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share capital at a rate of 10 bonus shares for every 10 shares held. The Applicant is requested to provide
supplementary disclosure on: (1) the necessity and rationality of implementing the "high bonus and capitalization
transfer"; (2) whether any relevant parties were subject to administrative penalties from the CSRC, public
condemnation from the stock exchange, or were placed under investigation by the CSRC or by judicial authorities
for illegal activities such as illegal share reduction, insider trading, or market manipulation before or after the "high
bonus and capitalization transfer". The sponsor and the Applicant's lawyers shall conduct verification and issue
OPIIOTIS. ...ttt eh ettt et bt e s ettt e b se e e £s 2ot e s et ehe ekt et e b e here et e E Rtk h e sk ek b e SR a e e s e bt e te e ne e st entenn 159

16. In 2018, the Applicant experienced quality issues with some of its products due to quality reasons from its
suppliers and equipment manufacturers, which caused losses to the Applicant. The Applicant is requested to explain
the specific circumstances of the aforementioned quality issues and their impact on the Company. The sponsor and
the accountant shall issue their verification OPINIONS. .......c.cvrvrrieeeriiieeicieiecerieteebes e ree e ees e as e eaereeanees 162
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I. Key issues

1. The Applicant plans to raise a total of no more than RMB 2,660,017,700 through this public
offering of convertible bonds for the Xiaolan High-performance LED Packaging Product
Production Project, the Xiaolan LED Power Supply Production Project, the Yiwu Automated LED
Lighting Product Production Project, and the repayment of interest-bearing debts. Among them, the
Yiwu Automated LED Lighting Product Production Project is a fund-raising investment project
redesigned after the change in the previous fund-raising project, and part of the raised funds from
the 2016 non-public offering of shares has not yet been fully used. At the end of September 2018,
the Applicant's monetary fund balance was RMB 6.855 billion, and the wealth management product
balance was RMB 261 million. The Applicant is requested to: (1) explain the construction details
and investment composition of the fund-raising investment project; indicate whether it constitutes
capital expenditures; specify whether any investment was made before the meeting of the Board of
Directors; and explain the rationale for the investment scale of the fund-raising investm t project;
(2) explain whether the previous fund-raising investment project has been delayed, the subsequent
use plan and schedule for the unused raised funds, and based on the above, explain whether the use
of raised funds and project construction schedule for this fund-raising investment project are
prudent and reasonable; (3) explain the connections and differences between this fund-raising
investment project and the Company's existing business and previous fund-raising investment
pr~iacts; explain the necessity, rationality, and feasibility of this fund-raisir~ investment project
construction; and explain the measures to absorb the new production capacity in conjunction with
the existing production capacity utilization rate and sales/output ratio; explain the process and
prudence of the benefit forecast for this fund-raising investment project; (5) in conjunction with
existing monetary funds, asset-liability structure, business scale and its trends, and future working
capital needs, explain the necessity and rationality of repaying interest-bearing debts this time. The
sponsor shall conduct verification and issue opinions.

[F Hly]:
I.  Explain the construction details and investment composition of the fund-raising investment
project; indicate w ther it constitutes capital e: : litures; sper 7/ v ™ ther + v was

made before the meeting of the Board of Directors; and explain the rationale for the investment
scale of the fund-raising investment project

(I) Const tion details and investment com_ sition of the ” 1d-raising investment project

The Company plans to raise a total of no more than RMB 2,660,017,700 (inclusive of RMB
2,660,017,700) through this public offering of convertible bonds, and the net proceeds after
deducting issuance expenses are intended to be used for the following projects:

Unit: RMB 10,000

Total . .
S/N Item name investment Proposed 11}vesnnent with
the raised funds
amount
1 Xlaolan.ngh-p'erformance LED Packaging Product 82.750.27 71,068.74
Production Project
2 Xiaolan LED Power Supply Production Project 32,255.36 26,771.79
3 meu Automated LED Lighting Product Production taA 1o am 90,161.24
Project
4 Repayment of interest-bearing debts 78,000.00
Total 266,001.77
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Automatic dispensing machine 1.50 20 30.00
Automatic tester 2.00 30 60.00
Automatic unloader 2.50 20 50.00
Automatic loader 2.60 20 52.00
Automatic board loader 3.00 20 60.00
Automatic printing machine 16.50 20 330.00
Molds and jigs 60.00 200 12,000.00
Subtotal of main equipment - - 12,776.00
S;gej{gsauxiliary equipment, molds, ) ) 12,000.00
Total - - 24,776.00
3@ ent during the ¢« struction period
Item Quantity (m?) Monthly rent (RMB/m?) Rental costs (RMB 10,000)
Plant 16,442.00 15.00 295.96
Dormitory 8,000.00 16.00 153.60
Auxiliary room 588.00 15.00 10.58
Total 25,030.00 - 460.14

The * 1plementing entity of this project is the Company's wholly-owned subsidiary, Zhongshan
MLS Optoelectronics Co., Ltd. The plant, auxiliary rooms, and dormitories used for the project are
leased from the parent company, MLS. The construction period for this project is 12 months.

2) Contingencies

..e contingencies for this project are calculated at _ /% of the sum of house decoration costs,
and equipment purchase and installatic costs, amounting to RV~ 8,031,500. The contingencies for
this project w  be invested by the Cor Hrany with its self-owned funds.

3) The initial working capital is calculated at 30% of the working capital of RMB
140,680,000 to be r overed in the last year of the predicted operating period, based on the cash
flow forecast for this fund-raisir ~ investment project, amounting to RMB 42,202,800. The initial
working capital r this project will be invested by the ompany with its self-owned funds.

3. Yiwu Automated LED Lighting Product Production Project

(1) Construction details

7-3-9 A
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LED application products, while copper wire lights and diffuse reflection light strips are LED
products for smart city applications. Driven by domestic strategies such as "Made in China 2025",
emerging fields like the IoT and smart cities are developing rapidly. As the application scope and
penetration rate of the LED industry increase, digitalization and intelligence will become the main
development direction for the LED industry. The application of integrated and intelligent LED
driver power supplies, copper wire lights, and diffuse reflection light strips has also become the core
- and foundation for the intelligent development of the LED industry and the promotion of LED
products in the commercial sector.

7-3-22 e
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application products expands. In addition to external sales, a portion of the new production capacity
of LED driver power supplies will be used to meet the demand for raw materials in the production
of LED lighting application products.

The Company's calculation results show that the cost of LED driver power supplies accounts
for about 2 % of the operating costs of lighting application products. Currently, the LED driver
power supplies for the lighting application products of MLS Headquarters are mainly sourced
through external procurement, with a low self-production rate. Based on the Company's total costs
and cost structure for lighting application products in 2018, the current total demand for LED driver
power supplies to support its own business is approximately RMB 220 million. In addition, based
on the proportion of operating costs and power supply costs calculated in the feasibility study report,
the Yiwu Automated LED Lighting Product Production Project will generate a new demand for
LED driver power supplies of approximately RMB 270 million when it reaches the full production
capacity.

2) Sa" throu;  the Ci iy existing sales - ]

7-3-29 -
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delivered by the end of September, and goods under the letters of intent are expected to be
delivered mostly by the end of December 2019. For many years, while consolidating its market
position in LED packaging products, the Company has continuously expanded into downstream
areas such as lighting applications, and the market scale of its LED lighting application products has
been constantly expanding. On the whole, the products related to this fund-raising investment
project currently have sufficient outstanding orders and letters of intent, and the orders are stable.
After the project is completed and reaches the full production, there will be a good customer base
for the consumption of the new production capacity.

7-3-32
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The benefit forecast for this project after reaching the full production is given in the tal :
below:

Unit: RMB 10,000

Xiaolan High-performance LED Packaging Product Production Project
T1 T2 T3 T4 TS T6 T7 T8 T9 T10

Item

Operati
ng 71,875.00 122,962.24 | 138,000.00 | 138,000.00 138,000.00 | 138,000.00 138,000.00 138,000.00 138.,000.00 138.000.00
income

Operati

ng costs 63,482.08 103,067.93 | 107,847.00 | 107,847.00 107,847.00 | 107,847.00 | 107,847.00 107,847.00 107,847.00 107.847.00

Gross
profit

839292 | 19,894.31 | 30,153.00 | 30,153.00 30,153.00 | 30,153.00 | 30,153.00 30,153.00 = 30,153.00 | 30,153.00

Gross
profit 116 o 16.18% 21.85% 21.85% 21.85% 21.85% 21.85% 21.85% 21.85% 21.85%
margin

Busines
S taxes
and 0.00 | 456.23 1,127.93 1,127.93 1,127.93 1,127.93 1,127.93 1,127.93 1,127.93 1,127.93
surchar [
ges |

Period
expense
s

()
Sales
expense
s

1,437.50 2,459.24 2,760.00 2,760.00 2,760.00 2,760.00 2,760.00 2,760.00 2,760.00 2,760.00

(2)
G&A
expense
s

6,236.95 | 10,323.93 11,526.95 11,526.95 11,526.95 11,526.95 | 11,526.95 11,526.95 | 11,526.95 | 11,526.95

Pre-tax
total 8. 11.14 366.05 15,866.05 15,866.05 15,866.05 | 15,866. £ 605 | 15866.05 @ 15,866.05
profits

Income

tax 107.77 1,066.67 2,379.91 2,379.91 2,379.91 2,379.91 2,379.91 2,379.91 2,379.91 2,379.91

Net

profit 610.7 6,044.47 13,486.15 13,486.15 13,486.15 | 13.486.15 | 13,486.15 | 13,486.15 | 13,486.15 | 13,486.15

NPM 0.85% 497% 9 77% ¢ ¢ o 9.77% 9. 9.77% ! o

Average
2ross
profit
margin
after
reachin 21.85% - - - - - - - - -
g the
full
producti
on
capacity

Average
net i
profit
margin
after
reachin 9.77% - - - - - - - . -
g the
full
producti
on
capacity

(1) Operating income calculation

7-3-34
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(I) Discrepancies between actual performance and forecast performance in the restructuring

valuation report

he valuation date for LEDVANCE was June 30, 2017. As of December 31, 2018, the
comparison between the actual performance of the acquired underlying asset LEDVANCE, and the
forecast performance in the restructuring valuation report is as follows:

Unit: EUR 1,000

Profit forecast period

Profit forecast

Actual operating profit

forecast

completion status

July-December 2017

7,807

7,886

Completed

2018

29,792

29,986

Completed

According to the above data, the actual operating performance of the acquired underlying asset,
LEDVANCE, for the period from July to December 2017 and for the full year of 2018 has met the
performance forecasts in the valuation report.

7-3-48
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coinpensation amount and details, in which Supplier A will compensate the Company RMB
110.1684 million for this product quality issues, and Supplier B will compensate RMB 96 million.

7-3-80 T
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its competitiveness and updates its products during its development. Before expanding production
capacity or launching new products, the Company often appropriately reduces the prices of related
products to open up market space. After the market gradually clears and some competitors exit, the
gross profit margin then gradually rebounds. In 2018, to release new production capacity, capture
market space, and respond to a price war from new competitors, the Company proactively adjusted
the prices of some packaging products. Additionally, some products of the Company had quality
issues in 2018 due to suppliers, which caused the Company's gross profit margin to reach a
historical low in 2018. Currently, the impact of the 2018 quality incident is gradually diminishing.
As the market clears and some competitors exit, the Company's gross profit margin is expected to
rebound gradually. In the second quarter of 2019, the Company's gross profit margin returned
to a normal level. The adjustment of the prices of some packaging products by the Company is
conducive to consolidating market share, capturing market space, and facilitating the absorption of
the production capacity of this project.

7-3-82
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