group
VPA Former Controlling Shareholder
Yicun Capital Co., Ltd. Shareholder with Significant Influence

(—HEARGRAT)
Shanghai Yicun Private Equity Fund Management Co.,  Subsidiary of Yicun Capital Co., Ltd.
Ltd. (i — R A5 3 8 B FR A 7])

Source Photonics Santa Clara, LLC An entity controlled by the controlling shareholders

New Source Photonics Holdings (Cayman) Limited An entity controlled by the controlling shareholders
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)

39. RELATED PARTY TRANSACTIONS (Continued)

(c) Material Transactions with Related Parties
The following transactions and balances were carried out between the Source Photonics Group and its
related parties during the Track Record Period. In the opinion of the directors of Source Photonics, the
related party transactions were carried out in the normal course of business and at terms negotiated

between the Source Photonics Group and the respective related parties.

The Source Photonics Group has the following transactions with related parties:

Nine months ended

Year ended December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Sales of goods and rendering of services:
VP A 424 = = -
Year ended Nine months ended
December 31 September 30
2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Purchase of goods:
Shanghai Yicun Private Equity Fund Management Co.,
Ltd. . 570

Fund transactions between related parties :

In August 2023, the Source Photonics Group issued convertible bonds to Yicun Capital with a total
amount of USD 4.99 million (equivalent to RMB 36.5044 million). The bonds have an agreed annual
interest rate of 5%, a share conversion period of 3 months, and a maximum term not exceeding
December 28, 2023. The outstanding amount was repaid within 2023, and an interest of RMB
5.724 million was paid.

(d) Disposal of Subsidiaries
On September 30, 2025, Source Photonics disposed of Source Photonics, Inc. and Source Photonics

Santa Clara, LLC to New Source Photonics Holdings (Cayman) Limited, wholly owned subsidiaries of
Source Photonics, for a consideration of USD1.00 for each.
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II NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
39. RELATED PARTY TRANSACTIONS (Continued)
(e) Balance with Related Parties

All the balances with the related parties are trade in natures.

As at
As at December 31 September 30
2023 2024 2025
RMB’000 RMB’000 RMB’000
Trade nature

Trade receivables
Source Photonics Santa Clara, LLC ..................... - - 2,474
Less: creditlossallowance . ........................... - - 2)
- - 2,472

For the year ended December 31, 2023, 2024 and the nine months ended September 30, 2025, the
amount of expense recognized in the year in respect of bad and doubtful debts are nil, nil and
RMB2,000, respectively.

40. EVENTS AFTER THE REPORTING PERIOD

Except for the transactions mentioned above, the Source Photonics Group had no significant
subsequent events after September 30, 2025, and up to the date of this report.

41. SUMMARY OF OTHER ACCOUNTING POLICIES
(1) Principles of Consolidation
The Historical Financial Information incorporates the financial statements of Source Photonics and
entities (including structured entities) controlled by Source Photonics and its subsidiaries. Control is
achieved when Source Photonics:
* has power over the investee;
* isexposed, or has rights, to variable returns from its involvement with the investee; and

* has the ability to use its power to affect its returns.

The Source Photonics Group reassesses whether or not it controls an investee if facts and
circumstances indicate that there are changes to one or more of the three elements of control listed above.
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41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)
(1) Principles of Consolidation (Continued)

When the Source Photonics Group has less than a majority of the voting rights of an investee, it has
power over the investee when the voting rights are sufficient to give it the practical ability to direct the
relevant activities of the investee unilaterally. The Source Photonics Group considers all relevant facts and
circumstances in assessing whether or not the Source Photonics Group’s voting rights in an investee are
sufficient to give it power, including:

e the size of the Source Photonics Group’s holding of voting rights relative to the size and
dispersion of holdings of the other vote holders;

* potential voting rights held by the Source Photonics Group, other vote holders or other parties;
* rights arising from other contractual arrangements; and

e any additional facts and circumstances that indicate that the Source Photonics Group has, or does
not have, the current ability to direct the relevant activities at the time that decisions need to be
made, including voting patterns at previous shareholders’ meetings.

Consolidation of a subsidiary begins when Source Photonics obtains control over the subsidiary and
ceases when Source Photonics loses control of the subsidiary. Specifically, income and expenses of a
subsidiary acquired or disposed of during the year/period are included in the consolidated statement of
profit or loss and consolidated statement of comprehensive income from the date Source Photonics gains
control until the date when Source Photonics ceases to control the subsidiary.

Profit or loss and each component of other comprehensive income are attributed to the owners of
Source Photonics and to the non-controlling interests. Total comprehensive income of subsidiaries is
attributed to the owners of Source Photonics and to the non-controlling interests even if this results in the
non-controlling interests having a deficit balance.

When necessary, adjustments are made to the financial statements of subsidiaries to bring their
accounting policies into line with the Source Photonics Group’s accounting policies.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions
between members of the Source Photonics Group are eliminated in full on consolidation.

Non-controlling interests in subsidiaries are presented separately from the Source Photonics Group’s
equity therein, which represent present ownership interests entitling their holders to a proportionate share of
net assets of the relevant subsidiaries upon liquidation.

Changes in the Source Photonics Group’s ownership interests in existing subsidiaries

Changes in the Source Photonics Group’s ownership interests in existing subsidiaries that do not result
in the Source Photonics Group losing control over the subsidiaries are accounted for as equity transactions.
The carrying amounts of the Source Photonics Group’s relevant components of equity and the
non-controlling interests are adjusted to reflect the changes in their relative interests in the subsidiaries,
including re-attribution of relevant reserves between the Source Photonics Group and the non-controlling
interests according to the Source Photonics Group’s and the non-controlling interests’ proportionate
interests.
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41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)

(1) Principles of Consolidation (Continued)

Changes in the Source Photonics Group’s ownership interests in existing subsidiaries (Continued)

Any difference between the amount by which the non-controlling interests are adjusted, and the fair
value of the consideration paid or received is recognized directly in equity and attributed to owners of
Source Photonics.

When the Source Photonics Group loses control of a subsidiary, the assets and liabilities of that
subsidiary and non-controlling interests (if any) are derecognized. A gain or loss is recognized in profit or
loss and is calculated as the difference between (i) the aggregate of the fair value of the consideration
received and the fair value of any retained interest and (ii) the carrying amount of the assets (including
goodwill), and liabilities of the subsidiary attributable to the owners of Source Photonics. All amounts
previously recognized in other comprehensive income in relation to that subsidiary are accounted for as if
the Source Photonics Group had directly disposed of the related assets or liabilities of the subsidiary. The
fair value of any investment retained in the former subsidiary at the date when control is lost is regarded as
the fair value on initial recognition for subsequent accounting under /FRS 9 or, when applicable, the cost on
initial recognition of an investment in an associate.

(2) Investments in Associates and Joint Ventures

An associate is an entity over which the Source Photonics Group has significant influence but no
control or joint control. This is generally the case where the Source Photonics Group holds between 20%
and 50% of the voting rights. Significant influence is the power to participate in the financial and operating
policy decisions of the investee but is not control or joint control over those policies. Investments in
associates are accounted for using the equity method of accounting, after initially being recognized at cost.

Under IFRS 11 Joint Arrangements investments in joint arrangements are classified as either joint
operations or joint ventures. The classification depends on the contractual rights and obligations of each
investor, rather than the legal structure of the joint arrangement. Interests in joint ventures are accounted for
using the equity method, after initially being recognized at cost in the consolidated statement of financial
position.

Under the equity method of accounting, the investments are initially recognized at cost and adjusted
thereafter to recognize the Source Photonics Group’s share of the post-acquisition profits or losses of the
investee in profit or loss, and the Source Photonics Group’s share of movements in other comprehensive
income of the investee in other comprehensive income. Dividends received or receivable from associates
and joint ventures are recognized as a reduction in the carrying amount of the investment.

Where the Source Photonics Group’s share of losses in an equity-accounted investment equals or
exceeds its interest in the entity, including any other unsecured long-term receivables, the Source Photonics
Group does not recognize further losses, unless it has incurred obligations or made payments on behalf of
the other entity.

Unrealized gains on transactions between the Source Photonics Group and its associates and joint
ventures are eliminated to the extent of the Source Photonics Group’s interest in these entities. Unrealized
losses are also eliminated unless the transaction provides evidence of an impairment of the asset transferred.
Accounting policies of equity-accounted investees have been changed where necessary to ensure
consistency with the policies adopted by the Source Photonics Group.
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(2) Investments in Associates and Joint Ventures (Continued)

Changes in the Source Photonics Group’s interests in associates and joint ventures

When the Source Photonics Group reduces its ownership interests in an associate or a joint venture but
the Source Photonics Group continues to use the equity method (including situations that change of
ownership interest in an associate or a joint venture due to capital increase of other shareholders to the
associate or the joint venture), the Source Photonics Group reclassifies to profit or loss the proportion of the
gain or loss that had previously been recognized in other comprehensive income relating to that reduction in
ownership interests if that gain or loss would have been reclassified to profit or loss on the disposal of the
related assets or liabilities.

(3) Business Combinations
(i) Business Combination not Under Common Controls

The acquisition method of accounting is used to account for all business combinations (except for the
business combinations under common controls), regardless of whether equity instruments or other assets are
acquired. The consideration transferred for the acquisition of a subsidiary comprises the:

» fair values of the assets transferred

* liabilities incurred to the former owners of the acquired business

e equity interests issued by the Source Photonics Group

» fair value of any asset or liability resulting from a contingent consideration arrangement, and
e fair value of any pre-existing equity interest in the subsidiary.

Identifiable assets acquired and liabilities and contingent liabilities assumed in a business combination
are, with limited exceptions, measured initially at their fair values at the acquisition date. The Source
Photonics Group recognizes any non-controlling interest in the acquired entity on an
acquisition-by-acquisition basis either at fair value or at the non-controlling interest’s proportionate share of
the acquired entity’s net identifiable assets.

Acquisition-related costs are expensed as incurred.

The excess of the consideration transferred, amount of any non-controlling interest in the acquired
entity, and acquisition date fair value of any previous equity interest in the acquired entity over the fair
value of the net identifiable assets acquired is recorded as goodwill. If those amounts are less than the fair
value of the net identifiable assets of the business acquired, the difference is recognized directly in profit or
loss as a bargain purchase.

Where settlement of any part of cash consideration is deferred, the amounts payable in the future are
discounted to their present value as at the date of exchange. The discount rate used is the entity’s
incremental borrowing rate, being the rate at which a similar borrowing could be obtained from an
independent financier under comparable terms and conditions. Contingent consideration is classified either
as equity or a financial liability. Amounts classified as a financial liability are subsequently remeasured to
fair value, with changes in fair value recognized in profit or loss.
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(4) Separate Financial Statements

Investments in subsidiaries are accounted for at cost less impairment. Cost includes direct attributable
costs of investment. The results of subsidiaries are accounted for by Source Photonics on the basis of
dividend received and receivable.

Impairment test of the investments in subsidiaries is required upon receiving a dividend from these
investments if the dividend exceeds the total comprehensive income of the subsidiary in the period the
dividend is declared or if the carrying amount of the investment in the separate financial statements exceeds
the carrying amount of the investee’s net assets including goodwill.

(5) Foreign Currencies
(i) Functional and Presentation Currency

Items included in the financial statements of each of the Source Photonics Group’s entities are
measured using the currency of the primary economic environment in which the entity operates (“the
functional currency”). Since the majority of the assets and operations of the Source Photonics Group are
located in the PRC, the Historical Financial Information are presented in RMB, which is also Source
Photonics’ functional and the Source Photonics Group’s presentation currency.

(ii) Transactions and Balances

Foreign currency transactions are translated into the functional currency using the exchange rates at the
dates of the transactions. Foreign exchange gains and losses resulting from the settlement of such
transactions and from the translation of monetary assets and liabilities denominated in foreign currencies at
year end exchange rates are generally recognized in profit or loss. They are deferred in equity if they relate
to qualifying cash flow hedges.

Foreign exchange gains and losses that relate to borrowings are presented in the consolidated
statements of profit or loss, within finance costs. All other foreign exchange gains and losses are presented
in the consolidated statements of profit or loss on a net basis within other gains/(losses), net.

Non-monetary items that are measured at fair value in a foreign currency are translated using the
exchange rates at the date when the fair value was determined. Translation differences on assets and
liabilities carried at fair value are reported as part of the fair value gain or loss. For example, translation
differences on non-monetary assets and liabilities such as equities held at FVTPL are recognized in profit or
loss as part of the fair value gain or loss and translation differences on non-monetary assets such as equities
classified as fair value through other comprehensive income are recognized in other comprehensive income.

(iti) Source Photonics Group Companies

The results and financial position of all the Source Photonics Group entities that have a functional
currency different from the presentation currency are translated into the presentation currency as follows:

* assets and liabilities for each statement of financial position of the Source Photonics Group’s
entities are translated at the closing rate at the end of the reporting period;
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41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)

(5) Foreign Currencies (Continued)

(iii) Source Photonics Group Companies (Continued)

* income and expenses for each statement of profit or loss of the Source Photonics Group’s entities
are translated at average exchange rates (unless this average is not a reasonable approximation of
the cumulative effect of the rates prevailing on the transaction dates, in which case income and
expenses are translated at the dates of the transactions); and

» all resulting exchange differences are recognized in other comprehensive income.

On consolidation, exchange differences arising from the translation of the net investment in foreign
operations are taken to other comprehensive income. When a foreign operation is partially disposed of or
sold, exchange differences that were recorded in equity are reclassified to profit or loss, as part of the gain
or loss on sale.

Goodwill and fair value adjustments arising on the acquisition of a foreign entity are treated as assets
and liabilities of the foreign entity and translated at the closing rate.

(6) Property, Plant and Equipment

The Source Photonics Group’s accounting policy for buildings and equipment is explained in
Note 16(a). Property, plant and equipment are tangible assets that are held for use in the production or
supply of goods or services, or for administrative purposes, other than construction in progress, are stated at
cost less accumulated depreciation and any impairment losses. The cost of an item of property and
equipment comprises its purchase price and any directly attributable costs of bringing the asset to its
working condition and location for its intended use.

Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, as
appropriate, only when it is probable that future economic benefits associated with the item will flow to the
Source Photonics Group and the cost of the item can be measured reliably. The carrying amount of any
component accounted for as a separate asset is derecognized when replaced. All other repairs and
maintenance are charged to profit or loss during the reporting period in which they are incurred.

The assets’ residual values and useful lives are reviewed, and adjusted if appropriate, at the end of each
reporting period.

An asset’s carrying amount is written down immediately to its recoverable amount if the asset’s
carrying amount is greater than its estimated recoverable amount.

Gains and losses on disposals are determined by comparing proceeds with carrying amount. These are
included in profit or loss.

Construction in progress mainly represents buildings under construction, which is stated at cost less
any impairment losses, and is not depreciated. Cost comprises the direct costs of construction and
capitalized borrowing costs on related borrowed funds during the period of construction. Construction in
progress is reclassified to the appropriate category of property and equipment when completed and ready for
use.
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(7) Impairment of Non-Financial Assets

Goodwill and intangible assets that have an indefinite useful life or are not yet available for use are not
subject to amortization and are tested annually for impairment, or more frequently if events or changes in
circumstances indicate that they might be impaired. Other assets are reviewed for impairment whenever
events or changes in circumstances indicate that the carrying amount may not be fully recoverable. An
impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its recoverable
amount. The recoverable amount is the higher of an asset’s fair value less costs of disposal and value in use.
For the purpose of assessing impairment, assets are grouped at the lowest levels for which there are
separately identifiable cash flows (cash-generating units). Non-financial assets other than goodwill that
suffered impairment are reviewed for possible reversal of the impairment at each reporting date.

(8) Intangible assets
(i) Goodwill

Goodwill on acquisitions of subsidiaries is included in intangible assets. Goodwill is not amortized but
it is tested for impairment annually, or more frequently if events or changes in circumstances indicate that it
might be impaired, and is carried at cost less accumulated impairment losses. Gains and losses on the

disposal of an entity include the carrying amount of goodwill relating to the entity sold.

Goodwill is allocated to cash-generating units for the purpose of impairment testing. The allocation is
made to those cash-generating units or groups of cash-generating units that are expected to benefit from the
business combination in which the goodwill arose. The units or groups of units are identified at the lowest
level at which goodwill is monitored for internal management purposes, being the operating segments.

(ii) Patent right and Patent technology

Patent right and Patent technology are initially recognized at fair value and historical costs on the
acquisition date. They have a finite useful life and subsequently carried at cost less accumulated
amortization and impairment losses.

(iii) Software

Purchased software is stated at cost less any impairment losses and amortized on the straight-line basis
over its estimated useful life.

(iv) Research and Development
Research expenditure and development expenditure that do not meet the criteria for capitalisation are

recognised as an expense as incurred. Development costs previously recognised as an expense are not
recognised as an asset in a subsequent period.
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(9) Financial Assets
(i) Classification
The Source Photonics Group classifies its financial assets in the following measurement categories:

* those to be measured subsequently at fair value (either through other comprehensive income, or
through profit or loss), and

¢ those to be measured at amortized cost.

The classification depends on the entity’s business model for managing the financial assets and the
contractual terms of the cash flows.

For assets measured at fair value, gains and losses will be recorded either in profit or loss or in OCI.
For investments in equity instruments that are not held for trading, this will depend on whether the Source
Photonics Group has made an irrevocable election at the time of initial recognition to present subsequent
changes in fair value in other comprehensive income.

(ii) Recognition and Derecognition

Regular way purchases and sales of financial assets are recognized on trade-date, the date on which the
Source Photonics Group commits to purchase or sell the assets. Financial assets are derecognized when the
rights to receive cash flows from the financial assets have expired or have been transferred and the Source
Photonics Group has transferred substantially all the risks and rewards of ownership.

(iii) Measurement

At initial recognition, the Source Photonics Group measures a financial asset at its fair value plus, in
the case of a financial asset not at FVTPL, transaction costs that are directly attributable to the acquisition of
the financial asset. Transaction costs of financial assets carried at FVTPL are expensed in profit or loss.

Debt instruments

Subsequent measurement of debt instruments depends on the Source Photonics Group’s business
model for managing the asset and the cash flow characteristics of the asset. There are three measurement
categories into which the Source Photonics Group classifies its debt instruments:

e Amortized cost: Assets that are held for collection of contractual cash flows, where those cash
flows represent solely payments of principal and interest, are measured at amortized cost. Interest
income from these financial assets is included in finance income using the effective interest rate
method. Any gain or loss arising on derecognition is recognized directly in profit or loss and
presented in other gains/(losses), net together with foreign exchange gains and losses. Impairment
losses are presented as separate line items in the statement of profit or loss.

* FVTPL: Assets that do not meet the criteria for amortized cost or FVOCI are measured at FVTPL.
A gain or loss on a debt investment that is subsequently measured at FVTPL is recognized in
profit or loss and presented net within other gains/(losses), net in the period in which it arises.
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41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)

(9) Financial Assets (Continued)

(iii) Measurement (Continued)

Debt instruments (Continued)

*  FVOCI: assets that are held for collection of contractual cash flows and for selling the financial assets,
where the assets’ cash flows represent solely payments of principal and interest, are measured at
FVOCI. Movements in the carrying amount are taken through OCI, except for the recognition of
impairment gains or losses, interest income and foreign exchange gains and losses which are
recognized in profit or loss. When the financial asset is derecognized, the cumulative gain or loss
previously recognized in OCI is reclassified from equity to profit or loss and recognized in other gains/
(losses). Interest income from these financial assets is included in finance income using the effective
interest rate method. Foreign exchange gains and losses are presented in other gains/(losses) and
impairment expenses are presented as a separate line item in the statement of profit or loss.

Equity instruments

The Source Photonics Group subsequently measures all equity investments at fair value. Where the
Source Photonics Group’s management has elected to present fair value gains and losses on equity
investments in OCI, there is no subsequent reclassification of fair value gains and losses to profit or loss
following the derecognition of the investment. Dividends from such investments continue to be recognized
in profit or loss as other income when the Source Photonics Group’s right to receive payments is
established.

Changes in the fair value of financial assets at FVTPL are recognized in other gains/ (losses) in the
statement of profit or loss as applicable.

(iv) Impairment of Financial Assets

The Source Photonics Group recognizes an allowance for expected credit losses (“ECLs”) for all debt
instruments not held at fair value through profit or loss. ECLs are based on the difference between the
contractual cash flows due in accordance with the contract and all the cash flows that the Source Photonics
Group expects to receive, discounted at an approximation of the original effective interest rate. The
expected cash flow will include cash flows from the sale of collateral held or other credit enhancements that
are integral to the contractual terms. Details, please refer to credit risks in Note 3.2.

(10) Financial Liabilities and Equity
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with
the substance of the contractual arrangements and the definitions of a financial liability and an equity
instrument.

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after
deducting all of its liabilities. Equity instruments issued by the Company are recognized at the proceeds
received, net of direct issue costs.
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41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)
(10) Financial Liabilities and Equity (Continued)

Financial liabilities

Financial liabilities of the Source Photonics Group mainly comprise financial liabilities at amortized
cost, including trade and notes payables, other payables and accruals, borrowings and customer deposit.
Such financial liabilities are initially recognized at fair value, net of transaction costs incurred, and
subsequently measured using the effective interest method.

Financial liabilities that are due within one year (inclusive) are classified as current liabilities; those
with maturities over one year but are due within one year (inclusive) as from the balance sheet date are
classified as current portion of non-current liabilities. Others are classified as non-current liabilities.

Financial liabilities at fair value through profit or loss

Financial liabilities are classified as at FVTPL when the financial liability is (i) contingent
consideration of an acquirer in a business combination to which IFRS 3 applies, (ii) held for trading, or
(ii1) it is measured as at FVTPL.

A financial liability is held for trading if:
e it has been acquired principally for the purpose of repurchasing it in the near term; or

* on initial recognition it is part of a portfolio of identified financial instruments that the Group
manages together and has a recent actual pattern of short-term profit-taking; or

* it is a derivative, except for a derivative that is a financial guarantee contract or a designated and
effective hedging instrument.

A financial liability other than a financial liability held for trading or contingent consideration of an
acquirer in a business combination may be designated as at FVTPL upon initial recognition if:

* such designation eliminates or significantly reduces a measurement or recognition inconsistency
that would otherwise arise; or

* the financial liability forms part of a group of financial assets or financial liabilities or both, which
is managed and its performance is evaluated on a fair value basis, in accordance with the Group’s
documented risk management or investment strategy, and information about the grouping is
provided internally on that basis; or

* it forms part of a contract containing one or more embedded derivatives, and IFRS 9 permits the
entire combined contract to be designated as at FVTPL.

For financial liabilities that are measured as at FVTPL, the amount of change in the fair value of the
financial liability that is attributable to changes in the credit risk of that liability is recognized in other
comprehensive income, unless the recognition of the effects of changes in the liability’s credit risk in other
comprehensive income would create or enlarge an accounting mismatch in profit or loss. For financial
liabilities that contain embedded derivatives, such as contingent consideration, the changes in fair value of
the embedded derivatives are excluded in determining the amount to be presented in other comprehensive
income. Changes in fair value attributable to a financial liability’s credit risk that are recognized in other
comprehensive income are not subsequently reclassified to profit or loss; instead, they are transferred to
accumulated losses upon derecognition of the financial liability.
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(10) Financial Liabilities and Equity (Continued)

Financial Liabilities at amortized cost

Financial liabilities including trade and notes payables, other payables and accruals, borrowings and
customer deposit are subsequently measured at amortized cost, using the effective interest method.

Derecognition/modification of financial liabilities

The Source Photonics derecognizes financial liabilities when, and only when, the Group’s obligations
are discharged, cancelled or have expired. The difference between the carrying amount of the financial
liability derecognized and the consideration paid and payable is recognized in profit or loss during period
incurred.

(11) Inventories

Inventories are stated at the lower of cost and net realizable value. Cost of inventories are determined
using the weighted-average cost calculated on a monthly basis. Cost comprises direct materials, direct labor
and an appropriate proportion of variable and fixed overhead expenditure, the latter being allocated on the
basis of normal operating capacity. Cost includes the reclassification from equity of any gains or losses on
qualifying cash flow hedges relating to purchases of raw material but excludes borrowing costs. Costs of
purchased inventory are determined after deducting rebates and discounts. Net realizable value is the
estimated selling price in the ordinary course of business less the estimated costs of completion and the
estimated costs necessary to make the sale.

(12) Trade Receivables

Trade receivables are recognized initially at the amount of consideration that is unconditional unless
they contain significant financing components, in which case they are recognized at fair value. The Source
Photonics Group holds the trade receivables with the objective of collecting the contractual cash flows and
therefore measures them subsequently at amortized cost using the effective interest method. See Note 3.2
for a description of the Source Photonics Group’s impairment policies.

(13) Share Capital and Capital Reserve

Ordinary shares are classified as equity. Incremental costs directly attributable to the issue of new
shares are shown in equity as a deduction, net of tax, from the proceeds.

(14) Trade and Other Payables

These amounts represent liabilities for goods and services provided to the Source Photonics Group
prior to the end of financial period which are unpaid. Trade and other payables are presented as current
liabilities unless payment is not due within 12 months after the reporting period. They are recognized
initially at fair value and subsequently measured at amortized cost using the effective interest method.

(15) Borrowings

Borrowings are initially recognized at fair value, net of transaction costs incurred. Borrowings are
subsequently measured at amortized cost. Any difference between the proceeds (net of transaction costs)
and the redemption amount is recognized in profit or loss over the period of the borrowings using the
effective interest method. Fees paid on the establishment of loan facilities are recognized as transaction
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(15) Borrowings (Continued)

costs of the loan to the extent that it is probable that some or all of the facility will be drawn down. In this
case, the fee is deferred until the draw-down occurs. To the extent there is no evidence that it is probable
that some or all of the facility will be drawn down, the fee is capitalized as a prepayment for liquidity
services and amortized over the period of the facility to which it relates.

Borrowings are derecognized when the obligation specified in the contract is discharged, cancelled or
expired. The difference between the carrying amount of a financial liability that has been extinguished or
transferred to another party and the consideration paid, including any non-cash assets transferred or
liabilities assumed, is recognized in profit or loss as other income or finance costs.

Where the terms of a financial liability are renegotiated and the entity issues equity instruments to a
creditor to extinguish all or part of the liability (debt for equity swap), a gain or loss is recognized in profit
or loss, which is measured as the difference between the carrying amount of the financial liability and the
fair value of the equity instruments issued.

Borrowings are classified as current liabilities unless the Source Photonics Group has an unconditional
right to defer settlement of the liability for at least 12 months after the reporting period.

Covenants that the Source Photonics Group is required to comply with, on or before the end of
reporting period, are considered in classifying loan arrangements with covenants as current or non-current.
Covenants that the Source Photonics Group is required to comply with after the reporting period do not
affect the classification at the reporting date.

(16) Borrowing Costs

General and specific borrowing costs that are directly attributable to the acquisition, construction or
production of a qualifying asset are capitalized during the period of time that is required to complete and
prepare the asset for its intended use or sale. Qualifying assets are assets that necessarily take a substantial
period of time to get ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalization.

Other borrowing costs are expensed in the period in which they are incurred.

(17) Provisions

Provisions for legal claims, service warranties and make good obligations are recognized when the
Source Photonics Group has a present legal or constructive obligation as a result of past events, it is
probable that an outflow of resources will be required to settle the obligation, and the amount can be
reliably estimated. Provisions are not recognized for future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow will be required in
settlement is determined by considering the class of obligations as a whole. A provision is recognized even
if the likelihood of an outflow with respect to any one item included in the same class of obligations may be
small.

Provisions are measured at the present value of management’s best estimate of the expenditure
required to settle the present obligation at the end of the reporting period. The discount rate used to
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(17) Provisions (Continued)

determine the present value is a pre-tax rate that reflects current market assessments of the time value of
money and the risks specific to the liability. The increase in the provision due to the passage of time is
recognized as interest expense.

(18) Employee Benefits
(i) Short-Term Obligations

Liabilities for wages and salaries, including non-monetary benefits, annual leave and accumulating sick
leave that are expected to be settled wholly within 12 months after the end of the period in which the
employees render the related service are recognized in respect of employees’ services up to the end of the
reporting period and are measured at the amounts expected to be paid when the liabilities are settled. The
liabilities are presented as current employee benefit obligations in the statement of financial position.

(ii) Housing Funds, Medical Insurances and Other Social Insurances

Employees of the Source Photonics Group in the PRC are entitled to participate in various
government-supervised housing funds, medical insurance and other employee social insurance plan. The
Source Photonics Group contributes on a monthly basis to these funds based on certain percentages of the
salaries of the employees, subject to certain ceiling. The Source Photonics Group’s liability in respect of
these funds is limited to the contribution payable in each year. Contributions to the housing funds, medical
insurances and other social insurances are expensed as incurred.

(iii) Post-Employment Benefits

The Source Photonics Group classifies post-employment benefit plans as either defined contribution
plans or defined benefit plans. Defined contribution plans are post-employment benefit plans under which
the Source Photonics Group pays fixed contributions into a separate fund and will have no obligation to pay
further contributions; and defined benefit plans are post-employment benefit plans other than defined
contribution plans. During the reporting period, the Source Photonics Group’s defined contribution plans
mainly include basic pensions and unemployment insurance, while the defined benefit plans are certain
oversea subsidiaries provide supplemental retirement benefits beyond the national regulatory insurance
system.

The liability recognized in the balance sheet in respect of defined benefit pension plans is the present
value of the defined benefit obligations less the fair value of the plan assets. The defined benefit obligation
is calculated annually by independent actuaries using the projected unit credit method at the interest rate of
treasury bonds with similar obligation term and currency. The charges related to supplementary retirement
benefits (including current service costs, historical service costs and gains or losses on settlement) and net
interest are recognized in profit or loss for the current period or included in the cost of an asset, and the
changes arising from remeasurement in net liabilities or net assets of defined benefit plans are recognized in
other comprehensive income.

(iv) Basic Pensions

The Source Photonics Group’s employees participate in the basic pension plan set up and administered
by local authorities of Ministry of Human Resource and Social Security. Monthly payments of premiums on
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(18) Employee Benefits (Continued)

(iv) Basic Pensions (Continued)

the basic pensions are calculated according to prescribed bases and percentage by the relevant local
authorities. When employees retire, the relevant local authorities are obliged to pay the basic pensions to
them. The amounts based on the above calculations are recognized as liabilities in the accounting period in
which the service has been rendered by the employees, with a corresponding charge to the profit or loss for
the current period or the cost of relevant assets.

(19) Share-Based Payments
(i) Equity-settled share-based payment transactions

The Source Photonics Group operates an equity-settled share-based compensation plan, under which the
entity receives services from employees as consideration for equity instruments (including shares or share
options) of the Source Photonics Group. The fair value of the employee services received in exchange for the
grant of the equity instruments is recognized as an expense. The total amount to be expensed is determined by
reference to the fair value of the equity instruments granted:

¢ including any market performance conditions;

e excluding the impact of any service and non-market performance vesting conditions (for example,
remaining an employee of the entity over a specified time period);

* including the impact of any non-vesting conditions.

At the end of each reporting period, the Source Photonics Group revises its estimates of the number of share
options that are expected to vest based on the non-marketing performance and service conditions, irrespective of
whether those non-vesting conditions are satisfied. It recognizes the impact of the revision to original estimates,
if any, in the income statement, with a corresponding adjustment to equity.

(ii) Share-based payment transactions among Source Photonics Group entities

Source Photonics settling a share-based payment transaction when another entity in the Source Photonics
Group receives the goods or services shall recognize the transaction as an equity-settled share-based payment
transaction only if it is settled in Source Photonics’ own equity instruments. Otherwise, the transaction shall be
recognized as a cash settled share-based payment transaction. In its separate financial statements, Source
Photonics records a debit, recognizing an increase in the investment in subsidiaries as a capital contribution from
the parent and a credit to equity as no goods or services are received by Source Photonics. Source Photonics
records a debit, recognizing the cash the employee paid when exercising the equity-settled share-based payment
along with a decrease in reserves and a credit, recognizing share capital and share premium of Source Photonics.

(iti) Modifications and Cancellations

The Source Photonics Group may modify the terms and conditions on which the share-based compensation
plan was granted. If a modification increases the fair value of the equity instruments granted, the incremental fair
value granted is included in the measurement of the amount recognized for the services received over the remainder
of the vesting year. A grant of the share-based compensation plan, that is cancelled or settled during the vesting
year, is treated as an acceleration of vesting. The Source Photonics Group will immediately recognize the amount
that otherwise would have been recognized for services received over the remainder of the vesting year.
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41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)
(20) Dividend Distribution

Dividend distribution to the shareholders is recognized as a liability in the Historical Financial Information
in the period in which the dividends are approved by the entities’ shareholders or directors, where appropriate.

(21) Interest Income

Interest income from financial assets at FVTPL is included in the net fair value gains/(losses) on these
assets.

Interest income on financial assets at amortized cost and financial assets at FVOCI calculated using the
effective interest method is recognized in profit or loss as part of other income.

Interest income is presented as finance income where it is earned from financial assets that are held for
cash management purposes.

(22) Dividend Income
Dividend income is recognized when the right to receive dividend payment is established.

(23) Earnings Per Share

Basic earnings per share

Basic earnings per share is calculated by dividing:

* the profit attributable to owners of Source Photonics, excluding any costs of servicing equity other
than ordinary shares

* by the weighted average number of ordinary shares outstanding during the financial year, adjusted
for bonus elements in ordinary shares issued during the year and excluding treasury shares.

Diluted earnings per share

Diluted earnings per share adjusts the figures used in the determination of basic earnings per share to
take into account:

* the after-income tax effect of interest and other financing costs associated with dilutive potential
ordinary shares, and

* the weighted average number of additional ordinary shares that would have been outstanding
assuming the conversion of all dilutive potential ordinary shares.

(24) Government Grant

Government grants relating to costs are deferred and recognized in profit or loss over the period
necessary to match them with the costs that they are intended to compensate.

Government grants relating to the purchase of property, plant and equipment are included in
non-current liabilities as deferred income and they are credited to profit or loss on a straight-line basis
over the expected lives of the related assets.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)
(25) Current and Deferred Income Tax

The income tax expense or credit for the period is the tax payable on the current period’s taxable
income, based on the applicable income tax rate for each jurisdiction, adjusted by changes in deferred
tax assets and liabilities attributable to temporary differences and to unused tax losses.

(i) Current Income Tax

The current income tax charge is calculated on the basis of the tax laws enacted or substantively
enacted at the end of the reporting period in the countries where Source Photonics and its subsidiaries and
associates operate and generate taxable income. Management periodically evaluates positions taken in tax
returns with respect to situations in which applicable tax regulation is subject to interpretation and considers
whether it is probable that a taxation authority will accept an uncertain tax treatment. The Source Photonics
Group measures its tax balances either based on the most likely amount or the expected value, depending on
which method provides a better prediction of the resolution of the uncertainty.

(i) Deferred Income Tax

Deferred income tax is provided in full, using the liability method, on temporary differences arising
between the tax bases of assets and liabilities and their carrying amounts in the Historical Financial
Information. However, deferred tax liabilities are not recognized if they arise from the initial recognition of
goodwill. Deferred income tax is also not accounted for if it arises from initial recognition of an asset or
liability in a transaction other than a business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss and does not give rise to equal taxable and deductible temporary
differences. Deferred income tax is determined using tax rates (and laws) that have been enacted or
substantively enacted by the end of the reporting period and are expected to apply when the related deferred
income tax asset is realized or the deferred income tax liability is settled.

Deferred tax assets are recognized only if it is probable that future taxable amounts will be available to
utilize those temporary differences and losses.

Deferred tax liabilities and assets are not recognized for temporary differences between the carrying
amount and tax bases of investments in foreign operations where Source Photonics is able to control the
timing of the reversal of the temporary differences and it is probable that the differences will not reverse in
the foreseeable future.

Deferred tax assets and liabilities are offset where there is a legally enforceable right to offset current
tax assets and liabilities and where the deferred tax balances relate to the same taxation authority. Current
tax assets and tax liabilities are offset where the entity has a legally enforceable right to offset and intends
either to settle on a net basis, or to realize the asset and settle the liability simultaneously.

Current and deferred tax is recognized in profit or loss, except to the extent that it relates to items
recognized in other comprehensive income or directly in equity. In this case, the tax is also recognized in
other comprehensive income or directly in equity, respectively.

Current and deferred tax are recognized in profit or loss, except when they relate to items that are
recognized in other comprehensive income or directly in equity, in which case, the current and deferred tax
are also recognized in other comprehensive income or directly in equity respectively. Where current tax or
deferred tax arises from the initial accounting for a business combination, the tax effect is included in the
accounting for the business combination.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)

(25) Current and Deferred Income Tax (Continued)

(ii) Deferred Income Tax (Continued)

In assessing any uncertainty over income tax treatments, the Source Photonics Group considers
whether it is probable that the relevant tax authority will accept the uncertain tax treatment used, or
proposed to be used by individual Source Photonics Group entities in their income tax filings. If it is
probable, the current and deferred taxes are determined consistently with the tax treatment in the income tax
filings. If it is not probable that the relevant taxation authority will accept an uncertain tax treatment, the
effect of each uncertainty is reflected by using either the most likely amount or the expected value.

(26) Leases
(i) Definition of a Lease

A contract is, or contains, a lease if the contract conveys the right to control the use of an identified
asset for a period of time in exchange for consideration.

For contracts entered into or modified on or after the date of initial application or arising from business
combinations, the Source Photonics Group assesses whether a contract is or contains a lease based on the
definition under IFRS 16 at inception or modification date. Such contract will not be reassessed unless the
terms and conditions of the contract are subsequently changed.

(ii) The Source Photonics Group as a Lessee
As a practical expedient, leases with similar characteristics are accounted on a portfolio basis when the
Source Photonics Group reasonably expects that the effects on the financial statements would not differ

materially from individual leases within the portfolio.

Short-Term Leases and Leases of Low-Value Assets

The Source Photonics Group applies the short-term lease recognition exemption to leases that have a
lease term of 12 months or less from the commencement date and do not contain a purchase option. It also
applies to the recognition exemption for lease of low-value assets. Lease payments on short-term leases and
leases of low-value assets are recognized as expense on a straight-line basis over the lease term.

Right-of-Use Assets

The cost of right-of-use asset includes:
e the amount of the initial measurement of the lease liability;
* any lease payments made at or before the commencement date, less any lease incentives received,;
* any initial direct costs incurred by the Source Photonics Group; and
* an estimate of costs to be incurred by the Source Photonics Group in dismantling and removing

the underlying assets, restoring the site on which it is located or restoring the underlying asset to
the condition required by the terms and conditions of the lease.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)

(26) Leases (Continued)

(ii) The Source Photonics Group as a Lessee (Continued)

Right-of-Use Assets (Continued)

Right-of-use assets are measured at cost, less any accumulated depreciation and impairment losses, and
adjusted for any remeasurement of lease.

Right-of-use assets in which the Source Photonics Group is reasonably certain to obtain ownership of
the underlying leased assets at the end of the lease term are depreciated from commencement date to the end
of the useful life. Otherwise, right-of-use assets are depreciated on a straight-line basis over the shorter of its
estimated useful life and the lease term.

The Source Photonics Group presents right-of-use assets as a separate line item on the consolidated
statement of financial position.

Land leases are also in the scope of IFRS 16. The Source Photonics Group recognizes any prepaid
premium for leasehold lands as right-of-use assets which are depreciated over the relevant lease terms.

Refundable rental deposits paid are account under IFRS 9 and initially measured at fair value.
Adjustments to fair value at initial recognition are considered as additional lease payments and included in
the cost of right-of-use assets.

Lease Liabilities

At the commencement date of a lease, the Source Photonics Group recognizes and measures the lease
liability at the present value of lease payments that are unpaid at that date. In calculating the present value of
lease payments, the Source Photonics Group uses the incremental borrowing rate at the lease
commencement date if the interest rate implicit in the lease is not readily determinable. The lease payments
are discounted using the interest rate implicit in the lease. If that rate cannot be readily determined, which is
generally the case for leases of the Source Photonics Group, the lessee’s incremental borrowing rate is used,
being the rate that the individual lessee would have to pay to borrow the funds necessary to obtain an asset
of similar value to the right-of-use asset in a similar economic environment with similar terms, security and
conditions.

Assets and liabilities arising from a lease are initially measured on a present value basis. Lease
liabilities include the net present value of the following lease payments:

* fixed payments (including in-substance fixed payments), less any lease incentives receivable;

* variable lease payments that are based on an index or a rate, initially measured using the index or
rate as at the commencement date;

* amounts expected to be payable by the Source Photonics Group under residual value guarantees;

» the exercise price of a purchase option if the Source Photonics Group is reasonably certain to
exercise that option;
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)

(26) Leases (Continued)

(ii) The Source Photonics Group as a Lessee (Continued)

Lease Liabilities (Continued)

e payments of penalties for terminating the lease, if the lease term reflects the Source Photonics
Group exercising that option; and

e lease payments to be made under reasonably certain extension options are also included in the
measurement of lease liabilities.

After the commencement date, lease liabilities are adjusted by interest accretion and lease payments.

The Source Photonics Group presents lease liabilities as a separate line item in the consolidated
statement of financial position.

(iii) The Source Photonics Group as a Lessor

Classification and measurement of leases

Leases for which the Source Photonics Group is a lessor are classified as finance or operating leases.
Whenever the terms of the lease transfer substantially all the risks and rewards incidental to ownership of an
underlying asset to the lessee, the contract is classified as a finance lease. All other leases are classified as
operating leases.

Rental income from operating leases is recognized in profit or loss on a straight-line basis over the
term of the relevant lease. Initial direct costs incurred in negotiating and arranging an operating lease are
added to the carrying amount of the leased asset, and such costs are recognized as an expense on a straight-
line basis over the lease term.

Refundable rental deposits received are accounted under IFRS 9 and initially measured at fair value.
Adjustments to fair value at initial recognition are considered as additional lease payments from lessees.

(27) Convertible Bonds

The Source Photonics Group has convertible bonds which are classified entirely as liabilities. Since the
instrument contains an embedded derivative, it has been designated as at fair value through profit or loss on
initial recognition and, as such the embedded conversion feature is not separated. All transaction costs
related to financial instruments designated as at fair value through profit or loss are expensed as incurred.

The liability is subsequently carried at fair value, determined using valuation techniques. If the bonds
are converted, the fair value at the time of conversion are transferred to share capital and share premium for
the shares issued. If the bonds are redeemed, the difference between redemption amount and carrying value
is recognised in profit or loss.
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II' NOTES TO THE HISTORICAL FINANCIAL INFORMATION (Continued)
41. SUMMARY OF OTHER ACCOUNTING POLICIES (Continued)
(27) Convertible Bonds (Continued)
III SUBSEQUENT FINANCIAL STATEMENTS
No audited financial statements have been prepared by Source Photonics or any of the companies now

comprising the Source Photonics Group in respect of any period subsequent to September 30, 2025, and up
to the date of this report.
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