€D ArroTRONICS' 2023 Annual Report

Stock Code: 688007 Stock Short Name: Appotronics

Appotronics Corporation Limited

Annual Report 2023

April 2024

2023

This is 2023 Annual Report (English version) voluntarily disclosed by Appotronics
Corporation Limited. In the event of any discrepancy between the English and Chinese

versions of this report, the Chinese version shall prevail.

1/290



o APPOTRONICS’ 2023 Annual Report

Forge Ahead with Determination

Dear all shareholders of Appotronics:

I am glad to talk with you at this time each year. The year 2023 witnessed the successful
transformation of Appotronics. Despite the various challenges we experienced in this year
full of uncertainty in the external environment, we not only withstood the pressure but also
achieved a successful transformation to stand on a bigger stage. | am especially grateful for
your long-lasting trust and partnership during this process.

With the firm belief in the power of persistence when facing various internal and
external challenges, we persisted in the development strategy of “core technologies + core
devices + application scenarios” in the path of transformation. The “fundamental businesses”,
including the cinema and dedicated display, and the “growth businesses”, including the
automotive business, are highly complementary to each other in building a combination of
“aggressive and defensive” fort for the Company, which created a very stable business
structure for Appotronics. Despite the objective huge growth potential of the automotive
business, there will be a stage of intense competition prior to the maturity of the automotive
business. Under such circumstance, the cinema and dedicated display businesses stood out
by the value they created. More importantly, without reducing our efforts for existing
businesses, we have been developing new growth poles for mature businesses to greatly
improve the speed and strength of making breakthroughs in growth businesses.

In 2023, we achieved a substantive breakthrough in the automotive business. “AITO
M9”, as Huawei’s smart flagship SUV and the first nominated automobile model for us, has
been officially implemented. Besides AITO M9, there are another 5 nominated automobile
models not released, which will also contribute to the performance of the Company in the
future. The breakthrough in the automotive optics business is of far-reaching significance.
As the automotive industry is experiencing historical and structural changes, we are both a
participant and a beneficiary as a link in the automotive industry chain. This will have active
and profound effects on the development of the fundamentals of the Company and the future
growth of performance.

In 2023, we achieved high-quality development of the cinema projector business to
build it into a cornerstone of business growth. As of December 31, 2023, the installations of

the APLD® laser projection solution exceeded 29,500 sets in China. The new generation of
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obstacles instead of moving straight ahead. We are firmly confident that we can forge ahead

with strategic persistence and strategic patience.

Last but not least, | would like to thank all shareholders and friends who have been

caring for Appotronics!

Time tells everything!

LIYi

April 2024
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Important Note

I.  The Board of Directors, the Board of Supervisors, directors, supervisors and senior officers of
the Company hereby warrant that the information contained in this Annual Report is true,
accurate and complete and this Annual Report is free from any misrepresentation, misleading
statement or material omission, and agree to assume joint and several liability for this Annual
Report.

I1. The Company did not make profits at the time of getting listed, and has not made profits by
now
O Yes vV No

I11. Alert of significant risks
The Company has described in detail the risks that may exist in the production and operation of the

Company. Refer to “Section Il Discussion and Analysis of Business Situations - IV. Risk factors” for

the relevant risks.

IV. All directors of the Company attended the meeting of the Board of Directors.

V. Pan-China Certified Public Accountants (Special General Partnership) issued a standard
unqualified auditor’s report to the Company.

VI. LIYi, Principal of the Company, WANG Yingxia, Person in Charge of the Accounting Work,
and WANG Yingxia, Person in Charge of the Accounting Body (Chief Accountant), hereby
represent that the financial statements contained in this Annual Report are true, accurate and
complete.

VI1.Profit distribution proposal or proposal for capitalization of capital reserve approved by the
Board of Directors during the reporting period

As audited by Pan-China Certified Public Accountants (Special General Partnership), in 2023,
Appotronics realized the net profit attributable to shareholders of the listed company of RMB
103,186,743.57, the parent company realized the net profit of RMB 93,535,832.55, and the distributable
profit of the parent company as of the end of the year was RMB 639,288,806.42. The Company proposed
to distribute to all shareholders a cash dividend of RMB 0.7 (tax inclusive) for every 10 shares. As of the
disclosure date of this report, the Company has a total of 462,605,378 shares. With the 4,259,750 shares
in the special securities account for repurchase excluded, the cash dividend calculated to be distributed
was RMB 32,084,193.96 (tax inclusive), accounting for 31.09% of the net profit attributable to
shareholders of the listed company in 2023. The Company would neither capitalize its capital reserve nor
grant bonus shares this year. This proposal has been deliberated and passed at the 32" meeting of the
second Board of Directors and the 24t
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investors. Investors and relevant personnel should sufficiently know about the risks in this aspect, and
understand the differences among plans, predictions, and promises. Investors should be aware of the risk
of investment.
X. Is there any non-operating occupation of funds by the controlling shareholder or its affiliates?
No
XI. Is there any external guarantee provided in contravention of the stipulated decision-making
procedure?
No
XIl.Are the majority of the directors unable to guarantee the truthfulness, accuracy and
completeness of the Annual Report disclosed by the Company?
No

XIIl. Others
O Applicable v N/A
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1. Definitions

Section I. Definitions

For purpose of this report, unless the context otherwise requires, the following terms shall have the
meanings indicated below:

Terms
g‘ompany_ " | means Appotronics Corporation Limited
ppotronics

Appotronics Ltd. means | Appotronics Corporation Ltd., the former name of the Company

CINEAPPO means | CINEAPPO Laser Cinema Technology (Beijing) Co., Ltd.

Egmgag Chongging means | Formovie (Chongging) Innovative Technology Co., Ltd.

Appotronics HK means | Appotronics Hong Kong Limited

Appotronics Daye means | Shenzhen Appotronics Daye Investment Partnership (LP)

Appotronics Deye means | Shenzhen Appotronics Deye Consulting Partnership (LP)

Appotronics Hongye means | Shenzhen Appotronics Hongye Consulting Partnership (LP)

Appotronics Chengye means | Shenzhen Appotronics Chengye Consulting Partnership (LP)

Jinleijing means | Shenzhen Jinleijing Investment Limited Partnership (LP)

Blackpine means | Blackpine Investment Corp. Ltd.

CINIONIC means | Cinionic Limited (previously known as Barco Cineappo Limited)

WeCast means | WeCast Technology Corp.

GDC BVI means | GDC Technology Limited (British Virgin Islands)

GDC Cayman means | GDC Technology Limited (Cayman Islands)

SSE means | Shanghai Stock Exchange

Delta Electronics, Delta | means | Delta Electronics, Inc.

Al means | Artificial Intelligence

AR means | Augmented Reality

DCI means | Digital Cinema Initiatives of the United States

SGS Sociéé Géné&ale de Surveillance, a globally leading inspection,

means . . o o 29

verification, testing, and certification institution

DLP means | Digital Light Processing

CES means | International Consumer Electronics Show

LCOS means Liquic_i Crystal on Silicon, a new reflective display_ technology that
organically combines LCD and CMOS integrated circuits

LCD means | Liquid Crystal Display

RGB means | Three primary colors of light, R: red, G: green, B: blue

LED means | Light Emitting Diode, a common light emitting device

0SD means On-Screen Display, an adjustment method by using a menu displayed on
the screen

ChatGPT means Chat G_enerative P_re_:—'_traiped T_ransformer, a na_tural language processing
tool driving by artificial intelligence technologies

Kimi means | An Al smart assistant product

Sora means Al video generation software
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nit means | The unit of brightness

IATF means | International Automotive Task Force

ADB means | Adaptive Driving Beam

PCT means | Patent Cooperation Treaty

AVC Revo means | All View Cloud Revo

Netflix means | Netflix Inc. of the United States, a subscription video on-demand over-

the-top streaming service
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Section 11.Company Profile and Financial Highlights

l. Company profile

Chinese name
Short name in Chinese

English name Appotronics Corporation Limited
Short name in English Appotronics
Legal representative LIYi

20-22/F, Hi-tech Zone Union Tower, No. 63 Xuefu Road, Yuehai

Registered address Street, Nanshan District, Shenzhen

Historical changes of the
Company’s registered address
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IV. Stock and depository receipts of the Company

() Stock of the Company
Vv Applicable 00 N/A

Stock of the Company
Type of Stock exchange and Stock short name Stock code Former stock
stock board short name
A-shares Shanghai Stock Appotronics 688007 N/A
Exchange, STAR Market
(11) Depository receipts of the Company
O Applicable v N/A
V. Other related information
Name Pan-China Certified Public Accountants
(Special General Partnership)
Domestic accounting firm | Office address 6/F, No. 128 Xixi Road, Xihu District,
appointed by the Company Hangzhou, Zhejiang
Accountants  signing | Mr. WEI Biaowen, Mr. NIU Chunjun
the report

VI. Main accounting data and financial highlights in the past three years

(I) Main accounting data

In RMB
. . % Change
Main accounting data 2023 2022 (2023 v 2022) 2021
Operating income 2,213,356,977.95 | 2,541,144,635.15 -12.90 2,498,228,401.78
Net profit attributable to
shareholders of the listed | 103,186,743.57 | 119,440,773.77 -13.61 233,364,344.09
company
Net profit attributable to
shareholders of the listed | 66449737 | g6,321,454.45 3718 | 125396,283.97
company after deduction of
non-recurring profit or loss
Net cash flow from operating | 4¢, 65 05508 | 177,350,715.69 105.29 58,337,226.84
activities
% Change
End of 2023 End of 2022 (2023 v 2022) End of 2021
Net assets attributable to
shareholders of the listed | 2,818,869,452.99 | 2,647,663,487.59 6.47 2,438,064,581.44
company
Total assets 4,220,570,891.16 | 4,333,350,260.15 -2.60 4,097,230,955.90
(1) Financial highlights
0,

Financial highlights 2023 2022 /o Ch""zrz)%‘32§2023 Vil 2021
Basic earnings per share (RMB/share) 0.23 0.26 -11.54 0.52
Diluted earnings per share (RMB/share) 0.22 0.26 -15.38 0.51
Basic earnings per share after deduction of
non-recurring profit or loss 0.09 0.15 -40.00 0.28
(RMB/share)
Weighted average return on net assets (%0) 3.81 4.73 0.92 perci)rgt?rﬂi 10.26
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Weighted average return on net assets after -1.09 percentage
deduction of non-recurring profit or loss 1.54 2.63 OIP ag 551
(%) points
Proportion of R&D investments to +2.38 percentage
operating income (%) 12.69 1031 points 947

Explanation about the main accounting data and financial highlights in the past three years

v Applicable O N/A

1. During the reporting period, the net profit attributable to shareholders of the listed company and the net
profit attributable to shareholders of the listed company after deduction of non-recurring profit or loss
decreased by 13.61% and 37.18% respectively year on year; the basic earnings per share, diluted earnings
per share, and basic earnings per share after deduction of non-recurring profit or loss decreased by 11.54%,
15.38%, and 40.00%, respectively year on year, primarily due to the following: (1) during the reporting
period, under the impact of the fluctuation in the consumer electronics market, the Company’s revenue
from the business of household core devices and consumer products decreased; (2) the Company
continuously increased investment in the R&D of automotive optics and other businesses, leading to the
year-on-year increase in the R&D investments for the current period; (3) the loss of decline in value of
inventories provided by the Company increased year on year in consideration of the rapid iteration of
consumer electronics products; moreover, during the reporting period, the loss of GDC BVI, a
participating company with overseas investment of the Company, further increased, which led to the year-
on-year increase in investment losses and the impairment loss of long-term equity investment.

2. During the reporting period, the net cash flow from operating activities increased by 105.29% year on
year, which was mainly due to the optimized supply chain management, decreased payment for
procurement, and increased VAT refunds during the reporting period.

3. With respect to the non-recurring profit or loss calculated according to the definition of the Information
Disclosure and Presentation Rules for Companies Making Public Offering of Securities No. 1 - Non-
recurring Profit or Loss (Revision 2023) promulgated by the CSRC, under the same standard, the net
profit attributable to shareholders of the listed company after deduction of non-recurring profit or loss, the
basic earnings per share after deduction of non-recurring profit or loss, and the weighted average return
on net assets after deduction of non-recurring profit or loss of the comparable accounting periods have
been adjusted. Refer to the description in Section 11.1X for details about the effects of non-recurring profit

or loss.

VII. Differences in accounting data under Chinese accounting standards and overseas accounting

standards

(1) Differences in net profit and net assets attributable to shareholders of the listed company
disclosed on the financial statements according to the international accounting standards and

the Chinese accounting standards

O Applicable v N/A
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(1) Differences in net profit and net assets attributable to shareholders of the listed company

disclosed on the financial statements according to the overseas accounting standards and the

Chinese accounting standards

O Applicable v N/A

(1)Explanation about the difference between overseas and Chinese accounting standards

O Applicable v N/A

VIII. Financial highlights in 2023 by quarter

In RMB
1stquarter 2nd quarter 3dquarter 4t quarter
(Jan. - Mar.) (Apr. -Jun.) (Jul. - Sep.) (Oct. - Dec.)
Operating income 459,012,885.14 | 614,236,152.61 | 577,380,260.71 | 562,727,679.49
Net profit attributable to
shareholders of the listed | 13,654,664.95 | 61,259,976.00 | 53,644,544.29 | -25372,441.67
company
Net profit attributable to
shareholders of the listed | 1) 377 457 90 | 4560620752 | 42,267,98359 | -34,832,325.84
company after deduction of
non-recurring profit or loss
'a\';tlvfzsez flow from operating | _sq 331 090,68 | 151,069,022.81 | 9419373551 | 155,149,487.44

Explanation about the difference between quarterly data and the data disclosed on regular reports

O Applicable v N/A

IX. Items and amounts of non-recurring profit or loss

v Applicable O N/A

In RMB

Item of non-recurring profit or loss

2023

Note
(if
applicable)

2022

2021

Gain or loss on disposal of non-
current assets, including write-off
of provision for asset impairment

-2,047,603.22

-5,668,573.43

1,437,535.03

Government grants recognized in
profit or loss for the current period
(excluding government grants that
are closely related to the business
of the Company and are provided
in accordance with established
standards with continuous effects
on the profit or loss of the
Company according to the
provisions of national policies)

37,324,883.93

Section
X.XI

38,211,496.91

86,941,748.45

Profit or loss on changes in the fair
value of financial assets and
financial liabilities held by non-
financial enterprises and profit or
loss on the disposal of financial
assets and financial liabilities,

197,000.00

Section
X.VIL70

-3,120,000.00

40,127,764.00
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other than those used in the
effective hedging activities related
to normal operating business of the
Company

Profit or loss on entrusted
investments or assets management

12,504,132.08

Section
X.VI11.68

12,637,561.73

9,776,977.44

Reversal of impairment loss on
receivables tested for impairment
individually

701,851.05

837,824.59

Net profit or loss of subsidiaries
from the beginning of the period
up to the business combination
date recognized as a result of
business combination involving
entities under common control

28,971,469.98

27,765,106.19

14,561,407.47

Profit or loss on debt restructuring
Other non-
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financial assets
Receivables 4,279,041.00 | 11,387,400.00 | 7,108,359.00 0
financing
Investment in other
equity instruments 7,075,419.38 7,075,419.38 0 0
Total 364,234,460.38 | 532,472,819.38 | 168,238,359.00 12,701,132.08

XI. Explanation about performance indicators not under the Accounting Standards for Business
Enterprises

O Applicable v N/A
XII. Information disclosure postponed or exempted due to national secrets, trade secrets, etc.

v Applicable C1N/A

Since the relevant information about the Company’s suppliers, customers, and key technical staff is
commercially sensitive information, the disclosure of which may result in unfair competition to the
detriment of the Company and shareholders, the Company anonymized the names of suppliers and

customers, and exempted the disclosure of the specific remuneration of the key technical staff.

15/290



o APPOTRONICS® 2023 Annual Report

Section I11.  Discussion and Analysis of the Management

. Discussion and Analysis of Business Situations

In 2023, we maintained the persistence in the development strategy of “core technologies + core
devices + application scenarios”, and continuously increased R&D investments to build the hard
technology strength as a high-growth technology enterprise. During the reporting period, the operating
income of the Company was RMB 2.213 billion, the net profit attributable to shareholders of the parent
company was RMB 103 million, and the gross profit margin of the Company was 36.22%.

During the reporting period, we received several high-quality OEM nominations in the automotive
optics business, and achieved the official implementation of AITO M9 in December 2023, which now is
in the mass production and delivery stage. The active film market in China effectively promoted the high-
quality development of the business of cinema core devices. The dedicated display business focused on
laser high-brightness products to keep leading in the industry development. At the consumer end, we took
the initiative to optimize and adjust the business and personnel structure, and integrated internal resources
from multiple perspectives with the business of household core devices to build energy for new

development of the projection industry.

1. Core device business
1.1 Accelerated development of the business of automotive core components to enter the mass
production and delivery stage for the first nominated automobile model AITO M9
Entered the mass production and delivery stage for the first nominated automobile model AITO
M9, and redefined the automotive smart space

With the intelligentization and upgrade of vehicles leading to a further explosion of vehicle
intelligentization demands, our automotive optics business has entered into the accelerated development
stage. By now, we have received 6 high-quality OEM nominations for the automotive business, and
achieved the implementation of the first nominated automobile model AITO M9 in December 2023, which
has entered the mass production and delivery stage. This not only will produce positive effects on the
future operating performance of the Company, but also establish a solid foundation for the Company to
continuously improve automotive products and solutions for penetration into domestic and overseas
outstanding automobile manufacturers.

In December 2023, AITO M9 was officially released, which was equipped with the world’s first
automobile-grade giant screen projection solution provided by Appotronics; it was also the first solution
for in-vehicle shared experience achieved through multiple interconnections in the industry. The
automobile-grade projection giant screen adopted in AITO M9 has passed the anti-halation certification
by SGS from Switzerland and the TUV golden eye protection and comfort certification, so as to provide
drivers and passengers with unprecedented comfortable visual and audio experiences. Meanwhile, the
innovative X-shaped connection structure and the unique motor lock achieved the extreme anti-seismic

effects for automotive projection, so as to keep the image effects stable during high-speed driving. In
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addition, the core light generator of such projection giant screen solution has the features of long service
life, small volume, and high brightness to provide vivid and fine image effects, support high-definition
video play and 3D stereo image play to meet the demands of users for multiple in-vehicle application

scenarios.

First automobile-grade projection giant screen in the industry
32-inch 100% P3 color gamut | One-tap film watching mode | Support Huawei Lingxi

pointing remote control
- .,

TUV eye protection ... Switzerland SGS
Comfort certification . - Golden anti-halation

certification

Figure 1: Automobile-grade projection giant screen in AITO M9
The automotive giant screen projection solution we provided for AITO M9 was successfully
equipped in the vehicle to meet the demands of in-vehicle film playing, gaming, entertainment, and work,
S0 as to achieve a more outstanding and comfortable way of entertainment during driving, which redefined
the automotive smart space. As the automotive display screen becomes the core device for the “human-
machine interaction” function of smart vehicles, the application of smart large screens will be verified by
the market and gradually complete market education for consumers. At present, we have entered the mass
production and delivery stage for AITO M9, which is expected to have positive effects on the operating
performance of the Company during the life cycle of such project.
Released the innovation achievements in automotive optics to showcase the new concept of
industry development
Enterprise innovation and development are impossible without continuous R&D investments and
high-value patent layouts. After entering the automotive optics field, we resolutely increase R&D
investments to continuously improve the capabilities of independent innovation. During the reporting
period, we had 105 new patents granted and filed for automotive optics technologies, increased by 29.63%
year on year. As of December 31, 2023, we had a total of 209 patents for automotive technologies granted
and filed, an increase by 41.22% year on year, which supported the high-quality development of the
business of automotive core components.
Thanks to the profound technology advantages and forward-looking layout for automotive optics, we

have created an innovative concept for automotive optics and have presented our innovative achievements
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in automotive optics at various major exhibitions of the industry. In January 2023, at the International
Consumer Electronics Show (CES 2023) of automobile brands, BMW released Dee - the world’s first
concept car equipped with the integrated display technology at four windows, which technology was
supplied by Appotronics. An ultra-small-sized and high-brightness ALPD® DLP light generator is used to
achieve the functions of projection inside and display outside, and projection inside and display inside at
the side windows, so that the driver and passengers can interact with the display image either inside or
outside of the car.

At the 20" Shanghai International Automobile Industry Exhibition held in April 2023, we made our
debut with an exhibition car equipped with the automotive immersive laser display and lighting technical
scenario, and released the world’s first automobile-grade colorful laser headlight, and the immersive in-
car digital interaction solution containing window display, in-vehicle transparent display, in-vehicle
entertainment large screen, and smart surface. The laser headlight with both lighting and colorful display
functions can achieve better drive assistance and better safety. Meanwhile, the colors make the content
displayed more vivid, which helps improve the effects of interaction with users to make the driving process
more interesting.

As the automotive business has entered the phase of rapid development, we will actively match with
the planning of automobile manufacturers to achieve efficient and high-quality delivery of the other 5
nominated projects, so as to release the nominated automobile models through joint efforts. Meanwhile,
we will continue to focus on the logic of cooperation with major customers to make full use of the
technology competitiveness and nomination experience in automotive optics, actively expand the
nomination cooperation with Chinese and foreign leading automobile manufacturers, and improve both
the quality and quantity of nominations for the Company, hence becoming an outstanding core supplier of

automotive optics components.

1.2 The business of cinema core devices took the opportunity to create new growth points given the
obvious recovery of the cinema market
Continuous increase in the installations of the ALPD® laser light source projection solution
The year 2023 witnessed the obvious recovery trend of the film market, featuring diversified themes,
high-quality films, and enthusiastic audience, which effectively improved the operation and development
indicators of upstream and downstream enterprises in the industry chain. During the reporting period, our
operating income from the business of cinema projection services was RMB 369 million, increased by
37.24% year on year. Thanks to the technology advantages in leading laser light sources and profound
industry expertise, we continuously improved the installations of the ALPD® laser light source projection
solutions. As of December 31, 2023, the installations of the ALPD® laser light source projection solutions
exceeded 29,500 sets in China.
Released the VLED LED Cinema projection solution to enrich the product portfolios
In recent years, in addition to more demanding requirements on the content quality of films, the
audience are pursuing better film-watching experiences - expecting to enjoy comfortable seats,

outstanding sound effects, and high-quality cinema services. With the insight into the demands for high-
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quality film-watching experiences, we released the VLED LED Cinema projection solution - a new
generation of active projection technology. Based on the self-luminous imaging principle, the VLED LED
Cinema film screen performs better in the depth of field, expression in multiple levels, and immersive
experience, which can greatly improve the film-watching experiences of the audience. In terms of
performance, the VLED LED Cinema projection solution has a service life that is 3 times of conventional
projectors, and consumes only 40% of the electricity at the equivalent brightness compared with other
LED film screens at the same level, which achieved the integration of the low-carbon and environmental
protection idea with the industry development. Meanwhile, based on our abundant experience in cinema
projects, we have built a set of complete, professional, and systematic installation processes for VLED
LED Cinema film screens, so as to assist cinemas in completing cinema upgrade and transformation
effectively.

While assisting cinemas in expanding high-end operation scenarios, the VLED LED Cinema
projection solution changed the conventional film-watching mode to explore diversified cinema
application scenarios. For example, during off seasons of films, cinemas can use VLED LED Cinema for
meetings, theater performances of children, talk shows, etc., so as to improve the utilization of cinema
halls to create additional incomes. By now, we have successfully installed 8 sets of the VLED LED
Cinema projection solution in cinemas in China, which has created a new profit growth point in the cinema

market for the Company.

1.3 Housed productization of ALPD® 5.0 to provide consumers with a high-quality product
experience

In 2023, in the field of household core devices, focusing on the ALPD® semiconductor laser light
source technology, we were continuously developing light generator products for laser mini projectors.
While maintaining the stable output and smooth iteration of existing products, we enhanced efforts to
advocate the application of ALPD® 5.0 super panchromatic laser technology in the household field, and
have worked out specific products to meet the diversified product demands of customers.

During the reporting period, we took the lead in achieving productization of the ALPD® 5.0 super
panchromatic laser technology by providing customers with a super panchromatic laser projector light
generator. Thanks to the ALPD® 5.0 super panchromatic laser technology, this light generator can present
high-brightness, clear, and speckle-free images, hence creating a more eye-friendly use experience for
consumers.

Given the Al platform advantages of the ALPD® 5.0 super panchromatic laser technology in terms
of modular hardware designing and programmable software, consumers can switch light sources at will
according to their own needs to change from “high-brightness light source” to “smart light source”, so as
to meet the requirements for use in multiple application scenarios and provide users with a better product

experience.

2. Brand business
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2.1 Abundant product portfolios in the dedicated display business kept leading in the industry
development

During the reporting period, we held a summit meeting of core partners, organized multiple brand
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manufacturing execution system, we achieved automatic collection and analysis of production data and
statement display using different templates, so as to create whole-process visible manufacturing based on
information communication and integration for automatic device operation state monitoring and process
control for product production. In addition, to further optimize resource allocation, we enhanced the
dynamic link among the R&D, procurement, quality, and other platform departments with the supply chain,
so as to make use of the system synergy effects, achieve resource sharing and complementary advantages,

and improve the overall operation efficiency and market competitiveness.

I1. Main business, business model, status of industry and R&D activities during the reporting
period

(1) Main business and main products or services
1. Main business

The Company, as a global leading enterprise in the field of laser display technology, adheres to the
market and customer demand-oriented business philosophy, and continues to focus on the original
semiconductor laser light source technology and architecture as the lead, research and development,
production and sales of laser display core devices and complete machines. We apply the semiconductor
laser light source technology to household display, cinema projection, large venue, business education,
and other conventional scenarios, and successfully expand to new fields such as automotive display, AR,
robots, etc., to provide customers with a full range of solutions.
2. Main products and services

Our products may be mainly classified into core laser display devices and complete laser display
equipment. The core devices can be further classified into core devices for automotive optics, laser light
sources (cinema light sources and large venue light sources), laser TVs and smart mini projection light
generators, high-gain high-contrast ratio projection screens, etc., and complete laser display equipment
can be classified into smart mini projectors, laser TVs, laser digital cinema projectors, large venue laser
projectors, laser education projectors and others. The services that the Company performs include laser
cinema projection services, VLED LED Cinema projection solutions, large venue projection automatic
3D Mapping, and corresponding system solutions.
(11) Main business model

Based on industry policies, industry characteristics, upstream and downstream development, and
customer demands, with reference to the Company’s development strategy, competitive advantages,
service experience, and other factors, we have built mature business models with an independent and
complete R&D, procurement, production, and sales system.

1. R&D mode

We insist on the driving force of innovation to continuously improve the R&D system featuring
independent R&D, and separate technology R&D from product R&D in terms of organizational structure,
development process, etc. In terms of technology development, the Company focuses on the continuous
innovation and mastery of core technologies and key technologies, pays attention to user needs, and

introduces product development after the technology is mature, so as to maintain the Company’s core
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competitiveness in technology and leading position in the industry; in terms of product development,
according to the differentiated needs of different market segments, the Company sets up product lines and
teams for product planning, and divides it into feasibility \EVT\DVT\PVT\MP and other stages to achieve
rapid response to market demand.

2. Procurement mode

The Company maintains long-term and in-depth cooperation with many suppliers, constantly
strengthens supply chain management and quality management, and always adopts diversified
procurement. The procurement mode consists of front-end procurement services such as supplier selection,
determination of purchase price, cooperative business system, and establishment of supplier platform, as
well as back-end business such as purchase order execution and delivery.

3. Production mode

The Company implements the model of “independent production as the mainstay, supplemented by
outsourced production” with an independent production system. The Company’s external sales and
projection services of light sources, optical core devices and core processes in the production process are
completed by the Company independently; To C intelligent mini projector, laser mini projector, laser TV
complete machine, etc. are mainly outsourced, and other complete products are produced by itself.

4. Sales mode

(1) Product sales mode

The Company’s marketing service network is laid out well, matching various application market
segments. It adopts the product sales model combining “direct sales, distribution and agent sales”, and
achieves mutual penetration and coordinated development both online and offline to respond to customer
needs in a timely and rapid manner.

(2) Mode of cinema projection services

The Company provides laser cinema projection services for downstream cinema customers, and
charges service fees according to the length of use of light source by the cinemas (the fees are charged by
the hour or a certain period of time), while the cinemas do not need to purchase light source equipment,
thereby effectively easing their capital pressure and reducing their labor and maintenance costs.

(3) Business cooperation mode for automotive optics

According to the needs of car companies and the design of their own production lines, the Company
designs and develops automotive optical products, and accepts the audit and certification of car companies
at all stages until it receives mass production confirmation. The Company’s specific supply process is as
follows:

Before the mass production of the project, the Company obtains the project nomination and signs
relevant sales contracts with the car company, stipulating the rights and obligations of both parties.

The nomination contract usually uses the project usage within the procurement period as a reference
to determine the purchased products, model specifications, supply terms, etc., and the nomination supplier
supplies and provides services according to the contract provisions, and settles and pays regularly.

Regarding the Company’s products, the mode of synchronous research and development with car
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companies is adopted, so the project progress after signing the nomination contract is closely related to
the development progress of customer models.

After the mass production of the project, the car company requires the Company to conduct mass
production, and puts forward specific delivery arrangements, and after the car company confirms the
receipt, it will pay the Company according to the price agreed by both parties.

(111) Industry in which the Company operates
1. Development stage, basic characteristics and main technical barriers of the industry
(1) Development stage of the industry

As an emerging industry, laser display is at a stage of rapid growth, and its growth drivers mainly
come from: 1. technological progress has spawned emerging application fields, and semiconductor laser
light source technology has been applied to the automotive optics, AR, and other fields, and the market
has great potential for explosion; 2. the laser display industry in which the Company operates is one of the
strategic emerging industries receiving the major support from the State for accelerated development. With
the support of national and industry policies, more and more domestic enterprises and scientific research
institutions enter the upstream and downstream fields of the laser display industry chain, strengthen the
industrial chain, and actively develop and iterate technology, thus further increasing the localization rate
of core components.

(2) Basic characteristics of the industry

In 2007, the ALPD® semiconductor laser light source technology invented by our R&D team created
a wholly new semiconductor laser light source, which made a breakthrough in the application of core
devices and imaging solutions of laser display, hence becoming the mainstream technical route for the
laser display industry and being widely used in vehicle, cinema, household, large venue, business
education and other fields.

In terms of technology, the ALPD® semiconductor laser light source technology is compatible with
various chip and technology routes, and is suitable for the DLP, LCOS, and LCD technologies. In terms
of market, in addition to traditional applications such as cinema, large venue, and business education,
emerging industries such as smart cockpit, intelligent networking, AR, and Al are booming, and gradually
become a new application development focus of the laser display industry, and the overall scale of the
industry continues to expand, which is expected to help to broaden the application scenarios of the ALPD®
semiconductor laser light source technology.

(3) Main technical barriers
A. Core technologies

The ALPD® is our original semiconductor laser light source technology of great significance in the
display industry.

1) Original creation: In the past lighting and display, the rare earth phosphor is used only in LED
light sources, while we made the original creation of using rare earth phosphor in laser light sources.

2) Uniqueness: To improve the stability of the rare earth phosphor after being excited by laser, we
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explored a unique impulse mode and created a unique impulse architecture, which is under strict patent
protection.

3) Flexibility: Since the ALPD® semiconductor laser light source technology combines two
materials/devices, there are many methods of adjustment between the two portions in this architecture,
including adjustable blue light distribution to output light that is adjustable in space; various
phosphor powders to achieve flexible color segments; and  adjustable ratio and strength among color
segments after the blue light is excited. Therefore, the output light is adjustable in terms of strength
distribution, brightness distribution, color temperature, and color to meet the requirements for different
scenarios.

4) Significance of the industry: Despite the long history of using a laser light source in the display
industry, subject to the high cost of red and green lasers, it was hard to make breakthroughs in the
industrialization of laser light sources. However, our ALPD® semiconductor laser light source technology
greatly promoted the process of commercialization and industrialization of laser in the display industry.

5) Significance in materials: The ALPD® semiconductor laser light source technology relies on the

blue laser and rare earth phosphor more than the RGB technology. The blue laser and blue LED sha
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promotion of semiconductor laser light source technology, thus creating technology reserves and patent
portfolios covering the whole technology chain of laser display technology from key system architectures,
and core devices to key algorithms. Thanks to the core competitive advantages consisting of “patent moat

+ technical barriers”, the Company holds a key position at the upstream core device stage.

3. Development of new technologies, new industries, new types of operation and new modes
during the reporting period and future trend

(1) Further accelerated localization of the laser display industry

Given that the 14™ Five-Year Plan includes laser display as one of the key projects under the “new
display and strategic electronic materials” listed by the Ministry of Science and Technology, the laser
display industry has become one of the strategic emerging industries that will be supported by the State
for accelerated cultivation and development. Secondly, laser display is one of the important links in the
“carbon neutrality” development of China. Thanks to the obvious advantages of laser display in terms of
comfortable visual effects, low energy consumption, and more energy conservation for bigger screens, the
expansion and application of laser display technologies have become one of the significant measures to
promote green and low-carbon development.

With the support of national and industry policies, more and more domestic enterprises and scientific
research institutions enter the upstream and downstream fields of the laser display industry chain to engage
in the R&D and iteration of technologies, strengthen the industrial chain, actively develop and iterate
technology, and achieve breakthroughs in key elements such as lasers, display chips, projection lens, etc.,
which further improves the ratio of localized production of core components and obviously improves the
independence of laser display in China. According to the White Paper on the Global Laser Display
Industry Chain Development and National Regional Competitiveness, from the perspective of the laser
display industry chain as a whole, the localization rate of China’s laser display in 2021 was 45%-55%,
which is expected to increase from 45%-55% to 75%-80% in the next 3-5 years.

(2) Continuous upgrade of automotive intelligentization to transform the smart cockpit to the “third
living space”

At present, smart vehicles have entered the stage of rapid development with the market scale
expanding year by year. As predicted by IPS Consulting, the global market size of smart vehicles in 2025
will reach USD 1.7 trillion. With the in-depth development of Al and human-machine interaction
technologies, the vehicle’s smart cockpit and other smart devices are optimized constantly - the function
and safety of smart cockpits will be further enhanced, and the human-machine interaction will achieve a
big leap forward. As the interface for interaction among the human, vehicle, and environment, automotive
display fully reflects the intelligentization process of the cockpit, while the development of smart cockpits
continuously promotes the market expansion and technology upgrade of automotive display products,
which may develop into a key field of market competition. Moreover, given the continuous improvement
in the demands of consumers, vehicle cockpits are equipped with various innovative and smart functions,
and can be customized for customers. As a result, vehicle cockpits have gradually transformed from a

transport means to the “third living space” to meet the user demands for an immersive experience.
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Given the new tide of vehicle intelligentization development, we made use of our evident technology
advantages in the automotive optics field and experience of nominated cooperation to build product
portfolios for smart cockpits, hence providing consumers with new visual experiences and improving the
value of smart interaction in vehicles.

(3) LED film screen development driven by consumer demands for high visual quality and the trend
of high-end cinemas

At present, China’s film market is at a critical stage of transforming from steady recovery to high-
quality development. The efforts for the exploration and development of film technologies have never
stopped, and more LED projection products have been released to the market. Meanwhile, the audience
are having higher requirements for visual effects, which promotes filmmaking toward the direction of
higher resolution and higher refresh rate. In addition, in order to cope with the competition with online
video and audio streaming services, cinemas will transform into high-end operations, and therefore make
continuous investments in film experiences and other aspects. Based on the factors above, the LED film
screen is expected to become a new direction for cinema development.

In addition to playing films, LED cinema halls can be used for film press releases, electronic game
competitions, game broadcasting, corporate activities, theater performances, etc., so as to transform the
cinema into a complex commercial body to create diversified incomes.

We take the opportunity of consumer demands for high visual quality and high-end cinemas to release
the VLED LED Cinema projection solution - a new generation of active projection technology, to provide
the audience with outstanding film-watching experiences, and assist cinemas in achieving differentiated
operations to explore cinema halls with their own characteristics.

(4) The era of laser for brand projection

The consumption demands for high-quality and highly cost-effective projection have driven the
development of the projection industry towards high cost-effectiveness and quality improvement, and
attracted many projection manufacturers to increase their R&D investments in light source technologies.
As a result, the laser projection technology is fully marketed to bring brand projection to the era of full
laser projection. According to the data of RUNTO, 