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DEFINITIONS

In this circular, unless the context otherwise requires, the following expressions have the

following meanings:

“2013-2016 Business

Services Agreement”

“2015-2018 Business

Services Agreement”

“2013-2016 Financial

Services Agreement”

“2015-2018 Financial

Services Agreement”

“Altus Capital”

[ . 2
associlates

“Board”

“CBRC”

“CEC”

the 2013-2016 business services agreement dated 7 May
2013 and entered into between CEC and the Company

the 2015-2018 business services agreement dated 26 June

2015 and entered into between CEC and the Company

the comprehensive financial services agreement dated 7
May 2013 and entered into between the Company and CEC

Finance

the comprehensive financial services agreement dated 26
June 2015 and entered into between the Company and CEC

Finance

Altus Capital Limited, a licensed corporation to conduct
type 4 (advising on securities), type 6 (advising on
corporate finance) and type 9 (asset management) regulated
activities under the SFO, being the independent financial
adviser to the Independent Board Committee and the
Independent Shareholders in respect of the terms of the
Shanghai Huahong Acquisition Agreements, the 2015-2018
Business Services Agreement and the 2015-2018 Financial

Services Agreement and their respective proposed caps

has the meaning ascribed to this term under the Listing

Rules

the board of Directors

China Banking Regulatory Commission

China Electronics Corporation Limited ( 1B & ¥ 15 £ &=
FLEBABL/ATF) , a state-owned enterprise established

under the laws of the PRC and the ultimate controlling

shareholder of the Company



DEFINITIONS

“CEC Finance”

“CEC Group”

“CEC Technology”

“CEC Technology Financial

Services Agreement”

“China Huada”

“Company”

“Completion”

e 9
connected person

“Directors”

“Enlarged Group”

“Group”

China Electronics Financial Co., Ltd ( " [ & BA %5 A B
F A/~ 7)) , a company established under the laws of the
PRC

CEC and its subsidiaries (other than the Group)

China Electronics Technology Development Co., Ltd (
TR A R /A F]) |, a company established under the
laws of the PRC

the comprehensive financial services agreement dated 11
October 2013 and entered into between CEC Technology
and CEC Finance

China Integrated Circuit Design Corp., Ltd ( H1[5 3E K £
i FE B T AR M A R /A Rl ), a company established under
the laws of the PRC and a wholly-owned subsidiary of CEC

and a substantial shareholder of the Company
China Electronics Corporation Holdings Company Limited

completion of the Huada Semiconductor Acquisition,
the Individual Vendor Acquisition, the Huahong Group
Acquisition and the Remaining Shareholders Acquisition
in accordance with the terms of the Huada Semiconductor
Agreement, the Individual Vendor Agreement(s), the
Supplemental Huahong Group Agreement and the

Remaining Shareholders Agreement(s), respectively

has the meaning ascribed to this term under the Listing

Rules
the directors of the Company

the Group immediately after the completion of the Shanghai

Huahong Acquisition

the Company and its subsidiaries
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“HK$”

“Hong Kong”

“Huada Electronics”

“Huada Semiconductor”

“Huada Semiconductor

Acquisition”

“Huada Semiconductor

Agreement”

“Huahong”

“Huahong Group”

“Huahong Group Acquisition”

“Huahong Group Agreement”

Hong Kong dollars, the lawful currency of Hong Kong
the Hong Kong Special Administrative Region of the PRC

CEC Huada Electronic Design Co., Ltd (b H B K
BT XFAMREAEAF), a company established under
the laws of the PRC and a wholly-owned subsidiary of the
Company

Huada Semiconductor Co., Ltd (#E K358 F R A
F]) , a company established under the laws of the PRC
and a wholly-owned subsidiary of CEC and a controlling

shareholder of the Company

the acquisition of a 73.43% equity interest in Huahong by
Huada Electronics from Huada Semiconductor pursuant to

the Huada Semiconductor Agreement

the equity transfer agreement dated 26 June 2015 entered
into between Huada Electronics and Huada Semiconductor in

relation to the Huada Semiconductor Acquisition

Shanghai Huahong Integrated Circuit Co., Ltd ( I i % iT
LA IR EAE/AF]) , a company established under the
laws of the PRC

Shanghai Huahong (Group) Co., Ltd ( F ¥ 3#E8T (S H) fH
FR/AH]) , a company established under the laws of the PRC
and an associate of CEC

the acquisition of a 7.62% equity interest in Huahong by
Huada Electronics from Huahong Group pursuant to the
Huahong Group Agreement and the Supplemental Huahong

Group Agreement

the preliminary equity transfer agreement dated 26 June
2015 entered into between Huada Electronics and Huahong

Group in relation to the Huahong Group Acquisition



DEFINITIONS

“Independent Board

Committee”

“Independent Shareholders’

“Individual Vendor(s)”

“Individual Vendor

Acquisition”

“Individual Vendor

Agreement(s)”

“Latest Practicable Date”

“Listing Rules”

“Other Shareholders”

“PBOC”

“PRC”

“RMB” or “Renminbi”

il

the committee of Directors, which consists only of
independent non-executive Directors, formed to advise the
Independent Shareholders in respect of the terms of the
Shanghai Huahong Acquisition Agreements, the 2015-2018
Business Services Agreement and the 2015-2018 Financial

Services Agreement and their respective proposed caps

Shareholders other than CEC and its associates

the individual vendor(s) of the Individual Vendor Agreement(s)
and/or the Remaining Shareholders Agreement(s), who are the

director and/or employees of Huahong

the acquisition of an aggregate of 9.95% equity interest in
Huahong by Huada Electronics from the Individual Vendors

pursuant to the Individual Vendor Agreement(s)

the equity transfer agreement(s) dated 26 June 2015 entered
into between Huada Electronics and the respective Individual

Vendor in relation to the Individual Vendor Acquisition
20 October 2015, being the latest practicable date prior to
the printing of this circular for the purpose of ascertaining

certain information for inclusion in this circular

the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited

being shareholders of Huahong holding an aggregate of
4.36% equity interest of Huahong who have not agreed to
sell his or her respective equity interest in Huahong under
the terms of the Shanghai Huahong Acquisition Agreements
the People’s Bank of China

the People’s Republic of China

Renminbi, the lawful currency of the PRC



DEFINITIONS

“Remaining Shareholders

Acquisition”

“Remaining Shareholders

Agreement(s)”

“SFO”

“SGM”

“SUAEE”

“Shanghai Huahong

Acquisition”

“Shanghai Huahong

Acquisition Agreements’

“Shareholder(s)”

“Shenwan”

]

the acquisition of an aggregate of 4.64% equity interest in
Huahong by Huada Electronics from the Individual Vendors
pursuant to the Remaining Shareholders Agreement(s)

the equity transfer agreement(s) dated 27 August
2015 entered into between Huada Electronics and the
respective Individual Vendor in relation to the Remaining

Shareholders Acquisition

the Securities and Futures Ordinance (Chapter 571 of the
Laws of Hong Kong)

the special general meeting of the Company to be convened
to consider and, if thought fit, to approve (a) the Shanghai
Huahong Acquisition and (b) the 2015-2018 Business
Services Agreement and the 2015-2018 Financial Services

Agreement and their respective proposed caps

the Shanghai United Assets and Equity Exchange

together, the Huada Semiconductor Acquisition, the
Individual Vendor Acquisition, the Huahong Group
Acquisition and the Remaining Shareholders Acquisition

together, the Huada Semiconductor Agreement, the
Individual Vendor Agreement(s), the Huahong Group
Agreement, the Supplemental Huahong Group Agreement

and the Remaining Shareholders Agreement(s)

shareholder(s) of the Company

Shenwan Hongyuan Capital (H.K.) Limited, a licensed
corporation to conduct type 1 (dealing in securities), type 4
(advising on securities) and type 6 (advising on corporate
finance) regulated activities under the SFO, being the
financial adviser to the Company in respect of the Shanghai

Huahong Acquisition



DEFINITIONS

“Stock Exchange” The Stock Exchange of Hong Kong Limited
“Supplemental Huahong the supplemental equity transfer agreement dated 27 August
Group Agreement” 2015 entered into between Huada Electronics and Huahong

Group in relation to the Huahong Group Acquisition
“%” per cent.

For ease of reference only, the names of PRC established companies and entities have been
included in this circular in both Chinese and English and the English names of these companies
and entities are either English translations of their respective official Chinese names or English
trade names used by them. In the event of any inconsistency between the English names and their

respective Chinese names, the Chinese names shall prevail.
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Hong Kong

27 October 2015
To the Shareholders

Dear Sir or Madam,

MAJOR TRANSACTION AND CONNECTED TRANSACTION
IN RELATION TO
THE ACQUISITION OF A 95.64% EQUITY INTEREST IN HUAHONG

CONTINUING CONNECTED TRANSACTIONS
2015-2018 BUSINESS SERVICES AGREEMENT WITH CEC
AND
2015-2018 FINANCIAL SERVICES AGREEMENT WITH
CEC FINANCE

INTRODUCTION

Reference is made to the announcements of the Company dated 28 June 2015 and 27 August
2015 in relation to, among other things, the entry into the Huada Semiconductor Agreement, the
Individual Vendor Agreement(s), the Huahong Group Agreement, the Supplemental Huahong

*  For identification purpose only



LETTER FROM THE BOARD

Group Agreement and the Remaining Shareholders Agreement(s) in respect of the Shanghai
Huahong Acquisition. The aggregate consideration payable by Huada Electronics under the Huada
Semiconductor Agreement, the Individual Vendor Agreement(s), the Supplemental Huahong Group
Agreement and the Remaining Shareholders Agreement(s) is RMB717.3 million, which shall be
satisfied by Huada Electronics in cash. Incidental to the Huada Semiconductor Acquisition, the

Company entered into:

(a)  the 2015-2018 Business Services Agreement with CEC, pursuant to which the CEC
Group will provide products processing, testing and assembling services to the Group
and purchase integrated circuit cards and smart cards modules and chips from the
Group and the Group will purchase raw materials, modules, software and equipment
from the CEC Group.

(b)  the 2015-2018 Financial Services Agreement with CEC Finance, pursuant to which

CEC Finance will provide a range of financial services to the Group.

An Independent Board Committee has been established to advise the Independent
Shareholders in respect of the terms of the Shanghai Huahong Acquisition Agreements, the 2015-
2018 Business Services Agreement and the 2015-2018 Financial Services Agreement and their
respective proposed caps. In this respect, Altus Capital has been appointed as the independent

financial adviser to the Independent Board Committee and the Independent Shareholders.

The purpose of this circular is to provide you with, among other things, (i) information on
the Shanghai Huahong Acquisition, the 2015-2018 Business Services Agreement and the 2015-
2018 Financial Services Agreement and their respective proposed caps; (ii) to set out the advice
from Altus Capital, the independent financial adviser to the Independent Board Committee and the
Independent Shareholders in respect of the terms of the same; (iii) the recommendation from the
Independent Board Committee; (iv) financial information of the Group; (v) financial information of
Huahong; (vi) unaudited pro forma financial information of the Enlarged Group; and (vii) to give
notice of SGM.



LETTER FROM THE BOARD

THE ACQUISITION OF A 95.64% EQUITY INTEREST IN HUAHONG

1)

(2)

L

Huada Semiconductor Agreement

Date: 26 June 2015

Vendor: Huada Semiconductor

Purchaser: Huada Electronics

Subject asset: 73.43% equity interest in Huahong
Consideration: RMBS550.7 million

Individual Vendor Agreement(s)

Date: 26 June 2015
Vendors: Individual Vendors’ (excluding Other Shareholders)
Purchaser: Huada Electronics
Subject asset: an aggregate of a 9.95% equity interest in Huahong
Aggregate RMB74.6 million

consideration:

Each of the Individual Vendors (excluding Other Shareholders) will enter into separate Individual Vendor Agreement

with Huada Electronics for the sale of his/her respective equity interest in Huahong.



LETTER FROM THE BOARD

(3) Supplemental Huahong Group Agreement

Further to the Huahong Group Agreement, Huada Electronics and Huahong Group entered
into the Supplemental Huahong Group Agreement to further determine certain terms under the
Huahong Group Acquisition including, among other things, the amount of consideration, conditions

precedent and the terms of completion.

Date: 27 August 2015

Vendor: Huahong Group

Purchaser: Huada Electronics

Subject asset: 7.62% equity interest in Huahong
Consideration: RMB57.1 million

4) Remaining Shareholders Agreement(s)

Date: 27 August 2015
Vendors: Individual Vendors’ (excluding Other Shareholders)
Purchaser: Huada Electronics
Subject asset: an aggregate of a 4.64% equity interest in Huahong
Aggregate RMB34.9 million

consideration:

Each of the Individual Vendors (excluding Other Shareholders) will enter into separate Remaining Shareholders

Agreement with Huada Electronics for the sale of his/her respective equity interest in Huahong

— 10 =
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Consideration

The total aggregate consideration for the Shanghai Huahong Acquisition of RMB717.3

million represents a price to 2014/ earnings multiples of 13.4 and a price to 2014/ sales multiples

of 1.6 of Huahong, and was determined after arm’s length negotiations between the parties to the

Shanghai Huahong Acquisition Agreements having regard to the following:

()

(i1)

(iii)

(iv)

the price to earnings multiples and the price to sales multiples of companies’ listed
on the Stock Exchange which are engaged in similar businesses as Huahong as an
indicative range to determine the consideration, taking into account the discount to
valuation given that Huahong is an unlisted company;

the historical financial performance of Huahong;

the business prospect of Huahong; and

the potential benefits to the Group after Completion.

The consideration payable under the Supplemental Huahong Group Agreement shall be paid

in the following manner:

()

(i1)

(iii)

Huada Electronics shall transfer the consideration into the nominated account of
SUAEE;

SUAEE shall complete all procedures required for such equity transfer; and

on the date agreed between Huahong Group and Huada Electronics (which shall
not be later than the period allowed under the requirements of the state-owned asset
administrative management and SUAEE), SUAEE shall transfer the consideration into
the bank account nominated by Huahong Group after the completion of the procedures

set out in paragraph (ii) above.

The date of the Certificate of Assets and Equity Exchange issued by SUAEE shall be the date

of completion of the Huahong Group Acquisition.

The consideration payable under the Huada Semiconductor Agreement, the Individual

Agreement(s) and the Remaining Shareholders Agreement(s) shall be paid within five business days

from the date of Completion.

—11 =



LETTER FROM THE BOARD

Based on the audited financial results of Huahong for the year ended 31 December 2014.

Market Price to
capitalisation Price to sales earnings
Company name asat ratio ratio
(stock code) Principal business 26 June 2015 Revenue (“P/S Ratio”) (“P/E Ratio”)
(Note 1) (Note 2) (Note 3)
HKS (million) HKS (million) (times) (times)
Advanced Semiconductor Manufacturing Corporation Limited Manufacturing and sale of 1,187.9 1,004.2 12 19.4
(3355) semiconductors
China Electronics Corporation Holdings Company Limited Design and sale of integrated circuit 8,687.9 1,357.1 6.4 511
(0085) chips, develop and manage of
electronic information technology
industrial parks
Semiconductor Manufacturing International Corporation Manufacturing of semiconductors 35,860.0 152672 23 30.2
(0981)
Shanghai Fudan Microelectronics Group Company Limited Design and sale of integrated circuit 33188 1,062.8 3.1 15.7
(1385) products
Sino-Tech International Holdings Limited (0724) Manufacturing and trading of 1,487.8 5999 25 -
electronic parts and components (Note 4)
Solomon Systech (International) Limited (2878) Design, develop and sale of 1,307.8 465.6 28 -
integrated circuit products (Note 4)
Minimum: 1.2 157
Maximum: 6.4 511
Huahong (Note 5) 1.6 134
Source: Respective annual reports of the companies and the website of the Stock Exchange.
Notes:
1. Based on the latest published audited figures for the year ended 31 December 2014.
2. The P/S Ratios of the companies are derived from dividing the market capitalisation as at 26 June 2015 by the latest
published audited revenue of the respective group.
3. The P/E Ratios of the companies are derived from dividing the market capitalisation as at 26 June 2015 by the latest
published audited profit attributable to owners of the respective companies.
4. No P/E Ratio is presented as the relevant group recorded a loss.
5. The P/S Ratio and P/E Ratio are calculated based on the total aggregate consideration for the Shanghai Huahong

Acquisition.

- 12 -
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The Company expects that the consideration will be satisfied in cash from internal resources

and borrowing facilities of the Group, if needed.

Conditions precedents

The Shanghai Huahong Acquisition Agreements shall not proceed to Completion unless the

following conditions precedents have been satisfied or have been waived by Huada Electronics:

()

(i1)

(iii)

(iv)

(v)

(vi)

the Company having obtained approval from the Independent Shareholders pursuant to
the Listing Rules in respect of the transactions contemplated by the Shanghai Huahong
Acquisition Agreements and any continuing connected transactions (as defined in the

Listing Rules) arising thereof;

the Huada Semiconductor Agreement, the Individual Vendor Agreement(s),
the Supplemental Huahong Group Agreement and the Remaining Shareholders
Agreement(s) having been duly signed by both parties thereto, respectively;

Huada Semiconductor or Huahong Group (as the case may be) and Huada Electronics
having completed its internal approval procedures for the transfer of such equity

interest and having obtained written internal approvals in relation thereto;

the equity transfer having been approved at a shareholders’ meeting by more
than half of the shareholders of Huahong (excluding Huada Semiconductor under
the Huada Semiconductor Agreement, each of the Individual Vendors under the
relevant Individual Vendor Agreement(s) or the relevant Remaining Shareholders
Agreement(s), and Huahong Group under the Supplemental Huahong Group

Agreement (as the case may be), respectively);

subject to the exercise of pre-emption rights by the other shareholders of Huahong
who are not parties to the Shanghai Huahong Acquisition Agreements, and/or such
shareholders who have elected not to transfer all, or part of, their equity interests in
Huahong, Huada Electronics having the ability to acquire not less than 50% of the

equity interest in Huahong;

such equity transfer under the Shanghai Huahong Acquisition Agreements having
been approved by the relevant department for the supervision and administration of
state-owned assets and the filings for the evaluation of state-owned assets having been

completed;

— 13 -
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(vii)

(viii)

(ix)

(x)

Completion

all other necessary pre-examinations, pre-approvals or filing procedures having been
completed in connection with the Shanghai Huahong Acquisition Agreements in the
PRC;

the equity transfer having been registered with the relevant administration for industry

and commerce, and a new business license having been obtained;

all statements, representations and warranties being true, accurate and not misleading

in any respect at the time of Completion; and

details of the bank account to which the consideration for the Shanghai Huahong

Acquisition shall be paid into having been provided to Huada Electronics.

Completion shall take place on the fifth business day after the above conditions precedents

have been satisfied (or waived by Huada Electronics) and the relevant part(ies) shall ensure:

()

(i1)

(iii)

(iv)

the delivery of relevant documents to Huada Electronics confirming that the conditions
precedents under the Shanghai Huahong Acquisition Agreements have been satisfied

(or waived by Huada Electronics);

that Huahong submits a certificate signed by its legal representative on the date of
Completion confirming that the conditions precedents under the Shanghai Huahong
Acquisition Agreements have been satisfied (or waived by Huada Electronics), and

that no material adverse change has occurred as at the date of Completion;

that a capital contribution certificate (in the form as prescribed under the PRC laws)
signed by the legal representative of Huahong with its company seal affixed thereto be
issued to Huada Electronics, stating that Huada Electronics owns the equity interest in
Huahong as stipulated under each of the Shanghai Huahong Acquisition Agreements,
with an aggregate of a 95.64% equity interest in Huahong (subject to the exercise of
pre-emption rights by relevant shareholders of Huahong under each of the Shanghai

Huahong Acquisition Agreements (as the case may be), respectively); and

that Huada Electronics be entered in the register of members of Huahong as the legal
and beneficial owner of an aggregate of a 95.64% equity interest in Huahong, and that

a copy of the revised register of members be provided to Huada Electronics.

Upon completion of the Shanghai Huahong Acquisition, Huahong will become a subsidiary

of the Company and the assets, liabilities and financial results of Huahong will be consolidated into

the consolidated financial statements of the Company.

_14 -
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INFORMATION ON HUAHONG

Overview

Established in 1998 under the laws of the PRC, Huahong is an industrial leader in the design
of the integrated circuit sector in the PRC. It has a comprehensive domestic smart card product line,
with technology focusing on the design and system development of contact, contactless and dual-
interface integrated circuit chips, which are widely used in sectors such as social security (social
security cards), telecommunications (SIM cards), public transport (public transport cards), identity
authentication (identity cards and residence permits), electronic travel documents (electronic
passports) and financial security (bank cards). Huahong also focuses on providing customers with
system solutions to address their business and operational challenges. In recent years, Huahong
launched a series of solutions including the public transport one-card pass solution, residence
permit solution, Shanghai World Expo ticketing solution, commercial encryption access control
system solution, and multi-applications financial solution. These solutions embrace the technical
elements of application software, key management system and encrypted integrated circuit chips
to form the application-oriented and customer-oriented solutions that enhance the efficiency and

security of supply chains, transactions and the authentication of goods and people.

Huahong emphasises original innovation and integrated innovation capabilities, and attaches
great importance to scientific discovery and technology invention. Over the years, Huahong has
obtained 165 patents, 55 registered integrated circuit layout designs and 21 computer software

copyrights through its independent innovation development strategy.

In November 2013, one of the dual-interface integrated circuit chips for security control
independently researched and developed by Huahong, was accredited with the Common Criteria
Evaluation Assurance Level 4+ Certificate (an international standard for security certification).
In the following year, Huahong was also accredited with the EMVCo certificate (security
certification). Huahong became the only integrated circuit chip design company in the PRC which
was accredited with both certifications. In addition, such dual-interface integrated circuit chip was
certified by the State Cryptography Administration Office of Security Commercial Code, PRC,
and was accredited with the full qualification certificate by UnionPay, a bank card association
established under the approval of the State Council of the PRC and the PBOC. Huahong is the
sole PRC supplier of bank cards (at state secret level) for the Industrial and Commercial Bank
of China Limited and one of the PRC suppliers of bank cards (at state secret level) for the China
Construction Bank Corporation. Huahong is now well positioned to tap into the domestic market

where over 90% of the integrated circuit chips for bank cards are imported from overseas.
Mr. Dong Haoran, Mr. Wang Liqgiang, Mr. Ma Yuchuan, Mr. Xiang Xiang and Mr. Li Rongxin

are currently directors of Huahong. Mr. Dong Haoran is a director of the Company, a director and

the general manager of Huada Semiconductor and a director of China Huada.

— 15 -
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Financial information on Huahong

Huahong’s revenue was mainly derived from the sale of integrated circuit products. For
further discussion on the revenue, costs and assets of Huahong, please refer to “Appendix I —

Management Discussion and Analysis of Huahong”.

Based on the accountant’s report of Huahong prepared in accordance with the Hong Kong
Financial Reporting Standards as set out in Appendix III to this circular, the audited consolidated
net assets of Huahong was RMB341.7 million as at 30 April 2015. The following table shows the
audited consolidated results of Huahong for each of the years ended 31 December 2012, 2013
and 2014 and the four months ended 30 April 2015 as extracted from the accountant’s report of

Huahong as set out in Appendix III to this circular:

Four months

ended
Year ended 31 December 30 April
2012 2013 2014 2015

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

Profit/(loss) before taxation 40,430 64,238 51,800 (2,261)
Profit/(loss) for the year/period 35,085 64,238 56,069 (2,261)

The Company understands that the total investment cost for Huahong by Huada
Semiconductor, Huahong Group and the Individual Vendors (excluding Other Shareholders) was
RMB260.8 million, RMB51.3 million and RMB23.1 million, respectively.

Shareholding structure of Huahong

The following is the simplified shareholding structure chart of Huahong prior to Completion:

CEC
100% 47.08%
Huada Semiconductor Huahong Group Individual Vendors
73.43% 7.62% 18.95%

Huahong

—16 —
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The following is the simplified shareholding structure chart of Huahong immediately after

Completion:
The Company
100%
Huada Electronics Other Shareholders
95.64% 4.36%

Huahong

Financial effects of the Shanghai Huahong Acquisition

The Group has applied principles of merger accounting as prescribed in Hong Kong
Accounting Guideline 5 “Merger Accounting for Common Control Combinations” issued by the
Hong Kong Institute of Certified Public Accountants for the Shanghai Huahong Acquisition. Under
merger accounting, the consolidated financial statements incorporates the financial statements of
the combining entities or businesses in which the common control combination occurs as if they
had been combined from the date when the combining entities or businesses first came under the

control of the controlling party.

The net assets of the combining entities or businesses are combined using the existing
book values from the controlling parties’ perspective. No amount is recognised in consideration
for goodwill or excess of acquirers’ interest in the net fair value of acquiree’s identifiable assets,
liabilities and contingent liabilities over cost at the time of common control combination. Set out
in Appendix IV to this circular is the “Unaudited Pro Forma Financial Information of the Enlarged

Group” and the basis of preparation thereon.
Assets and liabilities
Upon Completion, Huada Electronics will directly hold a 95.64% equity interest in Huahong,

which will become a subsidiary of the Company. The assets and liabilities of Huahong will be

consolidated into the consolidated financial statements of the Company.
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FEarnings

The results of Huahong will be consolidated into the consolidated financial statements of the

Company upon Completion.

Working capital

Taking into account the financial resources available to the Enlarged Group, including the
internally generated funds and the available committed borrowing facilities, the Directors are of
the opinion that in the absence of unforeseeable circumstances, the Enlarged Group has sufficient
working capital available for its requirements, that is for at least the next 12 months from the date

of this circular.

Indebtedness

As at 31 August 2015, being the latest practicable date for the purpose of this indebtedness
statement prior to the date of this circular, the Group and Huahong had outstanding borrowings of
HK$4,516.6 million and HK$18.2 million, respectively.

The analysis of the borrowings of the Group as at 31 August 2015 is as follows:

As at

31 August
2015

(HKS$ million)

Current bank borrowings 1,213.1
Unsecured corporate bonds (a) 3,303.5

4,516.6

(a)  As at 31 August 2015, the Group had outstanding unsecured bonds due 2017 in the
principal amount of RMB2,750.0 million, the bonds will mature on 16 January 2017
and are listed on the Stock Exchange. The carrying amount of the unsecured bonds is
HK$3,303.5 million as at 31 August 2015.
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The analysis of the borrowings of Huahong as at 31 August 2015 is as follows:

As at

31 August
2015

(HK$ million)

Current borrowings from CEC Finance 18.2

Save as disclosed above and apart from intra-group liabilities and normal trade payables,
the Enlarged Group did not have, as at 31 August 2015, any mortgages, charges, debentures, debt
securities issued and outstanding, and authorised or otherwise created but unissued, outstanding
borrowings or indebtedness in the nature of borrowings including term loans, bank overdrafts,
liabilities under acceptances, acceptance credits, hire purchase and finance lease commitments or

other similar indebtedness, or any guarantees or other material contingent liabilities.

Gearing ratios

As at 31 December 2014, the gearing ratio of the Group was 83.6% (calculated as the total
liabilities over total assets of the Group). As set out in Appendix IV to this circular, assuming 30

June 2015 is the date of Completion, the gearing ratio of the Group will be 89.3%.

As at 31 December 2014, the gearing ratio of the Group was 79.4% (calculated as the total
net debt over total capital of the Group). As set out in Appendix IV to this circular, assuming 30

June 2015 is the date of Completion, the gearing ratio of the Group will be 84.5%.

CONTINUING CONNECTED TRANSACTIONS - 2015-2018 BUSINESS SERVICES
AGREEMENT WITH CEC

Background

The Company refers to its announcement dated 7 May 2013 and the circular dated 28 May
2013 in relation to certain continuing connected transactions between the Group and the CEC
Group contemplated under the 2013-2016 Business Services Agreement. The 2013-2016 Business
Services Agreement will expire on 30 June 2016. Huahong has on-going transactions with the CEC
Group which are similar to those contemplated under the 2013-2016 Business Services Agreement
in its ordinary and usual course of business. These transactions will, after the completion of the

Huada Semiconductor Acquisition, become continuing connected transactions of the Company.
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On 26 June 2015, in order to streamline the existing continuing connected transactions
contemplated under the 2013-2016 Business Services Agreement, and to facilitate the Group’s
production and operation after the completion of the Huada Semiconductor Acquisition, the
Company entered into the 2015-2018 Business Services Agreement with CEC to reflect the terms
of the proposed continuing connected transactions and the caps of the transactions thereunder for
the period commencing from the completion of the Huada Semiconductor Acquisition until 31
December 2015, each of the years ending 31 December 2016 and 2017 and the six months ending
30 June 2018.

2015-2018 Business Services Agreement

Date: 26 June 2015
Parties: (1) the Company
(i) CEC

The 2015-2018 Business Services Agreement covers (i) the provision of products processing,
testing and assembling services by the CEC Group, and the purchase of raw materials, modules,
software and equipment from the CEC Group; and (ii) the sale of integrated circuit cards and smart
cards modules and chips to the CEC Group (collectively, the “Business Services™). The 2015-2018
Business Services Agreement provides a framework between the Company and CEC under which
the Group and any member of the CEC Group may enter into separate supplemental agreement(s)
setting out the terms and conditions for Business Services required from time to time. The 2015-
2018 Business Services Agreement was entered into on a non-exclusive basis and does not create
any obligations on the Group to enter into any agreement(s) with any member of the CEC Group
for Business Services. Any member of the CEC Group is one of a number of companies which the
Group may enter into agreement(s) for Business Services. The Group may enter into agreement(s)
for Business Services with any member of the CEC Group and/or any other companies, as it sees
fit.

Details of the continuing connected transactions contemplated under the 2015-2018 Business

Services Agreement are as follows:

(i)  Provision of products processing, testing and assembling services by the CEC
Group, and the purchase of raw materials, modules, software and equipment
from the CEC Group

The CEC Group will provide products processing, testing and assembling services to

the Group for the production of products including integrated circuit cards, smart cards and

chips.
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The Group will also purchase raw materials, modules, software and equipment for the
research and development of integrated circuit cards, smart cards and chips from the CEC

Group.

(ii)  Sale of products to the CEC Group

The Group will also sell products including integrated circuit cards and smart cards

modules and chips to the CEC Group.

The prices payable and receivable by the Group under the 2015-2018 Business Services
Agreement will be determined after arm’s length negotiations between the parties with reference to
market prices. The prices offered by or to the CEC Group will be no less favourable than “market
prices” as defined under the 2015-2018 Business Services Agreement: (a) the prices of similar or
comparable type of products or services in similar quantities offered by or to independent third
parties in the same geographical area in the ordinary and usual course of business, or, in the absence
of which, (b) the prices of similar or comparable type of products or services offered by or to

independent third parties in the ordinary and usual course of business.

To ensure that the transactions under the 2015-2018 Business Services Agreement are
conducted on normal commercial terms, or on terms no less favorable than terms available to
independent third parties, the Group has adopted the following procedures to determine the prices
and terms of the transactions. Before confirming the pricing of provision of products processing,
testing and assembling services by the CEC Group, and purchase of raw materials, modules,
software and equipment from the CEC Group, the Group would refer to two other contemporaneous
transactions with independent third parties in similar quantities to determine if the prices and
terms offered by the CEC Group are fair, reasonable and no less favorable than those offered by
independent third parties, or the pricing of the end products according to the customers order,
the complexity of the particular work and the raw materials and technology involved. Before
confirming the pricing of sale of products to the CEC Group, the Group would refer to previous
transactions with independent third parties in respect of similar products and similar quantities
within 6 months and any market information based on the experience of the Group’s management,
the dealings with other players in the market, and industry level profit margin, which may be

available at that time, and make an assessment of the general market price of that type of product.
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The pricing of the transactions under the 2015-2018 Business Services Agreement are subject
to an internal approval process. An application for the approval of a potential transaction is made
by the purchasing or sales department (as the case may be) and presented to the legal department
and finance department for approval. The legal department and finance department will consider
an application from an internal control perspective to ensure that the pricing for such potential
transaction are in compliance with the pricing policies as set out in the 2015-2018 Business
Services Agreement. Transactions exceeding RMBS5 million will be further submitted to any one

director of the relevant member of the Group for final approval.

Independent non-executive Directors will conduct an annual review of the transactions
(including the pricing mechanism, methods and procedures established by the Company) under the

2015-2018 Business Services Agreement and submit their views to the Board.

Given the above, the Directors consider that there are appropriate internal controls and
procedures in place to ensure that the transactions under the 2015-2018 Business Services
Agreement will be conducted on normal commercial terms and are not prejudicial to the interests of

the Company and the Shareholders as a whole.

The consideration payable and receivable by the Group under the 2015-2018 Business
Services Agreement will be settled in cash according to the terms upon which the services or
products are provided. Based on historical transactions with the CEC Group, the Company expects
that for (i) the majority of the provision of products processing, testing and assembling services
by the CEC Group, and (ii) the majority of the purchase of raw materials, modules, software and
equipment from the CEC Group, the CEC Group will grant credit terms of between 30 days to 90
days. The Company also expects that the majority of the Group’s sale of products to the CEC Group
will be given credit terms of between 60 days to 120 days.

The prices payable to or receivable by the Group under each of the separate supplemental
agreement(s) are based on the terms under the 2015-2018 Business Services Agreement and are
subject to negotiations between the parties, having regard to the Group’s internal approval process

and the definition of “market prices”.

Subject to the approval of the Independent Shareholders, the 2015-2018 Business Services
Agreement will take effect from the date of the completion of the Huada Semiconductor Acquisition
and will be valid until 30 June 2018. The agreement may be renewed for further terms of three
years after its expiration if the parties so agree, subject to compliance with the requirements under

the Listing Rules.

The 2015-2018 Business Services Agreement will, upon taking effect, supersede the 2013-

2016 Business Services Agreement.
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Historical transaction amounts for each of the years ended 31 December 2012, 2013, 2014 and

the four months ended 30 April 2015

Existing caps
for the year

Historical transaction amounts for

ending the four
31 December the year ended 31 December months ended
Type of transaction 2015 2012 2013 2014 30 April 2015
(RMB’000) (RMB’000) (RMB’000) (RMB000) (RMB’000)
(Note 1)
Products processing, testing and
assembling services and purchase
of raw materials, modules,
software and equipment
- Consideration payable by the
Group under the 2013-2016
Business Services Agreement 1,064,000 475,977 360,445 373,949 98,094
- Utilisation percentage 61.8% 34.9% 43.9%
— Percentage of cost of sales 83.1% 62.0% 61.0%
- Consideration payable by
Huahong (Note 2) - 41,939 29,728 86,501 8,569
1,064,000 517,916 390,173 460,450 106,663
Sale of products
- Consideration receivable by the
Group under the 2013-2016
Business Services Agreement 188,000 82,258 74,170 136,730 46,600
- Utilisation percentage 77.6% 63.9% 91.2%
— Percentage of revenue 87% 7.0% 12.7%
- Consideration receivable by
Huahong (Note 2) - 51,730 34,083 35,452 7,078
188,000 133,988 108,253 172,182 53,678
Notes:
1. The Company confirmed that the consideration payable and receivable by the Group under the 2013-2016

Business Services Agreement for the period commencing from 1 January 2015 until the Latest Practicable

Date have not exceeded the caps for the year ending 31 December 2015 set out in the above table.

2. Huahong’s historical transaction amounts are set out here for illustration as one of the bases for determining

the proposed caps under the 2015-2018 B

usiness Services Agreement.
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Proposed caps for the 2015-2018 Business Services Agreement

It is expected that for the period commencing from the completion of the Huada
Semiconductor Acquisition until 31 December 2015, each of the years ending 31 December 2016
and 2017 and the six months ending 30 June 2018, the consideration payable by the Group to the
CEC Group and the consideration receivable by the Group from the CEC Group will not exceed the
following respective amounts and such amounts have been set as the proposed caps for the relevant

continuing connected transactions contemplated under the 2015-2018 Business Services Agreement

accordingly:
For the period
commencing
from the
completion of
the Huada For the
Semiconductor six months
Acquisition until For the year ending 31 December ending
Type of transaction 31 December 2015 2016 2017 30 June 2018
(RMB000) (RMB’000) (RMB’000) (RMB’000)
(Note 1)
Products processing, testing and
assembling services and purchase of
raw materials, modules, software and
equipment
- Consideration payable by the Group 300,000 780,000 1,000,000 650,000
Sale of products
- Consideration receivable by the Group 110,000 290,000 370,000 240,000
Note:
1. The 2013-2016 Business Services Agreement will expire on 30 June 2016. The 2015-2018 Business

Services Agreement will, upon taking effect, supersede the 2013-2016 Business Services Agreement. The
2015-2018 Business Services Agreement is subject to the approval of the Independent Shareholders at
the SGM, which is expected to take place after June 2015. As such, the term of the 2015-2018 Business

Services Agreement will not exceed three years.

In arriving at the above caps for the consideration payable by the Group for the provision of
products processing, testing and assembling services by the CEC Group, and the purchase of raw
materials, modules, software and equipment from the CEC Group, the Company has referred to
the historical service fees paid by the Group and the historical purchase of raw materials, modules,
software and equipment from the CEC Group and has taken into account the expected demand

of the products of the Group, the production plan of the Group and the costs of such services,
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raw materials, modules, software and equipment. The Group’s integrated circuits design business
comprises the design of integrated circuit chips and the development of application systems.
Products processing, testing and assembling services and purchase of raw materials, modules,
software and equipment are usually conducted outside the Group, and are regarded as different
steps in the production process in the Group’s business model. As such, the Company considers it
appropriate to group the transaction amounts under the same proposed caps. A significant portion
of the historical transaction amounts and the proposed caps, is derived from, and based on products
processing and assembling services.

In arriving at the above caps for the consideration receivable by the Group for the sale of
products to the CEC Group, the Company has referred to the historical sales, the expected demand
of the Group’s products by the CEC Group and the order status of the products.

The respective proposed caps for (i) the provision of products processing, testing and
assembling services by the CEC Group and the purchase of raw materials, modules, software and
equipment from the CEC Group, and (ii) the sale of products to the CEC Group for the period
commencing from the completion of the Huada Semiconductor Acquisition until 31 December 2015
were based on an assumed increase of approximately 30% from the respective historical transaction
amounts for the year ended 31 December 2014 and the purchase orders already received by the
Group during the first half of 2015. The proposed caps for the years ending 31 December 2016 and
2017 and the six months ending 30 June 2018 were based on an increase of approximately 30%,
28% and 30% from the proposed caps for the previous year. The proposed caps are based on the
historical pricing of comparable products, assuming no changes in prices.

The Company is aware of the potential growth of the PRC smart cards industry. According
to the 2015-2020 Market Analysis and Strategic Consultancy Report in respect of the Integrated
Circuit Chip Bank Cards of China ( €2015-20204F Ht [ R 17 1C< i1 85 43 A T8 ] S B m& 35 ot e
45 ) and Analysis of Issued Volume and Market Penetration of Integrated Circuit Chip Bank Cards
of China in 2014 ( €20144F 1 [ 4 BEIC R 172 %F K & K 295 %43 HT) ) issued by Beijing Zhiyan
Kexin Consulting Co., Ltd (L3 & WHEME & 7 A BL 2 7))/ in March and August 2015, respectively
and published on China Industry Information website, based on the requirements of the PBOC, the
issue and use of magnetic stripe bank cards will cease gradually in the PRC from 2015 and will be
replaced by integrated circuit chip bank cards. This replacement process had commenced gradually
in various regions, and it is expected in the industry that the number of integrated circuit chip bank
cards which will be issued in the PRC annually may reach hundreds of millions in the coming
years. The global market capacity of SIM cards is also growing steadily, and there are new market
opportunities created by the development of the mobile payment and Internet of Things sectors.
According to statistics published by the China Semiconductor Industry Association?, the total

Established in 2008, Beijing Zhiyan Kexin Consulting Co., Ltd is principally engaged in corporate management
consultancy and business information consultancy businesses. Currently, it operates and maintains various industrial
research websites and consultancy service platforms, provides professional information and data to third parties,
such as industry research reports, market surveys and statistical data, etc.

The China Semiconductor Industry Association is an industrial and national non-profit making organization which
was established in 1990 by the institutions, experts and other relevant enterprises in the PRC semiconductor sector
engaged in the production, design, scientific research, development, operation, application, and education of
integrated circuits, discrete semiconductor devices, semiconductor materials and equipment.
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revenue generated by the integrated circuit industry in PRC for the year ended 31 December 2014
increased 20.2% to RMB301,540 million as compared to the year ended 31 December 2013. The
total revenue generated from the design of integrated circuits, one of the key stages in the supply
chain, increased 29.5% to RMB 104,740 million for the year ended 31 December 2014 as compared
to the year ended 31 December 2013. The Company therefore considers that the increase in the
proposed caps of approximately 30% per annum from the year ending 31 December 2015 onwards
is in line with industry trends.

CONTINUING CONNECTED TRANSACTIONS - 2015-2018 FINANCIAL SERVICES
AGREEMENT WITH CEC FINANCE

Background

The Company refers to its announcements dated 7 May 2013 and 7 July 2013 and the
circulars dated 28 May 2013 and 28 August 2013 in relation to certain continuing connected
transactions between the Group and CEC Finance contemplated under the 2013-2016 Financial
Services Agreement and the CEC Technology Financial Services Agreement, respectively (together,
the “2013 Financial Services Agreements”). The 2013 Financial Services Agreements will expire
on 30 June 2016. Huahong has on-going transactions with CEC Finance which are similar to those
contemplated under the 2013 Financial Services Agreements in its ordinary and usual course of
business. These transactions will, after the completion of the Huada Semiconductor Acquisition,

become continuing connected transactions of the Company.

On 26 June 2015, in order to streamline the existing continuing connected transactions
contemplated under the 2013 Financial Services Agreements and to facilitate the Group’s operation
after the completion of the Huada Semiconductor Acquisition, the Company entered into the
2015-2018 Financial Services Agreement with CEC Finance to reflect the terms of the proposed
continuing connected transactions and the caps of the transactions thereunder for the period
commencing from the completion of the Huada Semiconductor Acquisition until 31 December
2015, each of the years ending 31 December 2016 and 2017 and the six months ending 30 June
2018.

2015-2018 Financial Services Agreement
Date: 26 June 2015
Parties: @) the Company

(i1)  CEC Finance
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Pursuant to the 2015-2018 Financial Services Agreement, CEC Finance will provide a range
of financial services to the Group and the Group will utilise such financial services on a non-
exclusive basis. The financial services to be provided by CEC Finance to the Group under the 2015-

2018 Financial Services Agreement include:

(a) deposit services, including but not limited to, time deposits, call deposits and

negotiable deposits;

(b)  provision of financial assistance, including but not limited to, unsecured RMB and
foreign currencies loans, finance leasing, discounting of bank acceptance bills and

commercial acceptance bills and factoring of account receivables; and

(¢) provision of fee-based and commission-based financial services, including but not
limited to, guarantee services, fund management, agency services and financial

consultancy services.

The 2015-2018 Financial Services Agreement provides a framework between the Company
and CEC Finance under which any member of the Group and CEC Finance may enter into separate
supplemental agreement(s) setting out the terms and conditions for various financial services
required from time to time. The interest rates offered by CEC Finance under the 2015-2018

Financial Services Agreement are subject to negotiations between the parties.

The 2015-2018 Financial Services Agreement was entered into on a non-exclusive basis and
does not create any obligations on the part of the Group to utilise any particular services of CEC
Finance. Other than time deposits which have specified deposit terms, the Group may at any time

withdraw the funds deposited with CEC Finance without incurring any penalty.

The interest rates for the Group’s deposits with CEC Finance will be determined by reference
to, and shall not be less than, the rates offered to the Group by other domestic commercial banks for

comparable deposits.

The interest rates for the financial assistance provided by CEC Finance to the Group will be
determined by reference to, and shall not be higher than, the rates offered to the Group by other

domestic commercial banks for comparable financial assistance.

The fees and commissions for the fee-based and commission-based financial services
provided by CEC Finance to the Group will be determined by reference to, and shall not be
higher than, the fees and commissions charged by other domestic commercial banks or financial

institutions for the same type of financial services.
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To ensure that the transactions under the 2015-2018 Financial Services Agreement are
conducted on normal commercial terms, or on terms no less favorable than terms available to
independent third parties, the Group has adopted the following procedures to determine the price
and terms of the transactions. Before making a deposit with, seeking financial assistance from or
using fee-based and commission-based financial services from CEC Finance, the Group would
obtain the interest rates and/or fees/commissions (as appropriate) offered by one or two reputable
domestic commercial banks or financial institutions which the Group has established business
relationship and compare that with the interest rates and/or fees/commissions offered by CEC
Finance. CEC Finance is one of a number of financial institutions which provide financial services
to the Group. The Group may obtain financial services available from CEC Finance, and/or any

other financial institutions, as it sees fit.

The interest rates offered by CEC Finance under the 2015-2018 Financial Services
Agreement are subject to an internal approval process. In respect of any deposit services or
financial assistance provided by CEC Finance to the Group, an internal application is submitted to
the finance departments of the relevant member of the Group procuring such services for approval.
For transactions exceeding RMB 100 million, the interest rates are subject to further approval by any

one Director.

Independent non-executive Directors will conduct an annual review of the transactions
(including the rates offered by CEC Finance) under the 2015-2018 Financial Services Agreement

and submit their views to the Board.

Given the above, the Directors consider that there are appropriate internal controls and
procedures in place to ensure that the transactions under the 2015-2018 Financial Services
Agreement will be conducted on normal commercial terms and are not prejudicial to the interests of

the Company and the Shareholders as a whole.

The interests on the deposits and the financial assistance, and the fees and commissions for
the fee-based and commission-based financial services will be settled in cash according to the terms

of the deposits, financial assistance or financial services provided.

Subject to the approval of the Independent Shareholders, the 2015-2018 Financial Services
Agreement will take effect from the date of the completion of the Huada Semiconductor Acquisition
and will be valid until 30 June 2018. The agreement may be renewed for further terms of three
years upon expiration if the parties so agree, subject to compliance with the requirements under the

Listing Rules.

The 2015-2018 Financial Services Agreement will, upon taking effect, supersede the 2013

Financial Services Agreements.
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Historical transaction amounts for each of the years ended 31 December 2012, 2013, 2014 and

the four months ended 30 April 2015

Existing caps
for the year

Historical transaction amounts for

ending the four
31 December the year ended 31 December months ended
Type of transaction 2015 2012 2013 2014 30 April 2015
(RMB’000) (RMB’000) (RMB000) (RMB000) (RMB’000)
(Note 1) (Note 3) (Note 3)
Provision of deposit services by
CEC Finance
Maximum daily balance of deposits
(together with the interests accrued
thereon) maintained with CEC
Finance by:
— the Group under the 2013
Financial Services Agreements 480,000 80,000 276,000 398,351 383,581
- Huahong (Note 4) - 410,374 350,385 307,050 95,229
480,000 490,374 626,385 705,401 478,810
Provision of financial assistance by
CEC Finance
Maximum daily balance of
financial assistance provided by
CEC Finance to the Group
under the 2013 Financial
Services Agreements (Note 2) 480,000 - - 361,000 50,000
Provision of fee-based and
commission-based financial
services by CEC Finance
Fees and commissions payable by:
— the Group under the 2013
Financial Services Agreements 10,750 - - 445 28
- Huahong (Note 4) - 31 22 16 -
10,750 31 22 461 28
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Notes:

The Company confirmed that the maximum daily balance of the deposits and the financial assistance, and
the fees and commissions for the fee-based and commission-based financial services payable by the Group
under the 2013 Financial Services Agreements for the period commencing from 1 January 2015 until the
Latest Practicable Date have not exceeded the caps for the year ending 31 December 2015 set out in the

above table.

Apart from unsecured RMB and foreign currencies loans, the Group may be required to provide security for

certain types of financial assistance to be provided by CEC Finance.
CEC Technology became a wholly-owned subsidiary of the Company following the completion of the
acquisition of CEC Technology on 26 June 2014. The transactions between CEC Technology and its

subsidiaries and the CEC Group have since then become continuing connected transactions of the Company.

Huahong’s historical transaction amounts are set out here for illustration as one of the bases for determining

the proposed caps under the 2015-2018 Financial Services Agreement.
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Proposed caps for the 2015-2018 Financial Services Agreement

It is expected that for the period commencing from the completion of the Huada

Semiconductor Acquisition until 31 December 2015, each of the years ending 31 December 2016

and 2017 and the six months ending 30 June 2018, the maximum daily balance of the deposits and

the financial assistance, and the fees and commissions for the fee-based and commission-based

financial services payable by the Group, will not exceed the following respective amounts and such

amounts have been set as the proposed caps for the relevant continuing connected transactions

contemplated under the 2015-2018 Financial Services Agreement accordingly:

For the period
commencing from
the completion of

the Huada For the
Semiconductor six months
Acquisition until For the year ending 31 December ending
Type of transaction 31 December 2015 2016 2017 30 June 2018
(RMB’000) (RMB’000) (RMB’000) (RMB’000)
(Note 1)
Provision of deposit services
by CEC Finance
Maximum daily balance of deposits
(together with the interests accrued
thereon) maintained by the Group with
CEC Finance 700,000 740,000 780,000 820,000
Provision of financial assistance
by CEC Finance
Maximum daily balance of financial
assistance provided by CEC Finance to
the Group (Note 2) 700,000 740,000 780,000 820,000
Provision of fee-based and
commission-based financial services
by CEC Finance
Fees and commissions payable by the
Group to CEC Finance 5,000 10,000 10,000 5,000
Notes:
1. The 2013 Financial Services Agreements will expire on 30 June 2016. The 2015-2018 Financial Services

Agreement will, upon taking effect, supersede the 2013 Financial Services Agreements. The 2015-2018

Financial Services Agreement is subject to the approval of the Independent Shareholders at the SGM, which

is expected to take place after June 2015. As such, the term of the 2015-2018 Financial Services Agreement

will not exceed three years.

2. Apart from unsecured RMB and foreign currencies loans, the Group may be required to provide security for

certain types of financial assistance to be provided by CEC Finance.
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The maximum proposed caps for the 2015-2018 Financial Services Agreement were
determined by taking into consideration of the caps relating to the provision of financial assistance
by CEC Finance to the Group. In particular, as part of its treasury policy, CEC is prepared to
provide financial assistance of the above amounts to the Group through CEC Finance. The proposed
caps represent the maximum amount of funds that CEC Finance can provide to the Group and are
determined with reference to the estimated capital and operational needs of the Group, which are
based on CEC Finance’s internal assessment on the maximum amount of unsecured and secured
financial assistance which they may provide to the Group. In return for the financial assistance
provided by CEC Finance, the proposed maximum daily balance of deposits was set at a level

which is the same as the limit of the financial assistance that could be provided.

The above caps for the provision of financial assistance by CEC Finance have been

determined based on the estimated capital and operational needs of the Group.

The above caps for the fees and commissions payable for the provision of fee-based and
commission-based financial services by CEC Finance have been determined based on the estimated
demand of the fee-based and commission-based financial services provided by CEC Finance and

the fees and commissions payable for such services.

REASONS FOR AND BENEFITS OF THE PROPOSED TRANSACTIONS

The Board believes that the Shanghai Huahong Acquisition and the entry into the 2015-2018
Business Services Agreement and the 2015-2018 Financial Services Agreement are in line with the
development strategies of the Group, and will bring long-term and strategic benefits to the Group,

including but not limited to, the following:

The Shanghai Huahong Acquisition

1. With the launch of new supportive policies, the integrated circuit industry holds great future
development potential in the PRC. The Shanghai Huahong Acquisition will enable the Group

to be well positioned to swiftly capitalise on the enormous market opportunities created by

the development of the integrated circuit industry.
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2. The Group plans to step up its efforts on expanding the business in the horizon of the design
of contactless and dual-interface integrated circuit chip solutions and services. Huahong is
a leading supplier of contactless public transport and electronic travel document solutions
and services. Huahong is also well positioned to tap into the PRC dual-interface financial
security solutions and services market, which at present imported most of the integrated
circuit chips for bank cards from overseas. Following the Shanghai Huahong Acquisition,
there will be tremendous synergies between the business of Huahong and the Group.
The Shanghai Huahong Acquisition represents a significant strategic move by the Group
in broadening its business coverage, and in capturing a dominant position in the PRC

contactless and dual-interface integrated circuit chip markets.

3. As both Huahong and Huada Electronics are engaged in the design of integrated circuit
chips, the Shanghai Huahong Acquisition will bring the following benefits to the integrated

circuit business of the Group:

(1) improve overall productivity of the Group through the integration of existing
technologies of Huahong and Huada Electronics and the joint development and
application of new technologies, which will save costs related to research and

development;

(ii) improve management efficiency and strategic decision making of the Group by
leveraging on the combined experience of the management teams of Huahong and

Huada Electronics in the design of integrated circuit chips;

(iii)  enhance the bargaining power of procurement of the Group through collaboration with

Huahong; and

(iv) improve the Group’s market coverage and presence through Huahong’s integrated

circuit chip offerings and its current and prospective customer base.
The Directors are of the view that the terms of the Shanghai Huahong Acquisition

Agreements are fair and reasonable and in the interests of the Company and the Shareholders as a

whole.
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2015-2018 Business Services Agreement and 2015-2018 Financial Services Agreement

Following the completion of the Huada Semiconductor Acquisition, Huahong will become
an indirect subsidiary of the Company. Huahong has on-going transactions with the CEC Group
which are similar to those contemplated under the 2013-2016 Business Services Agreement and the
2013 Financial Services Agreements in its ordinary and usual course of business. These transactions
will, after the completion of the Huada Semiconductor Acquisition, become continuing connected
transactions of the Company. In order to streamline the continuing connected transactions between
members of the Group (including Huahong after the completion of the Huada Semiconductor
Acquisition) and members of the CEC Group, the Company entered into the 2015-2018 Business
Services Agreement with CEC and the 2015-2018 Financial Services Agreement with CEC Finance
which will, upon taking effect, supersede the 2013-2016 Business Services Agreement and the 2013

Financial Services Agreements, respectively.

(1) 2015-2018 Business Services Agreement

The Group is engaged in the design of integrated circuit chips. The CEC Group
provides products processing, testing and assembling services for the production of the
Group’s products and supplies raw materials, modules, software and equipment to the Group
for its research and development purposes. The CEC Group is also a customer of the Group.
The transactions contemplated under the 2015-2018 Business Services Agreement are,

therefore, vital and integral to the business operations of the Group.

The Directors are of the view that the transactions contemplated under the 2015-2018
Business Services Agreement will be conducted on normal commercial terms (or better to the
Group) and in the ordinary and usual course of business of the Group and that the terms of
the 2015-2018 Business Services Agreement and the proposed caps are fair and reasonable

and in the interests of the Company and the Shareholders as a whole.

(2) 2015-2018 Financial Services Agreement

CEC Finance is a non-banking financial institution approved and regulated by
the PBOC and the CBRC. CEC Finance was established for the purpose of enhancing
the centralised management of funds within the CEC Group and for improving the fund
utilisation efficiency of the CEC Group as a whole. CEC Finance is permitted to provide
various financial services such as deposit services, loan services, finance leasing and

investment services to the CEC Group.
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The main reasons and advantages for utilising the financial services provided by CEC

Finance are as follows:

(1) The interest rates on deposits and financial assistance offered by CEC
Finance to the Group will be no less favourable than those offered by other
domestic commercial banks. The fees and commissions for the fee-based and
commission-based financial services provided by CEC Finance will not be
higher than those charged by other domestic commercial banks or financial

institutions.

(ii)  CEC Finance is regulated by the PBOC and the CBRC and provides its services
in accordance and in compliance with the rules and operational requirements of

these regulatory authorities.

(iii) The Group expects to benefit from CEC Finance’s better understanding of
the operations of the Group which will allow expedient and efficient delivery
of services. The Group also expects that as an intra-group service provider,
CEC Finance will generally have more efficient communication channels with
the Group as compared with other domestic commercial banks or financial

institutions.

(iv) The 2015-2018 Financial Services Agreement will provide the Group with
the right and flexibility, which it may choose from different kinds of financial
assistance provided by CEC Finance and secure additional and stable financing

for its operations.

The Directors are of the view that the transactions contemplated under the 2015-2018
Financial Services Agreement will be conducted on normal commercial terms (or better
to the Group) and in the ordinary and usual course of business of the Group and that the
terms of the 2015-2018 Financial Services Agreement and the proposed caps are fair and

reasonable and in the interests of the Company and the Shareholders as a whole.
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RISK FACTORS

Risks relating to the business of Huahong

The business of Huahong is dependent on the information technology sector in the PRC

The business of Huahong depends on the growth of the information technology sector in
the PRC, particularly the electronic information technology sector, which is the driving force
behind the demand for integrated circuit chips. Although the information technology sector is
demonstrating a growing trend which is in part supported by favourable government policies, any
negative trend in the information technology sector or other restrictive policies may materially and

adversely affect the business, financial condition and results of operation of Huahong.

Huahong’s results of operation substantially depend on its ability to continue to execute
its business strategy and development plan after the completion of the Shanghai Huahong
Acquisition

The PRC integrated circuit market is highly competitive with relatively short product cycles,
and significantly affected by the policies of the government. Huahong’s results of operation
substantially depend on the successful execution of its business strategy and development plan to

maintain its leading position in the design of integrated circuit chip sector in the PRC.

Huahong may face challenges in implementing its strategies, and its ability to achieve
its goals may be adversely affected by various factors, some of which are beyond its control. If
Huahong is not able to execute its business strategy and development plan after the completion of
the Shanghai Huahong Acquisition, its business, financial condition and results of operation may be

materially and adversely affected.

Huahong’s success depends on its senior management team

Huahong’s success depends significantly on the continued service of the members of its
senior management team who are critical to the development and implementation of its corporate

strategy and its continued growth.

There is no assurance that Huahong will be able to retain its senior management team to
grow and develop its business after Completion. If Huahong fails to retain its senior management
team after Completion, its business, financial condition and results of operation may be materially

and adversely affected.
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Risk relating to the Shanghai Huahong Acquisition

The Shanghai Huahong Acquisition is subject to regulatory approval by authorities in the
PRC

Completion is conditional upon, amongst other things, the Shanghai Huahong Acquisition
Agreements having completed all the necessary approvals and/or filing procedures in the PRC.
The relevant approval and filing procedures are subject to various factors some of which are
beyond Huada Electronics’ control, and Huada Electronics cannot guarantee whether and when
the necessary approval and/or filing procedures will be completed. The long-term and strategic
development of the Group may be materially and adversely affected if Completion could not take

place as a result of the necessary approvals not being granted.
INFORMATION ON THE PARTIES
(a) Information on the Company

The Company is an investment holding company. The Group is principally engaged in the
design and sale of integrated circuit chips, and the development and management of electronic
information technology industrial parks.
(b) Information on CEC

CEC is a state-owned enterprise established under the laws of the PRC. Established in 1989
with the approval of the State Council of the PRC, CEC is a nationwide electronics and information
technology conglomerate directly administered by the PRC government. CEC actively focuses on
communications, consumer electronics, semi-conductor and software sectors in the PRC.
(¢) Information on Huada Electronics

Huada Electronics is principally engaged in the design and sale of integrated circuit chips.

(d) Information on Huada Semiconductor

Huada Semiconductor is principally engaged in the design and sale of integrated circuit

products.
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(e) Information on Huahong Group

Huahong Group is principally engaged in the design, manufacturing and sale of integrated

circuit products.
) Information on CEC Finance

CEC Finance is a non-banking financial institution approved and regulated by the PBOC and
the CBRC. CEC Finance was established for the purpose of enhancing the centralised management
of funds within the CEC Group and for improving the fund utilisation efficiency of the CEC Group

as a whole.
LISTING RULES IMPLICATIONS

As at the Latest Practicable Date, CEC was interested in approximately 59.42% of the issued
share capital of the Company. CEC is the ultimate controlling shareholder of the Company and is
therefore a connected person of the Company under the Listing Rules. Accordingly, the Shanghai

Huahong Acquisition constitutes a connected transaction of the Company.

As one or more of the applicable percentage ratios referred to in Chapters 14 and 14A of
the Listing Rules for the Shanghai Huahong Acquisition exceed 25% but all of which are less than
100%, the Shanghai Huahong Acquisition constitutes a major transaction and connected transaction
of the Company under Chapters 14 and 14A of the Listing Rules respectively and is subject to the

reporting, announcement and independent shareholders’ approval requirements.

CEC is the ultimate controlling shareholder of the Company and is therefore a connected
person of the Company under the Listing Rules. Upon the completion of the Huada Semiconductor
Acquisition, the 2015-2018 Business Services Agreement and the transactions thereunder will

constitute continuing connected transactions of the Company.

As one or more of the applicable percentage ratios set out in Rule 14.07 of the Listing
Rules in respect of the 2015-2018 Business Services Agreement are more than 5%, the 2015-2018
Business Services Agreement and the proposed caps for the transactions thereunder are subject to
the reporting, annual review, announcement and independent shareholders’ approval requirements
under Chapter 14A of the Listing Rules.

CEC Finance is a subsidiary of CEC and is therefore a connected person of the Company
under the Listing Rules. Upon the completion of the Huada Semiconductor Acquisition, the 2015-
2018 Financial Services Agreement and the transactions thereunder will constitute continuing

connected transactions of the Company.
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As one or more of the applicable percentage ratios set out in Rule 14.07 of the Listing Rules
in respect of the 2015-2018 Financial Services Agreement are more than 5% and that the Group
may be required to provide security for certain types of financial assistance to be provided by CEC
Finance, the 2015-2018 Financial Services Agreement and the proposed caps for the transactions
thereunder are subject to the reporting, annual review, announcement and independent shareholders’

approval requirements under Chapter 14A of the Listing Rules.

None of the Directors have a material interest in the Shanghai Huahong Acquisition, the
2015-2018 Business Services Agreement and the 2015-2018 Financial Services Agreement.

Accordingly, no Director was required to abstain from voting on the relevant board resolutions.

SGM

A notice convening the SGM to be held at Plaza 1-2, Lower Lobby, Novotel Century Hong
Kong, 238 Jaffe Road, Wanchai, Hong Kong on 19 November 2015 at 10:00 a.m. is set out on pages
SGM-1 to SGM-4 of this circular. At the SGM, resolutions will be proposed to approve (a) the
Shanghai Huahong Acquisition and (b) the 2015-2018 Business Services Agreement and the 2015-
2018 Financial Services Agreement and their respective proposed caps. Any connected person, and
any Shareholder with a material interest in the transaction and its associates, will not vote. As such,
CEC and its associates shall abstain from voting on the resolutions approving (a) the Shanghai
Huahong Acquisition and (b) the 2015-2018 Business Services Agreement and the 2015-2018
Financial Services Agreement and their respective proposed caps. Pursuant to Rule 13.39(4) of the

Listing Rules, all the above resolutions shall be taken by poll at the SGM.

A form of proxy for use at the SGM is enclosed with this circular. Whether or not you
are able to attend the SGM, you are requested to complete the accompanying form of proxy in
accordance with the instructions printed thereon and return the same to the Company’s branch share
registrar and transfer office in Hong Kong, Tricor Abacus Limited at Level 22, Hopewell Centre,
183 Queen’s Road East, Wanchai, Hong Kong not later than 48 hours before the time appointed for
holding the SGM or any adjournment thereof. Completion and return of the form of proxy will not
preclude you from attending and voting in person at the SGM or any adjournment thereof should

you so wish.
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BOOK CLOSURE PERIOD

Shareholders whose names appear on the register of members of the Company on 19
November 2015 will be entitled to attend and vote at the SGM. The register of members of the
Company will be closed from 17 November 2015 to 19 November 2015 (both days inclusive),

during which period no transfer of shares of the Company will be registered.

In order to be entitled to attend and vote at the SGM, all share certificates with completed
transfer forms must be lodged with the Company’s branch share registrar and transfer office
in Hong Kong, Tricor Abacus Limited at Level 22, Hopewell Centre, 183 Queen’s Road East,
Wanchai, Hong Kong not later than 4:30 p.m. on 16 November 2015.

RECOMMENDATION

Based on the relevant information disclosed herein, the Directors are of the view that (a)
the terms of the Shanghai Huahong Acquisition Agreements are fair and reasonable and in the
interests of the Company and the Shareholders as a whole, (b) the transactions contemplated under
the 2015-2018 Business Services Agreement and the 2015-2018 Financial Services Agreement will
be conducted on normal commercial terms (or better to the Group) and in the ordinary and usual
course of business of the Group and that the terms of the 2015-2018 Business Services Agreement
and the 2015-2018 Financial Services Agreement and their respective proposed caps are fair and
reasonable and in the interests of the Company and the Shareholders as a whole. Accordingly,
the Directors recommend the Independent Shareholders to vote in favour of the resolutions to be
proposed at the SGM in relation to (a) the Shanghai Huahong Acquisition and (b) the 2015-2018
Business Services Agreement and the 2015-2018 Financial Services Agreement and their respective

proposed caps.

FURTHER INFORMATION

Your attention is also drawn to the financial and general information set out in the

appendices to this circular.

Yours faithfully,
For and on behalf of the Board
China Electronics Corporation Holdings Company Limited
Rui Xiaowu

Chairman
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CEC

DESBF

CHINA ELECTRONICS
CHINA ELECTRONICS CORPORATION HOLDINGS COMPANY LIMITED
FEETFEEERBRAAE"

(Incorporated in the Cayman Islands and continued in Bermuda with limited liability)

(Stock Code: 00085)

27 October 2015
To the Independent Shareholders

Dear Sir or Madam,

MAJOR TRANSACTION AND CONNECTED TRANSACTION
IN RELATION TO
THE ACQUISITION OF A 95.64% EQUITY INTEREST IN HUAHONG

CONTINUING CONNECTED TRANSACTIONS
2015-2018 BUSINESS SERVICES AGREEMENT WITH CEC
AND
2015-2018 FINANCIAL SERVICES AGREEMENT WITH
CEC FINANCE

We refer to the circular of the Company dated 27 October 2015 (the “Circular”), of which
this letter forms part. Capitalised terms used in this letter shall have the same meanings as those

defined in the Circular, unless the context otherwise requires.

In compliance with the Listing Rules, we have been appointed to advise the Independent
Shareholders in relation to the terms of the Shanghai Huahong Acquisition Agreements, and the
2015-2018 Business Services Agreement and the 2015-2018 Financial Services Agreement and their
respective proposed caps. In this connection, Altus Capital has been appointed as the independent

financial adviser to advise on these matters.

*  For identification purpose only
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Your attention is drawn to the “Letter from the Board” set out on pages 7 to 40 of the
Circular which contains, inter alia, information about the terms of the Shanghai Huahong
Acquisition Agreements, and the 2015-2018 Business Services Agreement and the 2015-2018
Financial Services Agreement and their respective proposed caps, the “Letter from Altus Capital”
set out on pages 43 to 92 of the Circular which contains the advice from Altus Capital in respect of
the terms of the Shanghai Huahong Acquisition Agreements, and the 2015-2018 Business Services
Agreement and the 2015-2018 Financial Services Agreement and their respective proposed caps,

and the additional information set out in the appendices thereto.

We, having considered the terms of the Shanghai Huahong Acquisition Agreements, and
the 2015-2018 Business Services Agreement and the 2015-2018 Financial Services Agreement
and their respective proposed caps and having taken into account the principal factors and reasons
considered by Altus Capital as stated in its letter of advice, consider that the terms of the Shanghai
Huahong Acquisition Agreements, and the 2015-2018 Business Services Agreement and the 2015-
2018 Financial Services Agreement and their respective proposed caps are fair and reasonable and
in the interests of the Company and the Shareholders as a whole. Accordingly, we recommend the
Independent Shareholders to vote in favour of the ordinary resolutions to be proposed at the SGM in
relation to the Shanghai Huahong Acquisition, and the 2015-2018 Business Services Agreement and
the 2015-2018 Financial Services Agreement and their respective proposed caps, as detailed in the
notice of SGM set out on pages SGM-1 to SGM-4 of the Circular.

Yours faithfully,
Independent Board Committee
Chan Kay Cheung Qiu Hongsheng Chow Chan Lum

Independent non-executive Directors
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The following is the text of a letter of advice from Altus Capital to the Independent Board
Committee and the Independent Shareholders in respect of the Shanghai Huahong Acquisition
Agreements and the transactions contemplated thereunder, the 2015-2018 Business Services
Agreement, 2015-2018 Financial Services Agreement, the transaction contemplated under each of
the aforesaid services agreements and the proposed caps for the transactions contemplated under the
2015-2018 Business Services Agreement and the 2015-2018 Financial Services Agreement, which

has been prepared for the purpose of incorporation in this circular.

ALTUS CAPITAL LIMITED
21 Wing Wo Street
Central, Hong Kong

27 October 2015

The Independent Board Committee and the Independent Shareholders
China Electronics Corporation Holdings Company Limited

Room 3403, 34th Floor

China Resources Building

26 Harbour Road

Wanchai, Hong Kong

Dear Sirs,

MAJOR TRANSACTION AND CONNECTED TRANSACTION
IN RELATION TO THE ACQUISITION OF
A 95.64% EQUITY INTEREST IN HUAHONG

CONTINUING CONNECTED TRANSACTIONS
2015-2018 BUSINESS SERVICES AGREEMENT WITH CEC
AND
2015-2018 FINANCIAL SERVICES AGREEMENT WITH
CEC FINANCE

INTRODUCTION

We refer to our appointment as the independent financial adviser to advise the Independent
Board Committee and the Independent Shareholders in respect of the Shanghai Huahong
Acquisition Agreements and the transactions contemplated thereunder, the transactions
contemplated under the 2015-2018 Business Services Agreement as well as 2015-2018 Financial
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Services Agreement and the proposed caps relating thereto. Details of (i) the Shanghai Huahong
Acquisition, and (ii) the transactions contemplated under the 2015-2018 Business Services
Agreement as well as the 2015-2018 Financial Services Agreement (the “Continuing Connected
Transactions™) and the proposed caps relating thereto are set out in the “Letter from the Board”
contained in the circular of the Company dated 27 October 2015 (the “Circular”), of which this
letter forms part. Terms used in this letter shall have the same meaning as those defined in the
Circular unless the context required otherwise.

On 26 June 2015, Huada Electronics, a wholly-owned subsidiary of the Company, entered
into the Huada Semiconductor Agreement and the Individual Vendor Agreement(s) respectively
pursuant to which Huada Electronics conditionally agreed to acquire (i) 73.43% equity interest in
Huahong from Huada Semiconductor; and (ii) an aggregate of 9.95% equity interest in Huahong
from Individual Vendors. On the same day, Huada Electronics entered into the Huahong Group
Agreement with Huahong Group. This was a preliminary agreement with regard to the proposed
transfer of 7.62% equity interest in Huahong from Huahong Group to Huada Electronics.

Incidental to the Huada Semiconductor Acquisition, on 26 June 2015 the Company entered
into (i) the 2015-2018 Business Services Agreement with CEC, pursuant to which the CEC Group
will provide product processing, testing and assembling services to the Group and purchase
integrated circuit cards and smart cards modules and chips from the Group and the Group will
purchase raw materials, modules, software and equipment from the CEC Group; and (ii) the 2015-
2018 Financial Services Agreement with CEC Finance, pursuant to which CEC Finance will
provide a range of financial services to the Group.

On 27 August 2015, Huada Electronics entered into the Supplemental Huahong Group
Agreement and the Remaining Shareholders Agreement(s) respectively. The Supplemental Huahong
Group Agreement is to further determine certain terms under the Huahong Group Agreement,
including, among other things, the amount of consideration, conditions precedent and the
terms of completion. Pursuant to the Remaining Shareholders Agreement(s), Huada Electronics
conditionally agreed to acquire an aggregate of 4.64% equity interest in Huahong from the
Individual Vendors.

In summary, upon completion of the Shanghai Huahong Acquisition Agreements, the
Company will hold an aggregate of 95.64% equity interest in Huahong.

As at the Latest Practicable Date, CEC, which was interested in approximately 59.42% and
approximately 77.02% of the issued capital of the Company and Huahong respectively, was the
ultimate controlling shareholder of the Company and Huahong and hence a connected person of
the Company and Huahong under Chapter 14A of the Listing Rules. Moreover, one or more of
the applicable percentage ratios referred to in Chapters 14 and 14A of the Listing Rules for the
Shanghai Huahong Acquisition exceed 25% but all of which are less than 100%. Accordingly, the
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Shanghai Huahong Acquisition constitutes a major transaction as well as connected transaction
of the Company under Chapter 14 and 14A of the Listing Rules respectively and is subject to the
reporting, announcement and independent shareholders’ approval requirements.

Further, upon the completion the Huada Semiconductor Acquisition, as CEC is a connected
person of the Company under the Listing Rules (as explained above), the 2015-2018 Business
Services Agreement and the transactions thereunder will constitute continuing connected
transactions for the Company. In this regard, as one or more of the applicable percentage ratios set
out under Rule 14.07 of the Listing Rules in respect of the 2015-2018 Business Services Agreement
are more than 5%, the 2015-2018 Business Services Agreement and the proposed caps for the
transactions thereunder are subject to the reporting, annual review, announcement and independent

shareholders’ approval requirements under Chapter 14A of the Listing Rules.

As at the Latest Practicable Date, CEC Finance was a subsidiary of CEC and was therefore
a connected person of the Company under the Listing Rules. As such, the 2015-2018 Financial
Services Agreement and the transactions thereunder will constitute continuing connected
transactions of the Company. In this respect, as one or more of the applicable percentage ratios
set out under Rule 14.07 of the Listing Rules in respect of the 2015-2018 Financial Services
Agreement are more than 5% and that the Group may be required to provide security for certain
types of financial assistance to be provided by CEC Finance, the 2015-2018 Financial Services
Agreement and the proposed caps for the transactions thereunder are subject to the reporting,
annual review, announcement and independent shareholders’ approval requirements under Chapter
14A of the Listing Rules.

THE INDEPENDENT BOARD COMMITTEE

The Independent Board Committee, comprising all the independent non-executive Directors,
namely, Mr. Chan Kay Cheung, Mr. Qiu Hongsheng and Mr. Chow Chan Lum, has been established
to consider the Shanghai Huahong Acquisition, the Continuing Connected Transactions and
the proposed caps relating thereto, and to give advice and recommendation to the Independent
Shareholders as to whether the Shanghai Huahong Acquisition, the Continuing Connected
Transactions and the proposed caps relating thereto are fair and reasonable and in the interests of
the Company and the Shareholders as a whole and on how to vote on the resolutions to be proposed
at the SGM.

As the independent financial adviser to the Independent Board Committee and the
Independent Shareholders, our role is to give an independent opinion to the Independent Board
Committee and the Independent Shareholders as to (i) whether the Shanghai Huahong Acquisition
and the Continuing Connected Transactions and the proposed caps relating thereto are in the
ordinary and usual course of business of the Group and are in the interests of the Company and the

Shareholders as a whole; (ii) whether the respective terms of the Shanghai Huahong Acquisition and
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the Continuing Connected Transactions are on normal commercial terms and are fair and reasonable
so far as the Independent Shareholders are concerned; (iii) whether the proposed caps with regard
to the Continuing Connected Transactions have been fairly and reasonably arrived at; and (iv) how
the Independent Shareholders should vote in respect of the resolutions relating to the Shanghai
Huahong Acquisition and the Continuing Connected Transactions and the respective proposed caps
relating thereto at the SGM.

BASIS OF OUR OPINION

In formulating our opinion, we have relied on the statements, information, opinions and
representations contained or referred to in the Circular and/or provided to us by the Company, the
Directors and the management of the Company (the “Management”). We have assumed that all
statements, information, opinions and representations contained or referred to in the Circular and/or
provided to us were true, accurate and complete at the time they were made and continued to be so

as at the date of the Circular.

We have no reason to believe that any statements, information, opinions or representations
relied on by us in forming our opinion is untrue, inaccurate or misleading, nor are we aware of
any material facts the omission of which would render the statements, information, opinions or
representations provided to us untrue, inaccurate or misleading. We have assumed that all the
statements, information, opinions and representations for matters relating to the Group contained or
referred to in the Circular and/or provided to us by the Company, the Directors and the Management
have been reasonably made after due and careful enquiry. We have relied on such statements,
information, opinions and representations and have not conducted any independent investigation

into the business, financial conditions and affairs or the future prospects of the Group.

PRINCIPAL FACTORS AND REASONS CONSIDERED

() THE SHANGHAI HUAHONG ACQUISITION

In arriving at our opinion and recommendation, we have taken into account the following

principal factors and reasons.
1. Background information
1.1  Principle business of the Company and its subsidiaries
The Company is an investment holding company. The Group is principally

engaged in the design and sale of integrated circuit chips and the development and

management of electronic information technology industrial parks.
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On 5 July 2013, the Company purchased 100% equity interest in CEC
Technology which holds investments that are primarily engaged in the development
and management of industrial parks in the PRC. The transaction was completed on 26
June 2014 and since the industrial parks were still in their inital development stage,
99% of the revenue of the Group for the years ended 31 December 2013 and 2014
and for the six months ended 30 June 2015 was generated from the design and sale of

integrated circuit chips.

1.2  Historical financial information of the Group

The following table sets out selected items in the consolidated financial
statements of the Group for the two years ended 31 December 2014 and for the six
months ended 30 June 2015 as extracted from the Company’s annual report for the
year ended 31 December 2014 (the “2014 Annual Report”) and the interim report for
the six months ended 30 June 2015 (the “2015 Interim Report”).

Year ended Six months ended
31 December 30 June
2013 2014 2014 2015

HKS$ 000 HK$°000 HKS$°000 HK$°000
(Restated) (Audited) (Restated)  (Unaudited)

Revenue 1,321,606 1,357,062 703,664 639,558
Research and development costs 213,002 214,187 102,975 100,102
Government grants (Note 1) 31,320 71,533 27,491 47,036
Finance costs 24,991 205,723 99,425 99,771
(Note 2) (Note 2) (Note 2)
Profit before taxation 347,863 216,174 143,456 178,001
Profit for the year/period attributable
to owners of the Company 291,966 170,108 109,734 149,092
Notes:
1. This represents government grants that are recognised as other income which are granted by and

received from local government authorities to finance the Group’s research and development

projects.

2. This represents the net finance cost arising from the issuance of a unsecured bond on 16 January

2014 in the sum of RMB2,750 million and carrying an interest rate of 4.70% per annum.
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As at

As at 31 December 30 June
2013 2014 2015
HK$’000 HK$’000 HK$’000
(Restated) (Audited) (Unaudited)

Cash and cash equivalents 791,781 534,134 617,393

Short-term deposits and investments - 3,259,010 2,933,924

Total assets 2,623,028 6,726,268 6,821,376

Unsecured corporate bonds - 3,436,724 3,449,493

Deferred government grants (Note 1) 181,342 137,742 100,154

Bank and other borrowings (Note 2) 508,547 1,332,462 1,255,548

Total liabilities 1,411,212 5,624,438 5,623,584

Net asset value 1,211,816 1,101,830 1,197,792

Source: 2014 Annual Report and 2015 Interim Report

Notes:

1. This mainly represents various government grants granted by and received from local government
authorities to finance various research and development projects conducted by the Group. These
government grants will be recognised as income over the period necessary to match with the cost
that they are intended to compensate.

2. This represents the total amount of bank and other borrowings.

For the year ended 31 December 2014

Total revenue of the Group increased from approximately HK$1,321.6 million
in 2013 to approximately HK$1,357.1 million in 2014, representing a slight increase
of approximately 2.7%. The integrated circuit design operation contributed to
approximately 99.0% and 99.6% of the total revenue of the Group for the year ended
31 December 2013 and 2014 respectively. According to the 2014 Annual Report, the
average selling prices of integrated circuit chips products in 2014 were generally
lower when compared with those of 2013 due to the intensification of market price
competition. The fall in average selling prices of integrated circuit chips products was
compensated by an approximately 52.3% rise in overall sales volume as a result of the

Group’s effort in expanding the market share of its products.
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During the year ended 31 December 2014, the Group incurred research and
development costs of approximately HK$214.2 million (2013: HK$213.0 million). The
Group’s research and development was primarily focused on the Europay, Mastercard
and Visa (“EMV”) card, mobile payment card, radio frequency identification
(“RFID”) and global navigation system chip products. Such research and development
costs represented approximately 15.8% (2013: 16.1%) of the Group’s total revenue in
2014.

As a measure to incentivise enterprises to invest in research and development,
the Group obtained grants from the government of the PRC and recognised as income
over the period necessary to match with the cost that they are intended to compensate.
Such amount of other income increased from approximately HK$26.1 million in 2013
to approximately HK$62.6 million in 2014, representing an increase of approximately
139.8% due to the variations in government subsidies for research and development

costs incurred during that year.

The Group recorded profit attributable to owners of the Company of
approximately HK$170.1 million for the year ended 31 December 2014, representing
a decrease of approximately 41.7% compared to 2013. Such decrease was mainly
attributable to the absence of a one-off gain of approximately HK$120.0 million
arising from the completion of disposal of 50% equity interest in a joint venture in
the year ended 31 December 2013 and an increase in finance costs of approximately
HK$180.7 million arising from the issuance of an unsecured bond on 16 January 2014
in the sum of RMB2,750 million and carrying an interest at the rate of 4.70% per

annum.

The Group generally finances its working capital and funding requirements
through internal resources, bank and other borrowings and issuance of corporate
bonds. As at 31 December 2014, the Group’s cash and cash equivalents amounted to
approximately HK$534.1 million (2013: HK$791.8 million) whilst there were total
bank and other borrowings of approximately HK$1,332.5 million (2013: HK$508.5
million) and undrawn committed borrowing facilities available to the Group of
approximately HK$937.9 million (2013: HK$432.3 million). The Group also made
short-term deposits at banks or other financial institutions in 2014 in the sum of
approximately HK$3,259.0 million and carrying an interest at the rate of 2.45% per
annum. The Group’s gearing ratio (calculated as total liabilities over total assets)
increased to approximately 83.6%, as compared with approximately 53.8% as at 31
December 2013 due to the issuance of the abovementioned unsecured bonds and new

bank and other borrowings during the year ended 31 December 2014.
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For the six months ended 30 June 2015

Total revenue of the Group for the six months ended 30 June 2015 amounted
to approximately HK$639.6 million (2014: HK$703.7 million), representing a
decrease of approximately 9.1% as compared to the corresponding period in 2014. The
integrated circuit design operation continued to contribute the majority of the Group’s
revenue for the six months ended 30 June 2014 and 2015 respectively. According to
the 2015 Interim Report, the average selling prices of integrated circuit chips products
were lower than the corresponding period in 2014 due to the further intensification
of market competition in 2015. The fall in average selling prices of integrated circuit
chips products was compensated by an approximately 38.7% rise in the overall sales
volume as a result of the Group’s continued effort in expanding the market share of its

products.

During the six months ended 30 June 2015, the Group incurred research and
development costs of approximately HK$100.1 million (2014: HK$103.0 million).
The Group’s research and development continued to focus on the EMV card, mobile
payment card, RFID and global navigation system chip products. Such research and
development costs represented approximately 15.8% (2014: 14.7%) of the Group’s
total revenue for the six months ended 30 June 2015.

As a measure to incentivise enterprises to invest in research and development,
the Group obtained grants from the government of the PRC and recognised as income
over the period necessary to match with the cost that they are intended to compensate.
Such amount increased to approximately HK$47.0 million in the six months ended 30
June 2015, representing an increase of approximately 71.1% due to the variations in

government subsidies for research and development costs incurred during that period.

The Group recorded profit attributable to owners of the Company of
approximately HK$149.1 million (2014: HK$109.7 million) for the six months
ended 30 June 2015, representing an increase of approximately 35.9% compared to
the corresponding period in 2014. Such increase was principally attributable to the
Group’s effort in cost control, the increase in other income and gains (net) and the
Group’s associate generated profit which enabled the Group to share its positive
result of approximately HK$12.7 million as opposed to share a loss of approximately

HK$3.9 million in the corresponding period in 2014.
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The Group generally finances its working capital and funding requirements
through internal resources, bank and other borrowings and issuance of corporate
bonds. As at 30 June 2015, the Group’s cash and cash equivalents amounted to
approximately HK$617.4 million (as at 31 December 2014: HK$534.1 million),
whilst there were total bank and other borrowings of approximately HK$1,255.5
million (as at 31 December 2014: HK$1,332.5 million) and undrawn committed
borrowing facilities available to the Group of approximately HK$697.3 million (as
at 31 December 2014: HK$937.9 million). The Group also made short-term deposits
at banks or other financial institutions in the sum of approximately HK$2,933.9
million as at 30 June 2015 (as at 31 December 2014: HK$3,259.0 million). The
Group’s gearing ratio (calculated as total liabilities over total assets) as at 30 June
2015 of approximately 82.4% remained at similar level as at 31 December 2014 of
approximately 83.6%.

1.3  Prospects of the Group

As stated in the 2014 Annual Report and 2015 Interim Report, 2014 was a
challenging year to the Group due to intense market competition in pricing. During the
first half of 2015, market competition in pricing for integrated circuit chips remained

severe.

Going forward, the Group’s integrated circuit chips business will continue to
face pricing pressure and, in turn, may exert pressure to the growth of this business of
the Group. However, in view of the Group’s leading position in the integrated circuit
chips industry in the PRC, and the favorable policies that are being launched by the
government of the PRC to develop the integrated circuit chips industry (as described
in the paragraph headed “1.7 Prospects of Huahong” below), the Group will continue
to adhere to its independent innovation development strategy, increase its investments
in science and technology, and actively expand into new smart card application

business such as financial security and other chip design segments.

1.4 Information on CEC

CEC is a state-owned enterprise established under the laws of the PRC.
Established in 1989 with the approval of the State Council of the PRC, CEC is a
nationwide electronics and information technology conglomerate directly administered
by the government of the PRC. CEC actively focuses on communications, consumer

electronics, semi-conductor and software sectors in the PRC.
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1.5 Information on Huahong

Huahong was established in 1998 under the laws of the PRC. It is an industrial
leader in the design of the integrated circuit sector in the PRC. Huahong also focuses
on providing customers with system solutions to address their business and operation
challenges. Please refer to the paragraph headed “Information on Huahong” in the

“Letter from the Board” for further information.

The shareholding structure of Huahong prior to Completion is set out in the
paragraph headed “Shareholding structure of Huahong” in the “Letter from the Board”

of the Circular.
1.6 Historical financial information of Huahong

Set out below is a summary of the audited financial information of Huahong
for the three years ended 31 December 2014 and the four months ended 30 April 2015
as extracted from “Accountant’s report of Huahong” sets out in Appendix III to the

Circular.
Year ended Four months ended
31 December 30 April
2012 2013 2014 2014 2015
RMB'000  RMB’000  RMB'000  RMB'000  RMB’000
(Unaudited)

Revenue 552,605 479,127 457,169 132,766 146,368
Research and development costs 96,855 104,575 114,557 35,823 37,029
Other income — government grants (Note 1) 23,419 47,172 63,802 1,169 14,050
Profit/(loss) for the year/period 35,085 64,238 56,069 (2,752) (2,261)
As at As at
31 December 30 April
2012 2013 2014 2015
RMB 000 RMB’000 RMB’000 RMB’000
Cash and cash equivalent 378,987 292,737 215,021 134,338
Trade and other receivables 269,086 235,906 236,368 288,292
Total asset 838,390 797,428 652,004 629,589
Deferred government grants (Note 1) 136,894 108,245 58,307 47,724
Total liabilities 376,985 319,326 307,998 287,844

Source: Accountant’s report of Huahong sets out in Appendix III to the Circular.
Note:

1. This mainly represents various government grants granted by and received from local government
authorities to finance various research and development projects conducted by the Group. These
government grants will be recognised as income over the period necessary to match with the cost

that they are intended to compensate.
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Huahong’s revenue decreased from approximately RMB552.6 million in 2012
to approximately RMB479.1 million in 2013 to approximately RMB457.2 million
in 2014, representing a year-on-year decrease of approximately 13.3% and 4.6%
respectively. It is noted that in 2012 there was a disposal of large amount of SIM cards
in anticipation of the technology transformation of SIM cards in 2013. As there was
no such disposal in 2013, when comparing the revenue of the two financial years in
2012 and 2013, 2013 recorded a lower revenue. The slight decrease in revenue in 2014
was mainly due to a decrease from the sale of identity cards. As the replacement of
new identity cards passed its peak in 2013 and returned to a relatively normal level in
2014, the sale of identity cards decreased but the negative impact was off-set by the
sale of bank cards in 2014. Revenue increased by approximately 10.2% for the four
months ended 30 April 2015 as compared to the corresponding period in 2014. This
was mainly due to increase in sale of bank cards in 2015.

Huahong incurred research and development costs of approximately
RMB96.9 million, RMB104.6 million and RMB114.6 million for the years ended 31
December 2012, 2013 and 2014 respectively, representing a year-on-year increase
of approximately 7.9% and 9.6% respectively. Such research and development costs
represented approximately 17.5%, 21.8% and 25.1% of Huahong’s revenue for the
three years ended 31 December 2012, 2013 and 2014 respectively. For the four
months ended 30 April 2015, Huahong incurred research and development costs of
approximately RMB37.0 million (2014: RMB35.8 million), representing an increase
of approximately 3.4% over the corresponding period in 2014.

Similar to the Group, Huahong obtained grants from the government of the
PRC for research and development purpose and recognised them as income over the
period necessary to match with the cost that they are intended to compensate. Such
amount of other income increased from approximately RMB23.4 million in 2012 to
approximately RMB47.2 million in 2013 to approximately RMB63.8 million in 2014,
representing a year-on-year increase of approximately 101.7% and 35.2% respectively.
For the four months ended 30 April 2015, the amount of other income in this respect
was approximately RMB14.1 million as compared to approximately RMB1.2 million
recorded during the corresponding period in 2014. The movement in the amount of
other income was due to the variations in government subsidies for research and

development costs incurred.
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Huahong recorded profit of approximately RMB35.1 million, RMB64.2 million
and RMB56.1 million for the each of the year ended 31 December 2012, 2013 and
2014 respectively. The decrease in profit in 2014 as compared to 2013 was mainly
attributable to the intensified market price competition in the integrated circuit
industry. For the four months ended 30 April 2014 and 2015, Huahong recorded a loss
of approximately RMB2.8 million and RMB2.3 million respectively. According to the
Management, sales in the first quarter of a calendar year were usually slow due to the
festive season. In addition, in view of (i) the intensification of the market competition
in pricing in 2014 and continued to face the challenge in 2015, (ii) the substantial
research and development costs already incurred for the development of integrated
circuit chips products; (iii) the sale of certain types of bank cards has yet to achieve
mass economic scale, Huahong recorded loss for the four months ended 30 April 2014

and 2015 respectively.

As at 31 December 2012, 2013 and 2014 and as at 30 April 2015, cash and
cash equivalents amounted to approximately RMB379.0 million, RMB292.7 million,
RMB215.0 million and RMB134.3 million respectively.

According to the Management, Huahong generally finances its working
capital and funding requirements through internal resources. Huahong’s gearing ratio
(calculated as total liabilities over total equity) as at 31 December 2012, 2013 and
2014 and as at 30 April 2015 was approximately 81.7%, 66.8%, 89.5% and 84.2%.

For more details of the management discussion and analysis of the financial

results of Huahong, please refer to Appendix I to the Circular.

1.7  Prospects of Huahong

2014 was a challenging year to Huahong due to intense market competition in
pricing. During the four months ended 30 April 2015, market competition in pricing
remained severe. According to our discussions with the Management, under the
current market condition, Huahong’s integrated circuit chips business has continued to
face pricing pressure and, in turn, may exert pressure on the profitability of Huahong.

Notwithstanding the aforesaid challenging market condition, Huahong is:

) the only integrated circuit chip design company in the PRC whose self-
developed duel-interface integrated circuit chips for security control
is accredited with both the Common Criteria Evaluation Assurance
Level 4+ Certificate and EMVCo certificate (EMVCo was established
to manage, maintain and enhance the EMV Specifications for payment

systems);
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(i)  accredited with the full qualification certificate by UnionPay for its self-

developed integrated circuit chips; and

(iii) the sole PRC supplier of bank cards (at state secret level) for the
Industrial and Commercial Bank of China Limited and one of the PRC
suppliers of bank cards (at state secret level) for the China Construction

Bank Corporation.

In view of (i) the PRC government’s promotion of the “Made in China 2025”
strategy, whereby it intends to reduce its reliance on the current level of foreign
technology and to improve the trade deficit situation in the PRC; (ii) PBOC has an
ongoing campaign to replace magnetic stripe bankcards with those embedded with
integrated circuit chips from 2015 onwards; and (iii) according to the paper titled
“20144F 4 B T #5173 %% ) [n] 1 & J2 27 published by the Ministry of Industry
and Information Technology of the PRC (“MIIT”), the continuous growth of 4G
terminals has led to further demand for integrated chips embedded in SIM cards; the
Management expects the demand for smart card chips in travel documents as well as
integrated circuit chips embedded in bankcards will continue to grow going forward,
whereas the demand for integrated circuit chips in the public transportation and social

security sectors will grow though at a relatively slower pace.

Notwithstanding the fact that Huahong recorded a loss for the four months
ended 30 April 2015 which in part was caused by the continued intensified market
competition in pricing in 2015, we have discussed with the Management and noted
that in view of (i) Huahong’s leading position in the integrated circuit chips industry
in the PRC where, among others, it was named (a) one of the top 10 (in terms of
sales) integrated circuit design company in Shanghai in 2014 accredited by | ¥ i 42
AR 1T 3 W & (Shanghai Integrated Circuit Industry Association); and (b) one of
the top 10 (in terms of sales) integrated circuit design company in the PRC in 2010
accredited by "1 EFEME T € (China Semi-conductor Industry Association)
(but it did not rank in the top 10 integrated circuit design companies in the PRC in
2014); (ii) the favorable policies that are being launched by the government of the
PRC to develop the integrated circuit chips industry; and (iii) the synergistic benefits
to be derived from the Shanghai Huahong Acquisition as described in the paragraph
headed “2. Reasons for and benefits of the Shangahi Huahong Acquisition” below, the
Management has not observed and does not expect any material adverse change to the

business condition of Huahong.
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In addition, the Directors believe and we concur that the collaboration and
integration of business between Huahong and the Group through the Shanghai
Huahong Acquisition will enable the Enlarged Group to secure a leading position in
the integrated circuit chips industry in the PRC (given Huahong’s leading position
in the integrated circuit chips industry in the PRC as mentioned above and the
benefits of the Shanghai Huahong Acquisition described in the paragraph headed “2.
Reasons for and benefits of the Shanghai Huahong Acquisition” below), enhance the
competitiveness of the Enlarged Group and create a long term sustainable platform for
the future growth of the Enlarged Group. It is noted that there are certain risks relating
to the business of Huahong and the Shanghai Huahong Acquisition as described in
the paragraph headed “Risks factors” in the “Letter from the Board” of the Circular.
However, based on our discussion with the Management, they do not foresee issues
integrating the business of the Enlarged Group.

2. Reasons for and benefits of the Shanghai Huahong Acquisition

We have reviewed the details as set out in the section under “Reasons for and benefits
of the proposed transactions” in the “Letter from the Board” of the Circular.

Taking into account that:

@) the recent intensification of market price competition, the Group plans to step
up its efforts on expanding the business in the fields of the design of contactless

and dual-interface integrated circuit chip solutions and services;

(i)  Huahong, as a leading supplier of contactless public transport and electronic
travel document solutions and services, is well positioned to tap into the
PRC dual-interface financial security solutions and services market, a sector
which the Group plans to expand into (as described in paragraph headed “1.7
Prospects of Huahong” above);

(iii) the Shanghai Huahong Acquisition will enable the Group to be well positioned
to capitalise on the market opportunities created by the development of the
integrated circuit industry which is supported by the new supportive policies of
the government of the PRC (as described in paragraph headed “1.7 Prospects of

Huahong” above);

(iv)  the Shanghai Huahong Acquisition is expected to enhance operating efficiency
of the Group through (1) leveraging on Huahong and the Group’s experience
and technological expertise; and (2) the efficient use of research and
development resources to develop more integrated circuit chips products and to

eliminate duplicate investment on the same or similar technology; and
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(v)  the Shanghai Huahong Acquisition is further expected to (1) eliminate direct
competition between the two corporations; (2) enhance bargaining power to
customers as well as suppliers; (3) increase the Group’s overall market share
in the integrated circuit chips market; and (4) enlarge the Group’s customer
portfolio and provide cross-selling opportunities from the complementary
existing clientele profile of Huada Electronics and Huahong in terms of

geographical coverage in the PRC;

we concur with the Directors’ view that the Shanghai Huahong Acquisition is beneficial
to the Company and in the interests of the Company and the Shareholders as a whole.
In particular, notwithstanding the challenges of Huahong which the Group is also facing
similarly and the fact that Huahong recorded a loss during the four months ended 30
April 2015 due to the reasons mentioned in the paragraph headed “1.6 Historical financial
information of Huahong” above, we have discussed with the Management and are of
the view that the benefits of the Shanghai Huahong Acquisition will, in the long run, (i)
enable the Enlarged Group to secure a leading position for both the Group and Huahong
in the integrated circuit chips industry in the PRC upon Completion; (ii) enhance the
competitiveness of the Enlarged Group; and (iii) create a long term sustainable platform for
the future growth of the Enlarged Group, outweigh the current challenges faced by Huahong.
We are also of the view that the Shanghai Huahong Acquisition is in line with the strategy
of the Group despite the fact that it is not in its ordinary and usual course of business of the

Group.

3. Terms of Shanghai Huahong Acquisition Agreements

3.1 Consideration

The total aggregate consideration for the Shanghai Huahong Acquisition of
RMB717.3 million (equivalent to approximately HK$909.6 million) represents a
price to 2014/ earnings multiple of 13.4 times and a price to 2014/ sales multiple of
1.6 times, and was determined after arm’s length negotiations among the concerned
parties to the Shanghai Huahong Acquisition Agreements having regard to (i) the
price-to-earnings ratios (“P/E Ratio”) and the price-to-sales ratios (“P/S Ratio”) of
companies’ listed on the Stock Exchange which are engaged in similar businesses as
Huahong as an indicative range to determine the consideration, taking into account
the discount to the valuation as Huahong given that is an unlisted company; (ii) the
historical financial performance of Huahong; (iii) the business prospects of Huahong;
and (iv) the potential benefits to the Group after the Completion.

Based on the audited results of Huahong for the year ended 31 December 2014.

The comparable companies are listed in the paragraph headed “3.1.1 Comparable companies” below.
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The Company expects that the consideration will be satisfied in cash from

internal resources and borrowing facilities of the Group.

It is noted that the total assets of Huahong as at 31 December 2014 comprised
mainly trade and other receivables and cash and cash equivalents. It is also noted that
the total liabilities of Huahong as at 31 December 2014 comprised mainly trade and
other payables and deferred government grants. As Huahong is focused on the design
of integrated circuit chips, the Management is of the view, and we concur, that to
determine the value of Huahong based on its net asset value will not be appropriate
as it will not be able to capture the value of its technology and expertise. Despite
the price to net book value ratios (“P/B Ratio”) of companies’ listed on the Stock
Exchange which are engaged in similar businesses as Huahong is not a commonly
used valuation benchmark for the type of business Huahong is engaged in, for
information of the Shareholders, we also set out the P/B Ratio in the tables below in

the paragraph headed “3.1.1 Comparable companies”.

Moreover, whilst the history of Huahong’s income generated from its existing
business in the governmental related sectors (e.g. social security, public transport,
identity authentication and electronic travel documents) is sufficiently long to provide
a fair and reasonable basis to project the future income stream required for an income-
approach valuation; given that the dual-interface financial securities solutions and
services market is still under development, the Management is of the view that the
information currently available will not be representative to project the future income
stream required for an income-approach valuation of this segment of business thereby

rendering the income approach inappropriate.

Taking into account the above analysis, the Directors believe and we concur
that it is fair and reasonable to determine the consideration for the Shanghai Huahong
Acquisition by reference to the market comparables, in particular, companies listed on

the Stock Exchange which are engaged in similar business as Huahong.

3.1.1 Comparable companies

Given that it is fair and reasonable to determine the consideration for the
Shanghai Huahong Acquisition by reference to the market comparables, we have
reviewed the P/E Ratios and P/S Ratios of comparable companies (“Comparable
Companies”) which are (i) listed on the Stock Exchange; and (ii) are principally
engaged in business comparable with that of Huahong. Details are set out in the

following table:

The comparable companies are listed in the paragraph headed “3.1.1 Comparable companies” below.
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We, based on our best endeavour and as far as we are aware, have identified an

exhaustive and complete list of 6 Comparable Companies.

Table 1 - comparing based on the market capitalisation as at 26 June 2015

Company name
(stock code)

Advanced Semiconductor
Manufacturing
Corporation Limited (3355)

China Electronics Corporation Holdings
Company Limited (0085)

Qaminan it M.

Principal business

Manufacturing and
sale of semiconductors

Design and sale of integrated circuit
chips, develop and manage of
electronic information technology
industrial parks

ing of

International Corporation (0981)

Shanghai Fudan Microelectronics Group
Company Limited (1385)

Sino-Tech International Holdings
Limited (0724)

Solomon Systech (International)
Limited (2878)

Shanghai Huahong (Group) Company
Limited (Note 6)

Source:

Notes:

Design and sale of integrated circuit
products

Manufacturing and trading of electronic
parts and components

Design, develop and sale of integrated
circuit products

Refers to the latest published audited figure for the year ended 31 December 2014.

Market
capitalisation
as at

26 June 2015

HKS (million)

1,1879

8,687.9

35,860.0

33188

14878

13078

Profit

attributable to

owners of

Revenue  the company
(Note 1) (Note 1)
HKS (million) ~ HKS (million)

1,004.2 61.3

1,357.1 170.1

15,267.2 1,185.5

1,062.8 2115

599.9 (40.4)

465.6 (233)

Amount of
government
grants during
the year

HKS (million)

58

455.7

102.9

Net hook

value (NAV)
(Note 1)
HKS (million)

M8

1,101.8

25,6324

417

315

1,075.0

Minimum:
Mean:
Median:
Maximum:

PIs

Ratio
(Note 2)
(times)

12

6.4

23

31

28

12
30

6.4

PIE

Ratio
(Note 3)
(times)

194

511

302

157

(Note 3)

(Note 3)

157
29.1
2438
511

134

Respective annual reports of the Comparable Companies and www.hkex.com.hk.

Adjusted

PIE

Ratio
(Note 4)
(times)

214

88.1

49.1

30.6

(Note 5)

(Note 5)

214
413
39.8
88.1

(Note 3)

P/B

Ratio
(Note 7)
(times)

1.6

The P/S Ratios of the Comparable Companies are derived from dividing the market capitalisation as at 26 June

2015 (being the date of the Huada Semiconductor Agreement) by the latest published audited revenue of the

Comparable Companies.

The P/E Ratios of the Comparable Companies are derived from dividing the market capitalisation as at 26 June

2015 (being the date of the Huada Semiconductor Agreement) by the latest published audited profit attributable to

owners of the Comparable Companies.

The adjusted P/E ratios of the Comparable Companies (“Adjusted P/E Ratios”) are derived from dividing the

market capitalisation as at 26 June 2015 (being the date of the Huada Semiconductor Agreement) by the latest

published audited profit attributable to owners of the Comparable Companies having adjusted for the relevant

government grants recognised as income during the relevant financial year.
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No P/E Ratio or Adjusted P/E Ratio is presented as the relevant group recorded a loss.

The P/S Ratio, P/E Ratio and P/B Ratio are calculated based on the total aggregate consideration for the Shanghai

Huahong Acquisition.

The P/B Ratio of the Comparable Companies are derived from dividing the market capitalisation as at 26 June
2015 (being the date of Huada Semiconductor Agreement) by the latest published audited net asset value of the

Comparable Companies.

Table 2 — comparing based on the market capitalisation as at 20 October 2015 (the

latest practicable date for ascertaining certain information prior to the date of this

letter)
Market
capitalisation Profit Amount of
asat attributable to government Adjusted
Company name 20 October owners of  grants during Net book PIS P/E PIE P/B
(stock code) Principal business 2015 Revenue  the company the year value (NAV) Ratio Ratio Ratio Ratio
(Note 1) (Note 1) (Note 1) (Note 2) (Note 3) (Note 4) (Note 7)
HKS (million)  HKS (million) ~ HKS (million) HKS (million) (times) (times) (times) (times)
Advanced Semiconductor Manufacturing and 1,018.2 1,004.2 61.3 5.8 7228 1.0 16.6 184 14
Manufacturing sale of semiconductors
Corporation Limited (3355)
China Electronics Corporation Holdings  Manufacturing and 6,028.7 1,357.1 170.1 15 1,101.8 44 354 61.2 44
Company Limited (0085) sale of semiconductors
Semicond in M ing of semicond 30,562.6 15,2672 1,185.5 455.7 25,6324 20 258 419 12
International Corporation (0981)
Shanghai Fudan Microelectronics Group  Manufacturing of semiconductors 1,998.8 1,062.8 2115 102.9 7417 19 95 184 21
Company Limited (1385)
Sino-Tech International Holdings Manufacturing and trading of electronic 7637 599.9 (40.4) - 315 13 - - 242
Limited (0724) parts and components (Note 5) (Note 5)
Solomon Systech (International) Design, develop and sale of 987.0 465.6 (23.3) - 1,075.0 21 - - 0.9
Limited (2878) integrated circuit products (Note 5) (Note 5)
Minimum 10 95 184 09
Mean 21 218 35.0 6.0
Median 19 212 30.1 21
Maximum 44 354 61.2 242
Shanghai Huahong (Group) Company L6 134 - 22
Limited (Note 6) (Note 5)

Source: Respective annual reports of the Comparable Companies and www.hkex.com.hk.
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Notes:
1. Refers to the latest published audited figure for the year ended 31 December 2014.

2. The P/S Ratios of the Comparable Companies are derived from dividing the market capitalisation as at
20 October 2015 (the latest practicable date for ascertaining certain information prior to the date of this letter) by

the latest published audited revenue of the Comparable Companies.

3. The P/E Ratios of the Comparable Companies are derived from dividing the market capitalisation as at
20 October 2015 (the latest practicable date for ascertaining certain information prior to the date of this letter) by

the latest published audited profit attributable to owners of the Comparable Companies.

4. The adjusted P/E ratios of the Comparable Companies (“Adjusted P/E Ratios”) are derived from dividing the
market capitalisation as at 20 October 2015 (the latest practicable date for ascertaining certain information
prior to the date of this letter) by the latest published audited profit attributable to owners of the Comparable
Companies having adjusted for the relevant government grants recognised as income during the relevant financial

year.
5. No P/E Ratio or Adjusted P/E Ratio is presented as the relevant group recorded a loss.

6. The P/S Ratio, P/E Ratio and P/B Ratio are calculated based on the total aggregate consideration for the Shanghai

Huahong Acquisition.

7. The P/B Ratio of the Comparable Companies are derived from dividing the market capitalisation as at 20 October
2015 (the latest practicable date for ascertaining certain information prior to the date of this letter) by the latest

published audited net asset value of the Comparable Companies.

With reference to the tables above, it is observed that the P/E Ratio of Huahong
represented by the aggregate consideration falls below the mean and median of
P/E Ratios of the Comparable Companies. This is favourable to the Group while
we have also noted the fact that Huahong is a non-listed company, whereas all the
Comparable Companies are listed companies. As such, Huahong’s P/E Ratio may be
lower than the Comparable Companies given the lower liquidity of its shares. This
should however also be considered in conjunction with the fact that the Group is
acquiring majority interest in Huahong and hence a control premium is applicable.
Independent Shareholders should also note that the business and financial aspects and
prospects of the Comparable Companies may differ to those of Huahong and/or the
Enlarged Group. In particular, Comparable Companies will not be experiencing the
synergies as mentioned in the paragraph headed “2. Reasons for and benefits of the
Shanghai Huahong Acquisition” above between Huada Electronics and Huahong upon

Completion.
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We also note that the business of Huahong is principally engaged in the
integrated circuit chips industry which as mentioned above enjoys favourable
government policies. In particular, the government of the PRC also offers grants to
companies in the integrated circuit chips industry, including Huahong to promote
investment in research and development. We understand from the Management that
grants are generally offered on project basis and with a period of no more than
three years. In this regard, we note that other than Solomon Systech (International)
Limited and Sino-Tech International Holdings Limited, all Comparable Companies
have obtained government grants. The percentage of government grants recognised as
income to revenue of the Comparable Companies ranges from 0.1% to 8.3%, whilst

Huahong’s percentage amounted to 14.0%.

As explained above, due to accounting policies, income in the form of grants
from the government is to be recognised over the period necessary to match with the
cost they are intended to compensate. As a result, profit of the Comparable Companies
during specific year could fluctuate depending on the timing of such recognition. To
conduct an analysis without such potential anomalies, we have also considered the
P/S Ratio which values the Comparable Companies based on their revenue generating
ability which reflects, for example, the extensiveness of the market of their products as

well as the stage of development of their products.

As illustrated in the tables above, the P/S Ratio of Huahong represented by
the aggregate consideration is within the range of the P/S Ratios of the Comparable
Companies and lower than both the mean as well as median of the P/S Ratio of the
Comparable Companies. This in itself suggests that the aggregate consideration
is favourable to the Group as Huahong is priced at a discount to the Comparable

Companies in its sector.

As illustrated in the tables above, the P/B Ratio of Huahong represented by
the aggregate consideration is within the range of the P/B Ratios of the Comparable
Companies and lower than the mean of the P/B Ratio of the Comparable Companies.
The P/B ratio also suggests that the aggregate consideration is favourable to the Group

as Huahong is priced at a discount to the Comparable Companies in its sector.

Based on the foregoing, together with the future prospects of Huahong as well
as the anticipated synergies between Huada Electronics and Huahong (as discussed in
the paragraph headed “Reasons for and benefits of the proposed transactions” in the
“Letter from the Board” of the Circular), we concur with the Management’s view that

the consideration is being fairly and reasonably determined.
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3.2 Payment terms

As described in the “Letter of the Board” of the Circular, the aggregate
consideration is RMB717.3 million (equivalent to approximately HK$909.6 million)
is to be funded by internal resources and available uncommitted borrowing facilities.
Among which, RMB57.1 million payable under the Supplemental Huahong Group
Agreement shall be paid in the following manner:

(1) Huada Electronics shall transfer the consideration into the nominated
account of SUAEE;

(i)  SUAEE shall complete all procedures required for such equity transfer;
and

(iii)) on the date agreed between Huahong Group and Huada Electronics
(which shall not be later than the period allowed under the requirements
of the state-owned asset administrative management and SUAEE),
SUAEE shall transfer the consideration into the bank account nominated
by Huahong Group after the completion of the procedures set out in

paragraph (ii) above.

The date of the Certificate of Assets and Equity Exchange issued by SUAEE
shall be the date of completion of the Huahong Group Acquisition.

The aggregate consideration of RMB660.2 million under the Huada
Semiconductor Agreement, the Individual Agreement(s) and the Remaining
Shareholders Agreement(s) shall be payable within 5 business days from the date of

Completion.

We believe that apart from the Group’s existing available cash there are other
alternatives to raise funds to finance the consideration for the Shanghai Huahong
Acquisition such as bank borrowings, debt financing or equity fund raising exercises
that the Company may consider. Our findings in relation to such alternatives are set

out below.

. With regard to debt financing such as bank borrowings or issue of debt
securities, we note that debt financing would inevitably incur recurring
interest expenses over the entire term of such debt financing. It is noted
that, the Group had raised a sum of RMB2,750 million by means of
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the issuance of an unsecured bond on 16 January 2014 and carrying an
interest rate of 4.70% per annum. Any additional bank borrowings and/
or further issue of debt securities, if successfully raised, will increase
financial burden to the Group. As the gearing ratio of the Group as at
30 June 2015 (being the latest practicable date for ascertaining such
information based on the published financial data of the Group) was
82.4%, any further increase in debts may exert pressure to the gearing

ratio and the certainty of obtaining such borrowing facilities.

. For other equity fund raising exercises such as rights issue or open offer,
the timing of completion would likely be longer than that of the subject
acquisitions, since rights issue or open offer would involve a period
under which the rights issue or open offer are open for acceptance by
the Shareholders and in the case of a rights issue, a period for trading
of the nil-paid rights. Shareholders’ reception to a potential rights issue
and/or open offer will also be uncertain, which may potentially create
difficulties in the negotiation of an underwriting agreement on terms
favourable to the Group. Although equity fund raising exercises by
means of placing may be quicker in terms of timing than rights issue or
open offer, the Company would still have to incur professional fees and
underwriting fees in any event in relation to any placing or rights issue
and/or open offer. Lastly, given the recent volatile stock market condition
in Hong Kong, it is difficult to gauge market reaction and receptiveness
of any equity fund exercise; which, in turn, give rise to additional

uncertainty to raise equity funding to finance the acquisition.

As at 30 June 2015, the Group had (i) cash and cash equivalents balance
of approximately HK$617.4 million; and (ii) the aggregate undrawn committed
borrowing facilities of approximately HK$697.3 million. The Group also made short
term deposits at banks or other financial institutions in the sum of approximately
HK$2,933.9 million as at 30 June 2015. We have discussed with the Management
and noted that taking into account the financial resources available to the Enlarged
Group, including the internally generated funds and the available committed banking
facilities, the Directors are of the opinion that in the absence of unforeseeable
circumstances, the Enlarged Group has available sufficient working capital for its
requirements, that is for at least the next 12 months from the date of the Circular and
there are no other material capital expenditure requirements in the near term. As such,
we are of the view that (i) the Group will be able to settle the consideration without
any material adverse impact on its general working capital; and (ii) the consideration

to be settled by cash is fair and reasonable.
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Having considered the above and the Group’s current financial resources,
we are of the view that payment in cash by the Group’s internal resources is an
appropriate means to finance the Shanghai Huahong Acquisition amongst the

financing alternatives.

3.3 Conditions precedent

Details of the conditions precedent to the Shanghai Huahong Acquisition are
set out in the “Letter to the Board” of the Circular. In this connection, we note that
regardless of whether the Remaining Shareholders elect to transfer their equity interest
in Huahong or not, upon Completion, the Company will obtain over 50% of the equity
interest (i.e. a controlling stake) in Huahong, thereby enabling the Group to carry out

its strategies as discussed above.

4. Possible financial effects

Upon completion of the proposed Shanghai Huahong Acquisitions, the Company will
directly hold 95.64% equity interest in Huahong which will then become a non wholly-
owned subsidiary of the Company. Accordingly, the assets, liabilities and financial results of

Huahong will be consolidated into the consolidated financial statements of the Group.

4.1 Asset and liabilities

Based on the unaudited pro forma financial information of the Enlarged
Group as set out in Appendix IV to the Circular, the net asset value of the Group
is expected to decrease due to the settlement of consideration of approximately
HK$909.6 million in cash. Such negative impact on the Group’s net asset value may
be off-set by combining the assets and liabilities of Huahong to the Group using the
principles of merger accounting as prescribed in Accounting Guideline 5 issued by the
HKICPA upon the Completion. As at 30 June 2015, the Group recorded a net assets of
approximately HK$1,197.8 million. Upon Completion, the net assets of the Enlarged
Group is expected to be approximately HK$719.8 million, representing a decrease of

approximately 39.9%.

4.2  Gearing ratio and liquidity

As at 30 June 2015, the Group’s gearing ratio, was approximately 82.4% as
described in paragraph headed “Historical financial information of the Group” above.
Based on the unaudited pro forma financial information as set out in Appendix IV
to the Circular and assuming that the Shanghai Huahong Acquisition was completed

on 30 June 2015, the Enlarged Group’s total liabilities amounted to approximately
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HK$5,986.9 million and total assets amounted to approximately HK$6,706.7 million.
The gearing ratio of the Enlarged Group would then be approximately 89.3% which is
slightly higher than before the completion of the Shanghai Huahong Acquisition.

Notwithstanding the decrease in cash after the payment of Shanghai Huahong
Acquisition, the Enlarged Group is expected to have sufficient working capital for at
least the next twelve months from the date of the Circular after taking into account
(i) the completion of the Shanghai Huahong Acquisition, (ii) the cash flow generated
from the operating activities; and (iii) the financial resources currently available to
the Enlarged Group including internally generated funds and the available committed

borrowing facilities.

4.3  Earnings

The results of Huahong will be consolidated in the consolidated financial

statements of the Company upon Completion.

As described in the paragraph headed “Prospects of Huahong” above, 2014
was a challenging year to Huahong due to intense market competition in pricing.
During the four months ended 30 April 2015, market competition in pricing remained
severe. According to our discussion with the Management, if current market condition
persists, Huahong’s integrated circuit chips business may continue to face pricing
pressure which in turn, may exert pressure on the profitability of Huahong. However,
with the collaboration and integration of business between Huahong and the Group
through the Shanghai Huahong Acquisition it will enable the Enlarged Group to secure
a leading position of the Group in the integrated circuit industry in the PRC, which in
turn, will enhance the competitiveness of the Enlarged Group as well as to improve
the operating efficiency of the Enlarged Group (such as the efficient use of research
and development resources to develop more integrated circuit chips products and
to eliminate duplicate investment on the same or similar technology), allowing the
Enlarged Group to better weather any adverse market condition. As a result, following
the Completion, it is expected to have positive impact to the profitability of the

Enlarged Group.

Notwithstanding the abovementioned negative impact to the net assets and the gearing
ratio of the Enlarged Group, we are of the view that the long term benefits set out in the
paragraph headed “2. Reasons for and benefits of the Shanghai Huahong Acquisition” above
outweigh these effects and we consider that the Shanghai Huahong Acquisition is in the

interests of the Company and the Shareholders as a whole.
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5. Conclusion for the Shanghai Huahong Acquisition

Having considered the above principal factors and reasons, we are of the view that the
(i) Shanghai Huahong Acquisition is in the interests of the Company and the Shareholders
as a whole despite that the Shanghai Huahong Acquisition was not in the ordinary and usual
course of business of the Group; and (ii) the terms of the Shanghai Huahong Acquisition
Agreements and the transactions contemplated thereunder are on normal commercial terms

and are fair and reasonable so far as the Independent Shareholders are concerned.
(I) CONTINUING CONNECTED TRANSACTIONS

In considering whether the proposed caps relating to the Continuing Connected Transactions
and the terms of the 2015-2018 Business Services Agreement and the 2015-2018 Financial Services
Agreement are fair and reasonable, we have taken into account the principal factors and reasons set
out below:

1. Background

1.1 Principal businesses of CEC Finance, the Group, the CEC Group and
Huahong

CEC Finance is a non-banking financial institution approved and regulated
by the PBOC and the CBRC. It was established for the purpose of enhancing the
centralised management of funds among the CEC Group and for improving the fund
utilisation efficiency of CEC Group as a whole.

Please refer to the paragraph headed “Principle business of the Company and its

EEINT3

subsidiaries”, “Information on CEC” and “Principal business of Huahong” above for

further information on the Group, the CEC Group and Huahong respectively.

1.2  The 2013-2016 Business Services Agreement and 2013-2016 Financial
Services Agreement

On 19 July 2010, the Company entered into the 2010-2013 business services
agreement with CEC (“2010-2013 Business Services Agreement”). Pursuant to
which, CEC Group was to provide products processing, testing and assembling
services to the Group and purchase integrated circuit cards, smart cards modules and
chips from the Group, whilst the Group will purchase raw materials and modules
from CEC Group. On the same day, the Company also entered into a comprehensive
financial services agreement with CEC Finance (“2010-2013 Financial Services
Agreement”), pursuant to which, CEC Finance was to provide a range of financial

services to the Group.

— 67 -



LETTER FROM ALTUS CAPITAL

On 7 May 2013, the Company entered into the 2013-2016 Business Services
Agreement with CEC and the 2013-2016 Financial Services Agreement with CEC
Finance, the terms of which are substantially the same as those prescribed in
the 2010-2013 Business Services Agreement and 2010-2013 Financial Services
Agreement. Both agreements will expire on 30 June 2016. On 11 October 2013,
incidental to the Group’s acquisition of 100% equity interest in CEC Technology,
the CEC Technology Financial Services Agreement was entered into between CEC
Technology and CEC Finance pursuant to which CEC Finance was to provide a range
of financial services to CEC Technology. In order to streamline the existing continuing
connected transactions contemplated under the abovementioned agreements and to
facilitate the Group’s operation after the completion of the Huada Semiconductor
Acquisition, the Company entered into the 2015-2018 Business Services Agreement
and the 2015-2018 Financial Services Agreement on 26 June 2015. They will, upon
taking effect, supersede the 2013-2016 Business Services Agreement, the 2013-2016
Financial Services Agreement and the CEC Technology Financial Services Agreement,
respectively. The services to be provided under the 2015-2018 Business Services
Agreement are substantially the same as those prescribed in the 2013-2016 Business
Services Agreement. Similarly, the terms under the 2015-2018 Financial Services
Agreement are substantially the same as those prescribed in the 2013-2016 Financial

Services Agreement and CEC Technology Financial Services Agreement.

2. 2015-2018 Business Services Agreement

The 2015-2018 Business Services Agreement provides a framework between the
Company and CEC under which the Company and any member of the CEC Group may
enter into separate supplemental agreement(s) setting out the terms and conditions for the
business services required from time to time. The 2015-2018 Business Services Agreement
was entered into on a non-exclusive basis and does not create any obligations on the Group
to enter into any agreement(s) with any member of the CEC Group for the business services.
Any member of the CEC Group is one of a number of companies which the Group may enter
into agreement(s) for the business services. The Group may enter into agreement(s) for the

business services with any member of the CEC Group and/or other companies, as it sees fit.
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To assess the fairness and reasonableness of the terms of the 2015-2018 Business

Services Agreement, we have considered the following:

a. Terms of the 2015-2018 Business Services Agreement

Sourcing or purchase from the CEC Group

We note that pursuant to the 2015-2018 Business Services Agreement:

(1)

(ii)

All outsourcing and/or purchase transactions shall be undertaken on
normal commercial terms or on terms no less favourable to the Enlarged
Group than terms available to or from independent third parties. In
particular, the transactions are to be carried out on a market oriented
basis. Specifically, the Enlarged Group is neither obliged nor committed
to outsource or exclusively purchase from the CEC Group in that the
Enlarged Group is free to engage other third party service providers or
suppliers should the Management deem that they offer more competitive

prices for comparable quality of services and products.

The service charges and purchase prices are to be determined after arm’s
length negotiation with reference to the pricing of the end products
according to the customer order, the complexity of the particular
work, the raw materials and technology involved and the market price,
being (a) the prices at which same or comparable type of products or
services provided by independent third parties in the same area in the
ordinary and usual course of business; or, in the absence of which, (b)
the prices at which same or comparable type of products or services
provided by independent third parties in the ordinary and usual course
of business. Please refer to the paragraph headed “Internal policy
regarding the Continuing Connected Transactions” in this letter for our
assessment on the Enlarged Group’s relevant internal control policies.
The consideration payable by the Enlarged Group under the agreement
will be settled in cash according to the terms upon which the services are

provided.
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In relation to the above, we have obtained samples from the Group and
Huahong, and compared unit prices of past purchases and relevant service
charges per unit for modules obtained from the CEC Group with those of
similar products provided by independent third party service providers and
noted that the prices per unit and service charges per unit to be no less
favourable than terms with independent third parties. We have also compared
the purchase prices of raw materials purchased from independent third party
suppliers against those purchased from the CEC Group and found that the
prices are no less favourable than terms with independent third parties. In
order to select a representative sample throughout the three years ended 31
December 2014 and four months ended 30 April 2015, samples were selected
from transactions for similar product/service types undertaken during each
of the above period. Samples from the Group and Huahong for each of the
three years ended 31 December 2014 include (i) top 5 transactions of each
of the sale of products and the purchase of services; and (ii) an additional 5
randomly selected transactions of each of the sale of products and the purchase
of services, whilst samples from the Group and Huahong for the four months
ended 30 April 2015, on a pro-rata basis, include (i) top 3 transactions of each
of the sale of products and the purchase of services; and (ii) an additional 2
randomly selected transactions of each of the sale of products and the purchase

of services.

Sale of products to the CEC Group

We note that pursuant to the 2015-2018 Business Services Agreement:

(1) The sales transactions shall be undertaken on normal commercial
terms or on terms no less favourable to the Enlarged Group than terms
available to or from independent third parties. In particular, the Enlarged
Group is neither obliged nor committed to sell only to the CEC Group
if the terms offered are commercially unreasonable (e.g. price is not
comparable to prevailing market prices) and the Enlarged Group is free
to sell its products to other third party customers at comparable or higher

selling prices where appropriate.

(ii)  Price of products will be determined based on arm’s length negotiation
with reference to the Enlarged Group’s assessment of the general
market price of that type of product which in turn takes into account
the previous transactions with other customers who are independent
third parties of the Enlarged Group in respect of similar products within

six months and any market information based on the experience of the
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Management, the dealings with other players in the market and industry
level profit margin available at that time. The consideration receivable
by the Enlarged Group under the agreements will be settled in cash

according to the terms upon which the products are provided.

With regards to the above, we have reviewed samples of historical terms
and sale price of products for transactions between the CEC Group and the
Group as well as those between Huahong and the CEC Group, and found that
they are consistent with the price determination basis as mentioned above. Sale
price per unit of products sold by the Group/Huahong to the CEC Group have
also been compared to sale prices per unit of similar products sold to respective
independent third party customers and were found to be no less favourable than
terms with independent third parties. In order to select representative samples
throughout the three years ended 31 December 2014 and four months ended 30
April 2015, samples were selected from transactions undertaken during each of

the above period.

Taking into account the above factors, we consider the transactions
contemplated under the 2015-2018 Business Services Agreement to be on normal
commercial terms and are fair and reasonable so far as the Independent Shareholders

are concerned.

b. Reasons for and benefits of the 2015-2018 Business Services Agreement

Following the completion of the Huada Semiconductor Acquisition, Huahong
will become an indirect non wholly-owned subsidiary of the Company. Huahong has
on-going transactions with the CEC Group which are similar to those contemplated
under the 2013-2016 Business Services Agreement in its ordinary and usual course of
business. These transactions will, after the completion of the Huada Semiconductor
Acquisition, become continuing connected transactions of the Company. In order
to streamline the continuing connected transactions between members of the Group
(including Huahong after the completion of the Huada Semiconductor Acquisition)
and members of the CEC Group, the Company entered into the 2015-2018 Business
Services Agreement with CEC which will, upon taking effect, supersede the 2013-

2016 Business Services Agreement.
It is our understanding from the Management that the Group’s processing,

testing and assembling procedures on integrated circuit products are outsourced to

specialised service providers, including the CEC Group and that a majority of the
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Group’s products are for specific application. As such, the raw materials and modules
employed by the Group are usually product-specific and may vary largely depending

on the customers’ requirement.

According to the Management, the CEC Group has continued to be efficient
in fulfilling the outsourcing and purchase requirements of the Group and the close
relationship of the Group and CEC Group has thus far enabled the Group to better
monitor the quality of the services and materials supplied. Moreover, the services
provided by the CEC Group have been maintained at high standard and supply of
raw materials and modules has been reliable and at competitive prices throughout the
tenure of previous business services agreement. As such, the Management is of the
view that it is commercially reasonable to continue such business relationship with

CEC Group, which is an important supplier for the Group.

Regarding the sales transactions, CEC Group has a longstanding business
relationship with the Group whereby CEC Group purchases products such as
integrated circuit cards and smart cards modules and chips from the Group. We
note from the Company’s annual reports that sales to the CEC Group represented
approximately 7.0% and 12.7% of the Group’s revenue in the two years ended 31
December 2013 and 2014 respectively. Furthermore, according to the Management,
the Group has a good record in collecting trade receivables from the CEC Group and

has not encountered any significant disputes or problems related thereto in the past.

In light of the above, we concur with the Directors that the transactions
contemplated under the 2015-2018 Business Services Agreement are vital and integral
to the Enlarged Group’s business operations. Together with the fact that (i) the
transactions contemplated under the 2015-2018 Business Services Agreement will
continue to be conducted on normal commercial terms or on terms no less favourable
to the Enlarged Group than terms available to and from independent third parties
(further elaborated above); and (ii) the transactions contemplated under the 2015-
2018 Business Services Agreement are undertaken in the ordinary and usual course of
the Enlarged Group’s business given the respective principal business of the Group,
Huahong and the CEC Group, we concur with the Directors that the entering of the
2015-2018 Business Services Agreement is in the interests of the Company and the

Shareholders as a whole.
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Proposed caps for the 2015-2018 Business Services Agreement
(1) Historical financial information and trading prospects

Below is a table setting out the Group’s (i) revenue; (ii) cost of sales;
(iii) sales to the CEC Group; and (iv) outsourcing and/or purchases from the
CEC Group for the two years ended 31 December 2013 and 2014 as extracted

from the Company’s respective published annual reports.

For the year ended 31

December
2013 2014
HK$°000 HK$°000
Revenue 1,321,606 1,357,062
Sales of products to
the CEC Group 92,950 172,652
Percentage of revenue 7.0% 12.7%
Cost of sales 728,677 773,767
Products processing, testing and assembling
services and purchase of raw materials and
modules 451,708 471,949
Percentage of cost of sales 62.0% 61.0%

Source: Company’s 2013 and 2014 annual reports

As shown in the table above, sale of products to the CEC Group
represented approximately 7.0% and 12.7% of the Group’s total revenue for
the year ended 31 December 2013 and 2014 respectively, while outsourcing/
purchases from the CEC Group remained stable, representing approximately
62.0% and 61.0% of the Group’s cost of sales for the same period respectively.
It was noted that whilst there was an increase of approximately 2.7% in the
Group’s total revenue from 2013 to 2014, sales to the CEC Group increased
significantly by approximately 85.7% in the same period.
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We understand from the Management that such variation between the
transactions with the CEC Group and the Group’s overall business trends
were mainly attributable to the market oriented approach adopted by the
Group in that the Group opts to purchase and/or sell to parties offering the
most favourable terms. Further, as aforementioned, a majority of the Group’s
products are for specific applications and the production process requires raw
materials and modules with different specifications. The Group does not rely
solely on the CEC Group to supply all or majority of products or services,
except in the circumstances when the Group already have agreements with
customers for the usage of certain products or services specifically provided
by the CEC Group and applied in the products designed by the Group, then the
Group must purchase such products or services from the CEC Group. If the
Group were to switch to another supplier, the Group will have to re-open the
negotiation with the customers, and under the current competitive environment,
the likelihood to maintain the price, the quantity, the profit margin and/or to
secure the contract may be at risk, which in turn, may not be in the interest of
the Company. Hence, the Enlarged Group may not be able to easily switch to
other supplier in such circumstances. In view of the above, it is not practical to
impose a limit on the amount of such purchases of products or services from
the CEC Group; but for managing the potential operational risk associated with
this type of reliance on the CEC Group, there is already an annual cap for the
total amount of purchase of products and services to be made by the Group
from the CEC Group and the relevant internal control measures put in place as
described in the paragraph headed “4. Internal policy regarding the continuing
connected transactions” below. In addition, the ratio of consideration payable
by the Group for each of the year ended 31 December 2012, 2013 and 2014 and
the six months ended 30 June 2015 was approximately 83.1%, 62.0%, 61.0%
and 45.7% respectively, and the reliance of the CEC Group was on a reducing
trend. Considering the CEC Group has historically proven to be an efficient
and reliable supplier to the Group, it is therefore commercially reasonable to
continue outsourcing/purchasing from the CEC Group. In view of the above,
we are of the view that the transactions contemplated under the 2015-2018
Business Services Agreement will be conducted in the Group’s ordinary and
usual course of business. Detailed discussion on the fairness and reasonableness
of the transactions is set out in paragraph headed “Reasons for and benefits of

the 2015-2018 Business Services Agreement” above.
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We note that Huahong’s sales to the CEC Group represented
approximately 7.1% and 7.8% of its total revenue for the year ended 31
December 2013 and 2014 respectively, whilst outsourcing/purchases from the
CEC Group represented approximately 8.9% and 26.2% of Huahong’s cost
of sales for the same period respectively. It was noted that Huahong’s total
sales and total cost of sales decreased by approximately 4.6% and 0.8% from
2013 to 2014 respectively, whilst its sales to the CEC Group decreased by
approximately 8.6% and outsourcing/purchasing from the CEC Group increased

significantly by approximately 191.0% in the same period.

We understand from the Management that Huahong also adopts the
market oriented approach and opts to purchase and/or sell to parties offering
the most favourable terms, as such there was variation between the transactions

with the CEC Group and Huahong’s overall business trends.

(i)  Existing caps and historical variances

Below is a table setting out (aa) each category of continuing connected
transactions contemplated under the 2013-2016 Business Services Agreement;
(bb) the existing cap approved for the 2013-2016 Business Services Agreement;
(cc) the historical amount of charges recorded for each of the year ended 31
December 2012, 2013 and 2014 and the four months ended 30 April 2015; and
(dd) the proposed cap for the 2015-2018 Business Services Agreement.

Existing caps/historical amount recorded

For the
four months
ended
Types of transaction For the year ended 31 December 30 April
2012 2013 2014 2015
RMB 000 RMB’000 RMB’000 RMB’000
Products processing,
testing and assembling services
and purchase of raw materials,
modules, software and equipment
Approved cap 770,000 656,000 852,000 1,064,000
(Note 1)
Historical amount paid/payable 475,977 360,445 373,949 98,094
by the Group (Note 2)
Utilisation percentage 61.8% 54.9% 43.9% 27.7%
(Note 3)
Historical amount paid/payable 41,939 29,728 86,501 8,569
by Huahong (Note 4) (Note 2)
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Existing caps/historical amount recorded

For the
four months
ended

Types of transaction For the year ended 31 December 30 April

2012 2013 2014 2015
RMB 000 RMB’000 RMB’000 RMB’000

Sale of products
Approved Cap 106,000 116,000 150,000 188,000
(Note 1)
Historical amount received/ 82,258 74,170 136,730 46,600
receivable by the Group (Note 2)
Utilisation percentage 77.6% 63.9% 91.2% T4.4%
(Note 3)
Historical amount received/ 51,730 34,083 35,452 7,078
receivable by the Huahong (Note 4) (Note 2)

Notes:

1. The amount refers to the annual cap for the year ending 31 December 2015.

2. The amount refers to the historical amount for the four months ended 30 April 2015,
being the latest practicable date to ascertain such information prior to the despatch of the
Circular.

3. The utilisation percentage has been annualised for illustration purpose only.

4. Huahong’s historical transaction amounts are set out herein for reference as these are

taken into consideration when determining the respective proposed caps under the 2015-
2018 Business Services Agreement. Detailed analysis of which is set out in the following

section.
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As shown in the table above, the Group utilised approximately 61.8%, 54.9%
and 43.9% of the approved caps for the outsourcing and purchase transactions with
the CEC Group (i.e. the historical transaction amounts payable by the Group) for
the three years ended 31 December 2012, 2013 and 2014 respectively. For the four
months ended 30 April 2015, the amount recorded for the outsourcing and purchase
transactions with the CEC Group was approximately RMB98.1 million. When
annualised for illustration purpose, the Group utilised approximately 27.7% of the
approved cap for the four months ended 30 April 2015. It is noted that the utilisation
had declined in the past year, which we understand from the Management was due to
the fluctuations in demand for different products during certain periods which could
be temporary. In any event, the transactions had been carried out on a market oriented
basis and during those periods the prices of independent third parties had been more

competitive than the CEC Group resulting in the lower utilisation.

In relation to the sale of products, the Group utilised approximately 77.6%,
63.9% and 91.2% of the approved caps for the amount of sales to the CEC Group
(i.e. historical transaction amounts receivable by the Group) for the three years ended
31 December 2012, 2013 and 2014 respectively. For the four months ended 30 April
2015, the amount of sales to the CEC Group was approximately RMB46.6 million,

representing an annualised utilisation rate of approximately 74.4%.

(iii)  Proposed caps

Types of transaction Proposed caps

For the period
commencing
from the
completion of

the Huada For the

Semiconductor six months

Acquisition until For the year ending ending

31 December 31 December 30 June

2015 2016 2017 2018

RMB 000 RMB 000 RMB’000 RMB 000

Products processing, testing and
assembling services and purchase
of raw materials, modules,
software and equipment
Proposed cap 300,000 780,000 1,000,000 650,000

Sale of products

Proposed cap 110,000 290,000 370,000 240,000
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Outsourcing and purchase

We note that each of the proposed caps for the outsourcing and purchase
of supplies have been determined with the reference to (i) the historical service
fees from the CEC Group; (ii) the historical demand for raw materials, modules,
software and equipment of the Group; (iii) expected demand and production
plan of the Enlarged Group; and (iv) the costs of such services, raw materials,

modules, software and equipment.

Moreover, since Huahong also undertakes transactions of similar nature
with the CEC Group, Huahong’s historical amounts (which are set out in the
table under the paragraph headed “Existing caps and historical variances”
in the previous section) were also taken into account when determining the
proposed caps. In addition to this, we understand that the Management has also
factored in the anticipated increase in demand for the products of the Group
and Huahong arising from (i) the PRC’s mobile telecommunications sector’s
transfer from 3G to 4G; and (ii) PBOC’s intention to replace magnetic stripe
cards with integrated circuit cards. Based on our own research’, given that 2014
was the first full year of 4G commercialisation for major telecom companies
in the PRC, we note the number of existing 3G/4G subscribers representing
approximately 63.9% and 11.2% of the total mobile subscribers of each of
the two major telecom companies in the PRC in 2014 and such companies
will continue to accelerate their customer migration from 2G and 3G network
to 4G network in the near term so as to seize the opportunities arising from
the 4G developments. During the six months ended 30 June 2015, it is noted
that (i) the number of existing 3G/4G subscribers of one of the major telecom
company mentioned above already reached approximately 68% (31 December
2014: 63.9%) of its total number of customers, of which the net addition of
4G customers was 22 million, reaching a total of approximately 29 million 4G
customers; and (ii) the 4G customer base of the other major telecom company
reached approximately 23% of its total number of customers (representing an
increase of over 100% than the 11.2% recorded in 2014 mentioned above).
In view of the foregoing, the proposed cap for the period commencing from
the completion of the Huada Semiconductor Acquisition until 31 December
2015 were determined on an assumed increase of approximately 30% from the
historical transaction amounts for the year ended 31 December 2014 and the
purchase orders already received by the Group during the first half of 2015.
Meanwhile, the respective proposed caps for the years ending 31 December

2016 and 2017 and the six months ending 30 June 2018 were determined on a

Information were gathered from the respective 2014 annual reports and 2015 interim reports of China Telecom
Corporation Limited (stock code 728) and China Mobile Limited (stock code 941).
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year-on-year increase of approximately 30%, 28% and 30% respectively. On
the bases described above, in particular, as the rate of increase in 4G customers
from 2014 to the first half of 2015 was over 100%, the trend to switch to 4G
is not expected to slow down when the major telecom companies in the PRC
are continuing to invest and expand the 4G market, the potential to be derived
from the new issuance of integrated circuit chip bankcards is expected to be
significant and as also mentioned in the “Letter from the Board”, according
to statistics published by the China Semiconductor Industry Association, the
total revenue generated by the integrated circuit industry in PRC in 2014
increased 20.2% as compared to 2013 and the total revenue generated from
the design of integrated circuits, one of the key stages in the supply chain,
also increased 29.5% in 2014 as compared to 2013, we therefore believe the
incremental increase of approximately 30% over each period mentioned above

is reasonable.

In this regard, we note that such expectation is in line with the market.
In particular, as discussed in the paragraph headed “1.7 Prospects of Huahong”
above, growth in the integrated circuit industry is expected to be driven by
the 4G mobile market, the rapid development of the Internet of Things sector
and the replacement of magnetic stripe bankcards with those embedded with
integrated circuit chips. In particular, given the growth of 4G terminals have
outstripped expectation, the MIIT expects there will be intense competition
in this segment, which will in turn lead to excess demand over supply for
integrated chips embedded in SIM cards. In this connection the MIIT are
of the view that domestic integrated circuit chips enterprises will be able to
capture part of the market share. With regards to PBOC’s intention of replacing
magnetic stripe bankcards with those embedded with integrated circuit chips,
we note from 2015 onwards, PBOC has required the cessation of issuance of
magnetic strip bankcards and that it is expected the number of new issuances of
integrated circuit chip bankcards per year may reach several hundred million in

the next few years.

It is our understanding that the average prices based on historical data
of comparable products were adopted in deriving the respective proposed
caps. While market price competition has been intensifying, the Management
believes and we concur that prices of new products at any material time can
better withstand price pressure to off-set the decrease in the prices of older
products. Hence, we are of the view that by using the average historical prices
of comparable products to determine the proposed caps is reasonable. In this

regard, we have reviewed sample of transactions between the Group and the
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CEC Group as well as Huahong and the CEC Group and established that the
unit prices from our sample are no less favourable than terms with independent

third parties to those adopted in deriving the respective proposed caps.

Sales of products

In respect of the respective proposed caps of the sales transactions to the
CEC Group, we note that the Management has made reference to (i) historical
sales; (ii) the expected demand of the Enlarged Group’s products by the CEC

Group; and (iii) the order status of the products.

In this regard, we note that the Group’s historical sales transactions
maintained at high levels of utilisation rates for the three years ended 31
December 2014 and four months ended 30 April 2015. The projected growth
in proposed cap is due to the expected growth in sales volume which is in
line with the Enlarged Group’s business strategy to expand the market share
of its products set out in the Company’s annual report for the year ended
31 December 2014 as well as the abovementioned future prospects of the
Group and Huahong. Furthermore, given that Huahong is also engaged in
similar business as the Group and has continuous sales transactions with CEC
Group, upon completion of the Huada Semiconductor Acquisition, such sales

transactions are also expected to increase.

Similar to the outsourcing and purchases transactions, the respective
proposed caps for sales transactions were derived by adopting the historical
average unit prices of comparable products. In this regards, we have reviewed
samples of the Group’s and Huahong’s respective transactions with the CEC
Group and established that the unit prices represented in our sample are no
less favourable than terms with independent third parties to those adopted in

deriving the respective proposed caps.

When arriving at the above caps, the Directors have considered the fact that
while market price competition has been intensifying, prices of new products (such
as those relating to transfer from 3G to 4G) can better withstand price pressures.
Taking into account (i) the historical low utilisation rate of the annual caps for the
purchases of products or services from the CEC Group, the Group includes certain
buffer to the proposed caps for such purchases to cater for the fluctuation in demand
for certain products during the period ending 30 June 2018; and (ii) the above factors
and reasons, we are of the view that the respective proposed caps with regard to the

transactions contemplated under the 2015-2018 Business Services Agreement for the
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period commencing from the completion of the Huada Semiconductor Acquisition
until 31 December 2015, for each of the year ending 31 December 2016 and 2017 and
the six months ending 30 June 2018 are fair and reasonable.

3. The 2015-2018 Financial Services Agreement

The 2015-2018 Financial Services Agreement provides a framework between the
Company and CEC Finance under which any member of the Group and CEC Finance may
enter into separate supplemental agreement(s) setting out the terms and conditions for
various financial services required from time to time. The interest rates offered by CEC
Finance under the 2015-2018 Financial Services Agreement are subject to negotiations

between the parties.

To assess the fairness and reasonableness of the terms of the 2015-2018 Financial

Services Agreement, we have considered the following:

a. Terms of the 2015-2018 Financial Services Agreement

We note that pursuant to the 2015-2018 Financial Services Agreement:

(1) All transactions contemplated under the 2015-2018 Financial Services
Agreement shall be undertaken on normal commercial terms or on terms
no less favourable to the Group than terms available from other domestic

commercial banks or financial institutions.

(i) The 2015-2018 Financial Services Agreement does not create any
obligation on the part of the Enlarged Group to utilise any particular
services of CEC Finance. Other than time deposits which have specified
deposit terms, the Enlarged Group may at any time withdraw the funds
deposited with CEC Finance without incurring any penalty. The Enlarged
Group may obtain financial services available from CEC Finance, and/or

any other financial institutions as it sees fit.

(iii) Interest rates on deposits and financial assistance offered by CEC
Finance to the Enlarged Group will be determined with reference to,
and shall not be less than, the rates offered to the Enlarged Group by
other domestic commercial banks for comparable deposits or financial

assistance.
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(iv) The fees and commissions for the fee-based and commission-based
financial services provided by CEC Finance to the Enlarged Group
will be determined with reference to and shall not be higher than those
charged by other domestic commercial banks or financial institutions
for the same type of financial services. In particular, where available,
the Enlarged Group will refer to standard or reference rates promulgated
by the PBOC prior to agreeing with CEC Finance on the pricing of the

relevant financial services.

(v)  The Enlarged Group will be able to obtain unsecured RMB and
foreign currencies loans from CEC Finance, which according to the
Management, is considered to be a more favourable arrangement than

those offered by domestic commercial banks and financial institutions.

For the deposit services, we have obtained samples of the Group and Huahong
and compared the interest rates on deposits of various terms offered by CEC Finance
with the standard or reference rates promulgated by the PBOC and found the rates
to be comparable. Regarding the provision of financial assistance to the Group, rates
offered by CEC Finance were also comparable to those promulgated by the PBOC.
As for fee-based and commission-based financial services, we have reviewed samples
of previous transactions and found the fees and commissions charged to the Group
to be no less favourable than terms with independent third parties or comparable
to the standard or reference rates promulgated by the PBOC. In order to select a
representative sample throughout the three years ended 31 December 2014 and four
months ended 30 April 2015, samples were selected from transactions undertaken

during each of the above period.

Taking into account the aforesaid factors, we consider the transactions
contemplated under the 2015-2018 Financial Services Agreement to be on normal
commercial terms and are fair and reasonable so far as the Independent Shareholders

are concerned.
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b. Reasons for and benefits of the 2015-2018 Financial Services Agreement

Following the completion of the Huada Semiconductor Acquisition, Huahong
will become an indirect subsidiary of the Company. Huahong has on-going
transactions with the CEC Group which are similar to those contemplated under the
2013 Financial Services Agreement in its ordinary and usual course of business.
These transactions will, after the completion of the Huada Semiconductor Acquisition,
become continuing connected transactions of the Company. In order to streamline the
continuing connected transactions among members of the Group (including Huahong
after the completion of the Huada Semiconductor Acquisition) and members of the
CEC Group, the Company entered into the 2015-2018 Financial Services Agreement
with CEC Finance which will, upon taking effect, supersede the 2013 Financial
Services Agreement.

As evidenced by historical transactions, CEC Finance has been providing
various financial services to the Group and Huahong in the past. From our discussion
with the Management, we note that this longstanding relationship has enabled CEC
Finance to have a better understanding of the operations of the Enlarged Group which
in turn leads to expedient and efficient delivery of such services. Moreover, it is
commercially reasonable and beneficial to continue with such arrangement since it

will maintain stability in the financial operation of the Enlarged Group.

We also note that as a regulated financial institution, CEC Finance is required
to comply with all rules and operations requirements of the regulatory authorities,
namely the PBOC and the CBRC. As such, the continued utilisation of the financial
services provided by CEC Finance will not expose the Enlarged Group to additional
financial risk as compared to the Enlarged Group utilising comparable services
provided by similar financial institutions that are governed by the same rule and
operational requirements of the PBOC and the CBRC. Further, the various financial
services provided by CEC Finance under the 2015-2018 Financial Services Agreement
will continue to provide the Enlarged Group with the right and flexibility to secure

additional source of financing and services at reasonable cost as and when necessary.
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In view of the above and that (i) the transactions contemplated under the
2015-2018 Financial Services Agreement will continue to be conducted on normal
commercial terms or on terms no less favourable to the Group than terms available
from other domestic commercial banks and financial institutions; and (ii) the
transactions contemplated under the 2015-2018 Financial Services Agreement are
undertaken in the ordinary and usual course of the Enlarged Group’s business given
the principal businesses of CEC Finance, we concur with the Director’s that the
entering of the 2015-2018 Financial Services Agreement is in the interests of the

Company and the Shareholders as a whole.

c. Proposed caps for the 2015-2018 Financial Services Agreement

(i)  Existing caps and historical variances

Below is a table setting out (aa) each category of continuing connected
transactions contemplated under the 2013-2016 Financial Services Agreement;
(bb) the existing cap approved for the 2013-2016 Financial Services
Agreement; (cc) the historical amount recorded for each of the year ended 31
December 2012, 2013 and 2014 and the four months ended 30 April 2015; and
(dd) the proposed cap for the 2015-2018 Financial Services Agreement.

Type of transaction Existing caps/historical amount recorded
For the year ended 31 December
2012 2013 2014 2015
RMB 000 RMB 000 RMB 000 RMB 000

Provision of deposit services
Approved cap 80,000 680,000 680,000 480,000

Historical maximum daily balance of
deposits maintained by the Group

with CEC Finance 80,000 276,000 398,351 383,581
(Note 1) (Note 2)
Utilisation percentage 100.0% 40.6% 58.6% 79.9%

Historical maximum daily balance of
deposits maintained by Huahong
with CEC Finance (Note 3) 410,374 350,385 307,050 95,229
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Type of transaction Existing caps/historical amount recorded
For the year ended 31 December
2012 2013 2014 2015
RMB’000 RMB 000 RMB’000 RMB’000

Provision of financial assistance
Approved cap 80,000 680,000 680,000 480,000

Historical maximum daily balance of
financial assistance provided by

CEC Finance to the Group - - 361,000 50,000
(Note 1) (Note 2)
Utilisation percentage 0% 0% 53.1% 10.4%

Historical maximum daily balance of
financial assistance provided by
CEC Finance to Huahong (Note 3) - - - -

Provision of fee-based and
commission-based financial
services

Approved cap 4,000 10,750 10,750 10,750

Historical amount of
fees and commissions payable by
the Group to CEC Finance for the
fee-based and commission-
based financial services provided by

CEC Finance - - 445 28
(Note 1) (Note 2)

Utilisation percentage 0% 0% 4.1% 0.8%
(Note 4)

Historical amount of
fees and commissions payable
by Huahong to CEC Finance
for the fee-based and commission-
based financial services provided
by CEC Finance (Note 3) 31 22 16 -
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Notes:

1. CEC Technology became a wholly-owned subsidiary of the Company following the
completion of the acquisition of CEC Technology on 26 June 2014. The transactions
between CEC Technology and its subsidiaries and the CEC Group have since then become

continuing connected transactions of the Company.

2. The amount refers to historical amount for the four months ended 30 April 2015, being the

latest practicable date to ascertain such information prior to the despatch of the Circular.

3. Huahong’s historical transaction amounts are set out herein for reference as these are
taken into consideration when determining the respective proposed caps under the 2015-
2018 Financial Services Agreement. Detailed analysis of which is set out in the following

paragraph headed “(ii) Proposed caps” below.

4. The utilisation percentage has been annualised for illustration purpose only.

As shown in the table above, the Group had utilised 100% and
approximately 40.6% and 58.6% of the approved caps for the maximum daily
balance of deposits maintained with CEC Finance during the three years ended
31 December 2012, 2013 and 2014 respectively. During the four months ended
30 April 2015, the maximum daily balance which had been maintained by the
Group with CEC Finance was approximately RMB383.6 million, representing
a utilisation rate of approximately 79.9%. We also note that the maximum daily
balance of deposits maintained by Huahong with CEC Finance were substantial
during the corresponding period. In relation to the financial assistance and
fee-based and commission-based financial services provided by CEC Finance
to the Group, the Group did not obtain any such services from CEC Finance
during the two years ended 31 December 2012 and 2013. During the year
ended 31 December 2014 and four months ended 30 April 2015, the maximum
daily balance recorded for the financial assistance provided by CEC Finance
to the Group were approximately RMB361.0 million and RMBS50.0 million,
representing a utilisation rate of approximately 53.1% and 10.4% respectively.
For the amount of fee-based and commission-based financial services,
the amounts payable by the Group to CEC Finance were approximately
RMB445,000 and RMB28,000 for the year ended 31 December 2014 and four
months ended 30 April 2015 respectively, representing a utilisation rate of

approximately 4.1% and 0.8% (annualised) respectively.
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(1)

Proposed caps

Type of transaction

For the period
commencing
from the
completion
of the Huada
Semiconductor
Acquisition until
31 December
2015
RMB 000
Provision of deposit
services
Proposed cap 700,000
Provision of
financial assistance
Proposed cap 700,000
Provision of fee-based
and commission-based
financial services
Proposed cap 5,000
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Proposed caps

For the year ending

31 December
2016 2017
RMB 000 RMB 000
740,000 780,000
740,000 780,000
10,000 10,000

For the
six months
ending

30 June
2018

RMB 000

820,000

820,000

5,000
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Provision of deposit services and financial assistance

When proposing the maximum daily balance of deposits maintained by
the Group with CEC Finance, the Management has taken into consideration
of the caps relating to the provision of financial assistance by CEC Finance to
the Group. In particular, as part of its treasury policy, CEC, being the ultimate
controlling shareholder of the Group, is prepared to provide financial assistance
of the amounts as illustrated in the above table to the Group through CEC
Finance. We understand that such proposed caps are the maximum amount of
funds, the limit proposed by CEC Finance based on their internal assessment
on the maximum amount of unsecured and secured financial assistance, which
they may provide to the Enlarged Group. This is in turn determined with
reference to the possible capital and operational needs of the Enlarged Group.
We understand from the Management that in the case where the drawndown
financial assistance provided by CEC Finance is not immediately deployed,
such amount will be deposited with CEC Finance. As such, to facilitate such
procedures, the proposed maximum daily balance of deposit services was set
at the equivalent amount of the limit for the financial assistance that could be
provided. We have discussed with the Management and understand that other
domestic commercial banks and/or other financial institutions would usually
request for a security in respect of financial assistance of such magnitude.
Meanwhile, the financial assistance provided by CEC Finance will be on an

unsecured basis.

Notwithstanding the relatively low utilisation of the historical caps
for fee-based and commission-based financial services, we consider that it is
commercially reasonable for the Group to maximise its financial flexibility
(in particular during the periods when such services are to be used within
short notice) by accepting the highest limit of financial assistance offered
by CEC Finance. In view of the above and that the Group is neither obliged
nor committed to carry out any transactions contemplated under the 2015-
2018 Financial Services Agreement if the terms, interest rates on deposits
and financial assistance are less favorable in comparison to those offered by
other domestic commercial banks or financial institutions, we consider the

aforementioned proposed caps to be reasonable.
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Provision of fee-based and commission-based financial services

Fees and commission payable by the Group to CEC Finance refers to the
charges in relation to the provision of guarantee services, handling services,
fund management, agency services and financial consultancy services to be
provided by CEC Finance. When estimating the proposed caps for fee-based
and commission-based financial services, the Group has in particular taken into
account the amount of handling services to be provided by CEC Finance. In this
respect, the Group intends to pledge its cash resources in Hong Kong in return
for cash-backed facilities from CEC Finance which will be used by the Group
to finance its operations in the PRC. CEC Finance will charge a handling fee
for this service, which amount is estimated taking into account the Group’s
cash balances in Hong Kong multiply by the fee rate expected to be charged
by CEC Finance based on prevailing market. The fees for other miscellaneous

service are expected to be comparatively nominal.

Based on the above, we are of the view that the respective proposed caps under
the 2015-2018 Financial Services Agreement for the period commencing from the
completion of the Huada Semiconductor Acquisition until 31 December 2015, for each
of the two years ending 31 December 2016 and 2017 and the six months period ending

30 June 2018 are fair and reasonable.

4. Internal policy regarding the continuing connected transactions

The Company has established internal control policy and procedure as a means to
ensure transactions with the CEC Group are on normal commercial terms and in compliance

with the relevant provisions in the Listing Rules.

It is noted that internal control measures for 2015-2018 Business Services Agreement

conducted by the Group are as follows:
Before confirming the pricing of provision of products processing, testing and

assembling services by the CEC Group, and purchase of raw materials, modules, software

and equipment from the CEC Group, the Group will refer to two other contemporaneous
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transactions with the independent third parties in similar quantities to determine if the prices
and terms offered by the CEC Group are fair, reasonable and no less favorable than those
offered by independent third parties, or the pricing of the end products according to the
customer’s order, the complexity of the particular work and the raw materials and technology
involved. Before confirming the pricing of sale of products to the CEC Group, the Group will
refer to previous transactions with independent third parties in respect of similar products
and similar quantities within 6 months and any market information based on the experience
of the Group’s management, the dealings with other players in the market, and industry level
profit margin, which may be available at that time, and make an assessment of the general
market price of that type of product. In particular, we note that the pricing of the transactions
under the 2015-2018 Business Services Agreement are subject to an internal approval
process whereby the purchasing/sales department (as the case maybe) is required to obtain
approval from the legal department and the finance department prior to confirming the prices.
For transactions exceeding RMBS5 million, approval from any one director of the relevant
member of the Group is required. For details, please refer to the paragraph headed “(ii) Sale
of products to the CEC Group” in the “Letter from the Board” of the Circular.

With regards to the transactions under the 2015-2018 Financial Services Agreement,
the Enlarged Group will obtain interest rates and/or fee/commission (as appropriate) offered
by one or two reputable domestic commercial banks or financial institutions with whom the
Enlarged Group has established business relationships to compare those offered by CEC

Finance.

It is noted that internal control measures for 2015-2018 Financial Services Agreement

conducted by the Group are as follows:

Before making a deposit with, seeking financial assistance from or using fee-based
and commission-based financial services from CEC Finance, the Group would obtain the
interest rates and/or fees/commissions (as appropriate) offered by one or two reputable
domestic commercial banks or financial institutions which the Group has established
business relationship and compare that with the interest rates and/or fees/commissions
offered by CEC Finance. In respect of any deposit services or financial assistance provided
by CEC Finance to the Group, an internal application is submitted to the finance departments
of the relevant member of the Group procuring such services for approval. For transactions
exceeding RMB100 million, the interest rates are subject to further approval by any one

Director.
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We also noted that from the Company’s annual reports that the independent non-
executive Directors had reviewed the Group’s continuing connected transactions annually
and had confirmed in the Company’s annual report that the transactions thereunder have
been (i) in the ordinary and usual course of business of the Group; (ii) on normal commercial
terms; and (iii) in accordance with the relevant agreements governing them on terms that are
fair and reasonable and in the interests of the Company and the Shareholders as a whole.
In this regard, we are of the view that the transactions contemplated under the 2015-2018
Business Services Agreement and 2015-2018 Financial Services Agreement will be carried
out on normal commercial terms and at terms no less favourable to the Company than those

offered to/from independent third party.

In addition, we also noted that the Company has engaged PricewaterhouseCoopers
(“PwC”), the Company’s auditor, to report to the Board on the Group’s continuing connected
transactions. In accordance with Rule 14A.56 of the Listing Rules that in each of the two
years ended 31 December 2013 and 2014, the Company’s auditor has confirmed that nothing
has come to their attention that causes them to believe that (i) the disclosed transactions
have not been approved by the Board; (ii) the transactions were not, in all material respects,
in accordance with the pricing policies of the Group; (iii) the transactions were not entered
into, in all material respects, in accordance with the relevant agreements governing such
transactions; and (iv) the transactions have exceeded their respective maximum aggregate

annual value as disclosed in the previous announcements of the Company.

Given the above, we consider that there exist appropriate procedures and arrangements
to ensure that the transactions contemplated under the 2015-2018 Business Services
Agreement and the 2015-2018 Financial Services Agreement will be conducted on terms in

compliance with the provisions of the Listing Rules.

RECOMMENDATIONS

1. The Shanghai Huahong Acquisition

Having considered the above principal factors and reasons, we are of the view that the
(i) Shanghai Huahong Acquisition is in the interests of the Company and the Shareholders as a
whole despite that the Shanghai Huahong Acquisition was not in the ordinary and usual course of
business of the Group; and (ii) the terms of the Shanghai Huahong Acquisition Agreements and the
transactions contemplated thereunder are on normal commercial terms and are fair and reasonable
so far as the Independent Shareholders are concerned. Accordingly, we recommend the Independent
Shareholders, as well as the Independent Board Committee to advise the Independent Shareholders,
to vote in favour of the resolution(s) to be proposed at the SGM to approve the Shanghai Huahong

Acquisition Agreements and the transactions contemplated thereunder at the SGM.
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2. Continuing Connected Transactions

Having considered the above principal factors and reasons, we are of the view as at the date
hereof that (i) the transactions contemplated under the 2015-2018 Business Services Agreement
and the 2015-2018 Financial Services Agreement are in the Group’s ordinary and usual course of
business and the respective proposed caps related thereto are in the interests of the Company and
the Shareholders as a whole; (ii) the terms of the aforesaid agreements are on normal commercial
terms and are fair and reasonable so far as the Independent Shareholders are concerned; and (iii)
the respective proposed caps have been fairly and reasonably arrived at. Accordingly, we would
advise the Independent Shareholders, as well as the Independent Board Committee to recommend
the Independent Shareholders, to vote in favour of the ordinary resolutions approving the 2015-
2018 Business Services Agreement, the 2015-2018 Financial Services Agreement and the respective

proposed caps related thereto to be proposed at the SGM.

Yours faithfully,
For and on behalf of
Altus Capital Limited
Chang Sean Pey
Executive Director

Mr. Chang Sean Pey (“Mr. Chang”) is a Responsible Officer of Altus Capital Limited
licensed to carry out Type 4 (advising on securities), Type 6 (advising on corporate finance) and
Type 9 (asset management) regulated activities under the SFO and permitted to undertake work
as a sponsor. He is also a Responsible Officer of Altus Investments Limited licensed to carry out
Type 1 (dealing in securities) regulated activity under the SFO. Mr. Chang has over 15 years of
experience in banking, corporate finance and advisory and investment management. In particular,
he has participated in sponsorship work for initial public offerings and acted as financial adviser or

independent financial adviser in various corporate finance advisory transactions.

With the exception of the transaction involving an acquisition of a property transfer right
by Huada Electronics from a connected person as described in the circular of the Company dated
20 December 2013, Altus Capital Limited has not acted as an independent financial adviser of
the Company’s other transactions in the last two years from the date of the Circular. Pursuant to
Rule 13.84 of the Listing Rules, and given that remuneration for our engagement to opine on this
is at a market level and is not conditional upon successtul passing of the resolutions and that our

engagement is on normal commercial terms, Altus Capital Limited is independent of the Company.
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MANAGEMENT DISCUSSION AND ANALYSIS OF HUAHONG

The following discussion and analysis should be read in conjunction with the financial
information of Huahong for the three years ended 31 December 2014 and the four months ended 30
April 2015, as set out in Appendix III to this circular.

Business and financial overview

Huahong is an industrial leader in the design of the integrated circuit sector in the PRC. It
has a comprehensive domestic smart card product line, with technology focusing on the design
and system development of contact, contactless and dual-interface integrated circuit chips, which
are widely used in sectors such as social security (social security cards), telecommunications
(SIM cards), public transport (public transport cards), identity authentication (identity cards
and residence permits), electronic travel documents (electronic passports) and financial security
(bank cards). Huahong also focuses on providing customers with system solutions to address
their business and operational challenges. In recent years, Huahong launched a series of solutions
including the public transport one-card pass solution, residence permit solution, Shanghai World
Expo ticketing solution, commercial encryption access control system solution, and multi-
applications financial solution. These solutions embrace the technical elements of application
software, key management system and encrypted integrated circuit chips to form the application-
oriented and customer-oriented solutions that enhance the efficiency and security of supply chains,

transactions and the authentication of goods and people.
Revenue

Huahong recorded revenues of RMB552.6 million, RMB479.1 million, RMB457.2 million,
RMB132.8 million and RMB146.4 million for each of the years ended 31 December 2012, 2013,
2014, and for the four months ended 30 April 2014 and 2015, respectively, which were mainly

derived from the sale of integrated circuit products.

The revenue decreased by 13.3% for the year ended 31 December 2013 as compared to
the year ended 31 December 2012. This was mainly due to the fact that for the year ended 31
December 2012, Huahong recorded a significant increase in revenue from the sale of SIM cards
from the disposal of large quantities of SIM cards on hand in anticipation of the technology

transformation of SIM cards in 2013.

The revenue decreased by 4.6% for the year ended 31 December 2014 as compared to the
year ended 31 December 2013 was mainly due to a decrease in revenue from the sale of identity
cards. As the replacement of new identity cards passed its peak and returned to a relatively normal
level, the sale of identity cards decreased significantly. However, the boost in the sale of bank cards

had reduced some of the impact caused by the decrease in revenue from the sale of identity cards.
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The revenue increased by 10.2% for the four months ended 30 April 2015 as compared to the
four months ended 30 April 2014. This was mainly due to increased revenues from the sale of bank
cards in 2015.

Cost of sales

Huahong incurred cost of sales of RMB407.6 million, RMB333.3 million, RMB330.6
million, RMB96.4 million and RMB117.6 million for each of the years ended 31 December 2012,
2013, 2014, and for the four months ended 30 April 2014 and 2015, respectively. Cost of sales

comprises mainly of raw materials and consumables used and employee benefit expenses.

During the period under review, the overall cost of production generally increased and the

fluctuation in cost of sales was mainly driven by the costs of integrated circuit products sold.

Gross profit

As a result of the above, Huahong recorded a gross profit of RMB145.0 million, RMB145.8
million, RMB126.5 million, RMB36.4 million and RMB28.8 million. The gross profit margin was
26.2%, 30.4%, 27.7%, 27.4% and 19.7% for each of the years ended 31 December 2012, 2013,
2014, and for the four months ended 30 April 2014 and 2015, respectively.

During the period under review, the market price competition within the industry intensified

and have exerted pressure on the gross profit margin of Huahong.

Other income and gains — net

Huahong recorded other income and gains — net of RMB28.2 million, RMB55.1 million,
RMBS§2.7 million, RMB5.8 million and RMB15.2 million for each of the years ended 31 December
2012, 2013, 2014, and for the four months ended 30 April 2014 and 2015, respectively.

Other income and gains — net comprised mainly of government grants, which was RMB23.4
million, RMB47.2 million, RMB63.8 million, RMB1.2 million and RMB14.1 million for each
of the years ended 31 December 2012, 2013, 2014, and for the four months ended 30 April 2014
and 2015, respectively. The fluctuation in other income and gains-net was mainly driven by the
amount of government grants recognised as income. The government grants recognised as income
fluctuated as a result of variations in government subsidies for research and development costs
incurred. Government grants recognised as income increased significantly to RMB14.1 million for
the four months ended 30 April 2015 as a result of more government subsidies for research and

development costs incurred during the period in 2015.
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Selling and marketing costs

Huahong incurred selling and marketing costs of RMB19.5 million, RMB17.3 million,
RMB21.7 million, RMB6.6 million and RMB5.9 million for each of the years ended 31 December
2012, 2013, 2014, and for the four months ended 30 April 2014 and 2015, respectively.

Selling and marketing costs comprise mainly of employee benefit expenses and travelling
expenses. As a percentage to revenue, selling and marketing costs represented 3.5%, 3.6%, 4.8%,
5.0% and 4.1% of the revenue recorded for each of the years ended 31 December 2012, 2013, 2014,
and for the four months ended 30 April 2014 and 2015, respectively. The increase in selling and
marketing costs for the year ended 31 December 2014 and for the four months ended 30 April 2015
as compared to the year ended 31 December 2013 was mainly due to an increase in marketing effort

to promote the new social security cards and residence permits.

Administrative expenses

Huahong incurred administrative expenses of RMB116.8 million, RMB124.0 million,
RMB138.4 million, RMB43.4 million and RMB40.3 million for each of the years ended
31 December 2012, 2013, 2014, and for the four months ended 30 April 2014 and 2015,

respectively.

The increase in administrative expenses was mainly due to an increase in research and
development costs, level of wages within the industry and overall operating costs. As a percentage
to revenue, research and development costs represented 17.5%, 21.8%, 25.1%, 27.0% and 25.3% of
the revenue recorded for each of the years ended 31 December 2012, 2013, 2014, and for the four
months ended 30 April 2014 and 2015, respectively. Research and development costs were mainly

incurred in the development of public transport cards, residence permits, SIM cards and bank cards.

The decrease in administrative expenses for the four months ended 30 April 2015 as
compared to the four months ended 30 April 2014 was mainly due to the implementation of cost

control measures in 2015 which led to a decrease in overall administrative expenses.
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Profit/(loss) for the years/periods

As a result of the above, Huahong recorded a profit of RMB35.1 million, a profit of
RMB64.2 million, a profit of RMB56.1 million, a loss of RMB2.8 million and a loss of RMB2.3
million for each of the years ended 31 December 2012, 2013, 2014, and for the four months ended
30 April 2014 and 2015, respectively.

Liquidity and financial resources

Total assets of Huahong were RMB838.4 million, RMB797.4 million, RMB652.0 million,
and RMB629.6 million as at 31 December 2012, 2013, 2014 and 30 April 2015, respectively.

Non-current assets

Non-current assets of Huahong were RMB22.4 million, RMB43.2 million, RMB48.2 million,
and RMB48.9 million as at 31 December 2012, 2013, 2014 and 30 April 2015, respectively. Non-

current assets of Huahong comprise mainly of properties, plant and equipment.

Current assets

Current assets of Huahong were RMB816.0 million, RMB754.2 million, RMB603.8 million,
and RMB580.7 million as at 31 December 2012, 2013, 2014 and 30 April 2015, respectively.
Current assets of Huahong comprise mainly of (i) trade and other receivables; (ii) short-term

deposits and (iii) cash and cash equivalents.

The decreasing trend in current assets was mainly due to (i) the payment of an aggregate of
RMB237.7 million as dividends and (ii) the acquisition of properties of RMB29.8 million to meet

its research and development and marketing requirements.

In order to maximise the return on cash on hand:

(1) Huahong purchased wealth management products issued by financial institutions
in the PRC. The maximum amount invested in 2013 and 2014 were RMB50.2
million and RMB156.7 million, respectively. The principal sums under these wealth
management products were protected with expected returns ranging from 4.7% to

5.0% per annum.

(ii)  Huahong provided an entrusted loan of RMB50.0 million and RMB50.0 million to
Shenzhen Aihua Electronics Co., Ltd and Dongguan CEC Aihua Electronics Co., Ltd,
respectively in 2014. These entrusted loans were for a period of 6 months, secured and

at an interest rate of 5.2% per annum.
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Liabilities

Total liabilities of Huahong were RMB377.0 million, RMB319.3 million, RMB308.0 million,
and RMB287.8 million as at 31 December 2012, 2013, 2014 and 30 April 2015, respectively.

The decreasing trend in total liabilities was mainly due to the decrease in deferred
government grants, the amounts of which were mainly various subsidies received from local
government authorities for financing various research and development projects conducted by
Huahong, from RMB136.9 million to RMB108.2 million to RMB58.3 million and to RMB47.7
million as at 31 December 2012, 2013 and 2014 and 30 April 2015, respectively. As more research
and development costs that deferred government grants intended to compensate was incurred during
the period under review, more deferred government grants was transferred from liabilities to profit

or loss.

Ratios

As at 31 December 2012, 2013, 2014 and 30 April 2015, Huahong had current ratios (being

current assets over current liabilities) of 2.2 times, 2.4 times, 2.0 times and 2.0 times, respectively.

As at 31 December 2012, 2013, 2014 and 30 April 2015, Huahong had gearing ratio (being
total liabilities over total equity) of 81.7%, 66.8%, 89.5% and 84.2%, respectively. There was a
decrease in deferred government grants and trade and other payables which led to a decrease in total
liabilities in 2013, while total equity remained more or less the same in 2013. This translated into a
lower 66.8% gearing ratio in 2013. There was payment of dividends out of retained earnings which
led to a decrease in total equity in 2014, while total liabilities remained more or less the same in
2014. This translated into a higher 89.5% gearing ratio in 2014.

Employee and remuneration policies

Huahong had 373, 416, 439 and 437 employees as at 31 December 2012, 2013, 2014 and 30
April 2015, respectively. They were remunerated on the basis of performance and experience and
such remuneration is reviewed regularly with reference to industry practices. The employee benefits
of Huahong include pension obligations, employee leave entitlements and bonus plans. Employee
benefit expenses of Huahong for the years ended 31 December 2012, 2013, 2014, and for the
four months ended 30 April 2014 and 2015, were RMB68.7 million, RMB73.6 million, RMB70.0
million, RMB24.8 million and RMB23.4 million, respectively.
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Foreign exchange exposure

The operations of Huahong are principally conducted in the PRC and the financial
information of Huahong is presented in Renminbi. As such, Huahong considered that it did not have

any material exposure to fluctuations in exchange rate and hence no hedging measures were taken.

Acquisition and disposal

During the years ended 31 December 2012, 2013, 2014, and for the four months ended 30
April 2014 and 2015, there were no material acquisitions and disposals of any subsidiaries, joint

ventures and associated companies by Huahong.

Prospects and outlook

Going forward, on the one hand, the Group will continue to adhere to its independent
innovation development strategy, increase its investments in science and technology, and actively
expand into new smart card application businesses such as financial security and other chip design
segments. On the other hand, it will pursue development opportunities in the integrated circuits

design sector and strive to maintain its leading position.

The electronic information technology industrial park market in the PRC is still at its initial
development stage. With the launch of new supportive policies by the PRC government, such as
the “Policies regarding the support for the development of the State’s information technology
bases and industrial parks”, the comprehensive supporting facilities within the industrial parks and
the funding obtained from the issue of the unsecured bonds in 2014 will serve as catalysts for the

sustainable development of these industrial parks.

Further, Huahong is a leading supplier of contact, contactless and dual-interface integrated
circuit chips in the PRC. Huahong is also well-positioned to tap into the PRC dual-interface
financial security solutions and services market. In order to maximise the opportunities that are
being presented to Huahong, there are plans to develop Huahong under a three-pronged strategy

to consolidate and enhance its leading position in the industry and to delivering growth for its

shareholders:
1) persist in independent technology innovation;
2) facilitate organic growth; and
3) intensify pace of research and product commercialization.
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With Huahong’s strong presence in the PRC integrated circuits industry, the Shanghai
Huahong Acquisition, the Group will be well-positioned to swiftly capitalise on the enormous

market opportunities created by the development of the integrated circuit industry.

With the opportunities that are presented and the strategies that are to be adopted as well
as the support from CEC, the Group’s electronic information technology industrial parks will
eventually be transformed into fully-functional eco-wisdom electronics cities, which will ensure the

Group’s sustainable growth.

Given the favorable policies that are being launched to support the industry, the enormous
market opportunities created by the development of the integrated circuits industry, the
collaboration and integration of businesses between Huahong and Huada Electronics, the Board is

confident that the Enlarged Group will create sustainable positive returns for Shareholders.
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AUDITED CONSOLIDATED FINANCIAL INFORMATION OF THE GROUP FOR EACH
OF THE YEARS ENDED 31 DECEMBER 2012, 2013 AND 2014

Financial information of the Group for each of the years ended 31 December 2012, 2013
and 2014 is disclosed on pages 37 to 98 of the annual report of the Company for the year ended 31
December 2012 published on 7 March 2013, pages 40 to 103 of the annual report of the Company
for the year ended 31 December 2013 published on 17 April 2014 and pages 47 to 142 of the
annual report of the Company for the year ended 31 December 2014 published on 29 April 2015,
respectively, which are available on the website of the Stock Exchange (www.hkexnews.hk) and the

website of the Company (www.cecholding.com).

The links to the annual reports of the Company for each of the years ended 31 December
2012, 2013 and 2014, respectively, are set out below:

2012 http://www.hkexnews.hk/listedco/listconews/SEHK/2013/0307/LTN20130307335.pdf

2013 http://www.hkexnews.hk/listedco/listconews/SEHK/2014/0417/LTN20140417556.pdf

2014 http://www.hkexnews.hk/listedco/listconews/SEHK/2015/0429/LTN20150429733.pdf

Selected consolidated financial information of the Group for each of the years ended
31 December 2014 and 2013

Consolidated balance sheets

As at 31 December

2014 2013

HKS$’000 HK$°000

(Restated’)

Total assets 6,726,268 2,623,028
Total liabilities 5,624,438 1,411,212
Total equity 1,101,830 1,211,816
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Consolidated income statements

Revenue
Profit for the year attributable to
owners of the Company

Consolidated statements of cash flows

Net cash (used in)/generated from operating activities
Net cash used in investing activities

Net cash generated from/(use in) financing activities

Net (decrease)/increase in cash and cash equivalents

Year ended 31 December

2014
HKS$°000

1,357,062

170,108

2013
HKS$°000
(Restated’)

1,321,606

291,966

Year ended 31 December

2014 2013
HKS$°000 HKS$°000
(Restated)

(193,354) 305,612
(4,038,122) (59,226)
3,974,790 (33,665)
(256,686) 212,721

B The acquisition of CEC Technology was completed in June 2014. As both the Company and CEC

Technology are under common control of CEC, these consolidated financial statements have been prepared

using the principles of merger accounting, as prescribed in HKAG 5. These consolidated financial

statements include the results and financial position of the companies comprising CEC Technology and its

subsidiaries as if the acquisition of CEC Technology had occurred at previous balance sheet dates presented.

Comparative figures for the year ended 31 December 2013 and at 31 December 2013 have been restated on

such basis.
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The following is the text of a report received from the Company’s reporting accountant,
PricewaterhouseCoopers, Certified Public Accountants, Hong Kong, for the purpose of

incorporation in this circular.

—i
pwc B d Ak

27 October 2015

The Directors

China Electronics Corporation Holdings Company Limited
Dear Sirs,

We report on the financial information of Shanghai Huahong Integrated Circuit Co., Ltd
(“Huahong™), which comprises the balance sheets of Huahong as at 31 December 2012, 2013 and
2014 and 30 April 2015, and the statements of comprehensive income, the statements of changes
in equity and the cash flow statements of Huahong for each of the years ended 31 December 2012,
2013 and 2014 and the four months ended 30 April 2015 (the “Relevant Periods”) and a summary
of significant accounting policies and other explanatory information. This financial information has
been prepared by the directors of China Electronics Corporation Holdings Company Limited (the
“Company”) and is set out in Sections I to II below for inclusion in Appendix III to the circular of
the Company dated 27 October 2015 (the “Circular”) in connection with the proposed acquisition
of Huahong by the Company.

Huahong was incorporated in the People’s Republic of China (the “PRC”) on 14 December
1998 as a company with limited liability under the Companies Law of the PRC.

As at the date of this report, Huahong has interest in the joint venture as set out in Note 12 of

Section II below.

PricewaterhouseCoopers, 22/F Prince’s Building, Central, Hong Kong
T: +852 2289 8888, F: +852 2810 9888, www.pwchk.com
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The directors of Huahong during the Relevant Periods are responsible for the preparation
of the financial statements of Huahong that give a true and fair view in accordance with Hong
Kong Financial Reporting Standards (“HKFRSs”) issued by the Hong Kong Institute of Certified
Public Accountants (the “HKICPA”) (the “Underlying Financial Statements”), and for such internal
control as the directors determine is necessary to enable the preparation of financial statements that
are free from material misstatement, whether due to fraud or error. PricewaterhouseCoopers Zhong
Tian LLP has audited the underlying Financial Statements in accordance with Hong Kong Standards

on Auditing (the “HKSA”) issued by the HKICPA pursuant to separated terms of engagement.

The financial information has been prepared based on the underlying financial statements of

Huahong with no adjustment made thereon.

DIRECTORS’ RESPONSIBILITY FOR THE FINANCIAL INFORMATION

The directors of the Company are responsible for the preparation of the financial information
that gives a true and fair view in accordance with HKFRSs and accounting policies adopted by the
Company and its subsidiaries (together, the “Group”) as set out in the annual report of the Company
for the year ended 31 December 2014.

REPORTING ACCOUNTANT’S RESPONSIBILITY

Our responsibility is to express an opinion on the financial information and to report our
opinion to you. We carried out our procedures in accordance with the Auditing Guideline 3.340
“Prospectuses and the Reporting Accountant” issued by the HKICPA.

OPINION

In our opinion, the financial information gives, for the purpose of this report, a true and fair
view of the state of affairs of Huahong as at 31 December 2012, 2013 and 2014 and 30 April 2015

and of Huahong’s results and cash flows for the Relevant Periods then ended.

REVIEW OF STUB PERIOD COMPARATIVE FINANCIAL INFORMATION

We have reviewed the stub period comparative financial information set out in Sections I to
IT below included in Appendix III to the Circular which comprises the statement of comprehensive
income, the statement of changes in equity and the cash flow statement of Huahong for the
four months ended 30 April 2014 and a summary of significant accounting policies and other

explanatory information (the “Stub Period Comparative Financial Information”).
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The directors of the Company are responsible for the preparation and presentation of the
Stub Period Comparative Financial Information in accordance with the accounting policies set out
in Note 2 of Section II below and the accounting policies adopted by the Group as set out in the

annual report of the Company for the year ended 31 December 2014.

Our responsibility is to express a conclusion on the Stub Period Comparative Financial
Information based on our review. We conducted our review in accordance with Hong Kong
Standard on Review Engagements 2410, “Review of Interim Financial Information Performed
by the Independent Auditor of the Entity” issued by the HKICPA. A review of Stub Period
Comparative Financial Information consists of making inquiries, primarily of persons responsible
for financial and accounting matters, and applying analytical and other review procedures. A review
is substantially less in scope than an audit conducted in accordance with Hong Kong Standards on
Auditing and consequently does not enable us to obtain assurance that we would become aware of
all significant matters that might be identified in an audit. Accordingly, we do not express an audit

opinion.
Based on our review, nothing has come to our attention that causes us to believe that the Stub

Period Comparative Financial Information, for the purpose of this report, is not prepared, in all

material respects, in accordance with the accounting policies set out in Note 2 of Section II below.
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L. FINANCIAL INFORMATION

The following is the financial information of Huahong (the “Financial Information”)
prepared by the directors of the Company as at 31 December 2012, 2013 and 2014 and 30 April
2015 and for each of the years ended 31 December 2012, 2013 and 2014 and for the four months
ended 30 April 2014 and 2015 (the “Relevant Periods™).

Statements of Comprehensive Income

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
Note RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)

Revenue 5 552,605 479,127 457,169 132,766 146,368
Cost of sales 7 (407,649) (333,284) (330,042) (96,400) (117,573)
Gross profit 144,956 145,843 126,527 36,366 28,795
Other income and gains — net 6 28,201 55,090 82,712 5,823 15,214
Selling and marketing costs 7 (19,541) (17,263) (21,730) (6,573) (5,945)
Administrative expenses 7 (116,833) (124,003) (138,367) (43,411) (40,298)
Operating profit/(loss) 36,783 59,667 49,142 (7,795) (2,234)
Finance income 9 3,047 4,571 2,105 774 446
Share of result of

a joint venture - - 553 - (473)
Profit/(loss) before

taxation 40,430 64,238 51,800 (7,021) (2,261)
Taxation 10 (5,345) - 4,269 4,269 -
Profit/(loss) for the year/

period 35,085 64,238 56,069 (2,752) (2,261)
Other comprehensive

income - - - - -
Total comprehensive

income/(loss) attributable

to owners of Huahong 35,085 64,238 56,069 (2,752) (2,261)
Dividends 21 09,051 47,541 190,165 31,694 -
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Balance Sheets

ASSETS

Non-current assets

Property, plant and equipment
Investment in a joint venture

Long-term deposits

Current assets

Inventories

Trade and other receivables

Available-for-sale financial
assets

Restricted deposits

Short-term deposits

Cash and cash equivalents

Total assets

Note

11

17

13
14

15
16
17
18

As at

As at 31 December 30 April

2012 2013 2014 2015
RMB 000 RMB 000 RMB 000 RMB 000
12,408 43,236 42,521 43,746
- - 5,653 5,180
10,000 - - -
22,408 43,236 48,174 48,926
87,266 71,845 97,906 157,033
269,086 235,906 236,368 288,292
- 50,225 51,334 -

4,579 225 2,201 -
76,064 103,254 1,000 1,000
378,987 292,737 215,021 134,338
815,982 754,192 603,830 580,663
838,390 797,428 652,004 629,589
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EQUITY AND LIABILITIES
Equity

Paid-in capital

Other reserves

Retained earnings/

(Accumulated losses)

Total equity

Liabilities

Current liabilities

Amount due to ultimate
holding company

Deferred government grants

Advances from customers

Trade and other payables

Income tax payable

Total liabilities

Total equity and liabilities

Net current assets

Total assets less current

liabilities

Note

19
20

22
23

24

As at
As at 31 December 30 April
2012 2013 2014 2015
RMB 000 RMB 000 RMB 000 RMB 000
158,471 158,471 158,471 158,471
182,189 189,764 189,764 189,764
120,745 129,867 (4,229) (6,490)
461,405 478,102 344,006 341,745
- 15,000 15,000 15,000
136,894 108,245 58,307 47,724
153 356 2,744 1,563
218,135 180,144 218,767 210,999
21,803 15,581 13,180 12,558
376,985 319,326 307,998 287,844
838,390 797,428 652,004 629,589
438,997 434,866 295,832 292,819
461,405 478,102 344,006 341,745
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Statements of Changes in Equity

At 1 January 2012

Total comprehensive income

Capital injection

Transfer to statutory reserve

Dividends

At 31 December 2012

At 1 January 2013

Total comprehensive income
Transfer to statutory reserve

Dividends

At 31 December 2013

At 1 January 2014

Total comprehensive income

Dividends

At 31 December 2014

At 1 January 2015

Total comprehensive loss

At 30 April 2015

(Unaudited)
At 1 January 2014

Total comprehensive loss

Dividends

At 30 April 2014

Retained
earnings/
Paid-in Other  (Accumulated
capital reserves losses) Total
Note RMB 000 RMB 000 RMB 000 RMB 000
131,949 114,010 162,971 408,930
- - 35,085 35,085
26,522 59,919 - 86,441
- 8,260 (8,260) -
21 - - (69,051) (69,051)
158,471 182,189 120,745 461,405
158,471 182,189 120,745 461,405
_ - 64,238 64,238
- 1,575 (7,575) -
21 - - (47,541) (47,541)
158,471 189,764 129,867 478,102
158,471 189,764 129,867 478,102
- - 56,069 56,069
21 - - (190,165) (190,165)
158,471 189,764 (4,229) 344,006
158,471 189,764 (4,229) 344,006
- - (2,261) (2,261)
158,471 189,764 (6,490) 341,745
158,471 189,764 129,867 478,102
- - (2,752) (2,752)
21 - - (31,694) (31,694)
158,471 189,764 95,421 443,656
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Cash Flow Statements

Cash flows from operating
activities
Cash generated from/
(used in) operations
Income tax paid
Income tax refunded

Net cash generated from/
(used in) operating
activities

Cash flows from investing
activities

Interest income received on
short-term and long-term
deposits

Interest income received
on available-for-sale
financial assets

Interest income received on
entrusted loan

Interest income received on
deferred consideration
receivable

Proceeds from disposal
of a subsidiary

Purchase of property, plant
and equipment

Proceeds from disposal
of property, plant and
equipment

Investment in a joint
venture using equity
accounting

Purchase for available-for-
sale financial assets

Proceeds from disposal
of available-for-sale
financial assets

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
Note RMB’000 RMB 000 RMB 000 RMB 000 RMB’000
(Unaudited)

25 99,501 47,435 11,350 (45,194) (131,081)
(5,655) (6,222) (2,401) (982) (622)

- - 4,269 4,269 -
93,846 41,213 13,218 (41,907) (131,703)

1,541 4,166 5221 1,538 109

- - 1,985 1,383 2,137

- - 2,658 - -

2,545 - - - -

32,273 - - - -

(4,995) (36,340) (6,185) (1,764) (3,427)

68 88 374 3 -

- - (5,100) - -

- (50,000) (206,730) (156,730) -

- - 206,730 150,000 50,000
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Four months ended
Year ended 31 December 30 April
2012 2013 2014 2014 2015
Note RMB’000 RMB 000 RMB’000 RMB 000 RMB’000
(Unaudited)

Entrusted loan to related

parties - - (100,000) - -
Reclaim of entrusted loan - - 100,000 - -
(Increase)/decrease in

short-term and long-term

deposits (16,064) (17,190) 102,254 (2,000) -
Decrease/(increase) in

restricted deposits 10,412 4,354 (1,976) - 2,201

Net cash generated from/
(used in) investing
activities 25,780 (94,922) 99,231 (7,570) 51,020

Cash flows from financing

activities
Dividends paid (69,051) (47,541) (190,165) (31,694) -
Capital contribution from

owners of Huahong 86,441 - - - -
Cash received from ultimate

holding company - 15,000 - - -

Net cash generated from/
(used in) financing
activities 17,390 (32,541) (190,165) (31,694) -

Net increase/(decrease)

in cash and cash

equivalents 137,016 (86,250) (77,716) (81,171) (80,683)
Cash and cash equivalents

at beginning of the year/

period 241971 378,987 292,737 292,737 215,021

Cash and cash equivalents
at end of the year/
period 18 378,987 292,737 215,021 211,566 134,338
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II.

NOTES TO FINANCIAL INFORMATION

1. General information

Huahong is principally engaged in design and sale of integrated circuit chips in
People’s Republic of China (the “PRC”). The ultimate controlling company of Huahong is
CEC.

The Financial Information is presented in the units of Renminbi (“RMB”), unless

otherwise stated.

2. Summary of significant accounting policies

The principal accounting policies applied in the preparation of the Financial
Information are set out below. These policies have been consistently applied to the Relevant

Periods.

2.1 Basis of preparation

The Financial Information has been prepared in accordance with Hong Kong
Financial Reporting Standards (“HKFRS”) issued by the Hong Kong Institute of
Certified Public Accountants and under the historical cost convention as modified by
the revaluation of available-for-sale financial assets which are carried at fair value.

Huahong adopts the going concern basis in preparing the Financial Information.

The preparation of Financial Information in conformity with HKFRS requires
the use of certain critical accounting estimates. It also requires management to
exercise its judgment in the process of applying Huahong’s accounting policies.
The areas involving a higher degree of judgment or complexity, or areas where
assumptions and estimates are significant to the Financial Information are disclosed in
Note 4.
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New and amendment to standards and interpretations

All new standards, amendments to standards and interpretations which

are mandatory for the Relevant Periods are applied to Huahong.

The following new standards and amendments to standards that are
relevant to the operation of Huahong have been issued but are not effective and

have not been early adopted:

HKAS 16 and Clarification of acceptable methods of
HKAS 38 depreciation and amortisation (effective from
(amendments) 1 January 2016)
HKFRS 9 Financial instruments (effective from 1 January
2018)
HKEFRS 15 Revenue from contracts with customers (effective

from 1 January 2018)

HKAS 1 Disclosure initiative (effective from 1 January
(amendments) 2016)

HKFRS 10 and Sale or contribution of assets between an investor
HKAS 28 and its associate or joint venture (effective from
(amendments) 1 January 2016)

HKAS 27 Equity method in separate financial statements
(amendments) (effective from 1 January 2016)

Annual Changes from the 2012-2014 cycle of the annual
improvements 2014  improvements project (effective from 1 January

2016)

Huahong is in the process of making an assessment of the impact of the
above standards and amendments to standards to the Financial Information of

Huahong in their initial applications.
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2.2 Joint arrangements

Investments in joint arrangements are classified as either joint operations or
joint ventures depending on the contractual rights and obligations of each investor.
Huahong has assessed the nature of its joint arrangement and determined it to be a
joint venture. Joint venture is accounted for using the equity method of accounting.
Under the equity method, interest in a joint venture is initially recognised at cost and
adjusted thereafter to recognise Huahong’s share of post-acquisition profit or loss and
movements in other comprehensive income. Huahong’s investment in a joint venture
includes goodwill identified on acquisition. Upon the acquisition of the ownership
interest in a joint venture, any difference between the cost of the joint venture and
Huahong’s share of the net fair value of the joint venture’s identifiable assets and
liabilities is accounted for as goodwill. When Huahong’s share of losses in a joint
venture equals or exceeds its interests in the joint venture (which includes any long-
term interests that, in substance, form part of Huahong’s net investment in the joint
venture), Huahong does not recognise further losses, unless it has incurred legal or

constructive obligations or made payments on behalf of the joint venture.

Huahong determines at each reporting date whether there is any objective
evidence that the investment in the joint venture is impaired. If this is the case,
Huahong calculates the amount of impairment as the difference between the
recoverable amount of the joint venture and its carrying value and recognises
the amount adjacent to “share of result of a joint venture” in the statements of

comprehensive income.

Unrealised gains on transactions between Huahong and its joint venture are
eliminated to the extent of Huahong’s interest in the joint venture. Unrealised losses
are also eliminated unless the transaction provides evidence of an impairment of the
asset transferred. Accounting policies of the joint venture have been changed where

necessary to ensure consistency with the policies adopted by Huahong.

2.3 Segment reporting

Operating segments are reported in a manner consistent with the internal
reporting provided to the chief operating decision-maker. The chief operating
decision-maker, who is responsible for allocating resources and assessing performance
of the operating segments, has been identified as the board of directors that makes

strategic decisions.
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2.4

2.5

Foreign currency translation

(a)  Functional and presentation currency

Items included in the Financial Information of Huahong are measured
using the currency of the primary economic environment in which Huahong
operates (the “functional currency”). The Financial Information is presented in

RMB, which is Huahong’s functional currency and presentation currency.

(b)  Transactions and balances

Foreign currency transactions are translated into the functional currency
using the exchange rates prevailing at the dates of the transactions. Foreign
exchange gains and losses resulting from the settlement of such transactions
and from the translation at year-end exchange rates of monetary assets and
liabilities denominated in foreign currencies are recognised in the statements of

comprehensive income.

Foreign exchange gains and losses that relate to cash and cash
equivalents are presented in the statements of comprehensive income within
“finance income”. All other foreign exchange gains and losses are presented in
the statements of comprehensive income within “other income and gains — net”.

Property, plant and equipment

Property, plant and equipment are stated at historical cost less depreciation and

any impairment losses. Historical cost includes expenditure that is directly attributable

to the acquisition of the items.

Subsequent costs are included in the asset’s carrying amount or recognised

as a separate asset, as appropriate, only when it is probable that future economic

benefits associated with the item will flow to Huahong and the cost of the item can be

measured reliably. All other repairs and maintenance are expensed in the statements of

comprehensive income during the Relevant Periods in which they are incurred.
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Depreciation on property, plant and equipment is calculated using the straight-
line method to allocate their cost less their residual values over their estimated useful

lives, as follows:

Buildings 20 years
Leasehold improvements 5 years or over the lease term,

whichever is shorter

Plant and machinery 3 — 5 years
Motor vehicles 5 years
Furnitures and fixtures 3 — 5 years

The assets’ residual values and useful lives are reviewed, and adjusted if
appropriate, at the end of each reporting period. An asset’s carrying amount is written
down immediately to its recoverable amount if the asset’s carrying amount is greater

than its estimated recoverable amount (Note 2.6).

Gains and losses on disposals or retirement are determined by comparing the
proceeds with the carrying amount of the asset and are recognised within “other

income and gains — net” in the statements of comprehensive income.

2.6 Impairment of non-financial assets

Assets are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount may not be recoverable. An
impairment loss is recognised for the amount by which the asset’s carrying amount
exceeds its recoverable amount. The recoverable amount is the higher of an asset’s
fair value less costs to sell and value in use. For the purposes of assessing impairment,
assets are grouped at the lowest levels for which there are separately identifiable cash
flows (cash-generating units). Non-financial assets other than goodwill that suffered
an impairment are reviewed for possible reversal of the impairment at each reporting
date.
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2.7

Financial assets

2.7.1 Classification

Huahong classifies its financial assets into two categories: loans and
receivables and available-for-sale financial assets. The classification depends
on the purpose for which the financial assets were acquired. Management

determines the classification of its financial assets at initial recognition.

(a)  Loans and receivables

Loans and receivables are non-derivative financial assets with
fixed or determinable payments that are not quoted in an active market.
They are included in current assets, except for maturities greater than
1 year after the balance sheet date, which are classified as non-current
assets. Huahong’s loans and receivables comprise “trade and other
receivables” (Note 2.9), “cash and cash equivalents” (Note 2.10), “short-
term and long-term deposits” and “restricted deposits” in the balance

sheet.

(b) Available-for-sale financial assets

Available-for-sale financial assets are non-derivatives financial
assets that are either designated in this category or not classified in the
other category. They are included in current assets when management
intends to dispose of the investment within 1 year of the balance sheet
date.

2.7.2 Recognition and measurement

Regular way purchases and sale of financial assets are recognised on
the trade-date — the date on which Huahong commits to purchase or sell the
asset. Investments are initially recognised at fair value plus transaction costs
for all financial assets. Financial assets are derecognised when the rights to
receive cash flows from the investments have expired or have been transferred
and Huahong has transferred substantially all risks and rewards of ownership.
Available-for-sale financial assets are subsequently carried at fair value. Loans

and receivables are carried at amortised cost using the effective interest method.
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Interest on available-for-sale debt instruments calculated using the
effective interest method is recognised in the statements of comprehensive

income as part of “other income and gains — net”.

2.7.3 Impairment of financial assets

Huahong assesses at each balance sheet date whether there is objective
evidence that a financial asset or a group of financial assets is impaired. All
impairment loss is recognised in the statements of comprehensive income.
If, in a subsequent period, the fair value of a debt instrument classified as
available-for-sale increases and the increase can be objectively related to an
event occurring after the impairment loss was recognised in profit or loss, the
impairment loss is reversed through the statements of comprehensive income.

Impairment testing of trade and other receivables is described in Note 2.9.

2.8 Inventories

Inventories are stated at the lower of cost and net realisable value. Cost is
determined using the weighted-average method. The cost of finished goods and work
in progress comprises design costs, raw materials, direct labour, manufacturing cost of
subcontractors, other direct costs and related production overheads (based on normal
operating capacity). It excludes borrowing costs. Net realisable value is the estimated
selling price in the ordinary course of business, less applicable variable selling

expenses.

2.9 Trade and other receivables

Trade receivables are amounts due from customers for merchandise sold in the
ordinary course of business. If collection of trade and other receivables is expected
in 1 year or less, they are classified as current assets. If not, they are presented as
non-current assets. Trade and other receivables are recognised initially at fair value
and subsequently measured at amortised cost using the effective interest method,
less provision for impairment. A provision for impairment of trade and other
receivables is established when there is objective evidence that Huahong will not be
able to collect all amounts due according to the original terms of the receivables.
Significant financial difficulty of the debtor, probability that the debtor will enter
bankruptcy or financial reorganisation, and default or delinquency in payments are
considered indicators that the receivable is impaired. The amount of the provision
is the difference between the receivable’s carrying amount and the present value of
estimated future cash flows, discounted at the original effective interest rate. The

carrying amount of the receivable is reduced through the use of an allowance account,
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and the amount of the provision is recognised in the statements of comprehensive
income within “administrative expenses”. When the receivable is uncollectible,
it is written off against the allowance account for receivables. If, in a subsequent
period, the amount of the impairment loss decreases and the decrease can be related
objectively to an event occurring after the impairment was recognised (such as an
improvement in the debtor’s credit rating), the reversal of the previously recognised

impairment loss is recognised in the statements of comprehensive income.

2,10 Cash and cash equivalents

Cash and cash equivalents includes cash on hand, deposits held at call with
banks and other financial institutions and other short-term highly liquid investments

with original maturities of 3 months or less.

2,11 Paid-in capital

Paid-in capital is classified as equity. Incremental costs directly attributable
to the issue of new shares are shown in equity as a deduction, net of tax, from the

proceeds.

2,12 Government grants

Government grants are recognised at their fair values where there is a
reasonable assurance that the government grant will be received and Huahong will
comply with all attached conditions. Government grant relating to an expense item is
deferred and recognised as other income in the statements of comprehensive income

over the period necessary to match with the cost that it is intended to compensate.

2.13 Trade payables

Trade payables are obligations to pay for goods or services that have been
acquired in the ordinary course of business from suppliers. Trade payables are
classified as current liabilities if payment is due within 1 year or less. If not, they
are presented as non-current liabilities. Trade payables are initially recognised at fair

value and subsequently measured at amortised cost using the effective interest method.
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2.14 Current and deferred taxation

The taxation expense comprises current and deferred taxation. Tax is recognised

in the statements of comprehensive income, except to the extent that it relates to items

recognised in other comprehensive income or directly in equity. In this case, the tax is

also recognised in other comprehensive income or equity.

(a)

Current income tax

The current income tax charge is calculated on the basis of the tax laws

enacted or substantively enacted at the balance sheet date in the countries where

Huahong operates and generates taxable income. Management periodically

evaluates positions taken in tax returns with respect to situations in which

applicable tax regulation is subject to interpretation. It establishes provisions

where appropriate on the basis of amounts expected to be paid to the tax

authorities.

(b)

Deferred taxation differences

(1) Inside basis differences

Deferred tax is recognised, using the liability method, on
temporary differences arising between the tax bases of assets and
liabilities and their carrying amounts in the Financial Information.
However, the deferred taxation is not recognised for if it arises from
initial recognition of an asset or liability in a transaction other than a
business combination that at the time of the transaction affects neither
accounting nor taxable profit or loss. Deferred taxation is determined
using the tax rates (and laws) that have been enacted or substantively
enacted at the balance sheet date and are expected to apply when the
related deferred tax asset is realised or the deferred tax liability is
settled.

Deferred tax assets are recognised to the extent that it is probable

that future taxable profit will be available against which the temporary

differences can be utilized.
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2.15

(c)

(i1))  Outside basis differences

Deferred tax liabilities are provided on taxable temporary
differences arising from investment in joint arrangement, except for
deferred tax liability where the timing of the reversal of the temporary
difference is controlled by Huahong and it is probable that the temporary
difference will not reverse in the foreseeable future. Generally Huahong
is unable to control the reversal of the temporary difference for joint
arrangement. Only when there is an agreement in place that gives
Huahong the ability to control the reversal of the temporary difference
in the foreseeable future, deferred tax liability in relation to taxable
temporary differences arising from the joint arrangement’s undistributed

profits is not recognised.

Deferred tax assets are recognised on deductible temporary
differences arising from investments in joint arrangement only to the
extent that it is probable the temporary difference will reverse in the
future and there is sufficient taxable profit available against which the

temporary difference can be utilised.

Offsetting

Deferred tax assets and liabilities are offset when there is a legally

enforceable right to offset current tax assets against current tax liabilities and

when the deferred taxes assets and liabilities relate to income taxes levied by

the same taxation authority on either the taxable entity or different taxable

entities where there is an intention to settle the balances on a net basis.

Provisions

Provisions are recognised when Huahong has a present legal or constructive

obligation as a result of past events; it is probable that an outflow of resources will

be required to settle the obligation; and the amount has been reliably estimated.

Provisions are not recognised for future operating losses.

Where there are a number of similar obligations, the likelihood that an outflow

of resources will be required in settlement is determined by considering the class of

obligations as a whole. A provision is recognised even if the likelihood of an outflow

of resources with respect to any one item included in the same class of obligations

may be small.
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Provisions are measured at the present value of expenditures expected to
be required to settle the obligation using a pre-tax rate that reflects current market
assessments of the time value of money and the risks specific to the obligation. The

increase in the provision due to passage of time is recognised as interest expense.

2.16 Employee benetfits

(a)  Pension obligations

The employees of Huahong participate in the defined contribution
retirement plans managed by the local government authorities. Huahong has
to make contribution to staff retirement scheme managed by local government
authorities in accordance with the relevant rules and regulations. Contributions
to these schemes are charged to the statements of comprehensive income as and
when incurred. Huahong has no legal or constructive obligations to pay further

contributions.
(b)  Employee leave entitlements

Employee entitlements to annual leave are recognised when they accrue
to employees. A provision is made for the estimated liability for annual leave as

a result of services rendered by employees up to the balance sheet date.

Employee entitlements to sick leave and maternity leave are not

recognised until the time of leave.
(c)  Bonus plans

The expected cost of bonuses is recognised as a liability when Huahong
has a present legal or constructive obligation for payment of bonus as a result of
services rendered by employees and a reliable estimate of the obligation can be

made.

Liabilities for bonus plans are expected to be settled within 1 year and

are measured at the amounts expected to be paid when they are settled.
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2.17 Contingent liabilities

A contingent liability is a possible obligation that arises from past events and
whose existence will only be confirmed by the occurrence or non-occurrence of one
or more uncertain future events not wholly within the control of Huahong. It can also
be a present obligation arising from past events that is not recognised because it is not
probable that outflow of resources will be required or the amount of obligation cannot

be measured reliably.

A contingent liability is not provided for as a provision but is disclosed in the
notes to the Financial Information. When a change in the probability of an outflow
of resources occurs so that the outflow is probable, they will then be recognised as a

provision.

2.18 Revenue recognition

Revenue comprises the fair value of the consideration received or receivable for
the sale of goods, net of value-added tax, returns, rebates and discounts. Revenue is
recognised when the goods are delivered to customers, the customers have accepted
the goods or the product quality inspection time period has lapsed and collectability of

the related receivables is reasonably assured.
2.19 Operating leases

Leases in which substantially all the risks and rewards of ownership are
retained by the lessor are classified as operating leases. Payments made under
operating leases (net of any incentives received from the lessor) are charged to the
statements of comprehensive income on a straight-line basis over the period of the
lease.
2.20 Research and development costs

Research costs are expensed as incurred. Development costs that are directly
attributable to the design and testing of identifiable and unique software products are

recognised as intangible assets when the following criteria are met:

. it is technically feasible to complete the software product so that it will

be available for use;

. management intends to complete the software product and use or sell it;
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. there is an ability to use or sell the software product;

. it can be demonstrated how the software product will generate probable

future economic benefits;

. adequate technical, financial and other resources to complete the

development of the software product are available; and

. the expenditure attributable to the software product during its

development can be reliably measured.
Other development costs that do not meet these criteria are recognised as an
expense as incurred. Development costs previously recognised as an expense are not
recognised as an asset in a subsequent period.

2.21 Interest income

Interest income is recognised on a time-proportion basis, taking into account

the principal amounts outstanding and the interest rates applicable.
2.22 Dividend distribution

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

3. Financial risk management

3.1 Financial risk factors

Huahong’s activities expose it to a variety of financial risks: foreign exchange
risk, market risk (mainly including cash flow and fair value interest rate risk), credit

risk and liquidity risk. The management manages and monitors these exposures to

ensure appropriate measures are implemented on a timely and effective manner.
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(a)  Foreign exchange risk

The foreign exchange risks of Huahong occurred due to the fact that
Huahong had some business activities denominated in foreign currencies.
Huahong’s business activities are primarily exposed to foreign exchange risk
in respect of United States dollar against RMB. Foreign exchange risk arises
from future commercial transactions and recognised assets and liabilities that
are denominated in a currency that is not the entity’s functional currency. In
additions, the conversion of RMB into foreign currencies is subject to the
rules and regulations of foreign exchange control promulgated by the PRC

government.

If United States dollar had strengthened/weakened by 5% against
RMB with all other variables held constant, post-tax profit would have been
RMB47,000, RMB308,000, RMB622,000, RMB554,000 and RMB723,000
higher/lower for the years ended 31 December 2012, 2013 and 2014 and
four months ended 30 April 2014 and 2015, respectively, mainly as a result
of foreign exchange gains or losses on translation of United States dollar

denominated trade receivables and cash and cash equivalents.

(b)  Cash flow and fair value interest risk

Other than deposits held in banks and other financial institutions,
entrusted loans and available-for-sale debt instrument, Huahong does not
have significant interest-bearing assets. As at 31 December 2012, 2013 and
2014 and 30 April 2015, the average rate on deposits held in banks and other
financial institutions was approximately 2.25%, 2.48%, 2.36% and 1.36% per
annum, respectively. As at 31 December 2014, the entrusted loan to related
parties bears interest at 5.20% per annum. As at 31 December 2013 and 2014
and 30 April 2015, the average rates on available-for-sale debt instrument were
approximately 4.70%, 4.97% and 5.00% per annum, respectively. Any change
in the interest rate from time to time is not considered to have significant

impact to Huahong’s performance.
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(c) Credit risk

Credit risk of Huahong arises from cash and cash equivalents, long-term
and short-term deposits, restricted deposits, available-for-sale financial assets
and trade and other receivables. The maximum exposure to credit risk at the
balance sheet date is their carrying value. Huahong has policies and procedures
in place to ensure they are made to counterparties with acceptable credit

quality.

All Huahong’s deposits with banks and other financial institutions and
short-term deposits are placed in high quality financial institutions without

significant exposure to credit risk.

For trade and other receivables, the credit quality of the counterparties
is assessed by taking into account their financial position, credit history and
other factors. Individual credit limits are set based on the assessment of the
credit quality. Given the constant repayment history, the directors are of the
opinion that the risk of default by these counterparties is not significant. Further

disclosure on credit risk is set out in Note 14.

(d)  Liquidity risk

Liquidity risk refers to the risk that funds will not be available to meet
liabilities as they fall due, and results from timing and amount mismatches
of cash inflow and outflow. Huahong manages liquidity risk by maintaining
sufficient cash balances and bank deposits (which are readily convertible to
known amounts of cash) to meet its funding needs, including working capital

and dividend payments.
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The table below analyses Huahong’s financial liabilities by maturity

groupings based on the remaining period at the balance sheet date to the

contractual maturity date. The amounts disclosed in the table are based on the

contractual undiscounted cash flows of the financial liabilities.

On demand
RMB’000

At 31 December 2012

Trade and other payables
(excluding other taxes
payable and salary payable)
and amount due to ultimate

holding company -

Within 1 year
RMB’000

186,942

At 31 December 2013

Trade and other payables
(excluding other taxes
payable and salary payable)
and amount due to ultimate

holding company 15,000

149,788

At 31 December 2014

Trade and other payables
(excluding other taxes
payable and salary payable)
and amount due to ultimate

holding company 15,000

194,916

At 30 April 2015

Trade and other payables
(excluding other taxes
payable and salary payable)
and amount due to ultimate

holding company 15,000

199,382
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3.2  Capital risk management

Huahong’s objectives when managing capital are to safeguard the ability to
continue as a going concern in order to provide returns for its owners and benefits for
other stakeholders and to maintain an optimal capital structure to reduce the cost of

capital.

Huahong monitors capital risk by regularly reviewing the capital structure. As
a part of this review, the directors of Huahong consider the cost of capital and the
risks associated with the paid-in capital. To manage capital risk, Huahong may seek
additional funding from the owners, adjust the amount of dividends paid to its owners

or return capital to its owners.

In the opinion of the directors of Huahong, Huahong’s capital risk is not

significant.

3.3  Fair value estimation

Financial instruments measured at fair value are grouped into Levels 1 to 3,

based on the degree to which the fair value is observable, as follows:

. Level 1 fair value measurements are those derived from quoted prices

(unadjusted) in active market for identical assets or liabilities.

. Level 2 fair value measurements are those derived from inputs other than
quoted prices included within Level 1 that are observable for the asset
or liability, either directly (i.e. as prices) or indirectly (i.e. derived from

prices).
o Level 3 fair value measurements are those derived from valuation

techniques that include inputs for the asset or liability that are not based

on observable market data (unobservable inputs).
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The financial assets that are measured at fair value during the Relevant Periods

are as follows:

Level 1 Level 2 Level 3 Total

RMB’000 RMB’000 RMB 000 RMB’000

At 31 December 2012 - - - -
At 31 December 2013 - - 50,225 50,225
At 31 December 2014 - - 51,334 51,334
At 30 April 2015 - - - -

See Notes 15 for disclosures of the available-for-sale financial assets that are

measured at fair value.

The fair value of the following financial assets and liabilities approximate their

carrying amount:

. Trade and other receivables

. Restricted deposits

. Short-term deposits

. Cash and cash equivalents

. Amount due to ultimate holding company
. Advances from customers

. Trade and other payables
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4. Critical accounting estimates and judgements

4.1 Income tax and deferred taxation

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

provisions in the period in which such determination is made.

4.2 Impairment of trade and other receivables

Management reviews its trade and other receivables for objective evidence
of impairment. Significant financial difficulty of the debtor, probability that the
debtor will enter bankruptcy or financial reorganisation, and default or delinquency
in payments are considered as objective evidence that a receivable is impaired. In
determining this, management makes judgments as to whether there is observable data
indicating that there has been a significant change in the payment ability of the debtor,
or whether there have been significant changes with adverse effect on the market and
economic environment in which the debtor operates. Where there is objective evidence
of impairment, management makes judgments as to whether an impairment loss should

be recognised as an expense.
As at 31 December 2012, 2013 and 2014 and 30 April 2015, provisions

for impairment of trade and other receivables of Huahong are RMB1,225,000,
RMB1,128,000, RMB3,366,000 and RMB 1,497,000, respectively.
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5.

Revenue and segment information

(a) Revenue

Four months ended

Analysis of revenue Year ended 31 December 30 April
by category 2012 2013 2014 2014 2015
RMB’000  RMB'000  RMB'000  RMB’000  RMB’000
(Unaudited)

Sale of integrated
circuit products 552,565 478,746 456,213 132,766 145,967

Others 40 381 956 - 401

552,605 479,127 457,169 132,766 146,368

(b) Segment information

The chief operating decision-maker has been identified as the board of directors
of Huahong. The board of directors reviews Huahong’s internal reporting in order to
assess performance and allocate resources. Management has determined the operating

segments based on these reports.

The directors of Huahong consider that Huahong’s operations are operated and
managed as a single segment. Accordingly, no segment information is presented.

Revenues of approximately RMB238,554,000, RMB179,764,000,
RMB 143,982,000, RMB31,943,620 and RMB61,731,456 for each of the years ended
31 December 2012, 2013 and 2014, and for the four months ended 30 April 2014 and
2015, respectively, were derived from two, one, one, one and two external customer(s)

from which the transactions amounted to 10 per cent or more of Huahong’s revenues.
Nearly 90% of Huahong’s revenue is attributable to the market in the PRC and

nearly 100% of Huahong’s non-current assets are located in the PRC. No geographical

information is therefore presented.
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6. Other income and gains — net
Four months ended
Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB’000 RMB 000 RMB 000 RMB’000 RMB’000
(Unaudited)
Government grants
(Note 23) 23,419 47,172 63,802 1,169 14,050
Interest income on
entrusted loans - - 2,658 - -

Interest income on

available-for-sale

financial assets - 225 3,094 1,554 803
Interest income on

short-term and long-

term deposits 1,746 4,853 3,263 1,158 98
Value-added tax refund - 1,491 9,343 2,027 847
Interest income

on deferred

consideration
receivable 1,354 - - - _
Others 1,682 1,349 552 (89) (584)

28,201 55,090 82,712 5,823 15,214

III - 30



APPENDIX III ACCOUNTANT’S REPORT OF HUAHONG

7. Expenses by nature

Expenses included in cost of sales, selling and marketing costs and administrative
expenses are analysed as follows:

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB 000 RMB 000 RMB’ 000 RMB 000
(Unaudited)

Employee benefit

expenses (Note §) 68,724 73,575 69,927 24,770 23,371
Depreciation expenses 3,653 5,175 6,513 2,205 2,202
Changes in inventories

of finished goods and

work in progress 25,057 15,421 (26,061) (6,622) (59,127)
Impairment/(reversal

of impairment)

provision for trade

and other receivables 1,079 97) 2,238 338 (1,869)
Raw materials and

consumables used 404,133 339,705 389,133 106,558 186,170
Operating lease

expenses on

properties 5,960 6,343 6,112 1,823 1,554
Auditor's remuneration 233 136 286 88 90
Labor outsourcing

expenses 3,831 4,669 7,210 2,031 3,925
Travel expense 5,735 5,645 7,302 1,930 1,878
Other expenses 25,618 23,978 28,079 13,263 5,622

544,023 474,550 490,739 146,384 163,816

Research and development costs for each of the years ended 31 December
2012, 2013 and 2014, and for the four months ended 30 April 2014 and 2015 were
approximately RMB96,855,000, RMB104,575,000, RMB114,557,000, RMB35,823,000
and RMB37,029,000, respectively. Research and development costs mainly comprised of
employee costs of RMB45,891,000, RMB50,321,000, RMB40,475,000, RMB15,203,000 and
RMB14,302,000 and material costs of RMB45,820,000, RMB47,277,000, RMB65,326,000,
RMB18,168,000 and RMB19,750,000, for the years ended 31 December 2012, 2013 and
2014, and for the four months ended 30 April 2014 and 2015, respectively. No research and
development costs were capitalised during the Relevant Periods.
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8. Employee benefit expenses
Four months ended
Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB’000 RMB’000 RMB’000 RMB’000

(Unaudited)

Salaries, allowances
and benefits in kind 62,735 66,831 63,252 22,525 21,102

Contributions to

retirement schemes
(Note (1)) 5,989 6,744 6,675 2,245 2,269

68,724 73,575 69,927 24770 23,371

(1) Huahong participates in defined contribution retirement scheme based on laws
and regulations in the PRC. The local government authority of the PRC is
responsible for the pension liabilities to these retired employees in the PRC.
Huahong made contributions to retirement schemes in the PRC which are

expensed as incurred.
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(a) Directors’ and chief executive’s emoluments

The remuneration of each director and the chief executive of Huahong for the

year ended 31 December 2012 is set out below (Note (i)):

Salaries,
allowances Pension Discret-
and benefits scheme ionary
Fees inkind contributions bonus Others Total
RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000
Name of Director
Mr. Zhao Guiwu 6 280 17 250 17 570
Mr. Li Rongxin (Chief
Executive Officer) - 523 33 250 34 840
Mr. Ma Yuchuan 8 - - - - 8
Mr. Chen Jianbo 8 - - - - 8
Mr. Yu Jun 2 - - - - 2
Mr. Li Zhaoming 6 - - - - 6
Mr. Chen Yonghong 6 - - - - 6
Name of Supervisor
Mr. Zhou Honghua 8 - - - - 8
Mr. Niu Xinwei 8 - - - - 8
Mr. Bao Sigang - 28 3 10 2 43
Mr. Tian Tao - 266 31 59 13 369
52 1,097 84 569 06 1,868
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The remuneration of each director and the chief executive of Huahong for the
year ended 31 December 2013 is set out below (Note (ii)):

Salaries,
allowances Pension Discret-
and benefits scheme ionary
Fees inkind contributions bonus Others Total

RMB 000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000

Name of Director
Mr. Zhao Guiwu - 571 36 250 34 891
Mr. Li Rongxin (Chief

Executive Officer) - 518 36 250 34 838
Mr. Yu Jun 2 - - - - 2
Mr. Ma Yuchuan 2 - - - - 2
Mr. Xiang Xiang 2 - - - - 2
Mr. Chen Jianbo 2 - - - - 2
Name of Supervisor
Mr. Zhou Honghua 2 - - - - 2
Mr. Bao Sigang - 3718 36 134 18 566
Mr. Niu Xinwei 2 - - - - 2

12 1,467 108 634 86 2,307
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The remuneration of each director and the chief executive of Huahong for the
year ended 31 December 2014 is set out below (Note (iii)):

Salaries,
allowances
and Pension Discret-
benefits scheme ionary
Fees inkind contributions bonus Others Total

RMB'000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000

Name of Director
Mr. Zhao Guiwu - 472 33 286 35 826
Mr. Dong Haoran - - - - - -
Mr. Li Rongxin (Chief

Executive Officer) - 573 37 344 44 998
Mr. Yu Jun
Mr. Ma Yuchuan
Mr. Xiang Xiang

NSRS Y
I I !
I I !
| I !
I I !
LS SR S)

Mr. Wang Ligiang - - - - - -

Name of Supervisor

Mr. Bao Sigang - 366 37 123 33 559
Mr. Jiang Juncheng - - - - - -
Mr. Niu Xinwei 2 - - - - 2
Mr. Zhou Honghua 2 - - - - 2

10 1,411 107 753 112 2,393
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The unaudited remuneration of each director and the chief executive of
Huahong for the four months ended 30 April 2014 is set out below:

Salaries,
allowances
and Pension Discret-
benefits scheme ionary
Fees in kind contributions bonus Others Total

RMB'000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000

Name of Director
Mr. Zhao Guiwu - 188 13 95 11 307
Mr. Li Rongxin (Chief

Executive Officer) - 190 12 115 11 328
Mr. Yu Jun 2 - - - - 2

Mr. Ma Yuchuan
M. Xiang Xiang

[SS T NS}
I !
I !
I !
I !
[SS TN N}

Name of Supervisor

Mr. Bao Sigang - 129 12 41 7 189
Mr. Zhou Honghua 2 - - - - 2
Mr. Niu Xinwei 2 - - - - )
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The remuneration of each director and the chief executive of Huahong for the
four months ended 30 April 2015 is set out below (Note (iv)):

Salaries,
allowances
and Pension Discret-
benefits scheme ionary
Fees inkind contributions bonus Others Total

RMB'000 RMB 000 RMB 000 RMB 000 RMB 000 RMB 000

Name of Director
Mr. Dong Haoran - - - - - -
Mr. Li Rongxin (Chief

Executive Officer) - - - - - _
Mr. Ma Yuchuan - - - - - -
Mr. Xiang Xiang - - - - - -
Mr. Wang Ligiang - - - - - -

Name of Supervisor
Mr. Bao Sigang - 118 13 - 14 145
Mr. Jiang Juncheng - - - - - -

) During the year ended 31 December 2012, Mr. Li Zhaoming and Mr.
Chen Yonghong resigned from their position as directors; Mr. Yu Jun
was appointed as director. Mr. Tian Tao resigned from his position as

supervisor; Mr. Bao Sigang was appointed as supervisor.

(i1)  During the year ended 31 December 2013, Mr. Chen Jianbo resigned
from his position as director; Mr. Xiang Xiang was appointed as director.

(iii) During the year ended 31 December 2014, Mr. Zhao Guiwu and Mr. Yu
Jun resigned from their position as directors; Mr. Zhou Honghua and
Mr. Niu Xinwei resigned from their position as supervisors. Mr. Dong
Haoran and Mr. Wang Liqiang were appointed as directors. Mr. Jiang

Juncheng was appointed as supervisor.

(iv)  During the four months ended 30 April 2015, there was no change in

directorship.
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During the year ended 31 December 2012, 2013 and 2014 and the four months
ended 30 April 2014, except for Mr. Li Rongxin, Mr. Zhao Guiwu, Mr Tian Tao and
Mr. Bao Sigang, the other directors and supervisors of Huahong received emoluments
from CEC and its other subsidiaries.

During the four months ended 30 April 2015, except for Mr. Bao Sigang, the
other directors of Huahong received emoluments from CEC and its other subsidiaries.

No directors received any emoluments from Huahong as an inducement to join
or upon joining Huahong or as compensation for loss of office during the Relevant
Periods.

(b)  Five highest paid individuals

The five individuals whose emoluments were the highest in Huahong for each
of the years ended 31 December 2012, 2013 and 2014 and the four months ended 30
April 2014 and 2015 included one, two, two, two and zero director(s) respectively.
The emoluments paid and payable to the remaining four, three, three, three and five
individuals for each of the years ended 31 December 2012, 2013 and 2014 and the
four months ended 30 April 2014 and 2015, respectively are as follows:

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB 000 RMB’000 RMB 000 RMB 000
(Unaudited)

Salaries, allowances and
benefits in kind 1,722 1,326 1,346 420 767
Bonuses 1,012 506 631 231 -

Contributions to

retirement schemes 134 108 112 36 65
2,368 1,940 2,089 687 832

Their emoluments fell within the following band:

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
(Unaudited)
Nil - HKD1,000,000 4 3 3 3 5
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9. Finance income

Interest income on cash

and cash equivalents

10. Taxation

Current taxation:

- PRC corporate
income tax
(Note (1))

Deferred taxation:
- PRC corporate

income tax

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB 000 RMB’ 000 RMB 000 RMB 000
(Unaudited)
3,647 4,571 2,105 774 446

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB 000 RMB 000 RMB 000 RMB’000
(Unaudited)
3,990 - (4,269) (4,269) -
1,355 - - - -
5,345 - (4,269) (4,269) -

@) In accordance with the corporate income tax laws of the PRC, the applicable

statutory tax rate of Huahong is 25% from 1 January 2008. However, Huahong

was qualified as an “Integrated Circuit Design Enterprises in National

Planning Layout” (“ICDE”) and thus enjoyed a 10% preferential tax rate of

corporate income tax from 1 January 2011 to 31 December 2014. Huahong

was also qualified as “High and New Technology Enterprises” and enjoyed a

15% preferential tax rate of corporate income tax from 1 January 2015 to 31

December 2017.
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(a) Reconciliation between the taxation on Huahong’s profit/(loss) before taxation
and the theoretical taxation that would arise using the respective applicable tax

rates are as follows:

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB’000 RMB’000 RMB’000 RMB 000 RMB’000
(Unaudited)
Profit/(loss) before
taxation 40,430 64,238 51,800 (7,021) (2,261)
Tax calculated at PRC
corporate income tax
rate of 25% 10,108 16,060 12,950 (1,755) (565)
Effect of tax concession (8,017) - - - -
Expenses not deductible
for taxation purposes 344 449 444 111 222
Research and development
costs additional
deductions (11,448) (12,355) (12,012) - -
Refunded taxation - - (4,269) (4,269) -

Temporary differences for

which no deferred tax

asset was recognised 14,358 213 1,924 264 1,237
Utilisation of temporary

differences for

which deferred tax

asset was previously

unrecognised - (11,285) (15,877) (8,062) (6,620)
Tax losses for which no

deferred tax asset was

recognised - 6,918 12,571 9,442 5,726

Taxation 5,345 - (4,269) (4,269) -
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(b) Deferred taxation

The movement in the deferred tax assets during the year of 2012 is as follows:

Impairment
Impairment  of intangible Accrued
of inventories assets expenses Total
RMB 000 RMB 000 RMB 000 RMB 000
At 1 January 2012 1,105 210 40 1,355
Credited to the income
statement (1,105) (210) (40) (1,355)

At 31 December 2012 - - _ _

Deferred tax assets are recognised for tax losses carrying-forwards to the
extent that the realisation of the related tax benefit through the future taxable
profits is probable. Considering Huahong can continuously obtains the research
and development cost additional deductions on the corporate income tax, the
management estimated that Huahong would not generate taxable profit in future, as
a result, Huahong did not recognise any deferred tax asset since the year ended 31
December 2012. For each of the years ended 31 December 2013 and 2014 and the
four months ended 30 April 2014 and 2015, Huahong did not recognise deferred
tax assets in respect of tax losses amounting to RMB27,670,000, RMB77,957,000,
RMB65,440,000 and RMB128,533,000 which expire in 2018, 2019, and 2020
respectively. Also for each of the years ended 31 December 2012, 2013 and 2014
and the four months ended 30 April 2014 and 2015, Huahong did not recognise
deferred tax assets in respect of temporary deductable differences amounting to
RMB224,037,000, RMB179,751,000, RMB123,938,000, RMB148,560,000 and
RMB 102,407,000, respectively.
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11.  Property, plant and equipment

Buildings
and
leasehold Plant and Motor Furniture
improvements machinery vehicles and fixtures Total

RMB 000 RMB 000 RMB 000 RMB 000 RMB 000
At 1 January 2012
Cost 887 40,833 1,214 2,605 45,599
Accumulated depreciation (15) (31,994) (268) (2,170) (34,447)
Net book amount 872 8,839 946 495 11,152
Year ended 31 December 2012
Opening net book amount 872 8,839 946 495 11,152
Additions 100 4,638 - 257 4,995
Disposals - (23) - (63) (86)
Depreciation (179) (3,124) (233) (117) (3,653)
Closing net book amount 793 10,330 713 572 12,408
At 31 December 2012
Cost 987 45,023 1,214 2,858 50,082
Accumulated depreciation (194) (34,693) (501) (2,286) (37,674)
Net book amount 793 10,330 713 572 12,408
Year ended 31 December 2013
Opening net book amount 793 10,330 713 512 12,408
Additions 31,141 4,521 - 078 36,340
Disposals (55) (273) - ©) (337)
Depreciation (1,197) (3,572) (233) (173) (5,175)
Closing net book amount 30,682 11,006 480 1,068 43,236
At 31 December 2013
Cost 32,073 42,726 1,214 3,523 79,536
Accumulated depreciation (1,391) (31,720) (734) (2,455) (36,300)
Net book amount 30,682 11,006 480 1,068 43,236
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Buildings
and
leasehold Plant and Motor Furniture
improvements machinery vehicles and fixtures Total

RMB’000 RMB 000 RMB’000 RMB’000 RMB 000
Year ended 31 December 2014
Opening net book amount 30,682 11,006 480 1,068 43,236
Additions 920 5,021 - 244 6,185
Disposals - (384) - (3) (387)
Depreciation (2,037) (3,971) (212) (293) (6,513)
Closing net book amount 29,565 11,672 268 1,016 42,521
At 31 December 2014
Cost 32,993 47,034 1,214 3,727 84,968
Accumulated depreciation (3,428) (35,362) (946) (2,711) (42,447)
Net book amount 29,565 11,672 268 1,016 42,521
Period ended 30 April 2015
Opening net book amount 29,565 11,672 268 1,016 42,521
Additions 196 3,034 - 197 3,427
Depreciation (693) (1,332) (66) (111) (2,202)
Closing net book amount 29,068 13,374 202 1,102 43,746
At 30 April 2015
Cost 33,190 50,063 1,213 3,924 88,390
Accumulated depreciation (4,122) (36,689) (1,011) (2,822) (44,644)
Net book amount 29,068 13,374 202 1,102 43,746
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For each of the years ended 31 December 2012, 2013 and 2014 and the four months

ended 30 April 2014 and 2015, depreciation expense charged to administrative expenses, cost

of sales and selling and marketing costs, respectively, are as follows:

Administrative expenses
Cost of sales

Selling and marketing costs

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB’ 000 RMB 000 RMB 000 RMB’ 000
(Unaudited)
3,208 4,498 5,840 1,969 1,994
375 599 612 23 18
70 78 61 213 190
3,653 5,175 6,513 2,205 2,202

For each of the years ended 31 December 2012, 2013 and 2014 and the four months
ended 30 April 2014 and 2015, lease rental expenses amounting to RMBS5,960,000,
RMB6,343,000, RMB6,112,000, RMB1,823,000 and RMB1,554,000 relating to the lease of

certain properties for office use are included in profit or loss.

12. Investment in a joint venture

Beginning of the year/period
Capital contribution
Share of profit/(loss)

End of the year/period

Year ended Four months
31 December ended 30 April
2014 2015
RMB’000 RMB’000

- 5,653

5,100 -

553 (473)

5,653 5,180
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In 2014, Huahong together with Chongqing Expressway Group Co., Ltd ( HE J&# & %
I3 % S B A BR /> 7] ) established Chongging Huahong Electronics Co., Ltd ( 5 B #2 IT 75
F A PR/~ 7], “Chongqing Huahong”) . Huahong contributed RMBS5,100,000 in cash, which
represents 51% of the registered capital of Chongqing Huahong.

Pursuant to the articles of association of Chongqing Huahong, all key operating and
financial decisions shall be approved by both venturers. Therefore, Chongqing Huahong is

accounted for as a joint venture of Huahong.

Particulars of joint venture at 31 December 2014 and 30 April 2015 are as follows:

Place of
establishment Principal place
and type of of operation Registered and
Name legal entity and activities paid-in capital Interest held
Chongging PRC, limited liability PRC, design and sale RMB10,000,000 51%
Huahong company of integrated circuit

chips

As at 31 December 2014 and 30 April 2015, in the opinion of the directors, the joint
venture, Chongqing Huahong, is not material to Huahong, and thus the financial information

of Chongqing Huahong is not disclosed.

13. Inventories

As at

As at 31 December 30 April

2012 2013 2014 2015

RMB 000 RMB 000 RMB 000 RMB 000

Work in progress 32,225 15,122 20,305 48,536
Finished goods 88,816 71,178 92,842 126,952
121,041 92,300 113,147 175,488

Less: provision of inventories (33,775) (20,455) (15,241) (18,455)
87,266 71,845 97,906 157,033
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For each of the years ended 31 December 2012, 2013 and 2014 and the four months
ended 30 April 2014, the cost of inventories recognised in cost of sales amounted to
RMB383,370,000, RMB307,849,000, RMB297,747,000 and RMB87,845,000, respectively.

For the four months ended 30 April 2015, the cost of inventories recognised in
cost of sales amounted to RMB109,027,000, which included write-down of inventory of

RMB3,214,000.

14. Trade and other receivables

As at
As at 31 December 30 April
2012 2013 2014 2015
RMB’000 RMB 000 RMB’000 RMB’000

Trade receivables 256,458 218,393 212,621 272,166
Less: provisions for

impairment (Note (c)) (1,203) (909) (3,097) (1,297)
Trade receivables — net 255,255 217,484 209,524 270,869
Prepayments and deposits 6,629 13,333 20,772 10,486
Other receivables 1,886 3,030 3,849 1,585
Interest receivables 1,372 2,059 101 90
Others 3,944 - 2,122 5,262

269,086 235,906 236,368 288,292

As at 31 December 2012, 2013 and 2014 and 30 April 2015, the carrying amounts
of trade and other receivables of Huahong approximate their fair values considering the
collection of trade and other receivable is expected in one year or less.

Trade and other receivables of Huahong at 31 December 2012, 2013 and 2014 and 30
April 2015 are denominated in the following currencies:

As at

As at 31 December 30 April

2012 2013 2014 2015

RMB 000 RMB’000 RMB 000 RMB 000

RMB 268,086 224,680 225,621 278,500
United States dollars 1,000 11,226 10,747 9,792
269,086 235,906 236,368 288,292
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(a)  The major of Huahong’s sales are with credit terms of 10 days to 180 days. The
remaining amounts are due immediately after the delivery of goods. As at 31
December 2012, 2013 and 2014 and 30 April 2015, the ageing analysis of the

trade receivables based on invoice date are as follows:

As at

As at 31 December 30 April

2012 2013 2014 2015

RMB 000 RMB 000 RMB’000 RMB’000

Current to 30 days 71,114 69,674 94,727 45,152

31 - 60 days 33,200 25,996 38,246 55,947
Over 60 days and

within 1 year 144,459 118,798 70,563 164,008

Over | year 7,685 3,925 9,085 7,059

256,458 218,393 212,621 272,166

(b)  Trade receivables which were past due but not impaired related to a number of
customers with high reputation for whom there is no recent history of default,

the over due ageing analysis of these trade receivables are as follows:

As at

As at 31 December 30 April

2012 2013 2014 2015

RMB 000 RMB 000 RMB 000 RMB’000

Within 30 days 55,197 49,518 25,4217 24,595

31 - 60 days 27,909 32,695 14,390 20,539
Over 60 days and

within 1 year 45,943 29,986 26,817 85,098

Over | year 604 3,015 2,134 5,762

129,653 115,214 68,768 135,994

III - 47



APPENDIX III ACCOUNTANT’S REPORT OF HUAHONG

(c)  The individually impaired trade receivables mainly related to certain customers
which were in unexpectedly difficult economic situations. It was assessed that
these receivables were not expected to be recovered and thus full impairment

provision was provided against them.

Movements in the provision for impairment on Huahong’s trade receivables are

as follows:

As at
As at 31 December 30 April
2012 2013 2014 2015
RMB 000 RMB 000 RMB 000 RMB 000
Beginning of the year/period 145 1,203 909 3,097

Impairment provision/
(Reversal of impairment) 1,058 (294) 2,188 (1,800)
End of the year/period 1,203 909 3,097 1,297

15.  Available-for-sale financial assets

As at
As at 31 December 30 April
2012 2013 2014 2015
RMB 000 RMB’000 RMB 000 RMB’000
Beginning of the year/period - - 50,225 51,334
Additions - 50,225 209,824 -
Disposals - - (208,715) (51,334)
End of the year/period - 50,225 51,334 -
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The available-for-sale financial assets represent investments in wealth management
products issued by state-owned banks in the PRC with expected return range from 4.7% to
5.0% per annum and will mature within one year. As at 31 December 2012, 2013 and 2014

and 30 April 2015, the fair value approximated the carrying amount. The fair values are
based on cash flow discounted using the expected return based on management judgment and
are within level 3 of the fair value hierarchy.

The maximum exposure to credit risk is the carrying value of the wealth management
products classified as available-for-sale. The fair value of the embedded derivative included
in the available-for-sale financial assets is insignificant.

None of these available-for-sale financial assets is either past due or impaired.

16. Restricted deposits

At banks
At other financial institutions
— A related party (Note 27)

As at

As at 31 December 30 April

2012 2013 2014 2015
RMB’000 RMB 000 RMB 000 RMB’000
4,579 225 225 -

- - 1,976 -

4,579 225 2,201 -

Restricted deposits which are denominated in RMB represent guaranteed deposits for

notes payables.

17.  Short-term and long-term deposits

Short-term deposits (Note (a))
At banks

At other financial institutions
- A related party (Note 27)

Long-term deposits (Note (a))
At banks

As at

As at 31 December 30 April

2012 2013 2014 2015
RMB’000 RMB’000 RMB 000 RMB’000
35,004 50,254 - -
41,000 53,000 1,000 1,000
76,064 103,254 1,000 1,000
10,000 - - -
86,064 103,254 1,000 1,000
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18.

(a)  Short-term deposits represent deposits at banks and other financial institutions

with original maturity over 3 months and within 1 year. Long-term deposits

represent deposits at banks with maturity over 1 year. As at 31 December
2012, 2013 and 2014 and 30 April 2015, the effective interest rates on short-
term and long-term deposits were 3.00%, 3.14%, 3.30% and 3.30% per annum,

respectively.

Cash and cash equivalents

Cash

At banks and on hand

At other financial institutions
- A related party (Note 27)

Short-term deposits (Note (a))
At banks

At other financial institutions
- A related party (Note 27)

As at

As at 31 December 30 April

2012 2013 2014 2015
RMB’000 RMB000 RMB’000 RMB 000
94,613 151,238 105,169 92,282
224,374 51,499 89,852 22,056
318,987 202,737 195,021 114,338
10,000 10,000 - -
50,000 80,000 20,000 20,000
60,000 90,000 20,000 20,000
378,987 292,737 215,021 134,338

(a)  Short-term deposits represent deposits at banks and other financial institutions

with original maturity of 3 months or less. As at 31 December 2012, 2013 and

2014 and 30 April 2015, the effective interest rates on short-term deposits were
2.82%, 2.88%, 2.82% and 2.73% per annum, respectively.
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As at 31 December 2012, 2013 and 2014 and 30 April 2015, cash and cash equivalents

of Huahong are denominated in the following currencies:

As at

As at 31 December 30 April

2012 2013 2014 2015

RMB 000 RMB’000 RMB’000 RMB 000

RMB 378,937 292,687 212,159 128,822
United States dollars 50 50 2,862 5,516
378,987 292,737 215,021 134,338

19. Paid-in capital

Paid-in capital

RMB’000
At 1 January 2012 131,949
Capital injection 26,522
At 31 December 2012, 2013, 2014 and 30 April 2015 158,471

Pursuant to the shareholders’ meeting held in February 2011, the shareholders
approved the capital injection from 36 individual shareholders amounting to RMB66,441,000
which was received in 2012. Out of the total amount, RMB22,221,000 was recorded as
increase of paid-in capital and the remaining balance of RMB44,220,000 was recorded as

increase of capital surplus.

Pursuant to the shareholders’ meeting held in October 2012, the shareholders
approved the capital injection from CEC amounting to RMB20,000,000. Out of the total
amount, RMB4,301,000 was recorded as increase of paid-in capital and the remaining

balance of RMB15,699,000 was recorded as increase of capital surplus.
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20. Other reserves

At 1 January 2012
Capital injection

Transfer to statutory reserve

At 31 December 2012

At 1 January 2013
Transfer to statutory reserve

At 31 December 2013 and 2014
and 30 April 2015

Capital Statutory
surplus reserve
(Note (1)) (Note (ii)) Total
RMB’000 RMB’000 RMB’ 000
50,550 63,460 114,010
59,919 - 59,919
- 8,260 8,260
110,469 71,720 182,189
110,469 71,720 182,189
- 7,575 7,575
110,469 79,295 189,764

6)) It represented the excess of capital contributed by owners of Huahong over the

registered capital of Huahong.

(i1) It represents the statutory reserve. Huahong is required to transfer 10% of the

profit after tax as reported in the PRC statutory accounts to the statutory reserve

until the balance reaches 50% of the registered share capital each year. This

reserve can be used to reduce any losses incurred or to increase capital. Except

for the reduction due to losses incurred, any other usage should not result in

this reserve balance falling below 25% of the registered capital.

21. Dividends

For the year ended 31 December 2012, dividends of Huahong total amounting to
RMB69,051,000 were declared in April 2012, which were paid in 2012.

For the year ended 31 December 2013, a dividend of Huahong amounting to
RMB47,541,000 was declared in March 2013 and paid in April 2013.
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For the year ended 31 December 2014, a dividend of Huahong amounting to
RMB31,694,000 was declared in March 2014 and paid in April 2014. Dividends total
amounting to RMB158,471,000 were declared in June 2014, which were paid in August and
November 2014 amounting to RMB49,296,000 and RMB 109,175,000, respectively.

For the period ended 30 April 2014, a dividend of Huahong amounting to
RMB31,694,000 were declared in March 2014 and paid in April 2014.

22. Amount due to ultimate holding company

Amount due to ultimate holding company is unsecured, interest free, repayable on

demand.

23. Deferred government grants

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB’000 RMB’000 RMB’000 RMB’000 RMB 000
(Unaudited)

Beginning of the year/period 82,215 136,894 108,245 108,245 58,307
Additions 78,098 18,523 13,864 344 3,467
Credited to profit or loss (23,419) (47,172) (63,802) (1,169) (14,050)
End of the year/period 136,894 108,245 58,307 107,420 47,724

Amount mainly represents various subsidies granted by and received from local
government authorities for financing various research and development projects conducted
by Huahong. These subsidies will be recognised as income over the period necessary to

match with the cost that they are intended to compensate.
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24.

Trade and other payables

Trade payables

Notes payables

Other payables to related
parties

Salary and welfare payables

Other taxes payables

Other payables and accrued

expenses

Current to 3 months

Over 3 months and
within 6 months

Over 6 months and
within | year

Over 1 year

As at
As at 31 December 30 April
2012 2013 2014 2015
RMB’000 RMB’000 RMB 000 RMB’000
151,753 78,985 152,375 144,508
27,075 65,394 36,216 46,505
1,000 - - -
30,279 29,301 23,043 11,497
914 1,055 808 120
7,114 5,409 6,325 8,369
218,135 180,144 218,767 210,999
The ageing analysis of trade payables and notes payables was as follows:
As at
As at 31 December 30 April
2012 2013 2014 2015
RMB’000 RMB’000 RMB’000 RMB’000
159,906 126,745 177,202 157,105
8,575 7,428 2,154 27,398
1,653 1,457 5,409 2,231
8,694 8,749 3,826 4,279
178,828 144,379 188,591 191,013
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As at 31 December 2012, 2013 and 2014 and 30 April 2015, include in the balance
of trade payables are trade payables to related parties amounted to RMB9,354,000,

RMB3,025,000, RMB353,000 and RMB300,000, respectively.

The fair values of Huahong’s trade and other payables approximate their carrying

amounts and are denominated in RMB.

25. Cash generated from operations

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB 000 RMB 000 RMB 000 RMB’000
(Unaudited)
Profit/(loss) before taxation 40,430 64,238 51,800 (7,021) (2,261)
Adjustment for:
Depreciation of property,
plant and equipment 3,653 5,175 6,513 2,205 2,202
Loss on disposal of
property, plant and
equipment 17 250 13 1 -
Interest income on short-
term and long-term
deposits (1,746) (4,853) (3,263) (1,158) (98)
Interest income on
entrusted loan - - (2,658) - -
Interest income on
deferred consideration (1,354) - - - -
Interest income on
available-for-sale
financial assets - (225) (3,094) (1,554) (803)
Impairment provision/
(reversal of impairment)
for trade and
other receivables 1,079 97) 2,238 338 (1,869)
Share of result of
a joint venture - - (553) - 473
42,079 64,488 50,996 (7,189) (2,356)
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Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB’000 RMB 000 RMB’000 RMB 000 RMB’000
(Unaudited)
Change in working capital
Inventories 25,057 15,421 (26,061) (6,622) (59,127)
Trade and other receivables 32,809 33,964 (4,658) (15,600) (50,066)
Trade and other payables
and advances from
customers (55,139) (37,789) 41,011 (14,958) (8,949)
Deferred government grants 54,695 (28,649) (49,938) (825) (10,583)
Cash generated from/
(used in) operations 99,501 47,435 11,350 (45,194) (131,081)

26. Commitments

Operating lease commitments — where Huahong is the lessee

As at 31 December 2012, 2013 and 2014 and 30 April 2015, Huahong has
future aggregate minimum lease payable under non-cancellable operating leases for

office premises are as follows:

As at

As at 31 December 30 April

2012 2013 2014 2015

RMB’000 RMB’000 RMB’000 RMB’000

Not later than one year 4,471 3,631 2,674 1,578
In the second to fifth

year 4,929 1,582 1,653 1,296

9,400 5,213 4,327 2,874
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27. Related party transactions and balances

Apart from those transactions and balances disclosed in other notes, Huahong has the

following significant transactions in the ordinary course of business with its related parties

during the Relevant Periods:

(a)

Name and relationship with related parties

Name of the related parties Relationship with Huahong

CEC

Huada Semiconductor
(HERFEH)

Beijing Huahong IC Design Co., Ltd.
(bt 3 0 4 Ao B A
ARFAELA)

Shanghai Belling Co., Ltd.

(L B A R )

CEC Great Wall (Changsha) information
technology Co., Ltd.

(hERMK (RY)FEHMARAR)

Beijing Huada Zhibao Electronic System
Co., Ltd. (Lt ¥R BT E T
RMA RN FA])

Beijing CEC Huada Electronic Design Co.,
Lid. (b0 2 K& 7 3eat
ARBEALAA)

China Electronics Smart Card Co., Ltd.

(FEHERARILELA)

Shanghai Belling Microelectronics
Manufacturing Co., Ltd.

(Ll HAEMETREARAA)

China Electronics International Exhibition
Advertising Co., Ltd. ( * B & 1 5 % &
B S AR EAL A A

CEC Finance
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(b)

Name of the related parties

CEC New Vision Technology Co., Ltd. ( #

BRI BT A R A F)

Shanghai Hongzheng Assets Management

Co., Ltd. ( L5 0T IF & & 4845
HRAA)

ShenZhen Aihua Electronics Co., Ltd.

(RN T 5245 T A PR A])

DongGuan CEC Aihua Electronics Co.,
Ltd. (RETHEEEEFHARAA)

Huahong Group

Chongqing Huahong

Sales of products

Relationship with Huahong

Under common control of
CEC

Under common control of
CEC

Under common control of
CEC

Under common control of
CEC

Non-controlling shareholder
of Huahong, associate of
CEC

Joint venture of Huahong

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Sales of products
Beijing Huahong IC Design
Co., Ltd. 48,573 31,966 27,868 4,900 6,621
Shanghai Belling Co., Ltd. 3,117 1,751 3,180 1,380 425
CEC Great Wall (Changsha)
information technology
Co., Ltd. 1 - 1 | -
Beijing Huada Zhibao Electronic
System Co., Ltd. 39 366 - - 32
Beijing CEC Huada Electronic
Design Co., Ltd. - - 119 - -
Chongqing Huahong Electronics
Co., Ltd. - - 4,284 - -
51,730 34,083 35,452 6,281 7,078
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(c)  Purchase of goods and services

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB’000 RMB’000 RMB’000 RMB’000
(Unaudited)
Purchase of products
China Electronics Smart Card
Co., Ltd. 40,028 28,753 85,761 30,596 4,163
Shanghai Belling Co., Ltd. 899 730 721 234 132
Shanghai Belling
Microelectronics
Manufacturing Co., Ltd. 1,012 245 - - -
Beijing Huahong IC Design
Co., Ltd. - - - - 4,274
China Electronics International
Exhibition Advertising
Co., Ltd. - - 13 - -
41,939 29,728 86,501 30,830 8,569
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(d)  Other transactions

Four months ended

Year ended 31 December 30 April
2012 2013 2014 2014 2015
RMB 000 RMB 000 RMB’000 RMB’000 RMB’000
(Unaudited)
Interests income on deposits
CEC Finance 2451 5,282 2,038 937 434
Provision of entrusted loan
ShenZhen Aihua Electronics
Co., Ltd. - - 50,000 - -
DongGuan CEC Aihua
Electronics Co., Ltd. - - 50,000 - -
- - 100,000 - -
Interest income on entrusted
loan
ShenZhen Aihua Electronics
Co., Ltd. - - 1,329 - -
DongGuan CEC Aihua
Electronics Co., Ltd. - - 1,329 - -
- - 2,658 - -
Purchase of building
CEC New Vision Technology
Co., Ltd. - 28,955 - - -
Properties leasing fees
Shanghai Hongzheng Assets
Management Co., Ltd. 652 707 730 236 253
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Balances with related parties

Deposits
CEC Finance

Trade receivables due from
related parties

Beijing Huahong IC Design
Co., Ltd.

Shanghai Belling Co., Ltd.

Beijing Huada Zhibao Electronic
System Co., Ltd.

Chongqing Huahong Electronics
Co., Ltd.

Advanced proceeds to related
parties

China Electronics Smart Card
Co., Ltd.

Other receivables due from
related parties
Huada Semiconductor

Trade payables due to related
parties

China Electronics Smart Card
Co., Ltd.

Shanghai Belling Co., Ltd.

Shanghai Belling Microelectronics

Manufacturing Co., Ltd.
Beijing Huahong IC Design
Co., Ltd.

Other payables due to related
parties

CEC

Shanghai Belling Co., Ltd.

Asat

As at 31 December 30 April

2012 2013 2014 2015
RMB’000 RMB 000 RMB 000 RMB 000
315,374 184,499 112,828 43,056
41,655 18,550 25,375 28,606
127 50 545 -

- 36 - -

- - 3,112 3,112

- - 11,117 1,428

- - 3,074 7
41,782 18,656 43,223 33,153
6,832 1,183 - -
1,839 1,600 111 58
658 217 217 217

25 25 25 25

- 15,000 15,000 15,000

1,000 - - -
10,354 18,025 15,353 15,300
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For each of the years ended 31 December 2012, 2013 and 2014 and the four
months ended 30 April 2015, the weighted average interest rates of the deposits held
at CEC Finance are 1.72%, 3.02%, 2.58% and 3.31% per annum, respectively.

The above trade and other receivables and payables are unsecured, interest-free

and settled according to the contract terms.

(f)  For key management personnel compensation, please refer to note 8

(g) Transactions with government related entities

Huahong is a state-owned enterprise ultimately controlled by the PRC
government. The transactions between Huahong and other PRC government controlled
entities are related party transactions. These transactions mainly include depositing

cash in certain state-owned banks.

III. SUBSEQUENT FINANCIAL STATEMENTS

No audited financial statements have been prepared by Huahong in respect of any period
subsequent to 30 April 2015 up to the date of this report. No dividend or distribution has been
declared or made by Huahong in respect of any period subsequent to 30 April 2015.

Yours faithfully,
PricewaterhouseCoopers
Certified Public Accountants
Hong Kong
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The following is an illustrative and unaudited pro forma statement of assets and liabilities of
the Enlarged Group (“Unaudited Pro Forma Financial Information of the Enlarged Group”), which
has been prepared on the basis set out below and in accordance with Rule 4.29 of the Listing Rules
for the purpose of illustrating the effects of the proposed Shanghai Huahong Acquisition, as if the
Shanghai Huahong Acquisition had taken place on 30 June 2015.

The Unaudited Pro Forma Financial Information of the Enlarged Group has been prepared
using accounting policies consistent with that of the Group, as set out in the published interim
report of the Company for the six months ended 30 June 2015.

The Unaudited Pro Forma Financial Information of the Enlarged Group should be read in
conjunction with the financial information contained in this circular.

The Unaudited Pro Forma Financial Information of the Enlarged Group has been prepared
by the Directors for illustrative purposes only. Because of its hypothetical nature, the Unaudited
Pro Forma Financial Information of the Enlarged Group may not give a true picture of the financial
position of the Enlarged Group had the proposed Shanghai Huahong Acquisition been completed at
30 June 2015 or at any future date.

UNAUDITED PRO FORMA FINANCIAL INFORMATION OF THE ENLARGED GROUP

Unaudited
consolidated Unaudited
statements pro forma
of assets and consolidated
liabilities of Pro forma adjustments assets and
the Group Audited assets and liabilities of
as at 30 June liabilities of Huahong Other pro forma the Enlarged
2015 as at 30 April 2015 adjustments Group
HK$°000 RMB 000 HK$°000 HK$'000 HK$°000 HK$°000
Note 1 Note 2 Note 6 Note 3 Note 4
ASSETS
Non-current assets
Property, plant and equipment 437,812 43,746 55,472 - - 493,284
Investment properties 411,675 - - - - 411,675
Land use rights held for self-use 14,984 - - - - 14,984
Intangible assets 8,835 - - - - 8,835
Investments in an associate 68,273 - - - - 68,273
Investment in a joint venture 21,012 5,180 6,569 - - 27,581
Other receivables 507,222 - - - - 507,222
Deferred tax assets 54,310 - - - - 54,310
Available-for-sale financial assets 2,536 - - - - 2,536
1,526,659 48,926 62,041 - - 1,588,700
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Current assets
Inventories
Trade and other receivables

Taxation recoverable

Available-for-sale financial assets
Short-term deposits and investments

Cash and cash equivalents

Total assets

LIABILITIES
Non-current liabilities
Unsecured corporate bonds
Deferred tax liabilities

Current liabilities
Deferred government grants
Advances from customers
Trade and other payables
Bank and other borrowings
Income tax payable

Total liabilities

Net assets

Unaudited

consolidated Unaudited
statements pro forma
of assets and consolidated
liabilities of Pro forma adjustments assets and
the Group Audited assets and liabilities of
as at 30 June liabilities of Huahong Other pro forma the Enlarged
2015 as at 30 April 2015 adjustments Group
HKS$°000 RMB 000 HK$°000 HK$°000 HK$°000 HK$'000

Note 1 Note 2 Note 6 Note 3 Note 4
638,113 157,033 199,126 - - 837,239
892,001 288,292 365,570 - - 1,257,571
12,299 - - - - 12,299
200,987 - - - - 200,987
2,933,924 1,000 1,268 (909,600) - 2,025,592
617,393 134,338 170,348 - (3,380) 784,361
5,294,717 580,663 736,312 (909,600) (3,380) 5,118,049
6,821,376 629,589 798,353 (909,600) (3,380) 6,706,749
3,449,493 - - - - 3,449,493
16,673 - - - - 16,673
3,466,166 - - - - 3,466,166
100,154 47,724 60,517 - - 160,671
26,041 1,563 1,982 - - 28,023
688,121 225,999 286,579 - (1,720) 972,980
1,255,548 - - - - 1,255,548
87,554 12,558 15,924 - - 103,478
2,157,418 287,844 365,002 - (1,720) 2,520,700
5,623,584 287,844 365,002 - (1,720) 5,986,866
1,197,792 341,745 433,351 (909,600) (1,660) 719,883
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Notes:

The balances are extracted from the unaudited consolidated balance sheet of the Group as at 30 June 2015 as set out

in the published interim report of the Company for the six months ended 30 June 2015.

The balances are extracted from the audited balance sheet of Huahong as at 30 April 2015 included in the

accountant’s report of Huahong as set out in Appendix III to this circular.

Pursuant to the Shanghai Huahong Acquisition Agreements, the Company through its wholly-owned subsidiary has
agreed to acquire a 95.64% equity interest in Huahong at a total consideration of RMB717.3 million (equivalent to

approximately HK$909.6 million). Upon Completion, Huahong will become a subsidiary of the Company.

Since Huahong and the Group are under the common control of CEC, Huahong will be accounted for in the
consolidated financial statements of the Enlarged Group using the principles of merger accounting as prescribed in

Accounting Guideline 5 issued by the Hong Kong Institute of Certified Public Accountants upon Completion.

The net assets of Huahong are combined using the existing book values from the controlling parties, namely CEC,
perspective. No amount is recognised in consideration for goodwill or excess of acquirer’s interest in the net fair
value of acquiree’s identifiable assets, liabilities and contingent liabilities over cost at the time of common control

combination, to the extent of the continuation of the controlling party’s interest.

The adjustment represents payment of the cash consideration of RMB717.3 million (equivalent to approximately
HK$909.6 million) by the Group. For the purpose of the Unaudited Pro Forma Financial Information of the Enlarged
Group, 100% of the cash consideration is assumed to be paid by the Group’s short-term deposits with original

maturities of 3 to 6 months.

The estimated transaction cost for the Shanghai Huahong Acquisition was approximately HK$4.8 million, which are
mainly professional fees. Of the total transaction cost of HK$4.8 million, HK$1.4 million was paid before 30 June

2015 and HK$1.7 million was accrued and captured under trade and other payables as at 30 June 2015.

No adjustments have been made to the Unaudited Pro Forma Financial Information of the Enlarged Group to reflect

any trading results or other transactions of the Group and Huahong entered into subsequent to 30 April 2015.

For the purpose of the Unaudited Pro Forma Financial Information of the Enlarged Group, amounts denominated
in Renminbi are converted into Hong Kong dollars at HK$1.0 to RMBO0.78861. No representation is made that the
Hong Kong dollars amounts have been, could have been or may be converted to Renminbi, or vice versa, at the rate

or at all.
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REPORT ON THE UNAUDITED PRO FORMA FINANCIAL INFORMATION OF THE
ENLARGED GROUP

The following is the text of a report received from PricewaterhouseCoopers, Certificated

Public Accountants, Hong Kong, for the purpose of incorporation in this circular.

i
pwc B d ok

INDEPENDENT REPORTING ACCOUNTANT’S ASSURANCE REPORT ON THE
COMPILATION OF UNAUDITED PRO FORMA FINANCIAL INFORMATION INCLUDED
IN A CIRCULAR

TO THE DIRECTORS OF CHINA ELECTRONICS CORPORATION HOLDINGS
COMPANY LIMITED

We have completed our assurance engagement to report on the compilation of unaudited
pro forma financial information of China Electronics Corporation Holdings Company Limited (the
“Company”) and its subsidiaries (collectively the “Group”), and Shanghai Huahong Integrated
Circuit Co., Ltd. (“Huahong™) (collectively the “Enlarged Group”) by the directors of the Company
(the “Directors™) for illustrative purposes only. The unaudited pro forma financial information
consists of the unaudited pro forma statement of assets and liabilities as at 30 June 2015 and
related notes (the “Unaudited Pro Forma Financial Information™), as set out on pages IV-1 to IV-3
of the Company’s circular dated 27 October 2015, in connection with the proposed acquisition
of Huahong (the “Transaction”) by CEC Huada Electronic Design Co., Ltd., a wholly-owned
subsidiary of the Company. The applicable criteria on the basis of which the Directors have
compiled the Unaudited Pro Forma Financial Information are described on pages I'V-1 to I'V-3 of the
Company’s circular dated 27 October 2015.

The Unaudited Pro Forma Financial Information has been compiled by the Directors to
illustrate the impact of the Transaction on the Group’s financial position as at 30 June 2015 as if the
Transaction had taken place at 30 June 2015. As part of this process, information about the Group’s
financial position has been extracted by the Directors from the Group’s financial statements for the

six months ended 30 June 2015, on which a review report has been published.

PricewaterhouseCoopers, 22/F Prince’s Building, Central, Hong Kong
T: +852 2289 8888, F: +852 2810 9888, www.pwchk.com
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Directors’ Responsibility for the Unaudited Pro Forma Financial Information

The Directors are responsible for compiling the Unaudited Pro Forma Financial Information
in accordance with paragraph 4.29 of the Rules Governing the Listing of Securities on The Stock
Exchange of Hong Kong Limited (the “Listing Rules”) and with reference to Accounting Guideline
7 “Preparation of Pro Forma Financial Information for Inclusion in Investment Circulars” (“AG 77)
issued by the Hong Kong Institute of Certified Public Accountants (“HKICPA”).

Reporting Accountant’s Responsibilities

Our responsibility is to express an opinion, as required by paragraph4.29(7) of the Listing
Rules, on the Unaudited Pro Forma Financial Information and to report our opinion to you. We do
not accept any responsibility for any reports previously given by us on any financial information
used in the compilation of the Unaudited Pro Forma Financial Information beyond that owed to

those to whom those reports were addressed by us at the dates of their issue.

We conducted our engagement in accordance with Hong Kong Standard on Assurance
Engagements 3420 “Assurance Engagements to Report on the Compilation of Pro Forma Financial
Information Included in a Prospectus”, issued by the HKICPA. This standard requires that the
reporting accountant complies with ethical requirements and plans and performs procedures to
obtain reasonable assurance about whether the Directors have compiled the Unaudited Pro Forma
Financial Information in accordance with paragraph 4.29 of the Listing Rules and with reference to
AG 7 issued by the HKICPA.

For purposes of this engagement, we are not responsible for updating or reissuing any reports
or opinions on any historical financial information used in compiling the Unaudited Pro Forma
Financial Information, nor have we, in the course of this engagement, performed an audit or review

of the financial information used in compiling the Unaudited Pro Forma Financial Information.

The purpose of unaudited pro forma financial information included in a circular is solely to
illustrate the impact of a significant event or transaction on unadjusted financial information of the
entity as if the event had occurred or the transaction had been undertaken at an earlier date selected
for purposes of the illustration. Accordingly, we do not provide any assurance that the actual

outcome of the Transaction at 30 June 2015 would have been as presented.
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A reasonable assurance engagement to report on whether the unaudited pro forma financial
information has been properly compiled on the basis of the applicable criteria involves performing
procedures to assess whether the applicable criteria used by the Directors in the compilation of the
unaudited pro forma financial information provide a reasonable basis for presenting the significant
effects directly attributable to the event or transaction, and to obtain sufficient appropriate evidence

about whether:

. The related pro forma adjustments give appropriate effect to those criteria; and

. The unaudited pro forma financial information reflects the proper application of those

adjustments to the unadjusted financial information.
The procedures selected depend on the reporting accountant’s judgment, having regard to
the reporting accountant’s understanding of the nature of the company, the event or transaction
in respect of which the unaudited pro forma financial information has been compiled, and other

relevant engagement circumstances.

The engagement also involves evaluating the overall presentation of the unaudited pro forma

financial information.

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

for our opinion.

Opinion

In our opinion:

(a)  the Unaudited Pro Forma Financial Information has been properly compiled by the

Directors of the Company on the basis stated;

(b) such basis is consistent with the accounting policies of the Group; and

(c)  the adjustments are appropriate for the purposes of the Unaudited Pro Forma Financial

Information as disclosed pursuant to paragraph 4.29(1) of the Listing Rules.
PricewaterhouseCoopers

Certitied Public Accountants
Hong Kong, 27 October 2015
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RESPONSIBILITY STATEMENT

This circular, for which the Directors collectively and individually accept full responsibility,
includes particulars given in compliance with the Listing Rules for the purpose of giving
information with regard to the Company and Huahong. The Directors, having made all reasonable
enquiries, confirm that to the best of their knowledge and belief the information contained in this
circular is accurate and complete in all material respects and not misleading or deceptive, and
there are no other matters the omission of which would make any statement herein or this circular

misleading.

DISCLOSURE OF INTERESTS

As at the Latest Practicable Date, Mr. Dong Haoran, a non-executive Director, has interests
in 4,672,420 shares of the Company. Save as disclosed herein, none of the Directors nor the chief
executive of the Company had or was deemed to have any interests or short positions in the shares,
underlying shares or debentures of the Company or any of its associated corporations (within the
meaning of Part XV of the SFO) which were required to be notified to the Company and the Stock
Exchange pursuant to Divisions 7 and 8 of Part XV of the SFO (including interests and short
positions which they were deemed or taken to have under such provisions of the SFO), or which
were required, pursuant to Section 352 of the SFO, to be entered in the register referred to therein,
or which were required, pursuant to the Model Code for Securities Transactions by Directors
of Listed Issuers contained in the Listing Rules, to be notified to the Company and the Stock
Exchange.

Mr. Rui Xiaowu, the Chairman of the Company and a non-executive Director, is the chairman
of CEC and a director of China Electronics Corporation (BVI) Holdings Company Limited (“CEC
(BVID)”). Mr. Liu Hongzhou, the Vice Chairman of the Company and an executive Director, is a
director of CEC (BVI). Mr. Xie Qinghua, the Managing Director of the Company and an executive
Director, is also a director of CEC (BVI). Mr. Dong Haoran, a non-executive Director, is a director
and the general manager of Huada Semiconductor, and a director of China Huada. Details of the
shareholding of CEC, CEC (BVI), Huada Semiconductor and China Huada in the Company are set
out in the paragraph headed “Substantial Shareholders” in this appendix. Save as disclosed herein,
none of the Directors is a director or employee of a company which has, or is deemed to have, an
interest or a short position in the shares or underlying shares of the Company which would fall to be
disclosed to the Company and the Stock Exchange under the provisions of Divisions 2 and 3 of Part
XV of the SFO.

None of the Directors was materially interested in any contract or arrangement subsisting as
at the Latest Practicable Date which is significant in relation to the business of the Group taken as a

whole.
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Since 31 December 2014 (being the date to which the latest published audited consolidated
financial statements of the Group were made up) up to the Latest Practicable Date, none of the
Directors had any direct or indirect interest in any assets which had been acquired or disposed of by
or leased to any member of the Group, or were proposed to be acquired or disposed of by or leased

to any member of the Group.

SUBSTANTIAL SHAREHOLDERS

So far as is known to the Directors and the chief executive of the Company, as at the Latest
Practicable Date, the following persons had, or were deemed to have, interests or short positions
in the shares or the underlying shares of the Company which would fall to be disclosed to the

Company and the Stock Exchange under the provisions of Divisions 2 and 3 of Part XV of the SFO:

Approximate

percentage or

attributable

Number or percentage of
attributable total issued share

number of capital of
Name of Shareholder shares interested the Company
CEC (BVI) 812,500,000 40.03%
China Huada 393,680,000 19.39%
Huada Semiconductor (Note 1) 812,500,000 40.03%
CEC (Notes I and 2) 1,206,180,000 59.42%

All the interests disclosed above represent long position in the shares of the Company.

Notes:

(D) Huada Semiconductor holds 100% equity interest in CEC (BVI). Huada Semiconductor is deemed to be
interested in the 812,500,000 shares of the Company held by CEC (BVI).

(2) CEC holds 100% equity interest in each of China Huada and Huada Semiconductor and is deemed to be

interested in the shares of the Company held by China Huada and Huada Semiconductor.
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Save as disclosed above, there is no person known to the Directors or the chief executive
of the Company who, as at the Latest Practicable Date, had, or was deemed to have, an interest
or short position in the shares or the underlying shares of the Company, which would fall to be
disclosed to the Company and the Stock Exchange under the provisions of Divisions 2 and 3 of Part
XV of the SFO, or who was, directly or indirectly, interested in 10% or more of the nominal value
of any class of share capital carrying rights to vote in all circumstances at general meetings of any

member of the Group, or any option in respect of such capital.

DIRECTORS’ SERVICE CONTRACTS

As at the Latest Practicable Date, none of the Directors had entered into, or proposed to
enter into, any service contract with any member of the Group (excluding contracts expiring or
determinable by the employer within one year without payment of compensation (other than

statutory compensation)).

EXPERTS AND CONSENTS

The following are the qualifications of the experts whose name/advices and/or reports are

contained in this circular:

Name Qualification

Altus Capital A licensed corporation to conduct type 4 (advising on
securities), type 6 (advising on corporate finance) and type

9 (asset management) regulated activities under the SFO

PricewaterhouseCoopers Certified Public Accountants

Shenwan A licensed corporation to conduct type 1 (dealing in
securities), type 4 (advising on securities) and type 6
(advising on corporate finance) regulated activities under
the SFO

Each of Altus Capital, PricewaterhouseCoopers and Shenwan (collectively the “Experts”) has
given and has not withdrawn its written consent to the issue of this circular with the inclusion of,
where applicable, its letter(s) of advice and/or report(s) and references to its name in the form and

context in which they respectively appear.
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Each of the Experts was not beneficially interested in the share capital of any member of
the Group and did not have any right (whether legally enforceable or not) to subscribe for or to
nominate persons to subscribe for securities in any member of the Group as at the Latest Practicable
Date.

Since 31 December 2014 (being the date to which the latest published audited consolidated
financial statements of the Group were made up) and up to the Latest Practicable Date, each of
the Experts did not have any direct or indirect interest in any assets which had been acquired or
disposed of by or leased to any member of the Group, or were proposed to be acquired or disposed

of by or leased to any member of the Group.
COMPETING INTEREST

Mr. Rui Xiaowu, the Chairman of the Company and a non-executive Director, is the chairman
of CEC. Mr. Dong Haoran, a non-executive Director, is a director and the general manager of

Huada Semiconductor, a director of China Huada and a director of Huahong.

Currently, CEC, Huada Semiconductor and China Huada have subsidiaries or associates
engaging in integrated circuits related businesses which compete or are likely to compete, either
directly or indirectly, with the business of the Group. CEC has subsidiaries or associates engaging
in the development and management of electronic information technology industrial parks related
businesses which compete or are likely to compete, either directly or indirectly, with the business of
the Group.

The abovementioned competing businesses are operated and managed by independent
management and administration. The Board exercises independent judgment and is always acting
in the interests of the Company and the Shareholders as a whole. Accordingly, the Group is capable
of carrying on its business independently of, and at arm’s length from, the competing businesses

mentioned above.

Apart from the above, none of the Directors nor his associates is or was interested in
any business, apart from the Group’s business, that competes or competed or is or was likely to

compete, either directly or indirectly, with the Group’s business.
MATERIAL ADVERSE CHANGE

As at the Latest Practicable Date, the Directors were not aware of any material adverse
change in the financial or trading position of the Group since 31 December 2014, being the date to

which the latest published audited consolidated financial statements of the Group were made up.
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MATERIAL CONTRACTS

The following contracts (not being contracts entered into in the ordinary course of business)

have been entered into by members of the Group within the two years immediately preceding the

date of this circular, and are or may be material:

(@)

(b)

©

(d)

(e)

()

the transfer agreement dated 1 November 2013 entered into between Huada
Electronics and CEC Information Technology Research Institute Co., Ltd in relation to
the acquisition of a property transfer right by Huada Electronics for RMB296,374,000
and the difference between the RMB296,374,000 and the construction cost of the
property, the details of which can be referred to in the announcement of the Company
dated 1 November 2013;

the subscription agreement dated 9 January 2014 entered into between the Company
and BNP Paribas, Hong Kong Branch and BOCI Asia Limited in relation to the issue
of RMB2,750,000,000, 4.70% bonds due 2017, the details of which can be referred to
in the announcement of the Company dated 10 January 2014;

the entrustment agreement dated 24 July 2014 entered into between CEC Technology
and CEC Finance in relation to the provision of an entrusted loan of RMB400
million by CEC Technology to Hainan Resort Software Community Investment and
Development Co., Ltd, the details of which can be referred to in the announcement of
the Company dated 24 July 2014;

the placing agreement dated 17 September 2014 entered into between the Company
and Shenyin Wanguo Securities (H.K.) Limited for the placing of up to 338,312,000
shares of the Company at a placing price of HK$1.63 per share, the details of which

can be referred to in the announcement of the Company dated 17 September 2014;

the construction agreement dated 30 December 2014 and entered into between
Huada Electronics and CS&S Information System Engineering Co., Ltd whereby
Huada Electronics has appointed CS&S Information System Engineering Co., Ltd
to undertake weak current engineering work of a property located in the PRC for
RMB17,540,000, the details of which can be referred to in the announcement of the
Company dated 30 December 2014; and

the Shanghai Huahong Acquisition Agreements.
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LITIGATION

As at the Latest Practicable Date, no member of the Group was engaged in any litigation,
arbitration or claim of material importance and no litigation, arbitration or claim of material

importance is known to the Directors to be pending or threatened against any member of the Group.
MISCELLANEOUS

(a)  The company secretary of the Company is Mr. Ng Kui Kwan. Mr. Ng is a member
of the Institute of Chartered Accountants in England and Wales and a member of the

Hong Kong Institute of Certified Public Accountants.

(b)  The registered office of the Company is at Clarendon House, 2 Church Street,
Hamilton HM 11, Bermuda. The principal place of business of the Company in Hong
Kong is at Room 3403, 34th Floor, China Resources Building, 26 Harbour Road,
Wanchai, Hong Kong.

(¢)  Tricor Abacus Limited, the Company’s branch share registrar and transfer office in
Hong Kong, is at Level 22, Hopewell Centre,183 Queen’s Road East,Wanchai,Hong
Kong.

(d)  The English text of this circular and form of proxy shall prevail over the Chinese text.
DOCUMENTS AVAILABLE FOR INSPECTION

Copies of the following documents will be available for inspection at the principal place of
business of the Company at Room 3403, 34th Floor, China Resources Building, 26 Harbour Road,
Wanchai, Hong Kong during normal business hours on any business day from the date of this
circular up to the holding of the SGM:

(a)  the bye-laws of the Company;

(b)  the material contracts referred to under the section headed “Material contracts” in this

appendix;

(c)  the letter from the Independent Board Committee, the text of which is set out on pages
41 to 42 of this circular;

(d)  the letter from Altus Capital, the text of which is set out on pages 43 to 92 of this

circular;

(e)  the accountant’s report of Huahong from PricewaterhouseCoopers, the text of which

are set out in Appendix III to this circular;
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(f) the report from PricewaterhouseCoopers on the unaudited pro forma financial
information of the Enlarged Group, the text of which is set out in Appendix IV to this

circular;

(g)  the written consents referred to under the section headed “Experts and consents” in
this appendix;

(h)  the annual reports of the Company for the financial years ended 31 December 2013
and 2014; and

(1) this circular.
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CEC

DESBF

CHINA ELECTRONICS
CHINA ELECTRONICS CORPORATION HOLDINGS COMPANY LIMITED
FEETFEEERBRAAE"

(Incorporated in the Cayman Islands and continued in Bermuda with limited liability)

(Stock Code: 00085)

NOTICE OF SPECIAL GENERAL MEETING

NOTICE IS HEREBY GIVEN that a special general meeting (the “Meeting”) of China
Electronics Corporation Holdings Company Limited (the “Company”) will be held at Plaza 1-2,
Lower Lobby, Novotel Century Hong Kong, 238 Jaffe Road, Wanchai, Hong Kong on 19 November
2015 at 10:00 a.m. for the purpose of considering and, if thought fit, passing, with or without

amendments, the following resolutions as ordinary resolutions:

1. “THAT the equity transfer agreement dated 26 June 2015 and entered into between CEC
Huada Electronic Design Co., Ltd (b5 H B\ #HE K E FitiH A R EL A A) (“Huada
Electronics”), as purchaser and Huada Semiconductor Co., Ltd ( FE K - E A H R /A A]) as
vendor (the “Huada Semiconductor Agreement”, details of which are set out in the circular
of the Company dated 27 October 2015), in respect of the sale and purchase of the 73.43%
equity interest in Shanghai Huahong Integrated Circuit Co., Ltd ( - ¥ % 0T 4E 5 76 I A R 35
f£73 7)) (“Huahong”), at a consideration of RMB550.7 million, be and is hereby approved,
and any one director of the Company and/or Huada Electronics be and is hereby authorised
to do all such acts and things and execute all such documents for and on behalf of the
Company and/or Huada Electronics which he considers necessary or expedient to give effect

to the Huada Semiconductor Agreement and the transactions contemplated thereunder.”

2. “THAT the equity transfer agreement dated 26 June 2015 and entered into between Huada
Electronics, as purchaser and the individual vendor(s), who are the director and/or employees
of Huahong, as vendor (the “Individual Vendor Agreement(s)”, details of which are set out
in the circular of the Company dated 27 October 2015), in respect of the sale and purchase
of an aggregate of 9.95% equity interest in Huahong, at a consideration of RMB74.6 million,
be and is hereby approved, and any one director of the Company and/or Huada Electronics
be and is hereby authorised to do all such acts and things and execute all such documents
for and on behalf of the Company and/or Huada Electronics which he considers necessary
or expedient to give effect to the Individual Vendor Agreement(s) and the transactions

contemplated thereunder.”

*  For identification purpose only
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“THAT the equity transfer agreement dated 27 August 2015 and entered into between Huada
Electronics, as purchaser and Shanghai Huahong (Group) Co., Ltd ( i #ENT (££ ) A
FRZ>Fl) , as vendor (the “Supplemental Huahong Group Agreement”, details of which are
set out in the circular of the Company dated 27 October 2015), in respect of the sale and
purchase of the 7.62% equity interest in Huahong, at a consideration of RMB57.1 million,
be and is hereby approved, and any one director of the Company and/or Huada Electronics
be and is hereby authorised to do all such acts and things and execute all such documents
for and on behalf of the Company and/or Huada Electronics which he considers necessary or
expedient to give effect to the Supplemental Huahong Group Agreement and the transactions

contemplated thereunder.”

“THAT the equity transfer agreement dated 27 August 2015 and entered into between
Huada Electronics, as purchaser and the individual vendor(s), who are the director and/or
employees of Huahong, as vendor (the “Remaining Shareholders Agreement(s)”, details of
which are set out in the circular of the Company dated 27 October 2015), in respect of the
sale and purchase of an aggregate of 4.64% equity interest in Huahong, at a consideration
of RMB34.9 million, be and is hereby approved, and any one director of the Company and/
or Huada Electronics be and is hereby authorised to do all such acts and things and execute
all such documents for and on behalf of the Company and/or Huada Electronics which he
considers necessary or expedient to give effect to the Remaining Shareholders Agreement(s)

and the transactions contemplated thereunder.”

“THAT the continuing connected transactions contemplated under the 2015-2018 business
services agreement dated 26 June 2015 and entered into between China Electronics
Corporation Limited ( [ & 715 B & £ H A FR/A 7 ) and the Company (the “2015-2018
Business Services Agreement”), and the proposed caps of the transactions thereunder be and
are hereby approved, and any one director of the Company be and is hereby authorised to do
all such acts and things and execute all such documents for and on behalf of the Company
which he considers necessary or expedient to give effect to the 2015-2018 Business Services

Agreement and the continuing connected transactions contemplated thereunder.”

SGM -2
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“THAT the continuing connected transactions contemplated under the comprehensive
financial services agreement dated 26 June 2015 and entered into between the Company
and China Electronics Financial Co., Ltd ("1 % 7 M % A R 5AEA ) (the “2015-2018
Financial Services Agreement”), and the proposed caps of the transactions thereunder be and
are hereby approved, and any one director of the Company be and is hereby authorised to do
all such acts and things and execute all such documents for and on behalf of the Company
which he considers necessary or expedient to give effect to the 2015-2018 Financial Services

Agreement and the continuing connected transactions contemplated thereunder.”

By Order of the Board
China Electronics Corporation Holdings Company Limited
Ng Kui Kwan
Company Secretary

Hong Kong, 27 October 2015

Registered office: Principal place of business
Clarendon House in Hong Kong:
2 Church Street Room 3403, 34th Floor
Hamilton HM 11 China Resources Building
Bermuda 26 Harbour Road

Wanchai

Hong Kong
Notes:

The register of members of the Company will be closed from 17 November 2015 to 19 November 2015, both days
inclusive, during which period no transfer of shares of the Company will be registered. In order to be entitled
to attend and vote at the Meeting, all share certificates with completed transfer forms must be lodged with the
Company’s branch share registrar and transfer office in Hong Kong, Tricor Abacus Limited at Level 22, Hopewell

Centre, 183 Queen’s Road East, Wanchai, Hong Kong not later than 4:30 p.m. on 16 November 2015.

Any shareholder of the Company entitled to attend and vote at the Meeting convened by the above notice is entitled
to appoint another person as his proxy to attend and vote instead of him. A shareholder who is the holder of two
or more shares may appoint more than one proxy to represent him and vote on his behalf at the Meeting. A proxy
need not be a shareholder of the Company but must be present in person at the Meeting to represent the shareholder.
If more than one proxy is so appointed, the appointment shall specify the number and class of shares in respect of

which each such proxy is so appointed.
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In order to be valid, the form of proxy must be duly completed and signed in accordance with the instructions
printed thereon and returned together with the power of attorney or other authority (if any) under which it is signed,
or a certified copy of such power or authority, to the Company’s branch share registrar and transfer office in Hong
Kong, Tricor Abacus Limited at Level 22, Hopewell Centre, 183 Queen’s Road East, Wanchai, Hong Kong not
later than 48 hours before the time appointed for holding the Meeting or any adjournment thereof. Completion and
return of a form of proxy will not preclude a shareholder from attending and voting in person at the Meeting or any

adjournment thereof, should he so wish.

In the case of joint registered holders of any shares, any one of such joint holders may vote at the Meeting, either
personally or by proxy, in respect of such shares as if he was solely entitled thereto, but if more than one of such
joint holders are present at the Meeting personally or by proxy, that one of the said persons so present whose name
stands first in the register of members of the Company in respect of the joint holding shall alone be entitled to vote

in respect thereof.
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