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Financial Highlights

RERE

Leoch International Technology Limited (the “Company”)
and its subsidiaries (together, the “Group”) are pleased to
announce the following financial highlights:

BETEREMARAR ([RAF]) REWE AT
(FRER [ AEE])RASMH T IITHRHE:

Year ended 31 December

BEt+t-A=+t—-HLHEE

2014 2013 Change
—EF-mF —T=F &
RMB’000 RMB’000
ARBT T AREF T
Revenue e 4,248,351 3,646,874 16.5%
Gross profit E A 716,660 583,203 22.9%
Profit (Loss) before tax AR (E58) 111,864 (120,894) N/A
TEA
Profit (Loss) attributable to ZA/NEIE Z N 81,791 (129,289) N/A
owners of the Company A (E1E) TERA
Basic earnings (loss) per share, IRERERN (BE) 0.06 (0.10) N/A
in RMB (AR®T) i A
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For the year ended 31 December 2014 (the “Period”), the
Group’s audited profit attributable to owners of the Company
amounted to approximately RMB81.8 million.

Basic earnings per share was RMBO0.06 (the year ended 31
December 2013: loss per share RMBO0.1), the calculation of
such basic earnings per share amount is based on the profit
attributable to ordinary equity holders of the Company, and
the weighted average number of shares of 1,344,534,167
(2013: 1,336,353,917) in issue during the year.

The board of directors (the “Board”) of the Company
recommended the payment of the final dividend of HK2.25
cents per share for the year ended 31 December 2014
(2013: Nil). The Company had not declared and paid any
interim dividend or special dividend during the year ended 31
December 2014.

The register of members of the Company will be closed from
27 May 2015 to 29 May 2015 (both days inclusive) for the
purpose of determining shareholders’ entitlement to attend
the annual general meeting (the “AGM”), during which period
no transfer of shares of the Company will be registered. In
order to qualify for attending the AGM, shareholders should
ensure that all transfer documents, accompanied by the
relevant share certificates, are lodged with the Company’s
branch share registrar (see below) for registration by no later
than 4:30 p.m. on 26 May 2015.

The register of members of the Company will be closed from
8 June 2015 to 10 June 2015 (both days inclusive), for the
purpose of determining shareholders’ entitlement to receive
the proposed final dividend, during which period no transfer
of shares of the Company will be registered. In order to
qualify for receiving the proposed final dividend, shareholders
should ensure that all transfer documents, accompanied
by the relevant share certificates, are lodged with the
Company’s branch share registrar (see below) for registration
by no later than 4:30 p.m. on 5 June 2015.

Tricor Investor Services Limited
Address: Level 22, Hopewell Centre, 183 Queen’s Road
East, Hong Kong
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Chairman’s Statement

ERERE

Words from the Chairman

On behalf of Leoch International Technology Limited, | am
pleased to present the Group’s report on annual results
for the year ended 31 December 2014 (the “Period”) for
shareholders’ review.

In 2014, the world economy recovered on the back of
strong uptick from developed countries like the U.S. The
technological advancement in the telecommunication
industry and the rapid expansion of the new energy industry
pushed up the demand for batteries, which translated into
stable growth of sales for the Group in 2014. In implementing
its strategy of “upgrading product technologies”, the Group
relentlessly invested in product research and development,
update on production process and facility upgrade. During
the year under review, we resumed substantially all of our
capacity to contribute to record high in turnover and sales.

The Group succeeded in making a turnaround in 2014. We
recorded a net profit of RMB81.8 million and basic earnings
per share of RMB0.06 for the year, compared with a net loss
of RMB129.3 million and basic losses per share of RMB0.10
for 2013. The board of directors (the “Board”) is pleased
to propose a final dividend of HK2.25 cents per ordinary
share, representing an annual dividend yield of approximately
29.3%.
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Chairman’s Statement EEHRE

Market Opportunities and
Challenges

The battery industry maintained rapid growth in 2014 with
continuous expansion in the overall market size. Frequent
upgrades of telecommunication technologies and rapid
development of IT technologies, including cloud technology,
big data, e-commerce and various types of data centre
and servers, have generated greater demand for stable
uninterrupted power supply systems (“UPS”). Serving as
mature components for these high-end devices, batteries
also saw a growing demand. By the end of 2013, the
Ministry of Industry and Information Technology of the PRC
(the “MIIT") granted 4G (TD-LTE) licenses to three major
telecommunication operators. Subsequently, the MIIT also
issued licenses of 4G (FDD-LTE), which is more popular
in the global market, to China Telecom and China Unicom
in early 2015, whereby unveiling a feast for booming 4G
investment. It is expected that the construction of 4G
network will be at its peak within one or two years, and
the domestic telecom industry’s demand for lead-acid
batteries will be in line with such rapid growth. For vehicle
batteries, the ownership of motor vehicles in China exceeded
150,000,000 units, ranking the second in the world (just next
to the U.S.). The China Passenger Vehicle Fuel Consumption
Standards IV launched by the end of 2014 will be put
into effect from 1 January 2016, requiring an average fuel
consumption level of 5.0L/100km for new passenger vehicles
in 2020, compared with the current level at 6.9L/100km.
It is reasonable to foresee that “start-stop batteries”, a key
technology to fuel saving, will have a booming demand in the
next five years.

T 355 1 348 B Bk B
EENTRE-TNEREAEER BBT

ISR FHEIRA ua&mmL REHTRL - PAK
BB R B R BAE WM  ABIE - EFH
TS A R & SR BUIE A DA ) BR 25 1 AR ) T E 1
EERBRLIMIER - FEMERELRIHRE

FIRAZ BT - FBRITIRBEIE N - . — T — = FK
PRETIEMERE ([TEB) M=—AERES

PR INAG (TD-LTEIR 2 1% - —F— R FH L5
XAFREE FREBBENEREREZER
#J4G (FOD-LTEREAR - FRR T ¥T— 8GR E R = -
TERTAR R — M F A A RAGE R A = B HY - A
u? FASAEA T A TR KIS AL & 15 LeAGHE VR 1

Ko )RBEEMAHE  FRTEREEC=H5EE
RREBREE2KE - MPBRAEREERES
B PE ERAZ D 20144 [ B I A 20164F1 A 1
HE i - H E ko020 & 4 3 F B 3 s 19kt
SHFEE W B BT A96.9L/100kmF% (K 21)5.0L/100km °
AIATER, RSB RETA RN EZ R F
B AR RSF RSB B IR -
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Chairman’s Statement EEHRE

On the other hand, despite the nationwide consolidation
of the lead-acid battery industry with over thousands
of enterprises being closed down, suspended or
reconstructed since 2011, the production capacity of the
entire industry resumed swiftly due to the low entry barrier,
the low investment costs and the continuous expansion
of production capacity of those surviving enterprises,
resulting in excessive production capacities and oversupply.
Consequently, the entire industry is confronted with intense
price competition with diminishing profit margins. At present,
with the more stringent requirements on environmental
protection imposed on the lead-acid battery industry,
the industry consolidation has entered the stage of final
adjustment and transition, thereby providing the lead-acid
battery industry with invaluable opportunities of restructuring,
merger and acquisitions, or optimizing production lines. Most
of the production capacity of the Group were upgraded and
modified to satisfy existing requirements on environmental
protection. More resources will be devoted to further upgrade
the facilities for a higher productivity and a higher entry barrier
of the industry in the future.

Leoch International Technology Limited | Annual Report 2014
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Chairman’s Statement EEHRE

Business Development

During the Period, the production capacity of the Group
remained stable. In addition to consolidating the existing
markets in China, European Union and the U.S., the Group
proactively taps into other major emerging markets, and
expedites the construction of production facilities in foreign
countries so as to satisfy demand from overseas markets.
During the Period, the joint venture factory in Malaysia
started trial production, which, together with our production
base in Sri Lanka, will provide us with products at lower
costs with more convenient transportation. In view of our
global expansion strategy, the Group continues to identify
opportunities of establishing new production bases in foreign
countries. The Group will continue to expand its production
capacity in the coming years, which will therefore be sufficient
in accommodating the anticipated recent market growth,
in order to strengthen its leading position in the lead-acid
battery industry and expand its market share. The Group will
continue to partner with high-end customers, thus further
improving the influence and awareness of its products in
each segment of the battery market, which is beneficial for
the Group to further expand its share in other markets of the
world and to lift the profit margin of its products in the future.
Meanwhile, the Group will spare no effort to keep a strict
control over costs and enhance production efficiency for
the sake of making the Group a competitive enterprise with
higher profitability.

EBRRE

N AEEZERE - RERRBES
BRBEAEBEMIRA TSI AEE EEGRE
b = BXE IS E - WA IR BIEINERE
B & BN IHHF R BEMA - AEBEFR
PEAETRERMAHEAEE KM 2 RE
—EAEERFERAESER EBE SEREDN
EmiftE - BN RESRRRTEER
HEYRITTIE LARC & 5 Bl /) 2 BRIB IR BRAS - SR BR
KREFERSFEL I BHRIAELEOINM S
B IR EBEE BTSRRI - B
MHEAR -AEBEBK RS HAPNEIER
H ERESEEAMENEEIMANBESE
—HRI B - P REARRAEEREMT S
REANIE R EmAEKERDERNER [
B - SRE MRS RIS B INEER
SERAEABFOMNESMEKFHEE-
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Chairman’s Statement EEHRE

Prospects

The Group has concluded from its experience in 2013
and gone through the challenging market conditions, thus
having a turnaround in 2014. In the forthcoming year,
the management will be poised to seize greater market
growth opportunities within and outside the country. The
management is fully confident in the upcoming market
opportunities of batteries, being one of the necessary
components of such high-end devices such as computer
systems, telecommunication equipment and transportation
vehicles. Backed by the time-honored quality advantages
of its products, the Group will continue its commitment to
enhancing its production and sales capacities and stepping
up its effort on technological research and development,
manufacturing processes improvement and service quality,
thereby catering for customer needs and consolidating its
competitive advantages. Thus, it aims to build itself into the
leading enterprise of the lead-acid battery industry in the
world and create value for shareholders and the society.

Acknowledgement

The rapid growth of the Group is attributable to its loyal and
hardworking employees who have devoted themselves to
corporate development. Taking this opportunity, |, hereby,
on behalf of the Board, would like to express my sincere
gratitude to the contributions of all the Group’s employees
and to the long-term support and trust by shareholders and
business partners. The Group is full of confidence to make
continuous contributions to shareholders and the society.

Dong Li
Chairman

Hong Kong, 20 March 2015
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Management Discussion and Analysis

Business Review

The Group is a vertically integrated enterprise primarily
engaged in the development, sale and manufacture of lead-
acid batteries. The Group sells over 2,000 models of lead-
acid battery products, ranging in capacity from 0.251 Ah to
4,055 Ah. Among the PRC battery manufacturers, the Group
offers one of the broadest lines of lead-acid battery products.

For the year ended 31 December 2014, the Group’s revenue
amounted to RMB4,248.4 million, representing an increase of
16.5% from RMB3,646.9 million in 2013. Lead-acid batteries
are generally classified into three major market categories,
namely reserve power batteries, SLI batteries and motive
power batteries. Details of business operations of the Group
in these three categories are as follows:

Reserve power batteries

Reserve power batteries are the major revenue contributor
of the Group. The Group’s sales of reserve power
batteries during the Period amounted to RMB3,088.9
million, representing an increase of 11.7% from 2013.
Reserve power battery products are further classified
into four major application markets, namely uninterrupted
power supply system (“UPS”), telecommunications, other
consumer products and renewable energy. Sales of UPS
and telecommunications increased as compared to a
slight decrease in other consumer products batteries and
renewable energy batteries. The increase was primarily due
to increased demand from oversea UPS customers, mainly
from India. The Group’s sales in the telecommunication
category increased, mainly due to the substantially increased
overall investments of telecommunication in China customers
in 2014 due to the start of 4G construction in China. The
Group’s sales in other consumer products batteries and
renewable energy batteries slightly decreased during the
Period, primarily due to weak consumer market demand.

EEENWKR D
£ e

AEER—REERADE FTENRFENKRES
ME R HE REE  AREHENNERES
AEE muitAiE2,0001E - D271 F0.251% K £4,055%
B ERZHEEMCET  AEERIREREZ
MR E BRI EMMBE L —-

BE-ZT-NF+-A=1+— EIJJ:ET REE
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AR 64690 & TTIE N16.5% o @&F%ﬁ/ﬂzm

TSRS REAEN EBEMRE B M=
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T
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Management Discussion and Analysis BIEE s Kk 24

SLI batteries

SLI batteries are used mainly in starting up automobiles
and motorcycles. The Group’s sales of SLI batteries during
the Period amounted to RMB835.4 million, representing an
increase of 19.7% from 2013. The increase was primarily
attributable to general increase in demand and the increase
in customer base domestically in China and in overseas.

Motive power batteries

Motive power batteries are mainly used to provide power
for electric vehicles such as forklifts, golf carts and electric
bicycles and other portable devices. During the Period,
the Group recorded sales revenue of RMB135.7 million,
representing a decrease of 8.4%. The decrease in sales was
mainly due to the fierce competition in electric vehicle battery
industry in 2014.

Sales network

The Group distributes its products to more than 100
countries and regions across the world. The Group’s regional
sales centres are located in Beijing, Shenzhen, Zhaoging,
Nanjing, the United States, the European Union, Hong Kong,
Singapore, India, Sri Lanka and Malaysia, together with 39
domestic sales centres across the PRC. Currently, the Group
has over 500 dedicated sales and after-sales employees. The
Group will continue expanding its sales teams and marketing
network to support the sales, distribution, and aftersales
services for the reserve power batteries, SLI batteries and
motive power batteries of the Group.

Leoch International Technology Limited | Annual Report 2014
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Management Discussion and Analysis BB R 2 T

Research and development (“R&D”) of new
products

The Group is a leader in R&D and application of lead-acid
battery technologies in China. The Group’s research and
development team consists of more than 400 researchers
and technicians. To support its R&D efforts, the Group works
closely with international and domestic battery experts and
research institutions to develop new technologies. Currently,
the Group holds 862 patents and there are 80 proprietary
technologies in the process of patent applications.

The Group has grasped and applied most of the lead-acid
battery technologies in the world, including technologies
used in the first generation open-type fluid infusion battery,
the second generation Absorbent Glass Mat battery and
new energy battery, the third generation pure lead battery,
and the fourth generation Stop-Start battery. The Group is
one of a handful of enterprises in the world possessing the
third and the fourth generations of technologies. The Group’s
strong R&D capabilities enable it to produce a broad range of
battery products deploying most of the key lead-acid battery
technologies. Currently, the Group has developed more
than 2,000 different types of battery products employing
various application technologies, making the Group one of
the battery enterprises with the broadest range of lead- acid
batteries.

HEmDTR ([HE])

RSB =P BT 8 MR A S R BT A0 <R
% o AEE IR B B IREBI00BNITAR K
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MAHBRETR AR ENBIN LA ER
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Management Discussion and Analysis BIEE s Kk 24

Production bases

During the Period, the Group operated eight well-built
production bases, including five wholly-owned production
bases in the PRC, a production base in Sri Lanka, and two
joint venture production bases in Malaysia, with a total site
area of approximately 920,000 sg.m.. As at the end of 2014,
the Group’s production capacity has increased to 18.2
million KVAh from 17.9 milion KVAh as at the end of 2013
with an approximately 56% overall utilization rate as at 31
December 2014. The Group is continuing to further expand
its production and manufacturing capacities.

Trend of lead price

Lead is the main raw material of lead-acid batteries and
accounts for a major sales cost for the Group’s battery
production. According to Shanghai Metals Market, an
information service provider of the non-ferrous metal market,
lead prices were generally declining under slight fluctuation
during the year. Domestic average lead price decreased from
RMB14,178 per ton in 2013 to RMB13,825 per ton in 2014,
representing a decrease of approximately 2.5%. To cope
with potential risks of fluctuations in lead price, the Group
adopts a price linkage mechanism, passing raw materials
price fluctuations to customers to hedge relevant risks. The
Group’s centralized procurement of raw materials enables
it to trim down costs of raw materials through favourable
negotiations on bulk purchase contracts.

Leoch International Technology Limited | Annual Report 2014
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Future Prospects

Batteries, one of the necessities in modern society, are
mainly used in UPS at data centres of computer networks,
automobiles, motorcycles, telecommunication base
stations, trains, subway, solar and wind power stations,
substations, electric vehicles, elevators, backup lights
and medical equipment. These equipment industries have
been dominated manufactories of Europe and United
States of America, and accessory batteries have also been
manufactured overseas traditionally. However, the surging
application of these equipment amid the urbanization paces
in the PRC is pushing forward a shift for such equipment to
be manufactured domestically. Hence, the Group believes
that the lead-acid battery market will enjoy continuous
growth as driven by domestic industry upgrading and the
ongoing shift of the high-end industries from overseas.

The Group anticipates that lead-acid batteries will sustain the
growth momentum in three categories, namely reserve power
batteries, SLI batteries and motive power batteries. To grasp
these market opportunities, the Group has formulated the
following strategic plans for the three categories of lead-acid
batteries:

Reserve power batteries

Equipment manufacturers and operators are the Group’s
major customers. Reserve power battery products have four
major application areas, namely UPS, telecommunications,
other consumer products and renewable energy. The Group
also believes that in the long run, reserve power batteries will
sustain growth in these four major application markets. The
Group has exerted all its efforts to expand its market share to
secure its leading position in the domestic market of reserve
power batteries.
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SLI batteries

China has been ranked first in vehicle production and sales
in the world since 2010, with over 20 million vehicles, being
higher than over 10 million in the United States and over 10
million in the European Union. A consensus has therefore
been formed in the market that the momentum of vehicle
production and sales in China will continue from 2015 to
2022, further multiplying the demand for SLI batteries. The
Group has strengthened its investment in SLI batteries,
aiming to become one of the leading suppliers of SLI
batteries for automobiles in China.

Motive power batteries

The demand for motive power batteries has been propelled
by the extensive promotion and application of the batteries in
electric transportations such as electric bicycles, low-speed
battery vehicles and forklifts. The Group will maintain its
competitiveness in the sector of low-speed electric vehicles
and forklifts which will withess more extensive application as
driven by industrial automation.

Financial Review

For the year ended 31 December 2014, the Group’s revenue
amounted to RMB4,248.4 million, representing an increase of
16.5% compared to the year ended 31 December 2013. The
profit attributable to the owners of the Company amounted
to RMB81.8 million as compared to loss attributable to the
owners of the Company of RMB129.3 million for 2013. Basic
earnings per share for the year ended 31 December 2014
was RMBO0.06.
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Revenue

The Group’s revenue increased by 16.5% from RMB3,646.9
million for the year ended 31 December 2013 to
RMB4,248.4 million for the year ended 31 December 2014.

The revenue of reserve power batteries increased by 11.7%
from RMB2,765.0 million for the year ended 31 December
2013 to RMB3,088.9 million for the year ended 31
December 2014, which was principally due to the increased
investment of 4G telecommunication equipments. The
revenue of SLI batteries increased by 19.7% from RMB698.0
million for the year ended 31 December 2013 to RMB835.4
million for the year ended 31 December 2014, which was
primarily attributable to general increase in demand and
the increase in the customer base of automobiles and
motorcycles batteries. The revenue of motive power batteries
decreased by 8.4% from RMB148.0 million for the year
ended 31 December 2013 to RMB135.7 million for the year
ended 31 December 2014, which was mainly due to the
fierce competition in electric vehicle battery industry in 2014.

Wy

AEENPRRHBEE T =+ _HA=1+—H
JJ:iFtTEI’J/\EI@?SM69EF%7_E B IN16.5%Z= &

—E-NET A=t —BHILEFENARE
4,248.4§1¥JE°

HERELNNEREE T —=F T+ _A=1—
Eﬁif‘aﬁ/\ﬁﬁﬁ(z?%oﬁ%ﬁtﬂﬂ?%;ﬁ@z
—E-NEF+ A=+ —HILEFENARE
3088953%73 FEHMAGEERENIRE L
MmeEyEMNNEHBEE_T—=F+_H
= t+—HIEFEMAREGS.0H ETIEN19.7%
FHE-TNFT_A=T—RHLFEHNAR
K835 4B BT TERANEEI R EARAER
FEFEE BB T R P EMIEA - B) HE AR
REBEEZE-T—=F+_A=1T—HALFEHNAR
K148 0B ETTRABANEEHE—_T—NF+ A
= t—HIEFEMARK1B7EE T EEHR
CE-NFEHEEMEER AR

Details of the Group’s revenue for the years ended 31 UWTAAEEREE—_E—NFR_T—=F
December 2014 and 2013 by category of batteries are set T A=+ —HILFEREMER SIS A
out below: A
2014 2013
—E-mEF —E-=F
Percentage
increase/
Revenue Share (decrease) Revenue Share
BE/
Product category EmER W& Fri ()= e ik
RMB’000 percentage RMB’'000 percentage
ARET T BAL ARETR B
Reserve power batteries HRED 3,088,905 72.7% 11.7% 2,764,990 75.8%
SLI batteries REE 835,356 19.7% 19.7% 697,975 19.1%
Motive power batteries BNEL 135,675 3.2% (8.4%) 148,037 41%
Other Hity 188,415 4.4% 425.2% 35,872 1.0%
Total AET 4,248,351 100% 16.5% 3,646,874 100%

BErEBRMERAA | —F-HNEFR

17



18

Management Discussion and Analysis BIEEz Kk 24

Geographically, the Group’s customers are principally located
in the PRC, the United States of America, the European
Union and other Asian countries/areas. The Group recorded
different degree of growth in its sales in the PRC, the
United States of America, European Union and other Asian
Countries/areas while there was minor reduction in sales in
other secondary market.

The Group’s sales revenue in the PRC increased by 14.5%
from RMB1,707.6 million for the year ended 31 December
2013 to RMB1,954.4 million for the year ended 31 December
2014, representing 46.0% of the Group’s total revenue (for
the year ended 31 December 2013: 46.8%). The increase
was mainly due to the growth in sales of telecommunication
batteries as a result of the initial investment in 4G base
stations network by telecommunication companies in the
PRC.

The Group’s sales revenue in the United States of America
and European Union increased by 29.9% and 24.6% from
RMB514.8 million and RMB612.3 million for the year ended
31 December 2013 to RMB668.6 milion and RMB763.2
million for the year ended 31 December 2014, respectively,
which was mainly due to the increase of UPS and SLI
batteries from overseas customers due to the Group’s
increased marketing efforts in developing the United States
of America and European Union market. The Group’s sales
revenue in other Asian countries/areas increased by 10.8%
from RMB549.5 million for the year ended 31 December
2013 to RMB608.9 million for the year ended 31 December
2014. The increase was principally due to the stepping up
of effort in building up the sales teams of southeast Asia
and India and the sales effort in the region. The Group’s
sales revenue from battery products in other countries
decreased by 3.6% from RMB262.6 million for the year
ended 31 December 2013 to RMB253.3 million for the year
ended 31 December 2014 which was mainly due to lower
sales from Africa and South America customers, with the
traditional suppliers in such areas being European battery
manufacturers. The decrease was attributable to the keen
competition in the region.
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The following revenue information is based on the locatonof A TNAEBHZE-_ZT—NFE_FT—=F+ = A
the customers for the years ended 31 December 2014 and =+—H JJ:EET EFEFIEHIRE S K=&
2013: e
2014 2013
“E-lmF —E-Z=F
Percentage
increase/
Revenue Share (decrease) Revenue Share
B/
§: Fiit (The) % g Ptk
RMB’000 percentage RMB’000 percentage
ARETT Aol ARETT BNt
PRC H 1,954,397 46.0% 14.5% 1,707,625 46.8%
United States of America E35 668,594 15.7% 29.9% 514,799 14.1%
European Union g 763,170 18.0% 24.6% 612,295 16.8%
Other Asian countries/areas HibBNER 1 608,936 14.3% 10.8% 549,532 15.1%
Other countries HiBR 253,254 6.0% (3.6%) 262,623 7.2%
Total Bt 4,248,351 100% 16.5% 3,646,874 100%
Cost of Sales HER K

The Group’s cost of sales increased by 15.3% from
RMB3,063.7 million for the year ended 31 December 2013
to RMBS3,531.7 million for the year ended 31 December
2014. The increase was in line with the increase in sales
for the Period with the increased utilization of the Group’s
production capacity during the Period.

Gross Profit

The Group’s gross profit increased by 22.9% from
RMB583.2 million for the year ended 31 December 2013 to
RMB716.7 million for the year ended 31 December 2014,
mainly due to the increase in revenue resulting in economies
of scale during the Period. The overall gross profit margin
increased from 16.0% for the year ended 31 December 2013
to 16.9% for the year ended 31 December 2014.

ARENHENARBE_T—=F1+_A
=T -BLEFEMNARBI0637TEETT BN
BINEHE_T—HUF+A=1T—RILFE
M AR ES531.78 BT o 7% 45 )N £ B 1 5 65 12 N
— 8 B AR ERLIRIE R EE RN A R

EF
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Other Income and Gains

Other income and gains decreased by 25.9% from
RMB102.1 million for the year ended 31 December 2013
to RMB75.6 million for the year ended 31 December 2014,
mainly due to the decreased bank interest income and fair
value gains of foreign exchange contracts during the Period.

Selling and Distribution Expenses

The Group’s selling and distribution costs increased by
20.0% from RMB168.6 million for the year ended 31
December 2013 to RMB202.3 million for the year ended 31
December 2014, which is in line with the growth in revenue,
primarily due to the expansion in sales network as the Group
further penetrates into the SLI battery sector.

Administrative Expenses

The Group’s administrative expenses decreased by 8.5%
from RMB240.5 million for the year ended 31 December
2013 to RMB220.1 million for the year ended 31 December
2014, mainly due to the better control on administrative
spending.

R&D expenses

The R&D expenditure of the Group increased by 23.5% from
RMB125.0 million for the year ended 31 December 2013 to
RMB154.4 million for the year ended 31 December 2014.
The increase in expenditure was mainly used for performance
enhancement of existing products and development of new
products, enhancement of product competitiveness and
increased commitment in manufacturing process automation
research and development.
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Other Expenses

The Group’s other expenses increased by 794.6% from
RMB5.6 million for the year ended 31December 2013 to
RMB50.1 million for the year ended 31 December 2014,
which was mainly due to the fair value losses on warrants
issued for RMB12.3 million, and fair value loss on foreign
exchange forward contracts for RMB32.9 million.

U

On 7 May 2014, the Company issued 46,000,000
warrants with a net consideration of approximately
RMB277,000 to certain independent third parties to
subscribe for the Company’s ordinary shares of HK$0.1
each. The subscription rights attaching to 50% of these
warrants may be exercised at any time during a period
of 12 months commencing from 8 May 2014 with an
exercise price of HK$1.2 per share. The subscription
rights attaching to the remaining 50% of these warrants
may be exercised at any time during a period of
18 months commencing from 8 May 2014 with an
exercise price of HK$1.6 per share. These warrants are
accounted for as financial liabilities and measured at fair
value through profit or loss.

In the current year, the subscription rights attaching to
13,000,000 warrants were exercised at the exercise
price of HK$1.2 per share. Upon the exercise of
these warrants, a fair value loss of RMB7.3 million
was recognised and charged to profit or loss in the
Period. The fair value loss was mainly resulted from
the increase in share price from HK$1.14 when the
warrants were issued, to HK$1.83-1.86 when the
warrants were exercised.
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As at 30 June 2014 and 31 December 2014, the
Company had 46,000,000 and 33,000,000 warrants
outstanding, respectively. Fair value losses amounting
to RMB13.8 million and RMB5.0 million were
recognised and charged profit or loss for six months
ended 30 June 2014 and the Period, respectively,
which were mainly resulted from the increase in share
price from HK$1.14 upon issuance of the warrants
to HK$1.54 at 30 June 2014 and to HK$1.40 at 31
December 2014, respectively.

The fair value of the warrants was estimated as at the
date of exercise and at the end of the reporting period,
using the Black-Scholes option pricing model, taking
into account the terms and conditions upon which the
warrants were granted. The following table lists the

RZE—UFAA=+tBER-_ZE—NF+—

33,000,000 sRARAERE M AT T - ARKE13.8
BELMARBSOEE LN ANEEBEEIE
ENRREEZET—MFA=+THLEN
EA KRN ERRER LR  BEIEE
RN TRIREERARER1.148 T 53E
ME-—Z—NFEXA=+HMI S4BT
T-NFF+—A=+—HBM1.408T°

RILREZ R D EBETIRITE R RN R
HHRATA D e —EF AT i E BRAUE
flat » WALE BRI R R e IR e 15
o TRETIFTERABEA NI ARE

inputs to the model used:

Valuation date

HERH

30 June 30 June 10 July 17July 31 December 31 December
2014 2014 2014 2014 2014 2014
—g-mE  -g-mE  -¥-mE  -¥-mE S¥-NE SF-RF
~A=1+H ~A=1H tA+H tAt+tB +ZA=+-B +t=ZA=+-H

Underlying price BHEER
(HKS per share) (BRRET) 1.54 154 1.83 1.86 1.40 1.40

Exercise price 168

(HKS per share) (BRRET) 1.20 1,60 1.2 12 1.20 1.60
Expiry date/exercise date H|ER /17HER 6 May 6 November 10 July 17 July 6 May 6 Novermber
2015 2015 2014 2014 2015 2015
Z2-hF ik —T-PmE —T-NE ik —T-0%
TARA +—A~AE tA+A tA+tH TARA +—AXH
Expected dividend yield (%) TEHBAR 2% (%) - - - - - -
Expected volatility (%) TR E R 1B (%) 50.19 49.15 51.48 52.16 37.06 51.24
Risk-free interest rate (%) ERRTS (%) 0.11 0.21 0.1 0.10 0.03 0.13
Number of shares B #E 23,000,000 23,000,000 11,500,000 1,500,000 10,000,000 23,000,000
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(i)  The Group has transactional currency exposures.
These exposures arise from sales or purchases by
operating units in currencies other than the Group’s
functional currency, i.e., RMB. Approximately 54%
(2013: 52%) of the Group'‘s sales were denominated in
US$, whilst approximately 80% (2013: 71%) of costs
were denominated in RMB. The Group has been using
forward currency products to eliminate the foreign
currency exposures arising from sales denominated in
US$. The significant loss from the contracts of forward
currency products for the Period was mainly due
to the significant depreciation of RMB vs USD from
approximately 6.05 to 6.21 during the Period.

Finance Costs

The Group’s finance costs increased by 9.8% from RMB98.8
million for the year ended 31 December 2013 to RMB108.5
million for the year ended 31 December 2014, mainly due
to the rise in financing cost as well as increase in total
borrowings during the Period.

Profit/(Loss) before Tax

As a result of the foregoing factors, the Group recorded
profit before tax of RMB111.9 milion for the year ended
31 December 2014 as compared to loss before tax of
RMB120.9 million for the year ended 31 December 2013.
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Income Tax Expense

Income tax expense increased by 258.2% from RMB8.4
million for the year ended 31 December 2013 to RMB30.1
million for the year ended 31 December 2014, mainly due to
the increase in profit which was subject to tax of the Group
during the Period.

Reversal/(provision for) impairment losses
due to suspension of Zhaoging Leoch

The Company’s wholly-owned subsidiary, Zhaoging Leoch,
had suspended its production operations in accordance
with the request of the local environmental protection bureau
to conduct self-examination and enhancement of their
production plants from July 2012 to October 2013. Although
Zhaoqing Leoch resumed operation in November 2013,
considering the effect of this suspension with a period of over
one year, the management performed impairment tests on
property, plant and equipment, prepaid land lease payments
and inventories of Zhaoqging Leoch as of 31 December 2013,
and recognised impairment losses of RMB168.0 million in
2018.

As at 31 December 2014, management reassessed the
status of the property, plant and equipment and prepaid
land lease payments. Management was of the view that the
economic performance of the property, plant and equipment
and prepaid land lease payments in Zhaoging Leoch was,
and would be, better than expected as a result of the
industry boom. According to the impairment tests on these
non-current assets as at 31 December 2014, an impairment
loss of RMB58.8 million previously recognised in 2013 was
reversed in 2014.
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Profit/(Loss) for the Year

As a result of the foregoing factors, the Group recorded
profit attributable to the owners of the Company of RMB81.8
million for the year ended 31 December 2014 as compared
to loss attributable to the owners of the Company of
RMB129.3 million for the year ended 31 December 2013.

Net Current Assets

As at 31 December 2014, the Group had net current assets
of RMB228.3 million (31 December 2013: RMB96.3 million).
The Group’s current assets mainly consist of inventories,
trade and bills receivables, cash and bank balances,
prepayments, deposits and other receivables. The Group’s
current liabilities mainly consist of trade and bills payables,
other payables and accruals, and interest-bearing bank
borrowings.

Inventories

Inventories constituted one of the principal components of
the Group’s current assets. As at 31 December 2014, the
Group had inventories of RMB796.1 million (31 December
2013: RMB722.3 million). The increase in inventories was
primarily due to the resumption and increased utilization of
the Group’s production capacity.
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Trade and Other Receivables

@)
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Trade and bills receivables

The Group’s trade and bills receivables primarily related
to receivables for goods sold to its customers. As at
31 December 2014, the Group had trade and bills
receivables of RMB1,317.6 million (31 December 2013:
RMB1,092.5 million). The increase in trade and bills
receivables was in line with the increase in revenue
during the Period.

Prepayments, deposits and other receivables

The Group’s prepayments and deposits mostly related
to the purchase of raw materials. As at 31 December
2014, the Group had prepayments, deposits and
other receivables of RMB66.4 million (31 December
2013: RMB59.1 million). The increase in prepayments,
deposits and other receivables as compared to 2013
was in line with the increase in sales and production
during the Period.

Trade and Bills Payables

The Group’s trade and bills payables primarily relate to its
purchase of raw materials for production. As at 31 December
2014, the Group had trade and bills payables of RMB1,209.4
million (31 December 2013: RMB1,067.7 million). The
increase in trade and bills payables was mainly because of
the Group’s increased procurement for increased turnover.

Leoch International Technology Limited | Annual Report 2014
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Other Payables and Accruals

The Group’s other payables and accruals primarily consisted
of payments for its expenditures related to construction
and renovation of its production facilities, payments in
connection with transportation charges, advance payments
from customers for shipments and accruals for payroll and
benefits for its employees. As at 31 December 2014, the
Group had other payables and accruals of RMB360.2 million
as compared to RMB369.7 million as at 31 December
20183. The slight decrease was mainly due to the decreased
payables for purchasing machinery, which was partially
offset by the increase in provision for social insurance of the
Group’s employees.

Capital Expenditures

During the year ended 31 December 2014, the Group
invested RMB94.9 million (31 December 2013: RMB347.7
million) in property, plant and equipment for its new
production facilities.

Liquidity and Financial Resources

As at 31 December 2014, the Group’s net current assets
amounted to RMB228.3 million (31 December 2013:
RMB96.3 million), among which cash and bank deposits
amounted to RMB761.4 million (31 December 2013:
RMB822.4 million). As at 31 December 2014, the Group
had bank borrowings of RMB1,201.7 million (31 December
2013: RMB1,222.5 million), all of which were interest-bearing.
Except for borrowings of RMB62.2 million (31 December
2013: RMB39.4 million) which had a maturity over one year,
all of the Group’s bank borrowings were repayable within
one year. The Group’s borrowings were denominated in
RMB, U.S. dollars, HK dollars and Singapore dollars, and
the effective interest rates of which as of 31 December 2014
ranged from 1.95% to 7.80% (31 December 2013: 0.95% to
7.80%).
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A portion of the Group’s bank borrowings was secured by
pledges over certain assets of the Group including property,
plant and equipment, leasehold lands, deposits and trade
and bills receivables. As at 31 December 2014, the Group’s
gearing ratio was 22.8% (31 December 2013: 24.4%), which
was calculated by dividing total borrowings by total assets as
at the end of each respective period, multiplied by 100%.

Contingent Liabilities

The Group did not have any significant contingent liabilities as
at 31 December 2014 (31 December 2013: nil).

Foreign Exchange Risk

The Group operated primarily in the PRC. For the Group’s
companies in the PRC, their principal activities were
transacted in RMB. For other companies outside of the
PRC, their principal activities were transacted in U.S.
dollars. However, as a result of the Group’s revenue being
denominated in RMB, the conversion into foreign currencies
in connection with payments is subject to PRC regulatory
restrictions on currency conversion. The value of the RMB
against the U.S. dollar and other currencies may fluctuate
and is affected by, among other things, change in PRC’s
political and economic conditions. The Group’s product
sales adopted a price mechanism by which the currency
fluctuation is basically transferred to the customers, but
the Group’s foreign currency trade receivables may still be
exposed to risk in the credit period. The Group commenced
using forward currency contracts since the year 2012 to
eliminate the foreign currency exposures arising from sales
denominated in U.S. dollar with a total amount of US$100
million (2013: US$65 million). The forward currency contracts
must be in the same currency as the hedged item, i.e. U.S.
dollar.
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Material Acquisition and Disposal

There was no material acquisition and disposal of
subsidiaries or associated companies by the Group during
the Period.

Employees

As at 31 December 2014, the Group had 10,408
employees. Employee benefit expenses (including directors’
remuneration), which comprised wages and salaries,
performance-related bonuses, equity-settled share option
expenses and retirement benefit scheme contributions,
totalled RMB543.1 million for the year ended 31 December
2014 (the year ended 31 December 2013: RMB465.0
million).

The Group has a share option scheme for selected
participants as incentive and reward for their contribution to
the Group. A mandatory provident fund scheme and local
retirement benefit schemes are also in effect. The Group
encourages employees to receive continuing education
and training to strengthen their work skills and for personal
development. The Group also provides workshops for
staff at different levels to enhance their knowledge of work
safety and to build up team spirit. Staff are rewarded based
on performance of the Group as well as on individual
performance and contribution.
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Directors and Senior Management
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Directors
Executive Directors

Dong Li (%), aged 48, is an executive Director,
chairman and founder. He has been appointed as our
Director since April 27, 2010, the date of the incorporation
of our Company. He is also a director of various subsidiaries
of the Group and the chairman of the nomination committee
and one of the authorised representatives of the Company.
Mr. Dong graduated from Northwest Textile University
of Science and Technology, the predecessor of Xi'an
Polytechnic University, in 1988 with a bachelor’'s degree
in engineering and Xi'an International Studies College, the
predecessor of Xi’an International Studies University, in 1990
with a bachelor of arts degree. Mr. Dong has over 10 years
of experience in the battery industry. He led our development
and application for over 20 patent rights relating to
batteries. Contributing to his business experience and social
participation, he received various recognitions and honours
in th