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22 January 2026

To: The Independent Board Committee, the Takeovers Code Independent Shareholders, and
the Proposed Acquisition LR Independent Shareholders of Hua Hong Semiconductor
Limited

Dear Sirs,

(1) MAJOR AND CONNECTED TRANSACTION - ACQUISITION
OF SHARE CAPITAL OF THE TARGET INVOLVING
THE ISSUE OF CONSIDERATION SHARES UNDER SPECIFIC MANDATE;
(2) APPLICATION FOR WHITEWASH WAIVER;
(3) PROPOSED NON-PUBLIC ISSUANCE OF RMB SHARES TO RAISE
SUPPORTING FUNDS; AND
(4) SPECIAL DEAL

INTRODUCTION

We refer to our appointment by the Company to advise the Independent Board Committee,
the Takeovers Code Independent Shareholders, and the Proposed Acquisition LR Independent
Shareholders in respect of (i) the proposed acquisition of share capital of Shanghai Huali
Microelectronics Corporation (the “Target Company”) involving the issue of consideration
shares under specific mandate contemplated thereunder (the “Proposed Acquisition”); (ii) the
Whitewash Waiver; and (iii) the Special Deal in relation to the Proposed Non-issuance of RMB
Shares, details of which are set out in the letter from the Board contained in the circular of the
Company to the Shareholders dated 22 January 2026 (the “Circular”), of which this letter
forms part. Capitalised terms used in this letter have the same meanings as those defined in the
Circular unless the context requires otherwise.

References are made to the announcements of the Company dated 31 August 2025, 16
October 2025 and 31 December 2025 in relation to, among others, the Acquisition Agreement,
the Supplemental Agreement and the Compensation Agreement entered into with the Vendors.
As disclosed in the Announcement, on 29 August 2025, the Company and the Vendors entered
into the Acquisition Agreement, pursuant to which the Company conditionally agreed to
purchase, and the Vendors conditionally agreed to sell, a total of 97.4988% of the share capital
of the Target Company. Subsequently, as disclosed in the Update Announcement, the Company
and the Vendors entered into the Supplemental Agreement on 31 December 2025, which set out
further details of the Proposed Acquisition and, pursuant thereto, the final Total Consideration
was determined to be RMBS8,267,902,153.26, to be satisfied by the allotment and issuance of
190,768,392 Consideration Shares (RMB Shares) to the Vendors at an issue price of RMB43.34
per share.



In addition to the Proposed Acquisition, on 29 August 2025, the Board approved the
Proposed Non-public Issuance of RMB Shares to raise supporting funds. The total amount of
supporting funds to be raised thereunder shall be RMB7,556,286,000 (being not exceeding
100% of the final Total Consideration for the Proposed Acquisition) and the number of RMB
Shares to be issued shall not exceed 30% of the total issued share capital of the Company upon
Completion.

LISTING RULES IMPLICATIONS

Proposed Acquisition

As one or more of the applicable percentage ratios in respect of the Proposed Acquisition
in accordance with the Listing Rules exceed 25% but are less than 100%, the Proposed
Acquisition constitutes a major transaction of the Company which is subject to the reporting,
announcement and Shareholders’ approval requirements under Chapter 14 of the Listing Rules.

As HH Grace (a wholly-owned subsidiary of the Company) holds the remaining
approximately 2.5012% of the share capital of the Target Company, upon completion, the
Company is expected to hold, directly and indirectly, the entire share capital of the Target
Company.

As at the Latest Practicable Date,

(i) Huahong Group, one of the Vendors, is a substantial shareholder of the Company
and a connected person of the Company under Chapter 14A of the Listing Rules; and

(i) China IC Fund II, one of the Vendors, holds 29% of the equity interests in Hua Hong
Manufacturing, a subsidiary of the Company. China IC Fund II also holds
48,334,249 RMB Shares as at the Latest Practicable Date, representing
approximately 2.78% of the total issued share capital of the Company. Accordingly,
China IC Fund II is a connected person of the Company at subsidiary level under
Chapter 14A of the Listing Rules.

Therefore, as one or more of the applicable percentage ratios under Rule 14.07 of the
Listing Rules in respect of the Proposed Acquisition exceeds 5%, the Proposed Acquisition
constitutes a connected transaction of the Company which is subject to the reporting,
announcement and Proposed Acquisition LR Independent Shareholders’ approval requirements
under Chapter 14A of the Listing Rules.

Save for the Directors who are considered to have material interests in the Proposed
Acquisition under the Listing Rules and the Takeovers Code and have abstained from voting
on the board resolutions, namely (i) Mr. Jun Ye who is also the Chairman of SAIL (a member
of the Huahong Concert Group); (ii) Mr. Guodong Sun who was also a director of Shanghai IC
Fund (being one of the Vendors and a member of the Huahong Concert Group) and holds
certain position in Sino-IC Capital which in turn manages the China IC Fund II (being one of
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the Vendors and a member of the Huahong Concert Group); (iii) Mr. Bo Chen who is the vice
president of Huahong Group and (iv) Ms. Chengyan Xiong who is the director of the capital
and finance department of Huahong Group, none of the Directors is required to abstain from
voting on the board resolutions approving the Proposed Acquisition and the transactions
contemplated thereunder.

Proposed Non-public Issuance of RMB Shares

It is currently expected that the subscribers under the Proposed Non-public Issuance of
RMB Shares will not be the connected persons of the Company and will not constitute a
connected transaction under Chapter 14A of the Listing Rules.

TAKEOVERS CODE IMPLICATION

Application for Whitewash Waiver

As at the Latest Practicable Date, Huahong Group holds directly and indirectly
348,804,167 Shares (comprising 1,198,517 RMB Shares and 347,605,650 Hong Kong Shares),
representing approximately 20.07% of the total issued share capital of the Company. In
addition, as at the Latest Practicable Date, the Huahong Concert Group holds directly and
indirectly 602,956,550 Shares (comprising 66,389,753 RMB Shares and 536,566,797 Hong
Kong Shares), representing approximately 34.70% of the total issued share capital of the
Company.

If the Proposed Acquisition materializes, it is expected that immediately after completion
of the issuance of the Consideration Shares, the voting rights held by Huahong Concert Group
in the Company will increase to approximately 41.16% (assuming (i) there will not be any
further adjustment to the issue price of the Consideration Shares, (ii) there will not be any
change in the total issued share capital of the Company since the Latest Practicable Date up
to and including the date of issuance of the Consideration Shares and (iii) the Proposed
Non-public Issuance of RMB Shares has not been completed). Accordingly, upon Completion,
pursuant to Rule 26.1 of the Takeovers Code, Huahong Concert Group will be required to make
a mandatory general offer for all the securities of the Company not already owned or agreed
to be acquired by the Huahong Concert Group, unless the Whitewash Waiver from strict
compliance with Rule 26.1 of the Takeovers Code is obtained from the Executive.

Further, Huahong Group, SAIL and China IC Fund II, being the top 20 shareholders of
the Company among the Huahong Concert Group, have indicated that they will not participate
in the Proposed Non-public Issuance of RMB Shares, and the Company has not received any
indication from other parties in the Huahong Concert Group that any of them will participate
in the Proposed Non-public Issuance of RMB Shares. On such basis, if the Proposed
Non-public Issuance of RMB Shares materializes, it is expected that the voting rights held by
the Huahong Concert Group in the Company will be diluted accordingly. For illustration



purpose, the voting rights held by Huahong Concert Group in the Company shall be decreased
to approximately 39.35% (subject to the assumptions set out in the section headed “11.
Potential dilution effect on shareholding interests” below).

As such, the Completion is conditional upon, among other things, the Whitewash Waiver
being granted by the Executive and approved by the Takeovers Code Independent
Shareholders. An application has been made by Huahong Group (on behalf of itself and
Huahong Concert Group) to the Executive for the granting of the Whitewash Waiver pursuant
to Note 1 on dispensations from Rule 26 of the Takeovers Code. The Whitewash Waiver, if
granted by the Executive, will be subject to (i) the approval of the Whitewash Waiver by at
least 75% of the votes cast by Takeovers Code Independent Shareholders either in person or
by proxy at the EGM; and (ii) the approval of the Proposed Acquisition by more than 50% of
the votes cast by Takeovers Code Independent Shareholders either in person or by proxy at the
EGM as required under the Takeovers Code. As at the Latest Practicable Date, the Executive
has indicated that it is minded to grant the Whitewash Waiver. The Proposed Acquisition will
not proceed if the Whitewash Waiver is not obtained or if the Whitewash Waiver is not
approved by the Takeovers Code Independent Shareholders.

Special Deal in relation to the Proposed Non-public Issuance of RMB Shares

Pursuant to Article 41 of the Detailed Rules for the Implementation of Securities Issuance
and Underwriting by Listed Companies on the Shanghai Stock Exchange { Fifa¥%5:3¢5 i I
T A REF 837 BLUR B EBS B4 AIL) |, on the business day immediately preceding the start
date of the issuance period, the listed company and the lead underwriter may provide
subscription invitation letters to eligible specific parties. The recipients of the subscription
invitation letters shall include investors who have submitted letters of intent after the
announcement of the board resolution and the company’s top 20 shareholders (but excluding
(i) Huahong Group, SAIL and China IC Fund II which have indicated that they will not
participate in the Proposed Non-public Issuance of RMB Shares and (ii) certain other
Shareholders such as controlling shareholders and its related parties pursuant to the
requirement of the Shanghai Listing Rules (both terms as defined thereunder)), and shall also
include the following investors: (i) no fewer than 20 securities investment fund management
companies; (ii) no fewer than 10 securities firms; (iii) no fewer than 5 insurance institutional

investors.

The recipients of the subscription invitation letters must also comply with the relevant
provisions of the Shanghai Stock Exchange. The listed company and the lead underwriter shall,
in accordance with the relevant regulation set out above and the principles agreed upon in the
subscription invitation letter, negotiate and determine the recipients of the subscription
invitation letter.

The scope of targeted subscribers under the Proposed Non-public Issuance of RMB
Shares will include not more than 35 specific target subscribers. Such specific target

subscribers may include, but not limited to, institutional investors such as securities investment



fund management company, securities firm, asset management company, insurance company,
and other legal person or natural person investors in the PRC that comply with the regulations
of the CSRC and the Shanghai Stock Exchange.

In addition, the identity of the target subscribers (and whether the target subscribers
include existing RMB Shareholders) cannot be pre-determined as of the Latest Practicable
Date. Therefore, given (i) the Proposed Non-public Issuance of RMB Shares may take place
shortly after the completion of the Proposed Acquisition, (ii) the top 20 Shareholders of the
Company may be approached pursuant to the above PRC regulatory requirements for invitation
to subscribe for RMB Shares under the Proposed Non-public Issuance of RMB Shares, and (iii)
their subscription (or any other subscriber who is a Shareholder) may be accepted by the
Company, the Proposed Non-public Issuance of RMB Shares will potentially constitute a
Special Deal under Rule 25 of the Takeovers Code which is not capable of being extended to
all Shareholders and requires the consent of the Executive. Such consent, if granted, is
expected to be subject to, among other things, (i) the Hong Kong Independent Financial
Adviser publicly stating that in its opinion, the terms of the Special Deal are fair and
reasonable and (ii) the approval of the Special Deal by the Takeovers Code Independent
Shareholders by way of poll at the EGM.

Accordingly, the resolution in respect of the Special Deal will be submitted for Takeovers
Code Independent Shareholders’ consideration and approval at the EGM. (i) The Huahong
Concert Group, (ii) Shareholders who have indicated to participate in the Non-public Issuance
of RMB Shares before the EGM and their close associates (as defined under the Listing Rules),
(ii1) Shareholders who are involved in or interested in the Proposed Non-public Issuance of
RMB Shares (otherwise than solely as Shareholders of the Company) and (iv) such other
Shareholders who shall abstain from voting pursuant to the applicable laws, rules and
regulations abstain from voting on the resolution to be proposed at the EGM to approve the
Special Deal.

An application has been made by the Company to the Executive for its consent to the
Special Deal pursuant to Rule 25 of the Takeovers Code. Such consent, if granted, is expected
to be subject to, among other things, (i) the Hong Kong Independent Financial Adviser publicly
stating that in its opinion, the terms of the Special Deal are fair and reasonable as far as the
Takeovers Code Independent Shareholders are concerned, and (ii) the approval of the Special
Deal by the Takeovers Code Independent Shareholders by way of poll at the EGM.

THE INDEPENDENT BOARD COMMITTEE

Pursuant to the Listing Rules and Rule 2.8 of the Takeovers Code, the Independent Board
Committee, comprising all the independent non-executive Directors (namely Mr. Stephen Tso
Tung Chang, Mr. Kwai Huen Wong, JP and Mr. Songlin Feng) has been established by the
Company for the purpose of advising the Proposed Acquisition LR Independent Shareholders
and the Takeovers Code Independent Shareholders on the Proposed Acquisition (including the
grant of the Proposed Acquisition Specific Mandate and the approval of the Acquisition
Agreement and the Supplemental Agreement), the Whitewash Waiver and the Special Deal. As
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(i) Mr. Jun Ye is the Chairman of SAIL (a member of the Huahong Concert Group); (ii) Mr.
Guodong Sun was a director of Shanghai IC Fund (being one of the Vendors and a member of
the Huahong Concert Group) and holds certain position in Sino-IC Capital which in turn
manages the China IC Fund II (being one of the Vendors and a member of the Huahong Concert
Group); (iii) Mr. Bo Chen is the vice president of Huahong Group and (iv) Ms. Chengyan
Xiong is the director of the capital and finance department of Huahong Group, each of them
is not considered as independent for the purposes of giving advice or recommendations to the
Takeovers Code Independent Shareholders under the Takeovers Code.

We, Innovax Capital Limited, have been appointed as the Hong Kong Independent
Financial Adviser with the approval of the Independent Board Committee to advise the
Independent Board Committee, the Takeovers Code Independent Shareholders and the
Proposed Acquisition LR Independent Shareholders, in respect of the Proposed Acquisition, the
Proposed Acquisition Specific Mandate, the Whitewash Waiver and the Special Deal.

OUR INDEPENDENCE

As at the Latest Practicable Date, we did not have any relationships or interests with the
Company, its subsidiaries, its associates or their respective substantial shareholders or
associates, the Huahong Concert Group, or any other parties that could reasonably be regarded
as relevant in assessing our independence. In the previous two years from the date of the
Circular, we have not acted as an independent financial adviser to the Independent Board
Committee, the Takeovers Code Independent Shareholders, and the Proposed Acquisition LR
Independent Shareholders of the Company for any transaction. Apart from normal professional
fees paid or payable to us in connection with this appointment, no arrangements exist whereby
we had received or will receive any fees or benefits from the Company or any other parties that
could reasonably be regarded as relevant in assessing our independence. Accordingly, we
consider that we are independent pursuant to Rule 13.84 of the Listing Rules.

BASIS OF OUR OPINION

In formulating our opinion to the Independent Board Committee, the Takeovers Code
Independent Shareholders, and the Proposed Acquisition LR Independent Shareholders, we
have reviewed, amongst other things, (i) the annual reports of the Company for the year ended
31 December 2023 (the “2023 Annual Report”); (ii) the annual report of the Company for the
year ended 31 December 2024 (the “2024 Annual Report”); (iii) the interim report of the
Company for the six months ended 30 June 2025 (the “2025 Interim Report”); (iv) the
Acquisition Agreement and the Supplemental Agreement; (v) the Asset Valuation Report; and
(vi) the prospectus for Huahong Semiconductor Limited’s listing on the Shanghai Stock
Exchange dated July 2023 (the “SSE Prospectus”).

We have relied on the statements, information, opinions and representations contained in
the Circular and the information and representations provided to us by the Company, the
Directors and the management of the Company (the “Management”). We have assumed that
all statements, information, opinions and representations contained or referred to in the
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Circular, which have been provided by the Company, the Directors and the Management (for
which they are solely and wholly responsible), were true and accurate at the time they were
made and continue to be so as at the Latest Practicable Date. We have also assumed that all
statements of belief, opinion and expectation made by the Directors in the Circular were
reasonably made after due enquiry and careful consideration. The Directors have confirmed to
us that no material facts have been withheld or omitted from the information provided,
representations made or opinions expressed. We have no reason to suspect that any material
facts or information has been withheld or to doubt the truth, accuracy and completeness of the
information and facts contained in the Circular, or the reasonableness of the opinions expressed
by the Directors and the Management. We believe that we have been provided with sufficient
information to reach an informed view and to provide a reasonable basis for our opinion. We
have not, however, carried out any independent verification of the information provided by the
Directors and the Management, nor have we conducted an independent investigation into the
business and affairs of the Group. The Shareholders will be notified of any material changes
to such information and representations or any change to our opinion as soon as possible in
accordance with Rule 9.1 of the Takeovers Code. The Directors jointly and severally accept full
responsibility for the accuracy of the information contained in the Circular and confirm having
made all reasonable enquiries, that to the best of their knowledge, opinions expressed in this
Circular have been arrived at after due and careful consideration and there are no other facts
not contained in this Circular, the omission of which would make any statement in this Circular
misleading.

This letter is issued for the information of the Independent Board Committee, the
Takeovers Code Independent Shareholders, and the Proposed Acquisition LR Independent
Shareholders solely in connection with their consideration of the Proposed Acquisition, the
Proposed Acquisition Specific Mandate, the Whitewash Waiver and the Special Deal. Except
for its inclusion in the Circular, this letter is not to be quoted or referred to, in whole or in part,
nor shall this letter be used for any other purposes without our prior written consent.

PRINCIPAL FACTORS AND REASONS CONSIDERED

In arriving at our recommendation to the Independent Board Committee, the Takeovers
Code Independent Shareholders, and the Proposed Acquisition LR Independent Shareholders,
we have taken the following principal factors and reasons into consideration:

1. Background information of the Group
1.1 Principal activities of the Group

The Group is one of the global leaders in specialty process wafer foundry services and
operates the most comprehensive specialty process platform in the industry. Established on 21
January 2005 and headquartered in Shanghai, the Company was listed on the Stock Exchange
in 2014 and later on the Shanghai STAR Board in 2023. As a subsidiary of Huahong Group,
which is ultimately controlled by Shanghai SASAC through a 51.74% direct stake and as to
15.29%, 15.29%, 9.73% and 7.96% by Shanghai SASAC and its subsidiaries, namely Shanghai
International Group Corporation Limited (| B F% 45 [E 4 FR /2 &), Shanghai Guosheng Group
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Co., Ltd (LB (S ) A R 7]) and INESA (Group) Co., Ltd. (R E)A R ),
being wholly-owned subsidiaries of Shanghai SASAC, and Shanghai Lingang Economic
Development (Group) Co., Ltd. (#8755 R (EE)H R/ F])), being a non-wholly
owned subsidiary of Shanghai SASAC, respectively. The Group operates advanced 8-inch and
12-inch wafer fabrication plants, focusing on high-reliability and specialty applications.

Anchored in its strategic objective of advancing “Specialty IC + Power Devices,” the
Group focuses on expanding specialty process technologies and provides diversified wafer
foundry and related services across multiple specialty platforms in the following:

. Embedded/Standalone Non-Volatile Memory (NVM): Manufacturing solutions for
memory chips used in automotive, industrial control, and consumer electronics.

o Power Devices: Production of MOSFETs, IGBTs, and other power management
components for energy-efficient applications.

. Analog and Power Management: Production of a broad portfolio of analog ICs and
power management solutions across multiple voltage levels and process nodes for
diverse applications.

. Logic and RF: specialized manufacturing processes for communication chips (like
Wi-Fi and Bluetooth) and image sensors, serving smartphones, tablets, and other
smart devices.

These platforms cater to high-reliability sectors such as new energy vehicles, green
energy, the Internet of Things (IoT), and automotive chips, supported by a “one-stop” service
model that encompasses design, mask manufacturing, packaging, and testing. The Group
leverages technical collaborations, such as licensing 65nm/55nm CMOS technology from the
Target Company via HHGrace, to bolster its R&D and production capabilities, driving revenue
growth during recent reporting periods.

Capital-intensive nature of semiconductor foundry industry

The semiconductor foundry industry exemplifies a business sector defined by its highly
capital-intensive nature, requiring vast and sustained capital expenditure (“CAPEX”) primarily
focused on manufacturing infrastructure. This intensive investment is essential for the Group
to maintain its competitive position, leverage its “8-inch + 12-inch” specialty process
advantages, and drive capacity expansion. The core business revolves around the specialized
manufacture and sale of semiconductor products.

The necessity for such high CAPEX stems from two primary strategic drivers: capacity
expansion and technology migration. Continuous, massive spending is required to build and
ramp up new production facilities to meet anticipated demand. Key capacity projects include
the significant ramp-up of Fab 9, the Group’s second 12-inch fabrication facility, which
requires substantial spending (estimated, for example, at USD3.2 billion for equipment
move-in in 2026). Management is committed to continuous capacity growth, expecting to
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initiate the second-phase capacity deployment for the second 12-inch production line located
in Wuxi (the “Hua Hong Manufacturing Project”) ahead of schedule by the end of 2025,
alongside Fab 5 of the Target Company in the Proposed Acquisition to quickly increase scale.

Beyond scaling, a significant portion of CAPEX is directed toward maintaining
technological leadership and upgrading process platforms. This funding supports essential
process migration, such as transitioning from 90nm to 55nm/40nm, and progressive migration
to more advanced process nodes as market conditions and technological requirements continue
to evolve in the future. Furthermore, funds are consistently committed to innovation through
specific initiatives like the Specialty Technological Innovation, Research and Development

Project.
1.2 Historical financial performance and financial position of the Group
Financial performance
Set out below is the summary of the consolidated financial information of the
Company as extracted from the 2023 Annual Report, 2024 Annual Report, and 2025

Interim Report.

For the six months

For the year ended 31 December ended 30 June
2022 2023 2024 2024 2025
Us$ Us$ Us$ Us$ Us$
million million million million million

(audited) (audited) (audited) (unaudited) (unaudited)

Revenue 2,475 2,286 2,004 939 1,107
Gross profit 844 487 205 80 112
Profit/(Loss)

for the year/

period 407 126 (140) (67) (85)

Note: Certain financial information set out herein has been extracted from the accountants’ report and
rounded to the nearest million. Accordingly, figures shown may not add up precisely due to
rounding differences. Readers are advised to refer to the relevant annual reports and interim
reports of the Company for detailed financial information.

For the six months ended 30 June 2025 (“1H2025”) and 30 June 2024 (“1H2024”)

The Group reported revenue of US$1,107 million, representing an 18.0% increase
from US$939 million in 1H2024, primarily driven by higher wafer shipments. By process
platform, the Analog & Power Management segment delivered the strongest performance
with double-digit year-on-year and quarter-on-quarter growth, supported by domestic
supply chain localization and sustained artificial intelligence (“AI”) server demand. The
Embedded NVM platform advanced with the 55nm eFlash MCU entering volume
production, targeting [oT, security, and automotive applications, while the Standalone



NVM platform’s 48nm NOR Flash products also entered large-scale production. In
addition, the Deep-Trench Super-Junction MOSFET platform achieved double-digit
growth, driven by demand in the new energy and consumer electronics markets.

Gross profit rose to US$112 million, a 40.0% increase from US$80 million in
1H2024, supported by higher wafer shipments and improved production capacity
utilization, though partially offset by increased depreciation charges. Gross margin
improved from 8.5% to 10.1%, with both 8-inch and 12-inch lines operating at full
utilization.

Nevertheless, the Group reported a net loss of US$85 million, compared with a net
loss of US$67 million in 1H2024, representing a 26.7% increase. The widened loss
reflected higher engineering wafer costs mainly from the Hua Hong Manufacturing
Project, foreign exchange losses, and a reduced reversal of dividend withholding tax,
which collectively drove up administrative expenses, other expenses, and income tax
charges, offsetting the improvement in gross profit.

For the year ended 31 December 2024 (“FY2024”) and 31 December 2023 (“FY2023”)

Revenue declined to US$2,004 million, a 12.3% decrease from US$2,286 million in
FY2023, reflecting an environment of falling average selling prices despite higher
shipment volumes. While the global semiconductor market achieved moderate growth,
supported by rapid Al sector expansion and a partial recovery in consumer electronics,
intensified competition from newly released domestic supply exerted downward pressure
on wafer foundry pricing.

Within this environment, the Analog & Power Management and Logic & RF
platforms managed to achieve double-digit revenue growth, driven by Al-related
applications and recovering consumer electronics demand. Leveraging its technological
expertise and proactive sales strategies, the Group sustained an average annual capacity
utilization rate close to 100%, securing a leading position among global wafer foundry
peers.

However, profitability deteriorated sharply. Gross profit fell by 57.9% to US$205
million from US$487 million in FY2023, with the gross margin declining from 21.3% to
10.2%. The margin contraction was primarily due to pricing pressure, higher depreciation
charges, and increased costs associated with new fab start-ups. Coupled with higher
administrative expenses, reflecting increased R&D spending, the Group reported a net
loss of US$140 million, compared with a net profit of US$126 million in FY2023.
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For the year ended 31 December 2023 (“FY2023”) and 31 December 2022 (“FY2022”)

The Group recorded revenue of US$2,286 million, representing a 7.6% decline from
US$2,475 million in FY2022, primarily due to lower average selling prices. Higher
provisions for inventories, along with increased depreciation and utility costs, led to a
42.3% decrease in gross profit, from US$844 million in FY2022 to US$487 million in
FY2023.

FY2023 was marked by a confluence of external challenges, including a global
economic slowdown, weakened semiconductor demand, and rising raw material and labor
costs. Based on our market research on the PRC foundry industry and discussion with the
Management, the deterioration in performance was mainly attributed to subdued
post-pandemic market demand. During the pandemic years, strict lockdown measures
drove extraordinary demand for consumer electronics such as laptops, tablets, and
smartphones, resulting in widespread over-ordering and excessive inventory
accumulation across the supply chain. However, as economies reopened in 2023,
consumer spending patterns shifted rapidly from goods to services, including travel,
entertainment, and dining, leading to a sharp contraction in demand for electronic
devices. At the same time, persistent inflation, higher interest rates, and global
macroeconomic uncertainty dampened consumer confidence and business investment,
particularly in sectors such as personal computing and smartphones, which together
account for a significant portion of semiconductor demand. According to Gartner, a
NYSE-listed global research and advisory firm founded in 1979, the global
semiconductor market contracted by an estimated 11.1% in 2023, reflecting weakness in
end-consumer markets and intensified pricing pressure across the supply chain.

In addition to weak market demand, the semiconductor industry in China was further
constrained by the geopolitical environment. The export controls introduced by the U.S.
Department of Commerce’s Bureau of Industry and Security in October 2022, which
restricted the export of advanced semiconductor manufacturing equipment to China, had
a far-reaching impact in 2023. These restrictions limited access to critical tools and
components from key suppliers, thereby capping domestic foundries’ technological
advancement at around the 7nm node and impeding further progress to Snm and below.
Even for existing production lines, the inability to secure timely parts and maintenance
services constrained yields and efficiency, further exacerbating the sector’s challenges
amid already weak demand. As a result of the above, most of the Group’s business
segments recorded revenue declines, except the power discrete segment, which achieved
double-digit growth driven by robust demand in the new energy vehicle and industrial
sectors. Overall, the Group’s gross margin narrowed by 12.8 percentage points to 21.3%
compared with FY2022.
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Despite these pressures, the Group remained resilient, refining its strategic plan,
strengthening internal management, and stepping up investment in R&D to position itself
for recovery. It ultimately achieved a net profit of US$126 million, though this
represented a 69.0% decrease from US$407 million in FY2022, also reflecting reduced
government R&D grants, higher engineering wafer costs, and increased finance costs.

Financial position

The following table sets out a summary of the consolidated statements of the
financial position of the Group as at 31 December 2022, 2023, and 2024, and as at 30 June
2025, as extracted from the 2023 Annual Report, 2024 Annual Report, and 2025 Interim
Report.

As at

As at 31 December 30 June
2022 2023 2024 2025
Us$ Us$ Us$ Us$
million million million million

(audited) (audited) (audited)  (unaudited)

Non-current Assets 3,979 4,373 6,583 6,892
Current assets 3,075 6,569 5,832 5,345
Cash and cash

equivalents 2,009 5,585 4,459 3,847
Total assets 7,054 10,943 12,415 12,237
Non-current liabilities 1,537 1,956 1,946 1,952
Current liabilities 1,382 972 1,562 1,411
Total liabilities 2,919 2,928 3,508 3,364
Net assets 4,135 8,015 8,907 8,874
Share in Issue 1,307 1,717 1,718 1,727
NAYV per Share (USD) 3.16 4.67 5.18 5.14

Note: Certain financial information set out herein has been extracted from the accountants’ report and
rounded to the nearest million. Accordingly, figures shown may not add up precisely due to
rounding differences. Readers are advised to refer to the relevant annual reports and interim
reports of the Company for detailed financial information.

As at 30 June 2025 and 31 December 2024

The Group’s total assets remained relatively stable with a slight decrease of 1.4%
from US$12,415 million as at 31 December 2024 to US$12,237 million as at 30 June
2025, while the total liabilities of the Group decreased slightly, with a decrease of 4.1%
from US$3,508 million as at 31 December 2024 to US$3,364 million as at 30 June 2025.

The change in total assets was primarily attributable to a net increase of US$267
million in property, plant and equipment, mainly driven by the Hua Hong Manufacturing
Project. The project has completed the move-in, installation, and qualification of the first
batch of process and metrology equipment required for production, resulting in an
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increase in non-current assets. This was partially offset by a decrease of US$612 million
in cash and cash equivalents. Such decrease reflected the Group’s rising net flows used
in investing activities, amounting to approximately US$2,672 million for the year ended
31 December 2024 and approximately US$880 million for the first half of 2025,
respectively, partially offset by its net cash flow generated from operating and financing
activities.

The changes on the total liabilities were mainly due to a 9.7% decrease in current
liabilities from US$1,562 million to US$1,411 million. This is primarily due to decreased
payable for capital expenditures.

As at 31 December 2024 and 31 December 2023

The Group’s total assets recorded a 13.5% increase from US$10,943 million as at 31
December 2023 to US$12,415 million as at 31 December 2024, while the total liabilities
had a 19.8% increase from US$2,928 million as 31 December 2023 to US$3,508 million
as at 31 December 2024.

The increase in total assets was primarily driven by growth in non-current assets,
notably a US$2,340 million increase in property, plant and equipment, partially offset by
a reduction in current assets. The rise in property, plant and equipment was mainly
attributable to continued capital investment in production capacity expansion, particularly
the Hua Hong Manufacturing Project. In addition, other current assets increased by
US$373 million, mainly due to increased value-added tax credits. These increases were
offset by a US$1,126 million decrease in cash and cash equivalents. The decline in cash
and cash equivalents was mainly due to US$2,672 million of outflows for investing
activities, partly offset by US$1,182 million of capital contributions from non-controlling
interests and US$459 million of operating cash inflows during the period.

Total liabilities increased, mainly due to a 60.7% rise in current liabilities from
US$972 million to US$1,562 million. The increase was primarily driven by higher
payables for capital expenditures, reflected in a US$421 million increase in other current
liabilities, together with an US$88 million increase in the current portion of interest-
bearing bank borrowings and a US$63 million increase in trade payables, which was
attributable to increased purchase of materials.
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As at 31 December 2023 and 31 December 2022

The Group’s total assets recorded a strong 55.1% increase from US$7,054 million
as at 31 December 2022 to US$10,943 million as at 31 December 2023, while the total
liabilities maintained at a stable level from US$2,919 million as at 31 December 2022 to
US$2,928 million as 31 December 2023.

The increase in total assets was attributable to growth in both current and
non-current assets. The rise in non-current assets was mainly driven by a US$152 million
increase in property, plant and equipment following the commencement of the Hua Hong
Manufacturing Project, a US$92 million increase in equity instruments designated at fair
value through other comprehensive income, and a US$142 million increase in long-term
prepayments. Current assets also increased, primarily due to higher cash and cash
equivalents. This was mainly supported by the US$2,942 million proceeds from the
issuance of shares on the STAR Board, US$788 million capital contributions from
non-controlling interests, and US$642 million net cash inflows from operating activities,
partially offset by US$907 million of capital expenditure outflows.

Total liabilities recorded a net decrease during the year. Current portions of
interest-bearing bank borrowings declined by US$234 million following the repayment of
bank loans, while other payables and accruals decreased by US$163 million due to lower
advance payments from customers. These decreases were partially offset by the
drawdown of bank borrowings, which increased the long-term portion of interest-bearing
bank borrowings by US$425 million.

Statement of cashflow
Set out below is the summary of the condensed consolidated statement of cash flows
of the Company as extracted from the 2023 Annual Report, 2024 Annual Report, and 2025

Interim Report.

For the six months ended

For the year ended 31 December 30 June
2022 2023 2024 2024 2025
US$ Us$ US$ US$ US$
million million million million million

(audited)  (audited)  (audited) (unaudited) (unaudited)

Net cash flows
generated from
operating
activities 751 642 459 138 220
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For the six months ended

For the year ended 31 December 30 June
2022 2023 2024 2024 2025
US$ Us$ US$ US$ US$
million million million million million

(audited)  (audited)  (audited) (unaudited) (unaudited)

Net cash flows

used in investing

activities (930) (833) (2,672) (471) (880)
Net cash flows

generated from

financing

activities 672 3,782 1,150 1,206 34
Net (decease)/

increase in cash

and cash

equivalents 493 3,590 (1,062) 873 (626)

Note: Certain financial information set out herein has been extracted from the accountants’ report and
rounded to the nearest million. Accordingly, figures shown may not add up precisely due to
rounding differences. Readers are advised to refer to the relevant annual reports and interim
reports of the Company for detailed financial information.

As illustrated above, from 2022 to the first half of 2025, the Group’s business
remained highly capital-intensive. Significant cash outflows were incurred for capacity
expansion and the upgrade of specialized process technologies, which were recorded
under investing activities (including capital expenditure on property, plant and equipment
and intangible assets). In addition, substantial R&D investments, although expensed
through profit or loss as part of operating activities, further reduced the net operating cash
inflows generated by the Group’s business operations. As a result, the net cash generated
from operating activities was insufficient to cover the sizable investing cash outflows
over the period.

To bridge the funding gap and support the Group’s ongoing capital investments and
R&D initiatives, the Group relied on financing activities. This included, for example, the
net proceeds raised from the issuance of shares on the STAR Board of the Shanghai Stock
Exchange in 2023. As advised by Management, the continued and significant increase in
net cash used in investing activities primarily reflected the Group’s strategic plan to
undertake substantial capital expenditure for the upgrade and expansion of its existing
production facilities, the development and ramp-up of new production capacities, and the

enhancement of specialized process technologies through R&D innovation.
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Reasons for and benefits of the Proposed Acquisition
Proposed Acquisition

As stated in the Letter from the Board, upon Completion, the Company expects to
further enhance its 12-inch wafer foundry capacity. The strengths of process platforms of
the Company and the Target Company are highly complementary, which facilitate
development of more comprehensive wafer foundry and supporting services covering a
wider range of application scenarios and technical specifications. In addition, by way of
consolidating its control over the Target Company, the Company could benefit from
integrated management, process platforms, R&D resources, bespoke design and supply
chain between the two companies. The Company believes that this could generate
synergies to achieve cost reduction, improved market share and economies of scale.

The Company intends to implement further integration with the Target Company in
respect of business, assets, finance, personnel, and organizational structure, based on
considerations of operations and resource allocation. The integration aspects are as
follows:

(1) Business Integration

Prior to completion of this transaction, the Target Company and the Company were
competitors. Upon completion, the Target Company will become a controlled subsidiary
of the Company, and its production and operations will be managed under the Company’s
governance framework. The two companies will achieve comprehensive resource sharing
and complementary advantages in procurement, production, R&D, and sales, thereby
driving coordinated business development.

(2) Asset Integration

Following completion, the Target Company will remain an independent legal entity
with its own property rights, and its assets will remain separate. The Target Company will
formulate plans for the purchase and disposal of significant assets based on its capacity
requirements and will comply with the Company’s approval procedures. Leveraging its
management expertise and capital operation capabilities, the Company will optimize
resource allocation in light of the Target Company’s market prospects and actual
conditions to improve asset utilization and strengthen the combined competitiveness of
both companies.

(3) Financial Integration

After completion, the Company plans to appoint a chief financial officer and other
necessary finance personnel to the Target Company to oversee accounting and financial
management. The Target Company will be incorporated into the Company’s financial
management system, aligning its financial systems, accounting practices, and internal
control procedures with those of the Company. All financial arrangements and approval
processes will be centrally managed to ensure effective implementation of the Company’s
standards.
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(4) Personnel Integration

To maintain stability and preserve the competitive strengths of the Target
Company’s existing team, the Company will retain its current business team. At the same
time, to enhance the Target Company’s capabilities and support business expansion, the
Company will introduce high-caliber talent as appropriate.

(5) Organizational Integration

Upon completion, the Target Company will become a controlled subsidiary of the
Company. While maintaining relative organizational independence, its daily operations
and governance will strictly comply with the PRC Company Law, PRC Securities Law,
the Company’s management and internal control systems, its Articles of Association, and
the requirements of the Shanghai Stock Exchange and the CSRC. The Company will
gradually unify management mechanisms while preserving the Target Company’s existing
structure, strengthening oversight in business, finance, and compliance, ensuring
decision-making authority over significant matters, reducing internal control risks, and

improving overall governance and operational standards.

The Company and the Target Company both operate in the wafer foundry sector and
belong to the same industry. The two exhibit significant synergies across process
technology platforms, customer resources, supply chain management, technology, and

production capacity in the following manner:

(1) Process Technology Platforms

The Target Company’s 65/55nm and 40nm platforms cover standalone non-volatile
memory, embedded non-volatile memory, logic and radio frequency, and high-voltage
processes. Upon completion of the transaction, the Company will further enrich its range
of process platforms to meet diverse market demands.

(2) Customers and Suppliers

Different customers have varying requirements for wafer foundry services.
Following completion, the Company’s expanded process platforms and technologies will
enable it to better satisfy diverse customer needs and enhance overall competitiveness.
Given the high global concentration of semiconductor equipment and material suppliers,
the enlarged scale of the Company post-transaction will strengthen its position within the
industry value chain.
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(3) Technology and Capacity

The transaction will allow the Company to broaden its technological capabilities in
65/55nm and 40nm processes, accelerating product iteration and development. The Target
Company currently has a monthly capacity of approximately 38,000 wafers; upon
completion, the Company’s total capacity will increase further, enabling it to meet
growing customer demand.

In summary, the Company and the Target Company will achieve synergies in process
technology platforms, customer resources, supply chain management, technology, and
production capacity. The transaction will improve the Company’s asset quality, and
safeguard the interests of minority shareholder.

Further, during the Company’s listing on the STAR Board on the Shanghai Stock
Exchange, Huahong Group had undertaken to, in accordance with the national strategic
deployment arrangement, after performing the approval procedures of the competent
government departments, Huahong Group will inject the Target Company into the
Company within three years of the listing. As such, this Proposed Acquisition is a
demonstration of Huahong Group’s commitment to the Company’s listing, which is in line

with market expectations.

The terms of the Acquisition Agreement and the transactions contemplated
thereunder were agreed after arm’s length negotiations between the parties thereto. The
Directors consider that the Acquisition Agreement, the Supplemental Agreement, the
Compensation Agreement and the transactions contemplated thereunder are on normal
commercial terms which are fair and reasonable, and are in the interests of the Company
and the Takeovers Code Independent Shareholders and the Proposed Acquisition LR
Independent Shareholders as a whole.

In arriving at our view, we have taken into account the aforementioned factors. In
addition, we have reviewed the Company’s SSE Prospectus and financial reports,
conducted market research on the foundry industry, engaged in discussions with the
Management. Based on the above, we have taken into account the following factors:

(i) Strategic Consolidation of Complementary Technologies: According to the
SSE Prospectus, both the Target Company and the Group provide foundry
services on certain overlapping process platforms at the 65/55nm process node,
specifically across three process platforms: standalone NVM, embedded NVM,
and logic & RF. As disclosed in the SSE Prospectus, Huahong Group has made
clear business delineation commitments, including keeping the overlapping
portion below 30%. The Proposed Acquisition would allow the Group to
integrate its specialty process capabilities with the Target Company’s advanced
65/55nm CMOS and logic/RF technologies, thereby enhancing the Group’s
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(i1)

(iii)

(iv)

product and technology offering. This integration is expected to expand the
Group’s portfolio in key growth markets such as new energy, customer
electronics, IoT, automotive, and industrial applications;

Operational and Cost Efficiencies: The current operational ties, such as the
Target leasing facilities from HH Grace, the Group settling utility costs on
behalf of the Target, and the technology licensing arrangement could be
streamlined under a single entity, reducing administrative overhead and
optimising resource allocation. This would eliminate intercompany
transactions (e.g., utility payments, leasing of production facilities, technology
licensing), lowering costs and enhancing efficiency across the 12-inch wafer
fabs;

Resolution of Potential Competition: Despite mitigated overlaps, the
acquisition would eliminate any residual competitive risks in logic/RF and
NVM segments, aligning with the Group’s commitment to inject the Target
Company into the Group. This move would fulfill the Group’s pledge to
prioritize business opportunities for the Group, ensuring long-term market
stability;

Favorable Industry Prospects: The global semiconductor foundry industry is
entering a new growth cycle, supported by strong demand from AI, high-
performance computing, and automotive electronics. According to
Semiconductor Equipment and Materials International (the “SEMI”), the
global industry association for electronics supply chains, worldwide
semiconductor sales are expected to grow at a compound annual growth rate of
approximately 9% between 2025 and 2030, reaching USDI trillion by 2030.
Concurrently, mature process nodes, which underpin automotive, industrial
applications, communications and consumer electronics are forecasted to grow
steadily. According to the SEMI, wafer fab equipment sales for foundry and
logic applications are forecasted to grow annually at around 6%, reaching
US$69.0 billion in 2026. Yole Group, a leading market research and consulting
firm specializing in semiconductor industry, forecasts China to dominate the
global foundry landscape by 2030, accounting for 30% of installed capacity,
outpacing Taiwan, South Korea, and Japan. Against this backdrop, the Group’s
consolidation of advanced and specialty process capabilities positions it to
capitalize on both high-growth advanced applications and resilient demand for
mature technologies, thereby aligning its long-term strategy with favorable
industry trends and enhancing its competitive resilience.
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(v) Industry Challenges and Competitive Positioning: While the long-term
prospects of the semiconductor foundry industry are favorable, the market is
also facing intensified competition and oversupply pressures, particularly in
China where substantial new mature-node capacity has been released. These
dynamics have exerted downward pressure on wafer pricing, compressing
margins across the industry. The Proposed Acquisition would better equip the
Group to navigate these challenges by expanding its technology and product
portfolio, consolidating advanced and specialty process platforms, and
strengthening economies of scale. The integration would enable the Group to
compete on differentiation, through embedded and standalone NVM, logic/RF,
and specialty power devices, rather than purely on price, thereby enhancing
resilience against cyclical downturns. In this way, the Group will be better
positioned to sustain profitability, defend market share, and continue its
leadership role in China’s foundry industry despite a more competitive supply

landscape.

Taking into account the above, we concur with the Board that the Proposed
Acquisition is expected to benefit the long-term development of the Group through
enhancing its financial performance and further strengthening the Group’s market
position in the semiconductors industry, and are in the interests of the Company and the
Takeovers Code Independent Shareholders and the Proposed Acquisition LR Independent
Shareholders as a whole.

3. Principal terms of the Agreement

Set out below are the summaries of the principal terms of the Acquisition Agreement (as
supplemented by the Supplemental Agreement). Shareholders and potential investors are
advised to read in full further details of the Acquisition Agreement (as supplemented by the
Supplemental Agreement) as set out in the letter from the Board in the Circular.

3.1 Target assets

The Company has conditionally agreed to purchase and the Vendors have conditionally
agreed to sell, the Target Assets, being approximately 97.4988% of the equity interests in the
Target Company, at the Total Consideration.

3.2 Basis of Consideration

Pursuant to the relevant laws, rules and regulations in the PRC, the parties have agreed
to engage, the Valuer, a qualified asset appraisal agency in the PRC, to conduct a valuation on
the Target Company and issue the Asset Valuation Report with the Valuation Benchmark as
Date of 31 August 2025. In compliance with the requirement under Rule 11.4 of the Takeovers
Code, the Valuer has confirmed that there is no material difference in the Valuation between
the Valuation Benchmark Date and the date of the Valuation Report.
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According to the Asset Valuation Report, the appraised value of the Target Company as
at the Valuation Benchmark Date, which were primarily determined based on the market
approach, is RMBS§,480 million. The amount of final Total Consideration shall be
RMBS,267,902,153.26. In considering the Total Consideration, even though the net asset value
of the Target Group (approximately RMB2.002 million as set out in Appendix II to this
Circular) is smaller than that of the appraised value based on the Asset Valuation Report, the
Board understood that the difference lies in particular in the full description of fixed assets
under accounting standards.

The wafer foundry industry in which the Target Company operates is characterized by its
capital-intensive nature. Semiconductor equipment is depreciated over a financial period of
seven years, which is significantly shorter than its actual economic useful life. At present, the
Target Company’s fixed assets have only recently completed their financial depreciation cycle,
resulting in a relatively low book value and asset renewal ratio. However, this is merely a
temporary accounting phenomenon and does not materially affect its actual production
capacity. The Target Company remains fully capable of continuing as a going concern remains
stable.

The Target Company’s net asset scale is at a relatively low point in its corporate lifecycle,
while its financial position as at 31 August 2025 has recovered in line with the industry
rebound. As a result, its return on equity (ROE) for the year 2024 and eight months ended 31
August 2025 is significantly higher than the industry average. Please refer to Appendix II to
this Circular for the audited financial information of the Target Company for the two years
ended 31 December 2024 and eight months ended 31 August 2025.

Having discussed with the Valuer to understand the justification of selection of the
valuation method, the assumptions and bases of valuation, the Board noted that the net asset
value of the Target Company, which mainly represents the historical accounting value of its
assets and liabilities, may not fully reflect its underlying fair value and business prospects and
thus may not be an appropriate basis of valuation of a business of an operating nature. The
Board considers that a significant portion of the future demand for the Target Company’s
products is expected to be driven by the growth of Al and next-generation technologies. The
adoption of the market approach by the Valuer, which captures the market’s assessment of
value through the trading multiples of comparable listed companies, is therefore more
appropriate than relying solely on book value for the purpose of the Target Company’s
valuation.

Based on the foregoing, the Board in the letter from the Board considers that the
transaction amount (and thus the final Consideration) is fair and reasonable and in the best
interests of the Shareholders.

Upon arms’ length negotiations between the parties taking into account, among others, the
appraised value of the Target Assets under the Asset Valuation Report, it has been agreed that
the final Total Consideration shall comprise 190,768,392 Consideration Shares (together with
such cash consideration in lieu of fractional shares), to be issued to the Vendors in the
following proportion.
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Cash

consideration

Corresponding  Consideration in lieu of

Target Asset value in the Shares to be fractional

Vendor sold Target Asset issued Shares

(%) (RMB) (RMB)

Huahong Group 63.5443  5,388,551,195.69 124,332,053 18.67

Shanghai IC

Fund 15.7215 1,333,186,465.21 30,761,109 1.15
China IC Fund

II 10.2503 869,227,665.01 20,056,014 18.25

Guotou IC Fund 7.9827 676,936,827.35 15,619,216 5.91

Total 97.4988  8,267,902,153.26 190,768,392 43.98

Further, the parties have considered the significant increase in price in the RMB Shares
of the Company since the Announcement, the available cash reserve of the Company, the
working capital requirements and tax obligations of the Vendors, it has been decided that the
Total Consideration shall not comprise any cash element (except for such cash consideration
in lieu of fractional shares). Notwithstanding the Group’s substantial cash and bank balances,
(i) the Group has substantive capital expenditure needs arising from its future business
development plans in the upcoming years, including expansion and developments of the 8-inch
and 12-inch foundry fabs of HHGrace, Hua Hong Wuxi and Hua Hong Manufacturing, and (ii)
a substantial portion of the Group’s cash possessed by the Group has been budgeted for
dedicated long-term strategic purposes, as the semiconductor industry is a sector with intensive
need for capital and talent acquisition, with rapid iteration of technologies from wafer
manufacturing processes to downstream product demands. Having considered the need of cash
set out above, the Board has decided to settle the Total Consideration by issuing new RMB
Shares instead of using the Group’s cash reserve.

Our view:

According to the Acquisition Agreement and the Supplemental Agreement, the Total
Consideration will be settled solely by the issuance of RMB shares. We consider that it is
beneficial to the Company and its existing Shareholders as it preserves the Group’s cash
resources for strategic development needs. The semiconductor foundry industry is highly
capital-intensive and requires substantial and continuous investment in R&D, advanced
process development, and capacity expansion to maintain technological competitiveness. As
advised by the Management, the Group continued the rapid capacity ramp-up and volume
production of the Hua Hong Manufacturing Project, which commenced risk production at the
end of 2024. Due to the smooth progress of the first phase, the Company anticipates initiating
the second-phase capacity deployment ahead of schedule by the end of 2025. Retaining cash
on hand enables the Group to support future capital expenditure, strengthen its technology
roadmap, and respond to market opportunities without increasing financial leverage or
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constraining liquidity. By adopting a non-cash settlement structure, the Group is able to
complete the Proposed Acquisition without reducing its financial flexibility, while allowing the
economic risks and benefits of the transaction to be shared with the Vendors through equity
participation.

3.3 The Consideration Shares

In accordance with the relevant PRC laws and regulations, the issue price of the
Consideration Shares shall be RMB43.34 per Consideration Share, representing not less than
80% of the Average Trading Price of the RMB Shares for the 120 trading days prior to the
Pricing Benchmark Date. Notwithstanding the fact that the 120-day average price presented a
lower average price, the 120 trading days was selected as the determination basis in light of
the price fluctuation of the RMB Shares prior to the signing of the Acquisition Agreement, as
a result, the longer reference period (i.e. 120 trading days, instead of the other reference period
20 trading days or 60 trading days), was chosen by the parties, as it neutralized the impact of
the price rally prior to the signing of the Acquisition Agreement to achieve a fair and
reasonable pricing basis.

During the period between the Pricing Benchmark Date and the date of issue of the
Consideration Shares, in case of any ex-rights or ex-dividends events of the Company such as
distribution of cash dividends, bonus issues, rights issues, allotment of shares, conversion of
share premium into share capital or capitalization issues, the issue price of the Consideration
Shares will be adjusted in accordance with the relevant PRC laws and regulations in the manner
stated in the letter from the Board.

The Consideration Shares will be issued under the Proposed Acquisition Specific
Mandate to be sought at the EGM.

3.4 Lock-up period

Huahong Group has undertaken that it shall not transfer any of the Consideration Shares
within 36 months from the date of issue of the Consideration Shares. In the event that (i) the
average closing price of the Shares for any 20 consecutive days within 6 months of Completion
or (ii) the closing price of the Shares at the end of the 6-month period after the Completion is
lower than the Consideration Shares issue price, the lock-up period on the Consideration
Shares obtained by Huahong Group shall automatically extend for an additional 6-month
period.

Shanghai IC Fund has undertaken that it shall not transfer any of the Consideration Shares
within 12 months from the date of issue of the Consideration Shares. In the event that Shanghai
IC Fund is regarded as a private equity fund under the applicable laws and has held its interests
in the Target Assets for 48 months at the time when it obtains the Consideration Shares, and
provided that (i) it is not the Company’s controlling shareholder, ultimate beneficial owner or
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their respective associates, and (ii) it has not obtained control over the Company through the
Proposed Acquisition, the lock-up period on the Consideration Shares obtained by Shanghai IC
Fund shall be shortened to 6 months.

Each of China IC Fund II and Guotou IC Fund has undertaken that it shall not transfer
any of the Consideration Shares within 12 months from the date of issue of the Consideration
Shares. In the event that any of China IC Fund II and Guotou IC Fund has not held its interests
in the Target Assets for 12 months at the time when it obtains the Consideration Shares, the
lock-up period on the Consideration Shares obtained by such Vendor shall be extended to 36

months.

The final adjusted lock-up period of each of the Vendors will be determined at the
Completion of the Proposed Acquisition and will be disclosed in the announcement in relation
thereto. The lock-up undertaking shall also be applicable to any additional RMB Shares
received by the Vendors as a result of bonus issues, capitalization issues, and/or conversion of
share premium into share capital after completion of the Consideration Share Issuance.

Our view

Based on our discussion with the Management, the lock-up arrangement was determined
in accordance with Article 47 of the “Administrative Measures for Major Asset Restructuring
of Listed Companies” ( {_Ei/A R K& R FHAE L) ). Based on our review, it appears
that the lock-up arrangement is consistent with the stipulations outlined in this regulation.

We view the lock-up arrangement as a vital safeguard for shareholder value and market
stability. By restricting share transfers for 12 to 36 months, it mitigates the risk of a supply
shock and protects the share price from volatility. Moreover, this commitment reflects the
Vendors’ enduring confidence in the Group’s future prospects. We also noted that the use of
“lock-up” mechanism is common amongst the Comparable Issuances (as defined in the analysis
below) and the range of lock-up periods of the Comparable Transactions is between 12-months
to 36 months. Since the Proposed Acquisition imposes a lock-up period requirements of
12-months and 36-months, which are in line with the market practice, we therefore are of the

view that such lock-up period is reasonable.
3.5 Conditions precedent

The effectiveness of the Acquisition Agreement is conditional upon the fulfilment of all

of the following conditions:

(i) the approval of the Proposed Acquisition by the Board and the Proposed Acquisition
Independent Shareholders and the Takeovers Code Independent Shareholders at the
EGM of the Company;

(i1) the approval of the Proposed Acquisition by the internal and external competent

governing bodies of the Vendors;

_24 _



(iii) the approval of Proposed Acquisition by the shareholders of the Target Company,
and the waiver of the first right of refusal by the shareholders of the Target Company
having been obtained;

(iv) the approval of the Proposed Acquisition by the state-owned assets supervision and
administration authorities;

(v) the granting of a Whitewash Waiver by the Executive and the approval of the same
by the Takeovers Code Independent Shareholders at the EGM of the Company;

(vi) the approval of the Proposed Acquisition by the Shanghai Stock Exchange and
registration by the CSRC;

(vii) the Proposed Acquisition having obtained other necessary prior approvals, approvals
or consents (if any) as required by laws, regulations and regulatory authorities.

There is no long stop date under the Acquisition Agreement in respect of the fulfilment
and/or waiver of the conditions precedent, which is consistent with similar transactions
undertaken by other A+H companies. Notwithstanding the lack of long stop date, the Company
is of the view that the transaction terms, on the whole, are fair and reasonable given (1) the
final Consideration shall be supported by a valuation, and the parties to the transactions have
also considered other factors (such as price fluctuation, certainty of the transaction) when
determining the pricing of the Consideration Shares; (2) after the completion of the Proposed
Acquisition, the shareholders’ equity attributable to the parent company, the net profit
attributable to the owners of the parent company and the basic earnings per share of the
Company will increase, evidencing that is be no harm to the interests of minority shareholders;
(3) the setting of a long stop date may also increase the uncertainty of the Proposed
Acquisition, causing market confusion and may in turn harm the interests of the minority
shareholders; (4) in the event that the Proposed Acquisition is not completed within 12 months
of the EGM (i.e. the validity period of the relevant resolution), the Company shall be required
to convene another extraordinary general meeting, and the shareholders shall then be entitled
to vote to decide whether to proceed with the Proposed Acquisition. The parties will however
endeavours to take necessary steps to procure the fulfillment of the conditions precedent and

proceed with Completion.

In respect of the condition set out in paragraph (vii) above, as at the date of this letter,
the Company is not aware of any other approval and/or filings which are required to be
obtained by it in respect of the Proposed Acquisition.

None of the above conditions precedent may be waived by any party to the Acquisition
Agreement. Other than conditions set out in paragraph (i) (in respect of the approval by the
Board), (ii) and (iii) above, none of the conditions precedent has been fulfilled as at Latest
Practicable Date. The Proposed Acquisition will not proceed if the Whitewash Waiver is not
obtained or if the Whitewash Waiver is not approved by the Takeovers Code Independent
Shareholders.
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Our view

Although there is no long stop date stipulated under the Acquisition Agreement as
supplemented by the Supplemental Agreement, we note that the Completion and the issuance
of the Consideration Shares are subject to the satisfaction of certain conditions precedent,
including obtaining the requisite approvals from the relevant regulatory authorities in Hong
Kong and the PRC as well as the shareholders of the Company. These approvals are being
diligently pursued by the parties, and the absence of a long stop date primarily reflects the
inherent uncertainty in the approval timeline rather than any lack of commitment to
Completion. In this regard, we consider that the absence of a long stop date does not materially
affect the fairness and reasonableness of the transaction terms, given that Completion remains

conditional upon clearly defined regulatory and shareholder approvals.
3.6 Completion

Upon registration of the Proposed Acquisition with the CSRC, the parties agree to
cooperate and complete the necessary steps in respect of completion in accordance with
applicable laws and regulations within the validity period of the registration. Completion of the
Proposed Acquisition shall take place upon completion registration of the Target Assets with
the relevant administration of market regulation of the PRC, which is expected to be within one
year from the date of the CSRC’s agreement to register.

4. Compensation Agreement

Pursuant to the Guidance on the Application of Regulatory Rules — Listing Category No.
1. (BRI 455 - £ 855 198) issued by the CSRC (“CSRC Listing Guidance Category
No. 17), where a listed company acquires asset(s) from its controlling shareholder (as defined
under the Shanghai Listing Rules) which involve cash consideration or issuance of
consideration shares, the controlling shareholder shall compensate the listed company for any
impairment of target asset. Accordingly, on 31 December 2025, the Company and Huahong
Group entered into the Compensation Agreement, pursuant to which, for a period of three
financial years (including the year in which the Proposed Acquisition is completed and the two
subsequent financial years, a period which follows the CSRC Listing Guidance Category No.
1), the Company shall conduct an impairment test on the total value of the assets of the Target
Assets upon the end of the financial year end, based on a valuation conducted by a qualified
valuer under the PRC Securities Laws with the valuation method to be determined.
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In the event of an impairment in the Target Assets in any of the three financial years,
Huahong Group shall compensate the Company for the impairment value, multiplied by the
proportion of Huahong Group’s share in the Total Consideration (representing approximately
65.2%) by way of (i) subject to compliance with laws, rules and regulations, the Company’s
repurchase of a corresponding number of Consideration Shares held by Huahong Group in
consideration of RMB1; and (ii) cash. The Company shall within 30 working days of the
impairment report, make an announcement on the compensation arrangement setting out the
impairment loss recorded and the compensation received from Huahong Group (if any) in
compliance with its obligation thereunder, after which, Huahong Group shall settle such
compensation within 30 working days of the announcement. The amount of impairment made
and compensation received/receivable shall be disclosed in the Company’s annual report.

As the Compensation Agreement has been entered into upon arm’s length negotiation with
Huahong Group in accordance with the requirements of the CSRC Listing Guidance Category
No. 1 and allows the Company to hedge against the commercial and financial risks of
impairment loss arising from the Proposed Acquisition and the conduct of the Target’s business
going forward, the Board considers that the terms of the Compensation Agreement are fair and
reasonable and in the best interests of the Takeovers Code Independent Shareholder and the
Proposed Acquisition LR Independent Shareholders. The Company shall disclose (i) whether
the Target Company has recorded any impairment loss in each of the financial years covered
by the Compensation Agreement, (ii) whether the compensation mechanism is triggered and
(ii1) the amount of compensation received thereunder, as and when appropriate.

Our view

The above compensation arrangement provides downside protection to existing
Shareholders in the event that the Proposed Acquisition does not achieve the expected
performance or synergy outcomes which result in impairment. By requiring Huahong Group to
compensate for any impairment in the value of the Target Assets, this mechanism ensures that
Huahong Group effectively guarantees the value of the Target Assets for three financial years,
effectively safeguarding the Company from bearing the full financial impact of
underperformance. Additionally, it may help preserve shareholder value by mitigating dilution
if the repurchase of Consideration Shares is chosen, ensuring that the economic risk of
potential impairment is shared by the Vendors. This alignment of interests between Huahong
Group and existing Shareholders underscores that the Compensation Agreement not only
mitigates the commercial risk of asset devaluation but also serves as a powerful anti-dilutive
measure that protects the interests of Takeovers Code Independent Shareholders and the

Proposed Acquisition LR Independent Shareholders.
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5. Information on the Target Group

5.1 Background and businesses of the Target Group

The Target Company is a limited liability company established in the PRC on 18 January
2010. As at the Latest Practicable Date, its issued share capital was owned as to approximately
63.5443% by Huahong Group, 15.7215% by Shanghai IC Fund, 10.2503% by China IC Fund
II, 7.9827% by Guotou IC Fund, and 2.5012% by HH Grace, a wholly-owned subsidiary of the
Company. Accordingly, the Target Company is controlled by Huahong Group, which is
ultimately owned by the Shanghai SASAC, holding a 51.74% direct interest and the remaining
48.26% through wholly-owned subsidiaries and a non-wholly owned subsidiary. As disclosed
in the letter from the Board, Huahong Group is a high-tech industry group which primarily
focuses on IC manufacturing, R&D of advanced IC manufacturing process, IC systems
integration and application services, sale of electronic component and overseas venture capital
investment.

The Target Company, with its logic processes as foundation, also specializes in specialty
processes, providing wafer foundry and supporting services to design companies, IDM
companies, and other system companies, covering diverse process platforms including logic
and radio frequency (RF), embedded/standalone NVM, and high voltage IGBT.

Building on over 15 years of technical experience in the semiconductor manufacturing,
the Target Company persists in independent innovation, while continuing to research, develop,
and master core key technologies for specialty processes. Currently, it operates the first fully
automated 12-inch integrated circuit foundry production line in Mainland China, with process
capabilities reaching the 65/55nm and 40nm technology nodes, and a design capacity of 38,000
wafers per month. The Target Company leases its primary production facility, a 12-inch wafer
fab in Shanghai, from the Group under a market-based lease agreement. It has licensed its
65nm/55nm CMOS process technology to the Group, enabling the development and
industrialization of high-reliability products such as automotive-grade NOR Flash with
capacities above 32Mb. The licensing arrangement covers technical documentation, process
design kits, and ongoing support, allowing the Group to adapt these nodes to its specialty
process platforms.

The Target Company’s extensive process portfolio provides customers with complete
technology solutions, which are applicable across four major end-product markets: mobile
communications, consumer electronics, [oT, and automotive electronics. The chip products
manufactured cover baseband processors, image sensors, small and medium-sized LCD display
driver chips, touch screen controllers, integrated touch and display driver chips, wireless
connectivity, RF, microprocessors, smart cards, set-top box integrated chips, and power
management chips.
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5.2 Financial performance, financial position and cash flows of the Target Company

The following table sets out a summary of the combined statements of profit or loss of
the Target Company for the three years ended 31 December 2022, 2023 and 2024, and for the
eight months ended 31 August 2025, as extracted from the Historical Financial Information of
the Target Company set out in Appendix II to the Circular:

For the eight months
For the year ended 31 December ended 31 August
2022 2023 2024 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000 RMB’000
(audited) (audited) (audited) (unaudited) (audited)

Revenue 5,492,787 2,371,122 4,476,976 2,878,119 3,401,413
Gross profit/(loss) 1,930,417  (152,917) 302,181 (66,510) 787,059
Profit/(Loss) for the

year/period 2,184,333  (372,291) 521,524 (20,563) 514,643

The Target Company recorded revenue of RMB2.4 billion in FY2023, representing a
significant decline of 56.4% from RMBS.5 billion in FY2022. The downturn was primarily
attributable to (i) weak post-pandemic market demand and inventory correction across the
semiconductor supply chain, which forced brands to cut orders with the Target Company,
consistent with broader industry trends, and (ii) the impact of export controls imposed by the
United States. The effects of these measures were felt throughout 2023, constraining access to
critical tools and components from key suppliers and weighing on the Target Company’s

overseas business.

In particular, revenue from North America fell sharply from RMB1.7 billion in FY2022
to RMBO.4 billion in FY2023, representing a steep contraction of 76.5%. Affected by the two
major factors mentioned above, the Target Company recorded significant write-down of
inventories to net realisable value of RMB184.0 million in the FY2023, compared to only
RMB5.4 million in the preceding year. This resulted in a gross loss for the year and placed
significant downward pressure on overall profitability.

The deterioration in earnings was further aggravated by a sharp reduction in government
grants, which fell from RMB380.1 million in FY2022 to merely RMB10.4 million in FY2023
as the R&D project subsidies from government were largely recognised upon completion and
acceptance in FY2022, as well as a significant increase in administrative expenses arising from
higher R&D expenditure. Consequently, the Target Company recorded a net loss of RMB372.3
million for FY2023.

In FY2024, the Target Company achieved a strong rebound, with revenue rising to
RMBA4.5 billion, representing an increase of 87.5% year-on-year. The recovery was mainly
driven by improving market conditions, particularly the rapid expansion of Al applications
which spurred demand for semiconductor components, as well as improvement in the
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downstream consumer electronics industry. Although revenue from North America continued
to decline in FY2024 due to the ongoing impact of U.S. export restrictions, this was more than
offset by a substantial increase in revenue from Asia. This swift diversification strategy
mitigated regional exposure and enabled the Target Company to broaden its customer base and

enhance business resilience.

Supported by the strong sales recovery and a partial reversal of previously written-down
inventories to net realisable value, the Target Company returned to profitability in FY2024,
recording gross profit of RMB302.2 million. The Group also recorded a turnaround to a net
profit of RMB521.5 million in FY2024, compared with a net loss in FY2023. The improvement
was mainly attributable to the significant recovery in gross profits, the recognition of technical
development service income from transferring existing developed processes to the Group and

the increase in interest income.

The robust growth momentum continued into FY2025, with revenue for the first eight
months of the year increasing by 17.2% from RMB2.9 billion in the corresponding period of
FY2024 to RMB3.4 billion. The growth was mainly driven by the increase in shipment volumes
resulting from further improvement in downstream consumer electronics demand, coupled with
arise in average selling prices, while gross profit and gross profit margin also improved owing
to the increase in average selling price and the improvement in capacity utilization rate. As a
result, the Target Company recorded strong profitability of RMB514.6 million for the first
eight months of FY2025.

Financial position
The following table sets out the combined statement of financial position of the

Target as at 31 December 2022, 2023, 2024 and as at 30 June 2025, as extracted from
Historical Financial Information of the Target Company set out in Appendix II to the

Circular:
As at
As at 31 December, 31 August,
2022 2023 2024 2025
RMB’000 RMB’000 RMB’000 RMB’000
(audited) (audited) (audited)  (unaudited)
Total assets 10,043,335 8,899,821 6,258,892 7,258,503
Total liabilities 8,933,922 8,157,415 4,991,960 5,256,589
Net current assets 476,217 426,688 1,669,214 2,981,018
Net assets 1,109,413 742,406 1,266,932 2,001,914

As illustrated in the table above, the Target Company’s financial position has shown
continuous improvement from 2024. As at 31 August 2025, the Target Company
maintained a solid financial position, with net current assets of approximately RMB3.0
billion and net assets of approximately RMB2.0 billion. The principal assets of the Target
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Company as at 31 August 2025 comprised (i) property, plant and equipment of
approximately RMB1.7 billion; (ii) right-of-use assets of approximately RMBO0.4 billion;
(ii1) inventories of approximately RMB1.4 billion; (iv) trade and notes receivables of
approximately RMBO0.5 billion; and (v) cash and cash equivalents of approximately
RMB3.0 billion. The major liabilities as at the same date mainly consisted of: (i)
interest-bearing bank borrowings of approximately RMB3.7 billion; (ii) trade payables of
approximately RMBO0.6 billion; and (iii) lease liabilities of approximately RMBO.5
billion.

Statement of cashflows

The following table sets out a summary of the statements of cash flows of the Target
Company for the three years ended 31 December 2022, 2023 and 2024, and for the eight
months ended 31 August 2025, as extracted from the Historical Financial Information of
the Target Company set out in Appendix II to the Circular:

For the eight months

For the year ended 31 December ended 31 August
2022 2023 2024 2024 2025
(audited) (audited) (audited) (unaudited) (audited)

Cash flow (used

in)/generated from

operating activities 1,743,522 (523,440) 1,960,930 2,063,258 979,728
Cash flow (used

in)/generated from

investing activities (2,013,509) (263,488) 764,297 960,768 1,368,935
Cash flow (used in)/

generated from

financing activities (500,724) (272,864) (3,701,645)  (540,432) 691,069
Net (decrease)/increase

in cash and cash

equivalents (770,711) (1,059,792) (976,418) 562,058 3,039,732

As demonstrated in the table, the Target Company has maintained largely positive
cash flows from operating activities throughout the period, with the exception of the year
ended 31 December 2023, which reflected the temporary deterioration in the financial
performance previously discussed. The Target Company recorded net cash used in
investing activities for the two years ended 31 December 2023. However, this outflow
was not predominantly driven by core capital expenditure on property, plant, and
equipment, but was largely attributable to strategic placements of fixed deposits held at
banks with maturity exceeding three months, alongside the purchase of PP&E, prepaid
lease payments, and intangible assets.
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In terms of financing activities, the Target Company recorded net cash outflows
across all annual periods, indicating regular debt servicing. A significant reversal
occurred during the eight months ended 31 August 2025, where there was a net cash
inflow generated from financing activities. This shift was a result of increased capital
contribution from shareholders and new bank and other borrowings that collectively
exceeded the repayment of existing obligations during that specific period.

The net effect of these movements resulted in a net decrease in cash and cash
equivalents over the three years ended 31 December 2024, confirming the overall
liquidity pressure during the heavy investment and borrowing phase. Conversely, the
successful execution of financing and treasury activities in the most recent period led to
a substantial net increase in cash and cash equivalents during the eight months ended 31
August 2025, significantly strengthening the Target Company’s current liquidity position.

6. Assessment of the Total Consideration

The Total Consideration comprises 190,768,392 Consideration Shares to be issued to the
Vendors at an issue price of RMB43.34 per Consideration Share, giving rise to a corresponding
value in the Target Company of RMBS,267,902,153.26, which represents approximately
97.4988% of the appraised value of the Target Company under the Asset Valuation Report and
corresponds to the same shareholding percentage in the Proposed Acquisition of the Target
Company. To assess the fairness and reasonableness of the Total Consideration, we have

considered the following factors:

6.1 Valuation of the Target Company

The Company engaged the Valuer to prepare a Valuation Report in respect of the fair
value of 100% equity interest of the Target Company as of 31 August 2025 (the “Valuation”).
As set out in the Valuation Report contained in Appendix V of the Circular, the appraised value
of 100% equity interest of the Target Company is RMB&8.48 billion as at 31 August 2025. In
reviewing the Valuation Report, we have complied with the requirements under Rule
13.80(2)(b) Note 1(d) of the Listing Rules and Rule 11.1(b) of the Takeovers Code. Our letter
in relation to the Valuation Report under Rule 11.1(b) of the Takeovers Code is set out in
Appendix VI to the Circular. We have enquired with the Valuer as to their independence and
were given to understand that the Valuer is an independent third party of the Group, the
Vendors and their respective connected persons. The Valuer also confirmed to us that they were
not aware of any relationship or interest between themselves and the Group, the Vendors or any
other parties that would reasonably be considered to affect their independence to act as the
independent valuer of the Company. We have also reviewed the supporting documents on the
qualifications of the Valuer and discussed the same with the Valuer. We noted that the persons
signing the Valuation Report, whom are partners of the Valuer, have more than 15 years of
experience in providing valuation services to listed companies of different industries, including
the semiconductor industry, in the PRC and Hong Kong. Based on the work conducted by us,
we are satisfied that the Valuer is suitably qualified and experienced with sufficient knowledge,

skills and understanding necessary to prepare the Valuation Report competently. Furthermore,
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we also reviewed the Valuer’s terms of engagement stated in the engagement letter entered into
between the Company and the Valuer and noted that the scope of work was appropriate for the
Valuer to form the opinion required to be given and there were no limitations on the scope of
work which might adversely impact the degree of assurance given by the Valuer in the
Valuation Report.

6.2 Valuation Methodologies

As set out in the Valuation Report and based on our discussions with the Valuer, both the
asset-based approach and the market approach were considered in the valuation of the 100%
equity interest in the Target Company as of 31 August 2025, and the market approach was

adopted as the basis for the concluded appraised value.

We understand from the Valuer that three generally accepted approaches are available for
valuing equity interests, namely, the asset-based approach, the income approach, and the
market approach. After considering the applicability of each method, the Valuer concluded that
the market approach is the most appropriate for this valuation, as (i) a sufficient number of
comparable listed companies in the same industry can be identified in the capital market, and
(ii) adequate and reliable operating and financial data of these comparable companies are

publicly available to support meaningful comparison and adjustment.

The asset-based approach was also assessed to be applicable, as the Target Company’s
assets are either in the state of continued use or assumed to be in the state of continued use,
and sufficient historical operating data are available. However, due to its inherent
characteristics, this approach primarily measures the value of individual tangible and
identifiable intangible assets, and does not fully capture the synergistic and integrated value
generated by the combination and interaction of these assets. In particular, important intangible
resources such as process technologies, management capabilities, technical expertise, and
self-created goodwill are difficult to quantify under the asset-based approach, thereby limiting
its ability to reflect the Target Company’s overall enterprise value relative to the market
approach.

The income approach, on the other hand, was considered inappropriate for this valuation.
The wafer foundry industry is significantly affected by international relations and
macroeconomic conditions, and is characterised by strong cyclicality and uncertainty. These
factors make reliable forecasting of future profitability and cash flows difficult, rendering the
income approach less suitable in this valuation.
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As advised by the Valuer, the fair value of 100% equity interest in the Target Company
was determined with reference to comparable listed companies (the “Comparable
Companies”) as comparable transaction analysis was not feasible due to a lack of recent
similar transactions in the market. According to the Valuation Report, the Comparable
Companies are listed on the Shanghai Stock Exchange, and were selected based on the

following criteria:

1. Listing history — the Comparable Companies must have been listed for at least two
years as of the valuation benchmark date to avoid potential distortions caused by
insufficient market information, IPO effects, or market expectation — driven price

volatility;

2. Industry and business model — the Comparable Companies must operate in the
semiconductor manufacturing or wafer foundry industry, with a primary business
model involving large-scale investment, high capital expenditure, and continuous
technological process enhancement, namely under an IDM (Integrated Device
Manufacturer) or foundry model, and their product application areas should be
similar to those of the Target Company;

3.  Trading status — the Comparable Companies must have been normally traded near
the valuation benchmark date, without suspension or other abnormal trading
conditions, and must not have experienced significant share price fluctuations

arising from merger, acquisition, or restructuring activities around that period;

4. Exclusion of ST stocks — “ST” stocks, (stocks under delisting risk warning) are more
likely to deviate significantly from their actual value due to speculative and
manipulative factors in the market and are excluded; and

5. Scale comparability — to ensure a comparable operating scale, companies with gross
book value of equipment-related fixed assets below RMB10 billion were excluded,

given that the Target Company’s corresponding asset value exceeds RMB 15 billion.

Based on the above criteria, the Valuer was able to identify three Comparable Companies,
which the Valuer confirmed was an exhaustive list. We also understand from the Valuer that the
Comparable Companies are considered comparable to the Target Company notwithstanding
differences in their listing status, as an appropriate discount for lack of liquidity has been taken
into account in the Valuation. Based on our review of the Valuation Report and the discussion
with the Valuer, we were given to understand that the liquidity discount rate was derived from
a comparative analysis of newly listed companies in the relevant industries. This approach
quantifies the lack of liquidity by comparing the price at which shares are sold in a private
context (represented by the IPO price) to their price after achieving liquidity in the public
market (represented by the post-listing trading price). The median liquidity discount rate of
39.26% was calculated based on the differences between the IPO and the closing prices on the
90th, 120th, and 250th trading days after their respective listings. This liquidity discount

reflects the reduced marketability of the Target Company’s shares.
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We consider the above criteria to be reasonable for the following reasons:

(i) a sufficient listing history ensures that the trading and financial data of the
Comparable Companies are reliable and less affected by IPO-related or short-term
market volatility;

(ii) similar business models ensure that the Comparable Companies operate under
broadly similar industry conditions and risk-return profiles;

(iii) the exclusion of companies with suspended or irregular trading avoids potential
distortions in valuation multiples; and

(iv) comparable scale ensures that differences in market capitalisation and operating size
do not materially bias the valuation outcome.

Although the number of Comparable Companies is limited to three, we note that such
number satisfies the minimum requirement for the application of the market approach and that
each selected company exhibits a high degree of relevance and similarity to the Target
Company. We are of the view that the quality and comparability of the selected companies are
the key factors underpinning the robustness of the valuation, and that including additional but
less comparable companies could reduce the overall reliability of the valuation result. Taking
into account the above and that a sufficient number of Comparable Companies satisfying the
above criteria can be identified, we consider that the selected Comparable Companies provide
objective and relevant benchmarks for assessing the fair value of 100% equity interest in the
Target Company. Accordingly, we concur that the adoption of the market approach by the
Valuer is appropriate and reasonable for this Valuation.

Under the market approach, the Valuer did not adopt asset-based ratios such as the
price-to-book ratio because the Target Company’s fixed assets were almost fully depreciated as
of the Valuation Benchmark Date. This resulted in very low net and total asset values, making
them not comparable to the Comparable Companies, which have significantly higher net asset
ratios. Similarly, revenue-based ratios, including the price-to-sales ratio, were deemed
inappropriate because they assume a direct correlation between a company’s value and its
revenue scale. In the wafer foundry industry, value is driven primarily by technology and
profitability rather than revenue size.
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Although earnings-based multiples generally better reflect the industry’s value drivers,
traditional profitability ratios such as the price-to-earnings ratio and enterprise value to EBIT
were considered unsuitable. This is because wafer foundries involve substantial capital
investment and long payback periods, often resulting in low or negative profits after
depreciation and amortization. Instead, EV/EBITDA was adopted as the valuation multiple for
this appraisal, as adding back depreciation and amortization provides a more accurate measure
of the company’s sustainable profitability. Using the adjusted value ratios of comparable
companies, in combination with the relevant financial data or indicators of the appraised entity,
the enterprise value of the appraised entity was calculated. After further adjustments for
non-operating assets, liabilities, and surplus assets, the total equity value attributable to the
shareholders of the appraised entity was finally determined.

We obtained and reviewed the calculations described above. The appraised enterprise
value of the Target Company was determined by multiplying the Target Company’s adjusted
EBITDA as of 31 August 2025 by the average adjusted EV/EBITDA multiples of the
Comparable Companies. We reviewed the data and information used by the Valuer in deriving
the adjusted multiples, including making reference to market data available from Bloomberg
and public disclosures, and discussed with the Valuer to understand the adjustments made and
the rationale behind such adjustments. We also reviewed and discussed with the Valuer the key
bases and assumptions adopted for the valuation. These assumptions are set out in the Valuation
Report contained in Appendix V to the Circular. Based on our discussions, we noted that the
assumptions are commonly adopted in business valuations. We did not identify any material
factors that would lead us to question the reasonableness of the assumptions used in the
Valuation Report.

Having taken into account the above, we concur with the Valuer that the market approach
is commonly used and is the appropriate method for deriving the appraised value of 100%
equity interest of the Target Company. On this basis and taking into account that the Total
Consideration of the Proposed Acquisition of RMBS§,267.9 million represents approximately
97.4988% to the appraised value of 100% equity interest of the Target Company of
approximately RMBS,480.0 million, we consider the Total Consideration for the Proposed
Acquisition is fair and reasonable.

We noted that the Total Consideration represents a significant premium over the net asset
value of the Target Company as at 31 December 2024 and 30 June 2025. Having discussed with
the Management and the Valuer and reviewed the Valuation Report, we understand that the
Total Consideration was determined with reference to the appraised fair value of the Target
Company assessed under the market approach, which reflects its earnings potential and market
comparables rather than solely its book value.

— 36 —



We consider that the net asset value of the Target Company, which mainly represents the
historical accounting value of its assets and liabilities, may not fully reflect its underlying fair
value or earning capability, particularly for a business of an operating nature. This is especially
relevant given the strong growth trends in Al and next-generation technologies, which are
expected to drive significant future demand for the Target Company’s products. The adoption
of the market approach by the Valuer, which captures the market’s assessment of value through
the trading multiples of comparable listed companies, is therefore more appropriate than
relying solely on book value for assessing the Target Company’s fair value.

Taking into account the above factors, including the valuation approach adopted, the
justification for the valuation premium relative to book value, and the strategic benefits
expected to accrue to the Group, we consider that the consideration for the Proposed
Acquisition, though representing a premium over the Target Company’s NAYV, is fair and
reasonable so far as the Takeovers Code Independent Shareholders and the Proposed
Acquisition LR Independent Shareholders are concerned.

According to the Acquisition Agreement and the Supplemental Agreement, the Total
Consideration will be settled solely by the issuance of RMB shares. We consider that it is
beneficial to the Company and its existing Shareholders as it preserves the Group’s cash
resources for strategic development needs. The semiconductor foundry industry is highly
capital-intensive and requires substantial and continuous investment in R&D, advanced
process development, and capacity expansion to maintain technological competitiveness. As
advised by the Management, the Group continued the rapid capacity ramp-up and volume
production of the Hua Hong Manufacturing Project, which commenced risk production at the
end of 2024. Due to the smooth progress of the first phase, the Company anticipates initiating
the second-phase capacity deployment ahead of schedule by the end of 2025. Retaining cash
on hand enables the Group to support future capital expenditure, strengthen its technology
roadmap, and respond to market opportunities without increasing financial leverage or
constraining liquidity.

By adopting a non-cash settlement structure, the Group is able to complete the Proposed
Acquisition without reducing its financial flexibility, while allowing the economic risks and
benefits of the transaction to be shared with the Vendors through equity participation.

7. Assessment of the Issue Price of the Consideration Shares

In accordance with the relevant PRC laws and regulations, the issue price of the
Consideration Shares shall be RMB43.34 per Consideration Share, representing not less than
80% of the average trading prices of the RMB Shares for the 120 trading days prior to the
Pricing Benchmark Date. Notwithstanding the fact that the 120-day average price presented a
lower average price, the 120 trading days was selected as the pricing determination basis in
light of the price fluctuation of the RMB Shares prior to the signing of the Acquisition

— 37 —



Agreement, as a result, a longer reference period (i.e. 120 trading days, instead of the other

reference period 20 trading days or 60 trading days), was chosen by the parties, as it neutralized

the impact of the price rally prior to the signing of the Acquisition Agreement to achieve a fair

and reasonable pricing basis.

The issue price of RMB43.34 per Consideration Shares represents:

(a)

(b)

(c)

(d)

(e)

()

(2)

(h)

()

a discount of approximately 44.79% to the closing price per RMB Share of
RMB78.50 as quoted on the Shanghai Stock Exchange on the date of the Acquisition
Agreement;

a discount of approximately 59.82% to the closing price per RMB Share of
RMB107.87 as quoted on the Shanghai Stock Exchange on the date of the
Supplemental Agreement;

a discount of approximately 44.79% to the closing price per RMB Share of
RMB78.50 as quoted on the Shanghai Stock Exchange on the last trading day prior
to the Pricing Benchmark Date;

a discount of approximately 31.78% to the average trading price per RMB Share of
RMB63.53 based on the as quoted on the Shanghai Stock Exchange of the last 20
trading days immediately prior to the Pricing Benchmark Date;

a discount of approximately 24.94% to the average trading price per RMB Share of
RMB57.74 based on the as quoted on the Shanghai Stock Exchange of the last 60
trading days immediately prior to the Pricing Benchmark Date;

a discount of approximately 19.99% to the average closing price per RMB Share of
RMB54.17 based on the as quoted on the Shanghai Stock Exchange of the last 120
trading days immediately prior to the Pricing Benchmark Date;

a premium of approximately 65.85% over the audited net asset value attributable to
the Shareholders of approximately US$3.64 per Share as at 31 December 2024,
based on the exchange rate of US$1 to RMB7.1884 on 31 December 2024 as
announced by People’s Bank of China;

a premium of approximately 65.97% over to the unaudited net asset value
attributable to the Shareholders of approximately US$3.65 per Share as at 30 June
2025, based on the exchange rate of US$1 to RMB7.1586 on 30 June 2025 as
announced by People’s Bank of China; and

a discount of approximately 67.92% to the closing price per RMB Share of

RMB135.08 as quoted on the Shanghai Stock Exchange on the Latest Practicable
Date.
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7.1 Historical price performance of the Shares

The graph below illustrates the historical closing prices of the RMB Shares as quoted on
the Shanghai Stock Exchange from 1 September 2024 and up to and including the Latest
Practicable Date (the “Review Period”), which covers one year before the Pricing Benchmark
Date to illustrate the general trend and level of movement of the closing prices of the RMB
Shares. We consider the duration of the Review Period would be a reasonable and sufficient
period to provide a general and fair overview of the recent trend of the closing price of the
RMB Shares free from the influence of, if any, short term market volatility when assessing the
issue price of the RMB Share:
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During the Review Period, the lowest and highest closing prices of RMB Shares were
RMB27.08 per RMB Shares recorded on 17 September 2024 and RMB140.00 recorded on 29
October 2025 and 16 January 2026, respectively. The issue price of RMB43.34 per RMB Share
is within the RMB Shares’ closing price range during the Review Period.

The RMB Share price of the Group was hovering around the RMB40-60 range for the
majority of the period prior to the Announcement from early October 2024 to July 2025,
reflecting a prolonged consolidation phase. The RMB Share price experienced a brief initial
drop in early September 2024 to its lowest point below RMB30 for a short duration around the
time at which the 2024 Interim Report was published on the Hong Kong Stock Exchange, likely
due to the lingering effects from the 2023 industry downturn as reflected in the 2024 Interim
Report published on 5 September 2024. The RMB Share price of the Group only began to surge
shortly before the publication of the second quarterly results of 2025, breaking above the
RMBA40-60 range in early August 2025 and accelerating sharply through August and September
and peaking in mid-October 2025. The rally was believed to be driven by a combination of
factors including (i) improvement in financial performance as reflected in the second quarterly
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report of 2025; (ii) positive market sentiment regarding the strategic consolidation following
the announcement of the Proposed Acquisition; and (iii) the broader positive uptrend in the
semiconductor sector. Following a brief correction in October 2025, the RMB Share price
resumed its upward trajectory and continued to rise and reached the peak again on the Latest
Practicable Date.

Pursuant to the stipulations in the Administrative Measures for Material Asset
Restructuring (the “Administrative Measures”), the price at which a listed company issues
new shares shall not be lower than 80% of the market reference price. The market reference
price is made reference to one of the average trading prices of the company’s stocks on the 20
trading days, 60 trading days, or 120 trading days immediately before the announcement of the
board of directors’ resolution for the issuance of shares to the acquisition of assets, which can
be the lowest among the above three average trading prices (the “Basic Pricing Criteria”).
80% of the average trading price of the RMB Shares of the Company of 20 trading days, 60
trading days, and 120 trading days prior to the Pricing Benchmark Date, which are
RMB50.824, RMB46.192 and RMB43.336 per Consideration Share, respectively. We noted
that the Issue Price of RMB43.34 per RMB Share is higher than 80% of the average trading
price of the RMB Shares of the Company of 120 trading days prior to the Pricing Benchmark
Date. The issue price of the Consideration Shares is therefore in compliance with the
Administrative Measures.

The issue price was higher than the H-share closing price for the entirety of the Review
Period and was in line with the closing prices around the time the announcement of the
Proposed Acquisition was published on the SSE, notwithstanding a notable increase in the
share price shortly prior to the Announcement. Given that the RMB Shares have consistently
traded at a premium to the H shares during the Review Period, the issuance of RMB shares as
consideration shares is expected to result in comparatively less dilution to the percentage
interest of the existing public Shareholders than an issuance of H shares.

We also noted that since the Announcement, the market price of the Company’s H shares
and RMB Shares have both increased significantly, and as a result, the Issue Price and the Total
Consideration now represent a deeper discount to the latest market price. While the Issue Price
is below the recent market price, we attribute the appreciation in share price to the market’s
positive expectation of the strategic synergies and benefits the Target Company would bring to
the Group, specifically regarding potential earnings growth and enhanced market positioning.

In our view, the Total Consideration, which was determined with reference to the fair
value of the Target Company assessed under the market approach, remains fair and reasonable.
The recent share price movement does not affect the underlying valuation of the Target
Company, which was based on an objective assessment of its business, earnings potential, and
market comparables, rather than short-term market fluctuations. Accordingly, we consider that
the Total Consideration is fair and reasonable so far as the Takeovers Code Independent
Shareholders and the Proposed Acquisition LR Independent Shareholders are concerned, taking
into account both the Valuer’s assessment and the market’s positive reception of the Proposed
Acquisition.
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7.2 Comparison with recent issuances of RMB Shares as consideration

To further assess the fairness and reasonableness of the Issue Price in view of the
aforementioned discounts, we also identified transactions in relation to the acquisition of over
50% equity interests in target companies involving the issuance of RMB Shares as
consideration (the “Comparable Issuances”), that were announced by companies listed on the
main board of Shanghai Stock Exchange or both Shanghai Stock Exchange and the Hong Kong
Stock Exchange during the Review Period. We selected Comparable Issuances involving the
acquisition of over 50% equity interests because such transactions signify the acquisition of
control, making them more relevant to the Proposed Acquisition. We consider the Review
Period is commonly adopted for analysis and reflects the recent market practice up to the date
of the Latest Practicable Date. Based on the data sourced from Eastmoney.com (3 /7 H1 & 4),
a leading and publicly-listed Chinese online financial information service provider, we
identified 21 completed issuances which met the said criteria, which is an exhaustive list.
Despite that the businesses, operations and prospects of the Group are not the same as the
subject companies of the Comparable Issuances, the Comparable Issuances can demonstrate the
market practices of issuance of RMB Shares as consideration shares by companies listed on the
main board of the Shanghai Stock Exchange during the Review Period.

Tnitial ssue price not

less than 80% of
Market the 20-day/
capitalisation 60-day/120-day average
as at the trading price of the
Latest RMB Shares
Practicable immediately preceding ~ Initial Connected ~ Non-pubic
Date  Announcement the price benchmark lock-up Transaction  issuance

Company Name Stock code  Principal business (RMB'billion) ~ date date period (YNN) (YN)
Ningbo Constuction ~ 601789SH ~ The provison of municipal and 18 Jmay 26 Y ¥monhs Y N

Co, Lid. (ERET construction engineering,

RiraRA) including landscaping, roads

and bridges, bulding

decoration and curtain walls,
prefabricated buildings and
steel structures, as well as
related general contracting
works. It also manufactures and
installs building components,
provides property management
and construction equipment
leasing services, and sells
building materials.
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nitial ssue price not

less than 80% of
Market the 20-day/
capialisation 0-day/120-day average
as at the trading price of the
Latest RMB Shares
Practicable immediately preceding ~ Initial Connected ~ Non-pubic
Date  Announcement the price benchmark  lock-up Transaction  issuance
Company Name Stock code  Principal husiness (RMB'billion) ~ date date period (YIN) (YIN)
[nner Mongolia 600863.5H  The production, supply and 00 January 2020 Y, 60-day 60 months Y Y
MengDian management of thermal, wind
HuaNeng Thermal and solar energy, as well as the
Power Corporation evelopment, construction and
Limited 1% % operation of coal and coal
EAGRRAR chemical projecs. It also
i) invests in power-related raw

materials, railway supporting
infrastructure, and provides

management and consulting

services.
National Silicon 688126, The manufacture and sale of 7509 December 2025 Y, 20-day Jomonhs Y Y
Industry Group Co, semiconductor silicon wafers.
L. (LEREEE It offers 300mm silicon wafers;
BRIERAA) SO wafer: and customized
silicon wafer.
Huaihe Energy 600575.5H  The provision of thermal power 180 December 2025 Y, 120-day 8736 months Y N
(Group) Co., Ltd generation, electricity sales,
(BB railway transportation, and coal
[ERAH) blending
Shenzhen Original -~ 60399LSH ~ The rescarch and development, 1180 December 2025 Y, 120-day 12/36 months Y Y
Advanced production, and sale of polymer
Compounds Co, materials n the China and
Ld. (RAZERA interationaly.
FHHERERL
)
Jiangsu HHCK 688533.8H  The manufacture and sale of 1234 December 005 Y, 60-day 136 months N Y
Advanced Materials semiconductor packaging
Co, L. (L& malerials, such as epoxy
EREDEOL] molding compounds and
RAF) electronic adhesives in China,
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Company Name

Spic Yuanda
Environmental-
Protection Co., Ltd.
EREHEERE
RIRRHARLT)

ZhuZhou Qianlin
Pharmaceutical Co.,

Lo (kAR

RIVARAR)

Yangtze Optical
Electronic Co., Ltd.
(RERBEER
HkhARAR)

IKD Co, Li. (%
WRHERLT)

United Nova
Technology Co,,
Lid. (R EREH
RERBARLA)

Huadian Power
International
Corporation
Limited (EZRIE
EIRHARLA)

Stock code

600292.5H

600479.5H

688143.5H

600933.5H

688469.5H

600027.5H

nitial ssue price not

less than 80% of
Market the 20-day/
capialisation 0-day/120-day average
as at the trading price of the
Latest RMB Shares
Practicable immediately preceding
Date  Announcement the price henchmark
Principal business (RMB'billion) ~ date date
Provision of energy-saving and 6027 November 2025 Y/
environmental protection
services in China and
internationally
The resarch, developmen 512 Ocober 2005 Y™™
production, and sales of
traditional Chinese medicines,
chemicals and APL, and TCM
erivatives in China.
Provision of enginering design T4 Ocober 2005 Y™
and consulfing services in
China and intemationally.
Research, development, 090 October 205 e
production, and sales of
automotive aluminum alloy
precision die castings parts in
the United States, Europe, and
Asia
Manufacture and market power 590 September 2025 Y, 20-day
discrete and modules in China
and intemationally.
The construction and operation of ST9 August 2005 Y, 20-day

power plants, including large-
scale and fuel-ired power
plants; and coal and gas-fired
pOwer generation units and

renewable energy projects
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lock-up
period
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12136 months

2 months

12 months

36 months

36 months

Connected ~ Non-pubic
Transaction  issuance

(YN (YN
Y Y
Y N
N N
N Y
Y N
Y Y



nitial ssue price not

less than 80% of
Market the 20-day/
capialisation 0-day/120-day average
as at the trading price of the
Latest RMB Shares
Practicable immediately preceding ~ Initial Connected ~ Non-pubic
Date  Announcement the price benchmark  lock-up Transaction  issuance

Company Name Stock code  Principal husiness (RMB'billion) ~ date date period (YIN) (YIN)
IDM JingDaMachine ~ 603088.5H  Production and sale of precision 573 June 2005 ¥, 20-day Jomonths Y Y

(Ningbo) Co.Ltd stamping parts in China and

(ERRENT G internationally

RIERLA)
Guangdong Songfa 603268~ Production and sale of ceramic 8267 May 200 Y, 60-day omonths Y Y

Ceramics Co., Ltd. products in China and

(ERIEGRR interationaly

HRLA)
Seres Group Co, Ltd ~ 601127.5H  The research and development, 2100 March 2025 Y, 120-ay 1236 months N N

(B ER( production, sales, and servicing

RA) of new energy vehicles and

components in Ching and
internationally

Guolian Minsheng ~~ 601456.5H  Provision of various financial 56.19 March 2025 yioe 12/30 months N Y

Securities Co., Ltd. products and services in the

(RBRAEARG People’s Republic of China

HRAA)
Shanghai Senyou 688083.SH  Research, development, 049 February 205 Y, 60-ay 1236 months Y Y

Medical Co,, Ltd manufacture, and sales of

(HE=RRESR orthopedics implants in China

RIARLA)
Haohua Chemical ~ 600378.SH  Research and development, 95 Jmay2s Y0 Jomonths Y Y

Science & production, and sales of

Technology Corp, manufactures and sells fluorine

L, (G TR materials, eletronic gases,

ERRBARLT) high-end manufacturing

chemical materials, and carbon
emission reduction products in
China and intemationally.
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Company Name Stock code

Chinse Universe —~ 600373.5H
Publishing and
Media Group Co,
L (PRt
EREARHER
b

Rigol Technologies ~ 688337.5H
Co, Lid. (AR
HIEHHRLR)

CCCC Design & 600720.8H
Consulting Group
Co, Lid. (2505t
AR

)

Principal business

The editing and publishing of
books, newspapers, periodicals,
audio-visual, and electronic
publications in China and

internationally

The research, development,
manufacturing, and sale of
electronic festing and
measuring instruments and
accessories in Ching and
intemationally

provision of engineering design
and consulting services in
China and intemationally.

Market
capitalisation
as at the
Latest
Practicable
Date
(RMBhillion)

1300

Al

1693

Announcement
date

(October 2024

(October 2024

(October 2024

nitial ssue price not
less than 80% of

the 20-day/
0-day/120-day average
trading price of the
RMB Shares
immediately preceding
the price benchmark
date

¥, 10y

Y, 60day

Y(Nufe )

nial
lock-up
period

36 months

36 months

36 months

Connected ~ Non-pubic
Transaction  issuance
(YN (YN

Y N
N N
Y Y

Note: The issue price is not less than 80% of the average trading price of the shares over the 20, 60 and 120
trading days prior to the pricing benchmark date and is sufficiently higher than the Basic Pricing

Criteria.
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Based on our review, we noted that the basis for determining the initial issue price for all
the Comparable Issuance complied with the Basic Pricing Criteria as under the Administrative
Measures. We also noted that nine out of the 21 Comparable Issuance adopted a longer
reference period of up to 60-day or 120-day average trading prices of RMB Shares when
determining their issue prices.

The Consideration Price is determined as 80% of the Average Trading Price of the RMB
Shares for the 120 trading days prior to the Pricing Benchmark Date, which is the longest
reference period permitted under the relevant PRC regulations. While only four out of 21
Comparable Issuance referenced the 120-day average trading prices of RMB Shares, it is not
uncommon and we also noted that the share price of the Group only surged shortly before the
publication of the Announcement of the Proposed Acquisition, the shorter reference periods of
20-day and 60-day would be inflated by such sudden price surge just before the Announcement
while the 120-day average would be a more prudent and representative price mechanism that
smooths out short-term price fluctuations and provide a more stable and reliable anchor
reflective of the stock’s fundamental value over a longer period. Further, the use of the longer
reference period is legally permissible. In evaluating the five Comparable Issuances that
reference the 120-day average trading prices, we observed three connected issuances and two
independent issuances, indicating that the distinction between connected and independent

issuances does not significantly impact the issuance of RMB shares.

To further enhance our assessment of the Total Consideration, we identified a set of
comparable companies operating in similar segments of the semiconductor industry (the
“Market Comparables”). The Market Comparables were selected with reference to the
following criteria: (i) listed on a recognized stock exchange in Hong Kong, the PRC, or the
United States; (ii) principally engaged in semiconductor manufacturing or wafer foundry
operations, adopting a business model characterised by large-scale investment, high capital
expenditure, and continuous technological process enhancement, namely under an IDM
(Integrated Device Manufacturer) or pure-play foundry model; (iii) generating over 50% of
total revenue from wafer manufacturing; and (iv) having revenue exceeding USD 1 billion for
the year ended 31 December 2024 to ensure comparability in terms of scale. Based on these
criteria, we identified eight companies as the Market Comparables, which we consider a
comprehensive and relevant set for benchmarking purposes.

For each Market Comparables, the valuation ratios were calculated based on: (i) financial
information extracted from the latest published annual reports; and (ii) the respective market
capitalisation as at the Pricing Benchmark Date, as this date aligns with the time at which the
Issue Price, and consequently the implied market capitalization, was determined. We consider
the Market Comparables to represent an exhaustive list of suitable peer companies based on the
above criteria.

In comparing the Proposed Acquisition against the Market Comparables, we adopted the
EV/EBITDA ratio, recognising that wafer foundry businesses involve substantial capital
investment and long asset payback periods, which often lead to low or negative profitability

after depreciation and amortisation. The P/E ratio is not considered meaningful given that the
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Group recorded a net loss for the year ended 31 December 2024. The P/S ratio was also deemed
unsuitable due to significant wafer-pricing pressure attributable to intensified market
competition and weaker demand conditions, as discussed in the financial performance section
above.

The results of the EV/EBITDA ratios of the Market Comparables compared to those
implied by the Proposed Acquisition are summarised in the table below:

Market
Capitalisation as at
the Pricing ~ Revenue
Stock Benchmark Date (USD? EV/EBITDA
Company name Stock code  Exchange Principal business (USD’million)™ " million) o)
Semiconductor 00981/ 688981 Hong SMIC Group 613499.0 (Hong ~ 8,029.9 842
Manufacturing Kong/Shanghai  provides Kong)/ 561,259.0
International semiconductor (Shanghai)
Corporation (“SMIC”) foundry and
technology

services to global
customers on

§-inch and 12-
inch wafers.
China Resources 688396 Shanghai, CRM engages in the 69,562.5 1419.0 32.08
Microelectronics China manufacture and
Limited (“CRM”) sale of
semiconductors in
China and
internationally.
Nexchip Semiconductor 688249 Shanghai, Nexchip engages in 60,8308 12971 17.04
Corporation China the research and
(“Nexchip”) development,

production, and
sales of integrated
circuit related
products and
supporting
products in China
and

internationally.
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Company name

Power Semiconductor
Manufacturing
Corporation (“PSMC”)

Vanguard International
Semiconductor
Corporation (“VSIC”)

Global Foundries
Inc. (“GFS”)

United Microelectronics
Corporation (“UMC")

Stock

Stock code Exchange

6770 Taiwan

5347 Taiwan

GFS Nasdag,
United
States

UMC New York
Stock
exchange,
United
States

Principal business

PSMC provides
chip design and
manufacturing
services. It
provides foundry,
design, overhaul,
manufacturing,
and memory
wafer testing
services.

VISC engages in
manufacturing,
selling,
packaging,
testing, and
computer-aided
design of
integrated circuits
and other
semiconductor
devices in Taiwan
and
internationally.

GFSisa
semiconductor
foundry,
providing range
of mainstream
wafer fabrication
services and
technologies
worldwide.

UMC operates as a
semiconductor
wafer foundry
internationally. It
manufactures and
sells integrated
circuits.
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Capitalisation as at
the Pricing ~ Revenue
Benchmark Date (USD?
(USD’million) ™ ” million)
21768 14621
5,856 14402
185286 67500
5085313 7,594.0

EV/EBITDA

(Note 2)

67.57

9.04

1.56

4.86



Market

Capitalisation as at
the Pricing ~ Revenue
Stock Benchmark Date (USD? EV/EBITDA
Company name Stock code  Exchange Principal business (USD’million)™ " million) (Hote 2
Tower Semiconductor Ltd.  TSEM Nasdag, TSEM is a 6,578.8 1,436.1 14.15
(“TSEM™) United semiconductor
States foundry which
provides
technology

development, and
process platforms
for integrated

cireuits

internationally.
Maximum 67.57
Minimum 4.86
Median 15.60
Average 2197
The Company (as implied by the Issue Price)™™ * 21.16
Notes:
1. The market capitalization of the Market Comparables as at the Pricing Benchmark Date are extracted

from Bloomberg.

2. The EV is calculated as the market capitalization as at the Pricing Benchmark Date plus net debt

(short-term and long-term debt minus cash and cash equivalents) and non-controlling interests of a
company based on the latest published annual financial statements. The EBITDA of the Market
Comparables are extracted from Bloomberg based on the latest published annual financial information.

3. The Enterprise Value (EV) of the Company is implied by multiplying the Issue Price of RMB43.34 per
Share by the total number of shares outstanding as of the Pricing Benchmark Date to calculate the
market capitalization. To this market capitalization, the Company’s net debt (calculated as short-term
and long-term debt, less cash and cash equivalents), and non-controlling interests as of 31 December
2024 are added. The Company’s EBITDA is calculated based on the profit before tax for the year ended
31 December 2024, adjusted by adding back depreciation, amortization, and finance costs.

As set out in the table above, EV/EBITDA of the Company (as implied by the Issue Price)
fall within the range of those of the Market Comparables. The Proposed Acquisition, in terms
of the EV multiple, is higher than the median and approximated the average, indicating that the
Issue Price was not unduly low compared to the Market Comparables, confirming the stock of
the Group is not undervalued at the time the Issue Price was determined that lead to excessive
dilution for the existing shareholders as a result of the Proposed Acquisition.
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Our conclusion

Based on our comprehensive assessment of the Target Company’s Valuation, the
determination of the RMB-Share Issue Price, and the resulting impact on the Group’s existing
shareholders, we conclude that the Total Consideration and the Issue Price for the Proposed
Acquisition are fair and reasonable.

1. Fairness of the Target Valuation

The Total Consideration is deemed fair as it is firmly supported by an independent,
professional Valuation Report. The Valuer is suitably qualified and experienced, and the final
valuation derived through market-accepted methodologies, specifically the market approach, is
robust. This consideration represents a significant premium over the net asset value of the
Target Company as at both 31 December 2024 and 30 June 2025, confirming that the Group
is acquiring the Target at a justifiable enterprise value. The strategic value is further warranted
by the anticipated strategic benefits, synergies, and potential earnings growth the acquisition
is expected to deliver to the Group.

2. Justification of the Issue Price

The selection of the 120-day average price as reference for the RMB Share issuance,
while less common than the shorter periods, is justified as a prudent and necessary measure.
This price fully complies with all relevant PRC regulations. The decision to use the longer
horizon provides a stable, non-volatile benchmark, which is essential given that the Group’s
share price was in a prolonged consolidation phase (RMB40-60 range) but began to surge only
shortly before the Announcement. Using the 120-day average mitigates the pricing distortion
that would have been caused by relying on a short-term price spike that likely reflected market
speculation regarding the Proposed Acquisition. The Issue Price also represents a premium of
65.85% and 65.97% over the net asset value per share as at 31 December 2024 and 30 June
2025, respectively.

3. Mitigation of Dilution Risk

To address the potential for increased dilution resulting from the lower 120-day price, we
performed a critical check on the Group’s valuation metrics. Our financial analysis confirms
that the Group’s implied EV/EBITDA, calculated using the Issue Price, are within the
acceptable range of the Market Comparables, and indeed exceed the median and approximated
the average. This demonstrates that the Issue Price is not unduly low and does not result in
excessive dilution. Furthermore, the continued trading of the Group’s shares above the Issue
Price since the Announcement provides market validation that the price is not perceived as low,
thereby confirming that the potential dilution is justified by the compelling strategic and

financial benefits anticipated from the Proposed Acquisition.
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8. The Whitewash Waiver

8.1 Background

As at the Latest Practicable Date, Huahong Group holds directly and indirectly
348,804,167 Shares (comprising 1,198,517 RMB Shares and 347,605,650 Hong Kong Shares),
representing approximately 20.07% of the total issued share capital of the Company. In
addition, as at the date of the Latest Practicable Date, the Huahong Concert Group holds
directly and indirectly 602,956,550 Shares (comprising 66,389,753 RMB Shares and
536,566,797 Hong Kong Shares), representing approximately 34.70% of the total issued share
capital of the Company.

If the Proposed Acquisition materializes, it is expected that immediately after completion
of the issuance of the Consideration Shares, the voting rights held by Huahong Concert Group
in the Company will increase to approximately 41.16% (assuming (i) there will not be any
further adjustment to the issue price of the Consideration Shares, (ii) there will not be any
change in the total issued share capital of the Company since the Latest Practicable Date up
to and including the date of issuance of the Consideration Shares and (iii) the Proposed
Non-public Issuance of RMB Shares has not been completed). Accordingly, upon Completion,
pursuant to Rule 26.1 of the Takeovers Code, Huahong Concert Group will be required to make
a mandatory general offer for all the securities of the Company not already owned or agreed
to be acquired by the Huahong Concert Group, unless the Whitewash Waiver from strict

compliance with Rule 26.1 of the Takeovers Code is obtained from the Executive.

8.2 The Whitewash Waiver as a condition to the Proposed Acquisition

Shareholders and potential investors should note that the completion of the Proposed
Acquisition is conditional upon, among other things, the Whitewash Waiver being granted
by the Executive and approved by the Takeovers Code Independent Shareholders. An
application has been made by Huahong Group (on behalf of itself and Huahong Concert Group)
to the Executive for the granting of the Whitewash Waiver pursuant to Note 1 on dispensations
from Rule 26 of the Takeovers Code. The Whitewash Waiver, if granted by the Executive, will
be subject to (i) the approval of the Whitewash Waiver by at least 75% of the votes cast by
Takeovers Code Independent Shareholders either in person or by proxy at the EGM; and (ii)
the approval of the Proposed Acquisition by more than 50% of the votes cast by Takeovers
Code Independent Shareholders either in person or by proxy at the EGM as required under the
Takeovers Code. The Proposed Acquisition will not proceed if the Whitewash Waiver is not
obtained or if the Whitewash Waiver is not approved by the Takeovers Code Independent
Shareholders.
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Having considered (i) the benefits of the Proposed Acquisition as set out in the section
headed “Reasons for and benefits of the Proposed Acquisition”; (ii) the fairness and
reasonableness of the terms of the Acquisition Agreement (as supplemented by the
Supplemental Agreement); and (iii) the obtaining of the Whitewash Waiver being an essential
element of the Proposed Acquisition, we are of the view that the approval of the Whitewash
Waiver is considered fair and reasonable and in the interests of the Company and the Takeovers
Code Independent Shareholders as a whole as far as the Takeovers Code Independent
Shareholders are concerned.

9. Financial effects of the Proposed Acquisition on the Group

Following the Completion, the Target Company will become a wholly-owned subsidiary
of the Company. As such, the operating results and the financial position of the Target
Company will be consolidated into the financial statements of the Group. The unaudited pro
forma financial information of the Enlarged Group is set out in Appendix III to the Circular.
The financial effects of the Proposed Acquisition on the Group’s earnings, cashflow and net
asset value and gearing are set out below. However, it should be noted that the analysis below
is for illustrative purpose only and does not purport to represent how the financial performance
and the financial position of the Group will be upon Completion.

9.1 Earnings

As discussed in the section headed “Background information of the Group — Historical
financial performance and financial position of the Group”, the Group recorded net losses for
the six months ended 30 June 2025 and the year ended 31 December 2024. Meanwhile, as
discussed in the section headed “Information on the Target Company — Financial Performance
and Position of the Target Company”, the Target Company recorded net profits for the eight
months ended 31 August 2025 and the year ended 31 December 2024.

As discussed in the section headed “Reasons for and benefits of the Proposed
Acquisition” of this letter above, among others, the Proposed Acquisition allows the Group to
further strengthen its market position in the semiconductor industry and enhance the Group’s
overall competitiveness. Also, through synergetic integration, the Group is expected to lower
the operating costs and benefit the financial performance of the Group. Considering the above,
the Proposed Acquisition is expected to have a positive effect on the future growth of the
Group’s earnings and profitability.

9.2 Net asset value

According to the unaudited pro forma financial information of the Enlarged Group set out
in Appendix III to the Circular, the unaudited pro forma net assets of the Enlarged Group
attributable to owners of the parent would have increased to approximately USD9.0 billion.
The asset enhancement is considered to be in the interests of the Company and the Takeovers
Code Independent Shareholders and the Proposed Acquisition LR Independent Shareholders as
a whole.
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9.3 Liquidity, gearing and working capital

The Proposed Acquisition is structured as a share-based consideration, with the Total
Consideration settled exclusively through the issuance of Consideration Shares. As a result, the
Proposed Acquisition will have no direct impact on the Group’s liquidity position, gearing
ratio, or working capital requirements.

As at 30 June 2025, the Group’s current ratio, calculated as current assets over current
liabilities, was approximately 3.8 times. Based on the unaudited pro forma financial
information of the Enlarged Group set out in Appendix III to the Circular, the current ratio of
the Enlarged Group would remain at a healthy level of approximately 3.6 times upon
Completion.

The net gearing ratio, calculated on the basis of interest-bearing borrowings less cash,
bank balances and pledged deposits as a percentage of equity, was approximately —18.1%,
reflecting a strong net cash position. According to the unaudited pro forma financial
information of the Enlarged Group, the net gearing ratio would remain negative at
approximately —16.7% after completion of the Acquisition, indicating that the Enlarged Group
will continue to be in a net cash position notwithstanding a slight decrease. Therefore, the
Enlarged Group is expected to retain a solid liquidity buffer and low financial leverage, and the
level of negative net gearing continues to demonstrate prudent capital structure and ample
financial flexibility.

As set out in the section headed “3. Working Capital” of Appendix I to the Circular, the
Directors are of the opinion that, after taking into account the effect of the Acquisition
Agreement and the Supplemental Agreement and the transactions contemplated thereunder, its
internal resources, the financial resources available to the Group, including its existing cash
and cash equivalents on hand, its cash flow from operating activities, the working capital
available to the Group is sufficient for the Group’s requirements for at least 12 months from
the date of this letter.

10. The Special Deal in relation to the non-public Issuance of RMB Shares
10.1 Rationale of the Non-public Issuance of RMB Shares

According to the Letter from the Board, the proceeds to be raised from the Proposed
Non-public Issuance of RMB Shares are proposed to be used for, amongst others, replenishing
the working capital of the Group and the repayment of debt, financing technology update and
renovation of the Target, and funding the research and development and the industrialization
of the Target’s specialized process, which would improve the overall financial position and
facilitate the future development of the Group.

The Proposed Non-public Issuance of RMB Shares is subject to the approval of the
Shanghai Stock Exchange and registration by CSRC and Completion, but the Proposed
Acquisition is not conditional on completion of the Proposed Non-public Issuance of RMB
Shares.
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Following further discussions with the Management and our review of the Company’s
2025 Interim Report, 2024 Annual Report and 2023 Annual Report, we have summarised below
the key reasons for and benefits of the Proposed Non-public Issuance of RMB Shares:

(i) Easing of cash flow pressure and support in working capital requirements

We noted from the 2025 Interim Report, 2024 Annual Report and 2023 Annual
Report, and as shown in the financials above, net cash generated from operating activities
for all the three years ended 31 December 2024 and the first half of 2025 has been
consistently and grossly inadequate to cover the sizable investing cash outflows, which
are dominated by the purchases of items of property, plant and equipment and intangible
assets for capacity expansion, facility upgrades and upgrade of specialized process
technologies. The deficit necessitates continuous reliance on external funding. When
external financing activities decrease (as seen in the year ended 31 December 2024 and
the first half of 2025), the underlying liquidity pressure becomes immediately apparent,
resulting in overall net decrease in cash and cash equivalent during these periods.

In addition, the Proposed Acquisition will increase the Enlarged Group’s gearing
ratio, thereby heightening the importance of strengthening its capital structure. The
enlarged business may also require a higher level of working capital to support its
expanded scale of operations, including greater inventory requirements, higher
receivables and a longer operational cash cycle. As such, bolstering the Group’s cash
reserves is critical to ensuring that it can fund the operational needs of the enlarged
business and maintain a sufficient liquidity buffer.

Considering the foregoing, we concur with the Management that, there is an
on-going financing need to maintain sufficient liquidity cushion to support its enlarged
business, repay its interesting bearing debts and supplement its working capital.

(ii) Other fundraising methods available to the Company

As advised by the Company, apart from the Proposed Non-public Issuance of RMB
Shares, the Company also considered other fundraising alternatives, including debt
financing from banks or money lenders and other forms of equity financing, with a view
to obtaining sufficient funds to meet its interest-bearing obligations, supplement working
capital and finance the Target’s projects. Management explained that the Proposed
Non-public Issuance was selected primarily because it offers greater flexibility and
efficiency, allowing the Company to obtain approval for the fundraising and the intended
use of proceeds through a streamlined regulatory process. Management also noted that the
Group has largely exhausted its available external financing channels, which are typically
restricted to project-specific uses and cannot be applied towards replenishing general

working capital.
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In respect of bank or money-lender financing, the Company noted that such
borrowings would incur additional interest expenses and further increase the Group’s
leverage, which would be contrary to its objective of improving the capital structure
through this fundraising exercise. Based on the unaudited pro forma financial information
of the Enlarged Group, the gearing ratio is expected to rise from 25.6% as at 30 June 2025
to 30.6% upon Completion. Any additional external debt financing would therefore
further deteriorate the Group’s gearing and liquidity positions. In addition, debt financing
would likely be subject to lengthy due diligence and internal risk assessments by banks
or money lenders. In light of these considerations, the Company does not regard debt
financing as a preferable option.

Regarding the issuance of RMB Shares under public channels, the Company has
considered the regulatory requirements under the Regulatory Requirements for Guiding
and Regulating the Financing Activities of Listed Companies (Revised Edition) ( <%
5| RS T R RS AT B B EOR (BRI ) issued by the CSRC on 14 February
2020. Under this regime, where a listed company raises funds through channels other than
non-public issuance, placement, issuance of preferred shares, or issuance to designated
persons approved by the board, the amount applied towards working capital
replenishment and debt repayment must not exceed 30% of the total proceeds. Given that
the Company intends to allocate 48.97% the fundraising proceeds towards replenishing
the working capital of the Group, debt repayment, payment of fees of intermediaries in
connection with the Proposed Acquisition through public issuance of RMB shares would
not be suitable for the Group.

Having considered the above, we concur with the Management that the Proposed
Non-public Issuance of RMB Shares represents the most financially viable and optimal
fundraising method for the Group to raise supporting funds for the Group post-
Acquisition.

10.2 Principal terms of the Proposed Non-public Issuance of RMB Shares

10.2.1

The details of the Proposed Non-public Issuance of RMB Shares are set out below:

Target subscribers

The Proposed Non-public Issuance of RMB Shares will be carried out by way of

non-public issue of RMB Shares to not more than 35 specific target subscribers, excluding (i)
Huahong Group, SAIL and China IC Fund II which have indicated that they will not participate
in the Proposed Non-public Issuance of RMB Shares and (ii) certain other Shareholders such

as controlling shareholders and its related parties pursuant to the requirement of the Shanghai

Listing Rules (both terms as defined thereunder). Such specific target subscribers may include,

but not limited to, institutional investors such as securities investment fund management

company, securities firm, financial services company, asset management company, insurance

company, and other legal person or natural person investors in the PRC that comply with the
regulations of the CSRC and the Shanghai Stock Exchange.
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As at the Latest Practicable Date, the Company has not entered into any agreement with
any potential subscribers in respect of the Proposed Non-public Issuance of RMB Shares, nor
has the Company received any persons’ indication to participate in the Proposed Non-public
Issuance of RMB Shares. In addition, the identity of the target subscribers cannot be
pre-determined as at the Latest Practicable Date and will only be determined after (i) obtaining
the approval in respect of the Proposed Non-public Issuance of RMB Shares from the
Shareholders at the EGM, the Shanghai Stock Exchange and the CSRC, and (ii) the
commencement of the Offering Period of the Proposed Non-public Issuance of RMB Shares in
accordance with the relevant PRC laws and regulations. The Company shall make further
announcement on the identity of the subscribers if they become substantial shareholders of the
Company upon the completion of the Proposed Non-public Issuance of RMB Shares.

10.2.2 Number of RMB Shares to be issued

Having considered the Company’s future funding needs, the total amount of supporting
funds to be raised under the Proposed Non-public Issuance of RMB Shares shall be
RMB7,556,286,000, being (i) not exceeding 100% of the final Total Consideration for the
Proposed Acquisition, and (ii) the number of RMB Shares to be issued shall not exceed 30%
of the total issued share capital of the Company upon Completion, both thresholds following
that of applicable PRC rules and regulations (i.e. Administrative Measures for Major Asset
Restructuring of Listed Companies ( € b /AR HEKEE EAF ML) ) and The Measures
for the Administration of Registration of Securities Offering by Listed Companies ( { LT
Al SR TR L) ) governing the issuance.

The number of RMB Shares to be issued shall be calculated by dividing the total amount
of supporting funds to be raised, by the issue price to be determined according to the paragraph
headed “Price Determination Date, pricing principles and issue price” (rounded down to the
nearest share), as adjusted in the event of any ex-right or ex-dividend event in accordance with
applicable PRC laws and regulations.

10.2.3 Price determination date, pricing principles and issue price

The issue price shall not be lower than 80% of the Average Trading Price of the RMB
Shares for the 20 trading days prior to the Price Determination Date and no less than RMB52
(i.e. the price of the Company’s its initial public offering of RMB Shares) pursuant to CSRC
Measures to Balance Primary and Secondary Markets and Optimize IPO/Refinancing
Regulation ( (EEFE— M5 FHE(LIPO - FREBE 2 ).

The Offering Period, the Price Determination Date and the specific time of Issuance of
the Proposed Non-public Issuance of RMB Shares shall be determined by the Company and the
PRC independent financial adviser (the lead underwriter) having due regards to the market
conditions and the proposal for use of proceeds, and shall be subject to approval by the
Shanghai Stock Exchange and the CSRC.
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The Offering Period shall commence after the Completion of the Proposed Acquisition.
The Price Determination Date shall be the first day of the Offering Period of the Issuance of
the Proposed Non-public Issuance of RMB Shares, and shall be a date falling within 12 months
of the CSRC registration. The final issue price will be determined by the Board and the
authorized persons of the Board and the lead underwriter according to the bookbuilding results
in accordance with the authorization of the general meeting of shareholders, the provisions of
relevant laws and regulations (i.e. The Measures for the Administration of Registration of
Securities Offering by Listed Companies ( {_EARIEREITFEMEIHE) ) and the
requirements of regulatory authorities (including the CSRC and the Shanghai Stock Exchange).

All the target subscribers will subscribe for the RMB Shares under the Proposed

Non-public Issuance of RMB Shares at the same issue price in cash.

According to the annual results announcement of the Company for the year ended 31
December 2024 published on the Shanghai Stock Exchange, the audited net asset per Share
attributable to the Shareholders of the Company prepared in accordance with China Accounting
Standards for Business Enterprises as at 31 December 2024 was approximately RMB25.37.

The final issue price, i.e. Non-Public Issuance Benchmark Price, will be determined by
negotiations between the Board and its authorized person(s) with the authorization by the
Shareholders at the EGM and the PRC independent financial adviser (the lead underwriter)
based on the price inquiry results in accordance with the relevant PRC laws and regulations
(e.g. Detailed Rules for the Implementation of the Offering and Underwriting Business for
Securities of Listed Companies on the Shanghai Stock Exchange ( { 78 #2385 iy i /A H]
PR SRR THUR BB AN (2025418%]) ) ) and The Measures for the Administration of
Registration of Securities Offering by Listed Companies ( € T2 FlREFR8817 5k it 2L
%) ), which, amongst others, laid out requirements on the Company and the lead underwriter,
having considered the valid applications and their quotation, to determine the issue price and
the target investors reasonably based on principle of price priority (and other principles as
decided by the Board, if any). The principles determined by the Board shall be fair, impartial
and in line with the interest of the Company and its shareholders in its entirety. The lead
underwriter’s report on the issuance process and the compliance of subscription targets shall
include a detailed disclosure of the entire issuance process, list the subscription quotations of
eligible specific investors and the allocation results, and express an opinion on whether the
issuance outcome is fair and impartial and whether it complies with the relevant regulations
governing the issuance of shares to specific investors. Where specific investors who submitted
quotations above the issue price did not receive allocations or had their allocation quantities
reduced, the lead underwriter shall provide those investors with a full explanation of the
reasons and disclose the circumstances in the report.

The Non-public Issuance Benchmark Price will be adjusted if there occurs any ex-right
or ex-dividend event (such as distribution of cash dividend, bonus issue, rights issues,
allotment of shares, conversion of share premium into share capital or capitalization issues)
between the Price Determination Date and the date of issuance of the Proposed Non-public

Issuance of RMB Shares in accordance with the applicable PRC laws and regulations.
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10.2.4 Conditions precedents of the Proposed Non-public Issuance of RMB Shares

The Proposed Non-public Issuance of RMB Shares is conditional upon:

(i) Completion;

(ii) the approval of the Proposed Non-public Issuance of RMB Shares by the Board and
the Non-public Issuance Independent Shareholders at the EGM;

(iii) the consent to the Special Deal from the Executive and the approval of the Special
Deal by the Takeovers Code Independent Shareholders;

(iv) the approval of the Proposed Acquisition and the Proposed Non-public Issuance of
RMB Shares by the competent state-owned assets supervision and administrative
authorities or its authorized entities;

(v) the approval of the Proposed Acquisition and the Proposed Non-public Issuance of
RMB Shares by the Shanghai Stock Exchange and the registration of the Proposed
Acquisition and the Proposed Non-public Issuance of RMB Shares by the CSRC;
and

(vi) the obtaining of any other necessary approval and/or filings in respect of the
Proposed Non-public Issuance of RMB Shares from any applicable regulatory
authorities.

None of the conditions above may be waived by any party to the Proposed Non-public
Issuance of RMB Shares and therefore, if any of the conditions above is not satisfied (save as
to the extent where condition (iii) above is no longer applicable), the Company will not proceed
with the Proposed Non-public Issuance of RMB Shares.

Other than the condition precedent set out in paragraph (ii) (in respect of approval by the
Board only) above, none of the conditions precedent has been fulfilled as at the Latest
Practicable Date.

In respect of the condition set out in paragraph (v) above, as at the Latest Practicable
Date, the Company is not aware of any other approval and/or filings which are required to be
obtained by it in respect of the Proposed Non-public Issuance of RMB Shares.

10.2.5 Lock-up period

All target subscribers shall not transfer the RMB Shares subscribed under the Proposed
Non-public Issuance of RMB Shares within six months from the date of completion of the
Proposed Non-public Issuance of RMB Shares, provided that if any applicable regulatory
authorities of the PRC require a lock-up period of different length to be imposed, the lock-up

period shall be the one as required by such regulatory authorities.
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The lock-up undertaking shall also be applicable to any additional RMB Shares received
by the target subscribers in respect of the relevant RMB Shares subscribed under the Proposed
Non-public Issuance of RMB Shares as a result of bonus issues, conversion of share premium
into share capital, capitalization issues and/or rights issue of the Company after completion of
the Proposed Non-public Issuance of RMB Shares.

103 Use of proceeds

The net proceeds from the Proposed Non-public Issuance of RMB Shares (after deducting
all applicable costs and expenses incurred in connection with the Proposed Non-public
Issuance of RMB Shares) are intended to be used in the subsequent five years after the
completion of the Proposed Non-public Issuance of RMB Shares to (i) finance the Target’s
technology upgrades and renovations, and (ii) research and development and industrialization
of the Target’s specialized process and (iii) replenish the working capital of the Group, the
repayment of debt, payment of fees of intermediaries in connection with the Proposed

Acquisition in the following manner:

Intended
percentage of
proceeds from
the Proposed
Non-public
Issuance of

Use of proceeds

Intended
allocation
of proceeds

RMB Shares
allocated for
such purposes

(%)

Upgrade and renovation of the Target Company’s

technology 3,294,760,000 43.60
Research and development (R&D) and

industrialization of the Target Company’s

specialized process 561,526,000 7.43
Replenish (i) the working capital of the Group,

(ii) the repayment of debt, (iii) payment of fees

of intermediaries (including PRC independent

financial advisers, underwriting fees, legal fees

for PRC and overseas counsel, accounting fees

for accountants, and other intermediary

expenses) in connection with the Proposed

Acquisition 3,700,000,000 48.97
Total 7,556,286,000 100%
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More specifically on the above, the Target Company is primarily engaged in 12-inch
wafer foundry operations. Approximately 51.03% of net proceeds will be allocated to two
aspects:

(1) Upgrading and renovating the Target Company’s technology: Having assessed
market landscape, it is considered that the Target Company has pressing need to
comprehensively upgrade the technological specifications of its 12-inch production
line by way of replacing and updating the equipment. This will foster the Target
Company’s adaptation to the market’s demand of various specialty processes,
thereby optimizing the existing factory production lines, expanding production
capacity and further enhancing the Company’s core competitiveness amid market
fluctuations. The net proceeds will also be used for maintenance costs of the
production line. This limb takes up a larger trunk of the net proceeds since the new
equipment with advanced technological specifications and an overhaul and
renovation of the entire production line are inherently capital-intensive, based on the
Company’s and the Target Company’s preliminary assessment. Before
commencement of the renovation work, the Company and the Target Company shall
conduct a comprehensive study of the technological specifications which best suit
its future needs and conduct a robust selection of suppliers through its standard

procurement procedure.

(2) Research and development (R&D) and industrialization of the Target
Company’s specialized process: The diversity of specialized process platforms is
an important factor in assessing the overall strength of a semiconductor wafer
foundry. The Target Company urgently needs to enhance the depth and breadth of its
process platform products through developing new products. The proceeds will
serve as an important source of funds for the R&D expenses of the Target Company
in the upcoming years. This project entails an investment in R&D which seeks to
explore new markets, and is different from the first limb which focuses on enhancing
hardware, equipment and production capacity. The allocation between the two limbs
has been determined having balanced the need for capital and cost-efficiency of each
project.

Further, in view of the capital expenditure requirements in the upcoming three years
arising from (i) the Company’s future business development plans such as the expansion and
developments of the 8-inch and 12-inch foundry fabs of HHGrace, Hua Hong Wuxi and Hua
Hong Manufacturing, including but not limited to upgrading of equipment and building of new
factory and (ii) the Company’s budget for dedicated long-term strategic purpose, the Company
is expected to incur a substantial amount of expenses. As a result, the existing cash and bank
balance of the Group has already been budgeted for the development of the Group as
aforementioned, and the Company shall require proceeds from the Proposed Non-public
Issuance of RMB Shares to replenish its working capital to reserve cash for its business
operations and development plans in the future (and the development of the Target Company
which has not been previously budgeted by the Group) and maintain liquidity for the

sustainable operations of the Group. Moreover, the net proceeds shall be used to (x) settle
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liabilities as they fall due as appropriate and (y) pay the fees of intermediaries (including PRC
independent financial advisers, underwriting fees, legal fees for PRC and overseas counsel,
accounting fees for accountants, and other intermediary expenses) in connection with the
Proposed Acquisition. As the Proposed Acquisition and the Proposed Non-public Issuance of
RMB Shares are still in progress, the professional fees of the intermediaries could not be fully
determined as at the Latest Practicable Date and could only be confirmed once the Proposed
Non-public Issuance of RMB Shares has been completed.

If the Proposed Non-public Issuance of RMB Shares does not proceed or the actual
proceeds to be raised from the Proposed Non-public Issuance of RMB Shares are less than the
proposed use of proceeds, the Company will make up for the shortfall by utilizing its internal
resources or other means of financing. The Company may make appropriate adjustments as to
the order of priority, allocation amount and methods in respect of the proposed use of proceeds
based on the net proceeds actually raised and make a supplemental announcement as
appropriate.

Our view on the terms of the Proposed Non-public Issuance of RMB Shares

As at the date of this letter, the detailed terms of the Proposed Non-public Issuance
of RMB Shares have not been fully determined. Nevertheless, as stated in the letter from
the Board, the Proposed Non-public Issuance will be conducted strictly in accordance
with the applicable laws, rules and regulations governing non-public offerings by listed
companies in the PRC.

We note that the Proposed Non-public Issuance of RMB Shares will be carried out
under a comprehensive regulatory framework which stipulates, among other things, the
pricing principles, subscription and allocation requirements, permitted use of proceeds,
and mandatory lock-up arrangements. These regulatory requirements collectively provide
safeguards to ensure that (i) the Issue Price is determined based on an objective,
market-based mechanism, (ii) the allocation process is conducted in a fair and regulated
manner, (iii) the use of proceeds is consistent with prescribed limits and aligned with
value-enhancing purposes, and (iv) the interests of existing shareholders are protected. In
addition, the Special Deal will be subject to approval by the Takeovers Code Independent
Shareholders and the Proposed Non-public Issuance of RMB Shares will be subject to
approval by Non-public Issuance Independent Shareholders of the Company and the final
review and approval by the CSRC, which further enhances the transparency and fairness
of the process.
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Taking into account the above, and noting that the definitive pricing, allocation and
use of proceeds for the Proposed Non-public Issuance of RMB Shares will ultimately be
determined and implemented through a process mandated by a transparent and protective
regulatory framework, we are of the view that the terms of the Proposed Non-public
Issuance of RMB Shares, insofar as they are ascertainable at this stage, are fair and
reasonable so far as the Company and its shareholders are concerned.

10.4 Our view on the Special Deal

Since the Proposed Non-public Issuance of RMB Shares is expected to complete within
6 months of the completion of the Proposed Acquisition, and may be an arrangement made
between the Company and certain shareholders, which is not capable of being extended to all
Shareholders, the Proposed Non-public Issuance of RMB Shares constitutes a special deal of
the Company under Rule 25 of the Takeovers Code and requires the consent of the Executive.
Such consent, if granted, will be subject to (i) our opinion as independent financial adviser on
the fairness and reasonableness of the terms of the Special Deal are as far as the Takeovers
Code Independent Shareholders are concerned; and (ii) the approval of the Special Deal by the
Takeovers Code Independent Shareholders by way of poll at the EGM.

Having considered the following factors, we are of the view that the terms of the Special
Deal (i.e., the Proposed Non-public Issuance of RMB Shares and the transactions contemplated
thereunder) are fair and reasonable and in the interests of the Company and its Takeovers Code
Independent Shareholders as a whole:

(i) Ongoing cash flow pressures and liquidity needs: As demonstrated above, the
Group has experienced persistent cash flow deficits, with cash generated from
operating activities insufficient to cover investing activities. The Group therefore
requires ongoing funding to maintain sufficient liquidity cushion to support its
enlarged business, repay its interesting bearing debts and supplement its working

capital.

(ii) Strengthening capital structure following the Proposed Acquisition: As advised
by Management, the consolidation of the Target Company has increased the Group’s
debt level. The equity fundraising is intended to improve the Enlarged Group’s
capital structure, reduce reliance on debt financing and enhance overall financial
stability.
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(iii) Clear and value-accretive use of proceeds: As stated in the letter from the Board,
approximately 51.03% of the proceeds will be allocated to post-Acquisition
integration and expansion — particularly the upgrade of the Target Company’s
12-inch production lines and the development of 12-inch specialty processes. These
enhancements, including equipment modifications and replacements, are expected to
improve capacity utilization, support multiple specialty platforms, and strengthen
the Enlarged Group’s core competitiveness and resilience against market

fluctuations.

(iv) Efficiency and streamlined regulatory process: The Proposed Acquisition and the
Proposed Non-public Issuance of RMB Shares are both subject to CSRC review.
Conducting the Proposed Non-public Issuance of RMB Shares alongside the
Acquisition allows the Company to undergo a consolidated approval process,
improving efficiency and reducing time and transaction costs for the Group.

(v) Lack of preferable funding alternatives: Based on our discussion with the
Management, other fundraising channels were considered but found unsuitable.
Bank or money-lender financing is generally restricted to project-specific purposes
and cannot be applied to replenish general working capital. Such borrowings would
also increase interest expenses and leverage, contrary to the Group’s objective of
optimizing its capital structure. Public issuance or placement of RMB-shares is
subject to stricter restrictions on the permitted use of proceeds, including a cap
whereby no more than 30% may be applied to working capital or debt repayment,
rendering it unsuitable given the Group’s intended allocation of funds.

(vi) Fairness and reasonableness of the Proposed Non-public Issuance: Based on our
analysis of the pricing mechanism, allocation method and regulatory safeguards
governing the Proposed Non-public Issuance of RMB Shares, and noting that the
definitive pricing, allocation and use of proceeds will be determined through a
transparent and protective regulatory framework, we consider the terms of the
Proposed Non-public Issuance to be fair and reasonable from a financial

perspective.
Taking all the above factors into account, we concur with Management that the terms of

the Special Deal are fair and reasonable and in the interests of the Company and the Takeovers
Code Independent Shareholders as a whole.
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Potential dilution effect on shareholding interests

For illustrative purpose, set out below is a table showing the shareholding structure of the

Company:

(1) as at the Latest Practicable Date

Shareholders

Huahong Group
SAIL
Shanghai IC Fund
Guotou IC Fund
China IC Fund 1T
Others ™ ¥
Huahong Concert
Group sub-total
China IC
Fund(Note 3)
Other public
Shareholders
Total

Hong Kong
Shares held

347,605,650
188,961,147

536,566,797
62,351,603

730,950,793
1,329,869,193

Shareholding as at Latest Practicable Date

Percentage
of Hong
Kong Shares
held

26.14%
14.21%

40.35%
4.69%

54.96%
100%

RMB Shares
held

1,198,517

48,334,249
16,856,987

66,389,753

341,360,247
407,750,000

Percentage
of RMB
Shares held

0.29%

11.85%
4.13%

16.28%

83.72%
100%

Total Shares
held

348,804,167
188,961,147

48,334,249
16,856,987

602,956,550
62,351,603

1,063,626,042
1,737,614,193

Percentage
of issued
Share
capital ¥ 2
20.07%
10.87%

2.78%
0.97%

34.70%
3.59%

61.71%
100.00%

(ii)

immediately after Completion (assuming that (a) there will not be any further
adjustments to the issue price of the Consideration Shares of RMB43.34 per
Consideration Share; and (b) there will be no change in the total issued share capital
of the Company since the Latest Practicable Date save for the issue of the RMB
Shares pursuant to the Acquisition Agreement (as supplemented by the
Supplemental Agreement); and

Shareholding immediately after completion of the Proposed Acquisition

Percentage Percentage

of Hong Percentage of issued

Hong Kong Kong Shares RMB Shares of RMB  Total Shares Share

Shareholders Shares held held held  Shares held held capital ™ ?
Huahong Group 347,605,650 26.14% 125,530,570 2097% 473,136,220 24.54%
SAIL 188,961,147 14.21% - - 188,961,147 9.80%
Shanghai IC Fund - - 30,761,109 5.14% 30,761,109 1.60%
Guotou IC Fund - - 15,619,216 2.61% 15,619,216 0.81%
China IC Fund II - - 68,390,263 11.43% 68,390,263 3.55%
Others™ - - 16,856,987 2.82% 16,856,987 0.87%
Sub-total 536,566,797 40.35% 257,158,145 42.97% 793,724,942 41.16%
China IC Fund 62,351,603 4.69% - - 62,351,603 3.23%

Other public
Shareholders 730,950,793 5496% 341,360,247 57.03% 1,072,311,040 55.61%

Total:

1,329,869,193 100% 598,518,392 100% 1,928,387,585 100.00%
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(iii)

immediately after Completion and the Proposed Non-public Issuance of RMB
Shares (assuming that (a) the total amount of supporting funds to be raised under the
Proposed Non-public Issuance of RMB Shares is RMB 7,556,286,000; (b) there will
not be any further adjustments to the issue price of the Consideration Shares of
RMB43.34 per Consideration Share; (c) the issue price of the Proposed Non-public
Issuance of RMB Shares shall be RMB95.85 per RMB Share (assuming the price
determination date is the Latest Practicable Date); (d) the subscribers of the
Proposed Non-public Issuance of RMB Shares are and remain as public
Shareholders of the Company; and (e) there will be no change in the total issued
share capital of the Company since the Latest Practicable Date save for the issue of
the RMB Shares pursuant to the Acquisition Agreement (as supplemented by the
Supplemental Agreement) and under the Proposed Non-public Issuance of RMB
Shares):

Shareholding immediately after completion of the Proposed Acquisition
and the Proposed Non-public Issuance of RMB Shares
Percentage Percentage
of Hong Percentage of issued
Hong Kong Kong Shares RMB Shares of RMB  Total Shares Share

Shareholders Shares held held held  Shares held held capital™?

Huahong Group 347,605,650 26.14% 125,530,570 18.53% 473,136,220 23.57%

SAIL

188,961,147 14.21% - 188,961,147 9.41%

Shanghai IC Fund - - 30,761,109 4.54% 30,761,109 1.53%
Guotou IC Fund - - 15,619,216 2.31% 15,619,216 0.78%
China IC Fund II - - 68,390,263 10.10% 68,390,263 3.41%
Others™ ¥ - - 16,856,987 2.49% 16,856,987 0.84%
Huahong Concert

Group sub-total 536,566,797 40.35% 257,158,145 37.97% 793,724,942 39.54%

China IC

Fund™"** ¥ 62,351,603 4.69% - - 62,351,603 3.11%
Other public

Shareholders 730,950,793 54.96% 420,194,738 62.03% 1,151,145,531 57.35%
Total 1,329,869,193 100% 677,352,883 100% 2,007,222,076 100.00 %
Notes:

1.

Including Shanghai Hua Hong International, Inc., Haitong Innovation Securities Investment Co., Ltd.
(BT A5 G A PR A]), Guotai Junan Zhengyu Investment Co., Ltd. (BIZEE L&A MR
7)), Shanghai Technology Venture Investment (Group) Co., Ltd. (iFRME IR E R E)ABRAF)
and Wisdom Power Technology Limited.

Percentage holdings are subject to rounding adjustments and may not add up to the aggregate figures
shown or 100%.

China IC Fund is not one of the Vendors, and is not considered to be part of the Huahong Concert Group
given it is not a party acting in concert with Huahong Group nor China IC Fund II to consolidate control
over the Company, based on its historical investment in the Company and different compositions of fund
investors and decision-making process vis-a-vis China IC Fund II.
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As illustrated above, the shareholding in the Company held by the existing other public
Shareholders would be diluted from approximately 61.71% as at the Latest Practicable Date to
approximately 55.61% upon the allotment and issuance of the Consideration Shares and
completion of the Proposed Acquisition. Upon the completion of the Proposed Acquisition and
the Proposed Non-public Issuance of RMB Shares, the shareholding in the Company held by
other public Shareholders would increase to 57.35% assuming the subscribers of the Proposed
Non-public Issuance of RMB Shares are and remain as public Shareholders of the Company.
For further details on the shareholding structure of the Company, please make reference to the
letter from the Board in the Circular.

We noted that there will be dilution to the shareholdings in the Company held by the
existing public Shareholders as a result of the issuance of the Consideration Shares. However,
having considered (i) the benefits of the Proposed Acquisition as set out in the section headed
“Reasons for and benefits of the Proposed Acquisition” and (ii) the terms of the Acquisition
Agreement (as supplemented by the Supplemental Agreement) being fair and reasonable; (iii)
the Compensation Agreement; (iv) the ongoing cashflow pressures and funding needs; and (v)
the fact that existing Shareholders have also benefited from recent appreciation in the
Company’s share price prior to the Announcement, reflecting market anticipation of the
Company’s strategic initiatives and enhanced prospects, we are of the view that the dilution
effect of around 9.88% or 6.1 percentage point on the shareholding of the Takeovers Code
Independent Shareholders and the Proposed Acquisition LR Independent Shareholders upon
the Completion is acceptable and justifiable.

We note that since the Announcement, the market prices of the Group’s shares including
both RMB Shares and H shares have increased and have generally traded above the Issue Price
of the Consideration Shares. This indicates that the market has responded positively to the
Proposed Acquisition, reflecting investors’ confidence in its strategic rationale and the
expected benefits arising from the Proposed Acquisition. In our view, the appreciation in the
share price mitigates the dilution impact to the existing shareholders, as the increase in the
Group’s overall market capitalization suggests that the value of the shareholders’ investments
has not been adversely affected notwithstanding the enlarged share base. Furthermore, the
continued trading of the Group’s shares above the Issue Price of the Consideration Shares
implies that the Issue Price is not considered unduly low by the market and that existing
shareholders may continue to benefit from potential upside if the Acquisition delivers the
anticipated synergies and earnings contribution. Accordingly, we consider that the potential
dilution impact on the existing shareholders is acceptable and justifiable.
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RECOMMENDATION

Having taken into account the principal factors and reasons as mentioned above, we are
of the view that while the Proposed Acquisition is not conducted in the ordinary and usual
course of business of the Group, (i) the Proposed Acquisition is on normal commercial terms;
and (ii) the Proposed Acquisition, the Proposed Acquisition Specific Mandate, the Whitewash
Waiver and the Special Deal in relation to the Proposed Non-public Issuance of RMB Shares
are fair and reasonable so far as the Proposed Acquisition LR Independent Shareholders and
the Takeovers Code Independent Shareholders are concerned and in the interests of the
Company, the Proposed Acquisition LR Independent Shareholders and the Takeovers Code
Independent Shareholders as a whole. Accordingly, we advise the Independent Board
Committee to recommend the Proposed Acquisition LR Independent Shareholders and the
Takeovers Code Independent Shareholders, and we also recommend the Proposed Acquisition
LR Independent Shareholders and the Takeovers Code Independent Shareholders to vote in
favor of the relevant resolution for approving the Proposed Acquisition, the Proposed
Acquisition Specific Mandate, the Whitewash Waiver and the Special Deal at the EGM.

Yours faithfully,
For and on behalf of
Innovax Capital Limited

Alvin Kam Erica Ling
Managing Director
Director

Notes:

Mr. Alvin Kam is a Responsible Officer under the SFO to engage in Type 1 (Dealing in Securities) and Type 6
(advising on corporate finance) regulated activity and has over 21 years of experience in investment banking and
corporate finance.

Ms. Erica Ling is a Responsible Officer under the SFO to engage in 1 (Dealing in Securities) and Type 6 (advising

on corporate finance) regulated activity and has around 13 years of experience in investment banking and corporate
finance.
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