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As engaged by TCL Corporation, China United Assets Appraisal Group Co., Ltd.
carried out an evaluation on the market value of the entire shareholder’s equity of
T.C.L. Industries Holdings (H.K.) Limited in its pro forma statements as at the valuation
reference date in relation to the proposed disposal of the equity of T.C.L. Industries
Holdings (H.K.) Limited by TCL Corporation.

The subject of the valuation was the entire shareholder’s equity in the pro forma
statements of T.C.L. Industries Holdings (H.K.) Limited whereas the scope of valuation
covered all assets and liabilities in the pro forma statement of T.C.L. Industries Holdings
(H.K.) Limited, including its current assets, non-current assets and corresponding
liabilities, as at the valuation reference date on which the valuation was submitted.

There was a total of 23 long-term primary equity investments within the scope of this
valuation, are of which all long-term equity investments, among which include Tonly
Electronics Holdings Limited.

Tonly Electronics
(1) Profile of the Valuation

China United adopted the market approach and the income approach respectively
for the valuation of 100% equity interests in Tonly Electronics. As of the valuation
reference date, based on the valuation under the income approach, the net asset
value of Tonly Electronics attributable to its parent was RMB1,218,987,400 and the
valuation amount was RMB1,333,072,500, representing a valuation appreciation of
RMB114,085,000 and an appreciation rate of 9.36%. As of the valuation reference
date, being 30 June 2018, based on the valuation under the market approach, the net
asset value of Tonly Electronics attributable to its parent was RMB1,218,987,400 and
the valuation amount was RMB1,197,742,500, representing a valuation depreciation
of RMB21,244,900 and a depreciation rate of 1.74%.

In general, the market approach is to evaluate the value of an enterprise based on
the overall market performance and future forecast, while the income approach is to
estimate the value of an enterprise based on the profitability of the enterprise itself.
Both methods complement each other. The results from the market approach are the
market performance of the results from the income approach whereas the results
from the income approach are a solid foundation for the results from the market
approach. The difference between the results from the market approach and results
from the income approach is mainly because the market approach is the external
market price reflected by an enterprise at a certain point in time, the results of which
are affected by a series of factors including investment environment in the market,
level of speculation and confidence of investors, and the fluctuation is relatively
large, whereas income approach is a conclusion drawn by a reasonable estimation on
the future income of an enterprise based on the valuer’s professional analysis on the
historic operating status of the enterprise, the fluctuation of which is relatively small
as compared with market approach.
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According to the management forecast, it is currently a stage of product structure
adjustment. As the traditional businesses are shrinking or disappearing, smart
products will become the major source of income for the company. As the market
approach is an indirect pricing with reference to the share price of listed companies
in the same industry, the valuation results are highly influenced by the fluctuation of
the stock market.

The income approach is a value judgement based on comprehensive analysis on
the internal operation status and the external market operation environment of the
valuated entity, as combined with various factors including the income history and
estimation of future business development of the valuated entity. Its valuation results
can better reflect the value of shareholders’ equity of the enterprise.

As such, the valuation results from the income approach are used in this valuation as
the valuation results of the entire shareholders’ equity of Tonly Electronics.

Basic Assumptions

i.  The valuated entity would continue to operate as a going concern after the
valuation reference date;

ii. There would be no significant change in the political, economic and social
conditions of the countries and regions where the valuated entity is located after
the valuation reference date;

1ii. There would be no significant change, other than those as known to the public,
in the macro-economic, industrial and regional development policies of the
countries and regions where the valuated entity is located after the valuation
reference date;

iv.  There would be no significant change, other than those as known to the public,
in the basis and rates of taxation and policy levies in relation to the valuated
entity after the valuation reference date;

v.  As of the valuation reference date, the valuated entity and its subsidiaries did
not have any litigations and contingencies that might affect their subsequent
operations or valuation results, except for those as disclosed herein;

vi. The management of the valuated entity would be responsible, stable, and
competent after the valuation reference date; and the products of the company
could maintain a leading position in terms of technologies used, with necessary
investment in research and development;

vii. The valuated entity would comply with relevant laws and regulations, and there
would be no material non-compliance matters that might affect the company’s
development and realization of revenue;
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Viil.

1X.

X1.

Xii.

Xxiil.

X1v.

XV.

XVI1.

The accounting policies adopted by the valuated entity after the valuation
reference date would be consistent with those used in the preparation of the
valuation report in all material aspects;

The basic information and financial information provided by the appointor and
the valuated entity were true, accurate and complete;

There would be no significant change in the business scope and business model
of the valuated entity after the valuation reference date, other than those as
disclosed in the valuation report, on the basis of the existing management
method and level;

The asset composition, the structure of main business, the revenue and cost
structure, marketing strategy and cost control of the valuated entity during the
future forecast period would remain consistent with those before and after the
reference date, and would change in accordance with the scale of its operations;

The proportion of domestic sales revenue of the valuated entity to the total
sales revenue would remain unchanged during the future forecast period. For
overseas sales, exported products would be exempted from duties and value-
added tax on the import of raw materials according to the export tax rebate
policy of the Customs;

During the future operation periods, the expense structure for respective periods
of the valuated entity would not be materially different from the existing one,
and would change in accordance to its operations scale. The financial expenses
as referred to by this valuation represent the finance cost incurred by the
entity to fund its normal operation or construction during its production and
operation. In view of frequent or significant changes in the monetary funds
or bank deposits of an entity during its production and operation, the interest
income from deposits was not taken into account in the valuation, and neither
were contingent profit or loss other than interest-bearing liabilities;

The valuation only covered the items as shown in the valuation application
form provided by the appointor and the valuated entity, and does not include
contingent assets and contingent liabilities that might exist other than those as
contained in the list provided by the appointor and the valuated entity;

No force majeure that would have a material adverse effect on the valuated
entity after the valuation reference date;

Inflation was not taken into account in the estimation of the inputs for this
valuation.

If there should be any change of the above conditions, the valuation results would
generally cease to be effective.
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Valuation method for this valuation

According to the relevant provisions stipulated by the state administration
authorities and the “Asset Valuation Practicing Code — Value of Enterprise”, and the
international and domestic appraisal practice on similar transaction, it is determined
that this valuation of the value of the equity capital of Tonly Electronics will be
conducted in accordance with the income approach (discounted cash flow method)
and the market approach.

The discounted cash flow method is a method of appraising the asset value by
discounting the expected future net cash flow of an enterprise into present value.
The basic concept is that the appraised value is obtained by estimating the future
expected net cash flow of the assets, and discount into the present value at a
proper discount rate. The basic conditions of application are: the enterprise has the
foundation and conditions for continuous operation, and there is stable correlation
between the operation and the income, and the future income and risks can be
forecasted and quantified. The greatest difficulty in using the discounted cash
flow method lies in the forecast of expected future cash flow, the objectivity and
reliability of data collection and processing. When the forecast of future expected
cash flow is relatively objective and fair and a reasonable discount rate is adopted,
the appraisal results would be more objective.

The market approach is to determine the market value of the entire shareholders’
equity of the valuated enterprise on the valuation reference date, by selecting
comparable listed companies in the same industry, and analyse with adjustment
on the differences between the valuated enterprise and each of the comparable
companies in respects of profitability, operation capability, solvency, growth ability
after taking into account the liquidity discount.

Particulars on the Valuation by Income Approach
1. General concept of this valuation

Based on the results of due diligence for this valuation and the assets
composition and characteristics of the main businesses of the valuated entity,
the principal business of the legal entities within the consolidated statements
of Tonly Electronics were production, research and development and after-
sales of audio and video products including speakers and earphones, which
should be regarded as the same profit subject. Therefore, the general concept
of this valuation was conducted by estimating the equity value of the valuated
entity based on audited consolidated statements of Tonly Electronics. To begin
with, the value of the operating assets of the valued entity was valued using
discounted cash flow method (DCF), plus the value of other non-operating
or surplus assets as at the reference date, to derive the enterprise value of
the valuated entity. Then, the interest-bearing debts were deducted from the
corporate value to arrive at the value of the total equity value of the valuated
entity.

47



General concept of this valuation:

A.

In respect of the assets and main businesses included in the scope of the
statements, the expected net cash flow was estimated based on the trend of
historical operating conditions in recent years and the types of businesses,
and discounted to obtain the value of the operating assets;

Assets included in the scope of the statements but not taken into account
in the expected income (net cash flow), such as cash assets (liabilities)
as at the reference date were defined as surplus or non-operating assets
(liabilities) which existed at the reference date, and their values were
valued separately;

The value of the entire shareholders’ equity of the valuated entity was
arrived at by adding the value of the operating assets and of the surplus
or non-operating assets derived as mentioned above, and deducting the
interest-bearing debts due from the entity.

1I. Valuation model

A.

Basic model

The basic model for this valuation is as follows:

P=E-M

Where:

P:  Appraised value of the equity attributable to the parent shareholders;
E: Appraised value of the shareholders’ equity value;

M: Appraised value of the Minority interest;

M = Total equity value x percentage of minority interests

Percentage of minority interests = book value of minority interests/(book
value of minority interests + book value of shareholder’s equity of the
parent).
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Where:

E=B-D

B: Enterprise value of the valuated entity;

B=P+ > Ci

P:  Value of the operating assets of the valuated entity;

b Z Ri ., R

P (1 +71) r(l+r)

Where:

Ri:  The expected income (free cash flow) of the valuated entity in the i
year in the future on a pro forma consolidated basis;

Rn.: The expected income (free cash flow) of the valuated entity in a
sustainable period on a pro forma consolidated basis;

r:  Discount rate;

n:  The future operating term of the valuated entity.

2Ci: The value of non-operating and surplus assets that exist at the

reference date.

Ci=Ci1+C2+C3 +Cs

Where:

Cr:

Ca:

C3:

Cs:

Value of wholly-owned, controlling or non-controlling investments
that do not reflect investment income in the expected revenue (free
cash flow);

Value of cash or equivalent assets (liabilities) as at the reference
date;

Value of construction in progress, which income was not taken into
account in the expected revenue (free cash flow);

Value of assets including bad or idle equipment and properties as at
the reference date;

Value of interest-bearing debts of the valuated entity.
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Income metrics

In this valuation, the company’s free cash flow was used as an income
indicator of its operating assets, which is basically defined as follows:

R = net profit + depreciation and amortization + interest on
interest-bearing debt net of tax — additional capital

Where:

Net profit = revenue — operating cost — sales tax and surcharges
— expenses for the period (operational expenses +
administrative expenses + finance cost) — income tax

Depreciation and amortization = depreciation and amortization in costs
and expenses (operational expenses and
administrative expenses)

Interest on interest-bearing = total interests on long-term and short-term
debts net of tax interest-bearing debt x (1 — income tax rate)

Additional capital = investment in assets replacement +
incremental working capital + additional
investment in long-term assets

Where:

Investment in assets replacement = renewal of buildings
+ replacement of
machines and equipment
+ replacement of other
automation equipment
(electronics, transportation
and etc.) + renewal of
intangible assets

Incremental working capital = current working capital —
previous working capital

Where:

Working capital = cash reserves + inventories + receivables —
payables

Additional investment= additional investment in fixed assets +
in long-term assets  additional intangible or other long-term
assets
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The expected future free cash flow of the entity was estimated according
to its operating history and future market development, assuming that it
would continue to operate as a going concern for a longer sustainable
period after the forecast period, and the expected revenue of the valuated
entity in the sustainable period would be equal to the free cash flow for
the final year of the forecast period. The value of the operating assets of
the entity was calculated by discounting and adding the free cash flow
which would be generated in the future operating term.

Discount rate

This valuation adopted the weighted average cost of capital model
(WACC) to determine the discount rate r

I =IdX Wd +TIeX We

Where:

Wa: Debt ratio of the valuated entity;

D
(E+D)

We =

We: Equity to capital ratio of the valuated entity;

E
(E +D)

We =

re:  Cost of equity capital, as determined based on the Capital Asset
Pricing Model (CAPM);

e =17rX fe X (Im-17) + €

Where:

rr.  Risk-free rate of return;

rm: Market expected return rate;

e: Specific risk-adjusted factor of the valuated entity;

Be:  Expected market risk factor of equity capital of the valuated entity;

Determination of forecast period

As the entity had been operating normally with relatively stable business
conditions, the forecast period was defined as 5 years for each period, that
is, from July 2018 to 2023. The revenue would remain stable starting from
2024 onwards.
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E. Determination of yielding period

As the entity would be able to operate as a going concern in the long run
through normal replacement of long-term assets including fixed assets, the
yielding period was determined on a perpetual basis.

Valuation under market approach

The market approach is to determine the market value of the entire shareholders’
equity of the valuated enterprise on the valuation reference date, by selecting
comparable listed companies in the same industry, and analyse with adjustment
on the differences between the valuated enterprise and each of the comparable
companies in respects of profitability, operation capability, solvency, growth ability
after taking into account the liquidity discount.

A.

Selection of comparable listed companies

Tonly Electronics is principally engaged in manufacture and sale of audio-
visual products and the provision of research and development services, which
belong to the consumer electronics industry. There are H-share listed companies
with similar businesses. As such, 14 listed companies with similar principal
businesses were selected for this valuation as comparable companies.

Quantification of the comparison between Tonly Electronics and comparable
companies

This valuation valuated the performance of the enterprise in four aspects,
namely profitability, development capability, operation capability and solvency.
The following 10 indicators are specially selected to be the comparable
indicators in the valuation system: a. profitability: profit margin from operation,
return on total asset, return on net asset; b. development capability: operation
revenue growth rate, total asset growth rate; c. operation capability: total asset
turnover ratio, receivable turnover ratio, inventory turnover ratio; d. solvency:
current ratio, quick ratio.

Determination of value ratios

The value ratios used under market approach generally include price-to-
earnings ratio (PE), price-to-book ratio (PB), price-to-sales ratio (PS),
enterprise value/earnings before interest, taxes, and amortization (EV/EBITA),
and enterprise value/income after tax (EVIAT). In the five indicators above,
enterprise value/earnings before interest, taxes, and amortization (EV/EBITA),
and enterprise value/income after tax (EVIAT), emphasize on the judgement of
the overall value of an enterprise; price-to-earnings ratio (PE), price-to-book
ratio (PB) and price-to-sales ratio (PS) emphasize on the judgement of the value
of the shareholders’ equity. For the purpose of reasonably determining the value
of the valuated entity, it was appropriate to choose price-to-earnings ratio (PE),
price-to-book ratio (PB) and price-to-sales ratio (PS) to be the value ratios.
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According to the characteristics of the valuated enterprise, when determining
the value ratios, the valuer comprehensively considered factors including
profitability, financing structure and depreciation and amortization policy,
together with the actual situation of the valuated enterprise. As the company has
been established for a long time and it has relatively stable income and profits
in the past years with a sound profit making situation, price-to-earnings ratio
(PE) is selected to be the value ratio for this valuation.

Calculation of the value ratio derived from comparison

The adjustment coefficient of value ratio of each comparable cases is calculated
based on the profitability, solvency, operation capability and development
capability with a weighting of 25% each, and then the P/E ratio derived from
comparison can be calculated by multiplying the P/E ratio corresponding to
the comparable cases. The P/E ratio of the valuated enterprise is calculated by
averaging the P/E ratio of each enterprises derived from the comparison. The
final average P/E ratio derived from comparison, after removing the maximum
value and minimum value, is 7.

Calculation of the value of the entire Tonly Electronics shareholders’ equity
before the deduction of the liquidity discount

As the selected P/E ratio is LYR which corresponds to the data of the latest
annual report, the equity value attributable to the parent shareholders of Tonly
Electronics is calculated by multiplying the P/E ratio and the net profits
attributable to the parent shareholders of the valuated enterprise in 2017.

(I) The equity value of the valuated entity attributable to the parent
shareholders before the deduction of the liquidity discount:

Equity value attributable to the parent shareholders before the deduction
of the liquidity discount = Net profits attributable to the parent
shareholders x Value ratio of P/E ratio

=17,170.78 x 7

= RMB1,201,954,500

Determination of the liquidity discount

As the valuated entity and the selected comparable companies are all listed
companies, the shares of which have strong liquidity. It is not required to
consider the liquidity discount. Therefore, the liquidity discount = 0%.

Calculation of the equity value attributable to the parent shareholder

Equity value attributable to the parent shareholder = Equity value attributable
to the parent shareholder before the deduction of the liquidity discount x (1 —
liquidity discount)

=120,195.45 x (1 - 0%)

= RMB1,201,954,500
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Calculation of the equity value attributable to the parent shareholder.

The combined balance sheet as at 30 June 2018 shows that the ratio of the
parent company’s minority shareholders’ interest to all shareholders’ interest is
0.350%.

Equity value attributable to the parent shareholders = Entire equity value of
the shareholders x (1 — the ratio of the minority shareholders’ interest to all
shareholders’ interest)

=120,195.45 x (1 — 0.350%)

= RMB1,197,742,500

The equity value of the valuated entity attributable to the parent shareholders
under the market approach is RMB1,197,742,500.
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