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Auditors Report

TotheBoard of Directors of Radisys Technologies (Shenzhen) Co., Ltd.

Opinion
We have audited the accompanying financial statements of Radisys Technologies (Shenzhen) Co., Ltd. (the “Company”),

which comprise the balance sheet as at 31 December 2018, the income statement, cash flow statement and statement of
changesin owners' equity for the year then ended, and notes to the financial statements.

In our opinion, thefinancial statementsgiveafair presentation of the financia position of the “Company” as of 31 December
2018 and of its financial performance and its cash flows for the year then ended in all material aspects in accordance with
Accounting Standards for Business Enterprises and Enterprise Accounting System.

Basisfor Opinion

We conducted our audit in accordance with China Standards on Auditing. Our responsibilities under those standards are
further described in the Auditors' Responsibilities for the Audit of the Financial Statements section of our report. We are
independent of the “ Company” in accordance with the Code of Ethicsfor Chinese Certified Public Accountants, and we have
fulfilled our other ethical responsibilities in professional ethics. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our audit opinion.

Other Information

Management of the* Company” isresponsiblefor the other information. The other information comprisesall of theinformation
included in 2018 annual report of the “Company” other than the financial statements and our auditor’s report thereon. Our
opinion on the financial statements does not cover the other information and we do not express any form of assurance
conclusion thereon.

In connection with our audit of the financial statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the financial statements or our knowledge obtained in
the audit or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude that thereis
amaterial misstatement of this other information, we are required to report that fact. We have nothing to report in thisregard.

Responsibilities of Management and Those Charged with Governancefor the Financial Statements

The management of Radisys Technologies (Shenzhen) Co., Ltd. (the “Management”) isresponsiblefor the preparation of the
financial statements that give afair view in accordance with Accounting Standards for Business Enterprises and Enterprise
Accounting System and design, implementing and maintai ning necessary internal controlsto enablethe preparation of financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Management is responsible for assessing the Company’s ability to continue as a
going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting
unless the Management either intend to liquidate the Company or to cease operations, or have no realistic alternative but to
do so.

Those who charged with governance are responsible for overseeing the Company’s financial reporting process.
Auditor’s Responsibilitiesfor the Audit of the Financial Statements

Our objectives are to obtain reasonabl e assurance about whether the financial statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditors’ report that includes our opinion. Reasonable assurance
isahigh level of assurance, but is not a guarantee that an audit conducted in accordance with China Standards on Auditing
and Enterprise Accounting System will always detect a material misstatement when it exists.

Misstatements can arise from fraud or error and are considered materia if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these financial statements.

Aspart of an audit in accordance with China Standards on Auditing, we exercise professional judgment and maintain professional
skepticism throughout the audit.

We also:

1. Identify and assess the risks of material misstatement of the financial statements, whether due to fraud or error, design
and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide abasisfor our opinion. Therisk of not detecting amaterial misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the
override of internal control.
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2. Obtain an understanding of internal control relevant to the audit in order to design audit proceduresthat are appropriate
in the circumstances.

3. Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by the Management.

4.  Conclude on the appropriateness of the Management's use of the going concern basis of accounting and, based on the
audit evidence obtained, whether amaterial uncertainty exists related to events or conditions that may cast significant
doubt on the Company’s ability to continue as agoing concern. If we conclude that amaterial uncertainty exists, weare
required, according to China Standards on Auditing, to draw attention in our auditors' report to the related disclosures
in thefinancial statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are based on
the audit evidence obtained up to the date of our auditors’ report. However, future events or conditions may cause the
Company to cease to continue as a going concern.

5. Evaluate the overall presentation, structure and content of the financial statements, including the disclosures, and
whether the financial statements represent the underlying transactions and events in a manner that achieves fair
presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit
and significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

Ruihua Certified Public Accountants
(Specia General Partnership)
Shenzhen Branch

Shenzhen, China

Chinese CPA:
Yuan Longping

Chinese CPA:
Zhou Xuechun

30 MAY, 2019
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Balance Sheet as at 31st December, 2018

Monetary unit: RMB Yuan

Item

Note

31 Dec 2018

31 Dec 2017

Current asset:

Cash at bank and on hand

VII.1

4,03,980.76

14,43,653.83

Financial assets at fair value through profit or loss

Derivative financial assets

Notes and accounts receivables

VII.2

7,12,36,260.85

7,12,01,219.07

Other receivables

VII.3

31,06,099.67

45,24,103.38

Advances to suppliers

Vil.4

16,749.00

15,974.00

Inventories

VII.5

1,03,396.50

Other receivables

Inventories

Current portion of non-current assets

Other current assets

Total current assets

7,47,63,090.28

7,72,88,346.78

Non-current asset:

Available-for-sale financial assets

Held-to-maturity investments

Long-term receivables

Long-term equity investments

Investment properties

Fixed assets

VII.6

4,71,218.60

22,35,750.24

Construction in progress

Intangible assets

VII.7

25,597.60

67,638.81

Long-term prepaid expenses

Deferred tax assets

Long-term deferred expenses

Other non-current assets

Total non-current assets

4,96,816.20

23,03,389.05

Total assets

7,52,59,906.48

7,95,91,735.83




Balance Sheet as at 31st December, 2018

RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

Monetary unit: RMB Yuan

Item Note 31 Dec 2018 31 Dec 2017
Short-term borrowings - -
Notes payable and accounts payable VI11.8 4,23,75,683.59 4,28,18,838.62
Advances from customers
Employee benefits payable VII.9 5,63,863.04 68,83,271.35
Taxes payable VI11.10 17,503.54 1,79,105.97
Other payables VII.11 3,38,978.74 7,35,603.95
Long-term liabilities due within one year
Other current liabilities VII.12 - 2,55,072.14
Current liabilities: 4,32,96,028.91 5,08,71,892.03
Accrued expenses
Deferred income - -
Long-term payable VI1.13 3,84,70,240.05 3,48,82,761.36
Non-current liabilities: 3,84,70,240.05 3,48,82,761.36
Total liabilities 8,17,66,268.96 8,57,54,653.39
Owners’ equity
Paid-in capital VI1.14 4,12,83,841.68 4,12,83,841.68
Capital reserve VI1.15 36,86,573.29 36,86,573.29
Surplus reserve
Retained earnings VIl1.16 -5,14,76,777.45 -5,11,33,332.53
Total owners' equity -65,06,362.48 -61,62,917.56
Total Liabilitiesand owners’ equity 7,52,59,906.48 7,95,91,735.83

Legal representative:

Principal in charge of accounting:

Head of accounting department:



RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

Income Statement for the year ended 31st December, 2018

Monetary unit: RMB Yuan

Item Note 31 Dec 2018 31 Dec 2017
1. Revenue VI1.16 1,66,37,895.30 4,85,28,610.71
Less: Cost of revenue VI11.16 1,18,69,315.76 4,04,25,344.63
Taxes and surcharges VII.17 27,505.97 25,330.37
Selling and distribution expenses VI11.18 - 1,56,008.09
General and administrative expenses VII.19 40,07,818.09 57,73,122.90
Financial (costs)/income VI11.20 12,50,531.27 27,87,688.66
Asset impairment losses
Add: Losses arising from changesin fair value
Investment income
Including: Investment losses from associatesand joint ventures
L osses on disposals of assets VIl.21 -11,49,574.58 -2,28,775.24
Other income VI11.22 2,36,496.46 -
2. Operating profit -14,30,353.91 -8,67,659.18
Add: Non-operating income VI1.23 10,92,899.94 2,41,145.99
Less: Non-operating expenses VII.24 5,990.95 3,76,416.00
3. Total profit -3,43,444.92 -10,02,929.19
Less: Income tax expenses - -
4. Net profit -3,43,444.92 -10,02,929.19
Classified by continuity of operations:
Net profit from continuing operations (3,43,444.92) (10,02,929.19)
Net profit from discontinued operations
5. Other comprehensiveincome, net of tax
6. Total comprehensiveincome
Attributable to shareholders of the Company (3,43,444.92) (10,02,929.19)
Attributable to minority interests

Legal representative: Principal in charge of accounting: Head of accounting department:



Satement of Cash Flow for the year ended 31st December, 2018

RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

Monetary unit: RMB Yuan

Item Note 31 Dec 2018 31 Dec 2017

Cash flows from oper ating activities:
Cash received from the sale of goods or rendering of services 2,11,20,039.84 4,12,70,267.03
Cash received from refund of taxes 27,203.35 4,92,460.76
Cash received from other operating activities 11,92,786.21 2,27,290.97
Sub-total of cash inflows from operating activities 2,23,40,029.40 4,19,90,018.76
Cash paid for purchases of goods and services 14,91,949.62 42,94,008.83
Cash paid to and on behalf of employees 1,92,32,481.37 3,35,45,154.84
Payments of taxes and levies 1,91,397.78 25,877.47
Cash paid relating to other operating activities 35,07,111.82 27,59,082.15
Sub-total of cash outflowsfor operating activities 2,44,22,940.59 4,06,24,123.29
Net cash flows from operating activities VI11.25 (20,82,911.19) 13,65,895.47
Cash flows from investing activities:
Cash received from disposal of investments
Cash received from returns on investments
Net cash received from disposal of fixed assets,
intangible assets and other long-term assets 15,85,649.58 53,659.00
Net cash received relating to other investing activities
Subtotal of cash inflowsfrom investing activities 15,85,649.58 53,659.00
Cash paid to acquire fixed assets, intangible assets and other long-term assets 3,584.00 7,89,777.79
Cash paid to acquire investments
Net cash paid to acquire subsidiaries
Net cash paid for disposals of subsidiaries
Cash paid relating to other investing activities

Subtotal of cash outflowsfor investing activities 3,584.00 7,89,777.79

Net cash flowsfrom investing activities 15,82,065.58 (7,36,118.79)

Cash flows from financing activities:
Cash received from capital contributions
Cash received from loans
Cash received relating to other financing activities

Sub-total of cash inflows from financing activities - -
Cash repayments of borrowings
Cash payments for interest expenses and distribution of dividends or profits
Cash payments relating to other financing activities

Sub-total of cash outflowsfor financing activities

Net cash flows from financing activities - -
Effect of foreign exchange rate changes on cash and cash equivalents -5,38,827.46 -49,190.67
Net (decrease)/increasein cash and cash equivalents -10,39,673.07 5,80,586.01
Add: Cash and cash equivalentsat the beginning of the year VI1.25 14,43,653.83 8,63,067.82
Cash and cash equivalents at the end of the year VI1.25 4,03,980.76 14,43,653.83

Legal representative:

Principal in charge of accounting:

Head of accounting department:
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Satement of Changesin Owner’s Equity for the year ended 31st December, 2018
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RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

For theYear Ended 31st December, 2018

Radisys Technologies (Shenzhen) Co., Ltd.
Notesto the Financial Slatements
For the Year Ended 31 December 2018
(Expressed in Renminbi Yuan unless otherwise indicated)

I. Corporation profile

Radisys Technologies (Shenzhen) Co., Ltd., (Origina name was Continuous Computing China Technol ogies (Shenzhen)
Co., Ltd. (“the Company”) invested by Radisys Cayman Limited (Original name was “ Continuous Computing Cayman
Ltd.”) which was registered in Cayman Island, was incorporated in Shenzhen, Guangdong Province of The People's
Republic of China (“the PRC”). The Company obtained an approval certificated (SHANGWAIZI
YUESHENWAIZIZHENG [2005] N0.5028) from the People's Government of Shenzhen on June 20, 2005 and obtained
the businesslicense (QIDUY UESHENZONG No. 315761) which issued by Administration of Industry and Commerce
of the PRC on August 23, 2005. The approved operation period is from July 4, 2005 to July 4, 2035. The original
registered capital was USD 3, 000, 000. 00.

On December 7, 2006, the Company’s increased its registered capital by USD 700, 000. 00. On August 3, 2012, a
further increased in registered capital by USD1, 750, 000.00. As the result of the increase, the Company’s registered
capital is USD5, 450, 000.00, and the paid-in capital is USD5, 450, 000.00.

On March 9, 2012, the Company set up Shanghai Branch and obtained the Pudong Branch business license No. of
310115500114925, issued by Pudong New AreaBranch Bureau of Shanghai Municipal Administration for Industry and
Commerce.

On June 28, 2012, the Company changed its name to Radisys Technol ogies (Shenzhen) Co., Ltd. The principal activities
of the Company consist of researching, devel oping, designing and producing communication system (including broadband
access communication system, | P datacommunication system, high-end routers, network switch machinewhichisover
Gigabit equipment for switch mobile communication system and other relevant supporting devices), telecom terminal
equipment, telecom equipment and relevant spare parts, developing relevant software products, providing related
consultation and base services exclusive of restrictive items regulated by the government, wholesale business of
communication system, telecom devices and related parts, software products and relevant goods and technologies,
import and export business.

On March 22, 2016, the Company replaced the business license with license No, of 914403007755503909.

On September 17, 2018, the Company cancelled its Shanghai Branch.

The ultimate controlling party of the Company is Radisys Corporation (“ Radisys Corp.”) which wasregistered in USA.
I1. Basis of preparation

1. Basisof preparation

Thefinancia statementsare prepared in accordance with the Accounting Standard for Business Enterprises (Ministry of
Finance Decree No. 33, Ministry of Finance Decree No. 76, Amendment). The Ministry of Finance revised basic
standards, and the specific accounting standards and other relevant regulations on 15 February 2006 and in subsequent
periods, (hereafter collectively referred to as “the Accounting Standards for Business Enterprises’ or “CAS").

According to the relevant provisions of the enterprise accounting standards, the accounting of the company isbased on
accrual basis. Except for some financial instruments, the financial statements are based on historical costs. In case of
impairment of assets, corresponding impairment provisions shall be made in accordance with relevant provisions.
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RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

For theYear Ended 31st December, 2018

2. Going concern

As of December 31, 2018, the company had a cumulative loss of RMB 51,476,777.45. Total liabilities exceed total
assets by RMB 6,506,362.48. As Radisys Corporation, the ultimate controlling party of the Company, agrees not to
collect the amount owed by the Company in the foreseeabl e future and to provide all necessary financial support to the
Company when the amount owed in the foreseeable future is due for repayment in order to maintain the continuing
operation of the Company, the financial statement is prepared on the going concern basis.

I11. Satement of Compliance with Enter prise Accounting Standar ds

The financial statements compiled by the company meet the requirements of the accounting standards of enterprises.
They truly and completely reflect thefinancial situation of the company on December 31, 2018 and therelated information
of its operating results and cash flow in 2018.

I'V. Significant Accounting Principlesand Accounting Estimates

1. Accounting period

The Company’s accounting year is calendar year, i.e. from 1 January to 31 December each year.
2. Recording currency

Renminbi (RMB) isused as the recording currency and is used in preparing the financial statements. Unless otherwise
indicated, the monetary unit is RMB.

3. Cash and Cash equivalent

Cash and cash equivalents include cash on hand, short-term, highly liquid investments held by the Company that are
readily convertibleto known amounts of cash and which are subject to aninsignificant risk of changesin value (normally
will be due within three months from the day of purchase).

4. Accounting treatment to foreign currency transactions
(1) Tranglation in foreign exchange transactions

Transactions denominated in foreign currency are converted into RMB for accounting purpose at the exchange rate as
announced by the People’s Bank of Chinaat the end of last month when the transaction occurs.

(2) Conversion methods for foreign currency monetary items and foreign currency non-monetary items

On the balance sheet day, the spot exchange rate on the balance sheet date is adopted for the conversion of foreign
currency monetary items, and the resulting exchange difference shall be treated in accordance with the principle of
capitalization of borrowing costs and other book balances of foreign currency monetary items available for sale other
than the amortized cost, except for the exchange difference arising from special foreign currency loans related to the
acquisition and construction of assets eligible for capitalization. The exchange difference resulting from the change in
the amount isincluded in the current profits and losses, except for other comprehensive gains. Foreign currency non-
monetary items measured at historical cost shall still be announced by the People's Bank of China at the end of last
month on the date of transaction occurrence.

The amount of the base currency of the intermediate exchange rate conversion is measured. Foreign currency non-
monetary items measured by fair value shall be converted at spot exchange rate on the date of determination of fair
value. The difference between the converted amount of base currency and the original amount of base currency shall be
treated as changesin fair value (including changes in exchange rate), shall be included in current profits and losses or
recognized as other comprehensive gains and included in capital reserve.



RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

For theYear Ended 31st December, 2018

5. Financial instruments
(1) Determination of financial assetsand liabilities fair value

Fair value is the amount for which an asset could be exchanged, or aliability settled, between knowledgeable, willing
partiesin an arm’slength transaction. For afinancial instrument which has an active market, the Company uses quoted
pricein the active market to establish itsfair value. The quoted price in the active market refersto the price that can be
regularly obtained from exchange market, agencies, industry associations, pricing authorities; it represents the fair
market trading price in the actual transaction.

For afinancial instrument which does not have an active market, the Company establishesfair value by using avaluation
technique. Val uation techniquesinclude using recent arm’slength market transactions between knowledgeable, willing
parties, reference to the current fair value of another instrument that is substantially the same, discounted cash flow
analysis and option pricing models.

(2) Classification, recognition and measurement of financial assets

All regular way purchases or sales of financial assets are recognized and derecognized on atrade date basis. On initia
recognition, the Company’s financial assets are classified into one of the four categories, including financial assets at
fair value though profit or loss, held-to maturity investments, loans and receivables and available-for-sale financial
assets. A financial asset isrecognized initially at fair value. In the case of financial assets at fair value through profit or
loss, relevant transaction costs are immediately charged to the profit and loss of the current period; transaction costs
relating to financial assets of other categories are included in the amount initially recognized.

@ Financial assets at fair value through profit or loss:

Including financial assets held-for-trade and financial assets designated at fair value through profit or loss.
Financial asset held-for-trade isthe financial asset that meets one of the following conditions:

A. thefinancial asset is acquired for the purpose of selling it in a short term;

B. thefinancial asset isapart of aportfolio of identifiable financial instrumentsthat are collectively managed, and there
isobjective evidenceindicating that the enterprise recently manages this portfolio for the purpose of short-term profits;

C. thefinancial asset is a derivative, except for a derivative that is designated and effective hedging instrument, or a
financial guarantee contract, or a derivative that is linked to and must be settled by delivery of an unquoted equity
instrument (without a quoted price from an active market) whose fair value cannot be reliably measured. For such kind
of financial assets, fair values are adopted for subsequent measurement.

Financial asset is designated on initial recognition as at fair value through profit or loss only when it meets one of the
following conditions:

A. the designation eliminates or significantly reduces the inconsistency in the measurement or recognition of relevant
gains or losses that would otherwise arise from measuring the financial instruments on different bases.

B. aCompany of financial instrumentsis managed, and its performanceisevaluated on afair value basisand isreported
to the enterprise’ s key management personnel. Formal documentation regarding risk management or investment strategy
has prepared.

Financial assets at fair value through profit or loss are subsequently measured at the fair value. Any gains or losses
arising from changesin thefair value and any dividends or interest income earned on the financial assetsare recognized
in the profit or loss.

11
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RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

For theYear Ended 31st December, 2018

@ Investment held-to maturity

Held-to-maturity investments are non-derivative financial assetswith fixed or determinabl e paymentsand fixed maturity
that an entity has the positive intention and ability to hold to maturity. Such kind of financial assets are subsequently
measured at amortized cost using the effective interest method. Gains or losses arising from derecognition, impairment
or amortization are recognized in profit or loss for the current period.

Effective interest rate is the rate that exactly discounted estimated future cash flows through the expected life of the
financial asset or financial liability or, where appropriate, a shorter period to the net carrying amount of the financial
asset or financial liability.

When calculating the effective interest rate, the Company shall estimate future cash flow considering all contractual
terms of the financial asset or financial liability without considering future credit osses, and also consider all fees paid
or received between the partiesto the contract giving riseto thefinancial asset and financial liability that are anintegral
part of the effective interest rate, transaction costs, and premiums or discounts, etc.

® Loans and receivables

Loans and receivables are non-derivative financial assets with fixed determinable payment that are not quoted in an
active market. Financial assets classified as |oans and receivables by the Company include note receivables, account
receivables, interest receivable dividends receivable and other receivables.

Loans and receivables are subsequently measured at amortized cost using the effective interest method. Gain or loss
arising from derecognition, impairment or amortization is recognized in profit or loss.

@ Financial assets available-for-sale

Financial assets available-for-sale include non-derivative financial assets that are designated on initial recognition as
availablefor trade, and financial assetsthat are not classified asfinancial assetsat fair value through profit or loss, loans
and receivables or investment held-to-maturity.

Financial assets available-for-sale are subsequently measured at fair value, and gains or losses arising from changesin
thefair value are recognized as other comprehensiveincome and included in the capital reserve, except that impairment
|osses and exchange differencesrelated to amortized cost of monetary financial assets denominated in foreign currencies
arerecognized in profit or loss, until thefinancial assets are derecognized, at which timethe gainsor losses are rel eased
and recognized in profit or loss.

Interests obtained and dividends declared by the investee during the period in which the financial assets available-for-
sale are held, are recognized in investment gains.

(3) Impairment of financial assets

The Company assesses at the balance sheet date the carrying amount of every financial asset except for the financial
assets that measured by the fair value. If there is objective evidence indicating a financial asset may be impaired, a
provision is provided for the impairment.

The Company makes an impairment test for afinancial asset that isindividually significant. For afinancial asset that is
not individually significant, it isincluded in a Company of financial assets with similar credit risk characteristics and
collectively assessed for impairment [or individually assessed for impairment]. If no objective evidence of impairment
incursfor anindividually assessed financial asset (whether thefinancial asset isindividually significant or not individually
significant), it is included in a Company of financial assets with similar credit risk characteristics and collectively
assessed for impairment. Assets for which an impairment lossisindividually recognized is not included in a Company
of financial assetswith similar credit risk characteristics and collectively assessed for impairment.



RADISY STECHNOLOGIES (SHENZHEN) CO., LTD.

For theYear Ended 31st December, 2018

@ Impairment on held-to maturity investment, loans and receivables

Thefinancial assets measured by cost or amortized cost write down their carrying value by the estimated present value
of future cash flow. The differenceisrecorded asimpairment loss. If thereis objective evidenceto indicate the recovery
of value of financial assetsafter impairment, and it isrelated with subsequent event after recognition of loss, theimpairment
loss recorded originally can be reversed. The carrying value of financial assets after impairment loss reversed shall not
exceed the amortized cost of the financial assets without provisions of impairment [oss on the reserving date.

@ Impairment loss on available-for-sale financia assets

When decision is made with all related factors on whether the fall of fair value investment of an equity instrument
available-for-saleissignificant or non-transient, it indicatesimpairment of such equity instrument investment, in which,
“significant” means over 20% of fall in fair value and “non-transient” means over 12 months of subsequent fall.

When an available-for-sale financial asset isimpaired, the cumulative loss arising from declining in fair value that had
been recognized in capital reserve shall be removed and recognized in profit or loss. The amount of the cumulativeloss
that is removed shall be difference between the acquisition cost with deduction of recoverable amount less amortized
cost, current fair value and any impairment loss on that financial asset previously recognized in profit or loss.

If, after an impairment loss has been recognized, there is objective evidence that the value of the financial asset is
recovered, and it isobjectively related to an event occurring after theimpairment losswas recognized, theinitial impairment
loss can bereversed and the reserved impairment | oss on avail able-for-sal e equity instrument isrecorded in the profit or
loss, the reserved impairment loss on available-for-sale debt instrument is recorded in the current profit or loss.

The equity instrument where there is no quoted price in an active market, and whose fair value cannot be reliably
measured, or impairment loss on aderivative asset that islinked to and must be settled by delivery of such an unquoted
equity instrument shall not be reversed.

(4) Recognition and measurement of financial assets transfer
The Company derecognizes afinancial asset when one of the following conditionsis met:
1) Therightsto receive cash flows from the asset have expired;

2) The enterprise has transferred its rights to receive cash flows from the asset to athird party under a“pass-through”
arrangement;

3) Theenterprise hastransferred itsrightsto receive cash flowsfrom the asset and either (a) hastransferred substantially
all therisksand rewards of the asset, or (b) has neither transferred nor retained substantially all the risks and rewards of
the asset but has transferred control of the asset.

If the enterprise has neither retained all the risks and rewards from the financial asset nor control over the asset, the asset
isrecognized according to the extent it exists asfinancial asset, and correspondent liability isrecognized. The extent of
existence refersthe level of risk by the financial asset changes the enterprise is facing.

For atransfer of afinancial asset in its entirety that satisfies the derecognition criteria, (a). The carrying amount of the
financial asset transferred; and (b) the sum of the consideration received from the transfer and any cumulative gain or
loss that had been recognized in other comprehensive income, is recognized in profit or [oss.

If apart of the transferred financial asset qualifies for derecognition, the carrying amount of the transferred financial
asset isallocated between the part that continuesto be recognized and the part that is derecognized, based on therelative
fair value of those parts. The difference between (a) the carrying amount all ocated to the part derecognized; and (b) the
sum of the consideration received for the part derecognized and any cumulative gain or loss allocated to the part
derecognized which has been previously recognized in other comprehensive income, is recognized in profit or loss.

13
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(5) Classification and measurement of financial liabilities

The Company’s financial liabilities are, on initial recognition, classified into financial liabilities at fair value through
profit or lossand other financial liabilities. For financial liabilitiesat fair value through profit or loss, relevant transaction
costs areimmediately recognized in profit or lossfor the current period, and transaction costs relating to other financial
liabilities areincluded in theinitial recognition amounts.

@ Financia liabilities measured by the fair value and the changes recorded in profit or loss

The classification by which financial liabilities held-for-trade and financial liabilities designed at theinitial recognition
to be measured by the fair value follows the same criteria as the classification by which financial assets held-for-trade
and financial assetsdesigned at theinitial recognition to be measured by thefair value and their changesarerecordedin
the current profit or loss.

For thefinancial liabilities measured by thefair value and changes recorded in the profit or loss, fair values are adopted
for subsequent measurement. All the gains or losses on the change of fair value and the expenses on dividends or
interests related to these financial liabilities are recognized in profit or loss for the current period.

® Other financial liabilities

Derivativefinancial liabilitiesthat linked with equity instruments, which do not have aquoted pricein an active market
and their fair value cannot be measured reliably, is subsequently measured by cost Other financial liabilities are
subsequently measured at amortized cost using the effective interest method. Gains or losses arising from derecognition
or amortization is recognized in profit or loss for the current period.

® Financial Guarantee Contract and Loan Commitment

A financial guarantee contract that does not belong to afinancial liability designated to be measured at fair value and
whose changes areincluded in the profits and losses of the current period, or aloan commitment that is measured at fair
value and whose changes are recorded in the profits and losses and will beloaned at aratelower than the market interest
rate, isinitially confirmed at fair value, and the amount and amount determined in accordance with Accounting Standards
for Enterprises No. 13-Contingencies after initial confirmation are determined. The higher balance of theinitial confirmed
amount deducted from the accumulated amortized amount determined in accordance with the principles of Accounting
Standards for Enterprises No. 14 - Income is subsequently measured.

(6) Derecognition

The Company derecognizes afinancial liability (or part of it) when the underlying present obligation (or part of it) is
discharged or cancelled or has expired. An agreement between the Company (an existing borrower) and existing lender
toreplace original financial liability with anew financial liability with substantially different termsisaccounted for as
an extinguishment of the original financial liability and the recognition of anew liability.

When the Company derecognizes afinancial liability or a part of it, it recognizes the difference between the carrying
amount of the financial liability (or part of the financial liability) derecognized the consideration paid (including any
non-cash assets transferred or new financial liabilities assumed) in profit or loss.

(7) Offsetting financial assets and financial liabilities

When the Company hasalegal right that is currently enforceableto set off the recognized financial assets and financial
liabilities, and intends either to settle on a net basis, or to realize the financial asset and settle the financial liability
simultaneously, a financial asset and afinancial liability shall be offset and the net amount is presented in the balance
sheet. Except for the above circumstances, financial assets and financial liabilities shall be presented separately in the
balance sheet and shall not be offset.
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6. Accountsreceivable
Receivables include accounts receivable, other receivables, etc.
(1) Criteriafor confirmation of provision for bad debts

The company inspects the book value of receivables on the balance sheet date, and makes provision for impairment if
thereis objective evidence that receivables have impaired;

The debtor has seriousfinancial difficulties: ® Seriousfinancial difficulties occurred to the debtor; @ The debtor violates
the contract terms (such as interest payment or principal default or overdue, etc.); ® The debtor is likely to fail or
undergo other financial restructuring; @ Other objective evidence indicating impairment of receivables;

(2) The method of recognizing provision for bad debts

At the end of the period, the individual receivables (including accounts receivable, notes receivable, prepaid accounts,
other receivables, long-term receivables, etc.) are separately tested for impairment. If there is objective evidence that
the impairment occurred, the impairment loss shall be confirmed and the provision for bad debts shall be calculated
according to the difference between the present value of future cash flow and its book value.

(3) Reversal of bad debts provision

If thereis objective evidence that the value of the receivable has been restored and is objectively related to the events
occurring after theloss has been confirmed, the loss of impairment previously recognized shall be reversed and recorded
in current profits and losses. However, the book value of the transferred account does not exceed the amortized cost of
the receivable on the date of return, assuming no provision for impairment is made.

7. Inventory

(1) Classification of inventory

Inventory mainly includesinspection of raw materials, in-process products and finished products.
(2) Valuation method for inventory acquisition and issuance

Inventory isvalued at actual cost when it isacquired. Inventory cost includes purchase cost, processing cost and other
costs. The Company’s inventories are accounted for using the first-in-first-out (FIFO) method upon acquisition and
issuance.

(3) Basis for determining the net realizable value of inventories and provision for decline in the value of inventories

Net realizable value (NPV) refersto the estimated price of inventory minus the estimated cost, estimated sales cost and
the amount of tariff charges to be incurred at the time of completion in daily activities. When determining the net
realizablevalue of inventory, it isbased on the conclusive evidence obtai ned, considering the purpose of holding inventory
and the impact of events after the balance sheet date.

On the balance sheet date, the ending inventory is measured by the lower of cost and net realizable value. Provision for
decline in the value of inventoriesis determined at the excess amount of the carrying amounts of the inventories over
their net realizable value. Provision for inventory based on the difference between the cost of asingleinventory item and
its net realizable value.

If the factors affecting the value of the previously written-down inventory have disappeared after the provision for
inventory depreciation has been made, and the net realizable value of theinventory is higher than itsbook value, it shall
be reversed within the amount of the original provision for inventory impairment, and the amount returned shall be
included in the profits and losses of the current period.
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(4) The Company adopts the perpetual inventory system.

(5) Amortization of low-value consumables and packages

L ow-value consumabl es and packages shall be amortized by one-time amortization method when they are taken over.
8. Fixed assets

(1) Recognition of fixed assets

Fixed assets refer to tangible assets held to produce commaodities, the provision of services, leasing or operation and
management, whose service life exceeds one accounting year.

(2) Various types of fixed assets depreciation methods

Fixed assets are initially measured at cost, considering the impact of expected abandonment costs. The depreciation of
fixed assets shall be calculated within the service life by the method of averagelife from the next month when the fixed
assets reach the intended usable state. The depreciation period, depreciation period and annual depreciation rate of all
types of fixed assets are as follows:

Depreciation Period Percentage of residual Annual depreciation
Category (Year) value (%) rate (%)
Office equipment 5 0.00 20
Communication equipment 5 0.00 20
Production equipment 5 0.00 20
R & D equipment 5 0.00 20

Estimated net residual value is the amount that the company currently obtains from the disposal of the assets after
deducting the estimated disposal expenses. Estimated net residual value assumes that the expected service life of fixed
assets has expired and is at the end of its servicelife.

(3) The method of impairment testing of fixed assets and the cal culation method of impairment provision

The method of impairment testing of fixed assets and the cal culation method of impairment provision are detailed in
Notes IV \14 “Impairment of non-current non-financial assets’.

(4) Other explanations

If the subsequent expenditure related to the fixed asset islikely to flow in and its cost can be measured reliably, it will
be included in the cost of the fixed asset and the book value of the replaced part will be terminated. Subsequent
expenditures other than this shall be included in current profits and losses when incurred.

The difference between the disposal income of the sale, transfer, scrap or damage of fixed assets after deducting their
book value and related taxes and feesis included in the current profits and losses.

At least at the end of the year, the Company reviews the service life, estimated net residual value and depreciation
method of fixed assets. If any change occurs, it will be treated as a change in accounting estimates.

9. Intangible Assets
Intangible assets include intangibl e assets with limited service life and intangibl e assets with uncertain servicelife.
(1) Valuation of intangible assets

Invisible assets are initially measured at actual cost.
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The cost of purchasing intangible assets includes the purchase price, related taxes and fees, and other expenditures
directly attributable to the intended use of the assets.

(2) Amortization of intangible assets

(a) For intangible assets with limited service life, the straight-line method shall be adopted to amortize the intangible
assets within the service life period, which is consistent with the expected realization of the economic interests
related to the intangible assets and is unable to determine the expected realization mode reliably.

(b) Non-amortization of intangible assets with uncertain servicelife.
Intangible assets shall be amortized by the following methods

Item Estimated useful life
Software 5

At the end of each year, the service life and amortization methods of intangible assets with limited service life are
reviewed. The Company has no intangible assets with uncertain service life.

(3) Provision for the impairment of intangible assets

The impairment test shall be conducted on the balance sheet day for intangible assets with uncertain service life and
intangible assets that have not yet reached the usable state.

For intangible assetswith limited servicelife, there are signs of impairment on the balance sheet date, and the recoverable
amount is estimated. Where the recoverable amount islessthan its book value, the book value of intangible assets shall
be written down to the recoverable amount, and the amount written down shall be recognized as the loss of impairment
of intangible assets, which shall be included in the current profits and losses, and the corresponding provision for
impairment of intangible assets shall be made at the same time.

Once the loss of impairment of intangible assets has been confirmed, it will not be reversed in the future accounting
period.

10. Leases

Financial leaseisaleasethat essentially transfersall risks and rewards related to the ownership of assets. Its ownership
may or may not be transferred eventually. L eases other than financial leases are operating leases.

Operating Lease
® The Company as L essee under Operating Lease

L ease payments under an operating lease are recognized by alessee on a straight-line basis over the lease term, and
either included in the cost of the related asset or charged to profit or loss for the current period. The contingent rents
shall be recorded in the profit or loss of the period in which they arise.

@ The Company as Leaser under Operating Lease

L ease income from operating leases shall be recognized by the leaser in profit or loss on a straight-line basis over the
lease term. The larger initial direct expenses are capitalized when they occur, and the profits and losses of the current
period are recorded in stages on the same basis as the recognized rental income during the whole lease period; the
smaller initial direct expenses are recorded in the profits and losses of the current period when they occur.

11. Revenue Recognition

Revenue refersto the total flow of economic interests formed in the daily activities of an enterprise, which will lead to
the increase of the owner’srights and interests and have nothing to do with the capital invested by the owner.
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The company recognizes revenue according to the following provisions and accounted for its current profits and losses
according to the realized revenue.

The amount of income shall be determined according to the fair value of the contract or agreement price received or
receivable when the company provides servicesin its daily business activities.

(1) Revenuefrom Rendering of Service

When the outcome of a transaction involving the rendering of services can be estimated reliably at the balance sheet
date, revenue associated with the transaction is recognized using the percentage of completion method.

The outcome of atransaction involving rendering of services can be estimated reliably when al the following conditions
are satisfied:

@ The amount of revenue can be measured reliably;

@ Itis probable that the associated economic benefits will flow to the Company;

® The stage of completion of the transaction can be measured reliably;

@ The costsincurred and to be incurred for the transaction can be measured reliably.

If the outcome of a transaction cannot be estimated reliably, the service income will be recognized according to the
amount of the service cost that has occurred and is expected to be compensated, and the service cost that has occurred
will beregarded asthe current cost. Incomeisnot recognized if theincurred labor costsare not expected to be compensated.

When the contract or agreement signed by our company with other enterprises includes the sale of goods and the
provision of labor services, if the sale of goods and the provision of labor services can be distinguished and measured
separately, the sale of goods and the provision of labor services shall be dealt with separately.

If the sale of goods and the provision of services cannot be distinguished, or they cannot be di stinguished, but cannot be
measured separately, the contract will be treated as the sale of goods.

(2) Revenuefrom Sale of Goods

The company hastransferred the main risks and rewards in the ownership of the commaodity to the buyer. The company
no longer exercises the right of continuous management and actual control over the commodity. Relevant revenue has
received or obtained receipts. The cost associated with the sale of the commodity can be reliably measured to confirm
the realization of businessincome.

(3) Recognition of income from the transfer of the right to use assets

Thetransfer of the right to use assets confirms the income when the relevant economic interests are likely to flow into
the enterprise and the amount of income can be reliably measured.

The determination of the amount of income from the right to use the transferred assets:

1) Theamount of interest income shall be calculated and determined according to the time when other people use the
money funds of the enterprise and the actual interest rate.

2) The amount of royalty income shall be calculated and determined according to the time and method of royalty
stipulated in the relevant contracts or agreements.

12. Government Grants

Government grants are transfer of monetary assets and non-monetary assets from the government to the Company at no
consideration, excluding the capital invested by the government as equity owner. Government grant can be classified as
grant related to the assets and grants related to the income.
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If agovernment grant isin the form of atransfer of amonetary asset, it ismeasured at the amount received or receivable.
If agovernment grant is in the form of a non-monetary asset, it is measured at fair value. If the fair value cannot be
reliably determined, it ismeasured at anomina amount. A government grant measured at anominal amount isrecognized
immediately in profit or loss for the period.

A government grant related to an asset isrecognized as deferred income, and evenly amortized to profit or loss over the
useful life of the related asset. For a government grant related to income, if the grant is a compensation for related
expenses or losses to be incurred in subsequent period, the grant is recognized as deferred income, and recognized in
profit or loss over the periods in which the related costs are recognized. If the grant is a compensation for related
expenses or losses already incurred, the grant isrecognized immediately in profit or lossfor the period. For repayment
of a government grant already recognized, if there is a related deferred income, the repayment is offset against the
carrying amount of the deferred income, and any excess is recognized in profit or loss for the period. If there is no
related deferred income, the repayment is recognized immediately in profit or loss for the period.

Government grantsrelated to the company’sdaily activities shall beincluded in other income or cost deduction according
to the essence of economic business; government subsidiesunrelated to daily activities shall beincluded in non-operating
iNncComes or expenses.

13. Discontinued Operations

(1) The Basic Situation of Discontinued Operations

Items Current period
Revenue Cost Gross profit
R & D Services 6,396,615.60 5,523,005.50 873,610.10
Items Previous period
Revenue Cost Gross profit
R & D Services 31,597,271.21 27,055,219.50 4,542,051.71

Note: The business shown in the table above has been terminated. As other items such as termination expenses cannot
be ascertained, net profit data cannot be provided.

(2) Thedisposition of Discontinued Operations

Items Total disposal gains Income Tax Net disposal gains
and losses Expenses/Incomes and losses
Fixed assets and intangible assets -1,149,574.58 — -1,149,574.58

V. Changesin Major Accounting Policies and Accounting Estimates
(1) Changesin Significant Accounting Policies

In June 2018, the Ministry of Finance released the Notice on Revising and Issuing the Format of Financial Statements of
General Enterprisesfor (Cai Kuai [2018] No. 15). Theformat of general enterprisefinancial statements has been revised.
The Company shall execute the aforementioned notice in accordance with the requirements of the Ministry of Finance

In accordance with the requirements of notice (Cai Kuai [2018] No. 15), the company adjusts the presentation of the
following itemsof financial statementsand adjuststhe comparative data of comparabl e accounting periods accordingly:

Theorigina “NotesReceivable’ and “ Accounts Receivable’ itemsareincorporated into the newly added “ notesreceivable
and accountsreceivable” items;
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Theoriginal items of “Interest Receivable”, “ Dividend Receivable” and “ Other Receivables’ areincorporated into the
items of “Other Receivables’;

Theoriginal “ Disposal of Fixed Assets’ and “Fixed Assets’ items are incorporated into “Fixed Assets’;
Theoriginal “Construction Materials’ are incorporated into “ Construction in Progress” items;

The original “notes payable” and “accounts payable” items are incorporated into the new “notes payable and accounts
payable’ items;

Theoriginal “interest payable”, “dividend payable” and “ other accounts payable’ itemsare combined into “ other accounts
payable’ items;

Theoriginal “ Special payables’ items are incorporated into “ long-term payable “ items;

Thenew “R&D Expenditure” itemisadded. The R& D expenditure originally included in the “ management expenditure”
itemislisted separately asthe “R&D expenditure” item;

Under “Financial Expenses’ Item, indicate “ Interest Expenses” and “Interest Income” Detailed Items

The change of accounting policy has no substantial effect on the total assets, liabilities, net assets and net profits of the
company in the current period and before the change of accounting policy.

2. Changesin Accounting Estimates
The company has no change in accounting estimates this year.
VI.Taxation

The main categories and tax rates applicable to the Company are set out below:

Types of tax Specific tax rate

Value added tax (note 1, 2 and 3) The output tax is calculated at the rate of 17% (before 1 May,2018)
after 1 May 2018, at the rate of 16% of the taxable income for goods
sold, and 6% for service provided. VAT is paid after offset the
output tax with input tax allowed at current period. Tax exemption
for export R& D services and technical advisory services.

City maintenance and construction tax 7% of the turnover taxes actually paid.
Educational surcharge 3% of actual turnover tax paid

Local educational surcharge 2% of actual turnover tax paid
Corporate income tax 25% of taxable income

Note 1: According to the Circular of the State Administration of Taxation on the Issue of Measuresfor the Administration
of Tax Rebate (Exemption) for Export Goods (Trial |mplementation) issued by the State Tax Issuance Document No. 51
[2005], the policies of VAT exemption, offset and refund shall apply to our export products.

Note 2: According to the announcement of Shenguo Tax South Reserve [2016] 0709 and the State Administration of
Taxation on the Re-issuance of the“Measuresfor the Administration of Transboundary Taxable Service VAT Exemption
from Business Tax to VAT (Trial Implementation)” (the announcement of the State Administration of Taxation No. 49 of
2014), the R& D services provided by the company to overseas units are exempted from VAT, and the VAT input tax of
the preferential itemsis accounted for separately. Thefiling period is from January 1, 2015 to December 31, 2019
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VII. NOTESTO MAINITEMSOF THE FINANCIAL STATEMENTS

Unless otherwiseindicated, the opening balance refersto the balance as at 1 January 2018; the closing balancerefersto
the balance as at 31 December 2018; current year refersto year 2018 and prior year refersto year 2017.

1. Cash at bank and on hand

Item Closing balance Opening balance
Cash on hand - -
Cash at bank 403,980.76 1,443,653.83
Total 403,980.76 1,443,653.83

2. Notesand accountsreceivables

Items

Closing balance

Opening balance

Notes Receivable

Accounts Receivable 71,236,260.85 71,201,219.07
Total 71,236,260.85 71,201,219.07
(1) The aging of accountsreceivableis analyzed as follows:
Closing Balance Opening Balance
Carrying amount Carrying amount
Aging Percentage to Bad debt Percentage to Bad debt
Amount total amount provision Amount total amount provision
(%) (%)
Within 1 year 22,254,781.24 31.23% — 48,575,348.07 68.19% —
1-2years 46,996,182.81 65.94% — | 20,640,574.20 28.98% —
2 -3years — — — — — —
3-4years — — — 2,018,297.72 2.83% 33,000.92
4 -5years 2,018,297.72 2.83% 33,000.92 — — —
Abovebyears - - - — — —
Total 71,269,261.77 100.00% 33,000.92 | 71,234,219.99 100.00% 33,000.92

At the end of the year, the receivables of related parties amounted to RMB 71,236,260.85. See notes V111, 4 for details.

3. Other receivables

Item Closing balance Opening balance
Interest Receivable — —
Dividend Receivable — —
Other Receivables 3,106,099.67 4,524,103.38
Total 3,106,099.67 4,524,103.38
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(1) Theaging of other receivablesis analyzed asfollows:

Closing Balance Opening Balance
Carrying amount Carrying amount
Aging Percentage to Bad debt Percentage to Bad debt
Amount total amount provision Amount total amount provision
(%) (%)
Within 1 year 1,722,969.89 55.47% — 1,732,268.15 38.29%
1-2years 1,293,616.78 41.65% — 303,033.63 6.70%
2-3years 89,513.00 2.88% — 2,485,551.60 54.94%
3-4years — — — 3,250.00 0.07%
4 -5years — — —
Above Syears — — — — —
Total 3,106,099.67 100.00% — 4,524,103.38 100.00%

At the end of the year, the receivables of related parties amounted to RMB 3,

4. Advancesto suppliers

099,439.67. See notes I X, 4 for details.

Closing balance Opening balance
Aging Amount Percentage of total Amount Percentage of total
balance (%) balance (%)
Within 1 year 16,749.00 100.00% 15,974.00 100.00%
Total 16,749.00 100.00% 15,974.00 100.00%
5. Inventory
(1) Categoriesof inventory
Category Closing balance Opening balance
Raw material 103,396.50
Subtotal 103,396.50

Less: inventory impairment provision

Total
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6. Fixed asset
Item Opening Balance | Increased in 2018 Decreased in 2018 | Closing Balance

I. Total original cost 15,238,234.82 3,584.00 14,327,624.93 914,193.89
Incl: office equipment 2,425,299.05 — 2,425,299.05 —
communication equipment 2,375,762.73 3,584.00 2,253,396.78 125,949.95
production equipment 8,957,282.87 -- 8,189,266.86 768,016.01
R & D equipment 1,479,890.17 — 1,459,662.24 20,227.93

1. Total accumulated depreciation 13,002,484.58 480,942.00 13,040,451.29 442 ,975.29

Incl: office equipment 2,405,513.38 5,136.34 2,410,649.72 —
communication equipment 1,786,852.66 89,976.54 1,805,082.73 71,746.47
production equipment 7,549,745.85 361,765.09 7,553,767.30 357,743.64
R & D equipment 1,260,372.69 24,064.03 1,270,951.54 13,485.18
Total net book value 2,235,750.24 — — 471,218.60
Incl: office equipment 19,785.67 — — —
communication equipment 588,910.07 — — 54,203.48
production equipment 1,407,537.02 — — 410,272.37
R & D equipment 219,517.48 — — 6,742.75

I11. Total impairment provision - - - -
Incl: office equipment - - - -
communication equipment - - - -
production equipment - - - -
R & D equipment - - - -

1V. Total carrying amount 2,235,750.24 — — 471,218.60
Incl: office equipment 19,785.67 — — —
communication equipment 588,910.07 — — 54,203.48
production equipment 1,407,537.02 — — 410,272.37
R & D equipment 219,517.48 — — 6,742.75

7. Intangible assets

(1) List of intangible assets

Items Software Total

1. Origina book value

1. Opening balance 210,900.07 210,900.07

2. Increased at this period
1. Purchase

3. Decreased at this period 113,108.57 113,108.57
1 Disposal 113,108.57 113,108.57

4. Closing balance 97,791.50 97,791.50

1. Accumulated amortization
1 Opening balance 143,261.26 143,261.26
2 Increased at this period 23,127.49 23,127.49

(2) Provision 23,127.49 23,127.49

3 Decreased at this period 94,194.85 94,194.85
(1) Disposal 94,194.85 94,194.85

4. Closing balance 72,193.90 72,193.90

111. Impairment allowance — —

1V. Book value

1. Closing book value 25,597.60 25,597.60

2. Opening book value 67,638.81 67,638.81
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8. Notes payable and Accounts payable

Items Closing balance Opening balance
Notes payable — —
Accounts payable 42,375,683.59 42,818,838.62
Total 42,375,683.59 42,818,838.62
Q) The aging of accounts payable is analyzed as follows:
Items Closing balance Opening balance
Within 1 year 78,048.40 1,337,623.44
1-2years 1,303,647.84 —
2 -3years — —
Over 3years 40,993,987.35 41,481,215.18
Total 42,375,683.59 42,818,838.62

At the end of the year, the amount payable to the related partiesis RMB 42,375,683.59, as detailed in notes IX, 4.

9. Employeebenefitspayable
(1) Details of employee benefits payable

Items Opening balance Increasein Decreasein |Closing balance
this period this period
|. Short-term employee benefits payable 2,730,622.21 5,317,869.61 | 7,614,892.12 433,599.70
I1. Defined contribution plans payable — 415,114.57 415,114.57 —
I11. Termination benefits 4,022,385.80 7,016,932.60 |11,039,318.40 —
IV. Others 130,263.34 — — 130,263.34
Total 6,883,271.35 | 12,749,916.78 |19,069,325.09 563,863.04
(2) Details of short-term employee benefits
Items Opening balance Increasein Decreasein | Closing balance
this period this period
|. Salary, bonus, alowance and subsidies 780,620.72 4,397,571.41 | 4,950,455.33 227,736.80
I1. Employee welfare — 131,319.78 131,319.78 —
I11. Social insurance premium — 177,577.07 177,577.07 —
Including: medical insurance — 184,187.40 184,187.40 —
Work injury insurance — 9,781.06 9,781.06 —
Maternity insurance — -33,220.45 -33,220.45 —
Disabled employment security fund 16,829.06 16,829.06
V. Housing funds — 190,891.40 190,891.40 —
V1. Labor union funds and employee education
VIl. Funds — 42,553.59 42,553.59 —
V1. Short-term compensated absences 1,950,001.49 377,956.36 | 2,122,094.95 205,862.90
Total 2,730,622.21 5,317,869.61 | 7,614,892.12 433,599.70
(3) The details of defined contribution plans
Items Opening balance Increasein Decreasein |Closing balance
this period this period
I. Basic pension insurance — 410,601.95 410,601.95 —
I1. Unemployment insurance — 4,512.62 4,512.62 —
Total — 415,114.57 415,114.57 —
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10. Taxes payable

Items Closing balance Opening balance
Value added tax -280.07 -4,992.50
City maintenance and construction tax — 1,842.51
Individual income tax payable 17,783.61 180,939.88
Educational surcharge payable — 1,316.08
Total 17,503.54 179,105.97
11. Other payables
(1) Categories of other payables
Items Closing balance Opening balance
Temporary collection payable — 139,861.57
Inventory and services Payable (Accrued expenses) 338,978.74 595,742.38
Total 338,978.74 735,603.95
(2) There are no significant other payables over a period of one year.
(3) There are no significant other payables of related party.
12. Other current liabilities
Items Closing balance Opening balance
Deferred income — 255,072.14
Total — 255,072.14
13. Long-term payable
Items Closing balance Opening balance
Loans principa and interests payable to related party 38,470,240.05 34,882,761.36
Total 38,470,240.05 34,882,761.36

The outstanding balanceincludesthe borrowing principal and theinterest payableto therelated party. The Company signed borrowing
agreement with the ultimate parent company. Radisys Corporation with annual compounded interest rate of 5% for 5 years, which
principal and interest will be paid at maturity. On September 16, 2010, the Company signed an extended agreement with Radisys
Corporation with maturity date to September 30, 2034 other terms and conditions remained unchanged.

14. Paid-in capital

Investor Closing balance Opening balance
Percentage of Percentage of
shareholding (%) Capital | shareholding (%) Capital
contributed contributed
Radisys Cayman Limited 100.00% | 41,283,841.68 100.00% |41,283,841.68
15. Capital reserve
Items Opening balance Increase Decrease |Closing balance
Other capital reserve 3,686,573.29 — — | 3,686,573.29
16. Retained ear nings
Items 2018 2017
Retained earnings at the beginning of the year before restatement -51,133,332.53 -50,130,403.34
Adjustment for prior year — —
Retained earnings at the beginning of the year after adjustment -51,133,332.53 -50,130,403.34
Add: Net profit attributable to shareholders of the parent company -343,444.92 -1,002,929.19
Less: Appropriation to statutory surplus reserve — —
Retained earnings at the end of the year -51,476,777.45 -51,133,332.53
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16. Revenue and cost of sales

Items 2018 2017
Revenue COGS Revenue COGS
Revenue from main operations 16,637,895.30 | 11,869,315.76 | 48,528,610.71 40,425,344.63
Incl: Maintenance and technical support services 10,241,279.70 6,346,310.26 | 16,931,339.50 (13,370,125.13
Research and development Services 6,396,615.60 5,523,005.50 | 31,597,271.21 [27,055,219.50
Total 16,637,895.30 | 11,869,315.76 | 48,528,610.71 {40,425,344.63
17. Taxes and sur char ges
Items 2018 2017
City maintenance and construction tax 11,256.49 6,725.24
Educational surcharge 8,040.37 4,803.75
Stamp tax 8,209.11 13,801.38
Total 27,505.97 25,330.37
18. Selling and distribution expenses
Items 2018 2017
Freight charges — 156,008.09
Total — 156,008.09
19. General and administrative expenses
Items 2018 2017
Employee benefits 2,915,365.74 3,409,321.75
Depreciation and amortization expenses 101,068.43 654,277.66
Maintenance expense 5,767.97 64,309.37
Rental and property management fees 168,638.92 334,324.53
Office expenses 166,979.05 660,573.63
Travelling and transportation expenses 80,024.61 163,191.53
Entertainment expenses — 2,741.00
Professional service fees 316,303.04 222,112.23
Other expense 253,670.33 262,271.20
Total 4,007,818.09 5,773,122.90
20. Finance costs
Items 2018 2017
Interest on borrowings 1,771,211.87 1,709,554.26
Less: Interest income 3,251.38 3,869.89
Net gains on exchange -524,801.76 1,075,457.89
Commission expenses and others 7,372.54 6,546.40
Total 1,250,531.27 2,787,688.66
21. L osses on disposal of assets
Items 2018 2017
L osses on disposals of fixed assets and intangible assets -1,149,574.58 -228,775.24
Total -1,149,574.58 -228,775.24
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22. Other income

Items 2018 2017
Individual income tax refund 236,496.46 —

Total 236,496.46 —
23. Non-oper ating income

Items 2018 2017
Others 1,092,899.94 241,145.99

Total 1,092,899.94 241,145.99
24. Non-oper ating expenses

Items 2018 2017
Penalties and overdue fines 5,990.95 376,416.00

Total 5,990.95 376,416.00

25. Supplementary information to the cash flow statement
Reconciliation from net profit to cash flows from operating activities:

Items

Current period

Previousperiod

1) Adjusting net profit to cash flow from operating activities

Net profit

-343,444.92

(1,002,929.19)

Add: Impairment loss provision of assets

Depreciation of fixed assets, oil and gas assets and consumable biological assets

480,942.00

3,088,123.64

Amortization of intangible assets

23,127.49

36,183.37

Amortization of long-term prepaid expenses

Loss on disposal of fixed assets, intangible assets and other
long-term deferred assets (gain asin “-")

1,149,574.58

228,775.24

Loss on scrap of fixed assets (gain asin “-")

Loss on fair value changes (gain asin “-")

Financial cost (gainasin“-")

1,246,410.11

(341,541.43)

Loss on investment (gain asin “-")

Decreased in deferred income tax assets (increase asin “-")

Increased of deferred income tax liabilities (increase asin “-")

Decreased of inventories (increase asin “-")

103,396.50

84,347.65

Decreased of operating receivables (increaseasin “-")

2,833,914.61

(3,677,697.94)

Increased of operating Payable (decrease asin “-")

(7,576,831.56)

2,950,634.13

Others

Net cash flows from operating activities

(2,082,911.19)

1,365,895.47

2) Significant investment and financing activitiesthat without cash flows:

Debt-to-capital conversion

Convertible loan due within 1 year

Fixed assets acquired under financial lease

3) Movement of cash and cash equivalents:

Ending balance of cash

403,980.76

1,443,653.83

Less: Beginning balance of cash equivalents

1,443,653.83

863,067.82

Add: Ending balance of cash equivalents

Less: Beginning balance of cash equivalents

Net increase of cash and cash equivalents

(1,039,673.07)

580,586.01
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26. Monetary itemsdenominated in foreign currenc

Items Closing foreign currency Closing convert to RMB

balance | Exchangerate balance

Cash at bank and on hand (USD) 5,423.71 6.8632 37,224.01
Notes and accounts receivables (USD) 7,823,148.93 6.8632 53,691,835.74
Long-term payable (USD) 5,605,292.00 6.8632 38,470,240.05

VIII. Risksassociated with financial instruments

The company’s main financial instrumentsinclude long-term accounts payabl e, accounts receivabl e, accounts payabl e,
etc. Detailed descriptions of variousfinancial instruments can be found in therelevant itemsin Note IV of the financial
statements. The risks associated with these financial instruments and the risk management policies adopted by our
company to reduce these risks are described bel ow. The company’ s management manages and monitors these exposures
to ensure that the above risks are within the limits. The company uses sensitivity analysis technology to analyze the
impact of reasonable and possible changes in risk variables on current profits and losses or shareholders' rights and
interests. Thus, the following is assuming that each variable change independently.

Risk management objectives and policies

The company’s goal in risk management isto strike a proper balance between risk and return, to minimize the negative
impact of risk on the company’s operating performance, and to maximize the interests of shareholders and other equity
investors. Based on thisrisk management objective, the basic strategy of the company’srisk management isto identify
and analyze the various risks faced by the company, establish an appropriate risk-bearing bottom line and carry out risk
management, and timely and reliable supervision of various risks, so asto control the risks within alimited range.

1. Market risk

(1) Foreign exchange risk

Foreign exchangerisk refersto the risk of loss due to exchange rate changes. The company bearstherisk that ismainly
related to the US dollar. The Company purchases and sellsin US dollarswith Radisys Corporation, the ultimate controlling
party. Other business activities of the company are settled in RMB. On December 31, 2018, the company’s foreign
currency financial assetsand liabilitiesarelisted in Notes. V1. 27. Except that the assets or liabilities mentioned in the
above statement are in US dollar balance, the other assets and liabilities of the company are in RMB balance. Foreign
exchange risks arising from assets and liabilities in foreign currency balances may have an impact on the company’s
operating performance. The Company pays close attention to theimpact of exchangerate changes onitsforeign exchange
risk. At present, The Company has not taken any measures to avoid foreign exchange risk.

(2) Interest rate risk

Asof December 31, 2018, the Company’s|ong-term payableswere 38,470,240.05 yuan, based on the compound interests
at 5% fixed rate per annum, repayment of principal and interests on September 30, 2034. Thereisno significant interest
raterisk.

2. Credit risk

Credit risk refers to the risk that one party of afinancial instrument fails to fulfill its obligations and causes financial
losses to the other party. Financial instruments are mainly related to the related parties. The Company’sfinancial assets
and liabilities between the company and the related parties are listed in Notes.I1X.4. There is no significant credit risk.
3. Liquidity risk

In managing liquidity risks, the company maintains and monitors cash and cash equival ents that management considers
adequate to meet the company’s operational needs and reduce the impact of cash flow fluctuations.
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IX. RELATED PARTY RELATIONSHIPAND RELATED PARTY TRANSACTIONS
1) Information of parent company

Name of parent Registration Nature of Registered capital Controlling Voting right (%)
place business (USD) by parent by parent

Radisys Cayman Investment

Limited Cayman holding 0.00 100.00% 100.00%

The ultimate parent company is Radisys Corporation
2) Information of subsidiary company : none

3) Related partiesthat have transactions with the Company

Entity Relationship with the Company
Radisys Corporation Ultimate controlling party
Radisys Singapore Fellow subsidiary under the same control

Radisys Systems Equipment Trading (Shanghai) Co., Ltd.

Fellow subsidiary under the same control

4) Main businesstransactions between the Company and related parties

(1) Salesand purchase
Related Parties Content of business transactions 2018 2017
Radisys Corporation Purchasing raw materials 49,364.25 802,469.47
Radisys Corporation Purchasing fixed assets — 405,452.03
Radisys Corporation Sale of finished products — 698,814.63
Radisys Corporation Providing technical support services 9,986,207.56 15,672,694.78
Radisys Corporation Providing R&D services 6,396,615.6 31,597,271.21
Radisys Corporation Sale of used materials 1,393,687.29 406,002.18
Radisys Corporation Sale of fixed assets 144,522.26 1,081,970.72
(2) Related party balances
Related Parties Closing balance Opening balance
Amounts | Percentages (%) Amounts |Percentages (%)
Accountsreceivable
Radisys Corporation 71,236,260.85 -171,201,219.07
Total 71,236,260.85 - 171,201,219.07 -
Other receivables
Radisys Corporation 2,810,170.67 - | 4,239,307.47
Radisys Singapore 289,269.00 - 185,113.00 -
Total 3,099,439.67 - | 4,424,420.47
Accounts payable
Radisys Corporation 39,599,511.59 40,008,691.02
Radisys Systems Equipment Trading (Shanghai) Co., Ltd. | 2,776,172.00 -| 2,776,172.00
Total 42,375,683.59 - 142,784,863.02
Long-term payable
Radisys Corporation 38,470,240.05 - 134,882,761.36
Total 38,470,240.05 - 134,882,761.36
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X. Commitmentsand contingencies

(1) Commitments

Asof 31 December 2018, there had been no material commitments necessary to be disclosed.
(2) Contingent events

Asof 31 December 2018, there had been no material contingencies necessary to be disclosed.
X1. Events after the balance sheet date

Jonathan Patrick Wilson, the former legal representative of the enterprise, resigned on March 6, 2019, and Robert
Charles Pippert, the new legal representative, took office on March 6, 2019. Up to the date of the report, theregistration
of the change of legal representative has not been completed.
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