





Pursnant to the Listing Rules, the Independent Board Committee for the Share
Subscription (comprising all the independent non-executive Directors) has been formed to

advise the Independent Shareholders on_the Doemestic Shares. Subscription, the Domestic _

Shares Subscription Agreement, the specific mandate, and the proposed amendments to the
Articles. Another Tndependent Board Committee, namely the Independent Board Committee
for the Whitewash Waiver (comprising all the non-executive Directors including the
independent non-executive Directors) has also been formed in accordance with Rule 2.8 of
the Takeovers Code to advise the Independent Shareholders on the Domestic Shares
Subscription, the Domestic Shares Subscription Agreement, the specific mandate, the
proposed amendments to the Articles and the Whitewash Waiver.

The Board proposed to make certain amendments to the Articles, to take effect subject
to and upon completion of the Domestic Shares Subscription, in order to reflect the latest

registered capital and shareholding structure of the Company as a result of the issve of the . .
new Domestic Shares. The proposed amendments to the Articles are subject to approval by .. .

the Independent Sharcholders by way of special resolutions at the EGM and the Class

Meetings and the approval of and registration or-filing with the relevant PRC government ————

authorities,

Our appointment as the Independent Financial Adviser to the Independent Board

Committee for the Share Subscription,_the Tndependent Board Committee for the Whitewash_ .

Waiver and the Independent Shareholders has been approved by the Independent Board
Committees, We do not by this letter warrant the merits of the above transdctions other than
to form an cpinion for the purpose of the Listing Rules and the Takeovers Code. Our role as

the Independent Financial Adviser is to give our recommendation to the Independent Board
Committee for the Share Subscription, the Independent Board Committee for the Whitewash
Waiver and the Independent Shareholders as to whether or not the Domestic Shares
Subscription, Domestic Shares Subscription Agreement, the specific mandate, the proposed
amendments to the Articles and the Whitewash Waiver are fair and reasonable so far as the
Independent Sharcholders are concerned and-are-in the interests-of the Company and-the -
Shareholders as a whole; and how the Independent Shareholders should vote in respect of
the relevant resolutions to approve the Domestic Shares Subscription, Domestic Shares
Subscription Agreement, the specific mandate, the proposed amendments to the Articles and
the Whitewash Waiver and the transactions contemplated therein at the EGM and the Class
Meetings.

Other than this appointment as the Independent Financial Adviser to the Independent
Board - Committee - for-the- Share Subscription;-the -Independent- Board Cemmittee -for -the -
‘Whitewash Waiver and the Independent Sharcholders, we have no relationships or interests
with the Company and any other parties that conld reasonably be regarded as relevant to our
independence. We are hence independent from the Company pursuant to Rule [3.84 of the
Listing Rules.










The total operating income of the Group increased approximately 8.5% from
the six months ended 30 June 2013 of annrnxnmtplv RMRB357 .4 million to the six
months ended 30 June 2014 of approximately RMB387.8—million—which—was——
attributable to the active development of the intelligent traffic business, the
castoms logistics busmess and the nnpmvement of revenue from service business
by the Group—The -ibutable He 'eq :
approximately RMBGSS nnlhon for the $ix months ended 30 June 2013 to
approximately RMBG4.7 mllhon fo1 the six months ended 30 June 2014 which
may be attributable C C 0 p AW ; :
increase in labour costs resulted in the turther bubmess development by the
Group.

The following table summarises the consolidated financial position of the
Group as at 31 December 2012 and 2013 and 30 June 2014, which is extracted
from the Annnal Report 2013 and the Interim Report 2014:

As at As at
31 December 31 December As at
2012 2013 30 June 2014 ‘
RMB 000 RMB’0Q0 ~ ~ RMB 000 -
(audited) (audited) (unaudited) |
|
Non-current assets 414,993 503,410 545,593
Current assets 1,191,208 1,398,454 1,577,953
- Cash at bank and on.._.. ..
hand 449,610 579,053 491,580 4‘
Curreént liabilinies . . TUUTRAL Ty T 744654 T 7T 1424 976
— Short-term borrowings 138,000 285,000 380,000
— Trade payables. oo - 269,752 ... 316,606 - 375,347
Non-current liabilities 99,538 100,150 99,405
Total equity attributable to
owners of the Company 926,368 1,008,321 1,051,285
Non-controltling interests 37,018 48,740 47,930

Financing alternatives available fo the Group

As referred to in the Board Letter, the Company had not conducted any
equity fund raising activities in the past 12 months immediately prior to the Latest
Practicable Pate.

Upon our enquiry with the Directors in thxs respect we undelstand that the
Directors have considered both debt
for the Group. In relation to debt financing, the Dlrectors adv1sed us that debt
financing may significantly increase the financial obligation and the related
interest payment will also erode the operating result and the operating cash flow
of the Company, hence the valuation of the Group may be adversely affected.




Furthermore, as the Group’s bank borrowing surges, banks will becoime more
credit risk-averse when considering the Group’s new loan application, making it
more difficult to raise funds through bank borrowings.

The Directors advised us that they had considered rights issue of both
Domestic Shares and H Shares. The Directors had made preliminary enquiries to
the relevant authorities regarding-this-option and came tor-the conchision thatthere- - -
are uncertainties as to the timing in obtaining approval from relevant authorities
on the rights issue of new Domestic Shares and H Shares,

Furthermore, placement of new H Shares in Hong Kong requires the
approval of the CSRC and the timing of its approval is uncertain. Even if it were
approved, the size and turnover of the Company needs to be improved in order to
allure guality investors.

Having considered the above, the Directors are of the opinion that a
subscription of new Domestic Shares by Sample Gronp is not only the most
efficient and cost effective way of raising the required funds but it also serves as
a vote of confidence in the Company by the substantial Sharcholder.

Reason for the subscription of Domestic Shares

With reference to the Board Letter, the Company expects to raise net
proceeds of approximately RMB413.65 million (equivalent to approximately
HK$521.20 million) from the proposed Domestic Shares Subscription. It is
currently the intention of the Company to apply the net proceeds from the new
Domestic Shares Subscription-in the following manners - - -

(i) approximately 60.68% or RMB251.00 million (equivalent to
approximately HK$316.26 million) will be used for the expansion of
the Group's client base to increase the Group’s market shares in the
areas of intelligent city and intelligent tronsportation and the exscution..
of existing—eonstructionr—projects—Intelligent—city —and—intetigemt————
transportation involve the utilization of radio frequency identitication
technologies and communication technologies to collect, analyze and
integrate city-wide vital statistics. These twe—business—segments———————————————
encompass the provision of services to meet demand arises from daily
civic life, environmental protection, public safety and public
transportation in cities such as. Xu Zhou. and Huai An;

(i) approximately - 20.07% -or - RMB83.00 million “{cquivaieni io
approximately HK$104.58 million) will be used to repay part of the
Group’s short term bank borrowings;

(iii} approximately 11.17% or RMB46.20 million (equivalent to
approximately HK$58.21 million) will be used for the expansion of the
Group’s custom and logistic business, inciuding the nation-wide
promotion of the Group’s successfully researched safety intelligent lock










-

Comparison of the-Subscriptior

In order to assess the fairness and reasonableness of the Subscription Price,
we have reviewed the daily closing price of the H Shares as quoted on the Hong
Kong Stock Exchange within the one-year period prior to the Price Determination
Date (the "Review Period”). We consider that such one-year period would be
sufficient to smooth out the effects of any short-term fluctuations in the stock
market for our analysis and therefore can serve as a benchmark for assessing the

Subscription Price: The-historical- trading- pattern- of the- Shares during the Review

Period is illustrated as follows, - -
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During the Review Period, the closing prices of the H Shares ranged from

HK$6.02 per H Share to HK$7.80 per H Share. We nuie ihai the Subscription

Price of HK$5.67 does not fall within the above price range and the Subscription
Price represents a discount of approximately 5.8% over the lowest closing price of
the H Shares of HK$6.02 during the Review Period.

Comparison of the Subscription Price with the net asset value per Share

1 Price with higtoricol price-of the H Shares - . .. . ...

We note that the Subscription Price of HK$5.67 per new Domestic—Share;
represents a discount of approximately 8.26% to the unaudited consolidated net
asset value of the Group of approximately HK$6.18 per Share based on the
unaudited consolidated net asset value of approximately RMB1,099,215,085
{equivalent to approximately HK$1,385,011,007) as at 30 June 2014 as disclosed
in the Interim Report 2014 and based on the total number of 224,100,000 Shares
in issue as at the Price Determination Date. While the Group is principally
engaged in the provision of visunal identification and RFID technologies based

solutions to areas in intelligent traffic, customs and logistics services, health care -~

and other sectors, we consider that the current market price of the Shares can
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represents (i) a discount of approximately 5.81% to the closing price of HK$6.02
per H Share as at the Price Determination Date is lower than the average discount
represented by the LTD Market Range; and (ii) a discount of approximately
6.19% to the closing price of HK$6.04 per H Share for the last 5 consecutive
trading days prior {0 the Price Determination Date is lower than the-average —
discount represented by the 5-Days Market Range, given that (i) there i3 a
liquidity discount where the Domestic Shares arc not listed and therefore there is.
no publicly available transfer price; and (ii} the discount represented by the
Subscription Price is lower than the average discount represented by the LTD
Market Range and 5-Days Market Range, we consider the Subscription Price is in
linié with the respective subscription price for thé Compaiables.

Moreover, considering the Group and the Comparablesmay be-operating o

entirely different industries with significant difference in their price-to-book
ratios, we are of the view that the analysis on the premium/discount of the
subscription price to the market price can {form a more reasonable basis In order—
for us to assess the fairness and reasonableness of the terms of the Domestic
Shares Subscription Agreement.

Our view on the Domestic Shares Subscription
Based on all of the above and having considered in particular that:

(i) the Domestic Shares are not listed and therefore there is no publicly
available transfer price;

Market Range and the 5-Days Market Range respectively;

{(ii) the discomnt represented by the Subscription Price falls within the ITD

{iii) the discount represented by the Subscription Price is lower than the
average discount represented by the LTD Market Range and 5-Days
Market Range respectively;

(iv) the Subscription Price was a commercial decision arrived at after arm’s
iength negotiation between the Company and the Sample Group;

(v) the net proceeds from the Domestic Shares Subscription will greatly
improve the Group’s cash reserves and the Company’s ability to raise
further funds from banks;

{vi) the proceeds from the Domestic Shares Subscription are used for the
partial repayment of debts and for the Group’s general working capital;

and

{vii) there is no better financing alternatives available to the Group as
discussed above;
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