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OVERVIEW

We are one of the leading manufacturers of radio frequency (RF) coaxial cables series for
mobile communications in the PRC. Based on statistical data in the notice issued by Optical
and Electronic Cable Association of China, a sub-association of China Electronics Components
Association (FEETICHITEMELELEMETE) to Hengxin (Jiangsu) in June 2010,
Hengxin (Jiangsu) ranked second in terms of sales volume for RF coaxial cables series for
mobile communications among the majority of such manufacturers in the PRC in 2009.

Our products, marketed under the award-winning “HongSun” brand name, are used in
signal transmission systems by telecommunications operators and equipment manufacturers in
the PRC and overseas market. With a strong focus on research, design and product
development, our products are recognised for quality and are well received by major industry
players.

Our production base is located at No. 138 Taodu Road, Dingshu Town, Yixing City,
Jiangsu Province, the PRC, where we have comprehensive and advanced production facilities.
As at 30 September 2010, we owned 55 production lines, of which 43 production lines are
located in our existing production plants with an aggregate annual production capacity of
approximately 115,710 km and 12 production lines are located in our new production plant
with an aggregate annual production capacity of approximately 33,060 km. The construction
of our new production plant has been completed and the commercial operation has been
commenced in October 2010.

We have adopted a strategic regional sales system in the PRC. More specifically, we have
designated seven sales regions in the PRC, based on the geographical concentration of our
customers, to facilitate management of our sales and marketing activities. The seven regions
are Beijing, Northeast China, Northwest China, Central China, East China, South China and
Southwest China. Through such extensive sale and distribution network spanning the PRC, we
serve a blue-chip and established customer base comprising major telecommunications
operators such as China Unicom, China Mobile, China Telecom; and major
telecommunications equipment manufacturers in the PRC. Outside of the PRC, our products
are also exported to the international markets mainly within the Asian continent. In July 2009,
we successfully established our wholly-owned subsidiary in India, Hengxin (India), through
which we hope to grow our exports to the local market by selling our products directly to the
Indian telecommunications operators. Hengxin (India) has recognised sales to local
telecommunications operators since August 2010.

We are committed to enhancing production innovation and production efficiency through
research and development. During the [®], we have established technology exchange and
cooperation programmes with a Shanghai research institute, Zhejiang University (#77LAE2)
and Beijing University of Posts and Telecommunications (JLZXEHE KEL). Under the
cooperation program with such Shanghai research institute, we have developed and
commercialized 1 new variety of coaxial cables and obtained 1 registered patent for such new
product. Under the cooperation program with Zhejiang University (#77LRKE:), we have
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developed and commercialised 4 new varieties of coaxial cables and telecommunications
accessories, which are granted various awards and registered patents. We are currently working
on another 2 new varieties of coaxial cables and telecommunications accessories development
projects including antennas with Zhejiang University (WL KZ%). In August 2010, we entered
into a cooperation agreement with Beijing University of Posts and Telecommunications (363
FEARKEE) in respect of internet of things (IOT) and intelligent information processing.
Through such collaborations with research and education facilities, we are able to keep track
of the latest product technology and industry trends, improve our existing product line and
meet market requirements by developing new products promptly. We have also set up an
academician workstation (Bt 1= T/E¥}) in September 2010. The academician workstation will
engage in the research work of internet of things (IOT), an advanced technology in the world
today. Our Directors believe that the establishment of an academician workstation will drive
our technical innovation and strengthen our market competitiveness. Moreover, it will bring
opportunities to our Group to jointly carry out research work with the talented academic team,
which in turn may improve our research and development capability. Since our establishment
of Hengxin (Jiangsu) in 2003, we have developed and commercialised 59 new varieties of
coaxial cables and telecommunications accessories with 7 new varieties of coaxial cables and
telecommunications accessories under current development. As at the [®], we have obtained 15
patents in respect of our coaxial cables with another 6 patent applications have been accepted
by the State Intellectual Property Bureau and are in the process of application.

We have achieved growth during the three years ended 31 December 2009. The reduction
in capital expenditure by the three telecommunications operators in the PRC since 2010 has
resulted in the fall in demand for our products and thus our revenue for the nine months ended
30 September 2010. Our revenue was approximately RMB962.8 million, RMB1,214.2 million
and RMB1,615.3 million respectively for each of the three years ended 31 December 2009,
representing a CAGR of approximately 29.6%. Our net profit for the same periods was
approximately RMB106.7 million, RMB106.7 million and RMB149.9 million respectively,
representing a CAGR of approximately 20.2%. For the nine months ended 30 September 2010,
we recorded revenue of approximately RMB865.4 million and net profit of approximately
RMB79.3 million.

COMPETITIVE STRENGTHS
Our Directors believe that our competitive strengths are as follows:
We have a comprehensive sales and distribution network

Over the years, we have built a strong sales and marketing team, consisting of 55
professional sales personnel. To effectively serve our customers in the various markets and
ensure efficient allocation of resources, our sales and marketing team comprises two main
business units — market development department and overseas business department. For further
details, please refer to the paragraph headed “Sales and Marketing” in this section below.
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Our sales personnel, strategically located throughout the PRC, are able to effectively
market our products to our customers. In addition, they are trained to provide good pre-sales,
during sales and after sales services to all our customers to ensure that we foster a close and
strong working relationship with our customers. As at the [®], our products are principally sold
to 31 of 32 branches of China Unicom, 25 of 31 subsidiaries of China Mobile, 29 of 31
subsidiaries of China Telecom and 2 major equipment manufacturers. We believe that our
strong sales and marketing network will enable us to maintain our existing customers, attract
new customers and remain a market leader in the industry.

We enjoy a good reputation and brand name in the coaxial cable industry

We believe that our “HongSun” brand is a well-recognised brand of coaxial cables in the
PRC and one that is associated with good quality products. This is evidenced by the various
awards which we have received in recognition of our products. For details of our awards,
please refer to the paragraph headed “Awards and Honors” in this section below. We have built
a strong relationship with our customers and our market share has grown substantially over the
years. As a testimony of the popularity of our products, based on statistical data in notices
issued by Optical and Electronic Cable Association of China, a sub-association of China
Electronics Components Association (F'EEFICITEMELERS /T E) to Hengxin
(Jiangsu) in June 2010, Hengxin (Jiangsu) ranked second in terms of sales volume for RF
coaxial cables series for mobile communications among the majority of such manufacturers in
the PRC in 2009.

We have advanced manufacturing technology and large-scale production capacity

We leverage on the latest technological developments in the coaxial cable industry by
investing in new advanced manufacturing equipment to enhance our product quality and
expand our manufacturing capacity. We interact frequently with reputable international cable
equipment manufacturers to keep up to date with the latest technology and to enable us to
upgrade our equipment or acquire new manufacturing technologies in the shortest possible
time.

We are constantly expanding our production capacity to meet market demand. Our
large-scale production capacity enables us to reduce production and operational cost and
achieve economies of scale. We are thus able to increase the market competitiveness of our
products.

We offer a comprehensive range of RF coaxial cables series for mobile communications

Our main products are set out under the paragraph headed “Products” in this section
below. Our comprehensive range of RF coaxial cables series for mobile communications is able
to provide our customers with solutions for signal transmission in mobile communications, for
example, in base stations for mobile communications, high buildings, highways, subways,
tunnels, underground parking spaces and elevators. In addition, our other telecommunications
equipment which include coaxial cables for cable television network systems, coaxial cables
for network access and 50€ high-frequency coaxial cables are widely used for signal
transmission in cable television networks, broadband access networks and within
communications equipment. We believe that our comprehensive range of products will enable
us to meet the requirements of our customers and remain competitive in the PRC coaxial cable
industry.
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We have strong research and development capabilities

We are committed to continuously innovate and develop new products to meet diverse
market needs. To this end, as at the [®], we have a research and development department
comprising 31 experienced professionals who are responsible for new product development as
well as improving existing production processes. We have established research and
development collaborative relationships with a Shanghai research institute, Zhejiang
University (#77LK%%) and Beijing University of Posts and Telecommunications (Jt 5T
£L). In August 2010, we entered into a cooperation agreement with Beijing University of Posts
and Telecommunications (JL5THEFE R EL) in respect of internet of things (IOT) and intelligent
information processing. Through such collaborations, we are able to keep track of the latest
product technology and industry trends, improve our existing product line and meet market
requirements by developing new products promptly. We have also set up an academician
workstation (¢ £ T/E¥}) in September 2010. The academician workstation will engage in the
research work of internet of things (IOT), an advanced technology in the world today. Our
Directors believe that the establishment of an academician workstation will drive our technical
innovation and strengthen our market competitiveness. Moreover, it will bring opportunities to
our Group to jointly carry out research work with the talented academic team, which in turn
may improve our research and development capability. As at the [®], we have developed and
commercialised 59 new varieties of coaxial cables and telecommunications accessories to meet
the requirements of our customers and have obtained 15 patents in respect of our coaxial cables
and telecommunications accessories. Another 6 patent applications have been accepted by the
State Intellectual Property Bureau and are in the process of application. We believe that our
strength in research and development will enable us to remain competitive in the industry.

Please refer to the paragraphs headed “Research and Development” and “Intellectual
Property Rights” in this section below for more details on our research and development work
and patents.

We have an experienced and professional management team

We have an experienced management team with solid industry knowledge and extensive
operational experience. Our management team, led by Mr. Cui, our Executive Chairman and
one of the founders and directors of Hengxin (Jiangsu) since its establishment in June 2003,
has gained invaluable experience in operations and business management. Dr. Song Haiyan,
our Executive Director, has been in the PRC telecommunications industry for over 14 years and
has established a wide network of contacts and experience in sales and marketing. Our senior
managers, Mr. Li Qinghe and Mr. Ding Weilin, have on average more than 25 years of
experience in the industry and are equipped with in-depth knowledge relating to the research
and development. Our senior manager, Mr. Sun Yuliang, has more than 11 years of experience
in the communications cable industry and has in-depth knowledge in production management.

Our experienced and highly committed management team can empower and motivate our
staff to maximise their full potential to achieve results for our Company. We believe that our

management team is key to our continued growth and expansion.
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BUSINESS STRATEGIES

Our future plans for growth and expansion of our business are described below:

Further expand our sales network into overseas market

In order to widen our revenue stream, to diversify our business risks and to position us
for strategic growth beyond the PRC in the long term, we intend to further expand our sales
network to cover the overseas market. We plan to strengthen our existing sales network in
Southeast Asia and South Asia. Especially India, where the mobile communications market was
adversely affected by the global financial crisis since late 2008 and, in view of many mobile
operators had aggressively placed bids for 3G license in India and the India government had
just approved the results of 3G license auction in May 2010, we expect it to recover in the
coming years. We have established our subsidiary in India in July 2009 and recruited local
employees to facilitate our direct sales to India, enable us to provide instant response to
customers’ needs and strengthen our post-sale services. Various regulatory approvals, permits
and licenses that are materially necessary to carry on business in India have been properly
obtained. We intend to recruit additional local experienced sales personnel to enhance our sales
team. Currently, we have established business relationship with 2 telecommunications
operators in India. In addition to strengthen the existing sales to telecommunications operators
in India, we also target sales to equipment manufacturers by leveraging our sales experiences
to equipment manufacturers in the PRC. We do not expect any capital expenditures to be
incurred as Hengxin (India) is mainly a marketing company. We will also finance our

expansion plan in India through our internal funds.

We also plan to identify and seek growth opportunities in other geographical markets,
such as Russia, South America and Africa. We see potential for growth of the mobile
communications market in these countries where the communication technology lags behind
and the mobile phone penetration rate is lower than developed countries and the size of the
populations is relatively large which will drive significant investment in communication
infrastructure. Our expansion plans include conducting market research to understand the
preference of the potential markets, actively participating in trade fairs and exhibitions so as
to establish our presence, and paying visits to potential clients to promote our products. Our
marketing strategies also include seeking cooperation opportunities with major equipment
manufacturers given their established comprehensive sales network worldwide. We will
actively communicate with equipment manufacturers to understand the demand and preference
in the target markets. The package sold by equipment manufacturers, of which our products
form a part, could give publicity to our products, which could in turn facilitate the promotion
of our products to the customers. Moreover, we will consult competent agents in exploring the
target markets if necessary. Our overseas business department pays close attention to the
development of the overseas markets. If any target market demonstrates strong sales record and
sound potential growth, we may set up sales office to cater to this market. As at the [®], we
have not identified any target market to set up sales office.
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Diversify our product portfolio to antennas

We intend to develop antennas so as to boost our current range of communications and
technological products. By expanding our range of products to include antennas, we shall be
able to provide our customers with “one-stop value-added manufacturing services” along the
value chain of the telecommunications industry.

Similar to our RF coaxial cables series for mobile communications, antennas are also a
necessary part of a wireless communication network infrastructure which are responsible for
transmitting and receiving electromagnetic waves for communication purposes. In view of the
increasing number of mobile users in the PRC and emerging markets in Asia, such as India, as
a result of the booming economy in this region which may lead to the continuing increasing
volume of communication and thereby the demand for more communication network
infrastructure in which antennas are important parts, our Directors anticipate that there would
be a strong demand for antennas in the future. Our antennas project basically target the same
customers with our existing products, i.e., telecommunications operators and equipment
manufacturers. By leveraging our sales network, we will market the antennas products to our
existing customers. Antenna is a mature product and we believe that we are able to master the
relevant technical skills for antennas. All of our existing production equipment is unable to
produce antennas. We need to purchase new production equipments to cope with the production
requirement and new testing equipment to exam the performance of the antennas products.
Also, we plan to acquire new parcel of land and establish new production plant. As at the [®],

we are in the process of conducting initial research work on the antennas project.

Our Directors believe that, with antennas, we shall be able to provide complete solutions,
including antennas, RF coaxial cables and other accessories to our customers. In this way, we
enhance our market competitiveness and strengthen our leading position in the market.

Diversify our product portfolio to high temperature resistant cables

We intend to develop high temperature resistant cables so as to boost our current range
of communications and technological products. By expanding our range of products to include
high temperature resistant cables, we shall be able to expand our target customer and provide

a wider range of products.

High temperature resistant cable is used in the transmission of electronic power or
signals. Compared to our existing products, high temperature resistant cables meet the demand
for higher degree of safety under high temperature and extreme conditions of use. Accordingly,
high temperature resistant cable enjoys wider application areas, such as telecommunications
industry, computer industry, military industry, aerospace industry, automotive industry,
ship-building industry, medical treatment industry and chemical engineering industry. Along
with the enhancement of safety requirements for the above industries all the time, our Directors
anticipate that the demand for high temperature resistant cables is growing. In addition, the
technology for the manufacture of high temperature resistant cables in the PRC is in general
not up to the worldwide standard. Therefore the PRC has a [strong] reliance on imported
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high-end high temperature resistant cables. In view of the above, our Directors consider that
the prospects of high temperature resistant cables are brightening. Given the wide application
areas of high temperature resistant cable, we intend to approach new customers, such as
manufacturers of laptop computer, mobile phone, automotive or precision meter, operators for
fixed installation in school, hospital, high-building or central business centre, and
manufacturers in military industry. With our sophisticated technical skills and design
experience in developing RF coaxial cables, our Directors believe that we will be a competent
manufacturer of high temperature resistant cables. To implement our plan to develop and
manufacture high temperature resistant cables, purchase of machinery is needed. Moreover, we
plan to reconstruct our warehouse and use part of it as production plant for processing high
temperature resistant cables. As at the [®], we are in the process of conducting research work
on high temperature resistant cables project.

Enhance our research and development team

Our Directors consider our success is, to a significant extent, attributable to our strong
research and development capability. In order to maintain and elevate our position as a leading
RF coaxial cables manufacturer, we intend to devote additional resources to our research and
development team by recruiting additional expertise so as to strengthen our research and
development capabilities. We have plans to systematically recruit more graduates majoring in
microwave communications as well as quality research and development personnel to facilitate
our expansion. At the same time, we will continuously provide training programs to our
research and development team so as to keep abreast of the latest technological developments
in the communication industry. If necessary, we will also explore opportunities to collaborate
with universities and research institutes in order to leverage on their expertise. Moreover, we
have set up an academician workstation (B¢t T.YE¥%) in September 2010. The academician
workstation will engage in the research work of internet of things (IOT), an advanced
technology in the world today. The academician workstation is led by Dr. Song Haiyan, our
executive Director and general manager of Hengxin (Jiangsu), and Mr. Liu Yunjie. Mr. Liu is
an academician of Chinese Academy of Engineering (H'E] T#£Ft) and an expert in
communication and information system. He is currently the chief of the science and technology
committee of China Unicom. The academic team introduced by Mr. Liu includes six scholars
in Beijing University of Posts and Telecommunications (dLZERFERZ) and major in
communication engineering or electromagnetic field. Amongst the six scholars, one is
professor, four are associate professors and one is lecturer. Our Directors believe that the
establishment of an academician workstation will improve our research and development
capability through the opportunities to jointly carry out research work with such talented
academic team. For details of the academician workstation, please refer to the paragraph
headed “Research and development” in this section.

PRODUCTS

Our products are generally classified into two categories according to their area of
application, which comprise (i) RF coaxial cables series for mobile communications; and (ii)

coaxial cables for telecommunications equipment and accessories.
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The following table sets forth our revenue by product categories during the [®].

2007
RMB’000

RF coaxial cables

series for mobile

communications 818,644
Coaxial cables for

telecommunications

equipment and

accessories 144,180
TotalV 962,824

Note:

Year ended 31 December

%

85.0

2008
RMB’000

1,073,959

140,220

1,214,179

2009
%  RMB000 %
88.5 1,344,014 832
115 271251 168
100 1,615265 100

Nine months ended 30 September

2009
RMB’000
(unaudited)

1,026,877

196,061

1,222,938

%

84.0

2010
RMB’000

722,764

142,652

865,416

%

83.5

165

100

(1)  The sales mix between these two types of products is determined by the market demand and purchase orders

from our customers.

During the [®], we derive revenue mainly from (i) RF coaxial cables under the category

of RF coaxial cables series for mobile communications; and (ii) connectors and jumper cables

under the category of coaxial cables for telecommunications equipment and accessories. We

have also started to recognise revenue from the sales of leaky coaxial cables under the category

of RF coaxial cables series for mobile communications in 2010.

The table below sets out details about our products.

Product category

RF coaxial cables
series for mobile cables
communications

Product name

¢ RF coaxial

Major
applications

Transmit high-
frequency signals
between antenna
and base station
equipment. For use
in outdoor base
station wireless

signal coverage
system and indoor
wireless signal
coverage system in
buildings.
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Structure
characteristic
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Product category

Coaxial cables for
telecommunications
equipment and
accessories

Product name

e Leaky coaxial
cables

¢ Coaxial cables
for cable
television
networks and
broadband
network access

¢ 50Q) high-
frequency
coaxial cables

e Accessories
(Comprise
connectors,
jumper cables,
adapters,
lightning surge
arresters,
power splitters,
feeder clamps,
couplers,
grounding Kkits,
waterproof
kits, nylon
cable tie and
other
installation
tools.)

Major
applications

Transmit high-
frequency signals
and is designed to
radiate signals to
its surrounding
environment
through continuous
small antenna
elements along the
entire length of the
cable. For use in
wireless signal
coverage system
for railways,
highways, tunnels,
underground car
parks, elevators
and high buildings.

Transmit signals in
the cable television
networks and user
broadband
network.

Transmit signals
within microwave
communications
systems, radio
broadcast wireless
systems and air/sea
radar systems. For
use in
[communications
equipment in
control room] of
base station.

Function as
accessories to
wireless signal
coverage system
for base station.
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Target customers

— telecommunications
operators

— equipment
manufacturers

— cable television
network operators
in the PRC

— telecommunications
operators in
overseas market

— equipment
manufacturers

— telecommunications
operators

— equipment
manufacturers

Structure
characteristic

— outer conductor
is corrugated

— slots are cut on

the outer
conductor

— outer conductor
is braided

— outer conductor
is braided

— varied
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Our products are used in signal transmission systems for deployment into the network
which telecommunications operators are constructing and operating in the PRC and overseas
market. The following diagram illustrates how our products used in the base station wireless

communication infrastructure.
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The following diagrams illustrate the application of RF coaxial cables:

Outdoor Base Station Wireless Signal Coverage System
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Indoor Wireless Signal Coverage System in Buildings

Antennas

= RF coaxial cable
St

RF coaxial cable
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The following diagram illustrates the application of leaky coaxial cables:

Wireless Signal Coverage System for Underground Railway and Tunnel

Leaky Coaxial Cable

Underground Rai lway

PRODUCTION

Production facilities and capacity

Our production activities are currently carried out at our production base located at No.
138 Taodu Road, Dingshu Town, Yixing City, Jiangsu Province, PRC with a site area of
approximately 103,627 sq.m.. Several buildings and various ancillary structures with total
gross floor area of approximately 41,948 sq.m. were erected on the land. Our production base
complies with all applicable local and national environmental protection laws and regulations
in the PRC. There are no regulatory requirements or environmental issues that may materially
affect our utilisation of tangible fixed assets.

We have recently completed the construction of a new production plant, with a total gross
floor area of approximately 12,515 sq.m., on a parcel of land with a total site area of
approximately 19,947 sq.m. which is adjacent to our current production base. The new
production plant has been commenced operation in October 2010. The new production plant is
equipped with 12 production lines for the manufacture of RF coaxial cables series for mobile
communications with an aggregate annual production capacity of 33,060 km. Our Directors
believe that the expansion of production capacity will enable us to meet the growing demand
for our products in the future. As at the [®], we have not yet obtained the relevant land use
rights certificate for the new production plant and returned the building ownership certificate
of the new production plant to the PRC authority. If we are unable to obtain the land use right
of the Land, we will not be able to obtain the building ownership certificate of the new
production plant, and consequently we need to demolish the new production plant and relocate
the production facilities. For details of the defects in the legal title of such properties, please
refer to the paragraph headed “There are defects in the legal title of part of the land occupied
by our production base and a new production plant erected thereon” in the section headed “Risk
Factors” in this document.
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We currently have a total of 55 production lines, of which 43 production lines are located
in our existing production plants with an aggregate annual production capacity of
approximately 115,710 km and 12 production lines are located in our new production plant
with an aggregate annual production capacity of approximately 33,060 km. These production
lines for different stages of production comprise physical foaming production lines, argon arc
welding production lines and sheath production lines. Some of these production lines, for
example, physical foaming production lines and sheath production lines, can be used for both
of the production of RF coaxial cables series for mobile communications and some of coaxial
cables for telecommunications equipment and accessories including coaxial cables for cable
television networks and broadband network access and 50€) high-frequency coaxial cables.
Argon arc welding production lines, which are exclusively used for the production of RF
coaxial cables series for mobile communications, cannot be used for the production of coaxial
cables for telecommunications equipment and accessories. We acquired all physical foaming
production lines from Austria for the production of RF coaxial cables to enhance our product
quality. Our Directors believe that these advanced manufacturing equipment together with the
production know-how development by our research and development team have enabled us to
produce high quality products consistently. The production lines generally operate 24 hours a
day and six days a week. Our production staff generally work eight hours a day and there are
three shifts per day at our manufacturing equipment. Our production staff keeps checking on
the operation of the manufacturing equipment on a daily basis. In each January, our equipment
department issues an annual maintenance schedule for each production line, followed by
regular maintenance works which are carried out in order to ensure the proper functioning of
the manufacturing equipment.

The annual production capacity and the utilisation rate for the production of our RF
coaxial cable series for mobile communications during the [®] are as set out below. Due to the
variety of our telecommunications equipment and accessories, no one single product can be
considered a meaningful representative for the purpose of measuring production capacity and
utilisation rate.

Nine months

ended
Year ended 31 December 30 September
2007® 20087 2009 2010
Production capacity
(km)®" 38,280 52,170 103,170 82,593
Production volume (km) 39,333 60,640 110,609 48,464
Utilisation rate (%) 102.8 116.2 107.2 58.7

Notes:

(1) Our production capacity is estimated based on (i) [290] operating days per year and [207] operating days
for the first nine months in 2010; and (ii) the estimated working shifts by our Company according to
the expected demand during the respective year. According to our Company, there were two working
shifts per operating day for our production facilities in 2007 and 2008 and three working shifts per
operating day in 2009 and 2010. The additional working shift since 2009 reflected the expected strong
demand from the construction of 3G network in the PRC.

(2)  For the year ended 31 December 2007, utilisation rate was in excess of 100% due to our production
facilities operated up to 30 days per month in order to fulfil our customers’ orders in certain months.
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3)

)

(%)

For the year ended 31 December 2008, we increased our production capacity by adding one production
line in March 2008 and fine-tuning our technical know how. Our utilisation rate was in excess of 100%
due to our production facilities operated up to 30 days per month in order to fulfill our customers’ orders
in certain months.

For the year ended 31 December 2009, we increased our production capacity by adding two production
lines in June 2009 and fine-tuning our technical know how. Our utilisation rate was in excess of 100%
due to our production facilities operated up to 30 days per month in order to fulfill our customers’ orders
in certain months.

For the nine months ended 30 September 2010, the substantial decrease in utilisation rate was primarily
due to the decrease in demand for our products from the three telecommunications operators in the PRC
as a result of their reduction in capital expenditure in 2010. Our Group expects the fall in demand for
our products will continue for the rest of 2010 and thereby induces the decrease in our revenue and net
profits for the financial year of 2010.

Production process

The core process for manufacturing our main products — RF coaxial cable series for

mobile communications is as follows:

Copper conductor

K

Jacketing Testing Packaging & warehousing

It generally takes about 200 minutes to produce one kilometre RF coaxial cables from

reshaping to packaging.

Reshaping. The copper conductor is straightened in two vertical directions with

multi-group roller straighteners to eradicate minor curvatures in the inner conductor.

High-quality wiredrawing moulds are used to pull and reshape the copper conductor to clean
and smooth its surface.
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Covering. An inner layer of low-density PE and EVA glue is squeezed onto the preheated
inner conductor to serve as an adhesive and watertight layer.

Physical foaming. High-pressure gas is injected into the melted composite polythene
(using our internally developed formula) to form a foaming insulation layer consisting of
independent and evenly distributed air holes. This process employs precisely controlled
air-injection system and unique die design and other advanced and automated technologies.

Forming. Copper tape is evenly and smoothly wrapped around the insulated core.

Welding. Under the protection of inert gas, an electric arc is ignited between the electrode
and joining seam with high voltage and high-frequency or high-voltage pulse to generate high
temperature and evenly fuse the joining seam to form the welded pipe.

Corrugating. The welded pipe is corrugated continuously using a specially designed
mould under high-speed rotation to become a corrugated pipe.

Slotting. Used only for the manufacturing of leaky coaxial cables. Slots are cut on the
outer conductor with a slotting equipment specially designed to produce a symmetrical ring or
spiral design.

Jacketing. Melted PE or fire-retarding PE jacket material is squeezed out under high
temperature and then wrapped evenly and continuously on the outer conductor.

Testing. The final product is checked to ensure that it is free from any defects and to
ensure adherence with our quality standards and the requirements of our customers.

RAW MATERIALS AND PURCHASES

Our key raw materials comprise copper-based materials, such as copper tape and copper
conductor, and PE. Copper-based materials form approximately 78.7%, 73.8%, 64.7% and
75.3% of our total purchases for each of the [®], respectively. PE for the same periods form
about approximately 10.1%, 12.3%, 11.8% and 10.9% of our total purchases, respectively. To
better control our inventory risk, we generally procure our key raw materials based on purchase
orders.

In order to ensure the quality of raw material supply, our logistics department carries out
stringent assessment on each potential supplier before putting on our qualified suppliers list.
The assessment works cover operation scale, reputation, product portfolio and pricing level.
We select suppliers by a tendering process organized quarterly or semiannually. We only invite
our qualified suppliers to the tender. The bidders are required to submit tenders to our tendering
committee comprising our general manager of Hengxin (Jiangsu) and other members from
technical department, quality control department and logistics department. Our tendering
committee carries out an evaluation process to assess the bidders taking into consideration the
price, quality of service, quality of components, reliability, delivery time and credit terms
provided. We usually select 2 to 3 winners and allocate our orders amongst them.
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We have not entered into any hedging transactions in relation to copper. However, we still
have protective measure against the fluctuations in copper prices. On the purchases side, we
only purchase copper when purchase orders are confirmed with our customers. Further, the
copper-based materials are purchased on a “cost-plus” basis, pursuant to which the price of
copper-based materials is determined on the prevailing price of copper plus a processing fee
charged by the suppliers. On the sales side, in the framework agreements that we have entered
into with the three telecommunications operators, the selling prices of our products are directly
linked to the copper prices, which can hedge against our risk associated with the fluctuation
of copper prices. Some of the framework agreements prescribe the selling prices for each
category of products under different copper price ranges while some prescribe a basic selling
price for each category of products and in addition a formula that allows the adjustment of the
selling prices for each category of products in the event that the fluctuation of the copper price
exceeds the prescribed limit. As such, we could pass on most of the risk of copper prices

fluctuations to our customers.

Copper spot prices on London Metal Exchange (LME)

US$/ metric tonne

10,000

o0 P VAN

6,000 |

4,000 | W

2,000

0 T T
2/1/2007  2/7/2007  2/1/2008  2/7/2008  2/1/2009  2/7/2009  2/1/2010  2/7/2010

Source: Bloomberg

As per the chart above, during the [®], copper prices remained high during 2007 and the
first half of 2008 at around US$5,000 — US$9,000 per metric tonne. As a result of the 2008
financial crisis, the copper price fell abruptly. Since beginning of 2009, copper prices were

gradually on an upward trend.
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We purchase all our raw materials from local suppliers and foreign suppliers with
distribution network in the PRC. We normally settle such purchases by way of banker’s
acceptance and bank transfers denominated in Renminbi. For copper-based materials, our
suppliers normally grant us credit term of [15 days from the date of issuance of invoices], while
for other raw materials we normally obtain credit terms in the range of [30 to 180 days from
the date of issuance of invoices]. Sometimes, when we have urgent need for raw materials, we
make payment upon delivery to ensure timely delivery of raw materials. Due to the close
relationships with and proximity to our suppliers, we have not have experienced any significant

problem with the supply of raw materials for our production needs during the [®].

For each of the [®], our five largest suppliers in aggregate accounted for approximately
67.4%, 63.8%, 57.4% and 61.6%, respectively, of our total purchases of raw materials.
Purchases from our largest supplier for the same periods accounted for approximately 20.4%,
25.8%, 29.4% and 31.9%, respectively, of our total purchases. To the best knowledge of our
Directors, none of our Directors, their associates or any shareholders of our Company holding
more than 5% of the issued share capital of our Company, had any interest in any of the above

five largest suppliers during the [®].

During the [®], we have purchased PE for the manufacture of our products from Suzhou
Hengli Telecommunications Materials Co. Ltd. (B = FH(E M EABR/ATF]), a [@] of our
Group under Chapter 14A of the [®], in the ordinary and usual course of business. Please refer
to the section headed “Connected Transactions” in this document for the details of the

transactions.
QUALITY CONTROL

We have established a quality management system with internal quality control guidelines
based on the ISO9001:2000 standards and were awarded the ISO9001:2000 certification by the
TL Certification Center (% #a@nsH[>) (then known as the China Information and Industry
Department, Telecommunications Certification Centre) (9 [BI{5 5L 2 355080 5 40 {5 B & & g
a0 in 2003. Our manufacture and service of RF coaxial cable, jumper cable and
connector were accredited the ISO 14001:2004 certificate and the OHSAS 18001:2007
certificate by Det Norske Veritas in June 2010.
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Besides our internal quality controls, we are required to comply with various industry

technical standards set by the various PRC authorities. The details of such standards are set out

as follows:

Standards

YD/T1092-2004

YD/T1120-2007

YD/T1119-2001

YD/T 1174-2008

YD/T 1967-2009

YD/T 1966-2009

YD/T 1542-2006

Governing Authority

Ministry of Industry and
Information Technology of

the PRC (¥ AN RILAIH T
2AE BALT)

Ministry of Industry and
Information Technology of
the PRC ("h#E A\ RAANE T
SERE BALHB)

Ministry of Industry and
Information Technology of

the PRC ("F#E AN RILAIH T
EAE BALT)

Ministry of Industry and
Information Technology of

the PRC (¥ AN RILAIE T
EMME BALHD)

Ministry of Industry and
Information Technology of
the PRC (Fh3E A\ RAANE T
SERNE BALHB)

Ministry of Industry and
Information Technology of

the PRC (¥ N RILFNE T
G BALT)

Ministry of Industry and

Information Technology of
the PRC (FF#EARICAIE T
ZEAE BALED)
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RF coaxial cable series for
mobile communications

(FEpiE 5 FIRFES)

Leaky coaxial cable (it [7] i
wEA)

Super-flexible RF coaxial
cable series for mobile
communications

(@ 5 I ERFEM

Central office coaxial cables

(Ja ] ik 458

50Q radio frequency coaxial
connectors for mobile
communications (F5E)3EE

FH 50 € S5 [R] i 42 49

50€Q radio frequency coaxial
jumpers for mobile
communications (F5E)E G

50 Q S SE[R] hBk A%)

Technical requirements and
testing methods for surge
protective devices of
signaling networks (17 954
AR IR AR (SPD)T M7 2
KA IE)
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We have obtained a number of product certificates indicating our products are complied
with the above industry technical standards. The validity of such product certificates are
subject to annual inspection by the issuing authority. The details of our product certificates are

as set out as follows:

Certificate

Product Certification

(1/4”S super-flexible RF
coaxial cable)

(1/4” SHE 51 J ] i 7

Product Certification
(1/4” RF coaxial cable)
(174> 555 A [w] sy 75 458

Product Certification
(3/8”S RF coaxial cable)
(3/8”S 8 I 5 AFi ] i B 4

Product Certification
(3/8” RF coaxial cable)
(378 5 HH ] Wi FE 4

Product Certification

»

)

Applicable
Standards

YD/T 1119-2001

YD/T 1092-2004

YD/T 1119-2001

YD/T 1092-2004

YD/T 1119-2001

Issuing
Authority

TL Certification
Centre (Z=HIER
s L)

TL Certification
Centre (ZZH#R
oy ':P L»‘

TL Certification
Centre (Z=HER
LR

TL Certification
Centre (ZZT#2
7L

TL Certification
Centre (ZE T #2

Validity

3 June 2009 to
2 June 2012

13 June 2008 to
12 June 2011

25 May 2010 to
24 May 2013

25 May 2010 to
24 May 2013

25 May 2010 to

(1/2”S super-flexible
RF coaxial cable)

(1/2°S 768 Z 1 [R] i 75 285

24 May 2013
R

Product Certification
(1/2” RF coaxial cable)

(1727 SJH3H][R h 7E

)

Product Certification

(7/8”S super-flexible

RF coaxial cable)

(7/8” S8 Z% 5 W [F] il 75

Product Certification
(7/8” RF coaxial cable)
(718 5§ 4[] i FE 4

)

)

YD/T 1092-2004

YD/T 1119-2001

YD/T 1092-2004
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TL Certification
Centre (ZZT#2
o)

TL Certification
Centre (RWR
e ':F“L.‘

TL Certification
Centre (70
L)

25 May 2010 to
24 May 2013

25 May 2010 to
24 May 2013

25 May 2010 to
24 May 2013
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Applicable Issuing
Certificate Standards Authority Validity

Product Certification
(7/8” leaky coaxial cable)
(7/8” 1 {1k ] i T 40

Product Certification
(1-1/4” RF coaxial cable)
(1-1/4” 53 5[] iy 25 488

Product Certification
(1-5/8” RF coaxial cable)
(1-5/8” 55F 45 [] il 76 485

Product Certification
(1-5/8” leaky coaxial
cable)

YD/T 1120-2007

YD/T 1092-2004

YD/T 1092-2004

YD/T 1120-2007

TL Certification
Centre (Z=HIER
)

TL Certification
Centre (Z=HIRR
L)

TL Certification
Centre (&%
i L)

TL Certification
Centre (R
7E L)

24 June 2009 to
23 June 2012

25 May 2010 to
24 May 2013

25 May 2010 to
24 May 2013

24 June 2009 to
23 June 2012

(1-5/8 i ] iy 76 485)

For details of the financial impact on our Group if we fail to obtain or renew these product
certificates, please refer to the paragraph headed “Failure to meet the prescribed industry
technical standards in the industries and markets we serve may attract product liability claims
and may adversely affect our business and financial performance” in the section headed “Risk
Factors” in this document.

We have instituted the following quality control procedures into our manufacturing
processes in order to ensure ongoing compliance with the product certificates and industry
technical standards, as they are integral to the quality of our products:

Raw material quality control. We assess and select our suppliers after conducting market
research and in accordance with our Company’s internal formulated guidelines set out under
“Standards for Procurement of Raw Materials” (JE#1 B iR #i). We will also compile a list
of selected suppliers to build up a database of good suppliers. Examination of each batch of
incoming raw materials is carried out based on the “Standards for Inspection of Raw Materials”
(JEM RSB EE R #) and raw materials that do not fulfil the necessary quality requirements are
rejected.

Production process quality control. We import advanced production equipment from
countries such as Austria, the USA and Italy. Such production equipments are equipped with
advanced automated control technology and automated monitoring control systems to carry out
comprehensive checks on the quality of our cables.

Quality control of semi-finished products. At each physical foaming stage and welding
stage, there is an examination station whereby inspection personnel are equipped with
advanced testing equipment and an examination of the semi-finished product is carried out
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based on the internal guidelines set out in “Inspection Standards for Semi-finished Products”
CEEAABERIEME). These inspection personnel are responsible for examining semi-finished
products and identifying any defects to ensure that the semi-finished products are free from
defects before it goes on to the next stage of the production process.

Quality control of finished products. Our products are subject to a final quality
inspection before they are delivered to our warehouse. In accordance with our internal
guidelines “Inspection Standards for Finished Products” (7 fif H R BR ), our inspection
personnel make use of advanced equipment to carry out inspections on the various performance
parameters of our products to ensure that our products are free from defects and meet the
requirements of our customers. Only products which pass the final quality control inspection
are issued qualified product certificates and allowed to be sold on the market.

We have a team of [54] professional quality management personnel, who are responsible
for the implementation of our quality management policy.

INVENTORY CONTROL

We closely monitor and control our inventory levels of raw materials and finished
products to optimize our operations.

Our inventory of raw materials is primarily comprised of copper-based materials, and PE.
We normally purchase key raw materials, i.e. copper-based materials, and PE, upon receipt of
purchase orders from our customers. For our production purposes, we maintain a stock level
of our requirement for copper-based materials for a period of 4 to 5 days and for PE of 3 days.
In addition, our inventories are managed on a “first-in first-out” basis whereby supplies
received first will be the first to be used for our manufacturing processes.

Our inventory of finished products is comprised mainly of products awaiting delivery to
customers. We own warehouse in our production base and lease warehouse in India, which are
directly monitored by Hengxin (Jiangsu) and Hengxin (India) respectively. We conduct stock
take on a monthly basis on these warehouses. In addition, we have entered into logistics service
agreements with four independent logistics service providers in Shenzhen, Guangzhou, Beijing
and Shanghai in the PRC, which are near to our major customers and logistically convenient.
Normally, we keep a reasonable level of common used finished products in the logistics service
providers’ warehouses so as to serve our customers more efficiently. We track these finished
products by placing delivery notice to the logistics service providers, conducting stock take on
a semi-annual basis and preparing aging analysis report on a quarterly basis.

As at [®], our inventory, comprising raw materials, work-in-progress and finished goods,
amounted to approximately RMB96.4 million, RMB123.3 million, RMB184.2 million and
RMB102.6 million, respectively. Our inventory turnover days (being the average of the
beginning and ending balance of inventory divided by cost of sales and multiplied by the
number of days during the year/period) during the same period were approximately 45 days,
41 days, 43 days and 56 days, respectively.
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SALES AND MARKETING

Our products are generally classified into two categories which comprise (i) RF coaxial
cables series for mobile communications; and (ii) coaxial cables for telecommunications
equipment and accessories. Such products are principally sold to telecommunications operators

and equipment manufacturers in the PRC and overseas market.

Sales network

Our sales are currently concentrated in the PRC. The following table sets forth our

revenue by geographical areas during the [®].

Year ended 31 December Nine months ended 30 September
2007 2008 2009 2009 2010
RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %  RMB’000 %
(unaudited)
PRC (including Hong
Kong) 837,233 86.9 954,804  78.6 1,526,800 945 1,156,710  94.6 838,285  96.9
South Asia"” 124971 13.0 259375 214 85,165 5.3 64968 5.3 21426 25
Others® 620 ﬂ - - 3,300 ﬂ 1,260 ﬂ 5,705 ﬁ
Total 962,824 100 1,214,179 100 1,615,265 100 1,222,938 100 865,416 100
Notes:
1. The countries of the external customers included in this category included India, Indonesia, Singapore

and Australia etc. No further analysis by countries of this category is presented because the revenue
from each individual country is insignificant to the total revenue.

2. The countries of the external customers included in this category included Kuwait, Iran, Mexico and
Costa Rica etc. No further analysis by countries of this category is presented because the revenue from
each individual country is insignificant to the total revenue.

Our sales coverage spans throughout the PRC. We have established market development
department adopting a strategic regional sales system in charge of the sales and marketing
activities relating to the PRC market. More specifically, we have designated seven sales
regions in the PRC, based on the geographical concentration of our customers, to facilitate
management of our sales and marketing activities. The seven regions are Beijing, Northeast
China, Northwest China, Central China, East China, South China and Southwest China. Our
sales representatives of each sales region maintain regular contact with customers to promote
products, negotiate contract terms, monitor product performance and customer satisfaction,

provide technical supporting and follow up trade receivables.
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In addition, we have established the overseas business department in charge of the sales
and marketing activities relating to the overseas markets. We currently export our products
directly to India, Singapore, Indonesia and Australia, of which India contribute the majority.
Our sales to South Asia experienced substantial increase in 2008 and significant decline in
2009 and 2010. The reasons for the significant drop was mainly due to the global financial
crisis since late 2008 which led to the decrease in the infrastructure investment in base stations,
and a de-inventory process in India telecommunications equipments market in 2009 as a result
of the higher level of inventory of telecommunications equipments in India in 2008. However,
in view of many mobile operators had aggressively placed bids for 3G license in India and the
India government had just approved the results of 3G license auction in May 2010, our
Directors expect that the Indian market will be recovering in the coming years and our sales
and marketing strategies in the overseas market remain unchanged. In July 2009, we
successfully established our wholly-owned subsidiary in India, Hengxin (India), through which
we hope to increase our exports to the local market by selling our products directly to the
Indian telecommunications operators. Hengxin (India) has recognised sales to local
telecommunications operators since August 2010.

Sales model

We normally have to bid for the sale of our products through tenders organised by our
customers. Our sales representatives of each sales region, among their other duties, are
responsible for liaising with customers and gathering information in respect of potential sales.
After receipt of invitation by the customers, our commerce department prepare tender
documents setting out our proposals based on the information required under the invitation. We
would then submit the tender documents to our customers. If we are successful in the tenders,
we will enter into formal agreement with the customer. Such formal agreement generally has
a term of one year with major terms in product volume, product pricing, delivery time, payment
terms, compliance with applicable national and industry standards and termination and
liabilities in the event of breach. Based on the formal agreement, the customers will place
purchase orders depending on their demand. The purchase orders specify product prices. We
offer a warranty period of three years and delivery period of no more than three weeks to our
customers in general. The warranty costs incurred during the [®] are immaterial to our revenue
and net profits. We are responsible for supplying our products to our customers and no
installation services are provided by us to our customers. Currently, we have entered into
framework agreements with each of China Unicom, China Mobile and China Telecom,
specifying expected purchasing amount, product pricing including price adjustment in
accordance with fluctuation of copper price, delivery arrangement, product warranty and
liabilities in the event of breach. The framework agreements are normally valid until the
customers declare the result of the next tenders and/or we enter into new framework
agreements with the customers. According to our PRC legal advisers, Shanghai Veritas Law
Corporation, the framework agreements entered into between us and each of China Unicom,
China Mobile and China Telecom are legally binding.

Sales contribution through tenders accounted for approximately 84.5%, 83.6%, 94.1%
and 89.7% of our revenue during the [®], and the success rate of our bid over the same period
was approximately 67.7%, 65.4%, 65.6% and 62.5%, respectively.
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Pricing

Product and contract pricing is controlled and determined by our [management team] and
it is the responsibility of our commerce department to execute such plan. We usually have to
bid for contracts through a tendering process organized by our customers. In determining our
bid price and each product price, we will have regard to a number of factors, including cost of
production which is mainly affected by prices of raw materials such as copper and PE, our
business strategies and the level of likely competitive price given the prevailing market
conditions.

Credit policy

Our sales to domestic customers are settled in Renminbi by way of banker’s acceptance
and bank transfers, while our export sales are generally settled in US dollars by telegraphic
transfer.

Before accepting any new customer, we assess the potential customer’s credit quality and
define credit limits by customer. We use publicly available financial information and our own
trading records to rate our major customers. We only transacts with customers that have good
credit quality. Our exposure and the credit ratings of our counterparties are continuously
monitored. Credit exposure is controlled by the counterparty limits that are reviewed and
approved by the management. The management generally grants credit only to customers with
good credit ratings and also closely monitors overdue trade debts. The credit terms that we
offered to the three telecommunications operators in the PRC generally comprise two stages
according to the payment terms as stipulated in the related framework agreement. At first stage,
a portion of our bill is to be settled upon the receipt of our products. At second stage, the
remaining portion will be settled upon the passing of final testing of the construction of their
network infrastructures such as base stations in which our products form a part. The
recoverable amount of each individual trade debt is reviewed at the end of each reporting
period and adequate impairment for doubtful debts is made for irrecoverable amounts with
reference to the aging of the trade debts, payment history, trading records and other publicly
available information. In determining the recoverability of the trade receivables, we monitor
any change in the credit quality of the trade receivables since the credit was granted and up to
the end of the reporting period.

We have implemented a credit control system to minimise the risk of doubtful debts.
Generally, we extend credit period of 180 days to our trade customers. The following are the
key measures implemented to minimise our credit risk:

. We have implemented a system of credit period approval. Credit period which is
longer than 180 days requires the approval by Dr. Song Haiyan, our executive
Director.

. We focus our sales on customers which have proven financial track record and are
creditworthy. Majority of the sales are generated from the major telecommunications
companies in PRC, such as China Unicom, China Mobile and major equipment
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manufacturers. They are reputable in the industry and have strong financial
resources. For customers other than the major telecommunications companies and

major equipment manufacturers, we normally require cash on delivery.

. On a periodic basis, we review our customers’ creditworthiness and payment trend.
Under our internal control system, if a customer does not satisfy our credit review,
we will list and highlight such customer to our sales personnel. We will only sell to
such customer upon receipt of their advanced payments.

We made allowance for doubtful trade debts of approximately RMB15.8 million,
RMB15.8 million, RMB15.8 million and RMB15.8 million as at [®], respectively.

Customers

Our customers mainly include (i) telecommunications operators, such as the various
branches or subsidiaries of China Unicom, China Mobile and China Telecom; and (ii)
equipment manufacturers. During the [®], we principally sell our products to 31 of 32 branches
of China Unicom in the PRC, 25 of 31 operating subsidiaries of China Mobile in the PRC, 29
of 31 subsidiaries of China Telecom in the PRC and 2 major equipment manufacturers. For
each of the [®], revenue arising from sales to the China Unicom group of companies, the China
Mobile group of companies and the China Telecom group of companies in aggregate accounted
for 66.5%, 64.8%, 76.2% and 72.0% of our total revenue, respectively. The reduction in capital
expenditure by the three telecommunications operators in the PRC since 2010 has resulted in
the fall in demand for our products and thus our revenue for the nine months ended 30
September 2010. Our Group expects such slowdown in demand for our products induced by
reduction in capital expenditure by the three telecommunications operators will continue for
the rest of 2010, resulting in the decrease in our revenue and net profits for the year ending 31
December 2010.

We have established strong working relationships with our major customers, through the
quality of our products and good customer service. Our sales team, including market
development department and overseas business department, comprises 55 sales personnel who
have accumulated on average of at least 5 years of sales experience each in the coaxial cable
industry. Our sales team is responsible for coordinating with and handling enquiries from
customers and providing after sales services including providing technical training, installation
guidance and maintenance service in order to strengthen the relationship and communication
with our customers. Our sales team also operates a 24-hour hotline and gives response within
24 hours. We had not encountered any material defective product claims during the [®].

If each group of China Mobile, China Unicom and China Telecom is regarded as a single
customer, our five largest customers in aggregate accounted for approximately 88.0%, 83.9%,
86.7% and 85.5%, respectively, of our total sales for each of the [®]. Sales to our largest
customer for the same periods accounted for approximately 34.7%, 32.1%, 36.8% and 36.6%,
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respectively, of our total sales. As at the [®], we have established two to seven years of business
relationship with the five largest customers. To the best knowledge of our Directors, none of
our Directors, their associates or any shareholders of our Company holding more than 5% of
the issued share capital of our Company, had any interest in any of the above five largest
customers during the [®].

Marketing

Our sales team is also responsible for conducting marketing activities to expand our
business. We promote our products through participating in industry trade fairs and advertising
in industry publications and on websites. For each of the [®], our marketing expenses were
RMBO.1 million, RMB1.0 million, RMB4.2 million and RMB2.5 million, respectively.

In order to further expand our business, we intend to strengthen our market position and
further increase our sales of leaky coaxial cables for railways uses in the PRC. Our sales team
maintains close business relationship with our customers, which enable us to better understand
their requirements and promptly respond to their procurement needs. At the same time, we will
continue to pursue export opportunities in geographical markets outside the PRC. Please refer
to the paragraph headed “Business Strategies” in this section.

RESEARCH AND DEVELOPMENT

We are committed to keeping up with advancements in technology and in developing new
products. As at the [®], our research and development department comprises 31 professional
technical personnel who each holds at least a tertiary degree and has accumulated much
experience and expertise in the product development of coaxial cables.

During the [®], we have established collaborative relationships with a Shanghai research
institute, Zhejiang University (#T7LK%E) and Beijing University of Posts and
Telecommunications (JLHUHESEE K EL) which we believe will enhance our research and
development capability. In March 2005, we entered into a cooperation agreement with such
Shanghai research institute in respect of the material and application areas of environmental
friendly cables. Such Shanghai research institute agreed to provide technical support and
consultation, while we are mainly responsible for the cost and expenses, requisite equipment
and raw materials and working place. The cooperation agreement has a term of 5 years and
expired on 31 March 2010. No terms of the cost and profit sharing arrangement, right to
intellectual properties and termination clause have been set out in the cooperation agreement.
Our Directors confirm that the research results and the rights to intellectual properties under
the cooperation program with such Shanghai research institute are owned exclusively by us.
Under the cooperation program with such Shanghai research institute, we have developed and
commercialised 1 new variety of coaxial cables and obtained 1 registered patent for such new
product. Currently, we have no intention to renew the cooperation agreement with such
Shanghai research institute. In August 2006, we entered into a cooperation agreement with
Zhejiang University in respect of leaky coaxial cables and accessories for 3G base station.
Zhejiang University has agreed to provide technical support, requisite equipment and personnel
in consideration of our annual payment of RMB200,000 as research fee. The research results
and the rights to intellectual properties will be owned exclusively by us and there is no
profit-sharing arrangement in respect of such cooperation. The cooperation agreement has a
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term of 3 years and has been renewed for another 3 years commencing from 1 August 2009.
Under the collaboration with Zhejiang University, we have developed and commercialized 4
new varieties of coaxial cables and telecommunications accessories, as shown in the below
table, and are currently working on another 2 new varieties of coaxial cables and
telecommunications accessories development projects with Zhejiang University.

Year of
commercial

Product Awards/patents sales

Quarter-wave broadband Advanced Technology Product 2006
lightning surge arrester for Certificate (&4l 2 58 E 76 )
mobile communications by Jiangsu Science and Technology
base station (F5E)HEAE Lk Bureau (71f#k & FHE2 5 i )

FIPU 73 22— A= TOMH ] i e
)

Surge protective device for Advanced Technology Product 2009
3G mobile communications Certificate (/=11 il 28 /i 582 75 35)
TD-SCDMA technology by Jiangsu Science and Technology
(%5 =REG) BB HETD- Bureau (VL% & PHE T HE)

SCDMA H il i} 76 T fR v 4%

Low attenuation connector obtained [3] patents 2009
for mobile communications
antennas system (FEj# {5
KR SN IR FEEE )

Leaky coaxial cable for obtained [1] patent and in the process 2010
railway system (L3 284 of applying for [2] more patents
FR A0 U it ) o 456

In August 2010, we entered into a cooperation agreement with Beijing University of Posts
and Telecommunications (65T HEFE K EL) in respect of internet of things (IOT) and intelligent
information processing. Beijing University of Posts and Telecommunications has agreed to
provide technical support and consultation in consideration of our annual payment of
RMBS800,000 as research fee. The research results and the rights to intellectual properties will
be owned by us and there is no profit-sharing arrangement in respect of such cooperation. The
cooperation agreement has a term of 5 years commencing from 8 August 2010.

To ensure that we keep up with the latest technological developments and commercialise
our research and development efforts into successful products in the market, we rely on our
sales team to interact with our customers to understand market demands. Based on their
feedback, we will research and develop new products suitable for the market. After the
products are successfully developed, the research and development team will carry out relevant
business training for our sales personnel to ensure that new products are marketed effectively
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as soon as possible. Our commitment to synergise our research and development with our sales
and marketing efforts will satisfy our customers demand for new products and give us an edge
over competitors in the industry.

In developing new products, we focus on enhancing the technology and increasing the
market competitiveness of our products. As a result of the improvement in our technology, we
have developed products such as the super-flexible coaxial cable and low-attenuation coaxial
cable. In addition, we concentrate on developing relevant products used in communications
system and research on applications of our products such as developing leaky coaxial cables
to railways. As a testament of our research and development capabilities, we have received a
number of awards for our products. Please refer to the paragraph headed “Awards and Honors”
in this section for details on the awards.

We have developed and commercialised 59 new varieties of coaxial cables and
telecommunications accessories since 2003. We have 7 new varieties of coaxial cables and
telecommunications accessories under development (including 2 development projects with
Zhejiang University (W7 KE)) as at the [®].

We have also set up an academician workstation (Btd: LfE%f) in September 2010.
Academician workstations in Jiangsu Province are regulated by Provisional Measures on
Administration of Academician Workstations in Enterprises of Jiangsu Province. The
academician workstation is led by Dr. Song Haiyan, our executive Director and General
Manager of Hengxin (Jiangsu) and Mr. Liu Yunjie. Mr. Liu is an academician of Chinese
Academy of Engineering ([ T#£Pt) and an expert in communication and information
system. He is currently the chief of the science and technology committee of China Unicom.
Our Directors believe that the establishment of an academician workstation will drive our
technical innovation and strengthen our market competitiveness. Moreover, it will bring
opportunities to our Group to jointly carry out research work with the talented academic team,
which in turn may improve our research and development capability. The academic team
comprises Mr. Liu Yunjie and five members. All the six persons are working in Beijing
University of Posts and Telecommunications (At #®E KEE) and major in communication
engineering or electromagnetic field. Amongst the five members, one is professor, three are
associate professors and one is lecturer. All of our 31 research and development personnel will
allocate part of their working time to participate in the academician workstation. The
academician workstation will engage in the research work of internet of things (IOT), an
advanced technology in the world today. The ownership of the research results of the research
projects undertaken by academician workstation is determined in the Cooperation Agreement
signed by Mr. Liu Yunjie and Hengxin (Jiangsu). For those projects proposed by Hengxin
(Jiangsu), if such projects are financially supported and the research work thereof is mainly
carried out in the premises of Hengxin (Jiangsu), the ownership of the research results of such
projects will belong to Hengxin (Jiangsu). For other projects (including the projects that
financially supported by both of Hengxin (Jiangsu) and Mr. Liu Yunjie, or the projects
contributed at the preliminary stage by the research result of Mr. Liu Yunjie), prior to the
commencement of such projects, Hengxin (Jiangsu) will negotiate with Mr. Liu Yunjie about

their respective rights and the ownership of the research results of such projects. The expenses
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incurred by the academician workstation are to be borne by our Company and the government.
Our Directors plan to use part of the [®] from the [®] to finance the operation of the
academician workstation. The expenses mainly consist of construction of infrastructural
facilities, acquisition of equipment, documentation fees, travelling fees and testing fees. The
estimated annual research and operating budgets for each of the three years ending 31
December 2012 are approximately RMB8.1 million, RMB3.7 million and RMB4.2 million,
respectively, among which, approximately 90% will be borne by our Company and
approximately 10% will be borne by the government. A larger budget for 2010 is primarily due
to the construction of infrastructural facilities and acquisition of requisite equipment.

Our research and development expenditures for each of the [®] were approximately
RMB3.7 million, RMB5.5 million, RMBS&.4 million and RMB4.4 million, respectively.

COMPETITION

The competition in the mobile communications RF cable industry in the PRC is intensive.
Along with the development in the construction of mobile communications networks, the
market for mobile communications RF cables has been expanding over recent years and the
number of domestic mobile communications RF cable enterprises keeps increasing, as more
enterprises are attracted by the market potential geared by 3G development. Therefore, it is
expected that the competition in the mobile communications RF cable industry in the PRC will
continue to intensify.

The mobile communications RF cable industry in the PRC is highly concentrated. By the
end of 2009, there are 32 enterprises in this industry in the PRC, which increased from 22 in
2006. Among the 32 enterprises, revenues of the top two account for 55.5% of the total
revenues of the industry in 2009; revenues of the top three enterprises in terms of revenue
account for 67.6% of the total revenues of the industry in 2009; revenues of the top five
enterprises in terms of revenue account for 88.4% of the total revenues of the industry in 2009.

Our Directors believe that our competitive strengths in the PRC RF cable market are as
follows:

We have a comprehensive sales and distribution network;

We enjoy a good reputation and brand name in the coaxial cable industry;

We have advanced manufacturing technology and large-scale production capacity;

We offer a comprehensive range of RF coaxial cables series for mobile communications;

We have strong research and development capabilities; and

We have an experienced and professional management team.
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For more information on competition, please refer to the section headed “Risk Factors —

We may not be able to maintain our competitive strengths in the telecommunications industry”.

We face competition from both of international players and Indian local players in the
Indian mobile communications market. Our major competitors in India are either private
companies or subsidiaries of public companies, the operation and financial information of
which are not publicly available or verifiable. Our Directors consider that the prices of our
products are more competitive than some of our major competitors in India, mainly attributable
to the reason that the raw materials used by these competitors are imported to India which
resulted in a higher cost of the products produced by these competitors. Our Directors also
consider that the quality of our products is better than Indian local players, mainly attributable
to the instable power supply in India which resulted in interruption of the operations of
manufacturing equipments and thus a higher failure rate of the products produced by these
competitors. As more telecommunications operators in India tend to purchase locally, we have
set up Hengxin (India) and recruited local employees in order to enable us to provide instant
response to customers’ needs and strengthen post-sale services. However, some of our major
competitors have longer presence in India market and its sales and distribution network is more

well-established than ours.

INTELLECTUAL PROPERTY RIGHTS

We have obtained 15 patents in the PRC for our products and are in the process of
applying for another 6 patents for our products in the PRC. We have registered 4 trademarks
in the PRC and 2 trademarks in Singapore. We have applied for 4 trademarks in India, 1
trademark in Singapore and 1 trademark in Hong Kong. Please refer to “Statutory and General

Information” in Appendix [VI] to this document for more details.

We seek to protect our intellectual property rights by relying on laws and regulations such
as trademark and patent law of the PRC and by imposing confidentiality obligations on
employees in our research and development department and on our senior staff in the sales

department.

Our Directors confirm that during the [®] we were not involved in any proceedings in
respect of, and we have not received notice of any claims of infringement of any intellectual
property rights that maybe threatened or pending, in which we may be involved whether as a

claimant or as a respondent.

AWARDS AND HONORS

We have received several awards issued by the government and various organisations
which enhanced our reputation among customers, helped us establish a good brand name and

evidenced our efforts in research and development, quality control and environmental
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protection. Our commitment to excellence is evidenced by the following awards and

certificates which we received amongst others during the [®]:

Awards/certificates

Certificate of Jiangsu Famous
Export Brand (YL#R# H 1
)

Jiangsu Private Technology
Enterprise (VLARHE RERHY
3)

Advanced Technology
Enterprise (=874 i3

)

Foreign Invested Advanced

Technology Enterprise
Certificate (%F‘ﬂ’ﬁ i
Tl A AT R )

Certificate of the First Class
Enterprise Producing
Export Industrial Products
in Jiangsu Province (VL%
Hh O S AR A AR S
—HREHE)

Jiangsu Famous Brand
Certificate (VL4 hEE i

FﬂEl)

Jiangsu Environment Friendly
Enterprise (VLK BRI A 4T
1>3€)

Issuing institutions

Jiangsu Foreign Trade and
Economic Cooperation Bureau

(LAR B N 5y 55 1)

Jiangsu Private Technology
Enterprise Association (VLARHE R
FH A2t e

Jiangsu Science and Technology
Bureau, Jiangsu Finance Bureau,
Jiangsu State Tax Bureau, Jiangsu
Local Tax Bureau (VLf3 B4l
FE - VLRRE A ERE - VLA B K BB
Jay ~ VLAR A 5 BB JR))

Jiangsu Foreign Trade and
Economic Cooperation Bureau

(TLEF S B HNE 5 58551 E)

Jiangsu Entry-exit Inspection &
Quarantine Bureau of the PRC
(HhEE N R IL AN B VAR A ST A g e
BEJ)

Jiangsu Promotion Committee for
Top Brand Strategy (VIfk & 44 hiLE
WEHEHEZ B ), a committee
subordinate to Jiangsu Quality
Supervision Bureau

Jiangsu Environmental Protection
Bureau (VIfk & BRIE PR 78 E)

~ 104 -

Year of
grant/validity

2009-2010

December 2009
(two years)

24 September
2008
(three years)

2008

31 December
2008 to
31 December
2010

December 2007
to December
2010

2007
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In addition to the above awards, the following table sets out the various awards we hold

for our products amongst others during the [®]:

Awards/certificates

National Key New Product
Certificate (bundle cable for 3G
mobile communications
TD-SCDMA base station)

CEE L Tt s Xavk(e)
Fo B (5 TD-SCDMA SE 3 I 52 7R
HH))

Advanced Technology Product
Certificate (surge protective
device for 3G mobile
communications TD-SCDMA
technology) (f=i# 4 fiif € it 5 & 76
= EE=M (36) BEEE
TD-SCDMA # 1y Jil % {7 £
)

Issuing institutions

Ministry of Science and
Technology of the PRC,
Ministry of Environmental
Protection of the PRC,
Ministry of Commerce of
the PRC, General
Administration of Quality
Supervision, Inspection
and Quarantine of the PRC
(Fh N R B A B 1l
R~ g N R AN BRI R
EEER A RN B S
F > r e A RN B [ 5
B B E A AR

Jiangsu Science and
Technology Bureau

(VLA & B AL AT HE)
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Awards/certificates

Advanced Technology Product
Certificate (low attenuation super-
flexible coaxial cable for new
generation mobile
communications equipment)

(PR Bt 28 it w8 i OB — 1R
o 768 135 w4 1) I a5 RE 78 )

Advanced Technology Product
Certificate (bundle cable for 3G
mobile communications TD-
SCDMA base station)

(TR B 7 o e o
(H=EG) B EEFTD-SCDMA
Feul TR EA))

Advanced Technology Product
Certificate (low attenuation 7/8”
RF coaxial cable) (/=581 2 it
FRE f (R W7/ S A ] il 7
#5)

Advanced Technology Product
Certificate (7-16 RF connector
for mobile communications)
(AT H I 7 s e v 3 (B Ehid
15 T 7- 1674 SF AR ] s 2 4 45 ) )

Issuing institutions

Jiangsu Science and
Technology Bureau

(TLRR A RHE )

Jiangsu Science and
Technology Bureau

(TLHR & BHEL S Tl HE)

Jiangsu Science and
Technology Bureau

(TLAR & R AL AT HE)

Jiangsu Science and
Technology Bureau

(TLAR & R AL AT HE)
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EMPLOYEES

As at [30 September 2010], we had a total of 675 employees, almost all our employees

are based in the PRC. A breakdown of our employees by function as at the same date is set forth

below:

As at

[30 September

2010]

Management and administration (excluding the Directors) 73
Sales and marketing 55
Research and development 31
Quality control 54
Manufacturing 386
Back-end support 76
Total 675

The relationship and co-operation between our management and our employees has been
good. Save as disclosed in the paragraph headed “Legal Compliance and Proceedings” in this
section and the paragraph headed “Our inability to attract, retain and motivate skilled
engineers, research personnel and our key management may adversely affect our business
operations” in the section headed “Risk Factors”, we have not experienced any incidence of
work stoppage or labour dispute, nor have we experienced any significant turnover in

employees during the [®].

We believe that our employees are important assets to our Group and we have adopted
several human resource management policies to attract talent, retain good employees, develop

and train our employees.

New employees are required to undergo training to familiarise themselves with the rules
and regulations of our Company and the requirements of their job before they start working.
They are also subject to a 3-month probation period. At the end of the probation period, they
will have to pass a theoretical and practical assessment before they can be confirmed as

full-time employees.

We also place emphasis on the continuing education and training of our staff. A detailed
training plan is prepared every year to ensure that our staff improve their skills, acquire new
knowledge and keep abreast of new developments. In particular, we focus on training our
management and key personnel to develop their management and decision-making abilities to
enhance their work performance. In this way, we strive to encourage a culture of learning and

education in our Company.
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The remuneration package we offer to our employees includes salary, bonuses and
allowances. In general, we determine employee salaries based on the individual’s
qualifications, position and seniority. We have designed an annual review system to assess the
performance of our employees, which forms the basis of our decisions with respect to salary
increments, bonuses and promotions. Our employee benefits expense amounted to
approximately RMB35.5 million, RMB44.4 million, RMB64.5 million and RMB34.3 million
for each of the [®].

PROPERTIES

Property interests owned and rented in the PRC

As at the [®], we had obtained land use rights certificates for three parcels of land with
a total site area of approximately 103,627 sq.m. for our production base situated at No. 138
Taodu Road, Dingshu Town, Yixing City, Jiangsu Province, the PRC. As at the [®], we had
obtained building ownership certificates for our existing production plants and other buildings
with a total gross floor area of approximately 54,463 sq.m. erected on the above parcels of
land.

Our PRC legal advisers, Shanghai Veritas Law Corporation, have advised that we have
obtained all required land use rights certificates for the above parcels of land and building

ownership certificates for the above properties.

We also have six buildings on the above parcels of land, which are used as warehouse,
back-up power room, water pump room and gatehouse, with a total gross floor area of
approximately 2,282 sq.m. Such buildings are in nature of temporaries and therefore we have
not applied building ownership certificates for these buildings as at the [®]. Given the use
purposes of these buildings are complied with the use purposes of the land use rights
certificates, and these buildings are only used as storage place for auxiliaries. Our PRC legal
advisers, Shanghai Veritas Law Corporation, have advised that the defects in the legal title of

these buildings will not have material impact on our production and operation.

We have occupied a parcel of land with a total site area of approximately 19,947 sq.m.
adjacent to our current production base in Yixing City, Jiangsu Province, the PRC, on which
we have set up our new production workshop. As at the [®], we have not yet obtained the
relevant land use rights certificate for the new production plant and returned the building
ownership certificate of the new production plant to the PRC authority. For details of the
defects in the legal title of such properties, please refer to the paragraph headed “There are
defects in the legal title of part of the land occupied by our production base and a new

production plant erected thereon” in the section headed “Risk Factors” in this document.
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Property interests rented in Singapore

As at the [®], we leased a property with a total gross floor area of approximately 452 sq.ft.
as office in Singapore.

Property interests rented in India

After the establishment of our subsidiary, Hengxin (India), in India, we rented three
properties with a total gross floor area of approximately 14,142 sq.ft. as our office, warehouse

and staff quarters in India.

Our India legal advisers, DSK Legal have confirmed that the above lease is valid and

enforceable in all material respects.
Valuation

CB Richard Ellis Limited, an independent property valuation firm, has assessed our
property interests as at [®]. The letter, the summary of values and the valuation certificate
issued by CB Richard Ellis Limited are set out in Appendix [III] to this document.

ENVIRONMENTAL PROTECTION

We are subject to the PRC national environmental laws and regulations and environmental
regulations promulgated by the local governments where we operate. Please refer to the section
headed “Laws and Regulations” in this document for details about the environmental
protection requirements related to our operations.

There is no significant discharge of waste materials during our production process. We
have implemented various environmental policies to ensure our compliance with the applicable
law and regulations related to environmental protection. We were awarded Jiangsu
Environment Friendly Enterprise (VLff# BR5i 474 3£) by Jiangsu Environmental Protection
Bureau (VL#R & IR B R HE) in December 2007. According to a notice jointly announced by the
Communist Party of China, Yixing Committee ('3 H ¥ 17 Z) and Yixing Municipal People’s
Government (‘BT A REUM) in April 2010, Hengxin (Jiangsu) was recognised as one of
Jiangsu Yixing Advanced Ecological Construction Enterprises (VL& B L7 A4 RE A B CiE >
%).

We have received a letter from Jiangsu Yixing Environmental Protection Department
(VLER B H LT BRI R 7)) on 30 September 2010, confirming that Hengxin (Jiangsu) had
been in compliance with national and local laws and regulations in respect of environmental
protection since its establishment, and it had never been found to violate environment
protection and had never been administratively punished for non-compliance with
environmental protection laws and regulations. Our PRC legal advisers, Shanghai Veritas Law
Corporation, have advised that we have complied with all applicable PRC environmental laws

and regulations.
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INSURANCE

We have taken up insurance policies for our properties, fixed assets, inventory and motor
vehicles. Our insurance coverage is in line with common commercial practice in the PRC.
[During the [®], we have not made any material claims under our insurance policies.] Please
refer to the paragraph headed “We may face disruptions in the business operations at our

production facilities” in the section headed “Risk Factors” for more details.

The social insurance funds system in the PRC includes pension insurance, medical
insurance, unemployment insurance, work-related injury insurance and maternity insurance.
During the [®], our subsidiary, Hengxin (Jiangsu), has failed to pay the social insurance funds
for those employees in their probation period for the reason that the probation employees are
usually subject to a higher chance of personnel changes, and we have not provided the social
insurance contribution until after their probation period is completed. Pursuant to the PRC
Labor Law and the PRC Labor Contract Law, employees who are under probation should
participate in the social insurance funds system. Therefore, we are facing with risks and may
be imposed of penalties, suffer loss arising from compensation sued by such employees and
compensation to such employees if they suffer injuries during the probation period. Please refer
to the paragraph headed “Our non-payment of social insurance funds for employees who are

in probation could lead to imposition of penalties or other liabilities”.

LEGAL COMPLIANCE AND PROCEEDINGS

Save as disclosed in this section, there were no legal proceedings or arbitrations, pending
or threatened, against us during the [®] and/or as at the [®], which could be expected to have
a material adverse effect on our business and operations. As confirmed by our PRC legal
advisers, Shanghai Veritas Law Corporation, save as disclosed in the paragraph headed
“Insurance” under the section headed “Business”, we have obtained all licenses, approvals and
permits for our operations in the PRC, and our operations comply with all the relevant
requirements and rules of the competent authorities.

On 2 February 2007, Ruidi initiated legal action against Hengxin (Jiangsu) in the Yixing
Court for infringement of its property interests in a parcel of land located at at No. 138 Taodu
Road, Dingshu Town, Yixing City, Jiangsu Province, PRC, by which Ruidi requested that
Hengxin (Jiangsu) should cease to infringe its interest, return the land use right of the land to
Ruidi, and pay Ruidi fees for having used the land. On 3 July 2008, the court case was
discontinued at Ruidi’s own accord upon approval by the Yixing Court. But on the same day
Ruidi started a fresh suit against Hengxin (Jiangsu) on substantially the same subject matter
and same ground. On 11 October 2008, the Yixing Court pronounced its ruling that the suit
should be suspended pending the outcome of another administrative lawsuit taken out by the
former shareholder of Ruidi against the Foreign Investment Management Committee of Yixing
City. On 2 November 2010, the court case was discontinued at Ruidi’s own accord upon
approval by the Yixing Court. But Ruidi started a fresh suit against Hengxin (Jiangsu) on

substantially the same subject matter and same ground. The Yixing Court issued the Notice of
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Responding (FEFF#H A1) to Action to Hengxin (Jiangsu) on 10 November 2010. Please refer
to the paragraph headed “There are defects in the legal title of part of the land occupied by our
production base and a new production plant erected thereon” in the section headed “Risk

Factors” in this document.

On 3 March 2008, our Company filed lawsuits in the High Court of the Republic of
Singapore against our former Directors, Mr. Qian Lirong and Mr. Jiang Wei (the “Former
Directors”) in respect of breaches of their respective service agreements dated 9 February
2006 and breaches of duties owed by them to our Company. Our Company claimed for
injunctions restraining the Former Directors from further breaches of their service agreements
and for damages. As a result, the Former Directors counterclaimed against our Company for
alleged non-payment of bonuses. Judgment was issued on 19 November 2009 whereby our
Company’s claims against the Former Directors were dismissed with costs. As for the
counterclaims, Mr Qian was awarded the sum of S$1,260.28 and RMB1,480,474.85 and Mr.
Jiang was awarded the sum of S$4,701.37. On 9 December 2009, our Company filed a notice
of appeal to the Singapore Court of Appeal against the Judgment. Subsequently, our Company
entered into a settlement agreement with the Former Directors on 11 February 2010, and our
Company thus withdrew the appeal and each party agreed to release and discharge the other
party any and all manner of claims, actions, damages, liabilities of any nature whatsoever
arising in connection with the relevant disputes. Mr. Qian was our executive Director prior to
his departure in January 2007. He was responsible for directing our Group’s overall strategy
and growth as well as the overall management of our Group. Mr. Jiang was our executive
Director and head of sales prior to his departure in January 2007. He was responsible for our
sales and marketing activities. Our Directors are of the opinion that the lawsuits and the
settlement, as well as the amounts payable under the aforesaid settlement agreement, have no

material impact on the earnings and net tangible assets of our Group.

As confirmed by our India legal advisers, DSK Legal, we have obtained all licenses that

are materially necessary to carry on its operation in India.

Note 1: When a court accepts a lawsuit filed by a plaintiff, the court will issue a Notice of Responding to Action
to the defendant. Such a Notice of Responding to Action informs the defendant the complaint filed by the
plaintiff usually with the attachment of the indictment and relevant evidences submitted by the plaintiff and
the time limit for the defendant to respond to the lawsuit with a written answer to complaint and relative
evidences.
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