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this document is only for the purpose of providing information about the Company to the public
in Hong Kong and not for any other purposes. No investment decision should be based on the
information contained in this document;

the publication of this document or supplemental, revised or replacement pages on the Stock
Exchange’s website does not give rise to any obligation of the Company, its sponsor, advisers
or members of the underwriting syndicate to proceed with an offering in Hong Kong or any other
jurisdiction. There is no assurance that the Company will proceed with the offering;

the contents of this document or supplemental, revised or replacement pages may or may not be
replicated in full or in part in the actual final listing document;

the Application Proof is not the final listing document and may be updated or revised by the
Company from time to time in accordance with the Listing Rules;

this document does not constitute a prospectus, offering circular, notice, circular, brochure or
advertisement offering to sell any securities to the public in any jurisdiction, nor is it an
invitation to the public to make offers to subscribe for or purchase any securities, nor is it
calculated to invite offers by the public to subscribe for or purchase any securities;

this document must not be regarded as an inducement to subscribe for or purchase any securities,
and no such inducement is intended;

neither the Company nor any of its affiliates, advisers or underwriters is offering, or is soliciting
offers to buy, any securities in any jurisdiction through the publication of this document;

no application for the securities mentioned in this document should be made by any person nor
would such application be accepted;

the Company has not and will not register the securities referred to in this document under the
United States Securities Act of 1933, as amended, or any state securities laws of the United
States;

as there may be legal restrictions on the distribution of this document or dissemination of any
information contained in this document, you agree to inform yourself about and observe any such
restrictions applicable to you; and

the application to which this document relates has not been approved for listing and the Stock
Exchange and the SFC may accept, return or reject the application for the subject public offering
and/or listing.

offer or an invitation is made to the public in Hong Kong in due course, prospective investors

are reminded to make their investment decisions solely based on the Company’s prospectus registered

with

the Registrar of Companies in Hong Kong, copies of which will be distributed to the public

during the offer period.
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[REDACTED] offered by this document. This document may not be used for the purpose of and does
not constitute an offer to sell or a solicitation of an offer in any other jurisdiction or in any other

circumstances.

You should rely only on the information contained in this document to make your investment
decision.
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SUMMARY

This summary aims to give you an overview of the information contained in this document and
should be read in conjunction with the full text of this document. Since this is a summary, it does
not contain all the information that may be important to you. You should read the whole document,
including our financial statements and the accompanying notes, before you decide to invest in the
[REDACTED].

There are risks associated with any investment. Some of the particular risks of investing in
the [REDACTED] are set forth in the section headed “Risk Factors” of this document. You should
read that section carefully before you decide to invest in the [REDACTED]. Various expressions
used in this summary are defined in the sections headed “Definitions” and “Glossary of Technical
Terms” in this document, respectively.

OVERVIEW

We are an established EMS provider in the PRC offering integrated manufacturing services
which include provision of design enhancement and verification, offering of technical advice and
engineering solutions, raw materials selection and procurement, quality control, logistic and delivery
and after-sale services to our customers in respect of our assembling and production of PCBAs and
fully-assembled electronic products. The table below sets forth a breakdown of our revenue during the
Track Record Period by product category:

For the year ended 31 December
2015 2016 2017

% of total % of total % of total
RMB’000 revenue RMB’000 revenue RMB’000 revenue

PCBAs (Note 1)

Banking and finance 19,221 10.5 50,657 18.9 62,084 16.7
Smart device 5,530 3.0 16,289 6.1 42,547 11.5
Telecommunication 53,612 29.3 24,247 9.1 12,844 3.5
Others (Note 2) 660 0.4 667 0.2 694 0.2
Sub-total 79,023 43.2 91,860 34.3 118,169 31.9

Fully-assembled
electronic products

(Note 3)

mPOS 33,615 18.4 110,283 41.2 202,177 54.6

Tablets — — — — 12,185 3.3

Mobile phones 62,548 34.2 50,973 19.0 8,307 2.3

Digital projectors 5,586 3.0 6,432 2.4 3,478 0.9

Photovoltaic

inverters 919 0.5 3,311 1.2 487 0.1

Others (Note 4) 1,234 0.7 5,031 1.9 25,359 6.9
Sub-total 103,902 56.8 176,030 65.7 251,993 68.1
Total 182,925 100.0 267,890 100.0 370,162 100.0
Notes:

(1)  These PCBAs are sold as stand-alone products to our customers for their onward production of various kinds of
electronic products in the industries set out below.

(2) Others mainly includes PCBAs for medical devices.

(3) The PCBAs embedded in these fully-assembled electronic products are primarily manufactured by us with a small
portion being manufactured and supplied by our suppliers based on our requirements and specifications.

(4)  Others mainly includes signal amplifiers, remote controllers for home appliances and street light controllers.



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

SUMMARY

OUR BUSINESS MODEL

Our products. Our products include PCBAs and fully-assembled electronic products that are
embedded with the PCBAs primarily produced by us in-house. Based on the usage of the final
electronic products which used our PCBAs, our PCBAs are broadly applied to electronic end products
for three principal industries, namely, banking and finance, telecommunication and smart device. Our
fully-assembled electronic products mainly include mobile phones, tablets, digital projectors, mPOS
and photovoltaic inverters primarily embedded with the PCBAs manufactured by us and are under the
respective brands of our customers or the brands of their ultimate customers.

Our business model. Our EMS business aims at specialising in large economies of scale in
manufacturing, raw materials procurement and pooling together resources, industrial design expertise
as well as other value-added services such as warranty and after-sale services. The following diagram
illustrates our current EMS business model:

Receipt of specification Provision of .
andp mtopec of the assembly services Inspection of our
prototype roducts includin;
fi . . for PCBAs and p g
PCBA from our Ordering process full bled PCBAs and fully-
d offer of . . ully-assemole ; After-sale
customers an and receipt of | —> electronic products assembled electronic .
. p . ctronic |~ .
value-added services deposit procurement of raw products, delivery services
such as design materials and and settlement of
enhancement and conduct quality outstanding payment
production solution checking
For details, please refer to the paragraph headed “Business — Our business model” in this
document.

Our revenue: For each of the three years ended 31 December 2017, our revenue amounted to
approximately RMB182.9 million, RMB267.9 million and RMB370.2 million, respectively.

Our cost of sales: Our Group’s cost of sales consist of raw materials, direct labour, factory
overhead and provision for inventories. The following table sets forth a breakdown of our cost of sales
during the Track Record Period:

For the year ended 31 December

2015 2016 2017

RMB’000 % RMB’000 % RMB’000 %
Cost of sales
Cost of raw materials used 73,782 49.7 166,036 75.4 239,449 77.3
Direct labour 48,427 32.6 34,781 15.8 22,026 7.1
Factory overhead 25,896 17.5 18,576 8.4 47,277 15.3
Provision for inventories 229 0.2 967 0.4 1,072 0.3
Total 148,334 100.0 220,360 100.0 309,824 100.0

For detail analysis of our Group’s cost of sales, please refer to the paragraph headed “Financial
Information — Key components of our consolidated income statements and consolidated statements
of comprehensive income — Cost of sales” in this document.

Our pricing policy. We determine the price of our PCBAs and fully-assembled electronic
products on a cost-plus basis, with reference to a number of factors including, but not limited to,
production costs, costs of raw materials, complexity of the manufacturing process, lead time,
packaging requirements and the size of the order.

OUR COMPETITIVE STRENGTHS

Our Directors believe that we possess competitive strengths, which have contributed to our
success and distinguished us from our competitors:-

° We offer technical integrated EMS solutions for rendering both PCB assembly services and
full electronic product assembly services to our customers with turnkey EMS capabilities;
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° We have strong research and development capabilities and has been granted the status of
High and New Technology Enterprise* (7= #7 % i 43);

° We fully optimise the functions of our automated machinery and equipment to enable us to
achieve efficient and cost-effective production of PCBAs and fully-assembled electronic
products;

° We have an experienced management team; and
° We have established long-term and stable relationships with our major customers.
COMPETITIVE LANDSCAPE AND MARKET SHARE

According to the Frost & Sullivan Report, the PRC has overtaken the US as the world’s largest
electronic products market in terms of sales value since 2015. Sales value of electronic products
market in the PRC grew from USD369.7 billion in 2012 to USD453.7 billion in 2016 with a CAGR
of 5.3%. Sales value of EMS industry in the PRC reached RMB1,252.6 billion in 2016, with a CAGR
of 9.3% from 2012 to 2016. In terms of revenue in 2016, top ten companies in the EMS market in the
PRC accounted for approximately 51.8% market share, whereas our Group had a market share of
approximately 0.02%. According to the Frost & Sullivan Report, the main entry barriers to EMS
market in the PRC include (i) requirement of design and manufacturing capabilities; (ii) possession
of contract manufacturer certifications; (iii) requirement of supply chain management capabilities;
and (iv) large capital investment requirement. The main market drivers of EMS market in the PRC
include (i) thriving demand in global electronic products market; (ii) continuously increasing
penetration of EMS; (iii) growing capabilities of EMS providers and (iv) the PRC government’s
policies which encourage market growth. According to the Frost & Sullivan Report, the market size
of PCBA industry in the PRC experienced an upward trend in general from RMB238.8 billion in 2012
to RMB305.7 billion in 2016 with a CAGR of 6.4%.

OUR BUSINESS STRATEGIES

We intend to increase our market share and enhance our overall competitiveness by
implementing the following strategies:
° Expand our production capacity and enhance our production efficiency;
° Expand our Shenzhen Production Plant, convert our existing warehouse into an intelligent
warehouse and set up an additional intelligent warehouse;
Further strengthen our research and development capabilities; and
Upgrade our ERP system and enhance our capabilities in information technology.

OUR PRODUCTION FACILITIES

As at the Latest Practicable Date, we have one production plant, namely, Shenzhen Production
Plant, located in Pingshan District, Shenzhen, Guangdong Province, the PRC, which has a gross floor
area of approximately 12,000 sq.m, and is equipped with a range of automated machinery and
equipment for our SMT assembly lines for assembling PCBAs. As at the Latest Practicable Date, we
had ten SMT assembly lines and two DIP assembly lines. These assembly lines are all interchangeable
and can be adjusted according to our production schedules and product specifications. The following
table sets out our available annual production capacity, actual annual production time and average
utilisation rate of our SMT assembly lines during the Track Record Period:

For the year ended 31 December

2015 2016 2017
Number of SMT lines (Note 1) 11-13 11-12 10-11
Number of available machine hours (hours) (Note 2) 80,850 76,818 69,573
Number of productive SMT machine hours (hours)
(Note 3) 72,920 69,153 63,323
Utilisation rate (%) (Note 4) 90.2 90.0 91.0
Note:

1. The number of SMT lines includes both SMT assembly lines owned by us and leased from third party lessors
during the Track Record Period.

2. The number of available SMT machine hours is calculated by multiplying the number of SMT lines by the number
of hours in a day and the number of days in a year that our SMT machines are expected to operate. The above
calculation is based on the assumptions that our SMT machines operate 21 hours a days, and 323 days, 321 days
and 316 days for each of the three years ended 31 December 2017, respectively.

3. The number of productive SMT machine hours refer to the total number of actual machine hours utilised in
production, which includes set-up time but excludes unforeseen maintenance downtime.
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4. The utilistaion rate is calculated by dividing the number of productive SMT machine hours by the number of
available SMT machine hours.

OUR CUSTOMERS

During the Track Record Period, our customers mainly included local electronic product
manufacturers, brand owners, OEMs and trading companies of various kinds of electronic products in
the PRC, Mexico, United States and Hong Kong. The following table sets out a breakdown of our
revenue by geographical locations of our customers during the Track Record Period:-

For the year ended 31 December

2015 2016 2017

RMB’000 % RMB’000 % RMB’000 %
The PRC 145,676 79.6 219,183 81.8 333,650 90.1
Mexico — — — — 16,502 4.5
United States 6,340 3.5 37,488 14.0 6,828 1.8
Hong Kong 8,962 4.9 3,898 1.5 38 0.1
Others (Note) 21,947 12.0 7,321 2.7 13,144 3.5
Total 182,925 100.0 267,890 100.0 370,162 100.0

Note: Others mainly include South Korea, Spain, Austria and Taiwan, and each of such regions accounted for a nominal
percentage of our total revenue ranging from approximately nil to 12.0%, nil to 2.7% and nil to 2.8% for each
of the three years ended 31 December 2017, respectively.

For each of the three years ended 31 December 2017, our Group’s sales to our top five customers
accounted for approximately 75.3%, 76.4% and 80.3% of our total revenue in each of the respective
years. In the corresponding periods, sales to our largest customer accounted for approximately 27.0%,
41.1% and 44.9% of our total revenue. Our Directors believe that our Group’s business model is
sustainable despite such customer concentration due to the following factors:

(i) Our integrated and value-added services help strengthening our business relationship with
our existing customers and bring in new customers; and

(ii) Our expansion to new industry(ies) where our PCBAs can be applied.

Owing to our experience in providing quality EMS to customers in the PRC, including our
largest customers, we do not foresee any difficulty for us to look for other customers due to the
following reasons:-

° Transferability of our skills to other customers;

° Difficulties faced by Customer B in engaging other EMS providers in the PRC in place of
our Group;

° We continue to identify potential customers to broaden our revenue stream; and

° We have an experienced and dedicated management team.
OUR SUPPLIERS

Our suppliers (including suppliers of raw materials and subcontractors performing certain
assembling processes of our fully-assembled electronic products) are mainly located in the PRC with
a few in Hong Kong, South Korea and Taiwan. For each of the three years ended 31 December 2017,
our top five suppliers and subcontractors accounted for approximately 24.4%, 40.7% and 34.6% of our
total cost of purchases and our largest supplier accounted for approximately 7.0%, 11.5% and 12.0%
of our total cost of purchases and subcontracting fees, respectively.
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ENTITIES WHO ARE OUR CUSTOMERS AND ALSO OUR SUPPLIERS

For each of the three years ended 31 December 2017, one customer, two customers and six
customers were also our suppliers, respectively and our sales to these customers amounted to
approximately RMB2.4 million, RMB42.7 million and RMB62.8 million, respectively, which
accounted for approximately 1.3%, 15.9% and 17.0%, respectively, of our total revenue. During the
same period, our costs of sales of these customers amounted to approximately RMB2.0 million,
RMB35.5 million and RMB52.4 million, respectively, which accounted for approximately 1.4%,
16.1% and 16.9%, respectively, of our total cost of sales. Gross profit for the sale to these customers
for each of the three years ended 31 December 2017 was approximately RMBO0.4 million, RMB7.1
million and RMB10.4 million, respectively. The gross profit margin for each of the three years ended
31 December 2017 was 18.0%, 16.7% and 16.6%, respectively, where as our overall gross profit
margin for the corresponding year was 18.9%, 17.7% and 16.3%, respectively.

These customers were our suppliers due to (i) there are circumstances where our customers are
the only suppliers of certain necessary raw materials for production such as specific model of IC chips
and specific model of coils and we could only order such raw materials from our customers; (ii) two
of these customers had become our new customers only since 2017 and we were not able to identify
a stable source of raw materials for them at the beginning of our business relationship with them; (iii)
A customer required us to include specified IC chips in their new product models, which was only
supplied by this customer; and (iv) A customer required us to purchase a specified type of raw material
which has been approved by them. Please refer to the paragraph headed “Business — Entities who are
our customers and also our suppliers” in this document for further details.

HISTORY, DEVELOPMENT AND REORGANISATION

The history of our Group can be traced back to 2003 when Mr. Ma (chairman of our Board, our
chief executive officer, executive Director and a Controlling Shareholder) founded Eternity
Technology, together with his brother-in-law Mr. Cheng (our executive Director and a Controlling
Shareholder). For details in relation to our Group’s history and milestones, please refer to the
paragraph headed “History, Development and Reorganisation — Our business development” in this
document.

Our Group consists of our Company and our subsidiaries including our principal subsidiary,
Shenzhen Hengchang Sheng. In preparation for the [REDACTED], the companies comprising our
Group underwent the Reorganisation whereby our Company became the ultimate holding company of
the Group. For details of our Group’s Reorganisation, please refer to the paragraph headed “History,
Development and Reorganisation — Reorganisation” in this document.

[REDACTED] INVESTMENT

On 27 March 2017, the registered capital of Shenzhen Hengchang Sheng was increased from
RMB12,000,000 to RMB12,631,579. The capital increase was contributed by the investment from In
Good Investment, a company indirectly wholly-owned by the [REDACTED] Investor, in a sum of
RMB919,195, of which RMB631,579 and RMB287,616 was used to increase the registered capital and
capital reserve of Shenzhen Hengchang Sheng, respectively. The investment had been fully paid and
settled on 27 April 2017. After completion of the capital increase, In Good Investment held 5% equity
interest in Shenzhen Hengchang Sheng. Subsequently as part of the Reorganisation, the [REDACTED]
Investor, through Elite Foster, held 5% of the issued share capital of our Company and the 5% equity
interest in Shenzhen Hengchang Sheng held by In Good Investment was transferred to Agreeable at
cash consideration of RMB919,195.

On 18 May 2017, Elite Foster subscribed for 40 Shares of our Company at cash consideration
of HK$13,860,000, which was settled on the same day. After the aforesaid subscription of Shares,
Elite Foster held 15% of the issued share capital of our Company. On 8 June 2017, our Company
capitalised the full amount of the shareholder’s loan of HK$1,140,000 granted by Elite Foster, for the
purpose of satisfying our capital needs for acquisition of Shenzhen Hengchang Sheng and Eternity
Technology as part of the Reorganisation, by allotment and issue of 15 Shares, credited as fully paid,
to Elite Foster. After the aforesaid loan capitalisation, our Company remained owned as to 15% by
Elite Foster. For details, please refer to the paragraph headed “History, Development and
Reorganisation — [REDACTED] Investment” in this document.

Immediately following the completion of the [REDACTED] and the [REDACTED] (without
taking into account the Shares which may be allotted and issued pursuant to the exercise of the
[REDACTED] or any option which may be granted under the Share Option Scheme), our Company
will be owned as to [REDACTED]% by Elite Foster.
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Given that (i) no special rights have been granted to the [REDACTED] Investor; and (ii) the
investment having been completed more than 28 clear days before the date of submission of the
[REDACTED] application, the [REDACTED] investment is in compliance with the “Interim Guidance
on [REDACTED] Investments” (HKEx-GL29-12) and the “Guidance on [REDACTED] Investments”
(HKEx-GL43-12) issued by the Stock Exchange.

CONTROLLING SHAREHOLDERS

Immediately following the completion of the [REDACTED] and the [REDACTED] (without
taking into account the Shares which may be allotted and issued pursuant to the exercise of the
[REDACTED] or any option which may be granted under the Share Option Scheme), our Company
will be owned as to [REDACTED]% by Rich Blessing, which is owned as to 62.91%, 20.00%, 14.89%
and 2.20% by Mr. Ma, Ms. Chen, Ms. Cheng Lihong and Mr. Cheng, respectively. Mr. Ma is the
chairman of our Board, chief executive officer and executive Directors of our Company. Ms. Cheng
Lihong is the spouse of Mr. Ma; and Mr. Cheng is the younger brother of Ms. Cheng Lihong and the
brother-in-law of Mr. Ma. As Mr. Ma, Ms. Chen, Ms. Cheng Lihong and Mr. Cheng have decided to
restrict their ability to exercise direct control over our Company by holding their interests through
Rich Blessing and they have been and will continue to be parties acting in concert in respect of our
Group, Mr. Ma, Ms. Chen, Ms. Cheng Lihong, Mr. Cheng and Rich Blessing are regarded as a group
of Controlling Shareholders of our Company under the Listing Rules. For further details, please refer
to the section headed “Relationship with our Controlling Shareholders” in the document.

KEY OPERATION AND FINANCIAL DATA

The following tables present a summary of key operational and financial data during the Track
Record Period and should be read in conjunction with our financial information included in the
Accountant’s Report set forth in Appendix I to this document, including the notes thereto.

For the year ended 31 December
2015 2016 2017
RMB’000  RMB’000  RMB’000

Revenue 182,925 267,890 370,162
Cost of sales (148,334) (220,360) (309,824)
Gross profit 34,591 47,530 60,338
Other income 93 694 828
Other (losses)/gains, net (132) (983) 1,223
Selling and distribution expenses (3,673) (6,687) (9,534)
Administrative expenses (10,327) (12,795) (18,404)
Operating profit 20,552 27,759 34,451
Finance income 24 32 99
Finance costs (1,982) (1,098) (800)
Finance costs, net (1,958) (1,066) (701)
Profit before income tax 18,594 26,693 33,750
Income tax expense (4,602) (4,612) (5,239)
Profit for the year 13,992 22,081 28,511

Other comprehensive losses:
Items that may be subsequently reclassified
to profit or loss
Currency translation differences (125) (10) (250)

Total comprehensive income for the year 13,867 22,071 28,261
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During the Track Record Period, our Group recorded a revenue of approximately RMB182.9
million, RMB267.9 million and RMB370.2 million, respectively; and for the same periods, our Group
recorded a profit attributable to owners of the Company of approximately RMB14.0 million, RMB22.1
million and RMB28.5 million, respectively.

Our revenue increased by 46.4% from approximately RMB182.9 million for the year ended 31
December 2015 to RMB267.9 million for the year ended 31 December 2016 due to the combined
effect of (i) the increase of our revenue generated from PCBAs from RMB79.0 million to RMB91.9
million for the same period due to the increase in orders from customers engaged in banking and
finance industry; and (ii) the increase of our revenue generated from fully-assembled electronic
products from RMB103.9 million to RMB176.0 million due to the increase in order of the mPOS
triggered by the trend towards cashless payments in the PRC.

Our revenue increased by 38.2% from approximately RMB267.9 million for the year ended 31
December 2016 to RMB370.2 million for the year ended 31 December 2017 due to the combined
effect of (i) the increase in revenue generated from PCBAs from RMB91.9 million to RMB118.2
million for the same period due to the increase in orders from our customers engaged in banking and
finance industry and the release of new products by our customers in the smart device industry that
utilised our sweeping robot mainboards and inductors in the sweeping robot; and (ii) the increase of
revenue from fully-assembled electronic products for the same period due to the continued increase
in orders of the mPOS and the new sales order of tablets from a new oversea customer. Such increase
was offset by the decrease in revenue from mobile phones resulting from the shift of our product mix
towards certain products with better margins.

Selected information extracted from consolidated balance sheets
As at 31 December
2015 2016 2017
RMB’000 RMB’000 RMB’000

Current assets 122,324 153,058 166,098
Current liabilities 117,539 122,338 96,556
Net current assets 4,785 30,720 69,542
Net assets 23,200 45,271 86,359
Total assets 140,739 167,609 182,915

Selected information extracted from consolidated statements of cash flows
As at 31 December
2015 2016 2017
RMB’000 RMB’000 RMB’000

Net cash generated from operating activities 37,067 21,513 29,173
Net cash (used in)/generated from investing activities (14,537) (9,645) 16,234
Net cash used in financing activities (10,886) (19,641) (12,838)
Net increase/(decrease) in cash and cash equivalents 11,644 (7,773) 32,569
Cash and cash equivalents at beginning of the year 16,536 28,901 21,241
Currency translation differences 721 113 (676)
Cash and cash equivalents at end of the year 28,901 21,241 53,134

KEY FINANCIAL RATIOS
As at 31 December

2015 2016 2017
Current ratio™” 1.0 1.3 1.7
Quick ratio® 0.9 1.1 1.4
Gearing ratio®® 88.9% 27.2% 5.8%
Net debt to equity ratio® N/A N/A N/A
Return on asset ratio®’ 9.9% 13.2% 15.6%
Return on equity ratio‘® 60.3% 48.8% 33.0%
Interest coverage ratio'” 10.4 25.3 43.1
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Notes:

(1)  Current ratio is calculated by dividing current assets by current liabilities as at the respective year-end date.

(2)  Quick ratio is calculated by dividing current assets minus inventories by current liabilities as at the respective year-end
date.

(3)  Gearing ratio is calculated by dividing total debts (being the total interest-bearing loans including banks borrowings)
by total equity as at the respective year-end date.

(4)  Net debt to equity ratio is calculated by dividing net debts (being the total interest-bearing loans including banks
borrowings less cash and cash equivalents and pledged bank deposits) by total equity as at the respective year-end date.

(5)  Return on assets ratio is calculated by dividing profit for the year by the total assets as at the respective year-end date.
(6)  Return on equity ratio is calculated by dividing profit for the year by the total equity as at the respective year-end date.

(7)  Interest coverage ratio is calculated by dividing profit before interest and tax by the finance expenses for the
corresponding year.

DIVIDEND

Our Group did not declare any dividend for each of the three years ended 31 December 2017.
We do not have any predetermined dividend payout ratio. The recommendation of the payment of
dividend is subject to the discretion of our Board, and after the [REDACTED], any declaration of final
dividend for the year will be subject to the approval of our Shareholders. Our Directors may
recommend a payment of dividend in the future after taking into account of our operations, earnings,
financial condition and other factors as it may deemed relevant at such time. The declaration, payment
and amount of any future dividend will be subject to our constitutional documents comprising the
Memorandum and Articles of Association and the Companies Laws including, where necessary, the
approval of our Shareholders. [REDACTED] should note that historical dividend distribution are not
indicative of our future dividend distribution policy.

FUTURE PLANS AND PROPOSED USE OF [REDACTED]

We estimate that the aggregate [REDACTED] from the [REDACTED] to be received by us, after
deducting [REDACTED] and estimated expenses paid and payable by our Company in connection
thereto, to be approximately HK$[REDACTED] million, assuming the [REDACTED] is not exercised
and the [REDACTED] of HK$[REDACTED] per Share, being the mid-point of the proposed
[REDACTED] range of HK$[REDACTED] to HK$[REDACTED] per Share. We currently intend to
apply the [REDACTED] in the following manner:

Approximate amount of
[REDACTED]/utilised

Approximately HK$[REDACTED]
million, or approximately
[REDACTED]%

Approximately HK$[REDACTED]
million, or approximately
[REDACTED]%

Approximately HK$[REDACTED]
million, or approximately
[REDACTED]%

Approximately HK$[REDACTED]
million, or approximately
[REDACTED]%

Approximately HK$[REDACTED]
million, or approximately
[REDACTED]%

Intended applications

Expand our production capacity and enhance
our production efficiency

Expand our Shenzhen Production Plant, convert
our existing warehouse into an intelligent
warehouse and set up an additional intelligent
warehouse

Further  strengthen  our  research  and

development capabilities

Upgrade our ERP system and enhance our
capabilities in information technology

General working capital of our Group
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For the period from the [REDACTED] to 30 June 2021, our [REDACTED] from the
[REDACTED] will be used as follows:

From the From 1 From 1
[REDACTED] From 1 July 2019 From 1 July 2020 From 1
to 31 January to 31 January to 31 January
December 2019 to 30 December 2020 to 30 December 2021 to 30
2018 June 2019 2019  June 2020 2020  June 2021 Total

HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000 HK$’000

Expand our production

capacity and enhance our

production efficiency [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]
Expand our Shenzhen

Production Plant, convert

our existing warehouse to

be intelligent warehouse

and set up an additional

intelligent warehouse [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]
Further strengthen our

research and development

capabilities [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]
Upgrade our ERP system

and enhance our

capabilities in

information technology [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]
General working capital [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED] [REDACTED]

[REDACTED]

For further details on our future plans and use of [REDACTED], please refer to the section
headed “Future plans and use of [REDACTED]” in this document.

Please also refer to the section headed “Future plan and use of [REDACTED] — Reasons for the
[REDACTED]” in this document for detailed reasons for the [REDACTED].

LITIGATION AND LEGAL COMPLIANCE

As at the Latest Practicable Date, there is an ongoing civil litigation in relation to a fatal traffic
accident happened in August 2017 involving a vehicle of Shenzhen Hengchang Sheng commenced in
the Shenzhen Longgang District People’s Court* (YT #E @ [ A R LBE) in November 2017, in
which the plaintiffs therein claims against Shenzhen Hengchang Sheng as one of the defendants for
a sum of approximately RMB762,420 with litigation costs. The hearing is fixed to be held on 6 March
2018. For details, please refer to the paragraph headed “Business — Litigations” of this document.

In addition, during the Track Record Period, we had certain non-compliance incidents involving
breaches of Interim Provisions on Labour Dispatch* (455K & 1781E), the Administration of
Housing Provident Fund* ()75 /A & & 2 ]) and Social Insurance Law of the PRC* (H#E A\ R 1L
A1 41 € PR BR L) and other relevant regulations. For details, please refer to the paragraph headed
“Business — Legal and compliance” of this document.

RISK FACTORS

There are a number of risks involved in our business and operations. They can be classified into
(i) risks relating to our business; (ii) risks relating to conducting business in the PRC; (iii) risks
relating to the [REDACTED]; and (iv) risks relating to statements in this document, and we believe
that our major risk include (i) Our Group had a concentration of customers during the Track Record
Period and any decrease or loss of business from these major customers could adversely and
substantially affect our operations and financial conditions; (ii) Fluctuation in price of raw materials
may affect our cost of sales and adversely affect our business operations and profitability; (iii) Delay
in delivery of raw materials or defect in the raw materials supplied to us may materially and adversely
affect our business operations; and (iv) Our quality control system may not be as effective as we
expected and this would result in our failure to conform with both international and domestic quality
standards in relation to our products.
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[REDACTED] STATISTICS

All statistics in the table sets out below is based on the assumption that the [REDACTED] is not
exercised.

Based on minimum Based on maximum
indicative indicative
[REDACTED] of [REDACTED] of
HK$[REDACTED] HK$[REDACTED]

[REDACTED] (Note 1) [HK$[REDACTED]] [HK$[REDACTED]]
[REDACTED] (Note 2) [HK$[REDACTED]] [HK$[REDACTED]]
Notes:

(I)  The calculation of market capitalisation is based on the [REDACTED] Shares expected to be in issue at the
[REDACTED] immediately upon completion of the [REDACTED] and the [REDACTED].

(2)  Please see “[REDACTED] Financial Information” in Appendix II to this document for details regarding the
assumptions and calculation basis used.

[REDACTED] EXPENSES

Our estimated expenses in relation to the [REDACTED], including [REDACTED], are
approximately RMB[REDACTED] million, of which, approximately RMB[REDACTED] million is
directly attributable to the issue of Shares to the public and will be accounted for as a deduction from
equity upon completion of the [REDACTED]. The remaining estimated [REDACTED] expenses of
approximately RMB[REDACTED] million, was or will be charged to profit or loss, of which
approximately RMB[REDACTED] million had been recorded in the consolidated income statement
and consolidated statement of comprehensive income during the Track Record Period, and
approximately RMB[REDACTED] million is expected to be charged to profit or loss for the year
ending 31 December 2018. This calculation is based on the [REDACTED] of HK$[REDACTED] per
Share (being the mid-point of the [REDACTED] range stated in this document) and the assumption
that [REDACTED] are to be offered under the [REDACTED] and is subject to the adjustment based
on the actual amount incurred or be incurred.

RECENT DEVELOPMENT AND MATERIAL ADVERSE CHANGE

Subsequent to the Track Record Period and up to the Latest Practicable Date, we continued to
specialise in providing PCB assembly services and full product assembly services to our customers
on an EMS basis to maintain our operation in the banking and finance industry.

Also, we continued to explore opportunities for our EMS in other industries. For example, we
received an order from a new customer for providing EMS for vibration chairs in January 2018.

Save as disclosed in the paragraph headed “[REDACTED] Expenses” in this section, our
Directors confirmed that since 31 December 2017 and up to the date of this document, there was no
material adverse change in the trading and financial position or prospect of our Group and no event
had occurred that would materially and adversely affect the information shown in the Accountant’s
Report set out in Appendix I to this document.

- 10 -
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Unless the context otherwise requires, the following expressions have the following meanings
in this document. Certain other terms are explained in the section headed “Glossary of Technical

Terms”

“Accountant’s Report” the report of our reporting accountant, the text of which is set
out in Appendix I to this document

“Acting in Concert Confirmation” the confirmation dated 28 February 2018 executed by our
Controlling Shareholders (other than Rich Blessing) whereby
they confirmed their acting in concert arrangements as further
detailed in the section headed “Relationship with our
Controlling Shareholders — Our Controlling Shareholders”
in this document

“Agreeable” Agreeable Company Limited (X[FHPRAF]), a company
incorporated in Hong Kong with limited liability on 30 March
2017 and an indirect wholly-owned subsidiary of our
Company

“IREDACTED]” [REDACTED] and [REDACTED], or where the context to
requires, any of them that are used in connection with the
[REDACTED]

“Articles” or “Articles of the articles of association of our Company conditionally
Association” adopted on [@], which will become effective upon the
[REDACTED], a summary of which is set out in Appendix III
to this document, and as amended, supplemented or modified

from time to time

“associate(s)” has the meaning ascribed to it under the Listing Rules
“Audit Committee” the audit committee of the Board
“Board” or “Board of Directors” the board of Directors

“Business Day” or “business day” a day (other than a Saturday, Sunday or public holiday) on
which licensed banks in Hong Kong are generally open for
normal banking business

“BVI” the British Virgin Islands

[REDACTED]

- 11 -
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s

“Cayman Companies Law” or

“Companies Law”

“CCASS”

“CCASS Clearing Participant”

“CCASS Custodian Participant”

“CCASS Investor Participant”

“CCASS Participant”

“Central government”, “Chinese
government” or “PRC
government”

“China” or “PRC”

“ChiNext Board”

“close associate(s)”

“Companies Ordinance”

“Companies (Winding Up and
Miscellaneous Provisions)
Ordinance”

“Company” or “our Company”

“connected person(s)”

the Companies Law, Cap. 22 (Law 3 of 1961, as consolidated
and revised) of the Cayman Islands

the Central Clearing and Settlement System established and
operated by HKSCC

a person admitted to participate in CCASS as a direct clearing
participant or general clearing participant

a person admitted to participate in CCASS as a custodian
participant

a person admitted to participate in CCASS as an investor
participant, who may be an individual or joint individuals or
a corporation

a CCASS Clearing Participant, a CCASS Custodian
Participant or a CCASS Investor Participant

the central government of PRC, including all government
subdivisions (including provincial, municipal or other
regional or local government entities) and instrumentalities

the People’s Republic of China, but for the purpose of this
document only and except where the context requires
otherwise, references in this document to “China” or “PRC”
do not include Hong Kong, Macau and Taiwan

the growth enterprise board launched by the Shenzhen Stock
Exchange

has the meaning ascribed to it under the Listing Rules

the Companies Ordinance (Chapter 622 of the Laws of Hong
Kong), as amended, supplemented or otherwise modified
from time to time

Companies (Winding Up and Miscellaneous Provisions)
Ordinance (Chapter 32 of the Laws of Hong Kong), as
amended, supplemented or otherwise modified from time to
time

Eternity Technology Holdings Limited (18 # B} 57 # A R A
Fl), a company incorporated in the Cayman Islands with
limited liability on 15 March 2017

has the meaning ascribed to it under the Listing Rules

- 12 -
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“Controlling Shareholder(s)”

“Dakin Capital” or “Sole
Sponsor”

“Deed of Indemnity”

“Deed of Non-Competition”

“Director(s)”

“EIT”

“Elite Foster”

“Eternity Technology”

“Frost & Sullivan”

“Frost & Sullivan Report”

has the meaning ascribed to it under the Listing Rules and, in
the context of this document, means Mr. Ma, Ms. Chen, Ms.
Cheng Lihong, Mr. Cheng and Rich Blessing

Dakin Capital Limited, a licensed corporation under the SFO
permitted to carry out Type 6 (advising on corporate finance)
regulated activity (as defined under the SFO), being the sole
sponsor to our Company for the [REDACTED]

the deed of indemnity dated [@] entered into by our
Controlling Shareholders in favour of our Company (for
ourselves and as trustee for and on behalf of our
subsidiaries), particulars of which are set out in the paragraph
headed “D. Other information — 2. Tax and other
indemnities” in Appendix IV to this document

the deed of non-competition dated [@] entered into by our
Controlling Shareholders in favour of our Company (for
ourselves and as trustee for and on behalf of our
subsidiaries), particulars of which are set out in the paragraph
headed “Relationship with our Controlling Shareholders —
Non-Competition Undertakings” in this document

the director(s) of our Company

the enterprise income tax of the PRC (773 A [ L1 [ 1> 3£ iy
38)

Elite Foster International Investment Limited (& 55 B ¥ &
A BR/AH]), a company incorporated in the BVI with limited
liability on 3 December 2015 and wholly-owned by the
[REDACTED] Investor

Eternity Technology Development Limited ({8 & #} 45 A
FRZvH]), a company incorporated in Hong Kong on 2 January
2003 with limited liability and an indirect wholly-owned
subsidiary of our Company

Frost & Sullivan (Beijing) Inc., Shanghai Branch Co., a
market research and consulting company, and an Independent
Third Party

a market research report on the China and global EMS market
commissioned by us and prepared by Frost & Sullivan

- 13 -
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LEENT3 EE TS ”»”

“Group”, “our Group”, “we”,
‘60ur’7 and &6us7’

“HKAS”

“HKFRS”

“HKICPA”
“HKSCC”

“HKSCC Nominees”

“HK$” or “Hong Kong dollars”

“Hong Kong”
“Hong Kong Share Registrar”

“Independent Third Party(ies)”

“INED(s)”

“In Good Investment”

“Internal Control Consultant”

“Latest Practicable Date”

“Listing Committee”

our Company and our subsidiaries or, where the context so
requires in respect of the period before our Company became
the holding company of our present subsidiaries, such
subsidiaries as if they were subsidiaries of our Company at
the relevant time

the Hong Kong Accounting Standards

the Hong Kong Financial Reporting Standards issued by
HKICPA

the Hong Kong Institute of Certified Public Accountants
the Hong Kong Securities Clearing Company Limited

the HKSCC Nominees Limited, a wholly-owned subsidiary of
HKSCC

Hong Kong dollars and cents respectively, the lawful
currency of Hong Kong

the Hong Kong Special Administrative Region of the PRC
[REDACTED]

an individual(s) or a company(ies) who or which is/are
independent of and not connected with (within the meaning of
the Listing Rules) any Directors, chief executive or
substantial shareholders of our Company, its subsidiaries or
their respective associates

independent non-executive director(s) or, in the context of
our Company, our independent non-executive Director(s)

In Good Investment Limited (& & BR/A ), a company
incorporated in Hong Kong with limited liability on 8
February 2017 and wholly-owned by Elite Foster

CT Partners Consultants Limited

28 February 2018, being the latest practicable date prior to
the printing of this document for the purpose of ascertaining
certain information contained in this document

[REDACTED]

the listing sub-committee of the directors of the Stock
Exchange

- 14 -
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“Listing Rules”

“Main Board”

“Memorandum” or “Memorandum
of Association”

“Mr. Cheng”

“Mr. Ma”

“Ms. Chen”

“Nomination Committee”

[REDACTED]

the Rules Governing the Listing of Securities on the Stock
Exchange (as amended supplemented or otherwise modified
from time to time)

the Main Board operated by the Stock Exchange

the memorandum of association of our Company,
conditionally adopted on [@] which will become effective
upon the [REDACTED], a summary of which is set out in
Appendix III to this document, as amended, supplemented or
modified from time to time

Mr. Cheng Bin (#£#), one of our executive Directors and
Controlling Shareholders, and the younger brother of Ms.
Cheng Lihong (one of our Controlling Shareholders) and the
brother-in-law of Mr. Ma

Mr. Ma Fujun (}§ & #), the chairman of our Board, our chief
executive officer, one of our executive Directors and
Controlling Shareholders, and the spouse of Ms. Cheng
Lihong (one of our Controlling Shareholders) and the
brother-in-law of Mr. Cheng

Ms. Chen Xiaoyuan (F4& %), one of our executive Directors
and Controlling Shareholders

the nomination committee of the Board

[REDACTED]
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[REDACTED]

“PRC Legal Advisers” Tian Yuan Law Firm (KICHAIFEH ), our Group’s legal
adviser as to PRC laws

“IREDACTED] Investor” Mr. Lu Wan Ching (/5 #B¥), whose background is set out in
the paragraph headed “History, Development and
Reorganisation — [REDACTED] Investment — Background
of the [REDACTED] Investor” in this document

[REDACTED]

- 16 -
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[REDACTED]
“Remuneration Committee” the remuneration committee of the Board
“Reorganisation” the reorganisation arrangements undertaken by our Group in

preparation for the [REDACTED], which are described in
detail in the section headed “History, Development and
Reorganisation” to this document

“Rich Blessing” Rich Blessing Group Limited, one of our Controlling
Shareholders and a company incorporated in the BVI on 13
February 2017 with limited liability, which is owned as to
62.91% by Mr. Ma, 20.00% by Ms. Chen, 14.89% by Ms.
Cheng Lihong and 2.20% by Mr. Cheng

“RMB” Renminbi, the lawful currency of the PRC

“SAIC” State Administration for Industry & Commerce of the PRC
(rprE N R LA B B R T AT B B AR R

“SAFE” State Administration of Foreign Exchange of the PRC ('
N BRI [ 8 ¢ ) e A L)) )

“SAT” State Administration of Taxation of the PRC (3 A R ILH
HHRH R
“SFC” the Securities and Futures Commission of Hong Kong
“SFO” or “Securities and Futures the Securities and Futures Ordinance (Chapter 571 of the
Ordinance” Laws of Hong Kong), as amended, supplemented or otherwise

modified from time to time
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“Share(s)”

“Shareholder(s)”

“Share Option Scheme”

“Shenzhen Hengchang Sheng”

“Shenzhen Production Plant”

113 2

sq.m

2

“Stock Borrowing Agreement

“Stock Exchange”

“subsidiary(ies)”

“Substantial Shareholder(s)”

“Takeovers Code”

ordinary share(s) with a nominal value of HK$0.01 each in
the share capital of our Company

holder(s) of Shares

[REDACTED]

the share option scheme conditionally adopted by our
Company on [@], the principal terms of which are
summarised under the paragraph headed “D. Other
Information — 1. Share Option Scheme” in Appendix IV to
this document

Shenzhen Hengchang Sheng Technology Company Limited*
(GINTE B BB A FR/AF]), an  enterprise established
under the laws of the PRC with limited liability on 9 May
2005 and an indirect wholly-owned subsidiary of our
Company

our production plant and warehouses located on Units 101,
201 and 401, Block A2, Yingzhan Electronic Park Area
Factory, Longtian Road Office, Pingshan District, Shenzhen
and 3th Floor, Block Al, Yingzhan Industrial Park, Longtian
Community, Kengzi Road, Pingshan New District, Shenzhen

[REDACTED]

square metre

[REDACTED]

the stock borrowing agreement to be entered into on or about
[@] between the [REDACTED] and Rich Blessing

The Stock Exchange of Hong Kong Limited

has the meaning ascribed to it under the Listing Rules, unless
the context otherwise requires

has the meaning ascribed to it in the Listing Rules and details
of our Substantial Shareholders are set out in the section
headed “Substantial Shareholders” in this document

the Hong Kong Code on Takeovers and Mergers, as amended,
supplemented or otherwise modified from time to time
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DEFINITIONS

“Total United” Total United Holdings Limited (ZWHEERARAF), a
company incorporated in the BVI with limited liability on 1
December 2016 and a wholly-owned subsidiary of our

Company
“Track Record Period” the three financial years ended 31 December 2017
[REDACTED]
“United States” or “U.S.” the United States of America
“US$” or “US dollars” United States dollars, the lawful currency of the United States
“VAT” value-added tax of the PRC ("3 A [ HL 7 B 4 (H B )
[REDACTED]
“%” per cent.

Unless otherwise specified, for the purpose of this document and for illustration purposes only,
amounts denominated in Hong Kong dollars have been converted to RMB at the rate of
RMBO0.85:HK$1.00, and vice versa. For details, please refer to the section headed “Information about
this Document and the [REDACTED] — Exchange Rate Conversion” in the document. Our Company
does not make any representation that any amounts in RMB or Hong Kong dollars had been or may

be converted at the date of this document or any other date at such rate or any other rate.

Certain amounts and percentage figures included in this document have been subject to rounding
adjustments. Accordingly, figures shown as totals in certain tables may not be an arithmetic

aggregation of the figures preceding them.

Unless otherwise specified, all times refer to Hong Kong time and references to years in this

document are to calendar years.

The English translation of company names in Chinese or another language which are marked

[T

with “*” and the Chinese translation of company name in English which are marked with are for
identification purposes only. Translated English names of Chinese natural persons, legal persons,
governmental authorities, institutions, PRC-incorporated companies or other entities or any
descriptions for which no English translation exists are unofficial translations for identification

purposes only.
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GLOSSARY OF TECHNICAL TERMS

“AC”

“AOI”

“ATM”

“BGA”

“Bluetooth”

“CAGR”

“CCC”

“DC”

“DIP”

“EMS”

“FCA”

“FCC”

acronym for alternating current, which periodically reverses
direction

automated optical inspection
automated teller machine
ball grid array

A short range radio technology for internet and mobile
devices, aimed at simplifying communications among them

compound annual growth rate, a method of assessing the
average growth of a value over a certain time period

acronym for China Compulsory Certification(s), which is a
mandatory product certification system for certain
domestically manufactured and imported products in the PRC

acronym for direct current, which flows only in one direction

acronym for Dual inline packaging, an electronic component
package with a rectangular housing and two parallel rows of
electrical connecting pins. This package may be through-hole
mounted to a printed circuit board or inserted in a socket

acronym for electronics manufacturing services. EMS
companies’ product offering is focused on PCBA and
complete unit assembly and tests, product design support
services, and possibly after market support and supply chain
services. EMS is now generally used to substitute ODM and
OEM

“Free Carrier” term of trade whereby the right of ownership
is transferred to the buyer at a specified point or place, as
defined by contract

The FCC Declaration of Conformity, a certification marking
for electronic products that the electromagnetic interference
from the products is under limits approved by the Federal
Communications Commission in the United States
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“FOB” acronym for free on board, which means that the seller pays
for transportation of the goods to the port of shipment as well
as loading costs; the buyer pays cost of marine freight
transport, insurance, unloading and transportation from the
arrival port to the final destination; and the passing of risks
occurs when the goods are loaded on board at the port of

shipment
“GDP” gross domestic product
“GPS” Global Positioning System which is a US space-based global

navigation satellite system

“1C” integrated circuit
“IEEE” Institute of Electrical and Electronic Engineers
“10T” acronym for internet of things, which is the inter-networking

of physical devices, smart devices, and other items embedded
with electronics, software, sensors, and network connectivity
which enable these objects to collect and exchange data

“ISO” International Organisation for Standardisation, a
non-governmental organisation that develops and publishes
international standards

“ISO 14001~ one of the guidelines of ISO which is applicable to any
organisation that wishes to establish, implement, maintain
and improve an environmental management system

“ISO 9001~ one of the management standards and guidelines of ISO
which states the requirement for quality management systems
and covers the following management principles — customer
focus, leadership, involvement of people, process approach,
system approach management, continual improvement,
factual approach to decision making and mutually beneficial
supplier relationship

“LCD” liquid crystal display

“LED” light-emitting diode

“mPOS” acronym for mobile point-of-sale

“ODM” acronym for original design manufacturing, the suppliers

design and manufacture a product which is specified by the
buyers and eventually sold under the brand name of the
buyers or under no specific brand

“OEM” acronym for original equipment manufacturing, the suppliers

only focus on the manufacturing work, while the buyers are
responsible for the product design and specification
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“0QcC”» outgoing quality control

“Power Supply” the power supply provides a voltage source to the electronic
product. A power supply might consist of a halfwave,
fullwave, or bridge rectifier circuit receiving voltage from a
power transformer or power line

“PCB(s)” acronym for printed circuit board, a flat board made of
non-conductive material, such as plastic or fibreglass, on
which chips and other electronic components are mounted,
usually in predrilled holes designed to hold them. The
component holes are connected electrically by predefined
conductive metal pathways that are printed on the surface of
the board. The metal leads protruding from the electronic
components are soldered to the conductive metal pathways to
form a connection

“PCBA” printed circuit board assembly
“RFID” radio-frequency identification
“smart device” an electronic device, generally connected to other devices or

networks via different wireless protocols such as bluetooth,
Wi-Fi, 3G, etc., that can operate to some extent interactively
and autonomously

“SMT” acronym for surface mount technology, a process by which
electronic components are mounted directly on both sides of
a PCB, increasing board capacity, facilitating product
miniaturisation and enabling advanced automation of
production

“turnkey basis” in EMS, means the material procurement and manufacturing
of a product are done by the service provider

)

“Wave soldering’ a small-scale soldering process by which electronic
components are soldered to a PCB to form an electronic
assembly. The solder wets to the exposed metallic areas of the
board (those not protected with solder mask), creating a
reliable mechanical and electrical connection

“Wi-Fi” a wireless local area network certified by the Wi-Fi Alliance
for wireless local area network products based on the IEEE
802.11 standards

“3G” International Mobile Telecommunication 2000, which is a
family of the standards for mobile telecommunications
defined by the International Telecommunication Union
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FORWARD-LOOKING STATEMENTS

This document contains forward-looking statements that are, by their nature, subject to
significant risks and uncertainties, including the risks described in the section headed “Risk Factors”
in this document. These forward-looking statements include, without limitation, words and
expressions such as “aim”, “expect”, “believe”, “plan”, “intend”, “estimate”, “project”, “seek”,
“anticipate”, “going forward”, “ought to”, “may”, “will”, “should”, “would” and “could” or similar
expressions, words or statements or the negative thereof, in particular, in the sections headed
“Business” and “Financial Information” in this document in relation to future events, including our
strategies, plans, objectives, goals, targets, our future financial, business or other performance and
development, the future development of our industry and the future development of the general
economy of our key markets, as well as the national and global economy.

These statements are based on numerous assumptions regarding our present and future business
strategy and the environment in which we will operate in the future. These forward-looking statements
reflecting our current views with respect to future events are not a guarantee of future performance
and are subject to known and unknown risks, uncertainties, assumptions and other factors, some of
which are beyond our control, which may cause our actual results, performance or achievements, or
industry results to be materially different from any future results, performance or achievements
expressed or implied by the forward-looking statements.

Important factors that could materially affect our actual results, performance or achievements
include the risk factors described in the section headed “Risk Factors” and elsewhere in this
document, and the following:

° any changes in the laws, rules and regulations of the central and local governments in the
PRC and the rules, regulations, and policies of the relevant governmental authorities
relating to all aspects of our business and our business plans;

° our ability to successfully implement our business plans and strategies;

° future developments, trends and conditions in the industry and markets in which we
operate;

° our business prospects;

° our capital expenditure plans;

° the actions and developments of our competitors;

° our dividend payment, if any;

° general political and economic conditions in PRC, or any countries or territories that may
affect the industries in which we operate;

° changes or volatility in interest rates, foreign exchange rates or other rates or prices,
including those pertaining to the PRC and the industry and markets in which we operate;
and

° other factors beyond our Group’s control.
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Subject to the requirements of applicable laws, rules and regulations, we do not have any
obligation to update or otherwise revise the forward-looking statements in this document, whether as
a result of new information, future events or otherwise. As a result of these and other risks,
uncertainties and assumptions, the forward-looking events and circumstances discussed in this
document might not occur in the way we expect, or at all. Accordingly, you should not place undue
reliance on any forward-looking information. All forward-looking statements contained in this

document are qualified by reference to the cautionary statements set out in this section.

In this document, statements of, or references to, our intentions or those of any of our Directors
are made as at the date of this document. Any such intentions may change in light of future

developments.
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RISK FACTORS

Prospective [REDACTED] should consider carefully all the information set forth in this
document and, in particular, should consider the following risks and special considerations in
connection with an [REDACTED] in our Company before making any [REDACTED] decision in
relation to our Company. Potential [REDACTED] should pay particular attention to the fact that
our Company is incorporated in the Cayman Islands, and that our Group’s business is mainly
located in China. The occurrence of any of the following events may have a material adverse effect
on the business, results of operations, financial conditions and prospects of our Group. The trading
price of the Shares could decline due to any of these risks, and you may lose all or part of your
[REDACTED].

RISKS RELATING TO OUR BUSINESS

Our Group had a concentration of customers during the Track Record Period and any decrease
or loss of business from these major customers could adversely and substantially affect our
operations and financial conditions.

For each of the three years ended 31 December 2017, our five largest customers accounted for
approximately 75.3%, 76.4% and 80.3% of our total revenue, respectively. These major customers
may continue to account for similar or even higher proportion of our revenue in the future. In
particular, Customer B, being our second largest customer for the year ended 31 December 2015 and
our largest customer for each of the two years ended 31 December 2017, accounted for approximately
17.0%, 41.1% and 44.9% of our total revenue for each of the three years ended 31 December 2017,
respectively. Such significant increase in revenue from Customer B was due to the increase in
Customer B’s purchase orders of our mPOS arising from the trend for mobile payment demand and
the need for transaction security and personal information protection in the PRC. We expect to
continue to derive a significant amount of revenue from Customer B in the near future given our stable
and sustainable business relationship with Customer B and the difficulties faced by Customer B in
engaging other EMS providers in the PRC in place of our Group. Please refer to the paragraph headed
“Business — Relationship with Customer B” in this document for further details.

In light of the above, we face the risks associated with having customer concentration in the
future. There is no assurance that any of our major customers, particularly, Customer B will continue
to engage us as they do currently or the revenue generated from dealings with them can be maintained
or increased in the future. If there is a reduction or cessation of purchase orders from these major
customers for whatever reasons and we are unable to obtain purchase orders of a comparable size and
terms in substitution or our plan to diversify or expand our customer base does not succeed or the
demand for our mPOS from Customer B reduces substantially, our business, financial conditions,
results of operation and gross profit may be materially and adversely affected.

Fluctuations in the price of raw materials may affect our cost of sales and adversely affect our
business operations and profitability.

Our EMS business, to a large extent, depends on a reliable and stable supply of a wide variety
of key production materials and supplies from our suppliers including (i) electronic components and
ancillary materials (including PCBs, semiconductors, ICs, magnetic heads and other consumables)
and (ii) casing (plastic and metal parts), packaging materials, LCD screens and consumables. For each
of the three years ended 31 December 2017, the cost of raw materials used amounted to approximately
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RMB73.8 million, RMB166.0 million and RMB239.4 million, respectively, representing
approximately 49.7%, 75.4% and 77.3% of our total cost of sales respectively. Furthermore, there
were getting more customers who requested us to select and provide raw materials for them in the
course of our PCB assembly services and full electronic product assembly services at a fixed price and
we are generally responsible for all the cost, we have to bear the risk of cost fluctuations and may
not be able to shift such risk to our customer. Hence, any increase in the price of the raw materials
will directly affect our profitability if we fail to accurately estimate the cost of the raw materials to
fulfil the purchase orders when we fixed the price with our customers. Please refer to the paragraph
headed “Financial Information — Key factors affecting our results of operations and financial
condition — Production costs” in this document for the sensitivity analysis of the impact of
hypothetical fluctuations in the cost of raw materials.

Since we do not enter into long-term procurement agreement with our suppliers, there is no
assurance that our suppliers will not significantly increase the prices of raw materials in the future,
in particular when the market prices of or the market demand for such raw materials increase. There
is also no assurance that we will be able to pass the increase in the costs of raw material to our
customers in a timely manner or at all to avoid adverse impacts on our profitability.

Delay in the delivery of raw materials or defect in the raw materials supplied to us may
materially and adversely affect our business operations.

The supply of raw materials is subject to a variety of factors that are beyond our control,
including interruptions in the supplier’s business operations, market supply and demand of the raw
materials, industry conditions and overall economic condition; whereas the quality of raw materials
is dependent on the supplier’s production capabilities, production facilities and the effectiveness of
its quality control system.

Our ability to complete a customer’s purchase order on time is therefore dependent on the timely
delivery and the quality of raw materials. There is no assurance that our suppliers will be able to
supply and deliver the required raw materials to us in a timely manner or that the raw materials will
not be defective or sub-standard. Any delay in the delivery of raw materials or any defect in the raw
materials supplied to us may materially and adversely affect or delay our production schedule and, if
we cannot secure raw materials of similar quality and at reasonable prices from alternative suppliers
in a timely manner or at all, we may not be able to deliver our products to our customers on time. In
such circumstances, we may lose customer loyalty and confidence on our services and products. This
may also harm our reputation and our results of operations and financial condition may be materially
and adversely affected.

Our quality control system may not be as effective as we expect, which may lead to our failure
to conform with both international and domestic quality standards in relation to our products
and give rise to product returns and replacement.

The quality of our products depends significantly on the effectiveness of our quality control
systems, which in turn, rely on a number of factors, including the design of our quality control
systems, the quality control training programmes organised by us for our employees, and our
employees’ awareness in adhering to our quality control policies and guidelines from time to time.
Any significant failure or deterioration of our Group’s quality control systems could result in the
production of defective or substandard products, delay in delivery of our products, replacement of
defective or substandard products, product returns and damage to our reputation.
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As a EMS provider, if our PCBAs or fully-assembled electronic products do not meet the
specifications and requirements agreed with or requested by our customers, or if any of our products
are defective, or result in our customers suffering losses as a result of product liability claims, we may
be subject to demands for product return, product liability claims and litigations, claims for indemnity
by our customers and other claims for compensation. Any reimbursement of a substantial amount of
repair cost or any large-scale product return or replacement will not only damage our reputation in
the industry and erode our customers’ confidence in the quality of our products, but will also
materially and adversely affect our financial condition and results of operations. We may also incur
significant legal costs regardless of the outcome of any claim of alleged defect. Product failure or
defects, and any complaints or negative publicity resulting therefrom, could result in decreased sales
of our products, or claims or litigation against us regarding the quality of our products. As a result,
it would have a material adverse effect on our business, reputation, financial conditions and results

of operations.

Our operations may be subject to transfer pricing adjustments by competent authorities.

During the Track Record Period, we provide EMS for mobile phones, tablets and other
telecommunication devices through Shenzhen Hengchang Sheng to a few overseas customers under
their brands or the relevant brand owners. Upon receipt of purchase orders from our oversea
customers, Eternity Technology would place corresponding purchase orders to Shenzhen Hengchang
Sheng. The inter-group transactions involving the sales of our finished products by Shenzhen
Hengchang Sheng to Eternity Technology were on normal commercial terms with selling prices being
determined based on the prevailing market prices of such finished products. During the Track Record
Period, Shenzhen Hengchang Sheng and Eternity Technology had not received a demand or challenge
by PRC or Hong Kong tax authority for additional tax payment arising from our transfer pricing

arrangement.

There is no assurance that the relevant tax authorities would not subsequently challenge the
appropriateness of our Group’s transfer pricing arrangement or that the relevant regulations or
standards governing such arrangement will not be subject to future changes. If the relevant tax
authorities later find that the transfer prices and the terms that our Group has applied are not
appropriate, such authorities may require our Group to re-assess the transfer prices and re-allocate the
income or adjust the taxable income. Any such reallocation or adjustment could result in a higher tax
liability for our Group and may adversely affect the business, financial condition and results of

operation of our Group.
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Unexpected disruptions to our production facilities or production process may materially and

adversely affect our business operations.

Our business operations are heavily dependent on the smooth operations of our Shenzhen
Production Plant, where all our production machinery and equipment are situated. These production
machinery and equipment are subject to operating risks, such as equipment failures, disruptions in
power supply, industrial accidents, labour shortage, strike, fire or natural disasters. If any
unanticipated or prolonged interruption of our operations at our Shenzhen Production Plant happens
due to any of the aforesaid risks, we may not be able to deliver our products to our customers in a
timely manner or at all. As a result, our relationship with our customers could be adversely affected
due to our failure and we may also be subject to contractual claims for compensation from our
customers, which may materially and adversely affect our business, financial conditions and results

of operations.

Any slowdown of the industry where our PCBA may materially and adversely affect our results

of operations, financial condition and business prospects.

As an EMS provider specialising in offering customised PCB assembly services and full
electronic product assembling services; and production of PCBAs and full electronic assembled
products, our business performance depends, to a large extent, on the performance and condition of
the industrial electronics industry and the relevant industries to which our PCBAs or fully-assembled

products apply for instance, banking and finance, telecommunication and smart devices industries.

These industries may experience slowdown or downturn due to market or industry conditions,
global economic environment or other factors beyond our control. Any decrease in the demand for
electronics products or equipment such as banking and finance related devices, telecommunication
devices and smart devices may reduce the demand for our customised PCB assembly services and full
electronic product assembly services through our vertically integrated EMS solution platform. In such
circumstances, our sales may decline and our results of operations, financial condition and business

prospects may be materially and adversely affected.
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Intense competition in the industry may affect our pricing, which may materially and adversely
affect our results of operations and business prospects.

The EMS industry is competitive. According to the Frost & Sullivan Report, the growing
popularity of the products from other cost-competitive countries such as Vietnam, Malaysia, India,
Indonesia, Singapore and Mexico have diminished the PRC’s participation, as these countries have
benefited from a skilled labour pool and the labour wages in these regions are rising more slowly
compared to the PRC. Competition among participants of the EMS industry may have a negative
impact on our pricing, thereby affecting our business performance and profitability. Should our
existing or new competitors offer PCBAs or fully-assembled electronic products or EMS similar to
ours at a lower cost or engage in aggressive pricing strategy in order to increase or gain market share,
our sales may decline if we are not able to match their lower cost or price. Any of the above may have
a material adverse effect on our results of operations, financial condition and business prospects.

Risk of shortage of labour or increase in our labour costs.

Part of our PCB assembly services and full electronic product assembly services have to be
carried out manually. Our need for production personnel will increase in aligning with the expansion
of our production capacity and increase of our production volume. Moreover, labour costs had been
increasing in the PRC in recent years. There is no assurance that we will not experience any labour
shortage for our production or that the costs of labour in the PRC will not continue to increase in the
future. Furthermore, if labour costs continue to increase in the PRC, our production costs would
increase correspondingly and we may not be able to shift these extra costs to our customers due to
competitive pricing pressures among our competitors.

If we fail to retain our existing labour and/or recruit sufficient labour in a timely manner, we may
not be able to accommodate any increase in demand for our products or smoothly implement our
expansion plans. Hence, our business, prospect, financial conditions and results of operations would
be materially and adversely affected.

We may be subject to fines and penalties as a result of our non-compliance with certain PRC laws
and regulations during the Track Record Period.

The Interim Provisions on Labour Dispatch* (%% URME 1T E) has set out the regulatory
threshold for the proportion of dispatched staff to be hired by employers in the PRC. Entities failing
to develop a scheme for employment adjustments to reduce the proportion to specified level within
two years from the effective date of such Interim Provisions will be subject to a fine by the labour
authorities.

Furthermore, pursuant to the relevant PRC laws and regulations, employers in the PRC are
required to make social insurance and housing provident fund contributions for their employees, and
entities failing to make such contributions may be ordered to settle the outstanding contributions
within a prescribed time limit and subject to penalties or fines.

During the Track Record Period, we were not in strict compliance with the PRC laws and

regulations above. Please refer to the paragraph headed “Business — Legal and Compliance” in this
document for further details.
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There is no assurance that we will not be subject to penalties or fines imposed by the relevant
PRC authorities as a result of such non-compliance incidents. Any such penalties or fines may harm
our corporate image and may have an adverse effect on our financial condition and results of
operations.

We are exposed to foreign exchange risks.

Our functional currency is RMB while some of our business transactions between us and our
overseas customers and our cost of sales for purchase of raw materials from overseas suppliers, which
had increased for the year ended 31 December 2017, are denominated in U.S. dollars. We are exposed,
to some extent, to foreign currency risks as a result of sales and purchases that are denominated in
a currency other than RMB. Any significant changes in the exchange rate between RMB and other
currencies may result in substantial loss for us and our financial condition and results of operations
may be materially and adversely affected.

We are subject to extensive environmental, occupational health and safety laws, regulations,
government policies, and compliance with these laws, regulations and policies may be costly.

Our business operations are subject to various environmental, occupational health and safety
laws, regulations and government policies promulgated by the PRC government. Please refer to the
paragraph headed “Regulatory Overview — PRC Laws and Regulations” in this document for further
details.

The environmental, occupational health and safety laws, regulations and government policies
applicable to our business operations and products are constantly evolving and we cannot predict
when or how they will be amended, nor the consequence or impact thereof. There is no assurance that
the PRC government or the relevant authorities in the PRC will not impose additional or more
stringent laws, regulations or government policies in the future, which may subject us to more onerous
duties and obligations. Any change or amendment to these laws, regulations or government policies
may require us to incur substantial financial or other resources to adjust our production process,
introduce new preventive or remedial measures, purchase new pollution control equipment and update
our compliance and monitoring systems in order to ensure compliance, which may have a negative
impact on our results of operations and financial condition.

Any decrease of discontinuation of tax rebate towards exported goods would have a negative
effect on our profit ability.

Pursuant to the Measure for the Administration of Tax Refund (Exemption) of Exported Goods
(For Trial Implementation) (i 0 &% (%)FlE B I#E(GL1T)) (Guo Shui Fa [2005] No. 51), as
promulgated by SAT on 16 March 2005 and became effective on 1 May 2005 unless otherwise
provided by law, for the goods as exported either directly by an exporter or via an export agency, the
exporter may, after the export declaration and the conclusion of financial settlement of sales, file a
report to the tax authorities for the approval of refund or exemption of VAT. Subject to relevant PRC
laws, we are currently entitled to rebates of the VAT from the PRC tax authority in connection with
our export sales at a rate of 17% for our PCBAs and from 5% to 17% for our fully-assembled
electronic products. The tax rebate comprised a refund of VAT incurred on raw materials we used for
production of our products in the PRC, which are subsequently exported to overseas countries. We
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cannot assure you that the PRC governmental policies on tax rebate will not change or that the current
policy we enjoy will not be cancelled. If any of such change, cancellation or discontinuation of tax
rebate policy occurs, the resulting increase in our tax liability would adversely affect our business and
results of operations.

We engage independent third party logistics service providers to deliver our products, and their
failure to provide timely and high quality logistics services to our customers may adversely affect
our brand image and our financial condition.

We engage independent third party logistics service providers to deliver our products to our
customers. Delivery disruptions such as transportation bottlenecks, inclement weather and natural
disasters, social unrest, vehicle breakdown, labour strikes or other circumstances beyond our control
may result in delayed or lost deliveries. There is no assurance that the logistics service providers will
be able to deliver our products according to the delivery schedule or provide high quality services to
our customers. If the logistics service providers fail to deliver our products to our customers on time
or if our products are damaged in the course of delivery, our customers may refuse to accept our
products and our reputation and brand image may suffer as a result. We may also be subject to
penalties in the event of late delivery, which may materially and adversely affect our financial
position. In addition, any significant increase in the cost of transportation, such as fuel cost, will
increase our operating expenses.

There is no assurance that our business strategies and future plans will be successfully
implemented.

The successful implementation of our business strategies and future plans will depend on various
factors, including but not limited to our ability to (i) retain our major customers; (ii) enhance our
production efficiency; (iii) retain our existing workforce and recruit new staff members at a rate that
is consistent with our business growth; (iv) raise additional funds to support our business expansion;
and (v) explore new business opportunities. As concerns our plan to expand our production capacity,
for each of the three years ended 31 December 2017, the average utilisation rate of our SMT assembly
lines was approximately 90.2%, 90.0% and 91.0%, respectively. It is therefore our strategic plan to
upgrading three SMT assembly lines, and setting up two additional SMT assembly lines and four
automated testing lines in order to meet the increasing demand for EMS for the PRC market and
foreign markets. The success of our expansion plan hinges on our ability to capture additional
customer demands. However, there is no assurance that we will be able to maintain or establish
relationships with our existing or prospective customers or secure new purchase orders to utilise our
increased production capacity. There are also other uncertainties and risks, such as delays, cost
overrun, shortage of labour and shortage of key materials, which are beyond our control and would
increase the costs of implementing our expansion plan. We may even have problems of
under-utilisation if demand for our products does not increase at the same rate. In the event that the
above-mentioned uncertainties and risks happen or we are unable to achieve high utilisation of our
production capacity as planned, there could be a material adverse effect on our performance and
results of operation. There is no assurance that we will be able to successfully implement our business
strategies or future plans. Even if our business strategies or future plans are implemented, there is no
assurance that they will increase our market share or enhance our market position. Our results of
operations and financial position may be materially and adversely affected if our business strategies
or future plans are not successfully implemented.
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The future capital expenditure of our Group for the purchase of machinery and equipment may

result in an increase in our depreciation expenses.

Our Group currently plans to use approximately HK$[REDACTED] million of the
[REDACTED] from the [REDACTED] to upgrade three of our existing SMT assembly lines and
purchase machinery and equipment to set up two additional SMT assembly lines and four automated
testing lines in order to expand our production capacity. For more details, please see the section
headed “Future Plans and [REDACTED]” of this document. Such upgrade and addition of SMT
assembly lines and automated testing lines may increase our depreciation expenses, and may therefore
adversely affect our Group’s future results of operations and financial performance. Furthermore, any
unexpected requirement for the acquisition of additional SMT assembly lines and automated testing
lines would have a negative impact on the cash level of our Group and the additional depreciation

expenses may adversely affect our Group’s financial performance in the future.

Our profit margin could be adversely affected if we are unable to continuously maintain a high

utilisation rate of our production machinery and equipment.

Our ability to maintain our profitability depends partly on our ability to maintain a high
utilisation rate of our production machinery and equipment in our Shenzhen Production Plant. The
level of the utilisation rate of our production machinery and equipment can impact our operating
results as a certain percentage of our costs of sales such as direct labour and factory overhead are
fixed in nature. A higher utilisation rate of our production machinery and equipment allows us to
spread our fixed costs over a larger quantity of product, resulting in a higher profit margin. Hence,
if we are unable to continuously maintain a high utilisation of our production machinery and

equipment, our profit margin would be adversely affected.

Our research and development in our PCB assembly services and full electronic product

assembly services may not be well-received by the market.

Our Directors believe that our capability to meet our customers’ requirements and specifications
in our PCB assembly services and full electronic product assembly services in terms of style, quality
and performance is the key differentiating factor that sets us apart from the rest of the industry
players. That is the reason why we had devoted substantial resources to conduct research and
development in (i) enhancing the assembling process; and (ii) expanding the usage of our PCBAs to

other electronic products.

However, conducting research and developing products can be a costly process and do not
necessarily lead to the launch of a marketable new product. Instead, the results of research and
development are sometimes unpredictable, in the sense that we are not able to predict the market’s
response to our new products before mass production. If our research and development capabilities
fail to develop products that meet our customers’ expectations, our business and results of operations

may be adversely affected.
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Reliance on our senior management team.

Our success has been heavily dependent on the services provided by our key management
personnel, and we believe that the senior management team will continue to be essential to the
development and success of our business. In particular, Mr. Ma has over 16 years of experience in
electronics component industry and he is also one of the founders of our Group. Mr. Ma is responsible
for formulating the overall corporate strategies and handling the day to day operation and production
management of our Group during the Track Record Period. Mr. Ma and other senior management’s
knowledge and experience in the EMS industry are a major factor of our Group’s success. To a certain
extent, the future of our Group relies on our ability to retain the services of key management
personnel.

While Mr. Ma and other members of the senior management team entered into or agreed to enter
into service agreements with us, there is no assurance that they or any of them will not terminate their
service agreement or decline to renew their service agreements with us. If that happens, we may not
be able to replace, retain, attract and hire other qualified managerial personnel and there may be a
disruption to our business, which may adversely affect our performance.

We may not be able to obtain adequate financing for the development of our business in the
future.

The daily operation of our business requires intensive working capital and we also require
capital investment to purchase new production equipment for our business growth. During the Track
Record Period, we relied on our working capital, registered capital, bank borrowings and amount due
to a Director to maintain our cash flow and satisfy the needs of our daily productions. As at 31
December 2015, 2016 and 2017, our bank borrowings repayable within one year was approximately
RMB20.6 million, RMB12.3 million and RMB5.0 million, respectively.

We cannot assure that we will be able to obtain bank loans and/or other equity or debt financing
on commercially reasonable terms and/or on a timely basis following the [REDACTED]. If we are
unable to obtain necessary financing or obtain such financing on favourable terms due to various
factors beyond our control, we may not have sufficient funds to develop our business and the future
prospect and growth potentials of our Group may be adversely affected.

Our cash flow position may deteriorate owing to the mismatch in time between receipt of
payments from our customers and payments to our suppliers if we are unable to manage our cash
flow mismatch properly.

As an EMS provider, we have to purchase raw materials from our suppliers from time to time
based on our customers’ varying requests and our procurement policy. We rely on cash inflow from
our customers to meet our payment obligations to our suppliers. Our cash inflow is dependent on
prompt settlement of our payments. As at 31 December 2015, 2016 and 2017, our trade payables
amounted to approximately RMB33.1 million, RMB53.2 million and RMB55.6 million respectively,
whereas the respective trade payables accounted for approximately 28.1%, 43.5% and 57.6% of our
total current liabilities respectively.
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In addition, our trade and bills receivable turnover days for each year during the Track Record
Period were 119.5 days, 91.1 days and 74.9 days respectively, which were longer than our trade
payable turnover days during the corresponding period, being 65.7 days, 71.4 days and 64.1 days
respectively. For further details, please refer to the paragraph headed “Trade and bills receivables”
and “Trade payables” in the section headed “Financial Information — Analysis on major components

of the consolidated balance sheets” in this document.

As a result of the above, our daily operation has to rely on our internal resources and bank

borrowings to maintain our cash flow and satisfy the needs of our daily operations.

If we fail to manage the aforesaid cash flow mismatches, or cannot function properly or at all,
or if the cash flow mismatch is further aggravated, we may have to resort to reserve further funds from
our internal resources and/or obtain banking facilities to meet our payment obligations, and our

financial condition may be materially and adversely affected as a result.

We are exposed to risks of infringement of our intellectual property rights by third parties.

We are the registered owner of certain patents and copyrights in the PRC, however, the said
registrations may be insufficient to prevent third parties from misappropriating our intellectual
property rights. In particular, we are susceptible to infringement of our intellectual property rights as
the protection and enforcement of intellectual property rights in the PRC are not as certain and
effective as in other developed countries. Even though we have registered our patents and copyrights,
there is no assurance that we are free from any infringement of our intellectual property rights by our
competitors or other third parties. There is no assurance that there will not be any imitation of our
PCBAs and/or fully-assembled electronic products. Any occurrence of imitation of our products may
result in a reduction of our market share, a decline in our sales and profitability as well as an increase
in the administrative costs in detection and protection of our products, which in turn affects our
overall results.

Furthermore, as at the Latest Practicable Date, we had applied for the registration of eight utility
model patents relating to PCB assembly services and full electronic product assembly services in the
PRC. However, there is no assurance that the said patents under applications will be approved or
approved on a timely basis. Our success partly depends on our ability to use and develop our
know-how copyrights and patents without infringing the intellectual property rights of third parties.
However, we cannot assure you that there is no potential risk of infringement claims made by any
third party against us regarding our patents and copyrights. If that happens, the defence of intellectual
property rights claims, including infringement lawsuits and related legal and administrative
proceedings, can be both costly and time consuming and may significantly divert the efforts of our
management personnel and financial resources. It would also result in our customers deferring or
limiting their purchase or use of our products until the resolution of such lawsuits. If such claims are
brought against us, we might also face lengthy and costly litigation that could adversely affect our

overall performance.
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We are exposed to the risk of industrial accidents at our production site.

Our Group may be exposed to the risk of industrial accidents at our Shenzhen Production Plant
in the PRC. Although we have enforced our safety measures and are covered by insurance under
normal market practice, there is no guarantee that industrial accidents may not occur in the future,
which may result in suspension of the operation in out Shenzhen Production Plant, damaging our plant
or machinery, and giving rise to potential liability to our employees, our customers or third parties.

Nevertheless, we might be exposed to claims in respect of matters that are not covered by the
insurance policies we maintained. In addition, as to the insurance policies we maintained, there may
be circumstances (such as fraud, gross negligence, natural disasters and acts of God) in which certain
loss and claims would not be covered adequately, or at all.

RISKS RELATING TO CONDUCTING BUSINESS IN THE PRC

Owing to the fact that most of our Group’s assets, business operations and manufacturing
facilities are in the PRC, its economic, political and legal developments would affect the results of
our operations, financial position and prospects accordingly. The major risks that we are exposed to
are as follows:

We face risks associated with changes in the economic conditions of the PRC.

For the each of the three years ended 31 December 2017, the revenue derived from our customers
in the PRC accounted for approximately 79.6%, 81.8% and 90.1% of our total revenue respectively.
As we rely heavily on domestic sales in the PRC, our financial performance may be affected by the
fluctuations in its economy. If there is any economic downturn or significant changes in consumer
preferences or consumers’ spending pattern in the PRC resulting in a decline in demand for consumer
electronic products, the revenue derived from our PCB assembly services and full electronic product
assembly services would be materially affected correspondingly.

There is no assurance that we will be able to predict and respond to changes in economic
conditions of the PRC. We may not be able to adopt measures to sufficiently control our costs or
maintain our sales volume during the recession period of the PRC. Any failure to do so may have a
material adverse effect on our business, financial condition and results of operation.

Uncertainties with respect to China’s economic and political policies could affect our
performance.

During the past decades, the PRC’s economy has been transitioning from a planned economy to
a relatively market-oriented economy. Although the PRC government has implemented measures for
economic reform, a substantial portion of productive assets in China is still owned or controlled by
the PRC government. The PRC government exercises significant control over the country’s economic
growth by controlling the allocation of resources, controlling payment of foreign currency
denominated obligations, setting monetary and industrial policies and providing preferential treatment
to certain industries or companies. While some of these measures may benefit the overall economy,
they may have a negative impact on our business. Furthermore, changes in the political environment
of the PRC may have an adverse effect on our business.
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Our business operations are subject to uncertainties with respect to the laws and regulations of
the PRC.

Our business and operations in the PRC are governed by the laws of the PRC. The PRC law is
a codified system which comprises of statutory laws, regulations, circulars, administrative directives
and internal guidelines. Some of them, and the interpretation, implementation and enforcement
thereof, are still at the experimental stage and are therefore subject to policy changes.

In the event that our PRC subsidiary breaches any of the foregoing, whether by omission or not,
we will be subject to penalties prescribed therein. Owing to the fact that the legal system and
economic system are growing at different paces, some degree of uncertainty exists in connection with
whether and how existing laws and regulations are applicable to certain circumstances. Moreover,
precedents on the interpretation, implementation and enforcement of the PRC laws and regulations are
of limited value for decisions, as the higher court decisions in the PRC do not necessary have binding
effect on lower courts. Accordingly, the outcome of dispute resolution may not be as consistent or
predictable as in other jurisdictions.

Currency conversion and exchange rate risks.

The PRC’s current currency policy allows the exchange rate of RMB to move in a managed way
subject to ad hoc measures taken by the relevant government authorities. There can be no assurance
that there will not be any substantial fluctuations in the RMB exchange rate. Since a substantial
amount of the income and profit of our Group is denominated in RMB, any fluctuations in the value
of the RMB may adversely affect the amount of dividends, if any, payable to the Shares in Hong Kong
dollars to our Shareholders.

Any change or discontinuation of preferential tax treatments we currently enjoy would increase
our tax liability and accordingly adversely affect our business and results of operations.

Our PRC operating subsidiary, Shenzhen Hengchang Sheng, has been granted the status of “High
and New Technology Enterprise* (i ##£1l7{>3)” and, accordingly Shenzhen Hengchang Sheng is
entitled to the reduced EIT rate of 15% from 2016 to 2018. There is no assurance that the PRC policies
on preferential tax treatments will not change or that the current preferential tax treatments we enjoy
will not be cancelled. If such change or cancellation occurs, the resulting increase in our tax liability
would have an adverse effect on our net profits and cash flow.

We may be deemed a PRC “resident enterprise” under the EIT Law and be subject to PRC
taxation on our worldwide income.

The EIT Law and its implementation regulations issued by the State Council (B % F¢) define the
term “de facto management bodies” as ‘“bodies that substantially carry out comprehensive
management and control of the enterprises”. Under the EIT Law, if an enterprise incorporated outside
the PRC has its “de facto management organisation” located within the PRC, the enterprise may be
recognised as a PRC resident enterprise and thus may be subject to EIT at the rate of 25% on its
worldwide income. In April 2009, the SAT further specified certain criteria for the determination of
what constitutes “de facto management bodies” for foreign enterprises which are controlled by a PRC
enterprise. If all of these criteria are met, the relevant foreign enterprise will be deemed to have its
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“de facto management bodies” located in the PRC and therefore be considered a PRC resident
enterprise. These criteria include whether: (i) the enterprise’s day-to-day operational management is
primarily exercised in the PRC; (ii) decisions relating to the enterprise’s financial and human resource
matters are made or subject to approval by organisations or personnel in the PRC; (iii) the enterprise’s
primary assets, accounting books and records, company seals, and board and shareholders’ meeting
minutes are located or maintained in the PRC; and (iv) 50% or more of voting board members or
senior executives of the enterprise habitually reside in the PRC. We are currently not treated as a PRC
resident enterprise by the relevant tax authorities in the PRC. Since the daily management of our
operation, assets and our management are mainly based in the PRC, we cannot guarantee that we will
not be considered as a “resident enterprise” under the EIT law and not be subject to the enterprise
income tax rate of 25% on our global income. If we are subsequently regarded as a PRC resident
enterprise by the relevant tax authorities, this may adversely affect our financial condition and results

of operation.

Holders of the Shares may be subject to taxation in the PRC.

Under the current PRC tax laws, regulations and rulings, the dividends we pay to holders of the
Shares, who are either individual non-residents of the PRC or foreign enterprises with no permanent
establishments in the PRC, are not currently subject to PRC income tax. Additionally, gains currently
realised by holders of the Shares from the sale or other disposition of the Shares are not subject to
PRC income tax. This treatment could change at any time. If such exemption is revoked and other
rates specified in the applicable PRC laws do not apply, holders of the Shares could become subject
to the PRC income tax, currently imposed at the rate of 20%, unless reduced or eliminated by an

applicable double taxation treaty.

PRC regulation of loans and direct investment by offshore holding companies to PRC entities
may delay or prevent us from using [REDACTED] we receive from the [REDACTED] to make

loans or additional capital contributions to our PRC subsidiary.

As an offshore holding company of our PRC subsidiary, our Company may make loans to our
PRC subsidiary, or our Company may make additional capital contributions to our PRC subsidiary.
Any loans to our PRC subsidiary are subject to the PRC laws, regulations and foreign exchange loan
registrations. For example, loans by our Company to our PRC subsidiary to finance its activities
cannot exceed statutory limits and must be registered with the SAFE, its local counterpart or the
competent bank. We may also decide to finance our PRC subsidiary by means of capital contributions.
These capital contributions must be registered at the SAIC or its local counterpart and filed at the
Ministry of Commerce of the PRC or its local counterpart. There is no assurance that we can complete
these government registrations or the filing on a timely basis, if at all, with respect to future loans
or capital contributions by our Company to finance our PRC subsidiary. If we fail to complete the
filings or receive relevant registrations, approvals or filings our ability to use the [REDACTED] of
the [REDACTED] and to capitalise our PRC operations may be negatively affected. This may

materially and adversely affect our liquidity and our ability to expand our business.
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You may experience difficulties in effecting service of legal process, enforcing foreign judgments
or bring original actions in the PRC against us, the management or our experts named in this

document.

As our manufacturing process is conducted in the PRC and most of our assets are located in the
PRC. In addition, all of our Directors reside within the PRC or Hong Kong. As a result, it may not
be possible to effect service of legal processes outside the PRC or Hong Kong (as the case may be)
upon them with respect to matters arising under applicable securities laws. Moreover, based on the
information provided by the PRC Legal Advisers, our Directors take the view that the PRC has not
entered into treaties with the US or a number of countries providing for the reciprocal recognition or
enforcement of judgments of foreign courts. In addition, according to the PRC Civil Procedures Law*
(e N R AL R #5778 E), courts in the PRC will not enforce a foreign judgment if they decide
that the judgment violates the basic principle of PRC law or national sovereignty, security or public
interest. Therefore, it may be difficult for you to enforce against us and/or our management in the PRC

any judgment obtained from non-PRC courts.

The PRC economy may experience inflationary pressure, which may lead to an increase in

interest rates and a slowdown in economic growth.

In response to concerns regarding PRC’s high rate of growth in industrial production, bank
credit, fixed investment and money supply, the PRC government has taken measures to slow down the
economic growth to a more manageable level. Among the measures that the PRC government has
taken are restrictions to bank loans in certain sectors. These measures have historically contributed
to a slowdown in economic growth in the PRC and a reduction in demand for consumer goods. These
measures and any additional measures, including a possible increase in interest rates, could contribute

to a further slowdown in the economy of the PRC.

RISKS RELATING TO THE [REDACTED]

There has been no prior public market for the Shares and an active trading market for the

Shares may not develop or be sustained.

Prior to the [REDACTED], no public market for the Shares existed. Following the completion
of the [REDACTED], the Stock Exchange will be the only market on which the Shares are publicly
traded. We cannot assure our [REDACTED] that an active trading market for the Shares will develop
or sustained after the [REDACTED]. In addition, we cannot assure our [REDACTED] that the Shares
will trade in the public market at or above the [REDACTED] subsequent to the [REDACTED]. The
[REDACTED] for the Shares is expected to be fixed by the [REDACTED], and may not be indicative
of the market price of the Shares following the completion of the [REDACTED]. If an active trading
market for the Shares does not develop or is not sustained after the [REDACTED], the market price
and liquidity of the Shares may be materially and adversely affected.
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The trading price and volume of the Shares may be volatile, which may result in a substantial
loss for our [REDACTED].

The trading price of the Shares may be volatile and may fluctuate widely in response to factors
beyond our control, including variations in the level of liquidity of the Shares, changes in securities
analysts’ (if any) estimates of our financial performance, [REDACTED] perceptions of our Group and
the general investment environment, changes in laws, regulations and taxation systems which affect
our operations, and general market conditions of the securities markets in Hong Kong. These broad
market and industry factors may significantly affect the market price and volatility of the Shares,

regardless of our actual operating performance.

In addition to market and industry factors, the price and trading volume for the Shares may be
highly volatile for specific business reasons. In particular, factors such as variations in our revenue,
net income and cash flow, success or failure of our efforts in implementing business and growth
strategies and involvement in material litigation as well as recruitment or departure of key personnel,
may cause the market price of the Shares to change unexpectedly. Any of these factors may result in

large and sudden changes in the volume and trading price of the Shares.

Further, there will be a gap of several days between pricing and trading of the [REDACTED].
The [REDACTED] of the Shares is expected to be determined on the [REDACTED] while the Shares
will not commence trading on the Stock Exchange until the [REDACTED]. As a result, [REDACTED]
may not be able to sell or otherwise deal in the Shares during the period between the [REDACTED]
and the [REDACTED] and hence are subject to the risk that the price of the [REDACTED] could fall
during the period before trading of the [REDACTED] begins.

Future disposal or perceived disposal by our existing Shareholders of a substantial number of
the Shares in the public market may materially and adversely affect the prevailing market price
of the Shares.

Disposal of substantial amounts of the Shares in the public market after the completion of the
[REDACTED], or the perception that disposal may occur and adversely affect the market price of the
Shares and materially impair our future ability to raise capital through [REDACTED] of the Shares.
There is no assurance that our major Shareholders will not dispose of their shareholdings. Any
significant disposal of the Shares by any of the major Shareholders may materially affect the
prevailing market price of the Shares. In addition, these disposals may make it more difficult for us
to issue new Shares in the future at a time and price we deem appropriate, thereby limiting our ability
to raise further capital. We cannot predict the effect of any significant future disposal on the market

price of the Shares.
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[REDACTED] may experience difficulties enforcing their shareholders’ rights because our
Company is incorporated in the Cayman Islands, and the protection of minority shareholders
under the Cayman Islands law may be different from that under the laws of Hong Kong or other

jurisdictions.

Our Company is incorporated in the Cayman Islands and its affairs are governed by the Articles
of Association, the Companies Law and common law applicable in the Cayman Islands. The laws of
the Cayman Islands may differ from those of Hong Kong or other jurisdictions where [REDACTED]
may be located. As a result, minority Shareholders may not enjoy the same rights as pursuant to the
laws of Hong Kong or such other jurisdictions. A summary of the Cayman Companies Law on the
protection of minority Shareholders is set out in Appendix III to this document.

RISKS RELATING TO STATEMENTS IN THIS DOCUMENT

[REDACTED] should read the entire document and should not rely on any information
contained in press articles or other media coverage regarding us and the [REDACTED].

We strongly caution our [REDACTED] not to rely on any information contained in press articles
or other media regarding us and the [REDACTED]. Prior to the publication of this document, there
may be press and media coverage regarding the [REDACTED] and us. Such press and media coverage
may include references to certain information that does not appear in this document, including certain
operating and financial information and projections, valuations and other information. We have not
authorised the disclosure of any such information to the press or media and do not accept any
responsibility for such press or media coverage or the accuracy or completeness of any such
information or publication. We make no representation as to the appropriateness, accuracy,
completeness or reliability of any such information or publication. To the extent that any such
information is inconsistent or conflicts with the information contained in this document, we disclaim
responsibility for it and our [REDACTED] should not rely on such information.

Certain facts, forecasts and other statistics in this document obtained from publicly available
sources have not been independently verified and may not be reliable.

Certain facts, forecast and other statistics in this document are derived from various government
and official resources. However, our Directors cannot guarantee the quality or reliability of such
source materials. We believe that the sources of the said information are appropriate for such
information and have taken reasonable care in extracting and reproducing such information. We have
no reason to believe that such information is false or misleading or that any fact has been omitted that
would render such information false or misleading. Nevertheless, such information has not been
independently verified by us, the Sole Sponsor, the [REDACTED], the [REDACTED] or any of their
respective affiliates or advisers and, therefore, we make no representation as to the accuracy of such
facts and statistics. Further, we cannot assure our [REDACTED] that they are stated or compiled on
the same basis or with the same degree of accuracy as similar statistics presented elsewhere. In all
cases, our [REDACTED] should consider carefully how much weight or importance should be
attached to or placed on such facts or statistics.
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In preparation for the [REDACTED], we have applied to the Stock Exchange for the following
waiver from strict compliance with the relevant provisions of the Listing Rules.

MANAGEMENT PRESENCE IN HONG KONG

Pursuant to Rule 8.12 of the Listing Rules, a new applicant applying for a primary listing on the
Stock Exchange must have a sufficient management presence in Hong Kong. This will normally mean
that at least two of the executive directors of a new applicant must be ordinarily resident in Hong
Kong.

We do not have sufficient management presence in Hong Kong for purpose of satisfying the
requirements under Rule 8.12 of the Listing Rules. The principal business operations of our Group are
based, managed and conducted through our operating subsidiary in the PRC. All the executive
Directors and senior management of our Company principally reside in the PRC. The management and
operation of our Company have mainly been under the supervision of the executive Directors, who are
principally responsible for the overall management, corporate strategy, planning, business
development and control of our Company’s businesses. As such, it is important for our executive
Directors to remain in close proximity to our Company’s operation in the PRC.

Accordingly, we have applied to the Stock Exchange for, and the Stock Exchange [has granted],
a waiver for strict compliance with the requirements under Rule 8.12 of the Listing Rules. We will
ensure there is a regular and effective channel of communication between us and the Stock Exchange
by implementing the following measures:

(a) Pursuant to Rule 3.05 of the Listing Rules, we have appointed Mr. Ma Fujun, the chairman
of our Board, our chief executive officer and executive Director and a controlling
shareholder of our Company, and Ms. Xu Jing, the company secretary of our Company, as
the authorised representatives of our Company, who will act as our Company’s principal
channel of communication with the Stock Exchange. Each of Mr. Ma Fujun and Ms. Xu
Jing has confirmed that he or she can be readily contactable by phone, facsimile and email
to promptly deal with enquiries from the Stock Exchange. While Mr. Ma ordinarily resides
in the PRC, he possesses valid travel documents and is able to renew such travel documents
when they expire in order to visit Hong Kong. Ms. Xu Jing is a Hong Kong resident.
Accordingly, each of the authorised representatives will be able to meet with the relevant
members of the Stock Exchange on reasonable notice.

(b) Each of our authorised representatives has means to contact all Directors (including the
independent non-executive Directors) promptly at all times as and when the Stock
Exchange proposes to contact a Director with respect to any matters. The Directors who are
not ordinarily resident in Hong Kong possess or can apply for valid travel documents to
visit Hong Kong and will be able to meet with the Stock Exchange within a reasonable
period of time, when required. To enhance communication between the Stock Exchange,
our authorised representatives and the Directors, we will implement a policy that (i) each
Director will have to provide his/her office phone number, mobile phone number, facsimile
number and email address to our authorised representatives; (ii) in the event that a Director
expects to travel or is otherwise out of office, he/she will endeavour to provide the phone
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(c)

(d)

number of the place of his/her accommodation to our authorised representatives or maintain
an open line of communication via his/her mobile phone; and (iii) each of the Directors and
authorised representatives will provide their respective office phone number, mobile phone

numbers, facsimile numbers and email addresses to the Stock Exchange.

In compliance with Rule 3A.19 of the Listing Rules, our Company has appointed Dakin
Capital Limited as the compliance adviser, which will have access at all times to our
authorised representatives and Directors and will act as an additional channel of

communication between the Stock Exchange and our Company.

Meetings between the Stock Exchange and the Directors could be arranged through our
authorised representatives or our compliance adviser, or directly with the Directors within
a reasonable time frame. We will inform the Stock Exchange as soon as practicable in
respect of any change of our authorised representatives and/or the compliance adviser in

accordance with the Listing Rules.
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DIRECTORS AND PARTIES INVOLVED IN THE [REDACTED]

DIRECTORS
Name
Executive Directors

Mr. Ma Fujun
(5 )

Ms. Chen Xiaoyuan
(BRAk %)

Mr. Cheng Bin
(FEM)

Address

Flat 9B, Block 5
Haiyue Garden Phase 3
8 Gongye 7th Road
Nanshan District
Shenzhen, Guangdong
PRC

Unit 4B-705
Hongjing Yuan
District 25
Bao’an District,
Shenzhen

PRC

Unit B1-28B, Block 2
Chuang Ye Yi Lu

Yu Jing Wan Hua Yuan
Bao’an District

Shenzhen
PRC

Independent non-executive Directors

Mr. Chan Chung Kik Lewis
(B i)

Mr. Wu Chi-luen
(% ZE )

Mr. Chow Kit Ting
(B E)

Room 2907
Kam Wai House
Kam Fung Court
Ma On Shan
New Territories
Hong Kong

Flat D, 27/F, Tower 1
Park Summit, 88 Beech
Tai Kwok Tsui
Kowloon

Hong Kong

Flat A, 60/F

Tower 9, Metro Town
8 King Ling Road
Tseung Kwan O

New Territories

Hong Kong

Nationality

Chinese

Chinese

Chinese

Chinese

Taiwanese

Chinese

For further information of our Directors, please refer to the section headed “Directors and Senior

Management” of this document.
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PARTIES INVOLVED IN THE [REDACTED]

Sole Sponsor Dakin Capital Limited
Room 2701, 27/F, Tower 1
Admiralty Centre
18 Harcourt Road
Admiralty
Hong Kong

[REDACTED]

Legal adviser to our Company Sidley Austin
as to Hong Kong law 39/F
Two Int’l Finance Centre
Central
Hong Kong

Legal adviser to our Company Conyers Dill & Pearman
as to Cayman Islands law Cricket Square
Hutchins Drive
P.O. Box 2681
Grand Cayman KY1-1111
Cayman Islands
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DIRECTORS AND PARTIES INVOLVED IN THE [REDACTED]

Legal adviser to our Company Tian Yuan Law Firm
as to PRC law 10/F, CPIC Plaza
No. 28 Fengsheng Lane
Xicheng District

Beijing
PRC
Legal adviser to the Sole Sponsor TC & Co.
and the [REDACTED] Units 2201-3, Tai Tung Building
as to Hong Kong law 8 Fleming Road
Wan Chai
Hong Kong
Legal adviser to the Sole Sponsor DeHeng Law Offices (Shenzhen)
and the [REDACTED] Storey 11, Section B, Anlian Plaza
as to PRC law 4018 Jintian Road
Shenzhen
PRC
Reporting accountant PricewaterhouseCoopers
22/F, Prince’s Building
Central
Hong Kong
Industry consultant Frost & Sullivan (Beijing) Inc., Shanghai Branch Co.

Room 1018, Tower B

No. 500 Yunjin Road, Xuhui District
Shanghai, 200232

China

Compliance adviser Dakin Capital Limited
Room 2701, 27/F
Tower 1, Admiralty Centre
18 Harcourt Road
Admiralty
Hong Kong

[REDACTED]
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CORPORATE INFORMATION

Registered office Cricket Square
Hutchins Drive
P.O. Box 2681
Grand Cayman, KYI1-1111
Cayman Islands

Head office in the PRC Block A2
Yingzhan Industrial Park
Longtian Community
Kengzi Street, Pingshan New District
Shenzhen, Guangdong

PRC
Principal place of business in No.1, 16/F, OfficePlus @Sheung Wan
Hong Kong Nos. 93-103 Wing Lok Street
Sheung Wan
Hong Kong
Company secretary Ms. Xu Jing

Certified Public Accountants

Flat 12, 33/F

Hiu On House

Hiu Kwong Street, Hiu Lai Court
Sau Mau Ping

Kowloon

Authorised representatives Mr. Ma Fujun
Flat 9B, Block 5
Haiyue Garden Phase 3
8 Gongye 7th Road
Nanshan District
Shenzhen, Guangdong
PRC

Ms. Xu Jing

Flat 12, 33/F

Hiu On House

Hiu Kwong Street, Hiu Lai Court
Sau Mau Ping

Kowloon

Audit Committee Mr. Wu Chi-luen (Chairman)
Mr. Chow Kit Ting
Mr. Chan Chung Kik Lewis

Remuneration Committee Mr. Wu Chi-luen (Chairman)
Mr. Chow Kit Ting
Mr. Chan Chung Kik Lewis
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CORPORATE INFORMATION

Nomination Committee Mr. Ma Fujun (Chairman)
Mr. Wu Chi-luen
Mr. Chan Chung Kik Lewis

Cayman Islands principal share [REDACTED]
registrar and transfer office

Hong Kong Share Registrar [REDACTED]

Principal bank The Hongkong and Shanghai Banking
Corporation Limited
HSBC Main Building
1 Queen’s Road Central, Central, Hong Kong

China Merchants Bank Shenzhen Huanggang Branch
1/F, Tower B, Zhongshen Building,

Caitian South Road, Futian District,

Shenzhen, PRC

Company’s website [www.szeternity.com]
(information of this website does not from part of this
document)
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This section sets forth a summary of the most significant laws and regulations that affect our
business and the industry in which we operate.

HONG KONG LAWS AND REGULATIONS

Apart from the general rules and regulations in Hong Kong applicable to our Group, there is no
specific regulatory framework in Hong Kong that governs the business provided by our Group in Hong
Kong, namely trading of electronic products. The following sets out the general Hong Kong rules and
regulations applicable to our business in Hong Kong.

Business Registration

The Business Registration Ordinance (Chapter 310 of the Laws of Hong Kong) requires every
person carrying on any business shall make application to the Commissioner of Inland Revenue in the
prescribed manner for the registration of that business. Business registration application shall be made
to the Commissioner of Inland Revenue as soon as practicable after the prescribed business
registration fee are paid. Then business registration certificate or branch registration certificate for the
relevant business or the relevant branch shall be issued as the case may be.

Supply of Goods

The Sale of Goods Ordinance (Chapter 26 of the Laws of Hong Kong) (“Sale of Goods
Ordinance®) is the main governing law in Hong Kong in relation to the sale of goods.

Section 15 of the Sale of Goods Ordinance provides that where there is a contract for the sale
of goods by description, there is an implied condition that the goods shall correspond with the
description.

Section 16 of the Sale of Goods Ordinance provides that where a seller sells goods in the course
of a business, there is an implied condition that the goods supplied under the contract are of
merchantable quality, except that there is no such condition (i) as regards to defects specifically drawn
to the buyer’s attention before the contract is made; or (ii) if the buyer examines the goods before the
contract is made, as regards defects which that examination ought to reveal; or (iii) if the contract is
a contract by sample, as regards defects which would have been apparent on a reasonable examination
of the sample.

Where any right, duty or liability would arise under a contract of sale of goods by implication
of law, it may (subject to the Control of Exemption Clauses Ordinance (Chapter 71 of the Laws of
Hong Kong)) be negative or varied by express agreement, or by course of dealings between the
parties, or by usage if the usage is such as to bind both parties to the contract.

Supply of Services

The supply of services in Hong Kong is regulated by the Supply of Services (Implied Terms)
Ordinance (Chapter 457 of the Laws of Hong Kong) (“Supply of Services Ordinance®), which
consolidates and amends the law with respect to the terms to be implied in contracts for the supply
of services.

Section 5 of the Supply of Services Ordinance provides that in a contract for the supply of
service where the supplier is acting in the course of a business, there is an implied term that the
supplier will carry out the service with reasonable care and skill.

Section 6 of the Supply of Services Ordinance provides that, where under a contract for the
supply of a service where the supplier is acting in the course of a business, the time for the service
to be carried out is not fixed by the contract, is not left to be fixed in a manner agreed by the contract
or is not determined by the course of dealing between the parties, there is an implied term that the
supplier will carry out the service within a reasonable time.

Import and Export (Registration) Regulations

Regulations 4 and 5 of the Import and Export (Registration) Regulations (chapter 60E of the
Laws of Hong Kong) (the “Import and Export Registration Regulations”) provide that every person
who imports or exports any article other than an exempted article shall lodge an accurate and complete
import or export declaration relating to such article using services provided by a specific body with
the Commissioner of Customs and Excise within 14 days after the importation and exportation of the
article.
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Any person failing to declare within 14 days after the importation without reasonable excuse is
liable to a fine of HK$1,000 upon summary conviction and HK$100 in respect of every day such
declaration has not been lodged. Furthermore, the Import and Export Registration Regulations also
provide that any person knowingly or recklessly lodges any declaration with the Commissioner that
is inaccurate in any material particular shall be liable to a fine of HK$10,000 upon summary
conviction.

PRC LAWS AND REGULATIONS
Incorporation, Operation and Management of Wholly Foreign-owned Enterprise

The establishment, operation and management of corporate entities in China are governed by the
Company Law of the PRC (1% A [RILFNE 2\ F]¥%) (the “Company Law™), which was promulgated
by the Standing Committee of the National People’s Congress on 29 December 1993 and became
effective on 1 July 1994. It was subsequently amended on 25 December 1999, 28 August 2004, 27
October 2005 and 28 December 2013. Pursuant to the Company Law, companies are classified into
categories, namely limited liability companies and limited companies by shares. The Company Law
shall also apply to foreign-invested limited liability companies and companies limited by shares.
According to the Company Law, the provisions otherwise prescribed by the laws on foreign
investment shall prevail.

The establishment procedures, approval procedures, registered capital requirement, foreign
exchange, accounting practices, taxation and labour matters of a wholly foreign-owned enterprise are
regulated by the Wholly Foreign-owned Enterprises Law of the PRC (*ﬁ%\%%*ﬂﬁf‘ﬁpﬁ%%)
(the “Wholly Foreign-owned Enterprise Law”), which was promulgated on 12 April 1986, amended
on 31 October 2000 and 3 September 2016, and the Implementation Regulations of the Wholly
Foreign-owned Enterprise Law of the PRC (*%Aaﬁﬁ%éﬁiﬁgﬁ@%ﬁiﬁ”) (the
“Implementation Regulations”), which was promulgated on 12 December 1990, amended on 12 April
2001 and 19 February 2014.

Any investments conducted by the foreign investors and foreign enterprises in the PRC shall be
subject to the Catalogue for the Guidance of Foreign Investment Industries (¥} % & & £ 48 8 H #%)
(the “Guidance Catalogue”), the latest version of which was promulgated by the National
Development and Reform Commission (%55 & fl ik %% B ) (the “NDRC”) and the Ministry of
Commerce (FHH) (the “MOFCOM?”) on 28 June 2017 and came into effect on 28 July 2017. The
Guidance Catalogue divides the foreign investment industries into the encouraged foreign investment
industries, the restricted foreign investment industries and the prohibited foreign investment
industries. Industries which are not listed in the Guidance Catalogue shall be classified as the
permitted foreign investment industries. According to the Guidance Catalogue, the core business of
our PRC subsidiary falls within the permitted category for foreign investment on a wholly-owned
basis.

Pursuant to the Interim Measures for Filing Administration of Establishment and Changes of
Foreign-invested Enterprises (F 43 & 1 3 5% 7 1 588 o 4 28 8 BT A7 JF1%), which was promulgated
by the MOFCOM on 8 October 2016 and became effective on the same date and amended on 30 July
2017, where establishment and changes to a foreign-invested enterprise do not fall within the scope
of special administration measures for foreign investment admission as stipulated by the NDRC and
MOFCOM, the foreign-invested enterprise shall go through filling procedures instead of the
procedures for approvals. However, where establishment and changes to a foreign-invested enterprise
falls within the scope of special administration measures for foreign investment admission as
stipulated by the State, the foreign-invested enterprise shall go through procedures for approvals
according to the relevant laws and regulations governing foreign investment.

According to the Announcement 2016 No. 22 of the NDRC and the MOFCOM promulgated on
8 October 2016, with the approval of the State Council, the special entry administration measures for
foreign investment shall be applied according to the provisions on restricted and prohibited categories
specified in the Guidance Catalogue (2015 Revision), and encouraged category therein on which
equity or senior management related requirements are imposed. The core business of our PRC
subsidiary falls within the permitted category for foreign investment on a wholly-owned basis without
equity or senior management related requirements, thus our Group falls outside the scope of
aforementioned special administrative measures or approval procedures.

Provisions for Import and Export Goods

Pursuant to the Foreign Trade Law of the PRC ("' #E A [ 3L 12 ¥ 4N E 5 %) adopted on 12 May
1994, amended on 6 April 2004 and 7 November 2016 by the SCNPC and implemented since 1 July
2004, the State allows free import and export of goods and technologies, unless it is otherwise
provided under the laws and administrative regulations that the import and export of goods and
technologies shall be restricted or prohibited (i) for the purposes of the public safety, public interests
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or morals; (ii) in order to protect the human health or security, the animals and plants life or health
or the environment, implement the measures in respect of the importations and exportations of gold
or silver, establish or accelerate the establishment of a particular domestic industry, or maintain the
State’s international financial status and the balance of international payment; (iii) in the case of
domestic shortage in supply or the effective protection of exhaustible natural resources, the limited
market capacity of the importing country or region, or the occurrence of serious confusion in the
export operation order; or (iv) for the necessary restriction on the import of agricultural, animal
husbandry or fishery products in any form, etc.

Pursuant to the Foreign Trade Law of the PRC and Measures for the Archival Filing and
Registration of Foreign Trade Business Operators (M 5 & H R SR HEE) which was
promulgated by the MOFCOM on 25 June 2004, became effective on 1 July 2004 and amended on 18
August 2016 the PRC adopted a filing and registration system for foreign trade operators engaged in
imports and exports of goods, implemented by the Foreign Trade authority under the State Council or
its entrusted agencies. Foreign trade operators that have not filed for registration in accordance with
the provisions will be declined by the PRC Customs to carry out the PRC Customs clearance and
inspection procedures for import and export of goods.

Pursuant to the Customs Law of the PRC (H'#E A\ R LA B 15 B V%) promulgated by the SCNPC
on 22 January 1987 and amended on 8 July 2000, 29 June 2013, 28 December 2013, 7 November 2016
and 4 November 2017 and related regulations, the declaration of import and export goods may be
made by consignees and consignors themselves, and such formalities may also be completed by their
entrusted PRC Customs brokers that have registered with the PRC Customs. The consignees and
consignors for import or export goods and the PRC Customs brokers engaged in the PRC Customs
declaration shall register with the PRC Customs, and no enterprises or persons can make declarations
without registering with the PRC Customs or obtaining the relevant qualifications for declaration in
accordance with the law.

Principal regulations on the inspection of import and export commodities are set out in the Law
of the PRC on Import and Export Commodity Inspection (¥ A R ALHEE H O R i AR BR L)
promulgated by the Standing Committee of the NPC on 21 February 1989 and amended on 28 April
2002 and 29 June 2013 and its implementation rules. According to the aforesaid law and its
implementation regulations, the Administration of Quality Supervision, Inspection and Quarantine of
the PRC (3 N RSN B 58 & B B A B w2 48 )%))” (“AQSIQ”) shall be in charge of the
inspection of import and export commodities throughout the country. The local inspection and
quarantine authorities set up by AQSIQ shall be responsible for the inspection of import and export
commodities within areas under their jurisdiction. The import and export commodities that are subject
to compulsory inspection listed in the catalogue compiled by the State administration shall be
inspected by the commodity inspection authorities, and the consignor shall apply to the inspection and
quarantine authorities for inspection in the places and within the time limit specified by AQSIQ. No
permission shall be granted for the export of export commodities subject to mandatory inspection by
the inspection and quarantine authorities until they have been found to be up to standard through
inspection. While the import and export commodities that are not subject to statutory inspection shall
be subject to random inspection. Consignees and consignors themselves or its entrusted agent may
apply for inspection to the commodity inspection authorities.

Regulations on Work Safety

The Production Safety Law of the PRC (" #E A &A1 B % 24 FE %) (the “Production Safety
Law”) which was promulgated on 29 June 2002, became effective on 1 November 2002 and amended
on 27 August 2009 and 31 August 2014. The Production Safety Law provides safety standards for any
production or business operation in order to prevent and reduce safety accidents, defend the safety of
life and property of the masses. The State Administration of Work Safety established by the State
Council is the main regulator of the nationwide supervision and administration of the Production
Safety Law. Local government authorities at the county level and above are responsible for
supervision and administration of production safety within their respective local jurisdiction.

Occupational Health

In accordance with the Law of the PRC on Prevention and Control of Occupational Diseases ('
He N\ B N 3 Ik 2E 05 B 75 7)) promulgated by the SCNPC on 27 October 2001, which was became
effective on 1 May 2002 and amended on 31 December 2011, 2 July 2016 and 4 November 2017, the
employer must adopt effective facilities for the prevention and control of occupational diseases, and
provide laborers with individual articles for the prevention and control of occupational diseases. The
employer shall detect and assess the occupational-disease-inductive factors in the workplace on a
regular basis, as required. The detection and assessment result shall be archived in the occupational
health file of the employer, and be regularly reported to local production safety supervision and
management departments and announced to the laborers.
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Regulations on Product Quality

The principal legal provisions governing product liability are set out in the Product Quality Law
of the PRC (H#E A\ R LR 8 2 &L i 7%) (the “Product Quality Law”), which was promulgated on 22
February 1993, became effective on 1 September 1993 and amended on 8 July 2000, 27 August 2009.
The Product Quality Law is applicable to all activities of production and sale of any product within
the territory of the PRC, and the producers and sellers shall be liable for product quality in accordance
with the Product Quality Law. Business in production and sale of our PRC subsidiary should comply
with the Product Quality Law and they shall be liable to product quality.

According to the Regulations of the PRC on Certification and Accreditation (9 & A R 3L A1 58
it w8 Al )y, which was promulgated by the State Council on 3 September 2003, became effective on
1 November 2003 and amended on 6 February 2016, the State will promote certification on products,
services and management systems conforming to the requirements of the economic and social
development; and the term “certification” as mentioned refers to the assessment activities carried out
by the certification bodies to testify whether the products, services, and management systems are in
conformity with the relevant technical norms and their compulsive requirements or standards, and the
term “accreditation” as mentioned refers to the assessment activities carried out by the accreditation
bodies to recognise the capabilities and qualifications of the certification bodies, inspection
organisations and laboratories, and practicing personnel engaging in such certification activities as
appraisal and examination, etc.

Regulations on Environmental Protection

The Environmental Protection Law of the PRC (F#E ANRIMLFAMBEEREAHELE) (the
“Environmental Protection Law”) became effective on 26 December 1989 and was amended on 24
April 2014. The Regulations on the Administration of Construction Project Environmental Protection
(ERIAH R R S M) (the “Administration Regulations”) was promulgated and became
effective on 29 November 1998, and amended on 27 February 2003 and 16 July 2017. According to
the Environmental Protection Law and the Administration Regulations:

a) enterprises, public institutions and other producers and business operators that discharge
pollutants shall take measures to prevent and control the environmental pollution and harm
caused by waste gas, waste water, waste residues, medical waste, dust, malodorous gases,
radioactive substances, noise, vibration, optical radiation and electromagnetic radiation,
etc. generated during production, construction or other activities;

b) a statement on environmental impact should be compiled for a construction project that
may cause light impact on the environment, giving analysis or special-purpose evaluation
of the pollution generated and environmental impact caused by the construction project;
and a registration form should be filled out and submitted for a construction project that
has slight impact on the environment and necessitates no environmental impact evaluation.

The competent department of environmental protection of the State Council shall conduct
unified supervision and administration of the environmental protection work throughout the country.
The competent departments of environmental protection of the local people’s governments at or above
the county level shall conduct unified supervision and administration of the environmental protection
work within their respective administrative regions. Different penalties shall be imposed against
persons or enterprises in violation of the Environmental Protection Law depending on the individual
circumstances and the extent of contamination. Such penalties include fines, the suspension of
operations or shut-down or orders to close down or criminal responsibility.

Our operations are also subject to Law of the PRC on Environmental Impact Assessment (4 #E
N B LD 90 BR 1% 52 2 SEAE 7)), the Law of the PRC on the Prevention and Control of Water Pollution
(EE N RIEME 7K 75 44 B 12 1%), the Law of the PRC on the Prevention and Control of Atmospheric
Pollution (7% A R ILAIE K575 4 FFi67%), the Law of the PRC on the Prevention and Control of
Pollution From Environmental Noise ('3 A [ 30 B Bz 35 M2 2 75 JL B 72 75) and the Law of the PRC
on the Prevention and Control of Environmental Pollution by Solid Waste (' #E A & A0 [ [ 8 BE 4
15 PR BE BT iR 1%). These laws and regulations govern a broad range of environmental matters,
including air pollution, noise emissions and water and waste discharge. Business operations of our
PRC subsidiary should comply with laws and regulations concerning the environment protection.
Operations of companies shall also be under the supervisor of the environment protection bureau.
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Regulations on Intellectual Property
Copyright & Patent

The products in the PRC shall be subject to intellectual property laws, which mainly include the
Copyright Law of the PRC (qjﬁ]\a/i@ﬁ] FVEMETR) (the “Copyright Law™), and the Patent Law of
the PRC (H# NRILFIE EF]%) (the “Patent Law”). China is also a signatory to all major
intellectual property conventions, including the Paris Convention for the Protection of Industrial
Property, the Madrid Agreement concerning the International Registration of Marks and Madrid
Protocol, the Patent Cooperation Treaty and the Agreement on Trade-Related Aspects of Intellectual
Property Rights.

Under the Copyright Law, which was promulgated on 7 September 1990 and became effective
on 1 June 1991, amended on 27 October 2001 and 26 February 2010, works of Chinese citizens, legal
persons or entities without legal personality, whether published or not, shall enjoy copyright in
accordance with the law. The copyright shall include the right of publication, the right of authorship,
the right of alternation, the right of integrity, the right of exploitation and the right to remuneration.

According to the Patent Law promulgated on 12 March 1984 and became effective on 1 April
1985 and was amended on 4 September 1992, 25 August 2000 and 27 December 2008 and which
became effective on 1 October 2009, there are three types of patents, including invention patents,
design patents and utility model patents. Invention patents are valid for 20 years, while design patents
and utility model patents are valid for ten years, in each case commencing on their respective
application dates. Persons or entities who use patents without the consent of the patent owners, make
counterfeits of patented products, or engage in activities that infringe upon patent rights are held
liable to the patent owner for compensation and may be subject to fines and even criminal punishment.

Pursuant to the Regulations on the Protection of Computer Software (<FH B AR B A PR 5 A5 1>,
which was promulgated by State Council on 4 June 1991 and amended on 20 December 2001, 8
January 2011 and 30 January 2013, and the Rules for the Registration of Computer Software
Copyright (<7l AR 1ERESFCHEL>), which was promulgated by the China Copyright Office
and came into effective on 20 February 2002, anyone publishes, revises or translates computer
software without obtaining the prior approval of the computer software copyright holders shall bear
civil liability to the copyright owner because of harming the copyright.

Domain Name

The Administrative Measures for Internet Domain Names ((< " B B H 4948 42 & B A8 >)
promulgated by the Ministry of Industry and Information Technology on 24 August 2017 and became
effective on 1 November 2017, the Implementing Rules of Domain Name Registration
(3k 4 5 i E HEANHI) issued by China Internet Network Information Center (*@E%ﬁ%ﬁ]%éﬁqﬂ/b)
(the “CINIC”) which became effective on 29 May 2012, and the Measures on Domain Name Disputes
Resolution (3 B 5 48 4 (5 5 0 34 TR UL F1%)  issued by CINIC with effect from 1
September 2014. Domain name registrations are handled through domain name service agencies
established under the relevant regulations, and the applicants become domain name holders upon
successful registration. Domain name disputes shall be submitted to institutions authorized by the
CINIC for resolution.

Regulations on Foreign Currency Exchange

The principal regulation governing foreign currency exchange in the PRC is the Foreign
Exchange Administration Rules of the PRC (H' % A\ R ILAN [ HPHEAE FLA 5]) (the “Foreign Exchange
Administration Rules”). It was promulgated by the State Council on 29 January 1996, became
effective on 1 April 1996 and was amended on 14 January 1997 and 1 August 2008. Pursuant to the
Foreign Exchange Administration Rules, the payment in and transfer of foreign exchange for current
international transactions shall not be subject to the government control or restriction. Renminbi is
generally freely convertible for payments of current account items, such as trade and service-related
foreign exchange transactions and dividend payments. Under the Foreign Exchange Administration
Rules, foreign-invested enterprises in the PRC may purchase foreign exchange without the approval
of the SAFE for paying dividends by providing certain evidencing documents (board resolutions, tax
certificates, etc.), or for trade and services-related foreign exchange transactions by providing
commercial documents evidencing such transactions.

While convertible for capital account items, such as capital transfer, direct investment,

investment in securities, derivative products or loan are subject to registration with the SAFE and
approval or file with the relevant governmental authorities (if necessary).
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On 30 March 2015, SAFE promulgated the Circular on Reforming the Management Mode of
Foreign Exchange Capital Settlement of Foreign Investment Enterprises %&I\@%@ﬂ% B8 7 el o A
%T&%ﬁ%% e A 4 & T L 7 XA AT (the “Circular No.19”) to reform the management
approach regarding the settlement of the foreign exchange capital of foreign-invested enterprises.
Circular No.19 implemented a discretional foreign exchange settlement where the foreign exchange
capital in the capital account of foreign-invested enterprises for which the confirmation of rights and
interests of monetary contribution by the local foreign exchange bureau (or the book-entry registration
of monetary contribution by the banks) has been handled can be settled at the banks based on the
actual operation needs of the enterprises.

On 9 June 2016, the SAFE further promulgated the Circular on Relevant Issues Concerning the
Reform and Regulation of the Administrative Policies of the Conversion under Capital Items (] Z 4}
@%iﬁ%%ﬁﬁ&ﬁﬁ%ﬂ%ﬁ%@ R TE H 45 [EAE HLBUR (9% A1) (the “Circular No.16”). The Circular No.16
provides that domestic enterprises (including Chinese-funded enterprises and foreign-invested
enterprises, excluding financial institutions) may all settle their external debts in foreign currencies
according to the method of voluntary foreign exchange settlement, the foreign exchange earnings
under capital account to which the application of discretional foreign exchange settlement has been
specified by relevant policies (including capitals in foreign currencies, external debts, funds
repatriated from overseas listing, etc.) may be settled by banks based on the actual operating needs
of domestic institutions. However, to use the converted RMB, an enterprise still needs to provide
supporting documents and goes through the review process with the banks for each withdrawal. A
negative list with respect to the usage of the capital and the RMB proceeds through the
aforementioned settlement procedure is set forth under the Circular No.16.

Overseas Investment by Domestic Residents

Notice of the State Administration of Foreign Exchange on Issues Relating to Foreign Exchange
Control for Overseas Investment and Financing and Round-trip in% bX Chinese Residents thrqu%h
Special Purpose Vehicles (15 %<4 HE & 35 5y BH 7 B 4 J B 4 408 R 0k H 1 20 ) 45 SN Rl OB 2 4 Ab
lﬁ%ﬁﬁ%ﬁ%ﬂ%ﬁ@ﬁ%ﬂ) (the “Circular No. 37”), which was promulgated and effective on 4 July
2014, replaces Notice on Issues relating to Foreign Exchange Administration for Financing and
Round-trip Investments by Domestic Residents through Overseas Special-Purgose Companies (B %4h
E%i@%%%ﬁ@i%ﬁq%%ﬁtfﬁ%%%ﬁ P2 )l R A AR 15 T A R AT B LS ). According to
the Circular No. 37, prior to making contribution to a Special-Purpose Vehicles (“SPV”) with
legitimate holdings of domestic or overseas assets or interests, a Mainland resident shall apply to the
relevant Foreign Exchange Bureau for foreign exchange registration of overseas investment. Mainland
resident individuals shall refer to Chinese citizens holding the identity cards for Mainland residents,
military identity documents or identity documents for Chinese armed police force, and overseas
individuals who do not hold any Mainland legal identity document, but who have habitual residences
within the territory of China due to relationship of economic interests. After a SPV has completed
overseas financing, if the funds raised are repatriated to the Mainland for use, relevant Chinese
provisions on foreign investment and external debt management shall be complied with.

Under the relevant rules, failure to comply with the registration procedures set forth in Circular
No. 37 may result in restrictions being imposed on the foreign exchange activities of the relevant
onshore company, including the increase of its registered capital, the payment of dividends and other
distributions to its offshore parent or affiliate and the capital inflow from the offshore entity, and may
also subject the relevant domestic resident to penalties under PRC foreign exchange administration
regulations.

On 13 February 2015, SAFE promulgated the Circular on Further Simplifying and Improvin
Direct Investment-related Foreign Exchange Administration Policies (% % /b4 3 %%ﬁﬁ/{\?ﬁ_gﬁﬁg
b 0 oh st 4 P A0 A FRIBOR W 48 ) (the “Circular No. 13”), which went into effect on 1 June
2015. Circular No. 13 simplifies the foreign exchange registration procedures for foreign direct
investment and overseas direct investment, enables enterprises to handle it in a designated foreign
exchange bank, and abolishes the capital contribution confirmation registration procedures. The
foreign exchange registration procedure for direct investment is delegated to local banks which, after
reviewing the documents a foreign-invested enterprise submits, will complete the registration through
the online Capital Account Information System managed by SAFE.

Regulations on Labour and Safety

According to the PRC Labour Law ({3 A\ RILFNE 55 H)#5) promulgated on 5 July 1994 and
became effective on 1 January 1995 and amended on 27 August 2009, workers are entitled to fair
employment, choice of occupation, labour remuneration, leave, a safe workplace, a sanitation system,
social insurance and welfare and certain other rights. The working time for workers may not exceed
eight hours a day and no more than 44 hours a week on average. Employers shall establish and
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improve their work safety and sanitation system, educate employees on safety and sanitation and
provide employees with a working environment that meets the national work safety and sanitation
standards.

The PRC Labour Contract Law (4% A &I A1 25 8) 7 [7] 1) was promulgated on 29 June 2007
and became effective on 1 January 2008 and amended on 28 December 2012, and its implementation
regulations were implemented on 18 September 2008. According to the Labour Contract Law, labour
contracts must be executed in writing to establish labour relationships between employers and
employees. Employees who fulfill certain criteria, including having worked for the same employer for
10 years or more, may demand that the employer execute a permanent labour contract. Wages paid by
employers may not be lower than the local minimum wage. Both employers and employees must
perform their respective obligations stipulated in the labour contracts. Where workers are provided by
a staffing company, the staffing company is the employer and performs the legal obligations of an
employer toward the dispatched workers, including, among others, entering into a labour contract with
a fixed term of more than two years with the workers and paying remuneration for their labour. The
staffing company must conclude a labour dispatch agreement with the entities that receive labour
services. In the event of a violation of any legal provisions of the Labour Contract Law, administrative
penalties may be imposed on employers by the competent PRC government authority in charge of
labour administration, including warnings, rectification orders, fines, orders for payment of wages
and compensation to employees, revocation of business licenses and other penalties. An entity
receiving workers from a staffing company may be held jointly and severally liable together with the
staffing company in case harm is done to workers as a result of the staffing company’s violation of
the Labour Contract Law.

Pursuant to the PRC Social Insurance Law (H'#E A RALFNE 41 € fRF1%) promulgated on 28
October 2010, which became effective on 1 July 2011, employers in the PRC must register with the
relevant social insurance authority and make contributions to the basic pension insurance fund, basic
medical insurance fund, unemployment insurance fund, maternity insurance fund and work-related
injury insurance fund. Pursuant to the PRC Social Insurance Law, basic pension insurance, basic
medical insurance and unemployment insurance contributions must be paid by both employers and
employees, while work-related injury insurance and maternity insurance contributions must be paid
solely by employers. An employer must declare and make social insurance contributions in full and
on time. The social insurance contributions payable by employees must be withheld and paid by
employers on behalf of the employees. Employers who fail to register with the social insurance
authority may be ordered to rectify the failure within a specific time period. If the employer fails to
rectify the failure to register within a specified time period, a fine of one to three times the actual
premium may be imposed. If the employer fails to make social insurance contributions on time and
in full, the social insurance collecting agency shall order the employer to make up the shortfall within
the prescribed time period and impose a late payment fee amounting to 0.05% of the unpaid amount
for each day overdue. If the non-compliance continues, the employer may be subject to a fine ranging
from one to three times the unpaid amount owed to the relevant administrative agency.

Pursuant to the Regulations on the Administration of Housing Accumulation Funds
(E AT 4 & B ]) effective on 3 April 1999, as amended on 24 March 2002, a unit (including a
foreign investment enterprise) shall undertake the registration with the administrative centre of
housing provident funds and pay the funds for their staff. If an employer, in violation of the aforesaid
regulations, fails to undertake registration or to open the housing provident funds account for its
employees, the administrative centre of housing provident funds will impose an order for completion
within prescribed time limit, if such employer further fails to process within the aforesaid time limit,
a fine ranging from RMB10,000 to RMB50,000 will be imposed. On the other hand, if a unit, in
violation of the aforesaid regulations, fails to pay or to fully pay the housing provident funds, the
administrative centre of housing provident funds will impose an order for payment within a prescribed
time limit if such unit further fails to make payment within the aforesaid time limit, the centre shall
have the right to apply for compulsory enforcement in court.

Laws and Regulations Relating to PRC Taxation
Enterprise income tax

According to the Enterprise Income Tax Law (* 3 A\ R ILHIE > 2E 5 BL1%) (the “EIT Law”™)
of the PRC promulgated on 16 March 2007 ,effective on 1 January 2008 and amended on 24 Februa%
2017, and the Inglementation Rules of Enterprise Income Tax Law of the PRC (H % A [ 3 A1 5] &
ESBUEE MR (the “Implementation Rules”) effective on 1 January 2008, the enterprise
income tax (the “EIT”) for both domestic and foreign-invested enterprises shall be at the same rate
of 25% effective from 1 January 2008.
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Pursuant to the Circular of the State Administration of Taxation on the Issues Concermng
Implementation of the Preferential Income Tax for High-Tech Enterprises (5 i %5 4 & BE it B it =1
%ﬁfi‘im/\iﬂf REE A B M ER M A) effective on 1 January 2008, any qualified high-tech
enterprise after identification (re-examination) may apply for preferential enterprise income tax from
the year when the approval of identification (re-examination) is valid. After acquiring the high-tech
enterprise certificate issued by high-tech enterprise identification administration agencies of
provinces, autonomous regions, municipalities directly under the Central Government and separately
planning cities, a high-tech enterprise may hold the “high-tech enterprise certificate” and its copies
and relevant materials to apply to the competent tax authority for handling the formalities of reduction
or exemption of tax. Consequently, the high-tech enterprise may make pre-declaration of enterprise
income tax payment or enjoy transitional preferential taxation at the tax rate of 15%.

Pursuant to the newly revised Administrative Measures for the Accreditation of High and New
Technology Enterprises (5 T 0l A 2E 58 B BEE) (the “Administrative Measures”) which became
effective on 1 January 2016, High and New Technology enterprises, which are recognized in
accordance with the Administrative Measures, may apply for the tax preferential policy in accordance
with the EIT Law and the Implementation Rules thereof, the Law of PRC Concerning the
Administration of Tax Collection ("' #E A & H: A0 [ Bi i Bl #27%) and Implementing Rules of the
Law of the PRC Concerning the Administration of Tax Collection (3 A F& H: A1 [0 A g i Uie 8 34
E 40 ). The qualified high-tech enterprises would be taxed at a rate of 15% on EIT. The validity
period of High and New Technology enterprises shall be effective for three years from the date of
issuance of the certificate of High and New Technology enterprise. After obtaining the High and New
Technology enterprise qualification, such enterprise shall file an annual form containing the
following: intellectual property rights, scientific and technical personnel, research and development
expenses, operating income and other developments in “High and New Technology enterprise
management website” before the end of every May. Where a significant change occurred such as
change of name or other conditions related to the High and New Technology enterprises identified (eg,
separation, merger, restructuring and change of business, etc.), such enterprise should report it to the
relevant competent tax authority, which would accredit such enterprise within three months. Upon
such accreditation, the High and New Technology enterprise would either remain its qualification or
be disqualified. For enterprises undergoing a change of name, the authority would re-issue the
certificate with the certificate number and duration of validity remains unchanged.

° Pursuant to the Announcement of the State Administration of Taxation on Several Issues
Concerning the Corporate Income Taxes on the Indirect Transfer of Propertles b
Non-resident ~ Enterprises (B JF J& [ A 35 W] #2  f  A SE P 9 B A T RTRE R 28
promulgated and with effect from 3 February 2015 (“Circular 7”), where a non- remdent
enterprise indirectly transfers equities and other properties of a Chinese resident enterprise
(“PRC Taxable Properties”) to evade its obligation of paying EIT by implementing
arrangements that are not for bona fide commercial purpose, such indirect transfer shall be
re-identified and recognized as a direct transfer of equities and other properties of the
Chinese resident enterprise > in accordance with the provisions of Article 47 of the EIT
Law. Section Two, Article Eight of the Circular No.7 was later abolished by the
Announcement of the State Administration of Taxation on Matters Concermn Withholding
of Income Tax of Non-resident Enterprises at Source (<H Bl 1 48 )= B i JF% E/\%Fﬁﬁ
BLUR IR ATBIA B R RY 22 %5>) (the “Announcement No. 37”), which was promulgated on
17 October 2017 and became effective on 1 December 2017. PRC Taxable Properties in this
announcement include properties of a PRC entity or establishment located in China, real
estate in China and an equity investment in a PRC resident enterprise, that are directly held
by a non-resident enterprise and proceeds from such transfer shall be subject to EIT in
China in accordance with the PRC tax laws. An indirect transfer of PRC Taxable Properties
refers to a transfer by a non-resident company of an equity interest or other similar right
or interest in an overseas enterprise (excluding the PRC resident enterprise registered
overseas) (the “Overseas Enterprises”) that in turn directly or indirectly holds the PRC
Taxable Properties, which effectively has the same or a similar effect as a direct transfer
of such PRC Taxable Properties. Circular 7 also provides that an indirect transfer of PRC
Taxable Properties, which satisfies one of the following conditions, will not be subject to
the aforesaid provisions:A non-resident enterprise buys and sells the shares of one same
overseas listed company in a public stock exchange; and

° If the non-resident enterprise directly held and transferred PRC Taxable Properties, the
proceeds derived thereof would be exempt from EIT under the applicable tax treaty or
arrangement.
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Value-added Tax

All entities and individuals engaged in the sales of goods, provision of processing, repairs and
replacement services, and the importation of goods within the territory of the PRC shall pay VAT in
accordance with the Provisional Regulations on Value-added Tax of the PRC (% A [ A1 5 3% (B i
P15 WA9l) (the “Provisional Regulations on VAT”) and its implementation rules. The Provisional
Regulations on VAT was promulgated by the State Council which became effective on 1 January 1994,
amended on 5 November 2008, 6 February 2016 and 19 November 2017. Pursuant to the Provisional
Regulations on VAT and its implementation rules, VAT payable is calculated as “output VAT” minus
“input VAT”. The rate of VAT is usually 17% or 13% in certain limited circumstances depending on
the product type.

Export Tax Rebate

According to the Provisional Regulations on VAT and the Notice of Ministry of Finance and the
State Administration of Taxation on the Policies of Value-added Tax and Consumption Tax Applicable
to Exported Goods and Services (WA B ~ B0 ZBi 5 48 5 BH A th 11 64 45 85 145 (BB 0 31 22 B IBUR 1Y) 48
A1) which promulgated on 25 May 2012, and amended on 1 January 2015, goods and services exported
by export-oriented enterprises shall be eligible for VAT exemption and refund policies. In accordance
with the regulations on the export tax rebate rate, export commodities have different tax rebate rates
depending on the different types.

Pursuant to the Measures for the Administration of Tax Refund (Exemption) of Exported Goods
(For Trial Implementation) (i H &4 (%)L& B GAIT)) effective on 1 May 2005, for the
goods as exported by an exporter on his own or by means of entrustment, except those concerning
which there are otherwise provisions, the exporter thereof may, after the declaration of goods export
and the conclusion of financial settlement for sales, make a report to the local state taxation bureau
for the approval of refund or exemption of his value-added tax (VAT) or consumption tax on the
strength of the relevant certificates.

Laws and Regulations Relating to Dividend Distribution

Under the Law of the PRC on Wholly Foreign-Owned Enterprises (4 # A F& 6l [ 1 & 4 2675,
which was promulgated by the National People’s Congress of the PRC in 1986 and revised by the
Standing Committee of National People’s Congress on 31 October 2000 and 3 September 2016,
foreign-invested enterprises in China may pay dividends only out of their accumulated profits, if any,
determined in accordance with PRC accounting standards and regulations. In addition, wholly
foreign-owned enterprises in China are also required to allocate at least 10% of their respective
accumulated profits after tax each year, if any, to certain reserve funds unless these accumulated
reserves have reached 50% of the registered capital of such enterprises. These reserves are not
distributable as cash dividends.

According to the EIT Law and its implementing rules, dividends paid to investors of an eligible
PRC resident enterprise can be exempted from EIT and dividends paid to foreign investors are subject
to a withholding tax rate of 10%, unless relevant tax agreements entered into by the PRC government
provide otherwise.

The PRC and the government of Hong Kong entered into the Arrangement between the Mainland
of the PRC and the Hong Kong Special Administrative Region for the Avoidance of Double Taxation
and the Prevention of Fiscal Evasion with respect to Taxes on Incomes (A1 F 7 5 45 Al 7 B i B 77
3 T 75 ik G0 B E OB RN B LE A U L B & BE) (the “Arrangement”) on 21 August 2006. According to the
Arrangement, 5% withholding tax rate shall apply to the dividends paid by a PRC company to a Hong
Kong resident, provided that such Hong Kong resident directly holds at least 25% of the equity
interests in the PRC company, and 10% of withholding tax rate shall apply if the Hong Kong resident
holds less than 25% of the equity interests in a PRC company.

Pursuant to the Circular on Relevant Issues Relating to the Implementation of Dividend Clauses
in Tax Treaties (B BUAT B Ith 2 e S KA B R RE A48 1), which was promulgated by the SAT
and became effective on 20 February 2009, all of the following requirements shall be satisfied where
a fiscal resident of the other party to a tax agreement needs to be entitled to such tax agreement
treatment as being taxed at a tax rate specified in the tax agreement for the dividends paid to it by
a Chinese resident company: (i) such a fiscal resident who obtains dividends should be a company as
provided in the tax agreement; (ii) owner’s equity interests and voting shares of the Chinese resident
company directly owned by such a fiscal resident reaches a specified percentage; and (iii) the equity
interests of the Chinese resident company directly owned by such a fiscal resident, at any time during
the 12 months prior to obtaining the dividends, reach a percentage specified in the tax agreement.
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According to the Administrative Measures for Non-resident Taxpayers to Enjoy Treatments
under Tax Treaties (<FF /& B AN B A 5 52 Bi i s o 74538 45 B H#%E>) (the “Administrative Measures”),
which was promulgated on 27 August 2015 and came into force on 1 November 2015, if the
non-resident taxpayers are qualified for enjoying the favorable tax benefits under the tax
arrangements, they could enjoy such benefits of themselves from the tax authority when they or their
withholding agents make declarations to the relevant tax authority. Under the Administrative
Measures, when the non-resident taxpayers or their withholding agents make declarations to the
relevant tax authority, they should deliver the relevant reports and materials to the tax authority and
such non-resident taxpayers and withholding agents will be subject to the follow-up management of
the tax authority.

M&A Rules and Overseas Listings

On 8 August 2006, six PRC governmental and regulatory agencies, including MOFCOM and the
CSRC, promulgated the Regulations on Merger and Acquisition of Domestic Enterprises by Foreign
Investors (A7 E 4% %%%%%Wﬁ%%% 7E) (the “M&A Rules”), a new regulation with respect
to the mergers and acquisitions of domestic enterprises by foreign investors that became effective on
8 September 2006 and amended on 22 June 2009.

According to the M&A Rules, a foreign investor is required to obtain necessary approvals when
it (i)acquires the equity of a domestic enterprise so as to convert the domestic enterprise into a
foreign-invested enterprise; (ii) subscribes the increased capital of a domestic enterprise so as to
convert the domestic enterprise into a foreign-invested enterprise; (iii) establishes a foreign-invested
enterprise through which it purchases the assets of a domestic enterprise and operates these assets; or
(iv) purchases the assets of a domestic enterprise, and then invests such assets to establish a
foreign-invested enterprise. The M&A Rules, among other things, further purport to require that an
offshore special vehicle, or a special purpose vehicle, formed for listing purposes and controlled
directly or indirectly by PRC companies or individuals, acquires shares of or equity interests in the
PRC companies in exchange for the shares of offshore companies, shall obtain the approval of the
CSRC prior to the listing and trading of such special purpose vehicle’s securities on an overseas stock
exchange.

UNITED STATES LAWS & REGULATIONS

Businesses operating in the United States are subject to many governmental standards and
regulations. The governmental standards and regulations that are expected to be material to our
manufacturing operations and product exports into the United States will be those that relate to
product safety, environmental protection, export controls and customs and import procedures and are
described below.

United States Product Liability Law

Product-liability exposure is a key consideration that every foreign product manufacturer must
analyze and consider when doing business in the United States market. In the United States, each of
its states has its own laws which generally impose liability on all manufacturers and retailers (and
parties in the supply chain) for injuries that result from unsafe, defective and dangerous products sold
to consumers. The term “product liability” refers to the legal liability of manufacturers and sellers to
compensate buyers, users, and even bystanders for damages or injuries suffered because of defects in
goods purchased. In addition, United States federal laws and regulations (for example, the Consumer
Product Safety Improvement Act of 2008) can obligate manufacturers and retailers (and parties in the
supply chain) to remedy product defects, which can include safety recall campaigns.

In the United States, there are two separate and distinct aspects that govern liability with respect
to products. The first primary body of law that governs the manufacture, distribution and sale of
products is known as product liability law (“Products Liability Law”). There is no federal Product
Liability Law in the United States. Therefore, the law of each state determines the liability of product
manufacturers. While several states have passed comprehensive statutes, most state Product Liability
Law is based on common law. Although state law varies, there are many similarities among the
jurisdictions. Manufacturers, however, should be aware of the intricacies of the Product Liability Law
in the states in which they do business. In application, Products Liability Law governs private
litigation of product accidents. It operates ex post, meaning it is a body of law that govern after a
product accident has already occurred.

Products Liability Law sets out the full range of legal responsibilities of manufacturers,
distributors and sellers of products. Parties involved in selling or distributing a product are subject
to liability for harm caused by a defect in that product. Generally speaking, any and all entities in the
supply chain of a product can potentially be held liable. This includes manufacturers of component
parts (at the top of the chain), assembling manufacturers, the wholesalers, and the retail store owners
(at the bottom of the chain).
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Types of Claims

Product liability claims may be based on breach of warranty, negligence or strict liability. A
litigant is not limited to one theory in bringing a lawsuit, but rather can assert any and all theories
simultaneously. Further, all of these theories have broad application to a vast array of products —
including electrical and electronic products.

Claims based on the breach of an express or implied warranty are generally governed by Article
2 of the Uniform Commercial Code (“UCC”), which has been adopted in similar form in every state
other than Louisiana. The UCC provides remedies when a product fails to satisfy express
representations, is not “merchantable,” or is unfit for its particular purpose. In the simplest of terms,
a warranty is a promise, claim, or representation made about the quality, type, number or performance
of a product. In general, the law assumes that a seller always provides some kind of warranty
concerning the product. Under the UCC, there are two kinds of warranties: express and implied. An
express warranty can be created by a representation by the seller, or by showing a sample of a product
to the buyer where the buyer reasonably assumed that a second shipment of the same quality as the
first would be provided. An implied warranty, on the other hand, is presumed to exist unless the buyer
clearly and unambiguously disclaims it in writing as part of the sales agreement.

Strict products liability is generally the most common cause of action asserted in lawsuits
involving allegedly defective products. Strict liability claims do not depend on the degree of care
exercised by the defendant because the theory of strict liability focuses on the product defect rather
than the manufacturer’s conduct. The analysis depends solely on the product and whether it was
defective at the time it left the hands of the manufacturer. A product can be defective in its
manufacture, that is the product does not conform to design specifications or performance standards,
or it deviated in some material way from otherwise identical units of the same product line. A product
can also be defective in its design. A product has a design defect when its design or configuration is
what makes it unreasonably dangerous. Finally, a product can be defective because it lacks proper
warning or instructions. These are generally called failure to warn claims.

With strict products liability, it is irrelevant whether the manufacturer or supplier exercised all
due care in the design, manufacture, or marketing of the product; if there is a defect in the product
that causes harm, he or she will be liable for it. Thus, strict product liability is liability without fault
for an injury proximately caused by a product that is defective and not reasonably safe.

Negligence actions, on the other hand, require a plaintiff to show that (i) the defendant owed the
plaintiff a duty of due care, (ii) the defendant breached that duty by furnishing a defective product,
and (iii) the defendant’s breach caused the plaintiff’s injury. The analysis focuses on the acts or
omissions of the manufacturer of the product. The duty to exercise reasonable care involves every
phase of getting the product to the public. The product must be inspected and tested at appropriate
stages in the manufacturing, distribution and selling process. The product must be made from
appropriate (safe and non-defective) materials, comply with all applicable rules and regulations, and
assembled with appropriate care to avoid against its negligent manufacture. The product’s container
or packaging must be adequate (and not itself dangerous or defective), and contain appropriate
warnings and directions for use. An otherwise non-defective product can be made unsafe by the failure
to provide adequate instructions for its safe use.

In a negligence claim, the defendant can be held liable for failing to use due care. Strict liability
claims, however, do not depend on the degree of care exercised by the defendant. Strict liability
focuses on product defect rather than a manufacturer’s conduct. In every claim based on strict
liability, the claimant must establish that the product was defective. There are three types of product
defects:

° Design Defects. A product is defectively designed when both the foreseeable risks
presented by the product could have been reduced or avoided by employing an alternative
design, and failure to use an alternative design renders the product unreasonably
dangerous. Generally, the claimant has the burden of proving that a reasonable alternative
design was available at the time of distribution.

° Manufacturing Defects. Unlike a design defect, a manufacturing defect does not depend on
the design specifications of a product. Instead, a product has a manufacturing defect when
it fails to meet its intended design specifications, despite the exercise of due care. The
claimant must usually prove that the product was defective when it left the manufacturer’s
hands. If a defect arises during shipment or storage, a distributor in the chain of commerce
can be held liable, just as if the product were defectively manufactured.
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Warning Defects. A product contains a warning defect when both the foreseeable risks of
the product could have been reduced or avoided by providing reasonable warnings or
instructions, and due to the absence of such information, the product is unreasonably
dangerous. While most warnings are generated by manufacturers, sellers and distributors
must provide warnings when doing so is reasonable. Claimants must prove that adequate
warnings or instructions were not provided.

Finally, injured claimants may also bring claims based on fraud or tortious misrepresentation.
Tortious misrepresentation is similar to warranty in that it seeks to hold a party liable for
misrepresenting a material fact about the product which causes either damage or injury. The rules
governing fraud and tortious misrepresentation are generally derived from case law and vary from
jurisdiction to jurisdiction.

Available Defenses

Defenses, like the product liability claims themselves, are a matter of state law. Therefore,
defenses can vary from jurisdiction to jurisdiction.

Contributory Negligence/Comparative Fault. Under contributory negligence, a claimant is
barred from recovery if his own negligence caused or contributed to his injury. However,
most jurisdictions have abandoned contributory negligence in favor of comparative fault.
Under comparative fault, a claimant’s recovery is reduced if his own negligence (or fault)
contributed to his injury.

Assumption of the Risk. In some jurisdictions, a claimant may also be barred from recovery
if he is aware of a product defect and the accompanying dangers, but uses the product
anyway. The assumption of the risk defense is based on what the claimant actually knew,
not what a reasonable person would have known.

Intervening/Superseding Cause. If a claimant’s injury was caused by the intervening
conduct of another and that conduct is also a superseding cause, a defendant may avoid
liability in most jurisdictions. An intervening act is a superseding cause when a
manufacturer could not reasonably be expected to protect against things such as: (i)
criminal acts; (ii) use of a product in an unforeseeable manner; (iii) alteration of the
product; (iv) negligent use; and/or (v) failure to properly maintain a product.

State of the Art. If a manufacturer can establish that a product was manufactured according
to the current state of scientific and technical knowledge in the relevant field (that is, the
product is “state of the art”), that evidence can be used to show the manufacturer acted with
due care. State of the art evidence is also relevant to warning issues. Claimants must show
that the defendant failed to provide reasonable and adequate warnings in accordance with
the current state of medical or scientific knowledge. This evidence may also be key to
design defect claims in jurisdictions where the claimant must demonstrate the existence of
a safer alternative. However, state of the art evidence is not admissible in every
jurisdiction.

Product Safety Laws & Regulations

Several United States federal agencies are responsible for regulations pertaining to electrical and
electronic products:

Agency Scope

Consumer Product Safety Children’s products, hazardous substances, labeling of
Commission (“CPSC”) hazardous products, consumer product safety

Customs and Border Protection Country of origin for most imported products
(AéCBP?’)

Department of Energy (“DOE”) Energy efficiency

Environmental Protection Agency Toxic substances, Energy Star
(“EPA?’)

Federal Communications Radio frequency and digital devices

Commission (“FCC”)
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Federal Trade Commission Labeling, EnergyGuide standards, environmental claims
(‘4FTC7’)

Consumer Product Safety Commission

Another body of law which is applicable to the products we ship to the United States is
commonly referred to as “product safety law.” The law of product safety is regulatory law and is
governed primarily by the United States Consumer Product Safety Commission (“CPSC”), an
administrative agency of the United States federal government that regulates certain classes of
products sold to the public.

Consumer Product Safety Act

The Consumer Product Safety Act, entered into law on October 27, 1972 (“CPSA”), was enacted
to establish the CPSC and define its authority with the purpose of protecting the public against
unreasonable risks of injury associated with consumer products, assisting consumer in evaluating the
comparative safety of consumer products, developing uniform standards for consumer products, and
promoting research and investigation into the causes and prevention of product-related deaths,
illnesses, and injuries. Power-related and electrical electronic products fall under its jurisdiction.
Product safety law operates ex ante, meaning that it seeks to prevent product-caused accidents and
diseases before they occur.

Consumer Product Safety Improvement Act of 2008

The Consumer Product Safety Improvement Act of 2008 (“CPSIA*) was passed by Congress in
2008, and subsequently amended in 2011. The CPSIA constituted a significant overhaul of consumer
product safety laws in the United States and was designed to enhance federal and state efforts to
improve the safety of all products imported into and distributed in the United States. Products
imported into the United States which fail to comply with CPSIA’s requirements (such as limits on
lead content) are subject to confiscation and the importer and/or distributor in the United States is
subject to civil penalties and fines, as well as possible criminal prosecution. However, while the CPSC
works closely with United States customs agents, its jurisdiction does not extend beyond the territorial
limits of the United States.

The CPSIA requires every manufacturer or importer of all consumer products that are subject to
a consumer product safety rule enforced by the CPSC to issue a general certificate of conformity
based on testing of the product and stating that the product complies with the applicable standard,
regulation, or ban. Under the CPSIA, a “general conformity certification® is required for any
consumer product imported into the U.S. that is subject to a consumer product safety rule issued under
the CPSA, or a similar rule, standard, regulation, or ban issued by the CPSA or under any statute
issued by the CPSC. The requirement applies to all manufacturers and importers of goods. Those
parties must test certain products and certify that their products comply with all applicable consumer
product safety rules and similar rules, bans, standards, and regulations under any law administered by
the CPSC. Such laws include, without limitation, the CPSA, the Flammable Fabrics Act, the Federal
Hazardous Substance Act, and the Poison Prevention Act.

The CPSIA specifies that certification must be based on a “fest of each product or a reasonable
testing program.” The certificate must accompany the product or shipment of products, and a copy
must be furnished to each distributor or retailer. The certification must also be furnished to United
States Customs. And, if requested by the commission, a copy must be furnished to the CPSC. Where
there is more than one manufacturer or importer for a product, the party providing the certification
should be the importer for imported products.

Customs and Border Protection

The Customs and Border Protection agency requires all products imported into the United States
to confirm to certain “Country of Origin Marking” regulations. These regulations require that every
article of foreign origin (or its container) imported into the United States be marked in a conspicuous
place as legibly, indelibly, and permanently as the nature of the article (or its container) will permit,
in such a manner as to indicate to an ultimate purchaser in the United States, the English name of the
country of origin of the article at the time of importation.

United States Department of Energy

The United States Department of Energy enacted the Energy Policy and Conservation Act
(“EPCA”) for the promotion of energy conservation. With respect to electrical and electronic
products, the EPCA prescribes test procedures to measure energy efficiency, energy use, water use,
or estimated annual operating cost of a covered product during a representative annual use cycle or
period of use as well as charging the Federal Trade Commission with the responsibility of establishing
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labeling requirements. Under the EPCA, it is unlawful for a manufacturer or private labeler to
distribute into commerce any new product covered under the EPCA, unless the product is labeled in
accordance with the rules and it conforms to a specified applicable energy conservation standard,
except to the extent that the product is covered by a regional standard that is more stringent than the
base national standard; remove or make required labeling illegible; knowingly sell a product that
violates regional standards.

Environmental Protection Agency
Toxic Substance Control Act

The Toxic Substance Control Act (“TSCA”) provides the United States Department of Energy
and the Environmental Protection Agency (“EPA”) with authority to require reporting, record-keeping
and testing requirements, and restrictions relating to chemical substances and/or mixtures. Certain
substances are generally excluded from the TSCA, including, among others, food, drugs, cosmetics
and pesticides.

Mercury-Containing and Rechargeable Battery Management Act

The purpose of the Mercury-Containing and Rechargeable Battery Management Act (“Act”) is
to phase out the use of mercury in batteries and facilitate the collection and recycling of
nickel-cadmium rechargeable, small sealed lead-acid rechargeable, and other regulated batteries.
Regulated batteries include those containing cadmium and/or lead electrodes or other batteries subject
to a determination by the Administrator of the EPA. The Act requires that regulated batteries are easily
removable from rechargeable consumer products or sold separately. In addition, the Act establishes
labeling requirements for regulated batteries and rechargeable products without easily removable
batteries, including a three chasing arrows or comparable recycling symbol, as well as statements
dependent on the battery and product type. The Act prohibits the sale of alkaline-manganese batteries
to which mercury has been intentionally introduced, except for alkaline-manganese button cells,
which are limited to 25 milligrams of mercury per button cell; zinc-carbon batteries containing
intentionally introduced mercury; and button cell mercuric-oxide batteries.

Federal Communications Commission

The Federal Communications Commission (“FCC”) regulates all communications by radio,
television, wire, satellite, and cable in the United States. The FCC’s mandate is to regulate private
sector telecommunications in the public interest. They do this by establishing technical regulations for
transmitters and other devices that generate or use radio frequency (“RF”) energy to minimize their
potential for causing interference. The FCC establishes procedures for products that use or emit radio
frequency energy.

Electronics create radio frequency energy by themselves, either intentionally (e.g. Wi-Fi enabled
tablets, mobile phones and global positioning system (“GPS”) receivers) or unintentionally (e.g.
power supplies). Therefore, the FCC scope of regulations also apply to most consumer electronics and
electrical equipment, and not only products intentionally transmitting radio waves. In general, there
are two classifications related to electronics set by the FCC:

° Intentional Radiators - An “intentional radiator” is a device that is intended to emit radio
energy. This includes, among many other products, mobile phones, tablet PCs, GPS
receivers, Wi-Fi routers, “walkie-talkies” and Bluetooth headsets — essentially any item
that transmits radio waves. Products that fall within one, or more, of the following
definitions, are likely classified as an intentional radiator: (i) radio enabled, (ii)
Wi-Fi-enabled, (iii) Bluetooth enabled, and/or (iv) broadcast equipment. Compliance with
FCC regulations is mandatory when importing products classified as intentional radiators,
and must therefore undergo an equipment authorization procedure.

° Unintentional Radiators - An “unintentional radiator” is, in 47 CFR 15.3, defined as any
electrical device “operating at over 9000 pulses per second (9 kHz) and using digital
techniques”. This definition includes most consumer electronics containing a chip, such as
USB enabled devices, even if not equipped with a Wi-Fi or Bluetooth transmitter.

There are various certification procedures put forth by the FCC. The certification processes are
Verification, Declaration of Conformity, and Certification. Verification is a self-approval process
where any capable testing facility can test a device to ensure the product complies with appropriate
requirements. Declaration of Conformity requires a product be tested by an accredited, FCC
recognized laboratory to ensure that the product complies with the requirements. Certification is an
equipment authorization issued by an independent entity recognized by the FCC to approve products
within their scope of recognition. These entities, known as Telecommunication Certification Bodies,
approve products to the FCC requirements. Products approved under the Certification process are
identified by FCC identification number.
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The supplier is, for certain products, allowed to issue an FCC Verification of Compliance based
on their own compliance testing. As said, this is limited to specific products, and not applicable to
all items. Many other products must pass an equipment authorization procedure performed by an
authorized third party. Before importing electronics to the United States, manufacturers need to
confirm which Equipment authorization procedure applies to its product(s). Generally speaking, third
party testing is not entirely unnecessary, even a product is not required to be submitted to a third party,
and unless the manufacturer has the expertise and equipment to verify that the product is compliant
with all applicable FCC regulations, it is best practice to engage a third-party testing company do it
for the manufacturer.

It is important to understand that an FCC Declaration of Conformity, or FCC Verification of
Conformity, only applies to a specific device, and not the manufacturer itself. Therefore, importers
must not only verify that the manufacturer/supplier has an extensive compliance track record, but also
that the specific products to be imported are each documented. Thus, the compliance rate within a
supplier/manufacturer may also vary. While some manufacturers can show extensive documentation,
others can only show certificates for one or a few products. A Declaration of Conformity is only valid
to the specific component set up used at the time of testing. The radiation level can be affected, to
a varying degree, if the supplier decides to change components.

Most FCC regulated products must also comply with the applicable United States labeling
requirements. As with the certification procedure, different labelling requirements apply depending on
the product, and whether its classified as an intentional or unintentional radiator. Typically, the FCC
label is permanently affixed to the product unit (i.e. no stickers or temporary labels). However, recent
changes to this rule will allow businesses to label the items digitally (e.g. in the software), rather than
printing the FCC logo, or compliance statement, on the product unit.

Finally, the FCC imposes significant non-compliance penalties for failures to comply with its
requirements, which may include, without limitation, cash penalties, cease and desist orders, fines
and/or imprisonment. The company importing the items is responsible to ensure compliance with all
applicable regulations. The only way to be sure that the items comply with all applicable FCC rules
is by submitting samples to a third-party testing company, which is, as specified above, also
mandatory when importing wide range of products.

Federal Trade Commission

The Federal Trade Commission Act (the “FTC Act”) broadly prohibits unfair or deceptive acts
or practices in or affecting commerce. The Federal Trade Commission (“FTC”) will find deception if,
either by the inclusion or exclusion of information, it is likely to mislead consumers acting reasonably
under the circumstances, or affect the consumer’s choice or conduct, thereby leading to injury. The
FTC Act allowed the FTC to enact several related acts and regulations intended to prohibit unfair or
deceptive acts or practices.

Other United States Laws & Requirements
State Regulatory Frameworks

In addition to the United States’ federal regulatory framework discussed above, a growing
number of areas are covered by both state and federal statutes, including consumer protection,
employment, and food and drug regulation. Generally, state laws give way to stricter federal laws that
address the same issue. When a state’s Governor signs the bill, it becomes a state law. Once a law has
been enacted by a state, it is the responsibility of the appropriate state agency to create the regulations
necessary to implement the law. However, in the United States, some state laws and regulations are
enacted which are more stringent that the federal laws. These laws include regulations for product
labeling, packaging, and chemical restrictions, among other issues. The State of California is heavily
regulated for many consumer products.

Finally, it is important to understand that the foregoing is a summary provided for general
informational purposes and is not exhaustive or a complete description of all of the laws, rules and
regulations that may be applicable to a particular product being imported into the United States.
Depending on the nature of the product, various other United States laws, including without
limitation, the CPSA, the Poison Prevention Act, as well as various other standards, guides,
limitations, and bars, including without limitation, the Ban of Extremely Flammable Contact
Adhesives, the Bans of Consumer Patching Compounds and Artificial Emerizing Materials Containing
Respirable Free-Form Asbestos, the restrictions and limitations regarding Lead content, the Small
Parts Regulation Business Guidance, the Bans of Butyl Nitrite and Volatile Alkyl Nitrite, and the
CPSC’s Staff’s Strong Sensitizer Guidance Document.
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Dodd-Frank Wall Street Reform and Consumer Protection Act

The Dodd-Frank Wall Street Reform and Consumer Protection Act of 2010 (the “Dodd-Frank
Act”) mandated that the United States Securities and Exchange Commission (the “SEC”) issue a rule
requiring companies to disclose whether they source certain minerals — tin, tantalum, tungsten and
gold — from Central Africa (the Democratic Republic of Congo and adjoining countries) to dissuade
industries from purchasing minerals that had been mined under conditions of violence and armed
conflict.

Disclosing the Use of Conflict Minerals

In 2010, the United States Congress (“Congress”) passed the Dodd-Frank Act, which directs the
Commission to issue rules requiring certain companies to disclose their use of conflict minerals if
those minerals are “necessary to the functionality or production of a product” manufactured by those
companies. Under the Dodd-Frank Act, those minerals include tantalum, tin, gold or tungsten.
Congress enacted Section 1502 of the Dodd-Frank Act because of concerns that the exploitation and
trade of conflict minerals by armed groups is helping to finance conflict in the region identified as
the Democratic Republic of Congo and adjoining countries (the “DRC”) and is contributing to
anemergency humanitarian crisis. Section 1502 of the Dodd-Frank Act amends the Securities and
Exchange Act of 1934, as amended, to add Section 13(p). The final rule applies to a company that uses
minerals including tantalum, tin, gold or tungsten if:

° The company files reports with the SEC under the Exchange Act.

° The minerals are “necessary to the functionality or production” of a product manufactured
or contracted to be manufactured by the company.

The final rule requires a company to provide the disclosure on a new form to be filed (Form SD)
with the SEC. If any conflict minerals are necessary to the functionality or production of a product
manufactured by a company or contracted by a company to be manufactured and are required to be
reported in the calendar year covered by the specialized disclosure report, the company must conduct
in good faith a reasonable country of origin inquiry regarding those conflict minerals that is
reasonably designed to determine whether any of the conflict minerals originated in the DRC or an
adjoining country, or are from recycled or scrap sources.

Based on its reasonable country of origin inquiry, if a company determines that its necessary
conflict minerals did not originate in the DRC or an adjoining country or did come from recycled or
scrap sources, or if it has no reason to believe that its necessary conflict minerals may have originated
in the DRC or an adjoining country, or if based on its reasonable country of origin inquiry a company
reasonably believes that its necessary conflict minerals did come from recycled or scrap sources, the
company must, in the body of its specialized disclosure report under a separate heading entitled
“Conflict Minerals Disclosure,” disclose its determination and briefly describe the reasonable country
of origin inquiry it undertook in making its determination and the results of the inquiry it performed.
Also, the company must disclose this information on its publicly available Internet website and, under
a separate heading in its specialized disclosure report entitled “Conflict Minerals Disclosure,” provide
a link to that website.

Alternatively, based on its reasonable country of origin inquiry, if a company knows that any of
its necessary conflict minerals originated in the DRC or an adjoining country and are not from
recycled or scrap sources, or has reason to believe that its necessary conflict minerals may have
originated in the DRC or an adjoining country and has reason to believe that they may not be from
recycled or scrap sources, the company must exercise due diligence on the source and chain of custody
of its conflict mineral, that conforms to a nationally or internationally recognized due diligence
framework, if such a framework is available for the conflict mineral. If, as a result of that due
diligence, a company determines that its conflict minerals did not originate in the DRC or an adjoining
country or the registrant determines that its conflict minerals did come from recycled or scrap sources,
a Conflict Minerals Report is not required, but the company must disclose its determination and
briefly describe, in the body of its specialized disclosure report under a separate heading entitled
“Conflict Minerals Disclosure,” the reasonable country of origin inquiry and the due diligence efforts
it undertook in making its determination and the results of the inquiry and due diligence efforts it
performed. Also, a company must disclose this information on its publicly available Internet website
and, under a separate heading in its specialized disclosure report entitled “Conflict Minerals
Disclosure,” provide a link to that website. Otherwise, the company must file a Conflict Minerals
Report as an exhibit to its specialized disclosure report and provide that report on its publicly
available Internet website. Under a separate heading in its specialized disclosure report entitled
“Conflict Minerals Disclosure,” the company must disclose that it has filed a Conflict Minerals Report
and provide the link to its Internet website where the Conflict Minerals Report is publicly available.
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SPANISH LAWS AND REGULATIONS
Regulation on Consumers and Users Protection

The main regulation on consumers and users’ protection in Spain is the Act number 1/2007, of
16 de November, on Consumers and Users Protection (Real Decreto Legislativo 1/2007, de 16 de
noviembre, por el que se aprueba el texto refundido de la Ley General para la Defensa de los
Consumidores y Usuarios y otras leyes complementarias) which was promulgated by the Spanish
Government. It is structured in four books:

a)  The first book contains the rights of consumers and users and the basic legislation in this
regard. Concretely, incorporates a definition of the scope of application of General Law
and a list of concepts used repeatedly therein, ensuring greater clarity in the drafting,
avoiding unnecessary repetitions and bridging the gaps identified in doctrine. It also
includes the regulation on the right of representation, consultation, participation and the
basic judicial regime of consumers and users associations; regulations on matters of
institutional cooperation; provisions on matters of sanctioning procedure, infringements
and sanctions; consumer access to justice and, in particular, it incorporates the regulation
on injunctions and the mechanism for the extrajudicial settlement of conflicts.

b) Book II, which governs private legal relations contains the general provisions of consumer
contracts, and establishes the general regime for the right to withdrawal from contracts; the
judicial regime for contractual clauses not individually negotiated and unfair terms;
distance contracts and contracts concluded away from business premises, in respect of
consumers, and the system of guarantees and after-sales services.

c¢) Book III harmonises the system on civil liability for damages caused by defective products:
provisions on matters of civil liability for damages caused by defective goods, services and
products.

d) Finally, Book IV incorporates specific regulations on package travel.

The mentioned law is a general law that contains the main regulation on Consumers and Users
Protection. However, due to that each Autonomous Community is competent to promulgate their own
regulations on the same field, there are also 15 different regulations promulgated by the fifteen
Autonomous Communities.

The Autonomous Community of Andalusia. Act Number 13/2003 of December, on defense and
protection of the consumers and users of Andalusia (Ley 13/2003, de 17 de diciembre, de Defensa y
Proteccion de los Consumidores y Usuarios de Andalucia), promulgated by the government of the
Andalucia Autonomous Community on December 17, 2003, grants special protection to consumers
and users in the Autonomous Community of Andalucia, throughout the improvement of the quality of
products and services, controlled by Administrative Inspections.

The Autonomous Community of Aragon. In accordance with Act Number 16/2006, of 28
December, on defense and protection of the consumers and users of Aragon (Ley 16/2006, de 28 de
diciembre, de Proteccion y Defensa de los Consumidores y Usuarios de Aragon), apart from the
regulations collected in the State Law, people living in Aragdén can enjoy special autonomous
protections. It contains general regulations regarding the protection of Aragén consumers in Aragodn,
Public Administration Inspection procedure and sanctions for the infringements.

The Autonomous Community of Canary Islands. Pursuant to Act Number 16/2006, of 12
February, on the Statute of consumers and users of the Autonomous Community of Canary Islands
(Ley 3/2003, de 12 de febrero, del Estatuto de los Consumidores y Usuarios de la Comunidad
Autonoma de Canarias), the Autonomous Community of Canarias has assumed the competence and
promotes the collaborations between the citizens and the Public Administration in order to detect and
punish any infringement of consumers’ rights. The autonomous law has established a particular
mechanism: one claim form for all kind of economic activities and professionals based in Canarias.

The Autonomous Community of Cantabria. Pursuant to Act Number 1/2006, of 7 March, on
defense of the consumers and users of Cantabria (Ley de Cantabria 1/2006, de 7 de marzo, de Defensa
de los Consumidores y Usuarios), the main goal of the Autonomous Community of Cantabria is the
defense and protection of consumers and users. The law contains an exhaustive list of the consumers’
rights in relation to three factors. The first factor is that the law regulates its own application scope
in front of the risks which shall damage the consumers’ health and security. The second important
factor refers to that the Public Administration is obligated to promote all kind of necessary actions
to guarantee the enjoyment of the consumers’ rights. The third important factor is that the Community
has the intention to potentiate the Consume Arbitral System in order to improve the effectiveness of
conflicts resolution between citizens and companies.
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The Autonomous Community of Castile-La Mancha. In the Autonomous Community of
Castile-La Mancha, the defense and the protection of consumers and users is regulated in the Act
Number 11/2005, of 15 December, on the Statute of consumers of Castile-La Mancha (Ley 11/2005,
de 15-12-2005, del Estatuto del Consumidor). This is the main law in the Community which recognize
the basic rights of consumers and users: right of health protection, right of economic and social
interest protection, right of legal, administrative and technical protection, right of information and
education and right of representation and participation. As other Autonomous Communities, the
purpose of the law is to promote control and inspection in order to protect consumers’ rights. In
particular, it regulates a strict sanction regime.

The Autonomous Community of Castile and Leon. In the Community of Castille and Leon, Act
Number 11/1998, of 5 December, on defense and protection of consumers and users of Castile and
Leén (Ley 2/2015, de 4 de marzo, por la que se aprueba el Estatuto del Consumidor de Castilla y
Ledn) contains protection mechanisms for consumers rights, and sanctions for infringements.

The Catalonian Autonomous Community. Catalonia promulgated the Catalonian Consumer Code
on 20 July 2010 (Ley 22/2010, de 20 de julio, del Codigo de consumo de Cataluiia), a complete law
that regulates consumers’ rights. It also includes an innovative system of out-of-court settlement of
conflicts and an important sanctions regime.

The Autonomous Community of Valencia. Act Number 1/2011, of 22 March, on the Statute of
consumers of the Autonomous Community of Valencia (Ley 1/2011, de 22 de marzo, de la Generalitat,
por la que se aprueba el Estatuto de los Consumidores y Usuarios de la Comunitat Valenciana),
establishes the basic rights of consumers and users and the Public Administration actions. It regulates
administrative protection mechanisms, the sanction regime for the infringements and out-of-court
settlement procedures.

The Autonomous Community of Extremadura. Extremadura promulgated his own consumers
legislation in 2001 with the Decree Number 44/1995, of 18 April, approving the Statute of consumers
and users of the Autonomous Community of Extremadura (Ley 6/2001, de 24 de mayo, del Estatuto
de los Consumidores de Extremadura). It also regulates the rights of the Autnomous Community
consumers, mechanisms of inspection and quality control and infringements and sanctions.

The Autonomous Community of Galicia. The legislation related to consume in Galicia was
promulgated in 1984 with the Act Number 2/2012, of March 28, of the general protection of
consumers and users of Galicia (Ley 2/2012, de 28 de marzo, gallega de proteccion general de las
personas consumidoras y usuarias). It regulates the basic rights of the consumers, and government
actions aimed at promoting services and products quality controls. As other laws promulgated by other
Autonomous Communities, the Galician Law also has regulated a sanctions regime.

The Autonomous Community of Balearic Islands. According to the Act Number 1/1998, of 9 July,
on consumers and users of the Autonomous Community of Balearic Islands (Ley 7/2014, de 23 de
julio, de proteccion de las personas consumidoras y usuarias de las Illes Balears), the Community
has also regulated the protection of its citizens as consumers: rights, protection, and sanctions.

The Autonomous Community of Madrid. The Community Madrid promulgated its own law in
order to protect the consumer’ rights with the Act number 7/1998, of 9 July, on defense and protection
of the consumers and users of Madrid. The first title is the main part with general provisions. The
second regulates private relationships and the the third inspection procedures and administrative
sanctions.

The Autonomous Community of Navarra. Act Number 7/2006 of 29 June, on defense and
protection of the consumers and users of Navarra (Ley Foral 7/2006, de 20 de junio, de Defensa de
los Consumidores y Usuarios) has been promulgated to protect the rights of consumers and users of
the region of Navarra, establishing solid bases and effective procedures. This law mainly protects
groups in situations of inferiority, subordination, defenselessness or lack of protection, as well as
consumers, and promotes preventive measures on health and safety issues, with inspection and control
procedures of products, goods and services, administrative sanctions, precautionary and preventive
measures and extrajudicial channels of conflict resolution, such as mediation, conciliation and
consumer arbitration.

The Autonomous Community of Basque Country. Act Number 6/2003 of 22 December, on the
Statute of the consumers and users of Pais Vasco (Ley 6/2003, de 22 de diciembre, de Estatuto de las
Personas Consumidoras y Usuarias) has the main purpose of protecting rights of consumers and users
of the Basque Country. According to the situation of coexistence of official languages in this region,
this law includes linguistic rights. There are established formulas for participation and collaboration
among all social organizations of consumers and users in order to improve prevention and consumers
protection. This law also regulates misleading advertising, mechanisms of control and inspection of
products, goods and services, and sanctions.
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The Autonomous Community of Asturias. Act Number 11/2002 of 2 December, on the consumers
and users of Autonomous Community of Asturias (Ley 11/2002, de 2 de diciembre, de los
Consumidores y Usuarios) protects the rights and interests of the consumers and users of the Asturias
region. This law has placed a special emphasis on the risks that may affect health and safety, including
environmental risks. Special protection is given to common goods or services, basic needs and
essential services.

The Autonomous Community of Murcia. Act number 4/1996 of 14 June, on the Statute of
consumers and users of the Autonomous Community of Murcia (Ley 4/1996, de 14 de junio, del
Estatuto de los Consumidores 'y Usuarios de la Region de Murcia) protects rights and interests of the
consumers and users of the region of Murcia. This law aims to achieve a high degree of protection
through collaboration between individuals, consumer organizations and government.

Liability on Defective Products

Directive 85/374/EEC, of 25 July 1985 on the approximation of the laws, regulations and
administrative provisions of the Member States concerning liability for defective products,
establishes the principle of liability without fault applicable to European producers. Where a defective
product causes damage to a consumer, the producer may be liable even without negligence or fault on
their part. A “producer” can mean the producer of a raw material, the manufacturer of a finished
product or of a component part; the importer of the product; any person putting their name, trade mark
or other distinguishing feature on the product or any person supplying a product whose producer or
importer cannot be identified. Where 2 or more persons are liable for the same damage, they shall be
liable jointly.

Regulation on Product Safety and Labelling

All products commercialized in Spain, even when offered for free through any kind of
promotion, must observe the Royal Decree number 1801/2003, of 26 December, on General Product
Safety (Real Decreto 1801/2003, de 26 de diciembre, sobre seguridad general de los productos). This
law sets safety obligations, especially to producers and distributors, in order to prevent injuries to the
final user, and establishes the reaction of the Public Administration in case of a breach, which may
include from simple warnings to economic fines and confiscation of the unsafety products.

The labelling of industrial products offered to consumers in Spain must observe the Royal
Decree number 1468/1988 of 2 December, regulating the labelling, Displaying and Advertising of
Industrial Products targeted for Direct Sale to Consumers and Users (Real Decreto 1468/1988, de 2
de diciembre, por el que se aprueba el Reglamento de etiquetado, presentacion y publicidad de los
productos industriales destinados a su venta directa a los consumidores y usuarios). This law states
the minimum essential content of the labelling in order to inform final users about the principal
characteristics of the products as well as the risks of its wrong manipulation. In case of a breach,
economic and administrative penalties may be imposed by the Public Administration.

Private Contracts Regulation

The Spanish Civil Code, Royal Decree of 24 July 1889 (Real Decreto de 24 de julio de 1889 por
el que se publica el Codigo Civil), establishes the basis of the private law in Spain, regulating many
aspects of the Spanish civil law. The Preliminary Title establishes the sources of law, which are
statutes, custom, general legal principles and supplementary the case law, and indicates how to
interpret such rules. The fourth book regulates the contracts, declaring the general principles, the
nature, interpretation, effects, extinction, nullity and different kinds of contracts and obligations.

Regulation on General Terms and Conditions

The Act 7/1998, of 13 April, on general terms and conditions of business (Ley 7/1998, de 13 de
abril, sobre condiciones generales de la contratacion) sets the framework regarding the general terms
in private contracts, fixing its allowed content and the requisites of its validity. It defines the concept
of general term, and the difference with unfair clauses. The law provides rules for legal actions and
sanctions for noncompliance. All invalid clauses should be considered null and void.

The Spanish Procedural and Court Law

The Spanish legal system is a civil law system based on comprehensive legal codes and laws
rooted in Roman law, as opposed to common law, which is based on precedent court rulings. Operation
of the Spanish judiciary is regulated by Organic Law 6/1985 of the Judiciary Power, Law 1/2000 of
Civil Judgement, Law of September 14, 1882 on Criminal Judgement, Law 29/1998 of Administrative
Jurisdiction, Royal Legislative Decree 2/1995, which rewrote the Law of Labour Procedure, and
Organic Law 2/1989 that regulates Military Criminal Procedure.
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The Judicial Power Organization Act 6/1985, of 1 July (Ley Orgdnica 6/1985, de I de julio, del
Poder Judicial) regulates the operating basis of the judicial power. It determines the modus operandi
and governance of the Courts and Tribunals and the legal statute for Judges and Magistrates, drafted
according to constitutional requirements, particularlly the principles of absolute independence and the
right of all citizens to effective legal protection. This law also establishes the territorial organization:
the State is divided into municipalities, jurisdictional areas, provinces and Autonomous Regions, over
which legal authority is exercised by Justices of the Peace, Courts of First Instance and Examining
Magistrate’s Courts, Administrative Courts, Labour Courts, Prison Supervision Courts, Juvenile
Courts, Provincial Courts and High Courts of Justice. The National High Court and the Supreme Court
have legal authority throughout the entire country.

The Spanish Procedural Law 1/2000, of 7 January (Ley 1/2000, de 7 de enero, de Enjuiciamiento
Civil), establishes the procedural rules in all private lawsuits that take place in Spain. This law
embraces all aspects of the procedure: court appearance, procedure for trials; jurisdiction and
competence; join actions; expiration of cases; costs; appeals and review of final judgements;
compulsory enforcement and injunctions.

The Spanish Criminal Procedural law, of 14 September 1882 (Real decreto de 14 de septiembre
de 1882 por el que se aprueba la Ley de Enjuiciamiento Criminal) regulates the procedural rules in
criminal procedures that take place in Spain. Since 1882, the Criminal Procedural law has been
amended on various occasions and it has been significantly supplemented by case law.

Double Taxation Regulation

The double taxation Relief and Prevention of Tax Fraud with respect to Taxes on Income, Hong
Kong S.A.R. and the Kingdom of Spain, signed on April 1, 2011, establishes the allocation of taxation
rights between both the countries. An important consequence of the agreement is that Hong Kong is
no longer considered a tax haven by Spanish law. The Double Tax Agreement has also incorporated
the latest Organization for Economic Co-operation and Development (OECD) standard on exchange
of tax information.
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The information that appears in this section has been prepared by Frost & Sullivan and
reflects its estimate of market condition based on publicly available sources and trade opinion
surveys, and is prepared primarily as a market research tool. References to Frost & Sullivan should
not be considered as the opinion of Frost & Sullivan as to the value of any security or the
advisability of investing in the Company. Our Directors believe that the sources of information
contained in this section are appropriate sources for such information and have taken reasonable
care in extracting and reproducing such information. Our Directors have no reason to believe that
such information is false or misleading or that any material fact has been omitted that would
render such information false or misleading.

The information prepared by Frost & Sullivan and set out in this section has not been
independently verified by us, the Sole Sponsor, the [REDACTED], the [REDACTED], the
[REDACTED] or any other party involved in the [REDACTED] and neither they nor Frost &
Sullivan give any representations as to its accuracy or correctness and accordingly it should not
be relied upon in making, or refraining from making, any [REDACTED] decision.

Our Group had commissioned Frost & Sullivan to provide information on the global electronics
market and the electronics manufacturing service market in the PRC. We had agreed to pay a fee of
RMB560,000 to Frost & Sullivan for the report. Our Directors are of the view that the payment does
not affect the fairness of the views and conclusions presented in the Frost & Sullivan Report, company
reports, independent research reports and data based on its own research database.

RESEARCH METHODOLOGY

In compiling and preparing the Frost & Sullivan Report, Frost & Sullivan conducted primary
research including interviews with industry experts and participants and secondary research which
involved reviewing the statistics published by the government official statistics, industry
publications, annual reports and data based on its own database. Frost & Sullivan presented the
figures for various market size projections from historical data analysis plotted against
macroeconomic data, as well as data with respect to the related industry drivers and integration of
expert opinions. Frost & Sullivan assumed that in the PRC: (1) the economy is likely to maintain
steady growth in the next decade; (2) the social, economic and political environment is likely to
remain stable in the forecast period, which ensures the stable and healthy development of electronics
manufacturing service industry; and (3) there will be no wars or large scale disasters during the
forecast period.

ABOUT FROST & SULLIVAN

Frost & Sullivan is an independent global consulting firm founded in 1961. It offers industry
research, market strategies and provides growth consulting and corporate training in various
industries. The Frost & Sullivan Report includes information on data of the global electronic products
market and the PRC electronics manufacturing service market.

OVERVIEW OF ELECTRONIC PRODUCTS MARKET IN THE PRC

Definition and Classification of Electronic Products

An electronic product is a manufactured or assembled product which contains or functions as
part of an electronic circuit. According to various application areas, electronic products can be
categorized as following:

° Computer and storage: Computer and storage products generally include computers and
related accessories and parts such as keyboards, mouses, storage devices, and etc.
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° Telecommunications: Telecommunication products generally refer to various devices that
enable communication between different parties over distance, such as mobile phones,
telephones, radios, transmission equipment, and etc.

° Automotive electronics: Automotive electronics refer to electrically-driven components
used in vehicles and are generally categorized into four systems, namely body control
system, power-train system, safety system and infotainment system.

° Consumer electronics: Consumer electronics refer to electronic products intended for
purchase and use by consumers, rather than for industrial purposes, such as DVDs and MP3
players, stereo components, cameras, smart devices, and etc.

° Industrial electronics: Industrial electronics refer to electronic products intended for
industrial use, such as process control systems, analytical instruments, test & measuring
instruments, and etc. ATM and mPOS are also included in this category.

° Medical electronics: Medical electronics are electronic instruments and equipment used for
medical applications such as diagnosis, therapy, research, anesthesia control, cardiac
control, surgery, and etc.

° PV modules: A photovoltaic (PV) module is a packaged, connect assembly of typically
6x10 photovoltaic solar cells. PV modules constitute the photovoltaic array of a
photovoltaic system that generates and supplies solar electricity in commercial and
residential applications.

Value Chain of Electronic Products Industry

The electronics industry is generally comprised of three groups of players: brand owners,
contract manufacturers and component suppliers. Brand owners subcontract and outsource a
considerable amount of their manufacturing activities and use a range of suppliers for parts and
components. Contract manufacturers are also classified as electronic manufacturing service providers
(EMS), original equipment manufacturers (OEM) and original design manufacturers (ODM),
depending on their activities.

Value Chain of Electronics Industry

§ _ EMS/ODM/OEM
|

C omponent
suppllel

omponent oduct Marketing &
Manufacturing Manufacturing Sales Cubtomel

Source: Frost & Sullivan
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Market Size of Electronic Products Market

The PRC has overtaken the US as the world’s largest electronic products market in terms of sales
value since 2015. Sales value of electronic products market in the PRC grew from USD369.7 billion
in 2012 to USD453.7 billion in 2016 with a CAGR of 5.3%. Meanwhile, the percentage of the PRC’s
share in global market has increased from 20.7% to 24.2%

It is forecast that sales value of electronic products market in the PRC will reach USD549.3
billion in 2021 with a CAGR of 3.9% from 2017 to 2021, and till then the PRC will account for 25.7%
of the entire global market in terms of sales value.

Sales Value of Electronic Products Market in the PRC, 2012-2021E

Unit: .
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Source: Yearbook of World Electronics Data, Frost & Sullivan
Market Demand Analysis for Selected Electronic Products
mPOS

The sales value of mPOS terminal in the PRC has grown to RMB4,165.5 million in 2016, with
a CAGR of 62.0% from 2012 to 2016. The market growth is primarily fuelled by the increasing
adoption of mPOS solution due to lower cost and convenience, and also fuelled by government policy
(“Notice on Promoting E-commerce Development (B8 i 1 B % F B 15 48 )& A B TAE R %0)” released
in 2016). The sales value of mPOS terminal in the PRC is expected to reach RMB14,081.7 million in
2021, representing a CAGR of 24.2% from 2017 to 2021.
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Sales Value of mPOS Terminal in the PRC, 2012-2021E
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Source:  Frost & Sullivan

ATMs

The sales value of ATMs in the PRC has experienced a stable growth during the period from
RMB&.3 billion in 2012 to RMB9.7 billion in 2016, representing a CAGR of 4.0% during the period.
The PRC ATM market is expected to grow to RMB11.7 billion in 2021 with a CAGR of 3.2% from
2017 to 2021.

Sales Value of ATMs in the PRC, 2012-2021E

Based on ex-factory price
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Source: Frost & Sullivan
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Sweeping Robots

Nowadays, with the development of technology advancement, more smarter home appliances
bring more convenience to people’s lives and help people to save time and energy. At present, as
consumers’ awareness of sweeping robots increases and the technology is increasingly mature, the
market demand of sweeping robots gradually increases. The shipment of sweeping robots in the PRC
grew from 1.4 million in 2012 to 4.0 million in 2016 at a CAGR of 30.0%. In the next five years, the
shipment of sweeping robots in the PRC is estimated to grow at a CAGR of 21.9% to reach 11.5
million by 2021.

Shipment of Sweeping Robots in the PRC, 2012-2021E

Vi 2012-2016 2017E-2021E
Hilion Shipment of Sweeping Robots in China CAGR 30.0% 21.9%
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Source: Frost & Sullivan

OVERVIEW OF EMS MARKET IN THE PRC

Introduction of EMS

Electronic manufacturing services (EMS) providers are contract manufacturers that offer
one-stop and integrated services ranging from product design and development, product
manufacturing, supply chain management, logistics, after-sale services and other related services to
brand owners. In general, products manufactured by EMS providers are sold under a client’s brand
name.

Introduction of PCBA

Printed Circuit Board (PCB) is the most basic component of the electronic products. Printed
Circuit Board Assembly (PCBA) is the process of soldeing or assembly of electronic components to
a PCB. A circuit board prior to assembly of electronic components is known as PCB. PCBAs are
normally sold as stand-alone products to downstream users for onward production of various kinds of
electronic products for different industries, including banking and finance, smart devices,
telecommunications and new energy devices industries, etc.
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Value Chain of EMS Industry

Value Chain of Electronic Manufacturing Service Industry
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Source: Frost & Sullivan
Market Size of PCBA Industry in the PRC

Supported by government policies such as “Electronic Information Manufacturing 12th
Five-year Plan (% T15 B Ml 18 BMI#])” released by Ministry of Industry and
Information Technology (Bl T2 F1{5 £ 1K), the development of cloud computing, Internet of
Things and big data industry, and the rising trend of export, the market size of PCBA industry in the
PRC experienced an upward trend in general from RMB238.8 billion in 2012 to RMB305.7 billion in
2016 with a CAGR of 6.4%.

With the deepening of China’s informationization construction (ff B b ##) and continuously
increasing demand from downstream industries, the market size of China PCBA industry by sales
value is expected to increase from RMB318.8 billion in 2017 to RMB372.5 billion in 2021 with a
CAGR of 4.0%. PCBA industry in the PRC is getting increasingly fledged after the rapid development
period and is transmitting its focus from low-end products to high-end products, under the pressure
from reforming dilemma and rising cost.

Sales Value of PCBA Industry in the PRC, 2012-2021E
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Source: Institute of Printed Circuits, World Electronic Circuits Council, Frost & Sullivan
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Market Size of EMS Industry in the PRC

In recent years, growing demand from players along the value chain of the EMS industry and the
continuous increasing penetration of EMS have driven EMS market in China. Sales value of EMS
have reached RMB1,252.6 billion in 2016, with a CAGR of 9.3% from 2012 to 2016. With the
booming domestic demand for electronic products, advances in manufacturing technology, and the
offering of more value-added services, the market size of EMS industry in the PRC will continue to
grow at a CAGR of 8.1% from 2017-2021 and reach RMB1,851.0 billion in 2021. The accelerated
growth of EMS market during 2012 to 2014 is mainly due to the recovery of global electronics market;
however, the growth of EMS market has slowed down and entered a steady growth since 2015.

Sales Value of EMS Industry in the PRC, 2012-2021E
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Source: Frost & Sullivan

Penetration rate of EMS describes the rate that EMS providers captured as a percentage of
electronics cost of goods sold. Based on the increasing acceptance of outsourcing as a viable option
for the industry, penetration rate of EMS in global market has kept increasing from 18.7% in 2012 to
21.3% in 2016, and is expected to reach 23.4% in 2021.

Market Driver of EMS Industry

Thriving demand in global electronic products market will encourage EMS growth: High demand
from computer and storage, telecommunications, consumer electronics, automotive electronics, and
military and aerospace fuels the EMS market in the PRC with great growth opportunities. The
continuously expanding market of electronics industry indicates tremendous demand for electronic
manufacturing services, therefore, electronic manufacturing service market will keep a sustained and
steady growth.

Penetration of EMS will continue to increase: Electronic products continue to face challenges
of shorter product lifecycles, fluctuating demand cycles, increasing pressures on quality, and line
changeovers. To reduce cost, ensure product quality and stay ahead of innovation curve, brand owners
will further rely on EMS providers in product design, manufacturing, supply chain management, and
etc. As a result, the EMS market will keep a strong momentum with the increasing penetration of
EMS.
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Growing capabilities of EMS providers: To provide quality products and services to their
customers, EMS providers have constantly ramped up their manufacturing capabilities, procurement
power and global network. In addition, EMS providers have also enhanced their design capabilities
to provide higher-margin design services. The growing capabilities of EMS providers will raise the
reliance of brand owners on outsourcing, and drive up the growth of EMS market.

The PRC government’s policies encourage market growth: In 13th Five-year Plan (1 = Tk &)
and Made in the PRC 2025 (H' B ##52025), the PRC government has emphasized on the importance
of improving the innovation capabilities of manufacturing industries, and encourage investment in
high-tech manufacturing industries such as new generation information technology, robotics,
aerospace and renewable energy. These favourable policies will facilitate the development of
electronic manufacturing industry in the PRC, and thus boost the growth of EMS market.

Market Trends of EMS Industry

Increasing consolidation and reorganization in the EMS industry: Profit margins have been
further challenged by increasing price pressures from brand owners and overall price sensitivity of the
electronics industry. Many companies have been forced to consolidate, reorganized, and exit less
profitable markets in an attempt to remain viable. Competitive EMS providers have looked to improve
internal manufacturing and operation for cost savings, and EMS providers that are unable to keep up
with new advances face the threat of becoming obsolete.

Smart factories and increased automation are becoming common in the EMS market: Many EMS
providers are automating and using robotics to lower labor costs and to create smart factories.
Increasing automation will also support the hybrid regionalization strategy that will encourage EMS
providers to return to a manufacturing model based on proximity to customers, as opposed to seeking
low-cost manufacturing solutions.

Shift toward integrated services provider: EMS providers are seeking increased penetration and
responsibilities in design and new product introduction support. To differentiate from competitors,
EMS providers should demonstrate their capabilities in offering integrated solutions which include
supply chain management, inventory control, product lifecycle management, and etc. The focus in
coming years will be on new manufacturing partnerships capable of providing competitive
product/service value that goes beyond cheaper, faster, and simpler, and addresses a broader customer
base.

Historical Price Trend of Wages of Manufacturing Workers and Raw Materials

The average monthly wage of employed persons in manufacturing industry in the PRC increased
from RMB3,470.8 in 2012 to RMB4,955.8 in 2016, representing a CAGR of 9.3%. In Guangdong
province, it increased from RMB3,476.0 to RMB5,198.6, representing a CAGR of 10.6% from 2012
to 2016. In general, the increasing wage was attributed to the shortage of labor supply in
manufacturing industry and the effects of economic growth and inflation, and it has resulted in higher
operation cost for manufacturers. The average wages of manufacturing workers in Guangdong
province was generally higher than the national average.
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Average Monthly Wage of Employed Persons in Manufacturing Industry
in the PRC, 2012-2016
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Source: National Bureau of Statistics of the PRC, Frost & Sullivan

The average price of electronic integrated circuits generally stabilized at around USDO0.9/unit to
USD1.1/unit mainly as the result of mature production technology. The price of electronic integrated
circuits stood at USD1.00/unit in 2012 and increased to USD1.09/unit in 2013. From 2014 to 2016,
the price decreased from USD1.03/unit to USDO0.93/unit, which was mainly due to the decreasing
prices of raw materials and growing competition among manufacturers with new entrants to the
market.

Average Price of Electronic Integrated Circuits in the PRC, 2012-2016
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Source: China Customs, Frost & Sullivan
COMPETITIVE LANDSCAPE OF EMS MARKET IN THE PRC
Entry Barrier Analysis of EMS Industry

Design and manufacturing capabilities: Due to the rapid advances in technology and faster
replacement of electronic products, brand owners require higher design and manufacturing
capabilities from EMS companies to provide reliable products that meet the needs from the market.

Contract manufacturer certifications: In order to become the contract manufacturer of large
multinational companies, an EMS company usually needs a long period of time for acquiring related
certifications in terms of production process, quality management, working environment, and etc.
Besides, local EMS plants have to follow the regulatory requirements in the PRC such as Product
Quality Law, Work Safety Law, Environmental Protection Law, and etc.

— 80 -



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

INDUSTRY OVERVIEW

Supply chain management capabilities: An EMS provider usually covers a wide range of
business from design, procurement, and manufacturing to logistics and after-sales services in various
vertical markets around the globe. Therefore, a fully functioning and efficient supply chain system is
necessary to deliver products and services to customers, and the capabilities to manage such
complicated supply chain system is a major entry barrier for new EMS companies.

Large capital investment: To meet customers’ requirement in terms of manufacturing
capabilities, an EMS company has to invest a lot in fixed assets such as the establishment of plants
and SMT lines, the purchases of testing and packaging equipment and etc. In addition, EMS company
needs sufficient working capital to ensure procurement and daily operation. Therefore, large capital
investment is another entry barrier for EMS companies.

Competitive Advantage of our Group

Advanced and automatic equipment: Our Group has been equipped with automatic machinery
and equipment such as automated SMT production lines and interchangeable PCB assembly
production lines to ensure a broad range of production capabilities with high efficiency and the
flexibility of catering to the needs of different customers.

Comprehensive and one-stop services: Our Group provides comprehensive and one-stop services
for customers, which include procurement, assembly, testing, storage and logistics, and etc. The broad
service scope and one-stop solution enable customers to minimize operational costs and streamline
production process.

Stable relationship with customers: Our Group has established stable and long-term relationship
with major customers, which include manufacturers of various kinds of electronic products.

Experienced and dedicated management team: Our Group is led by an experienced and dedicated
management team, which has strong technical experience and substantial experience in the EMS
industry. The extensive experience of the management team and their industry knowledge and
in-depth understanding of the market enables our Group to assess market trends as well as to evaluate
and manage our Group efficiently.
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OUR BUSINESS DEVELOPMENT

The history of our Group can be traced back to 2003 when Mr. Ma (chairman of our Board, our
chief executive officer, executive Director and a Controlling Shareholder) founded Eternity
Technology, together with his brother-in-law Mr. Cheng (our executive Director and a Controlling
Shareholder). Mr. Ma has extensive experience in the electronics manufacturing service industry in
the PRC. For details, please refer to the section headed “Directors and Senior Management” in this
document. In May 2005, Mr. Ma, being confident in the prospects of the electronics manufacturing
service industry in the PRC, established Shenzhen Hengchang Sheng, our major operating subsidiary,
together with Mr. Cheng and has since served a management role in the company. Through a number
of share transfers and allotments, immediately before our Reorganisation, Shenzhen Hengchang Sheng
was owned as to approximately 62.91% by Mr. Ma, 20.00% by Ms. Chen (our executive Director and
a Controlling Shareholder), approximately 14.89% by Ms. Cheng Lihong (spouse of Mr. Ma, elder
sister of Mr. Cheng and a Controlling Shareholder), and approximately 2.20% by Mr. Cheng.

The following are the major developments and milestones of our Group to date:

Year Milestones

2003 Eternity Technology was incorporated in Hong Kong

2005 Shenzhen Hengchang Sheng was established in the PRC and commenced its
business of SMT processing for electronic products, sales and technology
development

2005 Shenzhen Hengchang Sheng was accredited with the ISO 9001 certification in

relation to quality management system

2009 Shenzhen Hengchang Sheng was accredited with the ISO 14001 certification in
relation to environmental management system

2010 Shenzhen Hengchang Sheng was awarded the best business partner award by
Customer O, a company listed on the Main Board of the Stock Exchange

2012 We established our Shenzhen Production Plant located in Pingshan District,
Shenzhen, Guangdong Province, the PRC

2013 Shenzhen Hengchang Sheng was awarded the best delivery award by Customer A

Shenzhen Hengchang Sheng has become a corporate member of IPC Association
Connecting Electronics Industries

2016 Shenzhen Hengchang Sheng has been granted the status of High and New
Technology Enterprise

Shenzhen Hengchang Sheng was awarded the outstanding cooperation partner
award by Customer B

Shenzhen Hengchang Sheng was awarded the quality service & integrity award by
Customer G

- 82 —



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

HISTORY, DEVELOPMENT AND REORGANISATION

Year Milestones
Shenzhen Hengchang Sheng was awarded the best delivery award by Customer H

2017 Shenzhen Hengchang Sheng was awarded the Customer B’s strategic cooperation

partner award by Customer B
Shenzhen Hengchang Sheng was awarded the best supplier award by Customer D
Shenzhen Hengchang Sheng was awarded the best quality award by Customer H

Shenzhen Hengchang Sheng was awarded the best ten taxpayer by SAT of Pingshan
District of Shenzhen City* (FEYITH HFE L % B K BLHS )

2018 Shenzhen Hengchang Sheng has become an honourable member of Shenzhen City
Pingshan District Rainbow Road (Charitable) Support Association® (ZEJII T FF 111
R ML 2 B (R85 ) B PR W 8

OUR CORPORATE HISTORY
Our company

Our Company was incorporated in the Cayman Islands on 15 March 2017. Upon completion of
the Reorganisation, our Company became the holding company of our Group, the details of which are

set out in the paragraph headed “Reorganisation” below in this section.
Shenzhen Hengchang Sheng

Shenzhen Hengchang Sheng was established on 9 May 2005 as a limited liability company under
the PRC laws for carrying on the business of SMT processing for electronic products, sales and
technology development. The registered capital of Shenzhen Hengchang Sheng of RMBS500,000 was
fully paid up on 28 April 2005 by Mr. Ma and Mr. Cheng with their own personal savings accumulated
from previous employments. The equity holding structure of Shenzhen Hengchang Sheng upon

establishment was as follows:

Registered
Name of equity holder(s) capital Percentage
RMB
Mr. Ma 450,000 90%
Mr. Cheng 50,000 10%
Total: 500,000 100%
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In September 2006, for the purpose of increasing the working capital of Shenzhen Hengchang
Sheng, the registered capital of Shenzhen Hengchang Sheng was increased by RMB1,500,000 to
RMB2,000,000, of which RMB1,100,000 was contributed by Mr. Ma, and RMB400,000 was
contributed by Ms. Cheng Lihong, the spouse of Mr. Ma and elder sister of Mr. Cheng, with her own
personal savings accumulated from previous employments. After the aforesaid increase in registered

capital, the equity holding structure of Shenzhen Hengchang Sheng was as follows:

Registered
Name of equity holder(s) capital Percentage
RMB
Mr. Ma 1,550,000 77.5%
Ms. Cheng Lihong 400,000 20%
Mr. Cheng 50,000 2.5%
Total: 2,000,000 100%

In March 2009, the registered capital of Shenzhen Hengchang Sheng was increased to
RMB5,000,000 pursuant to the shareholder resolutions on 25 February 2009 for the purpose of
increasing working capital. After the aforesaid increase in registered capital, the equity holding

structure of Shenzhen Hengchang Sheng was as follows:

Registered
Name of equity holder(s) capital Percentage
RMB
Mr. Ma 3,550,000 71%
Ms. Cheng Lihong 1,400,000 28%
Mr. Cheng 50,000 1%
Total: 5,000,000 100%

In April 2011, the registered capital of Shenzhen Hengchang Sheng was further increased to
RMB12,000,000 pursuant to the shareholder resolutions on 7 March 2011 to cater its working capital
needs. After the aforesaid increase in registered capital, the equity holding structure of Shenzhen

Hengchang Sheng was as follows:

Registered

Name of equity holder(s) capital Percentage
RMB  (Approximate)

Mr. Ma 7,550,000 62.91%
Ms. Cheng Lihong 4,400,000 36.67%
Mr. Cheng 50,000 0.42%
Total: 12,000,000 100%
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In July 2014, Ms. Chen, who had been a senior management of Shenzhen Hengchang Sheng since
August 2007, was confident in the prospects of the electronics manufacturing industry and decided to
invest in Shenzhen Hengchang Sheng with her own personal savings accumulated from previous
employments. At the same time, Mr. Cheng intended to increase his equity holding in Shenzhen
Hengchang Sheng which had been diluted by various increases in registered capital. As a result, on
12 August 2014, Ms. Cheng Lihong as vendor, and Ms. Chen and Mr. Cheng as purchasers, entered
into an equity transfer agreement, pursuant to which Ms. Chen and Mr. Cheng acquired from Ms.
Cheng Lihong 20% and 1.78% equity interest in Shenzhen Hengchang Sheng at considerations of
RMB2,400,000 and RMB213,400, respectively, which were determined with reference to the then
registered capital of Shenzhen Hengchang Sheng. The said considerations were settled by cash in or
about August 2014.

After the aforesaid equity transfers, the equity holding structure of Shenzhen Hengchang Sheng
was as follows:

Registered

Name of equity holder(s) capital Percentage
RMB  (Approximate)

Mr. Ma 7,550,000 62.91%
Ms. Chen 2,400,000 20.00%
Ms. Cheng Lihong 1,786,600 14.89%
Mr. Cheng 263,400 2.20%
Total: 12,000,000 100%

On 27 March 2017, the registered capital of Shenzhen Hengchang Sheng was increased from
RMB12,000,000 to RMB12,631,579. The capital increase was contributed by the investment from In
Good Investment, a company indirectly wholly-owned by the [REDACTED] Investor, in a sum of
RMB919,195, of which RMB631,579 and RMB287,616 was used to increase the registered capital and
capital reserve of Shenzhen Hengchang Sheng, respectively. The investment had been fully paid and
settled on 27 April 2017. The said sum of investment was determined with reference to the net asset
value of Shenzhen Hengchang Sheng based on valuation as at 30 September 2016. After the
completion of the aforesaid capital increase, the equity holding structure of Shenzhen Hengchang

Sheng was as follows:

Registered

Name of equity holder(s) capital Percentage
RMB  (Approximate)

Mr. Ma 7,550,000 59.77%
Ms. Chen 2,400,000 19.00%
Ms. Cheng Lihong 1,786,600 14.14%
In Good Investment 631,579 5.00%
Mr. Cheng 263,400 2.09%
Total: 12,631,579 100%
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On 25 April 2017, as part of the Reorganisation, each of Mr. Ma, Ms. Chen, Ms. Cheng Lihong,
Mr. Cheng and In Good Investment as vendor entered into an equity transfer agreement with
Agreeable as purchaser, pursuant to which Agreeable acquired approximately 59.77%, 19%, 14.14%,
2.09% and 5% equity interest in Shenzhen Hengchang Sheng from Mr. Ma, Ms. Chen, Ms. Cheng
Lihong, Mr. Cheng and In Good Investment, respectively, at cash consideration of RMB10,988,054,
RMB3,492,940, RMB2,599,483, RMB384,223 and RMB919,195, respectively. The said
considerations were determined with reference to the net asset value of Shenzhen Hengchang Sheng
as at 30 September 2016 and the capital injection by the [REDACTED] Investor in April 2017 and
were settled in around June 2017. After completion of the aforesaid equity transfer on 12 May 2017,
Shenzhen Hengchang Sheng became a wholly foreign-owned enterprise and was wholly-owned by

Agreeable.

Our PRC Legal Advisers confirmed that the registered capital of Shenzhen Hengchang Sheng
had been fully paid up, and the establishment, equity transfers and capital injections as described
above had been approved by, registered at and /or filed to the relevant competent authorities and were

legally valid and effective.

Eternity Technology

Eternity Technology was incorporated in Hong Kong with limited liability on 2 January 2003 and
was owned as to 50% by Company Kit Secretarial Services Limited and Company Kit Registrations
Limited, respectively, each of which was a former shareholder and/or secretary of Eternity

Technology and is not otherwise connected with our Company or its connected persons.

As Mr. Ma wished to develop his overseas business, on 3 April 2003, Mr. Ma and Mr. Cheng Bin
each acquired one share of Eternity Technology at a consideration of HK$1, which was determined
with reference to the then par value of the shares and was settled by cash in or around April 2003.
After the aforesaid share transfers, Eternity Technology was owned as to 50% by each of Mr. Ma and
Mr. Cheng.

On 23 July 2007, as Mr. Cheng wished to focus on developing his career in the PRC, he
transferred his one share in Eternity Technology to Mr. Ma at a consideration of HK$1, which was
determined with reference to the then par value of the shares and was settled in or around July 2007.

After the aforesaid share transfer, Eternity Technology was wholly-owned by Mr. Ma.

As part of the Reorganisation, on 1 June 2017, Mr. Ma as vendor and Total United as purchaser
entered into a sale and purchase agreement, pursuant to which Total United acquired two shares of
Eternity Technology, representing the then entire issued shares of Eternity Technology, at a
consideration of HK$1,800,000, which was determined with reference to the net asset value of
Eternity Technology as at 31 December 2016 and was settled in or around June 2017. Upon
completion of the Reorganisation, Eternity Technology became our Company’s indirect wholly-owned

subsidiary. Eternity Technology is principally engaged in trading of electronic products.
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REORGANISATION

We set out below the corporate structure of our Group immediately before the Reorganisation:

Ms. Cheng

Mr. Ma Ms. Chen Lihong

Mr. Cheng

62.91% 20.00% 14.89% 2.20%

Shenzhen Hengchang Sheng
(PRC)

100%)|

Eternity Technology
(Hong Kong)

In preparation for the [REDACTED], the companies comprising our Group underwent the
Reorganisation to rationalise the corporate structure of our Group and our Company became the

holding company of our Group. The Reorganisation involved the following major steps:

1. Incorporation of Rich Blessing

Rich Blessing was incorporated in the BVI on 13 February 2017. Upon incorporation, Rich
Blessing was authorised to issue a maximum of 50,000 no par value shares of a single class. On
10 March 2017, 6,291, 2,000, 1,489 and 220 shares were allotted and issued to Mr. Ma, Ms.
Chen, Ms. Cheng Lihong and Mr. Cheng, respectively at a consideration of US$0.01 per share.
Upon completion of such allotment and issue, the issued share capital of Rich Blessing was
owned by Mr. Ma as to 62.91%, Ms. Chen as to 20.00%, Ms. Cheng Lihong as to 14.89% and
Mr. Cheng as to 2.20%.

2. Incorporation of our Company

On 15 March 2017, our Company was incorporated in the Cayman Islands with an
authorised share capital of HK$380,000 divided into 38,000,000 Shares of HK$0.01 each. One
fully paid Share was allotted and issued to the subscriber on 15 March 2017, which was
subsequently transferred to Rich Blessing on the same date, and 322 Shares and 17 Shares were
allotted and issued, credited as fully paid, to Rich Blessing and In Good Investment respectively
on the same date. On 17 May 2017, due to the business needs of the [REDACTED] Investor, In
Good Investment transferred its 17 Shares to Elite Foster at par value, which was settled in or
around May 2017. After the aforesaid allotment and transfer of Shares, our Company was owned
as to 95% by Rich Blessing and 5% by Elite Foster.
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3.  Incorporation of intermediary holding companies

(a) Total United was incorporated in the BVI as an investment holding company with
limited liability on 1 December 2016. On 23 March 2017, one fully paid share of Total

United was allotted and issued to our Company at par.

(b) Agreeable was incorporated in Hong Kong as an investment holding company with
limited liability on 30 March 2017. One fully paid share was allotted and issued to the
subscriber on 30 March 2017, which was subsequently transferred to Total United on
5 April 2017.

4.  Capital injection by the [REDACTED] Investor

On 27 March 2017, the registered capital of Shenzhen Hengchang Sheng was increased
from RMB12,000,000 to RMBI12,631,579. The capital increase was contributed by the
investment from In Good Investment, a company indirectly wholly-owned by the [REDACTED]
Investor, in a sum of RMB919,195, of which RMB631,579 and RMB287,616 was used to
increase the registered capital and capital reserve of Shenzhen Hengchang Sheng, respectively.
The investment had been fully paid and settled on 27 April 2017. For details, please refer to the
paragraph headed “Our Corporate History — Shenzhen Hengchang Sheng” above in this section.

5. Acquisition of Shenzhen Hengchang Sheng

On 12 May 2017, Agreeable acquired approximately 59.77%, 19%, 14.14%, 2.09% and 5%
equity interest in Shenzhen Hengchang Sheng from Mr. Ma, Ms. Chen, Ms. Cheng Lihong, Mr.
Cheng and In Good Investment, respectively at cash consideration of RMB10,988,054,
RMB3,492,940, RMB2,599,483, RMB384,223 and RMB919,195, respectively. For details,
please refer to the paragraph headed “Our Corporate History — Shenzhen Hengchang Sheng”

above in this section.
6.  Subscription of Shares by the [REDACTED] Investor

On 18 May 2017, Elite Foster subscribed for 40 Shares of our Company at cash
consideration of HK$13,860,000, which was settled on the same day. After the aforesaid
subscription of Shares, our Company was owned as to 85% by Rich Blessing and 15% by Elite

Foster.
7.  Acquisition of Eternity Technology

On 1 June 2017, Total United as purchaser and Mr. Ma as vendor entered into a sale and
purchase agreement, pursuant to which Total United acquired the entire issued shares of Eternity

Technology at cash consideration of HK$1,800,000. For details, please refer to the paragraph
headed “Our Corporate History — Eternity Technology” above in this section.
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8.  Loan capitalisation by our Company

On 8 June 2017, our Company capitalised the full amount of the shareholder’s loans of
HK$21,500,000 and HK$1,140,000 granted by Rich Blessing and Elite Foster respectively, for
the purpose of satisfying our capital needs for acquisition of Shenzhen Hengchang Sheng and
Eternity Technology as part of the Reorganisation, by allotment and issue of 85 and 15 ordinary
Shares, credited as fully paid, to Rich Blessing and Elite Foster, respectively. After the aforesaid
loan capitalisation, our Company remained owned as to 85% by Rich Blessing and 15% by Elite

Foster.

We set out below the corporate structure of our Group after completion of the Reorganisation but
immediately before the [REDACTED] and the [REDACTED]:

Mr. Ma Ms. Chen MS? Cheng Mr. Cheng [REDACTED]
Lihong Investor
62.91% 20.00% 14.89% 2.20% 100%
100%
Rich Blessing Elite Foster
(BVD) (BVI)
85% 15%
Our Company
(Cayman Islands)
100%
Total United
(BVI)
100%
Agreeable
(Hong Kong)
100% 100%
Shenzhen Hengchang Eternity Technology
Sheng (Hong Kong)
(PRC)
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We set out below the corporate structure of our Group after completion of the Reogranisation and
immediately upon completion of the [REDACTED] and the [REDACTED] (without taking into
account any Shares which may be issued upon the exercise of the [REDACTED] and any options that
may be granted under the Share Option Scheme):

Ms. Cheng
Lihong

[REDACTED]

Mr. Ma Ms. Chen
Investor

Mr. Cheng

62.91% 20.00% 14.89% 2.20% 100%

100%

Rich Blessing Elite Foster .
Public
(BV1) (BV1) !

[REDACTED] | [REDACTED] [REDACTED]

Our Company
(Cayman Islands)

100%

Total United
(BVI)

100%

Agreeable
(Hong Kong)

100% 100%

Shenzhen Hengchang Eternity Technology

Sheng ‘Hong Kon,
(PRC) (Hong Kong)
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[REDACTED] INVESTMENT

Background of the [REDACTED] Investor

Elite Foster is an investment holding company incorporated in the BVI with limited liability on
3 December 2015 and is beneficially and wholly owned by the [REDACTED] Investor, who is the sole
director of Elite Foster. In Good Investment is an investment holding company incorporated in Hong
Kong with limited liability on 8 February 2017 and is beneficially and wholly owned by Elite Foster.
The [REDACTED] Investor is also the sole director of In Good Investment. Prior to his investment
in our Group, the [REDACTED] Investor and his associates were Independent Third Parties and had
no transaction or relationship with our Group or the Controlling Shareholders. The [REDACTED]
Investor will be our substantial Shareholder upon [REDACTED] and thus the Shares held by Elite
Foster will not be counted towards the public float. To the best knowledge and belief of our Directors,
the [REDACTED] Investor decided to invest in our Group in view of the prospects and growth

potential of our Group.

Investment

On 27 March 2017, the registered capital of Shenzhen Hengchang Sheng was increased from
RMB12,000,000 to RMB12,631,579. The capital increase was contributed by the investment from In
Good Investment, a company indirectly wholly-owned by the [REDACTED] Investor, in a sum of
RMB919,195, of which RMB631,579 and RMB287,616 was used to increase the registered capital and
capital reserve of Shenzhen Hengchang Sheng, respectively. The investment had been fully paid and
settled on 27 April 2017. After completion of the capital increase, In Good Investment held 5% equity
interest in Shenzhen Hengchang Sheng. Subsequently as part of the Reorganisation, the [REDACTED]
Investor, through Elite Foster, held 5% of the issued share capital of our Company and the 5% equity
interest in Shenzhen Hengchang Sheng held by In Good Investment was transferred to Agreeable at
cash consideration of RMB919,195. For details, please refer to the paragraphs headed “Our Corporate

History — Shenzhen Hengchang Sheng” and “Reorganisation” above in this section.

On 18 May 2017, Elite Foster subscribed for 40 Shares of our Company at cash consideration
of HK$13,860,000, which was settled on the same day. After the aforesaid subscription of Shares,
Elite Foster held 15% of the issued share capital of our Company. On 8 June 2017, our Company
capitalised the full amount of the shareholder’s loan of HK$1,140,000 granted by Elite Foster, for the
purpose of satisfying our capital needs for acquisition of Shenzhen Hengchang Sheng and Eternity
Technology as part of the Reorganisation, by allotment and issue of 15 Shares, credited as fully paid,
to Elite Foster. After the aforesaid loan capitalisation, our Company remained owned as to 15% by

Elite Foster. For details, please refer to the paragraph headed “Reorganisation” above in this section.
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The following sets out the summary of the [REDACTED] investment:

Net amount of consideration HK$15,000,000
Date on which consideration was 23 May 2017
fully paid
Cost per Share paid under HKS$[REDACTED] per Share

[REDACTED] investment (Note 1)

Basis of determination of the The consideration was determined based on an
consideration arm’s length negotiation taking into consideration
the respective unaudited net asset value of
Shenzhen Hengchang Sheng and Eternity
Technology as at 30 September 2016 and 31
December 2016, respectively and our estimated

future performance and business plans.

Discount to the [REDACTED] (based Approximately [REDACTED]%
on the mid-point of the indicative
[REDACTED] range)

[REDACTED] from the Mainly as general working capital of our Group
[REDACTED] investment (Note 2)

Benefit from the [REDACTED] Our Directors are of the view that the
Investment [REDACTED] investment (i) serves as a source of
additional working capital to our Group and
provides immediate funding available for our
Group’s business operation; (ii) enlarges our
shareholder base; and (iii) brings in connections
beneficial to our Group’s development and
potentially broaden our potential customer base
given the investments and connections in the PRC
and Hong Kong of the [REDACTED] Investor

Approximate shareholding upon [REDACTED]%
[REDACTED] (Note 1)

Notes:

@) Based on the [REDACTED] Shares to be held by Elite Foster upon completion of the [REDACTED] and the
[REDACTED] (without taking into account any Shares which may be issued pursuant to the exercise of the
[REDACTED] and any options which may be granted under the Share Option Scheme).

2) As at the Latest Practicable Date, the [REDACTED] from the [REDACTED] investment had not been fully

utilised.
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Sponsor’s confirmation

Given that (i) no special rights have been granted to the [REDACTED] Investor in respect of his
investment through his wholly-owned companies; and (ii) the investment having been completed more
than 28 clear days before the date of submission of the [REDACTED] application, the Sponsor is of
the view that the [REDACTED] investment is in compliance with the “Interim Guidance on
[REDACTED] Investments” (HKEx-GL29-12) and the “Guidance on [REDACTED] Investments”
(HKEx-GL43-12) issued by the Stock Exchange.

PRC REGULATORY ISSUES RELATING TO THE REORGANISATION AND THE
[REDACTED]

Our PRC Legal Advisers have advised that Shenzhen Hengchang Sheng was already a
foreign-invested enterprise at the time of its acquisition by Agreeable, and there was no acquisition
of a PRC company where equity interests were paid as consideration throughout the history of the
Group. Accordingly, the Provisions on Merger and Acquisition of Domestic Enterprises by Foreign
Investors (BN FNE & & HF BB N 2ERI B E) (the “M&A Rules”) are not applicable to the
Reorganisation and the [REDACTED], and the Reorganisation and the [REDACTED] are not subject
to approval from the China Securities Regulatory Commission ("2 76 75 BB 5 3 2% B ).

Pursuant to SAFE Circular No. 37 and SAFE Circular No. 13, where PRC residents conduct
investment in offshore special purpose vehicles with their legitimate onshore and offshore assets or
equities, they must register with a designated foreign exchange bank branches with respect to their
investments. The PRC residents are also required to file changes to their registration where their
offshore special purpose vehicles undergo material events such as the change of basic information
including PRC residence, name and operation period, as well as capital increase or decrease, share

transfer or exchange, merger or division.

According to our PRC Legal Advisers, Mr. Ma, Ms. Chen, Ms. Cheng Lihong and Mr. Cheng,
as PRC residents, are required to register with a designated foreign exchange bank. In March 2017,
Mr. Ma, Ms. Chen, Ms. Cheng Lihong and Mr. Cheng completed the registration process under the
SAFE Circular No. 37 and SAFE Circular No. 13.
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OVERVIEW

We are an established EMS provider in the PRC offering integrated manufacturing services
which include provision of design enhancement and verification, technical advice and engineering
solutions, raw materials selection and procurement, quality control, logistic and delivery and
after-sale services to our customers in respect of our assembling and production of PCBAs and

fully-assembled electronic products.

Our products. Our products comprise PCBAs and fully-assembled electronic products that are
embedded with our PCBAs primarily produced in-house. PCBAs are produced by assembling,
populating and soldering of electronic components onto a bare PCB to form and produce a functional
PCBA. Our PCBASs are either sold as stand-alone products or assembled with other product parts and
casing (both plastic and metal) and packaging materials to form fully-assembled electronic products
under the brands of our customers or the brands of their ultimate customers. Our PCBAs are currently
mainly applied for production of electronic products that are used in the banking and finance,
telecommunication and smart devices industries. Our fully-assembled electronic products that are
embedded primarily with our PCBAs mainly include digital projectors, mPOS, mobile phones and

photovoltaic inverters.

The table below sets forth a breakdown of revenue by products during the Track Record Period:

For the year ended 31 December
2015 2016 2017
% of total % of total % of total
RMB’000 revenue RMB’000 revenue RMB’000 revenue

PCBAs (Note 1) 79,023 43.2 91,860 34.3 118,169 31.9
Fully-assembled electronic

products (Note 2) 103,902 56.8 176,030 65.7 251,993 68.1
Total 182,925 100.0 267,890 100.0 370,162 100.0
Notes:

(1) These PCBAs are sold as stand-alone products to our customers.

(2) The PCBAs embedded in these fully-assembled electronic products are primarily manufactured by us with a small

portion being manufactured and supplied by our suppliers based on our requirements and specifications.
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Our customers. During the Track Record Period, our customers mainly include manufacturers of
electronic products, brand owners, OEMs and trading companies of electronic products such as mobile
phones and mPOS which are mainly located in the Guangdong Province and Wuhan city of Hubei
Province, the PRC. Most of our customers are in the PRC with a few customers based mainly in Hong
Kong, United States and Mexico. For each of the three years ended 31 December 2017, our Group’s
sales to our top five customers accounted for approximately 75.3%, 76.4% and 80.3% of our total
revenue in each of the respective years. For the same periods, our largest customer accounted for
approximately 27.0%, 41.1% and 44.9% of our total revenue, respectively.

Our production facilities. Apart from (i) a small portion of the fully-assembled electronic
products which were incorporated with the PCBAs supplied by our suppliers based on our
requirements and specifications and (ii) the mobile phones, tablets and other telecommunication
devices produced by independent third party companies in Hong Kong engaged by Eternity
Technology for oversea customers, all our production activities are carried out at our production plant,
namely, the Shenzhen Production Plant, in Shenzhen, the PRC. Our Shenzhen Production Plant has a
gross floor area of approximately 12,000 sq.m. and is equipped with a range of automated machinery
and equipment for assembling PCBAs. As at the Latest Practicable Date, we had ten SMT assembly
lines and two DIP assembly lines. These assembly lines are all interchangeable and can be adjusted
according to our production schedules and product specifications. Our annual available production
capacity for PCB assembly as at 31 December 2017, calculated based on machine hour, amounted to
approximately 69,573 hours.

Our subsidiary, namely, Shenzhen Hengchang Sheng, has been accredited with the ISO 9001
certification on quality management system, and ISO 14001 certification on environmental

management system, in respect of the processing of PCB, since 2005 and 2009, respectively.

Our suppliers. Our suppliers (including suppliers of raw materials and subcontractors
performing assembling works of our fully-assembled electronic products) are mainly located in the
PRC with a few in Hong Kong, South Korea and Taiwan. For each of the three years ended 31
December 2017, our top five suppliers accounted for approximately 24.4%, 40.7% and 34.6% of our
total cost of purchases and subcontracting fees, respectively while our purchases from our largest
supplier accounted for approximately 7.0%, 11.5% and 12.0% of our total cost of purchases and
subcontracting fees, respectively.

Our growth. During the Track Record Period, we recorded a revenue of approximately
RMB182.9 million, RMB267.9 million and RMB370.2 million, respectively, and profit attributable to
our Shareholders of approximately RMB14.0 million, RMB22.1 million and RMB28.5 million,
respectively.

Outlook of our Group. Going forward, we view our growth to be driven primarily by the
corresponding growth in the industries involving the use of (i) our PCBAs for onward production of
various kinds of electronic products, including banking and finance, telecommunication and smart
device industries; and (ii) our fully-assembled electronic products for different industries; and the
continuing trend that electronic product manufacturers or brand owners are becoming more
accustomed to outsourcing their manufacturing activities to EMS providers, like our Group.
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COMPETITIVE STRENGTHS

Our Directors believe that our Group’s success to date and our potential for future growth are
attributed to our competitive strengths set out below:

We offer vertically integrated EMS solutions for rendering both PCB assembly services and full
electronic product assembly services to our customers with turnkey EMS capabilities

The process of PCBA assembling effectively joins and mounts separate and distinct electronic
components with different functions together on a PCB, which enable a PCB to function in the way
it is specifically designed. PCBA is used as an electronic circuit interconnecting medium and a
mechanical mounting substrate which is a vital part of the electronic products and the design and
quality of which would directly affect the quality and functioning of the ultimate electronic products.

Through our vertically integrated EMS solution platform, we provide EMS solutions to our
customers on a turnkey basis whereby we are involved in almost every stage of product development
process up to the delivery of the finished products, i.e. PCBAs or fully assembled electronic products.
Our turnkey EMS capabilities include design enhancement and verification, selection and sourcing of
material components, offering of technical advice and engineering solutions, assembling and
production, inspection, quality control, warehousing and logistics. To achieve design enhancement
and verification, we would try to understand the intended functions of individual products and look
at the initial design specifications of a PCB in order to ascertain if there is any design flaw which
would lead to any malfunction of the PCBA and the electronic end products. Once the assembly
process of the PCBA has started, we would oversee the entire process and conduct quality control
checking, including visual checks, AOI and x-ray inspection, on both semi-finished products and the
finished products. After the soldering step of the PCBA process is finished, we test the PCB for its
functionality, which puts the PCB through its paces, simulating the normal circumstances in which the
PCB will operate. Our customers would also seek our technical advice or input to their design and/or
engineering solutions for their new electronic products or the PCBAs thereof, which we believe, have
differentiated us from other EMS providers in the PRC. Our customers can therefore enjoy a smooth
PCBA manufacturing experience and full electronic product assembly services with minimal overhead
and infrastructure costs. Our turnkey capabilities also offer greater flexibility and savings to our
customers as we can handle the sourcing of components, localisation of purchases, materials handling
and planning.

Our Group is committed to implementing high standard quality control measures in raw
materials procurement, production processes and finished products. Our Group had been accredited
with both the ISO 9001 certification of quality management system and ISO 14001 certification of
environmental management system, in respect of our production and assembling of PCB and certain
fully assembled electronic products, since 2005 and 2009, respectively. Our PCBAs are generally
adopted and used by a number of electronic product manufacturers or brand owners for onward
production of their electronic products under their brands in the PRC.

With respect to our fully-assembled electronic products, we have received the “CCC”
certification in the PRC. As part of our value-added services, our Group has also assisted our
customers to obtain international product quality and safety certifications in compliance with FCC to
facilitate the onward sales of our fully-assembled electronic products under their brands in North
America and South American countries.
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We have strong research and development capabilities and has been granted the status of High
and New Technology Enterprise* (5 li %)

We place a great emphasis on research and development to keep in pace with technology
innovations and advances, which, we believe, will enable us to stay competitive, continually provide
high-quality services to our customers and enhance our efficiency and productivity. Over the years,
we have accumulated a certain level of technology experience in the provision of PCB assembly
services and full electronic product assembly services. Leveraging our experience and knowledge in
these areas, we developed a research and development team focusing on developing (i) electronic
circuits; and (ii) cabinet parts and other related mechanical assembly parts for the provision of PCB
assembly services and full electronic product assembly services to our customers on an EMS basis.
Our research and development team engages in discussion with our customers and turn the customers’
conceptual design or idea into deliverable and commercialised electronic products aiming to improve
their product designs in terms of the products’ PCBAs, casing and packaging and recommend the
proper and suitable raw materials for production and testing of the products. Our research and

development team also provides design enhancement and verification services to our customers.

As at 31 December 2017, we were supported by a dedicated team of 45 research and development
staff, of whom 27 are engineering staff, including electronics, mechanical, software and testing
engineering staff who place a strong focus on product realisation, commercialisation and
improvement. They also have extensive experience in the electronics industry in the PRC. For the
three years ended 31 December 2017, our expenses related to research and development amounted to
approximately RMB7.3 million, RMB7.4 million and RMB12.4 million, respectively, which was
composed of the remunerations paid to these staff, depreciation expenses, materials and service fee
payable to third parties for product development.

Up to and including the Latest Practicable Date, we obtained nine utility model patents and 16
software copyrights in the PRC with respect to the enhancement of our efficiency in rendering
assembly services and the quality of our services. We focus mainly on the development of patented
technologies concerning the assembly process of PCBAs and full electronic end products and the

quality control of our services.

As a result of our research and development capabilities, initiatives and achievements, in 2016
our Group was granted the status of “High and New Technology Enterprise* (/= ##l14~2£)” by the
relevant PRC governmental authorities and has since been enjoying a preferential EIT of 15%. While
our certificate of “High and New Technology Enterprise* (=8 £ fli 4 3)” will expire in 2018, given
that (i) we have completed the necessary filings for examination of our status as a “High and New
Technology Enterprise* (=8 fli{=2£)” with the relevant authorities in August 2016; (ii) there has
been no major change to the laws and regulations relating to the certification since the last
certification; and (iii) our corporate status and research and development credentials, have together
been enhanced since the last certification, our Directors believe that we will continue to be qualified
as a “High and New Technology Enterprise® ({m#i#fli{>2%£)” and be granted the preferential EIT
treatment upon re-examination of our status as a “High and New Technology Enterprise*
(T4 2%)”, which is expected to be completed by the relevant authorities.
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We fully optimise the functions of our automated machinery and equipment to enable us to
achieve efficient and cost-effective production of PCBAs and fully-assembled electronic products

Our machinery and equipment for our provision of PCB assembly services are automated and
operated by the SMT method, which can produce PCBAs with various specifications for incorporation
into different kinds of electronic products. Attributed to our research and development team’s
expertise and experience, we are able to make adjustments on the parts and components of our
machinery and equipment to optimise their functions to cater for specific production requirements of
PCBAs with different specifications.

Our research and development team deploys its expertise to enhance our efficiency in production
and maximise utilisation of our production capacity by planning our production schedule ahead and
making adjustments on the parts and components of our machinery and equipment. Its expertise can
also minimise time lag between dissembling and restructuring the production steps to cater for
different product types. It can also shorten the time lag between each production step and optimise
production speed, which in turn would reduce the production cost per unit of our PCBAs. Owing to
our ability to make adjustments on the parts and components of our machinery and equipment to
optimise their functions to suit our specific production requirements and schedule, we can diversify
our product types with high volumes and short time lag.

As the electronic product market is dynamic and fast-changing, the availability of advanced and
effective machinery and equipment coupled with our ability to optimise both their functions and
utilisation is the key to our success as it renders the production process of our PCBAs more efficient
and flexible.

Apart from the machinery and equipment for production of PCBAs, our automated machinery
and equipment such as the wireless communication analyzers and automated testing machines, etc.
enable us to perform quality control and testing on both the raw materials and the final products in
the course of our provision of full electronic product assembly services to our customers.

As to the geographical location of our Shenzhen Production Plant in which all our machinery and
equipment are installed, it enables us to achieve economies of scale through bulk procurement of raw
materials from the suppliers in the vicinity. Our immediate access to different kinds of raw materials
also allows us to shorten the lead time for the assembly of PCBAs and fully-assembled products.

We have an experienced management team

Our Group’s performance and success is, to a significant extent, attributable to the expertise and
experience of our key management personnel. Our Group’s core management team is led by Mr. Ma,
who is our founder and has over 16 years’ of experience in the EMS industry. Such experience has
enhanced his knowledge and understanding of the EMS markets in the PRC. He is responsible for
formulating the overall corporate strategies and handling the day to day operation and production
management of our Group. On the other hand, our two other executive Directors, namely, Ms. Chen
and Mr. Cheng, have joined our Group since 2007 and 2009, respectively. Our management team’s
long and stable working relationship with our Group demonstrate that their continued commitment to
our Group.
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Our Directors believe that the extensive experience of our Group’s management team and their
industry knowledge and in-depth knowledge and experience in the market enhances our capability to
meet the expectations and changing demands of our customers from time to time. For further
biographical details of our Company’s management team, please refer to the section headed “Directors

and Senior Management” of this document.

We have established long-term and stable relationships with our major customers

We believe cultivating and maintaining customer loyalty is crucial to our continued success. We
maintain long term business relationships with our customers from different provinces in the PRC and
regions around the globe, including mainly Hong Kong, United States and Mexico. As at the Latest
Practicable Date, our Group maintained business relationships ranging from approximately two years
to nine years with our top five major customers. Our customers mainly includes local manufacturers
of electronic products, brand owners, OEMs and trading companies of various kinds of electronic
products. We believe that we are well-equipped with a number of highly-competitive qualities which

include good quality control, flexibility in designs, competitive pricing and short lead times.

For PCBAs, our Group’s major customers during the Track Record Period included
manufacturers of ATM of certain popular brands in the PRC, and manufacturers of electronic products.
Concerning our full electronic product assembly services, our customers are mainly OEMs or owners
of certain electronic product brands, mobile phones and mPOS. Our Group seeks to establish and
maintain long-term and stable business relationships with our customers by participating in their
product development, new product rolling-out cycles and thereafter providing them with one-stop
solutions from research and development to after-sales services. We provide them with quality
products and after-sales services including product warranty and technical support. Our Group’s
stable customer relationships enable us to (i) obtain a stable flow of orders from our customers and
maintain a stable production volume; (ii) openly interact and discuss with our customers; (iii) keep
abreast of the latest technology; and (iv) acquire the necessary industry knowledge in developing our
products with market appeal. We believe that the length of our business relationships with our
customers is also an indication of their recognition of the quality of our products, which is a key factor

attributable to our success.

Our Directors believe that our understanding on our customers’ changing needs, our ability to
offer vertically integrated EMS solutions and consistently deliver quality products to our customers
at competitive prices and produce customised PCBAs and full electronic product assemblies of
varying types, sizes and specifications to cater for the different requirements of our customers have
all together been key factors leading to our Group’s success in keeping stable customer relationships.
As such, our Directors believe that we are also well positioned to develop new relationships with

prospective customers.
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BUSINESS STRATEGIES

Our goal is to achieve sustainable growth in our current business and strengthen our production

capacity to secure more business opportunities by implementing the following business strategies:

Expand our production capacity and enhance our production efficiency

Industry outlook: According to the Frost & Sullivan Report, the PRC has overtaken the United
States as the world’s largest electronic product market in terms of sales value since 2015. The sales
value of electronic product market in the PRC grew from USD369.7 billion in 2012 to USD453.7
billion in 2016 with a CAGR of 5.3%. It is forecast that the sales value of electronics product market
in the PRC will reach USD549.3 billion in 2021 with a CAGR of 3.9% from 2017 to 2021, and the
PRC will account for 25.7% of the entire global market in terms of sales value. Furthermore, with the
booming domestic demand for electronic products, advances in manufacturing technology and the
offering of more value-add services, the market size of EMS industry in the PRC will continue to grow
at a CAGR of 8.1% from 2017 to 2021 and reach RMB1,851.0 billion in 2021.

Our current production capacity and its utilisation rate: In respect of the production of our
PCBAs, for each of the three years ended 31 December 2017, the utilisation rate of our SMT assembly
lines was approximately 90.2%, 90.0% and 91.0%, respectively. A SMT assembly line generally
includes SMT machine(s), reflow oven and AOI machine, etc. and the combination of which to form
a SMT assembly line is subject to adjustment and modification to cater for the production of different
types of electronic products. The production capacity for our SMT assembly lines decreased from
approximately 80,850 hours in 2015 to approximately 69,573 hours in 2017 due to the decrease of our
number of SMT assembly lines from 13 (inclusive of two SMT assembly lines leased from third party
lessors on a short-term basis) as at 31 December 2015 to ten as at 31 December 2017 (inclusive of
one SMT assembly line leased from third party lessor). The reduction in the number of our SMT
assembly lines was due to our cessation of the short-term leases of two SMT assembly lines and our
re-structuring of the combination of our SMT assembly lines with our then existing machinery and

equipment to cater for the production of different types of electronic products.

The increasing rental expenses for machinery: In addition, in order to cope with the increasing
demand of our EMS during the Track Record Period, we have entered into various short term leases
of machinery for our SMT assembly lines and testing machines (with a duration of approximately one
to 12 months) from time to time, and the rental expenses incurred in relation thereto increased from
approximately RMB4.2 million for the year ended 31 December 2015 to approximately RMBS§.7
million for the year ended 31 December 2017.
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The condition of our machinery: As at the 31 December 2017, out of the ten SMT assembly lines
set up in our Shenzhen Production Plant, nine of them were owned by our Group and one was leased
from a third party lessor, and the average age of these nine SMT assembly lines was approximately
7.1 years. Among these nine SMT assembly lines, the average age of three of them is more than eight
years, and the SMT machines in these three SMT production lines have been used by us for

approximately ten to 12 years.

Taking into account the industry outlook of the EMS industry in the PRC, the average age of our
SMT assembly lines, increasing rental expenses for machinery and our production volume having
reached the existing designed production capacity, our Directors take the view that it is imperative for
us to enhance our production capacity in order to cope with the simultaneous growth of the electronic
product market in the PRC and to capture the business opportunities to, therefore, optimise our
profitability. Our expansion plan includes both upgrading and enhancing our existing machinery and
equipment and acquiring new machinery and setting up two additional SMT assembly lines and four
additional automated testing lines in the premises of approximately 6,700 sq.m. near our Shenzhen

Production Plant (the “New Premises”) to be leased by us.

Acquiring new machinery, upgrading three SMT assembly lines and setting up two additional
assembly lines and four additional automated testing lines. Based on the preliminary quotations
obtained by us, we estimate that the capital expenditure for the acquisition of new machinery and
equipment will be approximately HK$[REDACTED] million, which will be financed from the
[REDACTED] of the [REDACTED]. Also, we expect to utilise approximately HK$[REDACTED]
million from the [REDACTED] of the [REDACTED] to hire four additional workers to operate the

four additional automated testing lines.
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Particulars of additional machinery and equipment we intend to acquire for production of

PCBAs and electronic products are as follows:

Additional machinery and equipment

(a) For upgrading three SMT assembly lines (Note)
Back to back configurable momentum printer

Three-dimensional solder paste printing inspection
machine (double track)

AOI Inspector
Double track reflow oven

High-speed multi-function modular placing machine
(2M 1II base)

High-speed multi-function modular placing machine
(4M 1II base)

Sub-total

(b) For setting up two additional SMT assembly lines
Back to back configurable momentum printer

Three-dimensional solder paste printing inspection
machine (double track)

AOI inspector
Double track reflow oven

High-speed multi-function modular placing machine
(2M TII base)

High-speed multi-function modular placing machine
(4M 1II base)

Sub-total

(¢) For setting up four additional, automated testing lines
ICT (in-circuit test) machine

Number
of units

Estimated
costs

(HK$°000)

[REDACTED]

[REDACTED]
[REDACTED]
[REDACTED]

[REDACTED]

[REDACTED]

[REDACTED]

[REDACTED]

[REDACTED]
[REDACTED]
[REDACTED]

[REDACTED]

[REDACTED]

[REDACTED]

[REDACTED]

[REDACTED]

Note: As at 31 December 2017, the average age of the three SMT assembly lines to be upgraded was

approximately 8.3 years.

Assuming the three SMT assembly lines are upgraded, the two additional SMT assembly lines
and four additional automated testing lines are delivered, installed and available for production in

accordance with the implementation plan set out in the paragraphs headed “Implementation plan” in
the section headed “Future Plans and [REDACTED]” in this document, our Directors estimate that the
depreciation charge for these additional machinery and equipment will be approximately RMBO0.7
million and RMBS5.9 million for the year ending 31 December 2018 and 2019, respectively.
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Projected increase of our production capacity. We expect that after completion of the upgrade
of three SMT assembly lines and the set-up of two additional SMT assembly lines and four additional
automated testing lines, our production capacity for our SMT assembly lines will increase by
approximately 7,665 hours and 13,440 hours by the end of 2019 and 2020, respectively.

Our Directors believe that the projected increase in the production capacity for our PCBAs could
satisfy our future production needs in the next five years. As such, our Directors are of the view that
following the successful implementation of our business strategies, despite the additional production
overheads, the direct labour costs to be incurred and the depreciation charge for these additional
machinery and equipment, it will not cause any material adverse impact on our financial performance
as these additional machinery and equipment would enlarge our production capacity, enabling us to
take up more purchase orders from our customers, especially during the anticipated steady growth of
the electronic product market in the PRC from 2017 to 2021 with a CAGR of 3.9% and thus, offsetting
the additional costs incurred or arisen from the purchase of additional machinery and equipment.

Expand our Shenzhen Production Plant, convert our existing warehouse into an intelligent
warehouse and set up an additional intelligent warehouse

Since our Shenzhen Production Plant had been running nearly at full capacity for our PCBA
assembling and full electronic product assembling, respectively, our ability to take on new orders is
therefore limited by the space therein. In order to expand our production capacity, it is necessary for
us to expand our Shenzhen Product Plant. Hence, we plan to lease the New Premises, which will
accommodate the additional SMT assembly lines, automated testing lines and warehousing. We
choose to lease the New Premises due to its close proximity to our Shenzhen Production Plant and our
customers in the Guangdong Province, the PRC, which will enable us to work more closely and
effectively with our customers in terms of product design, provision of advice and after-sale services,
and substantially shorten the delivery time to our customers.

Our expansion plan includes the lease of the New Premises, renovating the New Premises to
house the two additional SMT assembly lines and four additional automated testing lines mentioned
above, and recruiting additional staff. We expected to enter into a preliminary lease agreement with
the landlord by the end of March 2019. Our expansion plan on our Shenzhen Production Plant is
expected to commence in or around the second quarter of 2019 and is expected to be completed by
the end of 2019.

Renovation works: We expect to receive approval from the Environmental Protection and Water
Supplies Department of Pingshan District of Shenzhen City* (YT 11 [ ER 45 (R FK B R) to
carry out renovation works in the New Premises for our expansion plan. The renovation work is
expected to complete in the second quarter of 2019 and we expect to obtain the opinion for completion
inspection of the environmental protection for production process from the Environmental Protection
and Water Supplies Department of Pingshan District of Shenzhen City* (I T FF L [ B2 55 28 58 Fi 7K
¥ J7)) (the “Completion Inspection Opinion”) by the end of 2019.

- 103 -



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

BUSINESS

Setting up intelligent warehouse and converting our existing warehouse to be an intelligent
warehouse: We intend to set up an intelligent warehouse in the New Premises and convert and upgrade
our existing warehouse with an area of approximately 3,000 sq.m. to be an intelligent warehouse by
dividing it into six storage areas, and 10,000 sections for storage of different kinds of raw materials
based on the sales orders on hand from time to time. The intelligent warehouse will be installed with

automate conveying belts and other facilities.

We expect to utilise approximately HK$[REDACTED] million to expand our Shenzhen
Production Plant; of which approximately HK$[REDACTED] million and HK$[REDACTED] million
from the [REDACTED] of the [REDACTED] will be utilised for rental of the New Premises and
setting up an additional warehouse therein, and conversion of our existing warehouse, respectively;
and approximately HK$[REDACTED] million from the [REDACTED] of the [REDACTED] will be

utilised to hire one additional technical staff to operate and maintain the intelligent warehouse.

Further strengthen our research and development capabilities

As an EMS provider, we are distinguished from conventional OEMs by providing a wide range
of services and solutions in addition to the mere PCBA or full electronic product assembling services,
including design enhancement and verification, provision of technical advice and engineering
solutions, raw materials selection and procurement, assembling services, quality control, logistic and
delivery and after-sale services. As such, our research and development capabilities play a pivotal role
in the success of our business. We intend to further strengthen our research and development

capabilities in the following ways: -

(i) Seeking to conduct new product development and introducing products that address
prevailing and expected changes in electronic product market. Our research and
development department will continue to research the latest technologies to deliver PCBAs
that can be applied to innovative electronic products and provide technological solutions
to our customers. In view of the increase in amount of revenue contributed by the provision
of our EMS to the production of electronic products for banking and finance industry, we
will continue to devote more resources to product development for such industry. Also, we
have a few pipeline products on hand for new customers, including through our vertically
integrated EMS solution platform, developing PCBAs of vibration chairs and smart

products.

(i1) Recruiting more talent. We plan to strengthen our research and development capability our
research and development department by recruiting more engineers and technicians. In this
connection, we plan to recruit an addition of six skilled research technicians;
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(iii) Continuing to improve our research and development capacities on the dual fronts. One
being (i) product quality, design and diversity, for instance, by tapping into the latest trends
and technological advances that can enable us to provide a wider range of products tailored
to our customers’ needs; and two, (ii) production efficiency for improving the assembling
process and reducing costs. Furthermore, to further augment our research and development
capabilities, we plan to cooperate with our customers and/or engage third party research
and development solution companies to develop innovative products and solutions. We will
also seek to improve our product design and engineering, and to develop and implement
more cost-effective production procedures such as adopting more advanced processing
technologies, enhancing the automation level of our production process and reducing

production costs; and

(iv) Striving to expand the usage of our PCBAs to other electronic products. We plan to explore
more business opportunities so that our PCBAs can be incorporated into more electronic

products in terms of their usage.

We expect to utilise approximately HK$[REDACTED] million from the [REDACTED] of the
[REDACTED] for recruitment of six skilled research technicians.

Upgrade our ERP system and enhance our capabilities in information technology

We believe that an advanced enterprise resource system (“ERP”) is essential for us to enhance
the efficiency of our operation. With an advanced ERP system, we can collect, store, manage and
interpret data from our business activities as it provides an integrated and continuously updated view
of our core business processes using common databases maintained by our database management
system. An upgraded ERP system can track our business resources, including cash, raw materials,
production capacity and the status of business commitments, for instance, our sales orders, purchase
orders and payrolls in a timely manner. The applications that make up the upgraded ERP system share
data across various departments (manufacturing, purchasing, sales, finance and accounting, etc.) that
provide the data. As such, this is useful for us to plan and iron out our business expansion plan. In
light of the above, we intend to upgrade our existing ERP system which runs on a variety of computer
hardware and network configurations using database, which will commence in or around March 2019

and complete the trial period by December 2019.

We expect to utilise a sum of approximately HK$[REDACTED] million from the [REDACTED]
of the [REDACTED] for this purpose of which approximately HK$[REDACTED] million will be used
to upgrade our ERP system; and approximately HK$[REDACTED] million will be used to recruit
three additional technical staff for operation and maintenance of the ERP system.
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OUR BUSINESS MODEL

We offer integrated manufacturing services including the provision of design enhancement and
verification, offering of technical advice and engineering solutions, raw materials selection and
procurement, quality control, logistic and delivery and after-sale services to our customers in respect
of our assembling and production of PCBAs and fully-assembled electronic products.

Our EMS business

With the objective to further consolidate our customer base, we provide full-fledged value-added
solutions to our customers across various stages of product development and manufacturing. Our EMS
business aims at specialising in large economies of scale in manufacturing, raw materials procurement
and pooling together resources, industrial design expertise as well as other value-added services such
as warranty and after-sale services. This can help free up our customers who do not need to
manufacture and keep huge inventories of products by themselves.

For the provision of vertically integrated EMS solution platform, we provide the following
services:

° Design enhancement and verification — Our research and development team together with
our production team will discuss with our customers the specification of the PCBAs and/or
fully-assembled electronic products in accordance with our customers’ initial design and
specifications, the intended functions of individual products and/or product prototypes to
ascertain if there is any design flaw, offer technical advice and engineering solutions to our
customers in order to help them transform their concept or initial design into PCBAs or
fully-assembled products, and provide technical advice and engineering solutions to our
customers assure seamless production of the products. We will also make recommendations
on the raw materials to be used for their products. Depending on the specifications
provided by our customers, we would provide suggestions to our customers on the
modifications of a given design and their specifications for the purpose of, among others,
cost saving, efficiency enhancement or design enhancement. Based on the design approved
by our customers, we will select and procure the necessary raw materials for production or
simply procure the raw materials according to customers’ instructions from their designated
suppliers;

o Raw materials selection and procurement — Our customers may provide the raw materials
to us or may request us to purchase the raw materials from their designated suppliers or
from our own source. We also assist our customers to source and procure raw materials,
control and negotiate with the suppliers for better prices and seek alternative suppliers to
achieve better cost savings for our customers;

° Assembling services — We offer an extensive range of customised assembly services of
both PCBAs and fully-assembled electronic products:

(i) PCB assembly: PCB assembly is a process of assembling, populating and soldering of

electronic components (such as capacitors, resistors, integrated circuits, magnetic
heads, transistors, diodes and semi-inductors) onto a PCB (which is used for both
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electronic circuits interconnecting medium and mechanical mounting substrate) to
form and produce a functional PCBA. Our PCBAs are either sold as stand-alone
products or embedded with our fully-assembled electronic products. Our PCBAs are
mainly applied for production of electronic products that are used in the banking and

finance, telecommunication, and smart devices industries.

(1) Full electronic product assembly: Full electronic product assembly involves the
assembly of our PCBAs (or the PCBAs manufactured by our suppliers) and the
structural parts, casing (plastic or metal), screens and packaging materials according
to the product design and specifications to form and produce a fully-assembled
electronic product. During the Track Record Period, we purchased a small amount of
PCBAs from our suppliers for incorporating into our fully-assembled products on a
need basis taking into account our then capacity to produce PCBAs, the design of the
products or requirements of individual customers. While we subcontract most of the
labour intensive and manual assemblying services in respect of our fully-assembled
products to our subcontractors, who undertake the subcontracted work under our
supervision, we upheld the core and integral part of our EMS, in order to ensure that
our fully-assembled electronic products can meet our customers’ requirements. Our
fully-assembled electronic products include mPOS, mobile phones, digital projectors
and photovoltaic inverters, which are under the brand of our customers or the brands

of their ultimate customers.

° Quality control — We have implemented a series of quality control procedures on the
selection and testing of raw materials, semi-finished products and the finished products
throughout the production process to ensure the quality of our products. For details, please

refer to the paragraph headed “Quality control” in this section.

° Logistics and delivery — For PRC customers, our customers will either arrange for
collection of our products from our Shenzhen Production Plant or request us to deliver the
products to their designated addresses, which are usually in the vicinity of our Shenzhen
Production Plant. For customers outside the PRC, we deliver the products on (i) FCA basis
by loading and delivering the products to the place in Hong Kong as designated by our
customers and our duties would then be discharged and the risk of loss of the products is
transferred to the customer; or (ii) FOB basis under which the title and risk of goods are

transferred to our customers when our products arrived on board; and

° After-sale services — We offer a warranty ranging from nil to 24 months from the date of
the delivery of our products. We provide after-sale services such as replacing defective
products for our customers during the warranty period. We endeavour to respond to all
customer support inquiries within 24 hours to ensure that we are able to address our
customers’ needs efficiently. During the warranty period, our Group normally allows the
return and replacement of products mainly due to quality reasons. We did not encounter any
significant product return and replacement during the Track Record Period and up to the
Latest Practicable Date.
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Our EMS business model is well-supported by a pool of experienced in-house research and
development talents, our ability to develop new assembly technologies and our extensive reach across
the electronic product supply chain. We prioritise and devote more of our research and development
resources into the development of technologies and method with higher efficiency, which our
Directors believe would in turn maintain our profit margin. Our ability to provide value-added
solutions to our customers differentiates us from the majority of the market’s OEM manufacturers
currently operating in the PRC.

The following diagram illustrates our current EMS business model:

Our customers will provide the initial design, specifications
and/or in some circumstances, the prototype of the PCBA or
the fully-assembled electronic product to us.

Receipt of specification
and prototype of the PCBA Our research and development team will understand the
from our customers and offer  [intended functions of the products and offer a broad range of

of value-added services design enhancement, production solutions and suggestions
to our customers by utilising both of our engineering and
technical capabilities to meet the varying needs of our
customers.

Approximately
1 to 3 days

Upon receipt of the enquiry, our sales department will
negotiate with our customers on the material terms of the
order. We may require up to 50% deposit from our
customers before formally accepting their purchase order.
We usually adopt our standard terms on the purchase
order. We will then notify the customer of our order
acceptance conditional upon receipt of deposit.

Ordering process
and receipt of deposit

Approximately
1 to 7 days

Planning of manufacturing resources and procurement of
raw materials and components from geographically diverse
suppliers to ensure cost competitiveness, stability and
Provision of assembly services, timeliness of suppliers.

procurement of raw materials

and conduct quality checking Assembling, populating and placing of PCBAs in our
Shenzhen Production Plant, and assembling of fully-
assembled electronic products with our PCBAs by our own
workforce or subcontractors and conduct quality checking
on both semi-finished products and finished products.

Approximately
2 to 25 days

Tnspection of our products Ogr overseas customers may ipspect prqducts before

including PCBAs and shipment. We are usually responsible for delivery on FCA )
or FOB basis. For customers in the PRC, our customers Approximately
will either arrange for collection of our products from our 1 to 5 days
Shenzhen Production Plant or request us to deliver the
products to their designated addresses.

fully-assembled electronic
product, delivery and settlement
of outstanding payment

We provide after-sale services such as replacing defective
products for our customers during the warranty period.

. Nil to 24 months
After-sale services . .
During the warranty period, our Group normally allows the
return and replacement of products mainly due to quality

reasons.

- 108 —



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

BUSINESS

OUR PRODUCTION
The Production Process

The following chart shows the major steps generally involved in our PCB assembly and full
electronic product assembly process:

PCB Assembly:
SMT Production

Raw materials, components and parts

# Solder paste printing

SMT mounting

]

Reflow soldering

|

AOI inspection

1

PCBA function testing

l

PCB Assembly: Put the DIP component onto
DIP parts placement the PCB by hand

Wave soldering

Product: PCBA

Full Electronic Product Assembly mainly by our
subcontractors under our
product Assembly: supervision

Finished product testing

1

Visual inspection

]

0OQC inspection

| }

Packaging (mainly for PCBAs)

|

Finished products for delivery
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PCB Assembly

PCB assembly is the process of assembling, populating and placing of various kinds of electronic

components (such as capacitors, resistors, integrated circuits, transistors and diodes and inductors)

onto a PCB to form a functional PCBA. All of our PCBAs undergo the PCB assembly and populating

process.

Set forth below is a brief description of each major step involved in the PCB assembly:

Raw materials, components

and parts

We procure all or part of the raw materials, components and
parts required for assembly such as (i) electronic components
and ancillary materials (including PCBs, semiconductors,
ICs, batteries and magnetic heads); and (ii) casing (plastic
and metal parts), packaging materials, LCD screens and
consumables, from our own source or the suppliers
designated by our customers; or obtaining the same from our
customers.

Solder paste, which is essentially powdered metal solder
suspended in a thick medium flux, is applied onto the PCB.
Solder paste is printed on the PCB by automated printer prior
to assembly. At times, based on our customer’s requirements
or product specifications, automated optical inspection (AOI)
and/or visual inspection will be performed to ensure solder
paste has been properly applied. This step is important to
ensure that we apply solder paste only to the right parts of the
PCB and mounting components have sufficient solder paste
for good soldering after the PCBs are assembled.
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SMT mounting

The automated mounters pick up components including chips,
ICs, connectors by vacuum placement heads and place them
on the PCB. Mounting time per chip ranges from 0.1 second
to 0.3 second with high precision ranging from 0.01 mm to
0.05 mm. After placement, we will conduct visual inspection
to check if components are properly placed according to our
customer’s requirements or product specifications.

After mounting, PCB is transferred by conveyor belt to pass
through a re-flow oven for soldering the components. In the
reflow oven, solder paste applied on the board is heated and
melted to keep the IC in place, and then the molten solder
paste is cooled to keep the IC attached to the PCB. This step
is to solidify and adhere the electronic components onto the
PCB.

Inspection and Quality
control

An AOI of PCB manufacture where a camera autonomously
scans the device under test for both catastrophic failure (e.g.
missing component) and quality defects (e.g. fillet size or
shape or component skew). It is commonly used in the
manufacturing process because it is a non-contact test
method. Machine vision systems optically scan the surface of
the PCB to spot defects. Apart from AOI, we also conduct

visual checking on our semi-finished and finished products.
X-ray inspection, which allows us to see through layers and
visualise lower layers of the PCBA to identify any hidden
flaw of our PCBAs, is carried out for more complex or
layered PCBs.
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PCBA Function testing

The overall quality of the product will be checked by our staff
or by the automated testing machines and ensure that it
conforms to the required standards of both our Group and our
customers, by means of testing on all of the work-in progress,
immediate defect analysis and timely repair analysis. The test
on finished product include visual checking and putting the
PCB through its paces, simulating the normal circumstances
in which the PCB will operate to check the PCB’s
functionality and conformity to its design.

Depending on the design of the PCBA, which may include
other electronic components that cannot be placed on the PCB
by SMT. For instance, ICs which exceed 75mm x 74mm x
25.4mm cannot be inserted by SMT. Before the manual
insertion, leads of the components have to been bent by our
worker using bending tools. Then, the components with bent
leads will be inserted manually into the through hole of
component locations on the PCB. Visual inspection will be
conducted to ensure that components are correctly inserted
thereafter before wave soldering.

We assemble the mainboard PCB with our SMT lines, while we assemble the PCB which is used

to convert AC to DC and control the voltage level of the ultrasonic devices with our DIP line.
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Full Electronic Product Assembly

Concerning the production process of our fully-assembled electronic products, we mainly
outsource the assembling of the products to our subcontractors who incorporate mainly the PCBA
manufactured by us in-house into the structural parts, casing, screens and other parts of the products
including the packaging materials to form and produce a fully-assembled electronic product. As such,
in respect of its production process, we focus on and undertake the quality control on the raw
materials, semi-finished products and finished products by our quality control staff by way of visual
inspection and with the assistance of machinery and equipment. Staff from both of our engineering
team and quality control team are assigned to the production plant of our subcontractors to supervise
the entire production process of our fully-assembled electronic products. We make use of machinery
such as wireless communication analyzers to test the finished products’ functionality and ascertain
whether they conform to our customers’ design. Upon the completion of the quality control
procedures, we arrange for delivery of the finished products to our customers. The production lead

time of our fully-assembled products varies by product. Generally, it is approximately 5 to 40 days.

OUR PRODUCTS

Our products comprise PCBAs and fully-assembled electronic products that are primarily
embedded with the PCBAs produced by us in-house.

Based on the usage of the final electronic products which embedded with our PCBAs, our PCBAs
can be broadly applied to electronic end products for three principal industries, namely, banking and

finance, telecommunication and smart device.

Our fully-assembled electronic products mainly include mobile phones, tablets, digital
projectors, mPOS, photovoltaic inverters and tablets embedded with the PCBAs primarily
manufactured by us and are under the respective brands of our customers or the brands of their

ultimate customers.
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The following table shows the revenue breakdown by products during the Track Record Period:

For the year ended 31 December
2015 2016 2017
% of total % of total % of total
RMB’000 revenue RMB’000 revenue RMB’000 revenue

PCBAs (Note 1)

Banking and finance 19,221 10.5 50,657 18.9 62,084 16.7
Smart device 5,530 3.0 16,289 6.1 42,547 11.5
Telecommunication 53,612 29.3 24,247 9.1 12,844 3.5
Others (Note 2) 660 0.4 667 0.2 694 0.2

Fully-assembled
electronic products

(Note 3)

mPOS 33,615 18.4 110,283 41.2 202,177 54.6

Tablets — — — — 12,185 3.3

Mobile phones 62,548 34.2 50,973 19.0 8,307 2.3

Digital projectors 5,586 3.0 6,432 2.4 3,478 0.9

Photovoltaic

inverters 919 0.5 3,311 1.2 487 0.1

Others (Note 4) 1,234 0.7 5,031 1.9 25,359 6.9
Total 182,925 100.0 267,890 100.0 370,162 100.0
Notes:

(I)  These PCBAs are sold as stand-alone products to our customers for their onward production of various kinds of

electronic products in the industries set out below.

2) Others mainly includes PCBAs for medical devices.

(3)  The PCBAs embedded in these fully-assembled electronic products are primarily manufactured by us with a small

portion being manufactured and supplied by our suppliers based on our requirements and specifications.

(4)  Others mainly include signal amplifiers, remote controllers for home applicances and street light controllers.

We generally assemble and manufacture PCBAs or full electronic products after receiving a
purchase order from our customers. Depending on the requirements of individual customers, we
procure all or part of the raw materials, components and parts required for assembly from the

suppliers designated by our customers or our own source; or obtaining the same from our customers.
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PCBAs

Our PCBAs are either sold to our customers as stand-alone products or be used for our in-house
onward production of fully-assembled electronic products under the respective brands of our
customers or their ultimate customers. We have experience in many methods of assembling PCBAs,
from DIP to customised fine pitch SMT, depending on the complexity of the PCBAs and/or the
fully-assembled electronic products that use our PCBA in production. Our PCBAs will go through a
thorough circuit board test and inspection process that may include solder paste printing inspection
(“SPI”), AOI, functional testing, and manual inspection. During the Track Record Period and up to
the Latest Practicable Date, we had developed and manufactured various types of market specific
PCBAs applicable to electronic end products catered for three principal industries, namely, banking
and finance, smart device and telecommunication.

PCBA for banking and finance related devices

We assemble PCBAs for ATM machines and mPOS. In relation to the ATM machines, we have
developed and manufactured PCBAs with varying specifications with functions to (i) control the
dispatch and deposit of cash notes from the ATM machines; (ii) control the display screen and the
lighting system of the ATM machines to indicate its operating status; (iii) handle user authentication,
data encryption and decryption and data transmission processes; and (iv) convert AC to DC and keep
the voltage level of the ATM machines at a preset or appropriate level. For the PCBA embedded in
mPOS, we assemble the mainboard PCB and its functions are to (i) control the display screen of the
mPOS to indicate its operating status; and (ii) handle credit card or ATM card verification, data
encryption and decryption and data transmission processes.

PCBA for smart devices

A smart device is an electronic device, generally connected to other devices or networks via
different wireless protocols such as bluetooth, Wi-Fi, 3G, etc., that can, to some extent, operate
interactively and autonomously. We mainly assemble mainboard PCBAs and the PCBAs which are
used to convert AC to DC and keep the voltage level of the smart devices such as sweeping robot main
boards (i i - 4), sweeping robot inductors (7 Hi# B E R ), IOT modules (¥ B A #E3) and smart
cups.

PCBA for telecommunication devices

We assemble PCBAs for telecommunication modules (i fl#514), routers and signal amplifiers
({5 98K #%). Our PCBAs are generally applied to mobile phones, routers and driving recorders, and
are used to control the communication between the devices and the transmitting stations. While the
PCBAs are generally designed by our customers, we also offer simple PCB layout and PCBA design
services upon our customers’ requests.

Others

During the Track Record Period, we also developed and manufactured PCBAs for other devices
such as medical devices. We offer medical PCBAs to our customers for their onward production of
ultrasonic devices (M I # F#AR), and the PCBAs for these medical devices are mainly designed
by our customers.
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Our automated machinery and equipment are capable of assembling PCBAs for medical devices

and applications, which require a high level of accuracy.

Fully-assembled electronic products

As part of our vertically integrated EMS solutions provided to our customers, we also provide
full electronic product assembly services to our customers, including PCBA casing, design, raw
material selection and procurement, provision of technical advices and engineering solutions,
assembly of the complete unit and packaging. The products that are fully assembled by us mainly
include digital projectors, mPOS, mobile phones, photovaltaic invertor and tablet that use the PCBAs
primarily manufactured by us. After manual insertion, visual inspection will be conducted to check

all components are properly and accurately mounted and assembled.

Digital projector

We developed and manufactured fully-assembled digital projector on an EMS basis for
brand-owners and OEMs under the brand of our customers or the brand owners. These digital
projectors are small sized and used for many applications such as conference room presentations and

home cinemas.

mPOS products

In view of the increasing mobile payment demand and need for transaction security and personal
information protection in the PRC, we developed and manufactured fully-assembled mPOS products
since 2015 on an EMS basis for various reputable mPOS product manufacturers in the PRC. The
mPOS products are card reading devices that may be connected to smart devices such as smartphones
to allow such smart devices to process payment transactions and function as mobile cash registers.
The mPOS products provide a secure way to read information from credit and debit cards, and to
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perform functions similar to the larger and generally more expensivestationary POS terminals at
retailers. The full mPOS products developed and manufactured by us are pocket-sized, handy and
portable, to be used by ultimate end users such as retailers salespersons for secure and convenient
mobile payment collection in anywhere.

Mobile phones

During the Track Record Period, we provided full electronic product assembly of mobile phones
and smartphones. A smartphone is a mobile device which combines the function of a mobile phone
and a conventional personal computer with functionality beyond making phone calls and sending text
messages. A smartphone runs on an operating system which provides configuration options for the
user to install and use various third-party applications. We design and offer mobile phones and
smartphones with a wide range of technical specifications and functions to meet our customers’ needs
in different parts of the world.
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Our mobile phones and smartphones adopted various mobile communication standards including
3G (the third generation of mobile communication standard that allows mobile phones, computers,
and other portable electronic devices to access the internet wirelessly defined by the International
Telecommunications Union) and 4G (the fourth generation of a mobile communications standard
intended to replace 3G, allowing wireless internet access at a much higher speed) in GSM, WCDMA

and LTE, etc. with different operating frequency applicable to different countries and regions.
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Photovoltaic inverter

Our photovoltaic inverters can convert the variable direct current (DC) output into an alternating
current (AC) that can be fed into a commercial appliance. Also, it can handle high power and can be
applied in outdoor inverters due to its corrosion-resistant characteristic.

Tablet

Our tablet is a small, portable personal computer with a touch screen as the basic input device.
It runs on an operating system which provides configuration options for the user to install and use
various third party function. For example, our tablets have been installed in taxis in Mexico to show
the fastest route to any chosen destination and to provide information to passengers.
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SALES AND CUSTOMERS

As at 31 December 2017, our sales and marketing team comprised 19 staff members. Our sales
and marketing team is responsible for formulating our Group’s overall sales strategies, collecting and
analysing market data and negotiating and finalising sales terms with our customers. Our sales and
marketing team, along with our production team, provides sales and after-sale services to our

customers.

For each of the three years ended 31 December 2017, our PRC sales accounted for approximately
79.6%, 81.8% and 90.1%, respectively, of the total revenue of our Group and our overseas sales

accounted for approximately 20.4%, 18.2% and 9.9% of the total revenue of our Group, respectively.

Customers

During the Track Record Period, our Group provided vertically integrated EMS solutions by
offering customised PCBAs and fully-assembled electronic products to our customers, including local
electronic product manufacturers, brand owners, OEMs and trading companies of various kinds of

electronic products in the PRC, Mexico, United States and Hong Kong.

The following table sets forth the information about our revenue by geographical location of our

customers during the Track Record Period:

For the year ended 31 December

2015 2016 2017

RMB’000 % RMB’000 % RMB’000 %
The PRC 145,676 79.6 219,183 81.8 333,650 90.1
Mexico — — — — 16,502 4.5
United States 6,340 3.5 37,488 14.0 6,828 1.8
Hong Kong 8,962 4.9 3,898 1.5 38 0.1
Others (Note) 21,947 12.0 7,321 2.7 13,144 3.5
Total 182,925 100.0 267,890 100.0 370,162 100.0

Note: Others mainly include South Korea, Spain, Austria and Taiwan and each of such regions accounted for a nominal
percentage of our total revenue ranging from approximately nil to 12.0%, nil to 2.7% and nil to 2.8% for each

of the three years ended 31 December 2017, respectively.
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Top five customers

For each of the three years ended 31 December 2017, our Group’s sales to our top five customers

accounted for approximately 75.3%, 76.4% and 80.3% of our total revenue in each of the respective

years. In the corresponding periods, sales to our largest customer accounted for approximately 27.0%,

41.1% and 44.9% of our total revenue. None of our Directors, their respective associates, and existing

Shareholders who hold more than 5% of the issued share capital, had any interest in our five largest

customers during the Track Record Period.

The tables below set forth the basic information of our Group’s top five customers during the
Track Record Period:

For the year ended 31 December 2015

Customers

Customer A

Customer B

Customer C

Customer D

Customer E

Products
sold to the customer

Mobile phones and
PCBAs of
telecommunication
devices

mPOS

Mobile phones

PCBAs of banking
and finance related
devices

Mobile phones and
PCBAs of
telecommunication
devices

Principal business activities

Customer A consists of two
PRC companies whose parent
company is listed on the
Shanghai Stock Exchange and
is engaged in the
development, production and
sale of mobile phones for
several renowned mobile
phone brands and sale of
mPOS in the PRC

A company listed on the
ChiNext Board and is
engaged in the research,
development, production and
distribution of various kinds
of smart cards and
payment-related terminals
and related application
systems

A Spanish company engaged
in the development and sale
of mobile phones

Customer D consists of a
PRC company and its branch
company, which are engaged
in the development and
production of ATMs and their
parts and accessories in the
PRC

Being a subsidiary of a
company listed on the
Shanghai Stock Exchange and
is engaged in the
development, production and
sale of mobile phones for
several renowned mobile
phones brands in the PRC
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Revenue
generated % of
from  our total
the sale revenue

(RMB’000)
49,307 27.0%
31,169 17.0%
21,947 12.0%
19,066 10.4%
16,242 8.9%

Credit period

30 days after
the date of
sales invoice

30% down
payment and
the remaining
70% payable

within 30 days

after the date
of sales
invoice

No credit term

30 days after
monthly
statement

60 days after
monthly
statement

The calendar
year in which
the customer
first started to
have business
relationship
with our Group

2011

2014

2014

2015

2013
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For the year ended 31 December 2016

The calendar
year in which
the customer

Revenue first started to
generated % of have business
Products from  our total relationship
Customers sold to the customer Principal business activities the sale revenue Credit period with our Group
(RMB’000)
Customer B mPOS A company listed on the 110,019 41.1% 50% down 2014
ChiNext Board and is payment and
engaged in the research, the remaining
development, production and 50% payable
distribution of various kinds within 30
of smart cards and business days
payment-related terminals after the date
and related application of sales
systems invoice
Customer D PCBAs for banking Customer D consists of a 48,066 17.9% 30-60 days 2015
and finance related PRC company and its branch after monthly
devices company, which are engaged statement
in the development and
production of ATMs and their
parts and accessories in the
PRC
Customer F Mobile phones An U.S. company engaged in 29,737 11.1% No credit term 2016
the development, production
and sale of mobile phones
Customer G PCBAs of smart Customer G consists of a 8,871 3.3% 30% down 2015
devices PRC company and its parent payment and
company in Austria, which the remaining
are engaged in development, 70% payable
production and sales of within two
sweeping robots weeks after
delivery
Customer E PCBAs of Being a subsidiary of a 7,908 3.0% 60 days after 2013
telecommunication company listed on the monthly
devices Shanghai Stock Exchange and statement

is engaged in the
development, production and
sale of mobile phones for
several renowned mobile
phones brands in the PRC
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For the year ended 31 December 2017

Customers

Customer B

Customer D

Customer A

Customer G

Customer H

Products
sold to the customer

mPOS

PCBAs of banking
and finance related
devices

Mobile phones,
PCBAs of
telecommunication
devices and banking
and finance related
devices

PCBAs of smart
product

PCBAs of
telecommunication
and smart devices

Principal business activities

A company listed on the
ChiNext Board and is
engaged in the research,
development, production and
distribution of various kinds
of smart cards and
payment-related terminals
and related application
systems

Customer D consists of a
PRC company and its branch
company, which are engaged
in the development and
production of ATMs and their
parts and accessories in the
PRC

Customer A consists of two
PRC companies whose parent
company is listed on the
Shanghai Stock Exchange and
is engaged in the
development, production and
sale of mobile phone for
several renowned mobile
phone brands and sale of
mPOS in the PRC

Customer G consists of a
PRC company and its parent
company in Austria, which
are engaged in development
and production and sales of
sweeping robots

A company listed on the
National Equities Exchange
and Quotations System in the
PRC and is engaged in the
development and production
of communication products
and provision of IOT
solutions

Revenue
generated % of
from  our total
the sale revenue
(RMB’000)

166,057 44.9%
61,544 16.6%
36,120 9.8%
20,328 5.5%
12,841 3.5%

Credit period

50% down
payment and
the remaining
50% payable
within 30
business days
after the date
of sales
invoice

30-60 days
after monthly
statement

30 days after
the date of
sales invoice

30 days after
delivery

30 days after
monthly
statement

The calendar
year in which
the customer
first started to
have business
relationship
with our Group

2014

2015

2011

2015

2009

During the Track Record Period and up to the Latest Practicable Date, our Group did not have

any material disputes with our major customers.
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Principal contractual terms with our customers

We set out below the typical terms contained in our customers’ cooperation agreements and

purchase orders:

Product specification

Quantity

Credit terms

Unit Price

Quality and acceptance

Delivery

Our customers will provide us with the specifications on the
PCBAs and the prototype of the PCBAs including the PCB
sizes, specifications and functions with respect to the
ultimate products.

For some customers, the purchase orders may give a brief
outline or concept of the design and functions to be achieved
only.

The cooperation agreement might specify the minimum
quantity per purchase order per month. Also, the customers
might be required to provide demand forecast to facilitate our
provision of EMS.

Save for new customers who are required to make full
payment to us before we deliver the products to them, we
generally grant credit periods to our customers varying from
30 to 120 days, depending on the creditworthiness of
individual customers, which is determined on a case-by-case
basis with reference to the customers’ scale of operation,
track record and length of business relationship with us.

The purchase orders from our customers usually set out the
unit price of the products.

Different cooperation agreements or purchase orders have
different quality and acceptance standards, such as (i)
sampling checks before delivery against individual
customers’ requisite passing rate of sampling checks; (ii)
compliance with the international certification standard; (iii)
compliance with the product specifications as mutually
agreed between the customers and us in advance before
production commences; or (iv) compliance with individual
customers’ internal quality control standards.

For PRC customers, our customers will usually (i) arrange for
collection of our products from our Shenzhen Production
Plant; or (ii) request us to deliver the products to their
designated addresses. For customers outside the PRC, the
purchase orders will usually specify the basis under which the
delivery shall be made (such as FCA or FOB basis). Some
purchase orders specify that in case of delay in delivery, we
shall pay compensation at an agreed percentage of the entire
value of the relevant purchase order to the customers.
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Warranty We offer a warranty ranging from nil to 24 months from the
date of delivery of our products in respect of the quality
standards specified in the cooperation agreement or purchase
orders. Such quality standards may include warranties that
our products are in compliance with (i) the sample provided
to the customer; (ii) the specified international certification
standards; (iii) the product specifications as mutually agreed
between the customers and us in advance; and (iv) individual
customers’ internal quality control standards.

Product return We allow product returns and replacements due to the breach
of our warranties in respect of the quality of the products if
the requests for product return are made within the prescribed
time set out in the cooperation agreements or purchase orders.

Sales

Payment methods

Our customers in the PRC usually settle payment by way of telegraph transfer, bank transfer or
bank acceptance bills. As to the latter, we would accept bank acceptance bills if we have confirmed
with the suppliers and they would allow us to settle our payment with them by endorsing the bank
acceptance bills we received from our customers. The maturity of the bills receivables generally does
not exceed six months. For each of the three years ended 31 December 2017, approximately 26.1%,
20.3% and 34.0% of the revenue received from our customers was paid by bank acceptance bills for
settlement and the purchase of our products, respectively.

During the Track Record Period, we experienced delays in receiving our trade and bill
receivables. We have implemented a number of internal control procedures to enhance our
management of our trade and bills receivables. For details, please see the paragraph headed “Risk
Management” in this section.

Delivery and logistics

For PRC customers, our customers will either arrange for collection of our products from our
Shenzhen Production Plant or request us to deliver the products to their designated addresses, which
are usually in the vicinity of our Shenzhen Production Plant. Delivery of our products to customers
is made via road or sea shipment. For products delivered via road within the PRC, our Group generally
delivers the products by our own motor vehicles or engages third-party logistic service providers to
deliver the products from our Shenzhen Production Plant to the destinations specified by the
customers. Depending on the relevant contract terms, the delivery costs will be borne either by us or
our customers. The risks of the products remain with our Group until the products are duly delivered
to our customers’ designated destinations. For each of the three years ended 31 December 2017, our
total delivery costs were approximately RMBO0.9 million, RMB1.6 million and RMB2.1 million,
respectively. For our export sales to overseas customers, our products are delivered to the place or
carrier designated by our customers on either FCA basis or FOB basis.
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Products return policy and after-sale services

Product return policy: We offer a warranty ranging from nil to 24 months from the date of
delivery of our products. During the warranty period, our Group normally allows the return and
replacement of products mainly due to quality reasons. We generally categorise the product defects
into technical defects and non-technical defects. Any technical defect found will be referred to our
engineering team while all non-technical defects for instance, defects found on the surface of the
product’s packaging, will be handled by our sales and marketing team together with other relevant
teams. We endeavour to respond to all customers’ inquiries regarding any product defect within 24
hours to ensure that we are able to address any issue efficiently. During the Track Record Period, our
Group had not experienced any significant product return and replacement owing to any quality issue,
which would have caused any material and adverse impact on the financial condition and operating
results of our Group.

After-sale services: The staff members of our sales and marketing team regularly pay visits to
and communicate with our customers to collect their feedback on the quality, preferences,
improvements and market demands of our products. Our sales and marketing team will share this
information with our production team and research and development team in order to improve the
existing products.

Complaint handling: Our sales and marketing team is responsible for handling customers’
complaints. If a customer has lodged a complaint on the quality of our products and/or made a written
request to return and replace a product, our sales and marketing team will pass the matter to our
production team and quality control team to inspect the products under complaint. If the complaint
and/or the request for product return and replacement is genuine, we will arrange for the replacement
to be sent to customer.

CUSTOMER CONCENTRATION

For each of the three years ended 31 December 2017, our Group’s sales to our top five customers
accounted for approximately 75.3%, 76.4% and 80.3% of our total revenue, respectively. In the
corresponding periods, sales to our largest customer accounted for approximately 27.0%, 41.1% and
44.9% of our total revenue, respectively. Please refer to the section headed “Risk factors — Our
Group had a concentration of customers during the Track Record Period and any decrease or loss of
business from these major customers could adversely and substantially affect our operations and
financial conditions” in this document for the customer concentration risk.

Reasons for our customer concentration

Our Directors consider that our customer concentration during the Track Record Period is
contributed by a combination of the following key factors:

(i) Our Group is able to maintain a stable relationship with our major customers. As at the
Latest Practicable Date, our Group maintained business relationship ranging from
approximately two years to nine years with our top five major customers. Furthermore, our
Directors believe that our major customer tends to engage EMS providers with proven
high-quality work and on-time delivery track record, like our Group. During the Track
Record Period and up to the Latest Practicable Date, we had not experienced any material
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product returns from our top five customers. Also, we did not have any material dispute
with any of them. In addition, our Group has also received a number of awards from our
top five customers in recognition of our service quality. For details, please refer to the
paragraph headed “History, Development and Reorganisation — Our business
development” in this document; and

(i1) During the Track Record Period, we have obtained various utility model patents and
software copyrights which had been applied on our PCBAs sold to our major customers. In
particulars, one copyright have been applied specifically on the PCBAs of sweeping robots
sold to Customer G, and two patents and one copyright have been applied specifically on
the PCBAs of ATMs sold to Customer D. As such, our Directors believe that our possession
of a range of utility model patents and software copyrights has caused our services more
favourable to our major customers, and hence, it would be more difficult for them to switch
to other EMS providers.

Our Directors believe that our Group’s business model is sustainable despite such customer
concentration due to the following factors:

(i) Our integrated and value-added services help strengthening our business relationship with our
existing customers and bring in new customers

Some of our major customers had long-standing business relationship with us. We maintain our
long-term business relationship with our customers by, among others, working together with them as
a co-creation team or quasi partners in their development of new products by offering value-added
integrated EMS to them at various stages of their product development and production. Our quality
products, capability and research and development ability enable us to meet the requirements of
different customers not only restricted to our top five customers but other existing and potential
customers. We offer a wide range of PCBAs and fully-assembled products with different
specifications to cater for our customers’ needs. Attributed to the experience and expertise of our
research and development team and our engineering team, we are able to provide design enhancement
and verification services and technical advices and engineering solutions to them at the early stage
of their development of a particular product. We allow these customers to send their representatives
to our Shenzhen Production Plant to oversee the production process of their products if they find it
necessary, which would facilitate a timely communication and exchange of ideas and feedbacks
between our customers and us. Therefore, if any of our top five customers ceases to place orders to
us and provided that we will have spare production capacity, our Group could serve other existing
customers and new customers by re-allocating our production capacity. Therefore, our Directors are
of the view that if there is diminishing volume of orders from the top five customers, we are still able
to secure alternative orders from existing customers and solicit new customers to replenish our order
book.

We will continue to endeavour to secure new business from our existing customers, which will
enhance our profit-earning ability and industry recognition and thus would increase our competitive
edge in securing new customers in the future and benefit our Group’s profitability in the long run.

On the other hand, the ranking of our top five customers for each of the three financial years
during the Track Record Period was different. This suggests that we did not place undue reliance on
any particular customer among our top five customers throughout the Track Record Period for revenue
generation. For the year ended 31 December 2017, our Group had started business relationships with
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new customers such as a company carries in the business of sale and purchase of computer equipment
and peripherals in Mexico and a company engaged in the provision of smart street lighting and smart
lighting solutions in the PRC which accounted for 3.3% and 1.7% of our revenue, respectively. As
such, our Directors believe that our Group has reduced our reliance on our major customers.

(ii) Our expansion to new industry(ies) where our PCBAs can be applied

We are actively expanding the application of our PCBAs through developing PCBAs that are
applicable to electronic end products for other industries. We are striving to strategically increase our
level of participation in the product development of customers in other industry(ies) to enhance our
industry reputation and recognition, diversify our source of revenue and bring more earnings to our
Group. By doing so, our reliance on a particular customer or any particular electronic end products
in a particular industry would be reduced.

RELATIONSHIP WITH CUSTOMER B

Background of Customer B

Customer B was our second largest customer for the year ended 31 December 2015 and the
largest customer for each of the two years ended 31 December 2017. Our relationship with Customer
B started in 2014 when we sold fully-assembled electronic products (including mPOS and smart cards
reading devices) to it as our customer.

Customer B is a limited stock company listed on the ChiNext Board. It engages in the research,
development, production, and distribution of various kinds of smart cards (including communication
smart cards, financial integrated circuit cards, city cards, mobile multimedia broadcasting television
receiving cards, tax control cards, social insurance cards, gas cards) and payment-related terminals
and related application systems such as mPOS, bluetooth reading devices and other products related
to mobile internet and payment service. As at the Latest Practicable Date, Customer B has a registered
capital and market capitalization of approximately RMB430.1 million and RMB3,457.7 million,
respectively. Based on its latest annual report released, Customer B recorded a revenue and net profit
attributable to its shareholders of approximately RMB1,627.3 million and RMB19.8 million,
respectively, for the year ended 31 December 2016.

Sales during the Track Record Period

During the Track Record Period, the revenue generated from our sales to Customer B amounted
to approximately RMB31.2 million, RMBI110.0 million and RMBI166.1 million, representing
approximately 17.0%, 41.1% and 44.9% of our total revenue, respectively. The growth was primarily
attributable to the increase in Customer B’s purchase orders of our mPOS arising from the trend for
mobile payment demand and the need for transaction security and personal information protection in
the PRC.

Stable and sustainable business relationship between Customer B and our Group

Over the three years of cooperation, our management team has accumulated extensive knowledge
in the products, operation standard, requirements and procedures of Customer B. Since then, we have
maintained a close business relationship with Customer B. Given our turnkey EMS capabilities, we
worked closely with Customer B throughout the whole production process and provided valued-added
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services in terms of cost saving, raw material selection procurements from its designated suppliers or
our own suppliers and engineering solutions to it in its development of new products. Hence, we
believe that Customer B considers us as its valued business partner and we have developed a stable
and sustainable business relationship with Customer B.

Our reliance on Customer B would not affect our business prospects and sustainability

Along with maintaining a stable business relationship with Customer B, we have from time to
time identified and taken on new customers that need our PCBAs for onward production of their
electronic products or our fully-assembled products which meet their requirements in terms of their
quality and functions. Our Directors confirmed that our Group has no intention to limit ourselves to
focus on providing EMS to Customer B in the future, and having taken into account the following
factors and measures taken by our Group, our Directors consider that our reliance on Customer B or
the loss of Customer B would not have a significant adverse effect on our business prospects.

Our experience in serving sizeable customers like Customer B: Our business relationship with
Customer B and track record in selling products to it can be regarded as a credit to our ability to
provide quality EMS in both PCBA assembling and full electronic product assembling in the EMS
industry in the PRC, which is highly competitive and fragmented. This will in turn attract more
electronic product manufacturers and customers with a sizeable scale of operation, which adopt a
stringent approach in their selection and sourcing of suppliers in a region, to cooperate with us in their
product development and production. In addition, we believe that the development of our business
relationship with Customer B enables us to better understand (i) the criteria, requirements and quality
standard of sizeable and renowned customers; and (ii) the key elements and strategies for effective
customer management and provision of services to these renowned customers, which can be replicated
to other customers. We consider our relationship with Customer B to be in line with our Group’s
strategy to focus on establishing long-term relationships with reputable customers. On the other hand,
there is no restrictive covenant in selling our products to Customer B which forbids or restricts our
Group to provide EMS or sell our products to other customers. Therefore, we are free to look for other
customers in the PRC.

Owing to our experience in providing quality EMS to customers in the PRC, including Customer
B, our Directors do not foresee any difficulty for us to look for other customers.

Transferability of our skills. In the unlikely event that our current business relationship with
Customer B deteriorates or ceases, we shall still be able to avail our capabilities and resources to serve
other customers. Our skills can be readily transferred to serve other potential customers to satisfy
their needs. Based on our past experience, we foresee that it would not incur significant costs if our
Group re-allocates our resources to serve other customers. The preparation works required to serve
new brand owners and fulfilling individual customers’ requirements are not expected to incur any
significant cost. Hence, our Directors are of the view that our Group is able to meet the demands of
other customers and thus, the changing market.

Difficulties faced by Customer B in engaging other EMS providers in the PRC in place of our
Group. To the best knowledge and belief of our Directors after making all reasonable enquiries with
Customer B, our Directors note that Customer B, being a technology company listed on the ChiNext
Board and engaged in research, manufacture and sale of various kinds of smart cards and related
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application systems, the process of identifying and approving a supplier could be time consuming and
might result in unforeseen operational problems to Customer B, as Customer B has its own criteria
and protocol in its selection of EMS providers. Furthermore, we have a proven record in providing
value-added EMS to Customer B in its development of new product.

Given that Customer B will continue to focus on its research and development of new products,
in particular, telecommunication devices and financial products, such as mPOS and other mobile
phone connected payment devices and systems and it does not have its own production plant for
production and assembling of products in the PRC, Customer B is expected to continue to rely on our
Group’s EMS. Our Directors believe that it would be rather difficult for Customer B to replace our
Group with some other EMS providers as we (i) have acquired knowledge of Customer B’s corporate
culture, quality standard and approval protocol of its products; (ii) provide value-added and
customised EMS for the manufacture of its products whereas other electronic product manufacturers
will manufacture on the products on OEM basis without providing any input to the products’ design
and engineering solutions; and (iii) have had over three years of close cooperation with Customer B.
It is noteworthy that after the first year of cooperation, Customer B had largely increased its purchase
mPOS during the Track Record Period, due to, in our Directors’ observation, the quality of our
products and our ability to deliver the products to it on a timely basis. Our Directors believe that
Customer B has confidence in our ability to closely work together in developing its products.

In addition, our Directors are of the view that it is not easy for Customer B to replace our Group
by engaging other EMS providers if it cannot find an EMS provider with a scale of operation
comparable to us as (i) it would increase its administrative work and expenses if it has to arrange the
manufacture and assembling of its products to a number of EMS providers and monitor or review the
performance of these EMS providers at one time; and (ii) the automation level of the production
facilities of these new EMS providers may not be able to meet Customer B’s standard and
requirements from time to time.

On 5 January 2017, China UnionPay Co., Ltd. ("B R 5 i {3 4 FR A 7)) (“China UnionPay”),
a customer of Customer B, published a UnionPay card acceptance terminal product life cycle safety
and quality management guidelines ($RI K52 & o i 0 A A 8 012 2 BV R AR M) (the
“Guidelines”), which set out various requirements to provide guidance in relation to the design, the
safety of production process and the quality management of the UnionPay card acceptance terminal
product, so as to increase the product design and quality management standards of the manufacturers
of such products. Upon the request of China UnionPay, a factory review has been conducted at our
Shenzhen Production Plant based on the requirement set out in the Guidelines on 9 August 2017. On
27 November 2017, China UnionPay has published a list of compliant terminal enterprise under the
Guidances ($RIf R 32 B4 2 AL Ay 30 2 2 BV &= A5 BRIS A L Ao 2 26 4% 1), whereby Customer B
was listed as a compliant enterprise and our Shenzhen Production Plant was the only production plant
listed as the compliant production plant of Customer B. Hence, our Shenzhen Production Plant is the
only production plant eligible to supply UnionPay card acceptance terminal products to Customer B
and Customer B has to rely on our Shenzhen Production Plant to supply such product to China
UnionPay.

Further, a material supply and processing agreement has been entered into between Customer B
and our Group on 12 February 2018 which set out the basic terms for our provision of EMS to
Customer B (including quality requirement, delivery, payment method and credit terms) with a
duration of one year.

Taking into account the above factors and observations, our Directors are of the view that it is
both difficult and unlikely for Customer B to replace our Group without a material negative impact
on its business and operation in the PRC.
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Continue to identify potential customers to broaden our revenue stream. Our Group has been
providing EMS to different customers, which manufacture and distribute electronic products across
different industries. Our success was attributable to our efforts in working closely with our customers
in developing their products, the automation level of our Shenzhen Production Plant and our
reputation for offering quality EMS to customers. Hence, if we lose Customer B as our major
customer, our Group, with our reputation in the industry, production facilities and expertise, can avail
our resources to provide EMS to meet the requirements of other customers. In the unlikely event that
our current business relationship with Customer B deteriorates or ceases, we believe that with our
Directors’ experience, reputation and connection to the EMS industry in the PRC would enable us to
respond to market challenges and adjust our business direction swiftly to face any new challenge. We
plan to diversify our pool of customers and broaden our revenue stream in the long run, and will
continue to (i) maintain a close business relationship with Customer B; and (ii) identify potential
sizeable customers which look for EMS providers who can offer quality EMS. Our Directors believe
that, with our experience and proven track record in the EMS industry, we will be able to replicate
our success in the unlikely event that our relationship with Customer B deteriorates or ceases.

Experienced and dedicated management team. Our management team has an extensive and
in-depth knowledge of the EMS industry in the PRC. Our founder, chairman, executive Director, Mr
Ma and our executive Director, Mr. Cheng both have more than 16 years of experience in the EMS
industry market in the PRC. We consider that they are important in driving our future business
development.

Relationship with our five largest customers during the Track Record Period

None of our Directors, their respective close associates, or any Shareholders who or which own
more that 5% of the issued share capital of our Company as at the Latest Practicable Date, had any
interest in any of the five largest customers of our Group during the Track Record Period. Our Group
had not experienced any major disruption in business due to material delays or defaulting payments
by our customers by reason of their financial difficulties. Our Directors further confirm that they are
not aware of any of our major customers having experienced material financial difficulties that may
materially affect our Group’s business.

PROVISION OF EMS TO OVERSEAS CUSTOMERS

In respect of our fully-assembled electronic products, along with our sales to the local
customers, we also provide EMS for mobile phones, tablets and other telecommunication devices to
a few overseas customers under their brands or the relevant brand owners. Eternity Technology, our
subsidiary in Hong Kong, is mainly responsible for initiation and conclusion of sales and purchase
transactions with overseas customers. Upon receipt of the purchase orders from our overseas
customers, Eternity Technology would place corresponding purchase orders to Shenzhen Hengchang
Sheng, which is our major operating subsidiary and provides a full range of EMS to our customers,
for the design enhancement and verification (if required), raw materials selection and procurement,
assembling services, quality control and after-sale services. However, as a result of reallocation of our
overall resources and refinement of our product mix, since 2016, Eternity Technology has started
placing corresponding purchase orders with independent third-party companies in Hong Kong other
than Shenzhen Hengchang Sheng for outsourcing the production of the fully-assembled mobile phones
and tablets embedded with the PCBAs manufactured or provided by these independent companies.

Intra-group transactions between Shenzhen Hengchang Sheng and Eternity Technology

During the Track Record Period, most of our overseas sales orders were concluded by Eternity
Technology in Hong Kong with our overseas customers.
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For exports sales, Shenzhen Hengchang Sheng will deliver the finished products to the ports in
Hong Kong as designated by Eternity Technology, which is in turn based on the instruction of the
overseas customers. The transactions between Shenzhen Hengchang Sheng and Eternity Technology
are treated as sales of Shenzhen Hengchang Sheng to Eternity Technology and the selling prices are
based on the then prevailing market price of our products. Our Directors confirmed that the relevant
intra-group transactions were conducted on normal commercial terms. Notwithstanding that, we may
be challenged by the relevant tax authorities on the appropriateness of these transactions and may be
subject to possible tax exposure arising from our transfer pricing arrangement. Please also refer to the
paragraph headed “Risk Factors — Our operations may be subject to transfer pricing adjustments by
competent authorities” in this document. Our Directors confirmed that up to the Latest Practicable
Date, our Group had not been subject to any enquiry, audit or investigation by any tax authority in
the PRC or Hong Kong with respect to transfer pricing carried out by our Group.

The functions undertaken by Eternity Technology therefore mainly include initiation and
contracts conclusion in the name of Eternity Technology. The functions undertaken by Shenzhen
Hengchang Sheng include offering PCB assembly services and full product assembly services to our
customers based on their ideas and specifications with input to design enhancement and verification,
raw materials selection and procurement, assembling services, quality control, logistic and delivery
and after-sale services.

Intra-group transactions

The flow chart below shows the major steps and parties involved in the intra-group transactions

between Eternity Technology and Shenzhen Hengchang Sheng.

(1) Placing purchase orders
and making down payment

<

Overseas
customers

>

(4) Issue of invoice

~_ WV

(5) Payment of remaining balance

(2) Placing corresponding
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(6) Delivery of finished products
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Stage 1 — Overseas customers place orders with Eternity Technology

° Most of overseas customers’ sales activities are handled by Eternity Technology.

° Eternity Technology is mainly responsible for initiation and conclusion of sales and
purchase transactions with overseas customers.

° Eternity Technology also receives the purchase price remitted from our overseas customers.

Stage 2 — Provision of EMS by Shenzhen Hengchang Sheng

° Once Eternity Technology has received purchase orders from overseas customers, it will
place the corresponding purchase orders with Shenzhen Hengchang Sheng for the design
enhancement and verification, raw materials selection and procurement, assembling
services, quality control, logistic and delivery and after-sales services.

° The respective price in the purchase orders from Eternity Technology was based on the
prevailing marketing condition.

° Shenzhen Hengchang Sheng procures raw materials from independent third party suppliers.

° Shenzhen Hengchang Sheng is also responsible for quality assurance.

Stage 3 — Logistics management

° Shenzhen Hengchang Sheng is responsible for the whole logistics arrangement for
delivering the products from the Shenzhen Production Plant to the location designated by
Eternity Technology, which is in turn based on the instructions from the overseas customers
on FCA or FOB basis.

During the Track Record Period, the pricing of the sales of finished products between Shenzhen
Hengchang Sheng and Eternity Technology was based on the cost-plus basis. We assessed and
referenced similar transactions in the market and are of the view that the transactions are carried out
under arm’s length basis.

In order to assess whether the sales between Shenzhen Hengchang Sheng and Eternity
Technology were carried on an arm’s length basis, we have engaged an independent tax consultant (the
“Tax Consultant”), the tax department of one of the largest international auditing, tax and advisory
firms, to conduct an analysis of the above transactions by benchmarking the profit margin ranges
derived from companies comparable to Eternity Technology during the Track Record Period. Given
the functional profile of the parties involved in the transactions, transaction net margin method is
selected as an appropriate transfer pricing analysis methodology to test the arm’s length nature of the
above transactions. The analysis suggested that the transactions between Shenzhen Hengchang Sheng
and Eternity Technology can be conducted in accordance with the arm’s length principle from Hong
Kong and PRC perspectives.
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Based on the discussion with the Tax Consultant, our Directors take the view that the above
comprehensive assessment basis by reference to similar market transactions and applying the profit
margin ranges derived from comparable companies during the Track Record Period complies with the
applicable transfer pricing rules and regulations in the PRC and Hong Kong which require related
party transactions to be carried out at arm’s length basis.

Commercial rationale

Our Directors believe that such transaction enhance the effectiveness of our overall management
and operations and allocation of resources, refine our product mix and avoid the concentration of our
marketing and production function into a single entity with our Group.

Measure to ensure on-going compliance

Our Group’s transfer pricing arrangement is part of a normal trading operation where a
transaction price needs to be established. We have implemented a general policy in this area to follow
the arm’s length principle and to achieve an arm’s length outcome. We will regularly review the
arrangements between Shenzhen Hengchang Sheng and Eternity Technology, and where necessary,
appoint tax consultant to review such transfer pricing arrangements to ensure compliance with the
arm’s length principle.

As at the Latest Practicable Date, Shenzhen Hengchang Sheng has completed all the relevant tax
filings related to its related party transactions in compliance with the relevant PRC laws and
regulations and we were not aware of any enquiry, audit or investigation by any tax authority in the
PRC or Hong Kong with respect to transfer pricing carried out by our Group.

PRICING POLICY

We determine the prices of our PCBAs and fully-assembled electronic products on a cost-plus
basis. Since each product has its own specifications or requirements, the pricing of each product is
negotiated and determined on a case by case basis with individual customers in order to maximise the
profitability of our Group.

The price of our products is determined by reference to a number of factors including, but not
limited to, production costs, costs of raw materials, complexity of the manufacturing process, lead
time, packaging requirements and the size of the order.

As a result of the “cost-plus” pricing strategy, our Directors believe that our Group generally
passed the risks arising from any fluctuation in the purchase costs of raw materials to customers
during the Track Record Period. In this connection, we continuously keep ourselves abreast of
changes to the market prices, conduct regular reviews on the pricing policy and pay close attention
to responses from customers during the negotiations/quotations stage. Our Group may adjust the
pricing policy to ensure our Group is responsive to changes in the market price in a timely manner
to avoid any material adverse impact on our market position, competitiveness, performance and
financial conditions.
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For each of the three years ended 31 December 2017, the minimum, maximum and average unit
price of our products are as follows:

For the year ended 31 December
2015 2016 2017
Min Max Average Min Max Average Min Max Average
RMB RMB RMB RMB RMB RMB RMB RMB RMB

PCBAs

Banking and finance 2.9 550.8 55.5 2.9 905.3 74.4 1.4 905.3 85.4
Smart device 0.4 1,495.7 2.7 0.3 672.4 5.1 0.2 1,621.1 5.2
Telecommunication 0.1 85.7 5.8 0.2 176.9 4.4 0.4 601.4 11.8
Others 1.7 2,096.9 22.1 1.5 6,891.9 42.0 1.5 8,131.0 38.2

Fully-assembled
electronic products

mPOS 27.3 61.1 43.2 8.3  237.6 27.4 53 597.3 32.3
Tablet - - - - — — 5669 651.0  600.1
Mobile phones 0.6 1,424.5 17.9 0.5 6289 82.2 1087  430.0  193.1
Digital projectors 1.4 2500 15.2 0.5  845.3 19.3 0.5 4795 36.1
Photovoltaic inverters 20.0  256.4 50.8 20.0  787.0 78.9 6.3 299.2 56.7
Others 1.0 304.4 21.7 02 629.1 18.0 0.4  365.3 57.3

Note:  The pricing of our PCBAs and fully-assembled electronic products is on a cost-plus basis and is also subject
to the specifications and requirements provided by our customers. The unit price ranges are prepared by piece,
regardless of the product specification, order quantity, raw materials required and other elements which may
factor in the pricing of PCBAs and fully-assembled electronic products by order. As a result, there could be
significant difference between the minimum and maximum prices of certain products during the Track Record
Period.

Tax rebate

During the Track Record Period, part of our PCBAs and fully-assembled electronic products
were exported to overseas countries mainly to Mexico, United States and Hong Kong from the PRC
or via Eternity Technology. For the three years ended 31 December 2017, the revenue generated from
our export sales amounted to approximately RMB37.2 million, RMB48.7 million and RMB36.5
million, representing approximately 20.4%, 18.2% and 9.9% of our total revenue, respectively. We
were therefore entitled to a rebate of the VAT from the PRC tax authority arising from these export
sales at a rate of 17% for our PCBAs and from 5% to 17% for our fully-assembled electronic products.
We received export tax rebate in the respective sum of approximately RMBO0.1 million, RMBO0.8
million and RMB1.7 million for each of the three years ended 31 December 2017, respectively.

The amount of tax rebate is calculated by multiplying the invoiced value of our export sales with
the tax rebate rate applicable to the export product type. Application of tax rebate has to be made to
the tax authority. Should the PRC tax authority finds the documents submitted in relation to the
application of tax rebate in order, the tax rebate will be realised, by way of offsetting the VAT payable
or cash settlement, within one month. The purpose of the tax rebate is to refund the VAT incurred on
the raw materials we sourced for the production of our products in the PRC, which were subsequently
exported to overseas countries.
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PRODUCTION FACILITIES AND UTILISATION

Our Shenzhen Production Plant is located in Pingshan District, Shenzhen, Guangdong Province,
the PRC. For details, please refer to the paragraph headed “Property” in this section. All our SMT
assembly lines for production of PCBAs for sale as stand-alone products or for our onward production
of our fully-assembled electronic products are installed in our Shenzhen Production Plant. Except for
(i) a small portion of the fully-assembled electronic products which were incorporated with the
PCBAs supplied by our suppliers based on our requirements and specifications and (ii) the mobile
phones, tablets and other telecommunication devices produced by independent third party companies
in Hong Kong engaged by Eternity Technology for overseas customers, we used our SMT assembly
lines in our Shenzhen Production Plant to produce all of our PCBAs (including both the PCBAs be
sold as stand-alone products or embedded in our fully-assembled electronic products) during the
Track Record Period. Therefore, our SMT assembly lines collectively form an essential component of
our production process and the production capacity of our Shenzhen Production Plant is subject to the
production capacity of our SMT assembly lines. As such, we calculate our annualised utilisation rate
of our Shenzhen Production Plant based on the annual aggregate production capacity of our SMT
production lines in term of machine hour. The following table sets out the production capacity and
utilisation rate of our Shenzhen Production Plant, based on the available machine hours and
productive machine hours of our SMT assembly lines during the Track Record Period:

Production capacity and utilisation rate of our SMT assembly lines for production of PCBAs

For the year ended 31 December

2015 2016 2017
Number of SMT lines (Note 1) 11-13 11-12 10-11
Number of available SMT machine hours (hours)

(Note 2) 80,850 76,818 69,573
Number of productive SMT machine hours (hours)

(Note 3) 72,920 69,153 63,323
Utilisation rate (%) (Note 4) 90.2 90.0 91.0
Notes:

1. The number of SMT lines includes both SMT assembly lines owned by us and leased from third party lessors
during the Track Record Period.
2. The number of available SMT machine hours is calculated by multiplying the number of SMT lines by the number

of hours in a day and the number of days in a year that our SMT machines are expected to operate. The above
calculation is based on the assumptions that our SMT machines operate 21 hours a day, and 323 days, 321 days
and 316 days for each of the three years ended 31 December 2017, respectively.

3. The number of productive SMT machine hours refers to the total number of the actual machine hours utilised in

production, which includes set-up time but excludes unforeseen maintenance downtime.

4. The utilistaion rate is calculated by dividing the number of productive SMT machine hours by the number of

available SMT machine hours.
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Production capacity of our manual workers and simple machinery for production of
fully-assembled electornic products

Owing to the unique nature of different kinds of electronic products where the assembling of
which require substantive manual works of the assembling workers with the assistance of small
machinery and tools, our Directors consider that it is not feasible nor practicable to quantify and
disclose detailed utilisation rate regarding our provision of fully-assembled electronic products due

to the following reasons:

(i) Different fully-assembled electronic products with different product structure, complexity
and usage would require different assembling time and different number of skilled workers
for carrying out the assembling works. It is therefore not entirely feasible to quantify the

capacity of our assembling workers and/or the small machinery and tools used by them;

(i) If the assembling workers are left idle at the Shenzhen Production Plant awaiting further
orders, we would deploy them to assist in other matters such as the operation of SMT lines

or packaging of our products in our Shenzhen Production Plant; and

(iii) Our fully-assembled electronic products primarily used our in-house PCBAs with a small
portion sourced from our suppliers based on our requirements and specifications. Since
2017 and as at the Latest Practicable Date, we had subcontracted most of the manual
assembling and packaging of our fully-assembled electronic products to our
subcontractors. Our provision of full electronic assembly services therefore mainly
includes the provision of input to design enhancement and verification, provision of
technical advices and engineering solutions, raw materials selection and procurement,
quality control, logistics and delivery and after-sale services, which is difficult and even

infeasible to define accurate utilisation rate.

Though we cannot quantify the utilisation rate of our assembling workers and small machinery
and tools for our provision of fully-assembled electronic products due to the above reasons, our
Directors and management do monitor the overall deployment of our assembling workers and

machinery.
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MACHINERY AND EQUIPMENT

Our Shenzhen Production Plant is equipped with a variety of machinery and equipment for the
different stages of assembling the PCBAs and fully-assembled electronic products. SMT is the
primary type of machinery and equipment used by our Group for provision of assembling services. We
purchased these machinery and equipment from the PRC, Japan, Germany, Malaysia, Netherlands,
United States or South Korea. We adopt a straight-line depreciation policy on our machinery for three
to ten years, which our Directors believe is in line with industry norm. Notwithstanding that, the
machinery and equipment generally have a useful life of approximately ten years. The table below sets
out a summary of the principal machinery and equipment owned by our Group for the provision of

assembling services as at the Latest Practicable Date:

Remaining
Name of the Average age useful life
machinery and (approximately) (approximately)
equipment Quantity Principal functions (Note 1) (Note 2)
SMT machine 29 A machine that is used for high speed, 7 3
high precision placing of broad range
of electronic components
Reflow oven 10 Reflow soldering of surface mount 8 2
electronic components to PCB
Automated Optical 12 An automated visual inspection of 6 4
Inspection (AOI) printed circuit board which scans the
device under tests for catastrophic
failure (e.g. missing component) and
quality defects
Fully automatic SMT 7 A machine that is used for depositing 8 2
stencil printer solder paste on the printed wiring
boards (PWBs) to establish electrical
connections
3D solder paste 6 A machine that is used to monitor and 5 5
inspection machine control solder paste deposition in
board assembly operations using SMT
techniques, inspecting solder paste by
offering an automated method for
performing in-process inspection on
the assembly line
SMT production line 7.1 2.9
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Remaining
Name of the Average age useful life
machinery and (approximately) (approximately)
equipment Quantity Principal functions (Note 1) (Note 2)
X-Ray 1 A test machine with real-time high 1 9
magnification and resolution imaging
function using its X-ray capabilities
for inspection of our PCBAs
ICT (in-circuit test) 1 A test machine that tests a populated 4 6
machine PCB, checking for shorts, opens,
resistance, capacitance, and other basic
quantities which will show whether the
assembly was correctly assembled
Wireless 88 A machine that is used to test the 7 3
communication functions of the communication
analyzer products
Automated testing 4 A machine that is used to — 10
machine automatically test the functions of the
products
Wave soldering 2 For bulk soldering process used in the 4 6
machine manufacture of PCBs
Notes:
1. The average age of the machinery and equipment is calculated based on the aggregated age of the machinery
divided by the number of units of the machinery and equipment.
2. The remaining useful life of the machinery and equipment is calculated based on the estimated useful life

deducted the average age of the machinery and equipment.

Our SMT assembly lines are compatible for assembling (which forms part of the production
process) different types of products with slight adjustments. Hence, the same machinery and
equipment can be used for production of our PCBA and fully-assembled electronic products. Regular
maintenance of our production facilities is generally on a monthly basis and is scheduled to rotate

among different machinery and equipment to avoid a complete shutdown of our operation.

Repair and maintenance

We implement a series of repair and maintenance procedures for our machinery and equipment.
Our production team conducts routine checks on our machinery and equipment on a daily basis and
usually cleaning and detailed checks on a monthly basis. Generally, we check the sensors and other
major parts of our machinery and equipment on a quarterly basis and conduct thorough cleaning
thereof and their power supply systems on an annual basis. We maintain detailed records of

maintenance and repair of the machinery and equipment.
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We compiled a handbook of the guidelines for the operation and maintenance of our production
facilities. The handbook contains the procedures related to the planning and acquisition of new
machinery and equipment and details on the repair and maintenance of our machinery and equipment.
For each of the three years ended 31 December 2017, our costs incurred for the repair and
maintenance of our machinery and equipment was approximately RMBO0.2 million, RMBO0.1 million

and RMBO.1 million, respectively.

RAW MATERIALS AND SUPPLIERS

The raw materials we use for the provision of assembly services can generally be divided into
(i) electronic components and ancillary materials (including PCBs, semiconductors, ICs magnetic
heads and other consumables); and (ii) casing (plastic and metal parts), packaging materials, LCD
screens and consumables. For each of the three years ended 31 December 2017, the cost of raw
materials used accounted for approximately 49.7%, 75.4% and 77.3% of our total cost of sales,
respectively. Such increase in the cost of new materials used as a percentage of our total cost of sales
during the Track Record Period was due to the fact that more customers required us to select and
provide raw materials in the course of provision of PCBA assembly services and full products

assembly services to them.

Our Group sources raw materials generally from our PRC suppliers and suppliers from South
Korea and Taiwan. PCBs are used as critical parts of electrical and electronic products for connecting
electronic parts to each other along a circuit pattern designed on a substrate or supporting electronic
part, and act as a passive component widely used in various kinds of electronic products. PCBs with
electrical components are widely used in the electronic industry in a variety of products including

computers, servers, televisions and telecommunication devices.

Semiconductors are small silicon devices which are used to control the passage of electrical
currents in electronic devices. Semiconductors can be single discrete devices, such as a single
transistor and a resistor, and other more complex devices, which consist of a number of devices
manufactured and interconnected on a single semiconductor substrate. Semiconductors can be broadly
divided in terms of functions, including discrete, optical semiconductor, sensor, analog, memory,

microprocessor and microcontroller.

Our Directors confirm that there had not been any significant fluctuation in the market price of
these major types of raw materials during the Track Record Period. We source all our raw materials

from PRC suppliers who are Independent Third Parties.
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The table below shows a breakdown of our Group’s purchases by types of materials or products
for the three years ended 31 December 2017:

For the year ended 31 December

2015 2016 2017
RMB’000 % RMB’000 % RMB’000 %
ICs 18,055 19.2 33,517 20.2 50,126 20.1
Casing (both plastics
and metal) 7,124 7.6 15,556 9.4 34,827 14.0
PCBs 18,957 20.1 14,813 9.0 29,203 11.7
Magnetic heads 3,390 3.6 13,384 8.1 17,499 7.0
Packaging materials 5,562 5.9 10,997 6.6 15,743 6.3
LCD screens 14,351 15.2 3,393 2.1 12,420 5.0
Tablets — — — — 9,262 3.7
Semiconductors 2,494 2.7 8,007 4.8 9,018 3.6
Mobile phones (Note) — — 29,997 18.1 3,553 1.4
Other consumables 24,236 25.7 35,866 21.7 67,970 27.2
Total 94,169 100.0 165,530 100.0 249,621 100.0

Note: During the Track Record Period, we shifted our product mix towards certain products with better margin, such as mPOS
given the increased competition of the mobile phones market that has resulted in a decrease in profit margin of the
mobile phones products and our production volume have reached the existing designed production capacity. Since 2016,
Eternity Technology has started placing corresponding purchase orders with independent third-party companies in Hong

Kong for outsourcing the production of mobile phones.

Our Directors confirm that during the Track Record Period and up to the Latest Practicable Date,
we had not encountered any material quality issue on or shortage of the raw materials used for
production, which would otherwise have adversely affected our operation and provision of assembly
services.

During the Track Record Period, our Group purchased raw materials from over 500 suppliers
from a diversified geographical location. We generally have alternative sources to supply the same
kind of raw materials and hence, the loss of any single supplier would not have a material impact on
our operations. We do not enter into any long-term procurement agreements with any supplier. We do
not have any hedging policy against any risk of fluctuation in the raw material costs, but we do closely
monitor the market prices of the raw materials.

Procurement planning

As at 31 December 2017, our procurement and inventory team comprised 47 staff members. To
maintain our inventory of raw materials at a minimum level, we typically procure raw materials upon
receipt of purchase orders from our customers. During Track Record Period, we purchased raw
materials from more than 30 suppliers who were designated by our EMS customers. The remaining

- 141 -



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

BUSINESS

suppliers were selected by us based on our selection criteria. We have not entered into any long-term
procurement agreement with our suppliers. During the Track Record Period, we were able to mitigate
the risk of an increase in the costs of raw materials by passing the increase to our customers through
an increase in the price of their products.

During the Track Record Period, our production team would first place an internal purchase
request with our procurement department, based on the customers’ confirmed purchase orders. Save
for those raw materials to be supplied by the suppliers designated by individual customers at a
pre-determined price agreed by the customers, our procurement staff would request for price

quotations in advance from our generally three suppliers on our list of approved suppliers.

In selecting the price quotation, we take into account the terms and offers from each of the
suppliers each time before placing purchase orders. Such practice will allow us to enhance our
bargaining power on price and to avoid over-reliance on a single supplier.

Since our Group did not engage in any hedging activity nor enter into any futures contract or
price-lock arrangement to manage any price fluctuation of the raw materials, parts and components
during the Track Record Period, and does not plan to engage in any hedging activity in the foreseeable
future, our procurement department will closely monitor the price of the raw materials. When our
Group anticipates any increase in the price of raw materials or shortage of supply thereof, our Group
will adjust its procurement plans accordingly in order to minimise its exposure to fluctuations in

prices and supply.

Selection of suppliers

We select our suppliers based on a number of criteria including, but not limited to, their product
quality, pricing, supply capability and business track record with our Group. With our extensive
experience in providing EMS to our customers who are either notable brand owners, authorised
manufacturers or licensees and complying with their stringent quality standards, we understand the
importance of material safety and quality, and we are capable of identifying and picking quality

materials and suitable suppliers.

Shenzhen and other cities in the Guangdong province are blessed with a number of raw material
suppliers and our geographical proximity to the market allows us to source quality materials from a
wide range of suppliers at stable and competitive prices with high logistic efficiency. Hence, we do
not have to rely solely on a small number of suppliers. For each of the sourcing exercises for a new
type of raw material, we would typically pick from a pool of no less than 550 potential suppliers for
the same material and request the identified suppliers to provide quotations. We would demand our
chosen suppliers comply with relevant international quality control standards and perform quality

tests on the supplied materials.

We maintain a list of approved suppliers, whom would be removed from the list should they fail
to satisfy our quality and service requirements upon periodic review by our production material

control department. We are able to exercise considerable control over our sourcing exercises due to
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the vast number of available suppliers operating mainly in Guangdong Province, which allows us to

review and easily replace existing suppliers who fail to live up to our expectations from time to time.

Our Directors confirm that as our quality control department closely monitors the quality of the
supplied materials from the initial stage, we have not experienced any significant return of raw
materials which would cause any material adverse effect to our business operations during the Track
Record Period.

Salient terms of a typical purchase transaction

Our Directors do not consider it necessary to enter into any long-term procurement agreement
with any supplier, which is in line with industry practice. Instead, our Group places a purchase order

to the chosen supplier in any typical purchase transaction.

Instead, our Group would issue a standard purchase order to the supplier, on our list of approved
suppliers, in an ordinary purchase transaction. A standard purchase order contains the following terms
and conditions:

Specifications of the raw We will specify the raw materials we need and the quality of

materials each type of raw materials required in the purchase order of
agreement

Specifications and We will specify in the purchase order of agreement the
international or industry required standard and whether test reports of the raw
standards for raw materials are required
materials

Delivery We will specify the date of delivery in the purchase orders.

The suppliers are responsible for the delivery of the raw
materials to our Shenzhen Production Plant or the place as
designated by us or before the date of delivery at their own
costs

Quality standard Upon receipt of the raw materials, we are entitled to conduct
inspection of the raw materials based on the said quality
control standard and guidelines

Price We will specify the unit price of each type of raw materials
and the total contract sum in the purchase order

Return of defective raw If any defective or sub-standard raw materials are found upon
materials their arrival, we are entitled to request for replacement and
the supplier is liable for all the costs and expenses arising

therefrom
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Payment methods

Our Group is generally required to pay for the raw materials upon their delivery to our
warehouse or between 30 to 90 days after the date of the invoices. Sometimes, at the request of the
suppliers and subject to the demand and supply conditions of the relevant raw materials, we may need
to prepay certain amount of the purchase price in order to secure our purchase of the raw materials.
Payment is generally made by bank transfer or bank acceptance bills endorsed to us by our customers
and settled in RMB or USD. During the Track Record Period, we had entered into arrangement with
the banks or financial institutions with respect to the issue of any bank acceptance bills by ourselves.
For more details, please refer to the section headed “Financial Information — Trade and bills
receivables” in this document.

Our Directors confirm that, during the Track Record Period and up to the Latest Practicable
Date, as our quality control department closely monitors the quality of the supplied materials from
initial stage, our Group had not encountered any quality issues on or shortage or delay of raw
materials and/or any significant return of defective raw materials, which would have a material
adverse effect on the manufacture of our products. For each of the three years ended 31 December
2017, the value of the products returned to suppliers and the suppliers subsequently replaced the
defective new materials with the good ones over our total cost of sales was approximately 0.5%, 0.2%
and 0.7%, respectively.

SUBCONTRACTING

According to the Frost & Sullivan Report, the average monthly wage of employed persons in
manufacturing industry in Guangdong province, the PRC increased from RMB3,476.0 in 2012 to
RMBS5,198.6 in 2016, representing a CAGR of 10.6% from 2012 to 2016. In view of the increasing
labour cost, and in order to minimise the needs to maintain a large work force and increase the
flexibility and cost effectiveness of our EMS business, our Directors consider that it would be more
cost-effective to subcontract the assembling works of our full product assembly services, which are
relatively more labour-intensive, to third party subcontractors under our supervision and at the same
time upheld the core and integral part of our full product assembly services, i.e. using primarily the
PCBAs manufactured by us, provision of design enhancement and verification, provision of technical
advices and engineering solutions, selection and procurement of raw materials, quality control and
testing of both semi-finished and finished products.

Our arrangement with subcontractors

We do not enter into long-term contracts with any of our subcontractors. Nevertheless, we
maintain long-standing working relationships with them. We generally place purchase orders with our
subcontractors, which contain terms with respect to the subcontracting works, the delivery time, the
subcontracting costs and payment terms. Attributed to the industry experience of our Directors and
their familiarity with the assembly cost as well as the market price, we are therefore able to negotiate
with our subcontractors and seek to control the subcontracting cost at a reasonable level. During the
Track Record Period, we engaged more than ten third party subcontractors for undertaking the manual
assembly works. For each of the three year ended 31 December 2017, the total subcontracting charges
amounted to approximately RMB2.5 million, RMB0.6 million and RMB23.0 million, representing
approximately 1.7%, 0.3% and 7.4% of our total cost of sales, respectively.
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Selection of subcontractors

Pursuant to the contracts with our customers, we generally have to bear the responsibilities in
respect of defective products and/or late delivery. As such, our Directors consider that a stringent
selection of our subcontractors is of paramount importance. We will regularly review our selection of
subcontractors based on a number of factors, including: (i) company background, job reference and
their adherence to instructions, if any; (ii) timely delivery of products; (iii) quality of work
performed; (iv) safety and environmental compliance; (v) overall performance; and (vi) their
locations preferably in the vicinity to our Shenzhen Production Plant, to enable us to supervise both

the assembly process and implementation of our quality control measures.

Quality control on the subcontracted works

Our staff have regularly visited the production plant of our subcontractors. When there are any
subcontracted works to be carried out, we will designate two staff members from our engineering
department, a quality control supervisor together with the quality control personnel to station at the
subcontractors’ production plant to supervise their production processes, and conduct testing on the
semi-finished products and finished products to ensure the products are in compliance with the
specifications of our customers. We also require subcontractors to rectify all defects in their works
on the spot and after delivery. During the Track Record Period and up to the Latest Practicable Date,
we had not experienced any delayed performance by our subcontractors and we had not received any

material claims or complaints from our customers for substandard work of our subcontractors.

Our Directors confirm that we had no material dispute with any of our subcontractors during the
Track Record Period.

Our top five suppliers and subcontractors

For each of the three years ended 31 December 2017, the total purchases, including the supply
of raw materials and subcontracting fees, from our top five suppliers and subcontractors amounted to
approximately RMB23.6 million, RMB67.7 million and RMB94.3 million, representing
approximately 24.4%, 40.7% and 34.6% of our total cost of purchases and subcontracting fees for the
corresponding periods. For each of the three years ended 31 December 2017, our purchases from our
largest supplier accounted for approximately 7.0%, 11.5% and 12.0% of our total cost of purchases
and subcontracting fees, respectively. Most of our suppliers and subcontractors are based in the PRC

with a few in South Korea, Hong Kong and Taiwan.

None of our Directors, their respective associates and existing Shareholders, who own more than
5% of our issued share capital, had any interest in any of our top five suppliers during the Track
Record Period. None of our top five suppliers and subcontractors was our customers during the Track

Record Period.
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The following tables set forth certain information of our top five suppliers and subcontractors

during the Track Record Period:

For the year ended 31 December 2015

Raw materials
procured from the
suppliers or services

provided by the

Supplier subcontractors
Supplier A LCD screens
Supplier B LCD screens
Suppler C Batteries
Suppler D PCBAs
Supplier E PCBAs

Principal business

A PRC company engaged in
research and development,
manufacturing and sale of
electronic communication
products, LCD screen, computer

software and hardware

A PRC company engaged in
research and development,
manufacturing and sale of liquid
crystal materials, LCD screen and

liquid crystal mold

A PRC company engaged in
research and development,
manufacturing and sale of
electronic products and
components, battery, electronic
equipment and electronic

automation production equipment

A PRC company engaged in
provision of technology
development and sale of computer
and electronic products, including
the PCBAs

A PRC company engaged in
design, development and sale of
mobile phones, tablet computers
and electronic products, including
the PCBAs

Cost of
purchases or
subcontracting

fees

(RMB’000)

6,762

4,495

4,287

4,234

3,866
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% of total
cost of
purchases and
subcontracting

fees

7.0

4.6

44

44

4.0

Credit Period

10% down payment
and the remaining
payable within 3 days

after delivery

30 days after monthly

statement

30 days after monthly

statement

10% deposit and the
remaining payable
15-20 days after

delivery

10% deposit and the
remaining payable
15-20 days after
delivery

The calendar
year in which
the supplier/
subcontractor
first started to
have business
relationship
with our

Group

2015

2014

2015

2014

2015
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For the year ended 31 December 2016

Supplier

Supplier F

Supplier G

Supplier H

Supplier I

Supplier J

Raw materials
procured from the
suppliers or services
provided by the

subcontractors

Mobile phones

Plastic casing and

other consumables

Magnetic heads

Mobile phones

ICs

Cost of
purchases or
subcontracting
Principal business fees
(RMB’000)
A Hong Kong company engaged 19,071
in development, manufacturing
and sale of mobile phones
A PRC company engaged in 18,804
manufacturing and sale of
plasthetics and electronic products
A PRC company engaged in 11,208
manufacturing and sale of
electronic components
A Hong Kong company engaged 10,926
in development, manufacturing
and sale of mobile phones
A Korean company engaged in 7,682

development and sale of electronic

products
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% of total
cost of
purchases and
subcontracting

fees

11.5

11.3

6.7

6.6

4.6

Credit Period

15%-20% deposit and
the remaining
80%-85% payable

after delivery

30 days after monthly

statement

30 days after monthly

statement

20%-30% deposit and
the remaining
70%-80% payable

after delivery

30 days after monthly

statement

The calendar
year in which
the supplier/
subcontractor
first started to
have business
relationship
with our

Group

2016

2015

2015

2016

2015
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For the year ended 31 December 2017

Supplier

Supplier G

Supplier K

Supplier L

Supplier M

Supplier N

Raw materials
procured from the
suppliers or services
provided by the
subcontractors

Plastic casing

Provision of

assembling services

Batteries

Semiconductors and
ICs

LCD screens

Principal business

A PRC company engaged in
manufacturing and sale of

plasthetics and electronic products

A PRC company engaged in
manufacturing and sale of

electronic products

A PRC company engaged in sale
of batteries, electronic products,

and spare parts of mobile phones

A PRC company engaged in
manufacturing and sale of

electronic components

A PRC company engaged in
research, design, manufacturing
and sale of electronic components
and products in relation to
Light-Emitting and LCD

Cost of
purchases or
subcontracting

fees

(RMB000)

32,796

22,899

13,633

13,338

11,596

% of total
cost of
purchases and
subcontracting

fees

12.0

8.4

5.0

4.9

4.3

Credit period

30 days after monthly

statement

30 days after monthly

statement

30 days after monthly

statement

30 days after monthly

Statement

60 days after monthly

statement

ENTITIES WHO ARE OUR CUSTOMERS AND ALSO OUR SUPPLIERS

The calendar
year in which
the supplier/
subcontractor
first started to
have business
relationship
with our

Group

2015

2017

2016

2016

2016

For each of the three years ended 31 December 2017, there were one customer (namely,

Customer I), two customers (namely Customer D and Customer J) and six customers (namely

Customer D, Customer J, Customer K, Customer G, Customer L, Customer M), were also our

suppliers, respectively.

The reasons for which our customers are also our suppliers are as follows:-

There are circumstances where our customers are the only suppliers of certain raw

materials we find necessary to meet sales orders, such as specific models of IC chips and

specific models of coils. Thus we have to purchase such raw materials from our customers;

In view of the tight business production schedule at the commencement of our business

relationship with Customer K and Customer L in 2017, we purchased the respective raw

materials from them as we could not, at that point, identify any other stable source of the

required raw materials from suppliers apart from Customer K and L. Such arrangements

were only a temporary measure, thus we had no longer purchased raw materials from

Customer K and Customer L as at the Latest Practicable Date;
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3.  Customer G required us to incorporate specific IC chips, which were only supplied by
Customer G, in their new product models. Thus we made purchases of such raw material

from Customer G; and

4.  Customer D required us to use a specific type of raw material approved by them, which
were only supplied by Customer D, thus we made purchases of such raw material from

Customer D.

We will only source raw materials from our customers in order to satisfy their specific needs.

Our sales to these customers amounted to approximately RMB2.4 million, RMB42.7 million and
RMB62.8 million, respectively, which accounted for approximately 1.3%, 15.9% and 17.0%,
respectively, of our total revenue for the three years ended 31 December 2017. During the same
corresponding years, our costs of sales of these customers amounted to approximately RMB2.0
million, RMB35.5 million and RMB52.4 million, respectively, which accounted for approximately
1.4%, 16.1% and 16.9%, respectively, of our total cost of sales. Gross profit for the sales to these
customers for each of the three years ended 31 December 2017 was approximately RMBO0.4 million,
RMB7.1 million and RMB10.4 million, respectively. The gross profit margin for each of the three
years ended 31 December 2017 was approximately 18.0%, 16.7% and 16.6%, respectively, whereas
our overall gross profit margin for the corresponding year was 18.9%, 17.7% and 16.3%, respectively.

The following table set out the breakdown of gross profit from the entities who are our customers

and also our suppliers during the Track Record Period:

For the year ended 31 December

2015 2016 2017
Gross Gross Gross
profit profit profit
Gross profit margin Gross profit margin Gross profit margin
RMB’000 RMB’000 RMB’000
(approximately) % (approximately) % (approximately) %
Customer D — — 7,104 16.9 9,228 18.0
Customer G — — — — 257 21.9
Others 441 18.0 14 2.3 954 9.3
(Note)
441 18.0 7,118 16.7 10,439 16.6
Our Group’s overall gross
profit and gross profit
margin 34,591 18.9 47,530 17.7 60,338 16.3
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Note: Our Group generally adopts a more competitive approach when negotiating the sale price with our new customers
or potential customers. Among these four customers, Customer K, Customer L and Customer M were our new
customers in 2017 and our Group have adopted such approach so as to attract and retain them, which caused the
price more favourable than those offered to other customers. As a result, the gross profit margin of these
customers was relatively lower than the overall gross profit margin of our Group for the year ended 31 December
2017.

INVENTORY MANAGEMENT

The inventory comprises mainly of raw materials and finished products. Our procurement and
inventory team, which consists of 47 staff as at the 31 December 2017, closely monitor the inventory
level to meet the production requirements, and minimise any waste on inventory or obsolete inventory.

Raw materials

We purchase most of our raw materials after we have confirmed the purchase orders with our
customers and checked the orders against our inventory in order to avoid accumulation of excessive
inventories. Hence, on the one hand, we strive to maintain a minimal level of inventory for the raw
materials based generally on the purchase orders. On the other hand, we accumulate key raw materials
that we frequently use in our production, including PCB and IC, in order to meet our continuous
production needs for a period of around 30 days.

As most of our products are produced based on individual orders, there is no significant risk of
obsolescence. To facilitate the monitoring of our inventory, we use a standard enterprise resource
planning (ERP) system, which provides tools for us to, among other things, keep efficient and
effective records used since 2014 of purchase orders placed with our suppliers, and to aid us in
maintaining regular inventory levels, as well as commanding a centralised price information system
complete with account receivables and account payables to our customers and suppliers. Our Directors
believe that implementation of this ERP system has helped us controlling our inventory more
effectively. With the assistance of the ERP system:

° once the amounts are confirmed, and with the assistance of our production team, our
procurement and inventory team will check the availability of the existing inventory and
will then proceed to order the raw materials from suppliers chosen from our approved list
of suppliers;

° after our quality control team has inspected the incoming raw materials, such raw materials
will be warehoused and we will perform material categorisation and inventory tracking;
and

° a full stocktake is performed on a half-yearly basis to ensure the accuracy of stock-in and

stock-out information on record. Throughout the year, our Group reviews the stocktaking
records and performs inventory aging analysis to ensure that inventories are properly used
and that there is no unnecessary accumulation of aged inventories.

We adopt a first-in-first-out approach for the utilisation of the raw materials, and parts and
components.
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Finished products

Finished products refer to the products which are ready to be delivered to our customers. As our
Group commences the production process upon receipt of the purchase orders placed by our
customers, there is no significant risk of obsolescence of finished products. Our Group adopts a
first-in-first-out approach in utilising the finished products and closely monitors the inventory level
of the finished products to minimise the inventory level.

QUALITY CONTROL

Our Group has adopted quality control measures on the selection and testing of raw materials,
semi-finished products and end products throughout the assembling process to ensure the quality of
our products as well as their adherence to customers’ specifications. As at the 31 December 2017, our
Group had 35 quality control staff, which include four supervisors, four engineering staff and 27
technicians, responsible for quality control in four aspects, namely, incoming raw materials quality
control, SMT control, overall quality control and industrial electronics quality control, of whom seven
had completed tertiary education in different disciplines including mechanical engineering, applied
electronics engineering and computer sciences and two were university graduates in mechanical
engineering. They are in charge of the overall implementation of the relevant quality control measures
in the respective aspects at the different production processes and the finished products. Our quality
control team is mandated to identify any quality control issues and provide solutions to the production
team to address such issues.

For each of the three years ended 31 December 2017, our Group incurred approximately RMBO0.8
million, RMBO0.7 million and RMBO0.8 million, respectively, mainly for the salaries of our quality
control staff and the fees paid to external product inspection companies, for the costs of quality
control. Our quality control manager is involved in (i) reviewing the implementation of our quality
control measures; (ii) meeting with our quality control supervisors to discuss any enhancements in
quality control processing; (iii) organising training in quality control for new incoming quality control
staff; and (iv) discussing with the head of our procurement team in relation to the selection and quality
of raw materials to be purchased and used in the production of our products.

Quality control on the incoming raw materials

Incoming raw materials are subject to inspection by our quality control team on the acceptable
quality limit (AQL) and quality standard for production based on our internal guidelines to ensure
their conformity with the specifications set out in our design and schematics and requirements of our
customers before acceptance. Our quality control personnel prepare a report on the results of the
inspection and such report will be reviewed by the head of our quality control department. Upon
discovery of any sub-standard or defective raw materials, our quality control personnel will refer the
case to the procurement department which will communicate with the relevant suppliers for defect
analysis and arrange for the return and replacement of such supplies. AQL is an inspection standard
where the maximum number of defects that could be considered acceptable during a random sampling
inspection. We have adopted a series of strict quality control measures in the inspection and checking
of the incoming raw materials and electronic components before we use the same for production, in
order to minimise the risks of producing defective products.
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Depending on the nature of the raw materials, the internal guidelines of our Group require the
testing and inspection process to cover aspects including appearance, size, mechanical features,
electrical testing and geometric features. The raw materials and components which pass the incoming
quality check are delivered and stored in the warehouse.

The maximum amount of defective raw materials discovered during random inspections which
is considered by us as acceptable is 0.5% of the entire batch of the raw materials under inspection.
Though our Group has adopted a strict quality control measures in inspecting the incoming raw
materials, there are occasions that the raw materials are found to be sub-standard or defective during
the assembling process. If that happens, we will return the defective raw materials to the relevant
suppliers and request the suppliers to send a new batch of raw materials to us. Our Directors confirm
that due to our stringent policy in selection of suppliers and inspection of raw materials, we had not
experienced significant return of raw materials and components which could not pass our incoming

quality check to the suppliers for each of the three years ended 31 December 2017.

As PCBs are one of our largest raw materials, which are different in terms of surfaces, angles
and structures. We evaluate their circuit board flatness or the microstructures of the board with precise

measurement.

Quality control on the assembling process

The quality control personnel test the quality of semi-finished products at several major stages
in the assembling process of both PCBAs and full electronic products on a real time basis to ensure
the semi-finished products in the course of assembling can meet the required standards and customers’
specifications. Apart from visual checking, we also use advanced quality control machinery and
equipment including SPI, x-ray inspection, AOI and BGA rework device. Insofar as the assembly
services are subcontracted to the third-party subcontractors, two staff members from our engineering
department, a quality control supervisor together with other quality control personnel will be assigned
to station at the production plant of our subcontractors to supervise the entire assembling process of
our fully-assembled electronic products, conduct testing on both semi-finished products and finished
products and to ensure that the assembly process is carried out according to our instructions and the

final electronic products can meet our customers’ requirements and specifications.

If the semi-finished products are found to be defective, such semi-finished products will pass to
our laboratory managed by our production department for repair and will return to the quality control
department for a re-test. If the defective rate is more than 2.0%, the defective semi-finished products
will be passed to the engineering department to identify the problem and make adjustments to the

production techniques.
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One of our major objectives is to ensure that the overall quality of the semi-finished products
conforms to the required standards, by means of testing on all of the work-in progress, immediate
defect analysis and timely repair. The semi-finished products that fail to meet quality standards are
either repaired or disposed of and are subject to failure analysis, to identify the root cause of the
failure to determine what corrective actions need to be taken. Our production personnel and quality
control personnel meet regularly to discuss the causes of the quality problems of our products and the

corresponding solution to improve and ensure the quality of our products.

Quality control on overall quality of the finished products

It serves as our final control point to ensure that the finished products comply with the
customers’ requirements and the industry standards. Our Group requires the quality control personnel
to conduct random inspection on the physical appearance, level of adherence to our customers’
specifications and functional testing on the quality of the finished products. The finished products
must pass the final quality test on their functionality which put the product through its paces,
simulating the normal circumstances in which the product will operate before packaging. The products
that fail to meet quality standards will be subject to additional work and those which meet the
requisite standard will be subject to final inspection by the customers, if required. Some of our
customers also send their representatives to conduct on-site quality checks on the finished products.
After the final inspection, the finished products will be packaged and delivered to the warehouse
within our Shenzhen Production Plant to arrange for delivery to our customers or for collection by our

customers.

The same quality control procedures are applied to the finished products assembled by our
third-party subcontractors after these finished products are delivered to our Shenzhen Production
Plant.

Industrial electronics quality

In the provision of accurate assembling services to our customers on EMS basis, we have to
comply with the manufacturing processes of our customers, including the guidelines for
materials-handling and disposal. We have to ensure that our suppliers throughout the supply chain

meet the same strict standards.

This involves the measures to track defects throughout the production process by rapidly and
accurately identifying flaws, reasons for failures, and error trends in order to ensure product quality
and overall yield — for example, whether or not it is a specific vendor, a certain material or an
individual part of the process that has resulted in any defective products. By doing so, we can ensure
accurate assemblies of electronic components and keep pace with the short product development

cycles for electronic products.

- 153 -



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

BUSINESS

Quality certifications and recognition

We have obtained quality certifications in an effort to ensure our manufacturing system and
processes conform with the internationally recognised quality standards. We have obtained the ISO
9001 certification on quality management since 2005 and ISO 14001 certification on environmental

management system since 2009.

During the Track Record Period and up to the Latest Practicable Date, there were no material
claims for delay in delivery, defective products or sales returns from our customers. Our Directors
confirmed that there were no material product recalls nor claims against us in respect of any alleged
breach of the intellectual property rights of any third party during the Track Record Period and up to
the Latest Practicable Date.

RESEARCH AND PRODUCT DEVELOPMENT

Over the years, we have accumulated a certain level of technology experience on assembling
PCBAs and fully-assembled electronic products according to the specifications given by our
customers. As at 31 December 2017, we had 45 staff members in our research and development team,
out of which (i) three possessed a bachelor degree in engineering or computer application technology;
and (ii) 31 possessed a post-secondary-school qualification in the field of applied electronics or other
related disciplines in the PRC.

Leveraging our experience and knowledge derived from provision of EMS, our research and
development team, which is under our engineering team, focuses on the research and development of
technologies for improving the efficiency and effectiveness of the assembling process, quality control
enhancement, design and verification of PCBA and full electronic product assembly services to

customers; and to reduce their cost of production.

Alongside our provision of assembling services to our customers on EMS basis, our research and
development team also participates in the product development stage of our customers’ products,
which in the opinion of our Directors, would help strengthen our relationship with the customers and
ensure that the quality of our products meet customers specifications. Our research and development
team also has the capability to verify and develop the conceptual designs from the customers and turn
such design concepts into deliverable PCBAs or fully-assembled electronic products by improving the
PCBA specifications and design, product designs, recommending the proper and suitable raw

materials for assembling and testing of the trial products.

As at the Latest Practicable Date, our Group applied for the registration of various utility model
patents (H B # ) and software copyrights (¥ {3 fEHE) . Please refer to the paragraph headed
“B. Information about the business — 2. Intellectual property rights of our Group” of Appendix IV
to this document for details of the patent under application and the nine utility model patents and 16
software copyrights already registered under the name of Shenzhen Hengchang Sheng.
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As a result of our research and development capabilities, initiatives and achievements, since
2016, our Group has been awarded the status of “High and New Technology Enterprise*
(R HH T4~ 2£)” by the relevant PRC governmental authorities and has been enjoying a preferential
EIT of 15%. While our certificate of “High and New Technology Enterprise* (1= #1 £ fli {&3£)” expired
in 2018, given that (i) we have completed the necessary filings for examination of our status as “High
and New Technology Enterprise* ({5 #74% il {2£)” with the relevant authorities in August 2016; (ii)
there has been no major change to the laws and regulations relating to the certification since the last
certification; and (iii) our corporate status and research and development credentials have been
enhanced since the last certification, our Directors believe that we will continue to be qualified as a
“High and New Technology Enterprise* (#i#i#%fli4>3£)” and be granted the preferential EIT
treatment upon re-examination of our status as “High and New Technology Enterprise*
(BRI 4> 3£)” which is expected to be completed by the relevant authorities.

Our Group incurred approximately RMB7.3 million, RMB7.4 million and RMB12.4 million,
respectively, for the expenses related to research and development for each of the three years ended
31 December 2017, which was composed of the remunerations paid to these staff, depreciation
expenses, materials and service fee payable to third parties for product development.

SEASONALITY AND PRODUCT LIFE CYCLE

As our PCBAs are mainly applied to the production of the electronic products used in banking
and finance, telecommunication and smart devices industries, our Directors consider that the product
cycle of our PCBAs would be affected by the pace of technological development and the launching
of new electronic products in these industries. With the increase in electronic product consumption,
an increasing number of new electronic products spring up, old products are therefore expected to be
replaced in the short term, which further increases the demand for PCBAs and full product assemblies.

We generally record lower sales in the first half quarter of the year, which our Directors consider
to be generally attributable to the reduced business activities and closure of our Shenzhen Production
Plant around the Chinese New Year holidays which fall in January or February of the year in the PRC.
On the other hand, we generally record higher demands from our customers in the fourth quarters,
which we consider to be attributable to and the purchase patterns of our customers that they generally
place their orders around the fourth quarter of the year given that, based on our Directors’
observations, our customers place more purchasing orders with us in that quarter in anticipation of
stronger market demands for electronic products for the festive seasons in the fourth quarter of the
year and the first quarter of the following year.

MARKETING AND PROMOTION

As at 31 December 2017, our sales and marketing team comprised of 19 staff members who are
responsible for the sales activities of our Group and formulating our Group’s overall sales strategies,
collecting and analysing market data, communicating with our customers from time to time to collect
their feedback on our products and updated market information. Our sales and marketing team, along
with our production team, is also responsible for negotiating and finalising sales terms with our
customers and handling the return of defective products in a timely manner.
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MARKET AND COMPETITION

According to the Frost & Sullivan Report, growing demand from players along the value chain
of the EMS industry and the continuous increasing penetration of EMS has driven the EMS market
in the PRC. Sales value of EMS industry in the PRC reached RMB1,252.6 billion in 2016, with CAGR
of 9.3% from 2012 to 2016. There had been an accelerated growth of EMS market from 2012 to 2014
due to the recovery of global electronic market. However, the growth of the EMS market has slowed

down and entered a steady growth since 2015.

According to the Frost & Sullivan Report, in terms of revenue in 2016, top ten companies in the
EMS market in the PRC accounted for approximately 51.8% market share, whereas our Group had a
market share of approximately 0.02%.

In view of (i) the thriving demand in global electronic products markets; (ii) continuously
increasing penetration of EMS; (iii) growing capabilities of EMS providers; and (iv) the PRC
government’s policies which encourage market growth, the demand of EMS is expected to grow in the
future. Our Directors consider that (i) customers’ requirement on EMS providers’ design and the
manufacturing capabilities; (ii) our possession on EMS providers’ contract manufacturer
certifications; (iii) customers’ requirement of supply chain management capabilities; and (iv) large

capital investment requirement, are the main entry barrier to the EMS market in the PRC.

EMPLOYEES

As at the Latest Practicable Date, our Group had 359 employees and 25 dispatched staff. The

following table sets forth the number of our Group’s employees by job functions as at the date

specified:

Latest
31 December 31 December 31 December Practicable
Function 2015 2016 2017 Date

Managerial, administrative and
accounts 32 34 33 32
Production — SMT 184 127 105 113

Production — assembling

services 139 148 80 74
Quality control 51 39 35 33
Procurement and inventory 34 41 47 44
Research and development 51 46 45 45
Sales and marketing 12 17 19 18
Total number of employees 503 452 364 359
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The following table sets forth the number of dispatched staff engaged by our Group as at 31
December 2015, 2016 and 2017 and Latest Praticable Date:

Latest

31 December 31 December 31 December Practicable

Function 2015 2016 2017 Date

Production — SMT 213 126 19 10
Production — Assembling

services 343 128 12 15

Quality control 53 19 — —

Procurement and inventory 8 21 — —

Total number of dispatched staff 617 294 31 25

Our total number of staff and dispatched workers decreased from 1,120 as at 31 December 2015

to 384 as at the Latest Practicable Date. The decrease was mainly due to the following reasons:-

(D

(2)

The number of dispatched staff engaged by our Group had exceeded the regulatory
threshold of 10% of the total number of our workers as stipulated in the Interim Provisions
on Labour Dispatch (%5 %5 JRiE ¥ 174 ) which came into effect on 1 March 2014 during
the Track Record Period. To rectify the situation, we had terminated the engagement with
the dispatched staff and manpower service company and engaged subcontractors to perform
the assembling of our products. Therefore, our Group recorded a decrease in number of
dispatched staff from 617 as at 31 December 2015 to 25 as at the Latest Practicable Date;
and

According to the Frost & Sullivan Report, the average monthly salary of workers in
manufacturing industry in Guangdong Province has increased from RMB3,476.0 in 2012 to
RMB5,198.6 in 2016, representing a CAGR of 10.6%. In view of the increasing labour cost,
our Directors consider that it would be more cost-effective to reduce our number of
assembly lines and subcontract the assembling works of our full product assembly services
which are relatively more labour intensive, to other third party subcontractors. For detail
of our subcontracting arrangement, please refer to the paragraph headed “Business —
Subcontracting” in this document.

During the Track Record Period, our number of employees responsible for assembling
services decreased from 139 as at 31 December 2015 to 80 as at 31 December 2017, while
our subcontracting expenses increased from approximately RMB2.5 million for the year
ended 31 December 2015 to approximately RMB23.0 million for the year ended 31
December 2017. By subcontracting part of our full product assembly services, our
Directors believe that we can (i) focus on offering technical advice and engineering
solutions ranging from procurement of raw materials to after-sales service; (ii) minimise
our need to employ and maintain a large work force; and (iii) increase flexibility and cost
effectiveness in carrying out our EMS.
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Remuneration

Our Group’s employees are generally remunerated by way of fixed salary. Our Group utilises an
appraisal system for our employees and considers the appraisal results of individual employees when
conducting their salary reviews, making promotion decisions and determining the amount of bonuses.
Our Group’s employees are also entitled to a performance-based bonus, paid leave and various

subsidies.
Relationship with employees and recruitment policies

Our Directors believe that our Group’s management policies, working environment, employee
development opportunities and employee benefits have together contributed to good
employer-employee relations and successful employee retention. Our Directors confirm that during
the Track Record Period and up to the Latest Practicable Date, our Group had not encountered any
difficulty in the recruitment and retention of staff for our operation or experienced any disruption in

our operation as a result of labour disputes with our employees in all material respects.

We recruit employees based on a number of factors such as their working experience,

educational background and vacancy needs.
Employee Training

In order to increase the overall competitiveness of our Group’s workforce and to attract and
retain existing employees and strengthen their knowledge, skill level and quality, our Group places
strong emphasis on training employees. We provide trainings across different operational functions,
including induction training for new employees, functional training to provide our employees with the
necessary skills and knowledge of their respective work areas and other on-the-job trainings to
reinforce functional training and to enhance the employees’ knowledge on the safety measures when

performing their duties.
Social Welfare Scheme and Housing Provident Funds

According to the Social Insurance Law of the PRC* (H'#E A [ 30 B 4t & R 52%), our PRC
subsidiary, namely, Shenzhen Hengchang Sheng is required to make social insurance fund
contributions for its employees in the PRC. As at the Latest Practicable Date, Shenzhen Hengchang
Sheng maintained a social insurance scheme that covers basic pension insurance, unemployment,

work-related injuries, medical and maternity expenses for our PRC employees.

Shenzhen Hengchang Sheng is also required under the Administrative Regulations on the
Housing Provident Fund of the PRC* (ff 5 A1 4% H A& ) to deposit housing provident funds to its
employees in the PRC. Shenzhen Hengchang Sheng set up its housing provident fund account only in
March 2017. To rectify such non-compliance, Shenzhen Hengchang Sheng set up a housing provident
fund system in March 2017 and has been paying contributions to the housing fund for their employees
in accordance with and for the purpose of compliance with the applicable PRC laws and regulations
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since May 2017. To prevent the recurrence of such non-compliance, we have implemented a series of
internal control measures. In future, we will ensure that all our incoming employees to give consent
to set up housing provident fund accounts before they join our Group. For details, please see the

paragraph headed “Business — Legal and Compliance” in this document.
Dispatch Agencies

During the Track Record Period, Shenzhen Hengchang Sheng utilised and engaged dispatched
staff. Given the relatively high turnover rate of labour in the manufacturing industry, we believe the
engagement of dispatched staff for temporary, auxiliary and substituting positions can enhance

efficiency and flexibility to cope with the rapid business expansion in recent years.

Pursuant to the Interim Provisions on Labour Dispatch* ({1 K% B 178 ) ) which came into
effect on 1 March 2014, “if the number of dispatched staff utilised by an employer exceeds 10% of
the total number of its workers prior to the effective date of these Provisions, such employer shall
develop a scheme for employment adjustments to reduce the proportion to the specified level within
two years from the effective date of these Provisions. Shenzhen Hengchang Sheng had engaged 617
and 294 dispatched workers as at 31 December 2015 and 2016, respectively, representing
approximately 55.1% and 39.4% of the total number of its workers as at the corresponding date,
respectively, which exceeded the regulatory threshold of 10% and constituted a non-compliance
incident of the Interim Provisions on Labour Dispatch* (%5 kK& % 171 ). For details, please refer

to the section headed “Business — Legal and Compliance” in this document.
ENVIRONMENTAL PROTECTION

Manufacturing enterprises, like our Group, in the PRC are subject to PRC environmental
protection laws and regulations, which include the Environmental Protection Law of the PRC (1%
N RN 3R 45 R # 7% ) and other PRC environmental protection laws and regulations. For further
details, please refer to the section headed “Regulatory Overview — PRC Laws and Regulations —

Regulations on Environmental Protection” in this document.

Shenzhen Hengchang Sheng obtained the environmental permit statement from the
Environmental Protection Bureau of Longgang District of Shenzhen City* (VI T #E i 7 IR 55 8 7 J=))
(the “Environmental Protection Bureau”) in relation to our Shenzhen Production Plant in October
2011. Since the commencement of our Group’s operations and up to the Latest Practicable Date, it has
not been subject to any material penalty or fines imposed by the environmental protection authorities.
For each of the three years ended 31 December 2017, the costs incurred by our Group for compliance
with the relevant environmental protection laws and regulations were approximately RMB10,000,
RMB 14,000 and RMB 10,000, respectively. Based on the past experience of our Group’s management
team, the nature of the industry and future developments of the industry, our Directors believe that
our Group’s current environmental conservation facilities are adequate to satisfy the relevant laws and

regulations and do not expect any major or significant expenditure to be incurred in the future.

- 159 -



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

BUSINESS

According to the PRC Legal Advisers, Shenzhen Hengchang Sheng had not received any
administrative punishment by the environmental protection department for serious behaviours
violating any PRC environmental law and regulation during the Track Record Period. Our Directors
also confirmed that our Group has not been subject to any material environmental claims, lawsuits,
penalties or administrative sanctions, and the operations of our Group have been in compliance with
the relevant environmental laws and regulations in all material respects in the PRC during the Track

Record Period and up to the Latest Practicable Date.

OCCUPATIONAL HEALTH AND SAFETY

Our Group has implemented measures in our Shenzhen Production Plant to promote occupational
health and safety and to ensure compliance with applicable laws and regulations. We published
booklets with occupational health and safety for circulation to our employees to raise awareness of
occupational health and safety among our employees. We had established a series of safety guidelines,
rules and procedures for different aspects of our production activities, including fire safety,
warehouse safety, work-related injuries and emergency and evacuation procedures.

During the Track Record Period, our Group did not experience any accidents or claims for
personal or property damage that, individually or in aggregate, had a material effect on our Group’s

financial condition and results of operations.

As confirmed by our PRC Legal Advisers, our Group had complied with the applicable national
and local safety laws and regulations in all material respects during the Track Record Period, and the
relevant PRC authorities had not imposed any material sanctions or penalty on us for incidents of
non-compliance of any safety laws or regulations in the PRC.

RECOGNITIONS AND CERTIFICATIONS

As at 31 December 2017, our Group had the following major recognitions and certifications:

Year Recognition or certification Issuing authority/institution

2017 Certification for China Compulsory China Quality Certification Centre
Product Certification

2016 High and New Technology Enterprise* Science, Technology and Innovation

(PRl BT 5 1l £ 36

- 160 —

Committee of Shenzhen City* (YT
B F A % & €), Finance Commission
of Shenzhen Municipality, SAT
Shenzhen Municipal Office, Shenzhen
Local Taxation Bureau



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

BUSINESS
Year Recognition or certification Issuing authority/institution
2015 ISO 9001:2008 Quality management Beijing Standard Certification Centre

for the processing of PCB (SMT, test
and assembly), production of the

wireless data termination products
(GPRS/CDMA module)

2015 1SO14001:2004 Environmental Beijing Standard Certification Centre
management system for the processing
of PCB (SMT, test and assembly),
production of the wireless data
termination products (GPRS/CDMA
module)

PROPERTY
Owned property in the PRC

The table below sets forth the particulars of our owned property:-

GFA

Location Owner (sq.m) Usage
Unit 1004, Block 4, Shenye

Yuyuan (R E), Shenzhen Shenzhen Hengchang Sheng 135.88 Staff quarters
Unit 604, Block 5, Shenye Yuyuan

(GRZEMH ), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 704, Block 5, Shenye Yuyuan

(KM H), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 804, Block 5, Shenye Yuyuan

(KM E), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 904, Block 5, Shenye Yuyuan

(£ ), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 1004, Block 5, Shenye

Yuyuan (K &), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 1104, Block 5, Shenye

Yuyuan (K1 ), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 1204, Block 5, Shenye

Yuyuan (M E), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 1304, Block 5, Shenye

Yuyuan (M E), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
Unit 1504, Block 5, Shenye

Yuyuan (), Shenzhen Shenzhen Hengchang Sheng 87.73 Staff quarters
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As at the Latest Practicable Date, our Group did not have any property interest (as defined by
Rule 5.01(2) of the Listing Rules) with a carrying amount of 15% or more of our Group’s total assets,
and on this basis, our Group is not required by Rule 5.01 A of the Listing Rules to include in this
document any valuation report. Pursuant to section 6(2) of the Companies (Exemption of Companies
and Prospectuses from Compliance with Provisions) Notice (Chapter 32L of the Laws of Hong Kong),
this document is exempted from compliance with the requirement of section 342(1)(b) of the
Companies (Winding Up and Miscellaneous Provisions) Ordinance in relation paragraph 34(2) of the

Third Schedule to the Companies (Winding Up and Miscellaneous Provisions) Ordinance, which

requires a valuation report with respect to all of our Group’s interests in land or buildings.

Leased property in the PRC

As at the Latest Practicable Date, our Group leased five properties in the PRC, details of which

are set out as follows:

Our Group’s

use of the
Location Landlord GFA property Monthly rental Term
(RMB’000)
(sq.m.) (approximately)

4th Floor, Office Building, Yingzhan 875 Office 10.5 From 1 April
Yingzhan Industrial Park Electronic 2014 to
Area A, Kengzi Office, Technology 31 March
Longtian Community, (Shenzhen) 2021
Pingshan New District, Limited*

Shenzhen (FF L7 & 5t B 5 (ZE BT RHE (%
S HE AL I 4 e T2 YA B2 7))
INGE NG 2E: )

5th to 7th Floor, Block C2, Yingzhan 4,953 Staff quarters 49.5 From 1 June
Yingzhan Industrial Park, Electronic 2014 to
Longtian Community, Technology 31 March
Kengzi Office, Pingshan (Shenzhen) Limited 2021
New District, Shenzhen (¥F
L i 30 A5 S0 = R T 1 A
A TR C2MS-THE R)

Units 101, 201 and 401, Block  Yingzhan 10,003.3 Shenzhen 100.0 From 1 April
A West (now known as Electronic Production 2017 to
Block A2), Yingzhan Technology Plant 31 March
Electronic Park Area (Shenzhen) Limited 2021

Factory, Longtian Road
Office, Pingshan District,
Shenzhen (¥ 111 [6HE H 738
e R A5 R TR T T IR RS A
PIR(BA2

D101 - 201 ~ 401/ &)
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Our Group’s
use of the
Location Landlord GFA property Monthly rental Term
(RMB’000)
(sq.m.) (approximately)

3th Floor, Block Al, Yingzhan  Shenzhen Hetianfu 1,680 Shenzhen 32.0 From 1 June
Industrial Park, Longtian Property Production 2017 to
Community, Kengzi Road, Investment Plant 31 May 2018
Pingzhan New District, Management Co.,
Shenzhen (FF L7 & bt B 1 Ltd* (RN FR
FETE P A i 25 Jre T2 [ YR G A
ETNE G S 3 MR D)
J&)

Room 807-808, 8/F, Qianhai Shenzhen Qianhai 397.09 Office 59.6 From 1

Zhuoyue Financial Center
(Phase 1), Unit 2, Guiwan
Area, Nanshan District,

Shenzhen (Fd 111 WA 1 Jy [

Yufa Technology

Company Limited*
ORI 1 i 6 52 6
HABRAT) (Note)

February 2018
to 31 January
2021

TR T I B L
(—HD)8HEMEROT, 808)

Note: Shenzhen Qianhai Yufa Technology Company Limited is wholly-owned by Mr. Ma. As such, it is a connected
person of our Company and the lease will constitute continuing connected transactions for our Company under
Chapter 14A of the Listing Rules upon [REDACTED]. For details, please refer to the section headed “Connected
Transactions” in this document.
INSURANCE

Our Group currently maintains social security insurance for our employees, property insurance
for our production facilities in the Shenzhen Production Plant and our vehicles. Our Group does not
maintain product liability insurance arising from the manufacture and sale of our products. Our
Directors confirm that our Group’s insurance coverage is adequate for our operations and is in line
with industry practice. As at the Latest Practicable Date, our Group had not made, nor been the subject
of, any material insurance claim. There had been no product liability claims against us during the
Track Record Period.
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INTELLECTUAL PROPERTY

Up to the Latest Practicable Date, we also obtained nine utility model patents (B % 2L 7))
and 16 software copyrights (¥ {3 {EHE) in the PRC, details of which are set forth in the table below:

Patent duration
Registration Date of Date of (from the date
Authorised patent and description Registered owner number application authorisation of application)

PCB electronic pneumatic testing Shenzhen Hengchang  Z1.201620365232.1 27 April 2016 21 September 2016 10 years
fixture Sheng
(PCBE FRE)MEIAR)

Test system for PCBA boards for Shenzhen Hengchang  ZL201620389391.5 29 April 2016 12 October 2016 10 years

portable electronic products Sheng
(— P 8 44 50 7 1 2 #h PCBAMR
B R A7)

A sensor testing device Shenzhen Hengchang  Z1.201620339634.4 20 April 2016 12 October 2016 10 years
(— TR AR Bl 2 ) Sheng

A camera module auto-motion testing Shenzhen Hengchang ZL201620362362.X 26 April 2016 12 October 2016 10 years
device Sheng
(— R AR ORI B 30 35 B Bl
#)

Testing device for the bank card Shenzhen Hengchang  Z1.201620356096.X 25 April 2016 12 October 2016 10 years
sensor Sheng
(BRAT R 25 10 Bl 4 )

Printing machine vacuum base Shenzhen Hengchang  Z1201620362508.0 26 April 2016 12 October 2016 10 years
(T 0 L 22 S ) Sheng

A kind of constant temperature and ~ Shenzhen Hengchang  ZL201620356471.0 26 April 2016 12 October 2016 10 years
humidity chamber with infrared Sheng

temperature measurement

(— TR E A AL AL A 284 8k

o)
A mobile phone or tablet automated  Shenzhen Hengchang ZL201620396246.X 3 May 2016 30 November 2016 10 years
testing device Sheng
(—HETFHEFR A BRI E)
A new type sweeping machine Shenzhen Hengchang  ZL201720044146.5 13 January 2017 23 January 2018 10 years
(— Rl R AR ) Sheng
Registration Date of first
Authorised Copyright Registered owner number publication Expiry date
Hengchang Sheng mobile phone Shenzhen Hengchang 2015SR155331 26 September 2013 31 December 2063
elderly auxiliary function Sheng
system V1.0
(15 B RE T 12 A\l B 2 Ak &
BIRAFV1.0)
Hengchang Sheng phone SMS Shenzhen Hengchang 2015SR154964 17 April 2014 31 December 2064

backup a key recovery Sheng
function system V1.0

(15 B BT B S A A 1 — S
HIIRER BTV 1.0)
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Registration Date of first
Authorised Copyright Registered owner number publication Expiry date

Hengchang Sheng mobile phone
test data timely upload data

system V1.0

(QEN=PEER St Fag € ks ln

B RFVI.0)

Hengchang Sheng Mobile
screen saver global time
difference clock function
automatically setting system

V1.0

(18 B BT 1 b R 4 BRIy 22 IR
S I RE F W) S AR B

V1.0)

Hengchang Sheng mobile
download security early

warning system

(EE BT T HLEEER

#V1.0)

Hengchang Sheng Mobile phone
voice dialing function system

V1.0

(16 BT HAR & IR RE R

HAAEV1.0)

Hengchang sheng mobile
terminal two dimensional
code scanning information

upload management system

V1.0

(15 B RS ) 4 3y — HERS 4 1
FE LHEMRLVIO0)
Hengchang Sheng mobile phone

backup T card function

software V1.0

(15 BB FHEFAMHHTFR

Uit R AHAEV1.0)

Hengchang Sheng

multifunctional projector
machine control system V1.0

(15 B B2 D eSO Mt i

PERH V1.0)

Hengchang Sheng sweeper
intelligent control system

V1.0

(15 B RS Mo b R

V1.0)

Shenzhen Hengchang
Sheng

Shenzhen Hengchang
Sheng

Shenzhen Hengchang
Sheng

Shenzhen Hengchang
Sheng

Shenzhen Hengchang
Sheng

Shenzhen Hengchang
Sheng

Shenzhen Hengchang
Sheng

Shenzhen Hengchang
Sheng

2015SR154842

2015SR155086

2015SR154969

2015SR155295

2015SR154396

2015SR155430

2017SR461586

2017SR468542
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25 February 2015

16 October 2014

13 May 2015

21 August 2014

16 April 2015

18 March 2015

14 June 2017

13 June 2017

31 December 2065

31 December 2064

31 December 2065

31 December 2064

31 December 2065

31 December 2065

31 December 2067

31 December 2067



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

BUSINESS
Registration Date of first
Authorised Copyright Registered owner number publication Expiry date
Hengchang Sheng IOT smart Shenzhen Hengchang 2017SR462744 13 June 2017 31 December 2067
home remote management Sheng
and control system V1.0
(15 B Ty Wt A0 25 2 i 92 i
FHERH V1.0)
Hengchang Sheng inverter Shenzhen Hengchang 2017SR460711 24 June 2017 31 December 2067
power detection system V1.0 Sheng
(15 B 100 2 i SR A T R A
V1.0)
Hengchang Sheng ATM machine Shenzhen Hengchang 2017SR461565 20 June 2017 31 December 2067
advertising automatic Sheng
promotion platform V1.0
(1 B M ATMB I % 13 B 3k 5
FH V1.0)
Hengchang Sheng automatic Shenzhen Hengchang 2017SR461556 14 June 2017 31 December 2067
mobile phone intelligent Sheng
optimization system V1.0
(B2 BB TR EL
A% V1.0)
Hengchang Sheng POS terminal Shenzhen Hengchang 2017SR461571 13 June 2017 31 December 2067
control system V1.0 Sheng
(1 B HEPOS A o 1 752 A A5t
V1.0)
Hengchang Sheng wireless Shenzhen Hengchang 2017SR461576 13 June 2017 31 December 2067
router connection Sheng

configuration management
system V1.0

(1 B RS S48 I i S e T
EHERH V1.0)

For details of our Group’s registered patents, copyrights and domain names, please refer to the
paragraph headed “B. Information about the business — 2. Intellectual property rights of our Group”
in Appendix IV to this document.

As at the Latest Practicable Date, our Group is the owner of the following domain names which
are considered by our Directors, are material to the business of our Group:

Domain name Registrant Registration date Expiry date
szeternity.com Shenzhen Hengchang Sheng 12 August 2011 12 August 2020
szeternity.com.cn Shenzhen Hengchang Sheng 3 June 2006 3 June 2020

Save as set above, as at the Latest Practicable Date, we did not have any material intellectual
property rights (whether registered or pending registrations) that are significant to our business
operations or financial positions. Our Directors confirmed that during the Track Record Period and
up to the Latest Practicable Date, our Group had not engaged in or been threatened with any claim
for infringement of any intellectual property rights which would have a material financial and
operational impact on us, either as claimant or as respondent.
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LICENCES, APPROVALS AND PERMITS

Based on the advice of the PRC Legal Advisers, our Group has obtained all necessary licences,
approvals and permits from the relevant governmental authorities for our Group’s business operations
in the PRC.

RISK MANAGEMENT

Key risks relating to our business are set out in the section headed “Risk factors” in this
document. The following sets out the key measures adopted by our Group under our risk management
and internal control systems for managing the more particular operational and financial risks relating
to our business operation:

(i) Customer concentration risk: Please refer to the paragraphs headed “Customers —

Customer concentration” and “Customer — Relationship with Customer B” in this section.

(ii) Risk of potential inaccurate costs estimation and cost inflation: Please refer to the

paragraph headed “Pricing strategy” in this section.

(iii) Risk relating to suppliers’ and subcontractors’ performance: Please refer to the paragraph
headed “Raw materials and suppliers — Selection of suppliers” and “Subcontracting —

Selection of subcontractors” in this section.

(iv) Quality control system: Please refer to the paragraph headed “Quality control” in this

section.

(v) Risk of possible failure, damage or loss of machinery: Please refer to the paragraph headed
“Machinery and equipment — Repair and maintenance” in this section.

(vi) Health and safety system: Please refer to the paragraph headed “Occupational health and

safety” in this section.

LEGAL AND COMPLIANCE

Set out below is a summary of incidents of our non-compliance with applicable regulations
during the Track Record Period. Based on the advice of our PRC Legal Advisers, our Directors and
the Sole Sponsor consider that none of the legal and compliance matters as mentioned below will have
any material operational or financial impact on our operations. Having considered the facts and
circumstances leading to the non-compliance incidents as disclosed in this section, our Directors’
integrity, our Group’s internal control measures to avoid recurrence of the non-compliance incident,
and the preventive measures mentioned below, our Directors and the Sole Sponsor are of the view that
we now have adequate and effective internal control procedures in place in accordance with the

requirements under the Listing Rules, and the past non-compliance incidents will not affect the
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suitability of the Directors to act as directors of a listed issuer under Rules 3.08, 3.09 and 8.15 of the
Listing Rules, and the suitability for [REDACTED] of our Company under Rule 8.04 of the Listing
Rules. Save as disclosed below, we have obtained and currently maintain all necessary permits and

licences that are material to our business operations, and, during the Track Record Period and up to

the Latest Practicable Date, we have been in compliance with the applicable PRC laws and regulations

relating to our business operations in all material respects.

Non-compliance incident
and reason

Pursuant to the Interim
Provisions on Labour
Dispatch* (5515 JRiE B 174
7€) which came into effect
on 1 March 2014, “if the
number of dispatched staff
utilised by an employer
exceeds 10% of the total
number of its workers prior
to the effective date of these
Provisions, such employer
shall develop a scheme for
employment adjustments to
reduce the proportion to the
specified level within 2
years from the effective date
of these Provisions.”

Shenzhen Hengchang Sheng
engaged 617 dispatched
staff and 294 dispatched
staff as at 31 December
2015 and 2016, respectively,
representing approximately
55.1% and 39.4% of our
total number of workers at
the corresponding date,
which exceeded the
regulatory threshold of 10%,
and constituted a
non-compliance incident of
the Interim Provisions on
Labour Dispatch*

(BB IR 17 3L

Legal consequences, potential
maximum penalties and other
potential future impact on our
operations and financial
condition

According to our PRC Legal
Advisers, if the employers violate
the Interim Provisions on Labour
Dispatch* (S HIRE EATHE)
,the labour authorities shall order
the employer to rectify such
violation within a prescribed time
limit, if the employers fail to do
so at the prescribed time limit,
may impose a fine ranging from
RMBS5,000 and RMB10,000 per
person.

Our Directors confirm that during
the Track Record Period and up
to the Latest Practicable Date,
Shenzhen Hengchang Sheng has
not received any notice of
rectification from the labour
administrative department.

According to the letter issued by
the Human Resources and Social
Security Bureau of Shenzhen
City (the “Bureau”) on 15
January 2018, from 1 January
2012 to 31 December 2017, the
Bureau had not imposed any
administrative penalty on
Shenzhen Hengchang Sheng in
respect of labour dispatch.

As of the Latest Practicable Date,
Shenzhen Hengchang Sheng has
not received any notice of
rectification from the labour
administrative departments, and
it has obtained the certificate
issued by relevant competent
department in charge of labour
affairs, proving that Shenzhen
Hengchang Sheng has not been
penalised for violation of labour
laws and regulations during the
Track Record Period and has
completed the rectification for
such non-compliance. Our PRC
Legal Adviser opined that the

likelihood that Shenzhen
Hengchang  Sheng  will be
exposed to the risk of being
penalised by labour
administrative  department is
minimal.

Mr. Ma, our Controlling
shareholder, has undertaken to

indemnify the Group for any loss
resulting from the dispatched
staff non-compliance.

Remedial actions and
status as of the Latest
Practicable Date

To rectify the situation, we
signed employment contracts
with the dispatched staff or
engaged more
subcontracting staff to
replace the dispatched staff

The number of dispatched
staff engaged by Shenzhen
Hengchang Sheng had been
reduced to below the
regulatory limit,
respectively, as of 31
December 2017
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Enhanced internal control
measures to prevent
recurrence of
non-compliance

Our Group has adopted
internal policies to require
our human resources
department to calculate the
ratio of dispatched staff to
total number of workers on
a monthly basis.

Such ratio shall be reviewed
by the head of the human
resources department to
ensure compliance with the
relevant regulatory
requirements in the PRC of

dispatched staff.
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Non-compliance incident
and reason

Housing provident fund
contribution

According to the Regulations
on the Administration of
Housing Provident Fund*
(ER A& Bl and
other relevant regulations, we
are required to provide our
employees with housing
funds and housing benefits.

Shenzhen Hengchang Sheng
did not set up a housing
provident fund account until
March 2017 and pay housing
provident fund contributions
for all employees in
accordance with the
applicable PRC laws and
regulations until May 2017.

During the Track Record
Period, Shenzhen Hengchang
Sheng did not make adequate
contribution to housing
provident fund for our
employees.

For each of the three years
ended 31 December 2017, the
amount of unpaid housing
provident fund contributions
for the employees was
approximately RMB1.4
million, RMB1.3 million and
RMBO0.8 million,
respectively.

As confirmed by the
Directors, Shenzhen
Hengchang Sheng did not
apply for the registration of
housing provident fund or
pay for the housing provident
fund contributions for the
other employees because
such employees refused to
make their own housing
provident fund contributions,
for which Shenzhen
Hengchang Sheng would be
required to make matching
contributions.

Legal consequences,
potential maximum
penalties and other
potential future impact on
our operations and
financial condition

According to Regulations on
the Administration of
Housing Provident Fund*
(55 A6 5 B ),
employers failing to (i)
undertake the housing
provident fund payment and
deposit registration within 30
days after the establishment,
or (ii) register housing
provident fund accounts for
the employees within 30 days
after employment, may be
ordered to make such
registration within a
prescribed time limit, where
failing to do so at the
expiration of that time limit,
a fine ranging from
RMB10,000 to RMB50,000
will be imposed; (iii) pay
housing provident fund
contributions in full or on
time after employment may
be ordered to make
outstanding contributions in a
prescribed time limit, where
failing to do so at the
expiration of that time limit,
the relevant housing
provident fund authority may
apply to the PRC courts for
enforcement of such
payments.

Therefore, in addition to the
payment of outstanding
contributions, we would be
subject to a potential
maximum fine of
RMB50,000.

Mr. Ma, our Controlling
shareholder, has undertaken
to indemnify the Group for
any loss resulting from the
housing provident fund
non-compliance.

Remedial actions and status
as of the Latest Practicable
Date

Shenzhen Hengchang Sheng
has set up a housing
provident fund account and
has been paying contributions
to the housing fund to our
employees.

We had also liaised with the
relevant housing provident
fund authorities in Shenzhen
City, PRC. We received
confirmation letters from the
relevant housing provident
fund authorities on 8 January
2018, confirming that we had
never been penalised by them
for any breach of the
relevant PRC laws and
regulations relating to the
housing provident funds from
February 2017 to December
2017.

As advised by our PRC Legal
Advisers, in light of the
confirmation letters issued by
the relevant and competent
PRC government authorities,
the likelihood that we will be
penalised by the relevant
housing provident fund
authority is low.

Notwithstanding the above,
we have made provisions for
the underpaid housing fund
contributions in the sum of
RMB2.1 million as at 31
December 2017.
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Enhanced internal control
measures to prevent
recurrence of
non-compliance

Since March 2017, we have
adopted the following
measures:

(i) adopting internal polices
to ensure compliance with all
regulatory requirements in
the PRC, including the
procedures to require our
human resources department
to review periodically the
total number of employees
who are required to make
housing provident fund
contributions, and our
administration department to
review and check against the
total number of employees
before making payment for
the contribution.

(ii) to the extent that their
places of origin were located
in the relevant urban areas
and as far as practicable for
these non-urban employees,
all incoming employees are
required to provide us with
their respective housing
provident fund registration
information. These are
mainly employees whose
places of origin are located
in the relevant urban areas.

(iii) we will ensure that all
our incoming employees
whose respective places of
origin are in the relevant
urban areas would give
consent to set up housing
provident fund accounts
before they join our Group.
As for incoming employees
whose respective places of
origin are outside of the
relevant urban areas, we will
persuade them to set up
housing provident fund
accounts upon joining our
Group. If such employees
refuse to set up housing
provident fund accounts, we
will arrange for them to sign
waiver letters immediately to
confirm their voluntary
renunciation of their rights to
the housing provident funds
when they sign their
employment contracts. At the
same time, our administration
department will complete all
formalities regarding
cessation of payment of
housing provident fund
contribution for all outgoing
staff insofar as they have
paid housing provident fund
contribution;
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Legal consequences,
potential maximum

penalties and other Enhanced internal control
potential future impact on  Remedial actions and status measures to prevent
Non-compliance incident our operations and as of the Latest Practicable recurrence of
and reason financial condition Date non-compliance

(iv) enhancing the awareness
of our employees with
respect to the importance of
participation in housing
provident fund schemes by
regularly reminding them to
make their part of
contributions;

(v) to the extent to those
employees who are willing to
pay housing provident fund
contributions, conducting
internal checking from time
to time to ensure that we
have paid housing provident
fund contributions in
accordance with the relevant
PRC laws and regulations;
and

(vi) seeking advice from
external legal advisers on the
latest requirements of
applicable laws and

regulations of the PRC.
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Non-compliance incident
and reason

Social insurance fund

According to the Social
Insurance Law of the PRC
Gk INE SRR 3
and other relevant
regulations, we are required
to provide our employees
with welfare schemes
covering social insurance.

During the Track Record
Period, Shenzhen Hengchang
Sheng did not make adequate
contribution to social
insurance fund for our
employees.

During the relevant periods,
contributions to the social
insurance fund were handled
by our human resources
department. The staff at our
human resources department
was not familiar with the
requirements of the social
insurance fund. As such, the
staff of our human resources
department did not make
adequate contribution to the
social insurance fund for our
employees.

For each of the three years
ended 31 December 2017, the
amount of unpaid social
insurance fund for the
employees was approximately
RMB1.4 million, RMB1.1
million and RMB2.0 million,
respectively.

Legal consequences,
potential maximum
penalties and other
potential future impact on
our operations and
financial condition

Under the relevant PRC laws
and regulations, the relevant
governmental authority may
require the company to make
the outstanding contribution
with an additional late
payment fee at a daily rate of
0.05% of the outstanding
contribution from the due
date within a given period
and, if the company fails to
do so, may impose a fine on
the company ranging from
one to three times of the
total amount of the
outstanding contribution.
According to the
aforementioned provisions,
we may be required by the
relevant governmental
authority to make the
outstanding contribution
within a given period and an
additional late payment fee at
a daily of 0.05% of the
outstanding contribution from
the due date incurred and
accrued.

Remedial actions and status
as of the Latest Practicable
Date

We obtained a confirmation
letter dated 5 January 2018
from the Social Insurance
Fund Management Bureau of
Shenzhen City* (IITdi+L&
PR B L R, the
competent governmental
authorities, confirming that,
from 1 January 2012 to 31
December 2017 Shenzhen
Hengchang Sheng had not
been subject to any penalty,
with respect to our payment
of social security insurance
contribution.

Our PRC Legal Advisers are
of the view that, since we
received the above
confirmation letter from the
competent governmental
authority, the likelihood that
the relevant authority would
impose fines or penalties on
us in this regard should be
remote.

Our Directors believe that, in
view that the likelihood of
being fined or penalised is
low, no provisions for the
fine or penalty to the social
insurance fund are required.

We have commenced making
payments of social insurance
fund since April 2017.

Up to the Latest Practicable
Date, we have not received
any request for making up
the outstanding contribution
nor have we been imposed
any punishment as a result of
such non-compliance.

Our Controlling Shareholders
have agreed to indemnify us
for all claims, costs,
expenses and losses incurred
by us if we are asked to
make up for the difference in
payment of social insurance
contribution.

Notwithstanding the above,
we have made provisions for
the shortfall of the social
insurance fund contributions
in the sum of RMB3.1
million as at 31 December

2017.
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Enhanced internal control
measures to prevent
recurrence of
non-compliance

According to the relevant
PRC laws and regulations,
employees are mandatorily
required to participate in the
social insurance fund. We
have established internal
control procedures to prevent
possible deviation in
calculation of our social
insurance contribution,
including: (i) human
resources manager is
responsible to seek advice
from our legal advisers on
yearly basis to ensure the
accuracy of the calculation of
social insurance fund
contribution, (ii) an
experienced human resources
staff has been designated to
handle matters in relation to
social insurance fund, (iii)
the calculation of social
insurance contribution will
be reviewed by the human
resources manager on
monthly basis, (iv) manager
of general affairs office will
review the compliance of
social insurance fund
contribution on yearly basis
and (v) we will retain PRC
legal advisers to advise on
and to provide training on
the relevant PRC laws and
regulations in relation to the
social insurance fund to
human resource department
on yearly basis so as to keep
abreast of these areas.



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

BUSINESS

LITIGATIONS

As at the Latest Practicable Date, Shenzhen Hengchang Sheng is involved in an ongoing civil
litigation in relation to a fatal traffic accident happened in August 2017. The plaintiffs therein a claim
in November 2017 at the Shenzhen Longgang District People’s Court (VYT HE f @ A R IEBT)
against, among others, Shenzhen Hengchang Sheng for an amount of approximately RMB762,420 and
litigation costs on the basis that our employee, being the driver at the material time, was liable for
the accident. The hearing is fixed to be held on 6 March 2018. As confirmed by the insurance loss
adjuster, the traffic accident fell within the coverage of the relevant insurance policies maintained by
Shenzhen Hengchang Sheng. As such, no provision has been made to cover our potential liability
under the claim. Our Directors believe that such legal proceeding would not have a material adverse

effect on our financial position or results of operations.

Save as otherwise disclosed in this document, during the Track Record Period and as at the
Latest Practicable Date, no member of our Group was engaged in any litigation, claim or arbitration
of material importance and no litigation, claim or arbitration is known to the Directors to be pending
or threatened against any member of our Group which would have a material adverse effect on our

financial position or results of operations.
Indemnity given by our Controlling Shareholders

Our Controlling Shareholders have entered into the Deed of Indemnity whereby our Controlling
Shareholders have agreed to indemnify our Group, subject to the terms and conditions of the Deed of
Indemnity, in respect of, among others, any claim to which our Group may be subject to in respect
of any disputes, arbitrations or legal proceedings occurring on or before the [REDACTED]. Further
details of the Deed of Indemnity are set out in the paragraph headed “D. Other information — 2. Tax

and other indemnities” in Appendix IV to this document.
INTERNAL CONTROL

To streamline the current internal control procedure, we engaged the Internal Control Consultant
in February 2017 to review the adequacy and effectiveness of our internal control procedures, systems
and controls. The Internal Control Consultant is a professional firm specialising in providing
corporate governance, internal audit and internal control review services to new listing applicants and

listed companies.

The objective of the internal control review is to assess and identify significant weakness in
relevant procedures, systems and controls as established by our Group. A detail evaluation was done
by our Internal Control Consultant. Through an initial review during March, April, June and
November 2017, our Internal Control Consultant identified some weaknesses and deficiencies in our
internal control system and recommended certain measures on the area including staff management,
budget and risk management, information and communication system and internal audit function to

improve our internal control system.
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The Internal Control Consultant has identified the following key findings and our Group has

taken the following remedial actions based upon the Internal Control Consultant’s recommendations:

KEY FINDINGS

Our Group had no compliance manual, which
includes a compliance system in relation to
the Listing Rules and laws and regulations on
anti-bribery, antidiscrimination and privacy of
personal information.

Our Group did not require all applicants to
submit academic certificates or work
experience reference documents to support
their job application.

When recruiting staff of managerial grades,
our Group did not require applicants to
disclose their potential conflict with our
Group.

Our Group did not prepare any profit forecast.

Our Group did not have any formal procedure
for reporting connected transactions and
related party transaction.

REMEDIAL ACTION TAKEN

Our Group adopted a compliance manual with
compliance system in relation to the Listing
Rules, and laws and regulations on anti-bribery,
antidiscrimination and privacy of personal
information.

Our Group required job applicants to provide
supporting documents in relation to their
academic qualifications and working experience
since May 2017.

Our Group has requested job applicants to
disclose his/her potential conflict of interest
with our Group when recruiting staff of
managerial grade or above since February 2017.

Our financial controller has prepared the profit
forecast memorandum and cash flow forecast
memorandum.

Our Group has adopted a compliance manual
with a compliance system in relation to helping
our Group in identifying connected transaction
and related party transactions.

Internal control measures to improve corporate governance

Our Directors recognise the importance of up-keeping adequate internal control and risk

management systems. In order to continuously improve our Group’s corporate governance, our Group

has implemented and will implement the following measures:

° Our Group will engage a PRC legal adviser to provide legal services to it in relation to

future compliance with the PRC laws and regulations in all respects;

° Our Group has arranged for our Directors and senior management to attend a training

program on the relevant applicable laws and regulations, including the Listing Rules,

provided by our Company’s Hong Kong legal advisers prior to the [REDACTED]. Our

Group will continue to arrange various training programs on an annual basis to be provided

by its legal advisers in Hong Kong and the PRC and/or any appropriate accredited

institution to update our Directors, senior management and relevant employees on the

relevant laws and regulations. In addition, specific training programme(s) in relation to

updates on relevant applicable laws and regulations will also be held when necessary;

- 173 -



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

BUSINESS

° Our Company has appointed Dakin Capital Limited as our compliance adviser to advise on

regulatory compliance with the Listing Rules;

° When necessary, we will engage external professional, including auditors, internal control
consultant, and external legal advisers to render professional advice as to compliance with
statutory and regulatory requirements, as applicable to our Group from time to time. Our
Group intended to retain PricewaterhouseCooper as the auditor for the consolidated
financial statements of the Group after [REDACTED];

° Our Group has provided trainings for our employees on compliance matters in order to
develop a corporate culture and to enhance their compliance perception and responsibility
and to enhance their knowledge to manage our operation risks. For example, road safety
trainings (involving traffic accidents’ cause analysis and traffic regulations update) has
been provided to our staff of the logistic department, and our Directors take the review that
such trainings together with other internal control measures (such as our vehicle
maintenance policy) are adequate to ensure our compliance with internal motor vehicle
management policy and relevant driving behavior regulation in the PRC. Our Group plans
to provide training to employees of managerial level on an annual basis and ad hoc training

to all relevant employees when our Group finds it necessary; and

° On [@], we established an Audit Committee which will implement formal and transparent
arrangements to apply financial reporting and internal control principles in accounting and
financial matters to ensure compliance with the Listing Rules and all relevant laws and
regulations, including timely preparation and laying of accounts. It will also periodically
review our compliance status with the Hong Kong laws after the [REDACTED]. The Audit

Committee will exercise its oversight by:

(i) reviewing our internal control and legal compliance;

(i1) discussing the internal control systems with the management of our Group to ensure
that the management has performed its duty to have an effective internal control

system; and

(iii) considering the major investigation findings on internal control matters as delegated

by the Board or on its own initiative and the management’s response to these findings.

Based on the above, our Directors are of the view that the above internal control measures could
adequately and effectively ensure that our Group has implemented a proper internal control system

and maintained good corporate governance practices.
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OUR CONTROLLING SHAREHOLDERS

Immediately following completion of the [REDACTED] and the [REDACTED] (without taking
into account any Shares which may be issued pursuant to the exercise of the [REDACTED] or Shares
which may be issued upon the exercise of options which may be granted under the Share Option
Scheme), our Company will be owned as to [REDACTED]% by Rich Blessing, which is owned as to
62.91% by Mr. Ma, 20.00% by Ms. Chen, 14.89% by Ms. Cheng Lihong, and 2.20% by Mr. Cheng.
Ms. Cheng Lihong is the spouse of Mr. Ma and the elder sister of Mr. Cheng; and Mr. Cheng is the
younger brother of Ms. Cheng Lihong and the brother-in-law of Mr. Ma.

Mr. Ma, Ms. Chen, Ms. Cheng Lihong and Mr. Cheng (the “Individual Controlling
Shareholders”) executed the Acting in Concert Confirmation on 28 February 2018, pursuant to which
the Individual Controlling Shareholders confirmed the existence of their acting concert arrangements
in the past, as well as their intention to continue to act in the above manner upon [REDACTED] to
consolidate their control over the Group during the period when all of them directly or indirectly held
the equity interest in the Group. Pursuant to the Acting in Concert Confirmation, the Individual
Controlling Shareholders confirm that, among others, they shall reach a consensus prior to approving
any matters in the Shareholders’ meetings or the Board meetings of the Company and exercise his/her
voting right according to such consensus unanimously. If any party do not agree on the kind of voting
rights to be exercised and how to exercise the voting rights on the relevant major issues, the parties
unanimously agree to vote in accordance with the opinion of Mr. Ma.

Although Ms. Chen, Ms. Cheng Lihong and Mr. Cheng do not hold more than 50% interest in
Rich Blessing, each of them along with Mr. Ma have decided to restrict their ability to exercise direct
control over our Company by holding their interests through Rich Blessing. In addition, Mr. Ma, Ms.
Chen, Ms. Cheng Lihong and Mr. Cheng have been and will continue to be parties acting in concert
in respect of our Group. As such, Mr. Ma, Ms. Chen, Ms. Cheng Lihong, Mr. Cheng and Rich Blessing
are regarded as a group of Controlling Shareholders of our Company under the Listing Rules.

NON-COMPETITION UNDERTAKINGS

Our Controlling Shareholders have confirmed that they do not have any interest in any business,
apart from the business of our Group, which competes or is likely to compete, directly or indirectly,
with our business, which would require disclosure under Rule 8.10 of the Listing Rules.

In order to avoid any future competition between our Group and our Controlling Shareholders,
each of our Controlling Shareholders has undertaken to us in the Deed of Non-Competition that
he/she/it will not, and will procure his/her/its close associates (other than members of our Group) not
to directly or indirectly be involved in or undertake any business (other than our business) that
directly or indirectly competes, or may compete, with our business or undertaking (the “Restricted
Activity”), or hold shares or interest in any companies or business that compete directly or indirectly
with our business from time to time except where our Controlling Shareholders hold less than 5% of
the total issued share capital of any company (whose shares are listed on the Stock Exchange or any
other stock exchange) which is engaged in any business that is or may be in competition with any
business engaged by any member of our Group and they do not control 10% or more of the
composition of the board of directors of such company.
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Further, each of our Controlling Shareholders has undertaken to procure that if any new business
investment or other business opportunity related to the Restricted Activity (the “Competing Business
Opportunity”) is identified by or made available to him/her/it or any of his/her/its close associates,
he/she/it shall, and shall procure that his/her/its close associates shall, refer such Competing Business
Opportunity to our Company on a timely basis and in the following manner:

° refer the Competing Business Opportunity to our Company by giving a written notice
(“Offer Notice”) to our Company of such Competing Business Opportunity within 30
business days of identifying the target company (if relevant) and providing the nature of
the Competing Business Opportunity, the investment or acquisition costs and all other
details reasonably necessary for our Company to consider whether to pursue such
Competing Business Opportunity;

° upon receiving the Offer Notice, our Company shall seek approval from our Board or a
board committee (in each case comprising only of independent non-executive Directors
which has no interest in the Competing Business Opportunity (the “Independent Board”))
as to whether to pursue or decline the Competing Business Opportunity (any Director who
has actual or potential interest in the Competing Business Opportunity shall abstain from
attending (unless their attendance is specifically requested by the Independent Board) and
voting at, and shall not be counted in the quorum for, any meeting convened to consider
such Competing Business Opportunity);

° the Independent Board shall consider the financial impact of pursuing the Competing
Business Opportunity offered, whether the nature of the Competing Business Opportunity
is consistent with our Group’s strategies and development plans and the general market
conditions of our business. If appropriate, the Independent Board may appoint independent
financial advisers and legal advisers to assist in the decision-making process in relation to
such Competing Business Opportunity;

° the Independent Board shall, within 30 business days of receipt of the written notice
referred above, inform our Controlling Shareholders in writing on behalf of our Company
its decision whether to pursue or decline the Competing Business Opportunity;

° our Controlling Shareholders shall be entitled but not obliged to pursue such Competing
Business Opportunity if he/she/it has received a notice from the Independent Board
declining such Competing Business Opportunity or if the Independent Board failed to
respond within such 30 days’ period mentioned above; and

° if there is any material change in the nature, terms or conditions of such Competing
Business Opportunity pursued by our Controlling Shareholders, he/she/it shall refer such
revised Competing Business Opportunity to our Company as if it were a new Competing
Business Opportunity.

The Deed of Non-Competition will lapse automatically if our Controlling Shareholders and their
close associates cease to hold, whether directly or indirectly, 30% of the Shares or the Shares cease
to be listed on the Stock Exchange.
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In order to promote good corporate governance practices and to improve transparency in respect
of any potential conflict of interests between our Group and our Controlling Shareholders, we have

adopted the following corporate governance measures:

° our independent non-executive Directors shall review, at least on an annual basis, the

compliance with the Deed of Non-Competition by our Controlling Shareholders;

° each of our Controlling Shareholders has undertaken to us that he/she/it will and will
procure his/her/its relevant close associates that he/she/it or any of his/her/its close
associates will provide all information necessary for the annual review by the independent

non-executive Directors for the enforcement of the Deed of Non-Competition;

° we will disclose the review by our independent non-executive Directors on the compliance
with, and the enforcement of, the Deed of Non-Competition in our annual report or by way

of announcement to the public in compliance with the requirements of the Listing Rules;

° we will disclose the decisions on matters reviewed by the independent non-executive
Directors (including the reasons for not taking up the Competing Business Opportunity
referred to our Company) either through our annual report or by way of announcement to

the public;

° each of our Controlling Shareholders will make an annual declaration in our annual report
on the compliance with the Deed of Non-Competition in accordance with the principle of

voluntary disclosure in the corporate governance report; and

° in the event that any of our Directors and/or their respective close associates has material
interests in any matter to be deliberated by our Board in relation to the compliance and
enforcement of the Deed of Non-Competition, he/she may not vote on the resolutions of our
Board approving the matter and shall not be counted towards the quorum for the voting

pursuant to the applicable provisions in the Articles.

INDEPENDENCE FROM CONTROLLING SHAREHOLDERS

Having considered the following factors, our Directors believe that our Group is capable of
carrying on its business independently from our Controlling Shareholders and their respective close
associates after completion of the [REDACTED].
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Management Independence

Our Company aims at establishing and maintaining a strong and independent Board to oversee
our Group’s business. The Board’s main function includes the approval of the overall business plans
and strategies of our Group, monitoring the implementation of these policies and strategies and the
management of our Company. Our Group has an independent management team, which is led by our
senior management with substantial experience and expertise in our business, to implement our
Group’s policies and strategies.

Our Board currently consists of three executive Directors and three independent non-executive
Directors. Mr. Ma and Mr. Cheng are brothers-in-law. Apart from Mr. Ma, who is the sole director of
Rich Blessing, no other Director holds any directorship or senior management position in Rich
Blessing. While each of our executive Directors, namely Mr. Ma, Ms. Chen and Mr. Cheng is also a
Controlling Shareholder, our Board comprises a balanced composition of independent non-executive
Directors who have sufficient character, integrity and calibre for their views to carry weight, and thus
can effectively exercise independent judgment.

Each of our Directors is aware of his or her fiduciary duties as a director which require, among
other things, that he or she acts for the benefit and in the best interests of our Company and does not
allow any conflict between his or her duties as a Director and his or her personal interest to exist. In
the event that there is a potential conflict of interest arising out of any transaction to be entered into
between our Group and our Directors or their respective close associates, the interested Director(s)
shall abstain from voting at the relevant meeting of the Board in respect of such transactions and shall
not be counted in the quorum. Our Directors are of the view that our Board and senior management
are capable of managing our Group’s business independently from our Controlling Shareholders.

Operational Independence

We are independent from our Controlling Shareholders as we have our own marketing,
production, administration, finance and human resources teams which operate and are expected to
operate separately and independently of our Controlling Shareholders. We also have independent
access to suppliers and customers. We are also in possession of all relevant licenses necessary to carry
on and operate our business and we have sufficient operational capacity in terms of capital and
employees to operate independently from our Controlling Shareholders.

Financial Independence

We have established our own finance department with independent financial staff who are
responsible for financial management, accounting treatment, financial reporting, group credit and
internal control of our Group. We can make financial decisions independently without interference
from our Controlling Shareholders. We have also established an independent audit system, a
standardised financial and accounting system and a complete financial management system. We
maintain bank accounts with banks independently and our Controlling Shareholders do not share any
bank accounts with us. Our Directors are of the view that we have sufficient capital to operate our
business independently, and we are capable of obtaining financing from third parties without relying
on any guarantee or security provided by our Controlling Shareholders or other connected persons.
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During the Track Record Period, there were certain amounts due to and from our Controlling
Shareholders and/or the companies controlled by them, details of which are set out in note 28 of the
Accountant’s Report set out in Appendix I to this document. Such amounts had been fully settled as
at the Latest Practicable Date. In addition, as at 31 December 2015, 2016 and 2017, our Group had
certain bank borrowings that were secured by personal guarantees given by Mr. Ma, or Mr. Ma and
Ms. Cheng Lihong (our Controlling Shareholder) and/or a corporate guarantee given by a related
company controlled by Mr. Ma, details of which are set out in note 25 of the Accountant’s Report set
out in Appendix I to this document. Such guarantees will be released and be replaced by corporate
guarantee from our Company upon [REDACTED].

Based on the foregoing, our Directors are of the view that we are financially independent from
our Controlling Shareholders and their respective close associates.

CORPORATE GOVERNANCE MEASURES TO AVOID CONFLICT OF INTEREST

Our Controlling Shareholders and their respective close associates must not compete with us as
provided in the Deed of Non-Competition. Each of our Controlling Shareholders has confirmed that
he/she/it fully understands his/her/its obligation to act in our Shareholders’ and our best interests as
a whole. Our Directors believe that there are adequate corporate governance measures in place to
manage existing and potential conflicts of interest. In order to further avoid potential conflicts of
interest, we have implemented the following measures:

(a) as part of our preparations for the [REDACTED], we have amended our Articles of
Association to comply with the Listing Rules. In particular, our Articles of Association
provide that, unless otherwise provided, a Director shall not vote any resolution approving
any contract or arrangement or any other proposal in which such Director or any of his/her
close associates have a material interest nor shall such Director be counted in the quorum
present at the meeting;

(b) a Director with material interests shall make full disclosure in respect of matters that
conflict or potentially conflict with our interest and absent himself/herself from the Board
meetings on matters in which such Director or his/her close associates have a material
interest, unless the attendance or participation of such Director at such meeting of the
Board is specifically requested by a majority of the independent non-executive Directors;

(c) we are committed to include a balanced composition of executive and independent
non-executive Directors. We have appointed three independent non-executive Directors and
we believe that our independent non-executive Directors possess sufficient experience and
are free of any business or other relationship which could interfere in any material manner
with the exercise of their independent judgment and will be able to provide an impartial,
and independent opinion to protect the interests of our public Shareholders. Details of our
independent non-executive Directors are set out in the paragraph headed “Directors and
Senior Management — Board of Directors — Independent non-executive Directors”; and

(d) we have appointed Dakin Capital Limited as our compliance adviser, which will provide
advice and guidance to us in respect of compliance with the applicable laws and the Listing
Rules including various requirements relating to directors’ duties and corporate
governance.
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Subsequent to the Track Record Period, our Group has entered into the following transaction
which will continue after the [REDACTED] and constitute continuing connected transactions for our
Company under Chapter 14A of the Listing Rules upon [REDACTED].

EXEMPT CONTINUING CONNECTED TRANSACTIONS
Head Office Tenancy Agreement

Subsequent to the Track Record Period, Shenzhen Qianhai Yufa Technology Company Limited”
(GEINTTH I T8 RH A R A F]) (“SZ Qianhai Yufa™), an enterprise established under the laws of the
PRC and wholly-owned by Mr. Ma, and Shenzhen Hengchang Sheng entered into a tenancy agreement
on 1 February 2018 (the “Tenancy Agreement”) pursuant to which Shenzhen Hengchang Sheng
leased from SZ Qianhai Yufa a property situated at Room 807-808, 8/F, Qianhai Zhuoyue Financial
Center (Phase 1), Unit 2, Guiwan Area, Nanshan District, Shenzhen, the PRC (I T 7 L1 5 A 185 F
[ B T B oG (— 1) 84#807-808 = (the “Property”) with a total gross floor area of
approximately 397 sq.m. for office use. The leasing of the Property will continue after the
[REDACTED] pursuant to the Tenancy Agreement.

The term of the Tenancy Agreement is for a period of three years from 1 February 2018 to 31
January 2021 with a monthly rental of RMB59,550 (exclusive of management fees, utilities, network
fees and other outgoings). For each of the years ending 31 December 2018, 2019 and 2020, the
proposed annual caps for the tenancy are approximately RMB655,050, RMB714,600 and
RMB714,600, respectively.

The rental payable under the Tenancy Agreement was determined at arm’s length negotiations
between the parties with reference to prevailing market rent of the surrounding office premises in the
vicinity of the Property. Our Directors (including our independent non-executive Directors) are of the
view that the Tenancy Agreement has been entered into in the ordinary and usual course of business,
on normal commercial terms that are fair and reasonable and in the interests of the Shareholders as
a whole.

Mr. Ma is an executive Director and a Controlling Shareholder. Hence, Mr. Ma is a connected
person of our Company under the Listing Rules. SZ Qianhai Yufa is wholly-owned by Mr. Ma and thus
an associate of Mr. Ma. As such, SZ Qianhai Yufa is a connected person of our Company and the
transactions under the Tenancy Agreement will constitute continuing connected transactions for our
Company upon [REDACTED]. As the relevant percentage ratios (other than profits ratio) on an annual
basis for the Tenancy Agreement are less than 5% and the annual consideration is less than
HK$3,000,000, the transactions under the Tenancy Agreement are fully exempt from independent
Shareholders’ approval, annual review, and all disclosure requirements under Chapter 14A of the

Listing Rules.
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BOARD OF DIRECTORS

Our Board currently consists of six Directors, comprising three executive Directors and three

independent non-executive Directors. Our Board is responsible and has general powers for

management and conduct of our business.

The table below shows certain information in respect of members of our Board:

Members of our Board

Name

Mr. Ma Fujun
U5 EH)

Ms. Chen Xiaoyuan
(BRAR %)

Mr. Cheng Bin
(FeA)

Mr. Chan Chung Kik
Lewis (PR %)

Mr. Wu Chi-luen
(5 ZE i)

Mr. Chow Kit Ting
(JAfEEE)

Age

44

44

40

44

41

33

Date of joining
our Group

January 2003

August 2007

January 2003 -
July 2007, and
rejoined in
January 2009

(@]

(@]

(@]

Date of
appointment
as Director

15 March 2017

15 March 2017

15 March 2017

(@]

(@]
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Position(s) in
our Company

Executive
Director,
chairman of our
Board and chief
executive
officer

Executive
Director

Executive
Director

Independent
non-executive
Director

Independent
non-executive
Director

Independent
non-executive
Director

Roles and
responsibilities

Overall
management,
strategic
planning, and
business
development of
our Group

Responsible for
the accounting
and financial
functions of our
Group

Responsible for
the sales and
marketing
functions of our
Group

Overseeing the
management of
our Group
independently

Overseeing the
management of
our Group
independently

Overseeing the
management of
our Group
independently

Relationship with
other Director(s)
and/or senior
management

Brother-in-law of
Mr. Cheng

None

Brother-in-law of
Mr. Ma

None

None

None
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Executive Directors

Mr. Ma Fujun (BEE), aged 44, is the chairman of our Board, our chief executive officer and
a Controlling Shareholder. Mr. Ma was first appointed as a director of our Company on 15 March
2017, and was redesignated as our executive Director on 28 February 2018. He was also appointed
as the chairman of the Nomination Committee of the Board on [@]. Mr. Ma is also the director, general
manager, legal representative and chairman of the board of Shenzhen Hengchang Sheng, and the sole
director of Total United, Agreeable and Eternity Technology. He is responsible for the overall

management, strategic planning, and business development of our Group.

Mr. Ma has over 16 years of experience in electronics engineering. He attended Xi’an University
of Technology from September 1994 to July 1997, and obtained a Junior College Education degree in
Mechatronic Engineering in July 1997. From March 2001 to May 2011, Mr. Ma served as the general
manager, legal representative and chairman of the board of directors of Shenzhen Active Tactics

Electronics Company Limited.

Mr. Ma was previously the person-in-charge or supervisor of the companies shown in the table

below before their respective dissolution and/or revocation of the business licence:

Principal business

activity before Date of
dissolution or dissolution
Place of revocation of Position Status of or revocation
Name of company establishment  business licence of Mr. Ma the company of business licence
Shenzhen City Bao’an  PRC Processing of Person-in-charge Dissolved and 10 June 2004
District Xixiang electronic products deregistered
Town Eternity
Electronics Factory*
ORI 1 882 D 05
EEL T g
Shenzhen Jiataijia PRC Cessation of business  Supervisor Business licence 10 January 2001
Industrial Co Ltd* revoked
(T 7 A T 2
AR T

The business licence of Shenzhen Jiataijia Industrial Co Ltd* (EIINT 7 B EEEHFRAF) was
revoked in January 2001 due to its failure to undergo annual inspection in 1998 and 1999 as required
under the relevant PRC regulations. Mr. Ma confirmed that the above companies were solvent at the
time of deregistration/revocation, and he did not incur any debt and/or liabilities because of such
deregistration and revocation, and that the deregistration/revocation did not have any negative effect
on the Group.

Mr. Ma is the spouse of Ms. Cheng Lihong, a Controlling Shareholder, and the brother-in-law
of Mr. Cheng.
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Ms. Chen Xiaoyuan (PR& &), aged 44, is a Controlling Shareholder of our Company. She was
first appointed as a director of our Company on 15 March 2017, and was redesignated as our executive
Director on 28 February 2018. Ms. Chen is also a director and vice general manager of Shenzhen
Hengchang Sheng. She is primarily responsible for the accounting and financial functions of our
Group.

Ms. Chen graduated from Jiangxi University of Finance and Economics majoring in
foreign-related Accounting in June 1995. Ms. Chen joined our Group in August 2007 as a manager of
the finance department of Shenzhen Hengchang Sheng and was promoted to a vice general manager
in April 2015. Prior to joining Shenzhen Hengchang Sheng, she worked as a financial manager at
Telehof Electronics Instruments & Equipment (Shenzhen) Co., Ltd, which specialised in the
manufacture and sales of security products and surge protective devices, from October 1997 to
October 2006.

Mr. Cheng Bin (M), aged 40, is a Controlling Shareholder of our Company. He was first
appointed as a director of our Company on 15 March 2017, and was redesignated as our executive
Director on 28 February 2018. He is also a supervisor and vice general manager of Shenzhen
Hengchang Sheng. He is primarily responsible for the sales and marketing functions of our Group.

Mr. Cheng completed vocational education at Jiangxi Shipping Technical School*
(VL VY M5 A0 42 T B2 42 ) in July 1996. From November 2000 to December 2008, Mr. Cheng was a manager
at Shenzhen Active Tactics Electronics Company Limited which principally involved in the
surface-mount technology stencil poduction business. He was a director of Eternity Technology from
January 2003 to July 2007. He joined Shenzhen Hengchang Sheng as project manager in January 2009,
and has been a vice general manager since July 2014. Since October 2016, he has been attending
Business Administration training class at the Graduate School at Shenzhen, Tsinghua University.

Mr. Cheng was previously the person-in-charge of the below company before its dissolution:

Principal business

Place of activity before Position of Status of the Date of
Name of company establishment  dissolution Mr. Cheng company dissolution
Shenzhen City Bao’an PRC Dormant Person-in-charge Dissolved and 7 August 2017
District Shajing Cewei deregistered

Electronics Business
Department* (VI T
BRI AE
B

Mr. Cheng confirmed that Shenzhen City Bao’an District Shajing Cewei Electronics Business
Department* (YT 4 [ 10 H 3 7% % T £845%F) was solvent at the time of deregistration, and he
did not incur any debt and/or liabilities because of such deregistration, and that the deregistration did
not have any negative effect on the Group.

Mr. Cheng is the younger brother of Ms. Cheng Lihong, our Controlling Shareholder, and the
brother-in-law of Mr. Ma.
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Independent non-executive Directors

Mr. Chan Chung Kik Lewis (PR{fE{), aged 44, was appointed as our independent
non-executive Director on [@], a member of each of the Audit Committee, Remuneration Committee
and the Nomination Committee of the Board on [@]. He is primarily responsible for overseeing the
management of our Group independently.

Mr. Chan obtained a bachelor degree of commerce in accounting from the University of Canberra
in Australia in September 1997. He is currently a fellow of the Hong Kong Institute of Certified Public

Accountants and a member of CPA Australia.

Mr. Chan has more than 20 years of experience in auditing, accounting and corporate finance.
From May 1997 to February 2001, Mr. Chan held various positions in Grant Thornton, an accounting
firm, where he last served as audit supervising senior and was primarily responsible for providing
auditing services. From February 2001 to February 2005, he held various positions at Ernst & Young,
an accounting firm, where he last served as manager and was primarily responsible for audit of listed
and non-listed companies in Hong Kong and China. From March 2005 to March 2006, he served as
a group finance manager of Tianjin Development Holdings Limited, a company which is listed on the
Main Board of the Stock Exchange (Stock Code: 882). From August 2006 to May 2007, Mr. Chan
served as the financial controller and company secretary of Tianjin Lishen Battery Joint-Stock Co.,
Ltd. (K J7# 75 W B 13 A PR A 7). From July 2007 and February 2015, Mr. Chan served as the chief
financial officer of Xingye Copper International Group Limited (now known as Huan Yue Interactive
Holdings Limited), a company listed on the Main Board of the Stock Exchange (Stock Code: 505),
where he was responsible for the overall financial management functions of the group. From July 2007
to May 2008 and from June 2009 to May 2015, Mr. Chan also served as the company secretary of the
same company. Since May 2015, Mr. Chan has served as the chief financial officer and the joint
company secretaries of Denox Environmental & Technology Holdings Limited, a company listed on
the Main Board of the Stock Exchange (Stock Code: 1452).

Mr. Chan has also been the independent non-executive director of (i) Kwan On Holdings Limited
between March 2015 and September 2016, a company which was previously listed on GEM Board of
the Stock Exchange (Stock Code: 8305) and was subsequently transferred to the Main Board of the
Stock Exchange (Stock Code: 1559) on 15 August 2016; (ii) Shandong Xinhua Pharmaceutical
Company Limited, a company listed on the Main Board of the Stock Exchange (Stock Code: 719) and
the Shenzhen Stock Exchange (Stock Code: 000756), since May 2014; (iii) Hong Guang Lighting
Holdings Company Limited, a company listed on GEM Board of the Stock Exchange (Stock Code:
8343), since December 2016; (iv) Founder Holdings Limited, a company listed on the Main Board of
the Stock Exchange (Stock Code: 418), since March 2017; (v) Peking University Resources
(Holdings) Company Limited, a company listed on the Main Board of the Stock Exchange (Stock
Code: 618), since March 2017; and (vi) Wing Chi Holdings Limited, a company listed on the Main
Board of the Stock Exchange (Stock Code: 6080), since September 2017.

Mr. Wu Chi-luen (2 Z @), aged 41, was appointed as the chairman of the Audit Committee and
Remuneration Committee, and a member of the Nomination Committee of the Board on [@]. He is
primarily responsible for overseeing the management of our Group independently.
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Mr. Wu graduated from the Department of Mathematics (Applied Mathematics Section), College
of Science and Engineering and was conferred the Degree of Bachelor of Science in June 2000, and
graduated from the Graduated School of Management (Master’s Program), College of Management
with a Degree of Master of Business Administration in June 2002, both at the Fu-Jen Catholic
University in Taiwan. Mr. Wu served as a Territory Sales Representative of Seagate Technology
Taiwan Limited from October 2010 to October 2014 and has over 5 years of experience in the industry
of information technology, and is knowledgeable on technology trend and industry know-how. He has
been an executive director and vice chief executive office of InvesTech Holdings Limited, a company
listed on the Stock Exchange (stock code: 1087) and principally engaged in the provision of network
system integration including provision of network infrastructure solutions, network professional
services, mobile internet software of office automation, trading of telecommunications equipment,

and money lending business since June 2015 and August 2017, respectively.

Mr. Chow Kit Ting (A#EE), aged 33, was appointed as a member of the Audit Committee and
Remuneration Committee of the Board on [@]. He is primarily responsible for overseeing the

management of our Group independently.

Mr. Chow Kit Ting obtained a Bachelor’s degree of Commerce with a major in Accountancy from
Macquarie University in 2007. He is a member of Certified Public Accountants (CPA) Australia and
a member of Hong Kong Institute of Certified Public Accountants.

From September 2007 to March 2015, Mr. Chow has worked in audit department in Deloitte
Touche Tohmatsu and his last position was as a manager. Mr. Chow was the financial controller and
company secretary of Link Holdings Limited, a company listed on GEM Board of the Stock Exchange
(Stock Code: 8237) from March 2015 to January 2016. He is now the financial controller and company
secretary of Kin Shing Holdings Limited, a company listed on Main Board of the Stock Exchange
(Stock Code: 1630), since February 2016. He has extensive experience in accounting, corporate

finance, compliance and company secretarial.

Save as disclosed herein, each of our Directors confirmed with respect to himself/herself that:
(i) did not hold other positions in our Company or members of our Group as at the Latest Practicable
Date; (ii) had no other relationship with any Directors, senior management or substantial or
Controlling Shareholders of our Company as at the Latest Practicable Date; (iii) did not hold any other
directorships in any public companies of which the securities are listed on any securities market in
Hong Kong and/or overseas in the three years prior to the Latest Practicable Date; (iv) there are no
other matters concerning our Directors’ appointment that need to be brought to the attention of our
Shareholders and the Stock Exchange or shall be disclosed pursuant to Rule 13.51(2)(h) to (v) of the
Listing Rules. As at the Latest Practicable Date, save as disclosed in the section headed “C. Further
information about Directors and Substantial Shareholders” in Appendix IV to this document, each of

our Directors did not have any interests in the Shares within the meaning of Part XV of the SFO.
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SENIOR MANAGEMENT

Set out below are certain information in respect of Ms. Jian, our financial controller, as a
member of our senior management:

Date of
appointment as
Date of joining senior Existing position(s) Roles and
Name Age our Group management in our Company responsibilities
Ms. Jian Xue Gen 32 December 2016 December 2016 Financial controller Financial reporting,
(BER) financial planning,

treasury and financial

control of our Group

Ms. Jian Xue Gen (fE R), aged 32, is the financial controller of our Company and is mainly
responsible for financial reporting, financial planning, treasury and financial control of our Group.
Ms. Jian obtained a Bachelor’s degree in Accounting from South China University of Technology in
July 2008. She is a member of the Chinese Institute of Certified Public Accountants. Prior to joining
our Company, from November 2008 to December 2016, Ms. Jian worked at the Guangzhou branch of
Ernst & Young LLP, and her last position was an audit manager.

Ms. Jian has not been a director of any public companies the securities of which are listed on
any securities market in Hong Kong or overseas for the three years immediately preceding the Latest
Practicable Date.

COMPANY SECRETARY

Ms. Xu Jing (#R#¥), aged 40, was appointed as the company secretary of the Company on 28
February 2018 and is mainly responsible for overall company secretarial matters of the Group. Ms.
Xu Jing holds a Bachelor of Management degree from Zhongnan University of Economics and Law,
majoring in Accounting. She is a fellow member of the Association of Chartered Certified
Accountants and the Hong Kong Certified Public Accountants, and a member of the Chinese Institute
of Certified Public Accountants.

Ms. Xu has over 15 years of experience in finance management, tax planning and management,
investing and financing management, internal control and company secretary services. From July
2002 to May 2007, Ms. Xu served as an accountant in Yulong Computer Telecommunication Scientific
(Shenzhen) Co., Ltd (“Yulong”) which is the wholly-owned subsidiary of Coolpad Group Limited
(formerly known as China Wireless Technologies Limited) (“Coolpad”), a company listed on the
Stock Exchange (stock code: 2369) and being one of the core IPO team members for the preparation
of the listing of Coolpad. From June 2007 to March 2012, she was the financial controller and
qualified accountant at Shenzhen Neptunus Interlong Bio-technique Company Ltd* (VEYI T ¥ T 5545
FEA W) H T e 49> A PR~ F]), a company listed on the GEM Board of the Stock Exchange (stock code:
8329). From February 2012 to April 2015, she held the position of financial director at Shenzhen
Jiantao Technology Company Limited* (IIT#IER AR/ F]). Ms. Xu joined China Health
Group Inc., a company listed on the GEM Board of the Stock Exchange (stock code: 8225) in
December 2015 as company secretary and resigned in June 2016.
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AUTHORISED REPRESENTATIVES

Mr. Ma Fujun and Ms. Xu Jing are the authorised representatives of our Company.
BOARD COMMITTEES
Audit Committee

Our Company established an Audit Committee on [@] with written terms of reference in
compliance with Rule 3.21 of the Listing Rules and the Corporate Governance Code and the Corporate
Governance Report as set out in Appendix 14 to the Listing Rules. The primary duties of the Audit
Committee are mainly to make recommendations to the Board on the appointment and removal of
external auditor; review the financial statements and material advice in respect of financial reporting;
and oversee internal control and risk management systems of our Group. The Audit Committee
consists of three independent non-executive Directors, namely Mr. Wu Chi-luen, Mr. Chow Kit Ting
and Mr. Chan Chung Kik Lewis. Mr. Wu Chi-luen is the chairman of the Audit Committee.

Remuneration Committee

Our Company established a Remuneration Committee on [@] with written terms of reference in
compliance with Rule 3.25 of the Listing Rules and the Corporate Governance Code and the Corporate
Governance Report as set out in Appendix 14 to the Listing Rules. The primary duties of the
Remuneration Committee are mainly to make recommendation to the Board on the overall
remuneration policy and structure relating to all Directors and senior management of our Group;
review performance-based remuneration; and ensure none of our Directors determine their own
remuneration. The Remuneration Committee consists of three independent non-executive Directors,
namely Mr. Wu Chi-luen, Mr. Chow Kit Ting and Mr. Chan Chung Kik Lewis. Mr. Wu Chi-luen is the
chairman of the Remuneration Committee.

Nomination Committee

Our Company established a Nomination Committee on [@] with written terms of reference in
compliance with the Corporate Governance Code and the Corporate Governance Report as set out in
Appendix 14 to the Listing Rules. The primary duties of the Nomination Committee are to review the
structure, size and composition of the Board on regular basis; identify individuals suitably qualified
to become Board members; assess the independence of independent non-executive Directors; and
make recommendations to the Board on relevant matters relating to the appointment or re-appointment
of Directors. The Nomination Committee consists of an executive Director, namely Mr. Ma, and two
independent non-executive Directors, namely Mr. Wu Chi-luen and Mr. Chan Chung Kik Lewis. Mr.
Ma is the chairman of the Nomination Committee.

CORPORATE GOVERNANCE

Our Company is committed to achieving high standards of corporate governance with a view to
safeguarding the interests of the Shareholders. To accomplish this, save as set out below, our Company
intends to comply with the code provisions set out in the Corporate Governance Code and Corporate
Governance Report in Appendix 14 to the Listing Rules after [REDACTED].
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Under paragraph A.2.1 of the Corporate Governance Code and Corporate Governance Report,
the roles of chairman and chief executive officer should be separate and should not be performed by
the same individual. Under the current organisation structure of our Company, Mr. Ma is our chairman
and chief executive officer. With his extensive experience in the industry, our Board believes that
vesting the roles of both chairman and chief executive officer in the same person provides our
Company with strong and consistent leadership, allows for effective and efficient planning and
implementation of business decisions and strategies, and is beneficial to the business prospects and
management of our Group. Although Mr. Ma performs both the roles of chairman and chief executive
officer, the division of responsibilities between the chairman and chief executive officer is clearly
established. In general, the chairman is responsible for supervising the functions and performance of
our Board, while the chief executive officer is responsible for the management of the business of our
Group. The two roles are performed by Mr. Ma distinctly. We also consider that the current structure
does not impair the balance of power and authority between our Board and the management of our
Company given the appropriate delegation of the power of our Board and the effective functions of
our independent non-executive Directors. However, it is the long-term objective of our Company to

have these two roles performed by separate individuals when suitable candidates are identified.

COMPENSATION OF DIRECTORS AND SENIOR MANAGEMENT

Our Directors and senior management receive compensation in the form of fixed salaries in
accordance with their respective service contracts and letters of appointment with our Group. Our
Group also reimburses them for expenses which are necessarily and reasonably incurred for the
provision of services to our Group or executing their functions in relation to the business operations.
Our Board regularly reviews and determines the remuneration and compensation packages of our
Directors and senior management, by reference to, among other things, market level of salaries paid
by comparable companies, the respective responsibilities of our Directors and the performance of our
Group. After the [REDACTED], our remuneration committee will review and determine the
remuneration and compensation packages of our Directors with reference to their responsibilities,

workload, the time devoted to our Group and the performance of our Group.

For the years ended 31 December 2015, 2016 and 2017, the aggregate amount of remuneration
including salaries, discretionary bonus, allowance and benefits in kind and contributions to pension
scheme granted by us to our Directors were approximately RMB0.6 million, RMB1.8 million and
RMB2.2 million, respectively.

For the years ended 31 December 2015, 2016 and 2017, the aggregate amount of remuneration
including wages and salaries and contributions to pension scheme to our senior management were

approximately RMBO0.6 million, RMB1.9 million and RMB2.6 million, respectively.

For the years ended 31 December 2015, 2016 and 2017, the aggregate amount of remuneration
including wages and salaries and contributions to pension scheme which were paid by our Group to
our five highest paid individuals including Directors were approximately RMB1.0 million, RMB2.7
million and RMB3.4 million, respectively.
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No remuneration was paid by our Group to our Directors or the five highest paid individuals as
an inducement to join or upon joining us or as a compensation for loss of office in respect of the years
ended 31 December 2015, 2016 and 2017. Further, none of our Directors waived any remuneration for
the years ended 31 December 2015, 2016 and 2017.

Under the arrangements currently in force, the aggregate amount of remuneration (including
fees, wages and salaries, contributions to pension schemes, housing allowances and other allowances
and benefits in kind but excluding discretionary bonus) of our Directors for the year ending 31

December 2018 is estimated to be approximately RMB1.2 million.

SHARE OPTION SCHEME

We have conditionally adopted the Share Option Scheme on [@]. For details of the Share Option
Scheme, please refer to the sections headed “D. Other information—1. Share Option Scheme” in

Appendix IV to this document.

COMPLIANCE ADVISER

We have appointed Dakin Capital Limited as our compliance adviser pursuant to Rule 3A.19 of
the Listing Rules. Pursuant to Rule 3A.23 of the Listing Rules, the compliance adviser will advise us

in the following circumstances:

(a) before the publication of any regulatory announcement, circular or financial report;

(b) where a transaction, which might be a notifiable or connected transaction, is contemplated,

including share issues and share repurchases;

(c) where we propose to use the [REDACTED] of the [REDACTED] in a manner different
from that detailed in this document or where our business activities, developments or
results deviate from any forecast, estimate or other information in this document; and

(d) where the Stock Exchange makes an inquiry of us regarding unusual movements in the

price or trading volume of the Shares.
The term of the appointment shall commence on the [REDACTED] and end on the date which

we distribute our annual report of our financial results for the first full financial year commencing

after the [REDACTED] and such appointment may be subject to extension by mutual agreement.
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So far as is known to our Directors as of the Latest Practicable Date, the following persons will,
immediately following completion of the [REDACTED] and [REDACTED] (without taking into
account any Shares which may be issued upon the exercise of the [REDACTED] or pursuant to the
exercise of options which may be granted under the Share Option Scheme), have interests or short
positions in the Shares or underlying Shares which will fall to be disclosed to us and the Stock
Exchange under the provisions of Divisions 2 and 3 of Part XV of the SFO, or who will be, directly
or indirectly, interested in 10% or more of the issued voting shares of any other member of our Group:

Immediately following the
completion of the
[REDACTED] and the
[REDACTED]

Number of Percentage of
Shares held/ Shareholding

Name of Shareholder Nature of interest interested " (%)

Rich Blessing Beneficial owner® [REDACTED|™  [REDACTED]

Mr. Ma Interest of a controlled [REDACTED]”  [REDACTED]
corporation®

Ms. Cheng Lihong Interest of spouse®’ [REDACTED]"  [REDACTED]

Elite Foster Beneficial owner™® [REDACTED]  [REDACTED]

Mr. Lu Wan Ching Interest of a controlled [REDACTED]Y  [REDACTED]
corporation®

Notes:

(1)  The letter “L” denotes the person’s long position in the Shares.

(2)  Rich Blessing is owned as to 62.91% by Mr. Ma, 20% by Ms. Chen, 14.89% by Ms. Cheng Lihong and 2.20% by Mr.
Cheng. Mr. Ma is also the sole director of Rich Blessing. Therefore, Mr. Ma is deemed or taken to be interested in the
Shares held by Rich Blessing under the SFO.

(3)  Ms. Cheng Lihong is the spouse of Mr. Ma. Therefore, Ms. Cheng Lihong is deemed or taken to be interested in the
Shares in which Mr. Ma is interested under the SFO.

(4)  Elite Foster is wholly owned by Mr. Lu Wan Ching. Therefore, Mr. Lu Wan Ching is deemed or taken to be interested
in the Shares held by Elite Foster under the SFO.

Except as disclosed above, our Directors are not aware of any person who will, immediately
following completion of the [REDACTED] and [REDACTED] (without taking into account any
Shares which may be issued upon the exercise of the [REDACTED] or pursuant to the exercise of
options which may be granted under the Share Option Scheme), have interests or short positions in
the Shares or underlying Shares which will fall to be disclosed to us and the Stock Exchange under
the provisions of Division 2 and 3 of Part XV of the SFO, or who will be, directly or indirectly,
interested in 10% or more of the issued voting shares of any other member of our Group.
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SHARE CAPITAL

The following is a description of the authorised and issued share capital of our Company
(including Shares in issue and to be issued as fully paid or credited as fully paid) immediately
following the completion of the [REDACTED] and the [REDACTED]:

HKS$

Authorised share capital:
8,000,000,000 Shares of par value HK$0.01 each 80,000,000.00

Assuming the [REDACTED] is not exercised, the issued share capital of the Company
immediately following the completion of the [REDACTED] and the [REDACTED] will be as follows
(without taking into account any Shares which may be issued pursuant to the exercise of options which

may be granted under the Share Option Scheme):

HK$
Issued and to be issued, fully paid or credited as fully paid:

480 Shares in issue as at the date of this document 4.80
[REDACTED] Shares to be issued pursuant to the [REDACTED] [REDACTED]
[REDACTED] Shares to be issued pursuant to the [REDACTED] [REDACTED]
[REDACTED] Total [REDACTED]

Assuming the [REDACTED] is exercised in full, the issued share capital of the Company
immediately following the completion of the [REDACTED] and the [REDACTED] will be as follows
(without taking into account any Shares which may be issued pursuant to the exercise of options which

may be granted under the Share Option Scheme):

HK$
Issued and to be issued, fully paid or credited as fully paid:

480 Shares in issue as at the date of this document 4.80
[REDACTED] Shares to be issued pursuant to the [REDACTED] [REDACTED]
[REDACTED] Shares to be issued pursuant to the [REDACTED] [REDACTED]

(inclusive of any Shares which may be issued if the
[REDACTED] is exercised in full)
[REDACTED] [REDACTED]
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ASSUMPTIONS

The above table assumes that the [REDACTED] becomes unconditional and the issue of Shares
pursuant to the [REDACTED] and the [REDACTED] are made. It takes no account of any Shares
which may be allotted and issued pursuant to the exercise of the options which may be granted under
the Share Option Scheme or any Shares which may be issued or repurchased by us pursuant to the

general mandates granted to our Directors to issue or repurchase Shares as described below.

RANKINGS

The [REDACTED] will be ordinary shares in the share capital of our Company and will rank pari
passu in all respects with all Shares in issue or to be issued as mentioned in this document and, in
particular, will rank in full for all dividends or other distributions declared, made or paid on the
Shares in respect of a record date which falls after the date of this document save for the entitlement
under the [REDACTED].

GENERAL MANDATE TO ALLOT AND ISSUE NEW SHARES

Subject to the [REDACTED] becoming unconditional, our Directors have been granted a general
mandate to allot, issue and deal with Shares in the share capital of our Company with an aggregate

nominal value of not more than the sum of:

(I) 20% of the total number of Shares in issue immediately following the completion of the
[REDACTED] and the [REDACTED] (excluding any Share which may fall to be issued
pursuant to the exercise of the [REDACTED] or pursuant to the exercise of options which
may be granted under the Share Option Scheme); and

(2) the total number of Shares repurchased by our Company (if any) pursuant to the general

mandate to repurchase Shares granted to our Directors referred to below.

Our Directors may, in addition to the Shares which they are authorised to issue under this general
mandate, allot, issue or deal with Shares under a rights issue, scrip dividend scheme or similar
arrangement, or on the exercise of the [REDACTED], or any options which may be granted under the

Share Option Scheme.

This general mandate to issue Shares will remain in effect until the earliest of:

(i) the conclusion of our Company’s next annual general meeting; or

(i) the expiry of the period within which our Company is required by any applicable laws or
its articles of association to hold its next annual general meeting; or

(iii) when varied or revoked by an ordinary resolution of our Shareholders in general meeting.
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Further information on this general mandate is set out in the section headed “A. Further
information about our Group — 3. Resolutions in writing of our Shareholders passed on [@]” in

Appendix IV to this document.

GENERAL MANDATE TO REPURCHASE SHARES

Subject to the [REDACTED] becoming unconditional, our Directors have been granted a general
mandate to exercise all the powers of our Company to repurchase Shares with a total nominal amount
of not more than 10% of the total number of Shares in issue immediately following the completion
of the [REDACTED] and the [REDACTED] (excluding Shares which may be allotted and issued
pursuant to the exercise of the [REDACTED] and any options which may be granted under the Share
Option Scheme).

This mandate only relates to repurchases made on the Stock Exchange or any other stock
exchange on which the Shares are listed (and which is recognised by the SFC and the Stock Exchange
for this purpose), and which are in accordance with the Listing Rules and all applicable laws. A
summary of the relevant Listing Rules is set out in the section headed “A. Further information about
our Group — 6. Repurchase of the Shares by our Company” in Appendix IV to this document.

This general mandate to repurchase Shares will remain in effect until the earliest of:

(i) the conclusion of our Company’s next annual general meeting; or

(i) the expiry of the period within which our Company is required by any applicable laws or

its articles of association to hold its next annual general meeting; or
(iii) when varied or revoked by an ordinary resolution of our Shareholders in general meeting.
Further information on this general mandate is set out in the section headed “A. Further
information about our Group — 3. Resolutions in writing of our Shareholders passed on [@]” in
Appendix IV to this document.

SHARE OPTION SCHEME

Pursuant to the written res