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% Sunny Optical Technology (Group) Company Limited  %# =

Corporate Profile

Sunny Optical Technology (Group) Company Limited (the “Company”), and
together with its subsidiaries, (the “Group”) (Stock Code: 2382) is a leading
integrated optical components and products manufacturer in the People’s
Republic of China (“PRC” or “China”). The Group is principally engaged in
the design, research, development, manufacturing of optical and optical-

related products, which include three main categories, namely:

—  optical components (such as glass/plastic lenses, plates, prisms and

various lens sets);

—  optoelectronic products (such as mobile phone camera modules and

other optoelectronic modules); and

— optical instruments (such as microscopes, surveying instruments and

other analytical instruments).

The Group has established long-standing relationship with world renowned
consumer electronic product brands such as Samsung, Panasonic, Konica
Minolta, Lenovo, Olympus and Carl Zeiss. Its products are currently sold to

customers in over 40 countries and regions.

With its strong design capabilities, manufacturing know-how and efficient
vertically-integrated business model, the Group is one of the few companies
in the PRC that is capable of effectively integrating optical, mechanical
and electronic technologies with a large scale production. The Group’s
mission is to become the leading integrated optical products manufacturer
in the world. The Group's optical components business was recognised
by renowned companies, such as Olympus, Samsung, Konica-Minolta,
etc. It has obtained Green Partner Certification from Sony. Moreover,
the Group's optoelectronic products business was accredited by Lenovo
Mobile Communication Technology Ltd., Han Wang Technology Co.,
Ltd., Skyworth's Mobile Communication Co., Ltd., and Ningbo Sanxing
Communication Equipment Co., Ltd. as outstanding supplier or strategic

partner.
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Four-year Financial Summary

(in Renminbi (“RMB ") millions, except per share amounts)
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Year ended 31 December

BE+-A=+—-BLEE

2007 2006 2005 2004
—EELEHF —EER —EERF ZEETNF
Consolidated
gRE
Operating Results & & ¥ 4&
Revenue & W A 1,381.9 900.7 588.3 307.9
Gross profits & F 376.6 247.8 180.4 113.0
Finance costs gt & Ak 24~ (3.8) (2.9) 4.7) 0.1)
Profit before taxation & % Al )& 7 236.3 166.0 123.2 88.1
Income tax charge BT 15 i X2 (10.4) — (14.6) (30.3)
Profit for the year & R & 7 225.9 166.0 108.6 57.8
Attributable to: 558 :
— Equity holders of the Company — AR QR A& #F A A 225.4 117.2 82.4 441
— Minority interests — 4> S % 3 ## z5 0.5 48.8 26.2 13.7
225.9 166.0 108.6 57.8
Earnings per share (in RMB) E R B R (A R #) 0.25 0.20 0.15 0.08
Assets and Liabilities EE R & &
Non-current assets 3E i ) & & 441.0 312.7 226.8 190.7
Current assets i 8) & &= 1,127.6 472.7 461.2 204.5
Total assets & = & E 1,568.6 785.4 688.0 395.2
Bank borrowings R 1T £ & — — 104.1 22.0
Other liabilities H th & & 273.6 430.5 252.3 162.2
Total liabilities & 54 58 273.6 430.5 356.4 184.2
Net assets & E F & 1,295.0 354.9 331.6 211.0
Equity holders’ fund f& 4B A E & 1,288.8 354.9 190.5 158.1
Minority interests > £ % 5 # 25 6.2 — 1411 52.9
Total equity & # # 58 1,295.0 354,9 331.6 211.0
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Four-year Financial Summary V0 AR BA 55 ik 32

(in Renminbi (“RMB”) millions, except per share amounts) (NEEBE T  BRZEERIN)

Year ended 31 December
BE+-BA=+—BLEE
2007 2006 2005 2004

—EZtF ZEERXR —ETRF —EETNF

Consolidated

RE

Key Financial Ratio £ & §f #% tk &

Gross profit margin % Fl & (%) 27.3 27.5 30.7 36.7
Net profit margin 4 Fl| & (%) 16.3 18.4 18.5 18.8
Gearing ratio & 1& tt & (%) — — 15.1 5.6
Current ratio i @ kb & (times &) 4.1 1.1 1.6 1.1
Quick ratio #R & kb = (times &) 3.6 0.8 1.4 0.9
Return of equity JB A [ g R

Profit Attributable
Revenue to Equity Holders Earnings Per Share

IR N JBe W 7 AN B A i A B e £ A)

[l Optical components  [Jl] Optoelectronic products [l Opitcal instruments
BB AEBER KEMER

(RMB million)
(ARWEAT) (RM8 million) (®MB)
1,500 7 (AR#EETT) (ARH)
250 7 2254
1,200 —
200 7
900
150 7
17.2

600 —
100 7 824

300 —

0

The results of the Group for the three years ended 31 December 2006 and AKEBE_TEZXF+_A=1+—HIE=F
its assets and liabilities were extracted from the Company’s Prospectus dated EMELZEULREEREBEHEBALA QR HEA
4 June 2007, which also set out the details of the basis of preparation of Z—ZZTLFXANBEBHNERER  EREEZT
the combined financial statements. The results of the Group for the year EHERE AU BREAMELE - REEHE =
ended 31 December 2007 and its assets and liabilities as at 31 December ZTZ+LF+_A=+T—HILEFEMNEEULZ
2006 and 2007 are set out on pages 67 to 68 in this Annual Report and the ZZAFR-_ZT+F+_A=-+—HWEE
basis of preparation are described in Note 3 of the Consolidated Financial KM EBESH R AFREC7TE6SH -« M4 B E%E
Statement. AlE N e KRS -
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Chairman’s Statement &R R

The Group continued to maintain
strong growth momentum in the year
under review, driven by widening
applications of optical products and
instruments, increasing product
competitiveness and continued support
from globally renowned customers.
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Chairman FE
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% Sunny Optical Technology (Group) Company Limited

Chairman’s Statement

Dear Shareholders,

The Group is pleased to present the first set of annual results to
shareholders after its successful listing (the “Listing”) on the Main Board of
the Stock Exchange of Hong Kong Limited (the “Stock Exchange”) on 15
June 2007.

Business Review

The Group continued to maintain strong growth momentum in the year
under review, driven by widening applications of optical products and
instruments, increasing product competitiveness and continued support
from globally renowned customers. For the year ended 31 December 2007,
revenue of the Group amounted to RMB1,381.9 million, representing
an increase of 53.4% over the previous year. Gross profit margin was
maintained at a stable level of 27.3%, as compared to 27.5% in the
previous year. Profit attributable to equity holders rose 92.3% year-on-year
to RMB225.4 million. The Group is in a solid financial position. As of 31
December 2007, it had a net cash of approximately RMB543.7 million with

no external debt.

In view of the impressive business performance, the Board of Directors (the
“Board”) proposed payment of a final dividend of RMB0.021 (equivalent
approximately to HK$0.022) per share.

Operational Performance

Year 2007 was a remarkable year, during which the Group achieved several
major milestones on operational and technical development levels. Gross
proceeds amounted to HK$764.0 million from the Listing enabled us to
expand production capacity, enhance research and development, retain
a team of dedicated talent and strengthen our capital base for further
development. It also brought us to a higher level of corporate governance

and internal management that comply with international standards.

On operational front, the Group increased its competitiveness by enhancing
its supply chain management during the year under review. It optimised
production efficiency and shortened production cycle to facilitate timely
delivery under a tight schedule. The Group utilised its vertically integrated
design and production capabilities to deliver advanced, high quality and
cost competitive products. It had successfully applied the chip-on-board
("COB") technology to manufacture smaller-sized handset camera modules
with better image quality at lower costs. These products enabled the Group
to stand on an elevated business platform to explore business opportunities

with global cellphone manufacturers.
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The Group also made further inroads in expanding its customer base
in the PRC. It has become the first tier supplier to some major China
brand cellphone players, such as Huawei, ZTE and Lenovo. Fuelled by
rapid economic growth, rising penetration of camera mobile phones with
innovative functions, we are confident of the development of the global
mobile phones market. With the third-generation mobile communication
technology’s (“3G") era approaching, our optoelectronic business and
optical business are well positioned to benefit under this favourable

backdrop.

The widening applications of optical and optoelectronic products offer
immense opportunities to the Group. We seized opportunities arising
from the growing demand for automobile optical systems with a range of
products designed for automobile use. In addition, the rising living standard
in PRC has boosted the demand for closed circuit television (“CCTV"),
thereby increasing the demand for optoelectronic products. The Group
launched a number of optical systems for automobiles, such as front-view
lenses and rear-view lenses. Samples of these products were also offered to

several internationally renowned companies.

Awards and Accolades
Attesting to our high quality products, strong product R&D capabilities and
superior customer services are a number of recognition awarded by some

of our major clients. The following awards were given to the optoelectronic

business:

o “2007 Best Supplier to Lenovo Mobile Communication Technology
Ltd”

o “2007 Best Strategic Partner of Han Wang Technology Co., Ltd.”

o “2007 Outstanding Supplier to Skyworth’s Mobile Communication
Co., Ltd.”

o “2007 Outstanding Supplier to Ningbo Sanxing Communication

Equipment Co., Ltd.”
° "2007 Outstanding Supplier to Beijing Tianyu Communication
Equipment Co., Ltd.”

The optical component business also achieved remarkable performance,

marked by the following awards:

° “Green Partner Certification” by Sony Corporation
o “2007 Outstanding Social Responsibility Award” by China Association

of Enterprisewith Foreign Investment

Annual Report 2007 &
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% Sunny Optical Technology (Group) Company Limited

Chairman’s Statement

Outlook

Going forward, the Group expects the overall market conditions faced by
the Group to remain challenging. Optical components and optoelectronic
products will continue to be the primary business focus of the Group in
2008. The Group will continue to expand its customer base, broaden its
product portfolio, strengthen its technologically advanced manufacturing
facilities, maintain product and service quality levels and offer flexible
and reliable delivery of products at competitive prices. The Group will
also further strengthen its supply chain management to control costs and

enhance efficiencies.

The Group's strategy is to be a key supplier of optical and optical-
related products to renowned brands, also called Mengpeijiao strategy,
and to capitalise on opportunities that arise from the rapid growth of the

optoelectronic industry in the PRC.

Appreciation
The many accomplishments in the year of 2007 attributed to the joint

efforts of our employees. | would like to express my gratitude to the
commitment, hard working and outstanding performance of our employees,
and the continued support of our shareholders, customers and suppliers.
We are committed to bringing fruitful returns to shareholders by delivering

sustainable business growth.

Wang Wenjian

Chairman

Hong Kong, 6 April 2008
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Vertically Integrated
Business Model

EHESFRHERNX

The Group is a leading integrated optical components and products
manufacturer in the PRC, and is principally engaged in the design,

research, development, manufacturing of optical and optical-related
products.
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% Sunny Optical Technology (Group) Company Limited

Management Discussion and Analysis

Business Overview

The Group is a leading integrated optical component and product
manufacturer in terms of revenue and profitability in the PRC. The Group
possesses strong design capabilities and an efficient production base to
offer a comprehensive range of optical and optical-related products through
its ability to integrate optical, mechanical and electronic technologies by
utilising its expertise in vertically integrating its principal business segments
of manufacturing optical components, optoelectronic products and optical

instruments.

For the year ended 31 December 2007, the Group has recorded strong
growth in sales mainly due to the strong demand for various types of optical
components and optical-related products in the prevalent trend of image

digitisation.

Financial Review
Revenue

For the year ended 31 December 2007, the Group’s revenue increased
by approximately 53.4% from approximately RMB900.7 million in the
year of 2006 to approximately RMB1,381.9 million. Revenue from optical
components reached approximately RMB515.2 million, representing a
considerable growth of approximately 66.6% as compared with the year
of 2006. Revenue from optoelectronic products surged by 57.7% from
approximately RMB468.0 million for the year ended 31 December 2006 to
approximately RMB738.2 million during the year of 2007. Revenue from
optical instruments increased by 4.1% from approximately RMB123.4
million for the year of 2006 to approximately RMB128.5 million. The strong
increase was mainly due to the increase in revenue from optoelectronic
products by approximately RMB270.2 million and from optical components
by approximately RMB205.9 million, as a result of the rising demand for
mobile phones with camera function as well as demand for other end-

products with optical-related application.

FRF BRI (&

®)BRRA
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468,000,000 T & 4157 7% E T ZELFHA
[R#738,200,0007 ° KB EBNIHER AR
T T XF 4 AR B123,400,000 T £ F41%E
#) AR #128,500,0007T - EREDHEFERHR
BR#IEFREEREMEE X EHE L
MERERBRITELM  EAEERBEER
A T4 A R # 270,200,000 7T JA K2 ¢ B2 4§
B U AL N4 A K% 205,900,000 7T ©



Main Categories of Products Namely:
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® ~optical components
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) optoelectronic products
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FRF BRI (&

®)BRRA

Management Discussion and Analysis % ¥ & &) & M 77 BT

Costs of sales

For the year ended 31 December 2007, the costs of sales of the Group
amounted to approximately RMB1,005.3 million. The costs of parts and
components, direct labour and overhead represented approximately 74.5%,
12.9% and 12.6% of the total costs of sales respectively. For the year ended
31 December 2006, the total costs of sales amounted to approximately
RMB652.9 million. The costs of parts and components, direct labour and
overhead represented approximately 71.7%, 11.1% and 17.2% of the total

costs of sales respectively.

Gross profit and margin

Gross profit increased by approximately 52.0% from around RMB247.8
million for the year ended 31 December 2006 to approximately RMB376.6
million for the year of 2007. With the benefit of economy of scale, effective
cost control and decrease in the price of certain main raw materials, such as
complementary MOS (CMQOS) sensors, the Group was able to alleviate the
pressure from decreasing gross profit margin of the existing products. As a
result, the Group’s gross profit margin was maintained at a stable level at

approximately 27.3% in 2007, as compared to 27.5% in the previous year.

Other income

Other income increased significantly by approximately 822.0% from
approximately RMB5.0 million for the year ended 31 December 2006 to
approximately RMB46.1 million in 2007. The increase was mainly due to the

interest income from share application and subsidy income.

Selling and distribution expenses

Selling and distribution expenses, which represented approximately 2.4% to
the Group’s revenue, increased by approximately 72.3% from approximately
RMB19.1 million for the year ended 31 December 2006 to approximately
RMB32.9 million for the year of 2007. The significant increase was primarily
due to the increase in the costs for selling, marketing, and distribution
personnel, and the increase in transportation fees and other expenses
arising from the growth in sales activities from the optical component and
optoelectronic products segments at 66.6% and 57.7% growth in sales

respectively.

$HE A&
HE_ZT+F+_AZ+—ALEE A&
B 1) 35 & pk AN 89 & A R % 1,005,300,0007C © &
HHRA BEESIRANMEEZRS LR
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717% ~ 11.1% % 17.2% °

EFMRERNE
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Research and development expenditure

Research and development expenditures, represented 2.1% to the Group’s
revenue, increased from approximately RMB12.3 million for the year
ended 31 December 2006 to approximately RMB28.5 million for the year
of 2007. Such increase mainly represented the increase in salary expenses
of the research and development team and the number of research
and development projects in respect of the Group’s optical component,
optoelectronic products and optical instrument businesses. Aspheric glass
lens project named Glass Mould Press (“GMP") under optical components
segment, COB technology and CCTV modules project under optoelectronic
products segment and gas chromatographs under optical instruments
segment are the major research and development projects for the Group

during the year.

Administrative expenses

Administrative expenses, which represented approximately 8.8% to the
Group's revenue, increased by approximately 117.4% from approximately
RMB55.7 million for the year ended 31 December 2006 to approximately
RMB121.1 million for the year of 2007. Such increase was mainly
attributable to the non-recurring Global Offering expenses of RMB16.6

million.

Administrative expenses also included the increase in staff and
administrative costs. Moreover, given the increased headcounts, the related

welfare costs increased accordingly.

Income tax charge

Income tax increased from zero for the year ended 31 December 2006 to
approximately RMB10.4 million for the year of 2007 due to the lapse of tax
exemption periods of first 2 years that some of the Company’s subsidiaries
in the PRC had enjoyed under the applicable laws of the PRC as sino-foreign

joint ventures and foreign owned enterprises.
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Strong R&D Capabilities
 REEE

™

BT T e

With,its strong research and development capabilities, manufacturing know-
how_and efficient vertically-integrated production processes, the Group is one of
thefew. companies in the PRC that is capable of effectively integrating optical,
mechanical and electronic technologies with a large scale production.

BANARFAEREL MEEXNABEREENBRENNEERS
EHRE fREAATEIBEERESKE - BB REFRMUERE
BB



PRC enterprise income tax for the Group under relevant laws is calculated
based on applicable tax rates and profits before tax of the relevant
subsidiaries of the Group and according to the tax benefits awarded by the
PRC government. The effective tax rate for the Group for the year ended 31

December 2007 is approximately 4.4%.

Tax rates attributable to the Group's subsidiaries of China are shown as

follows:

Annual Report 2007 4

KBREBEE  ASENPECEMBR IR
BAREEZBEENE Q@A ﬁH%RT,jRHum
FARFEBNG TORBERFE - BHEZ
%%tEJr:HEJr*EIJJ:@JE'ZK%@E’UE
BB EL B44% °

TRETAEETHMBRRNERRE

2006 2007 2008 2009
—EERE ZETEHE —ZZENF ZZTAF
Zhejiang Sunny Optics Co., Ltd.. T Z FHEFR A 7 - 13.2% 12.5% 12.5%
Ningbo Sunny Instruments Co., Ltd. Z ) 7 FER AR A 8 - 13.2% 12.5% 12.5%
Sunny Optics (Zhongshan) Co., Ltd. Z#F 2 (L) AR A A - - - 12.5%
Ningbo Sunny Opotech Co., Ltd. B 52 F X EEZE HR A A - - 12.5% 12.5%
Ningbo Sunny Infrared Technologies Company Ltd.
R G TFALNAMER DA 33.0% 33.0% 25.0% 25.0%
Nanjing Sunny Optical Instruments Co., Ltd.
MRRTAEERERA 33.0% 33.0% 25.0% 25.0%
Shanghai Sunny Hengping Scientific Instrument Co., Ltd.
TERFEFHEERSARAA 15.0% 15.0% 25.0%
Profit for the year FEBA

Profit for the year increased by approximately 36.1% from approximately
RMB166.0 million for the year ended 31 December 2006 to approximately
RMB225.9 million for the year of 2007. The increase in net profit was

attributable to the increase in revenue and gross profit.

Net profit margin decreased slightly from approximately 18.4% for the
year ended 31 December 2006 to approximately 16.3% for 2007. The
adjustment in net profit margin was mainly attributable to the increase in

effective tax rate, faster growth rates in cost of sales and other expenditure.

Profit attributable to the equity holders of

the Company

In light of the foregoing and the completion of the reorganisation for the
Listing in October 2006, profit attributable to the equity holders of the
Company increased by approximately 92.3% from approximately RMB117.2
million for the year ended 31 December 2006 to approximately RMB225.4
million for the year of 2007.
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Final dividend

The Board proposed a dividend of approximately RMB0.021 (equivalent to
approximately HK$0.022) per share to equity holders of the Company for
the year ended 31 December 2007.

Major Financial Ratios

The following table sets out the summary of the Group’s major financial
ratios as of 31 December 2006 and 2007:

KE®RE
HE_ZT+F+-_AZ+ALFE EBSF
CRZEARNAFAREZBEARTHERARE
0.0217L (#)0.0228 ) M B °

B bR
THEBIAEER -BEAFR-BELF
+oASt-BUMEEMBUEHE :

2006

[
A
A
>l
i

Trade receivable turnover (days) & 5 fE g 318 B & 8 (H)
Trade payable turnover (days) & 5 & {f 2B E & H (B )
Inventory turnover (days) 7 & E# H1 (B )

Gearing ratio 8 f& b &

58
60
61

Trade receivable turnover

The trade receivable turnover is calculated by dividing the trade receivables
as of the end of the respective year by revenue for the year, multiplied
by 365 days. With the exception of optoelectronic products customers,
the Group typically grants a credit period of 60 to 90 days to its credible
customers. The credit period granted to optoelectronic products customers
is typically 60 days due to the differences in industry practice for
optoelectronic products as compared to that for optical components and
optical instruments. The trade receivable turnover days increased from 58
days as of 31 December 2006 to 73 days as of 31 December 2007. The
significant growth in the Group’s business has fostered longer and more
well-established relationships with customers, especially engaging more and
more internationally renowned clients and improving customers’ quality of
optoelectronic products segment, the Group granted a longer credit term to
those customers. The Group's longer trade receivable turnover days is a sign
of the Group’s customer base gradually leaning towards more reputable and

long-established ones.
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Trade payable turnover

The trade payable turnover is calculated by dividing the trade payable as
of the end of the respective year by cost of sales for the year, multiplied by
365 days. The trade payable turnover days increased from 60 days as of 31
December 2006 to 67 days as of 31 December 2007. With the exception of
optoelectronic products suppliers, credit period offered by suppliers typically
ranged from 60 to 90 days. With a larger business scale, especially for our
optoelectronic products, stronger bargain power was achieved. In particular,
our payment terms to one of the main optoelectronic products suppliers
was changed from the way of letter of credit at sight to the way of letter of

credit in 30 days.

Inventory turnover

The inventory turnover is calculated by dividing the inventory as of the
end of the respective year by cost of sales for the year, multiplied by
365 days. The inventory turnover days decreased from 61 days as of 31
December 2006 to 49 days as of 31 December 2007. To control price
fluctuation risks, the Group adopted minimum inventory level policy for
the manufacturing of its optoelectronic products. During the year, the
contribution of optoelectronic products to overall revenue of the Group
was further increased. The inventory turnover decreased accordingly. As the
Group adopted stringent measures in inventory management, the inventory

turnover decreased accordingly.

Gearing ratio

The Group financed its business mainly through internally generated
resources and in some cases, short-term loans from banks. To meet
additional working capital requirements for business expansion, the Group
obtained short-term bank loans during the year. All loans are paid off before
the two years ended 31 December 2007; consequently, the gearing ratios
were zero as of 31 December 2006 and 2007.

As of 31 December 2007, the Group did not have any material contingent

liabilities or guarantees.
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Operational Review
Products

The Group is principally engaged in the design, research and development,
manufacturing and sale of optical and optical-related products, which can
be broadly classified into three categories, namely: (i) optical components,
including glass/aspheric plastic lenses, plates, prisms, various lens sets
and infrared materials: (ii) optoelectronic products, including mobile
phone camera modules and other optoelectronic modules; and (iii) optical
instruments, including microscopes, surveying and analytical instruments

etc.

Optical Components

For the year ended 31 December 2007, revenue from optical components
reached approximately RMB515.2 million, representing a considerable
growth of approximately 66.6% as compared with year 2006. It accounted

for approximately 37.3% of the Group’s revenue.

The revenue increase was a result of the robust growth in electronic
consumer products which has in turn boosted the demand for lenses and
lens sets. Furthermore, during the year, the Company strategically enhanced
its sales by expanding its production capacity and utilisation rate, and

developing new marketing channels.

During the year, the Group’s rapid growth was attributable to the expansion
of its customer base into renowned and well-established customers. Its
new reputable customers are namely, Pentax Hongkong Ltd., NEC Display
Solutions Ltd., Tamron Optical (FoShan) Co, Ltd. and Topcon Optical
(Dongguan) Technology Ltd. etc.

In view of the growing market demand for electronic consumer products
and the automobile industry, the Group expected the optical components
business to be in line with market. As aforementioned, with increasing
applications developed for optical components, several optical system
projects have been developed, such as front-view lens and rear-view lens.
Furthermore, the Group will continue to develop optical lens for digital
cameras, scanners, mobile phones. During the year, the Group invested
USD1.0 million in a Korean company. The Group cooperated with this
company to commence the research and development of 3-time zoom, 3.0
mega pixel camera lens sets for mobile phones. It is expected that these
camera lens sets will commence small scale production and launch for sale

in 2008.
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Optoelectronic Products

For the year ended 31 December 2007, optoelectronic products, which
accounted for approximately 53.4% of the Group's revenue, continued to
be the primary revenue driver of the Group. Revenue from this segment
surged around 57.7% from approximately RMB468.0 million for the year
ended 31 December 2006 to approximately RMB738.2 million for the year
of 2007.

In 2007, customers base of its optoelectronic products further expanded.
First-tier domestic customers such as Tianyu, Lenovo and Huawei have
become the Group’s major customers. Moreover, with the Group’s capability
of developing integrated opt-mechanic-electronic products, it is capable of
offering a wide range of optoelectronic camera modules from 0.16 million
to 5.0 million pixel under chip scale package (“CSP”) and COB technologies.
In particular, optoelectronic camera modules with COB technology open the
door for the Group to pursue cooperation with globally renowned mobile

phone manufacturers.

The Group has successfully developed IP camera module.

During the year, the rapid business growth was attributable to new clients
including Skyworth Mobile Communication Limited, Hisense Communication
Co., Ltd. and Qingdao Haier Telecom Co., Ltd. etc.

Optical Instruments

The Group has focused on product research and development during the
year. Revenue from optical instruments increased by approximately 4.1%
from approximately RMB123.4 million for the year of 2006 to approximately

RMB128.5 million. It accounted for 9.3% of the Group’s total revenue.

In 2007, the Group invested RMB22.5 million to acquire the controlling
stake of 64.29% in an instrument company named Shanghai Hengping
Scientific Instrument Co., Ltd. (now known as Shanghai Sunny Hengping
Scientific Instrument Co., Ltd.). The acquisition was made to diversify the
range of analytical instrument products and to enhance the Group's R&D
capability in this area. The company acquired contributed RMB10.3 million

and RMB1.2 million to the segment’s revenue and profit for the year.

The Group developed a wide variety of products during the year. For
analytical instruments, there are UV-spectrophotometer, gas chromatographs
and chemical oxygen demand analytical system. For balance instruments,
there are electronic analytical balance, other electronic balances and
counting balance. For microscopes, there are metallurgical microscope and

enhancement on other microscopes.

Annual Report 2007 4

REEm

BE_ZTTLF+ _A=1+—HILFE  XE

EmEAEBREERALNSE4%  DREAEH
7E an i B A B A

WEZHEEWARIR - KE
EZREARFTZA=T—HLEFEHARE
468,000,000 T U 38 4957 7% &2 — T F L FH A
R #738,200,0007T °

RZZTLF KEERNEFERBIHE—
H@lt RFPBR BMEREASHERN R
BEARAAEENEZES - b BEASE
ERZEELSE BEEEF—SERNED
A A IRAEE 2 ([CSP)) RNE& A ([CoBJ)

B AEBBREBAIUAEEICBESABRE
MAEBRGESR - FHZENRCOBH R AE

BERASAKEEITRTER
EEAEZM -

RIBRFHREE

& B IR E R T2 B IP AR M R A 1) B B o

TR AEEEXEBNEDERTERAERDY
BERMORY) BERAR  SBEERESR

RAFIREESERBEAERAAENES -

HEEES

AEBFANEIRERWHE BltRkE X
BEEENHEERABZZENEHAR

#£123,400,000 T £ Ff 941% = ) A R ¥

128,500,0007T, * M AN EEAHE W AR9.3% ©

RZZEZTHFAREETE ARK22,500,0007T
WEESEAFA LEEFREREFIAR LA (R
EREEBRFETHEERBZEARAF)6429%
WIRE  AREBEESMESREINER
REEZESWFEE SN - FRZA R I E
19 & 8 85 & W A A R % 10,300,000 7T & 1 E A
R #1,200,0007T °

TE

FRAEBECHREZERER  oTESETE
BEIDHNEF  EREBRILBFTRENN
g ANBEHITEBETONKT  HMLE

FRRFEXRT BHETEE S HRME

REMBREOZMER

19



Broad Product Applications
EmEREZ

To be the key supplier of optical and optical-related products to renowned
brands and to capitalise on opportunities that arise from the rapid growth of the
optoelectronic industry in the PRC.

AAEEmBNAZRAZHBERTIEHREDS  LEFEXETERAR
BRERNEE -



In order to strengthen the Group’s competitiveness, the Group cooperated
with 3 industry experts to set up a company in Singapore in the year of
2008. The newly established company focuses mainly on R&D, production
and sales of 3 dimension (“3D") optical vision measuring machines and

microscopic interferometer.

Production

As of 31 December 2007, the Group's products were manufactured in its
two production bases in Yuyao, Zhejiang, PRC and Zhongshan, Guangdong,
PRC, respectively. The total operating site area owned by the Group is

approximately 105,261 square meters.

Production capacity attributable to each segment are shown as follows:

Lenses £% &
Lens sets $% 28

Optoelectronic products ¥t & 2 &

168 mn units B & &
144 mn units BB E

72 mn units B & 4
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Research & Development

As of 31 December 2007, the Group had a dedicated team of 208 research
staff to constantly review and improve the Group’s production know-how,
develop more advanced technologies and products. Currently, the Group
is engaged in several major R&D projects applicable to each of its major

product categories.

In 2007, the Group commenced the production of camera modules with
COB technology successfully. Improvement in molding technology of plastic

aspheric lens also increased the capacity efficiency per mould.

Global Offering

As part of the expansion plan, the Group successfully listed its shares on the
Main Board of the Stock Exchange of Hong Kong Limited on 15 June 2007.
The offering was well-received by both retail and institutional investors.
The retail tranche registered an over-subscription rate of approximately
290.6 times and the placing tranche was also significantly over-subscribed.
The Listing has strengthened the Group’s financial position, enlarged the

shareholder base and enhanced the Group’s brand recognition.
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The aggregate gross proceeds to the Company from the Public Offer and
the Placing (“Global Offering”) was approximately HK$764.0 million. After
deduction of underwriting fees for the new shares and the expenses paid
by the Company in connection with the Global Offering, the Company
properly allocated the proceeds for the use as mentioned in the prospectus
dated on 4 June 2007. For the year ended 31 December 2007, the Group
invested approximately RMB70.7 million for the expansion of production
capability and capacity, approximately RMB30.9 million for the enhancement
of research and development activities and facilities, approximately RMB28.0
million for the acquisition of land and the buildings erected thereon,
approximately RMB1.3 million for the enhancement of information systems,
approximately RMB130.0 million for the repayment of short term bank
loans for working capital in July 2007. The remaining Listing proceeds of
approximately RMB484.2 million was placed with financial institutions as

short term deposits.

Outlook And Future Strategies

Consumer electronic products such as camera mobile phones, digital still
cameras, digital video disc ("DVD") players and CCTV, have sustained
continuous growth trends. With optical applications becoming more
common in consumer electronic products, global demand for optical
components and related products has continued to increase with
substantial room for further growth. Since the PRC has become the main
global manufacturing base for consumer electronic products, these trends
will continue to sustain immense opportunities for optical component
manufacturers in the country. The Group, as a leading integrated optical
component and product manufacturer, is well-poised to capture such

opportunities.

The Group’'s goal is to become a leading integrated optical products
manufacturer in the world. In order to achieve this goal, the Group will

continue to:

o Enhance its R&D capability and develop more advanced and better
quality products
In 2008, the Group will accelerate the development of aspheric glass
lens GMP; set up a separate department for assembling aspheric lens
moulds; promote the use of auto focus/zoom function on camera
modules, and develop 3D optical vision measuring machines and

microscopic interferometers.
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Leverage its professional knowledge and core competencies to expand
product sales

In 2008, the Group will launch the mass production of COB camera
modules, CCTV, 3-time zoom, 3.0 mega pixel camera lens sets
and modules of mobile phones, vehicle monitoring systems, and

ultraviolet-visible-spectrophotometers etc.

Strengthen and expand its market network

In 2008, apart from strengthening and optimising the marketing
channels, the Korean subsidiary set up in 2007 will allow the Group
to develop the sales and marketing function in order to penetrate into
the Korean market. Moreover, the Group plans to set up selling points
in Europe and the United States of America in order to capture more

market share in these regions.

Reinforce human resources
The Group will retain and recruit more technical staff with industry

experience to strengthen its staff force.

Provide incentives and rewards to eligible participants who contribute

to the success of the Group by granting share options

Looking ahead, the management believes the year 2008 will be full of

challenges due to the following reasons:

Currently, the Group's major revenue source is the domestic mobile
phone industry in China in which we provide camera lens sets,
camera modules and glass lenses for mobile phones to domestic
manufacturers of mobile phones in China. The above products
accounted for approximately 70% of the Group’s overall revenue.
In the first quarter of the year, the domestic mobile phone
manufacturers in China recorded a decrease of approximately 20% in
delivery volume and the Group’s mobile-phone-related business was

affected accordingly.

To a certain extent, the Group’s operation is influenced by factors such
as Renminbi appreciation, the increase in labour cost and increase in

effective tax rate.

S W
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In year 2008, the Group will accelerate the development of aspheric
glass lens — GMP; set up a separate department for developing and
manufacturing aspheric lens moulds; promote the use of auto focus/
zoom function on camera modules, and develop 3D optical vision
measuring machines and microscopic interferometers. Despite the
relatively large investment and expenditure during the year, these

projects will bring along opportunities for our future development.

To tackle the above factors, the management of the Group has adopted the

following measures:

1.

Strive for new customers and new orders

We will try to gain orders from leading global mobile phone
manufacturers to minimise the Group’s risk in relying heavily on
domestic mobile phone manufacturers for its mobile-phone-related

business, and to increase the utilisation rate of production capacity.

Enhance the marketing of high-pixel camera
lens sets and camera modules for mobile
phones

With the capability of conducting mass production of camera lens sets
and camera modules of 2.0 mega pixels or above for mobile phones,
the Group will further enhance the marketing of the above products,
increase the delivery proportion of high-pixel camera lens sets and

camera modules and improve its overall gross profit margin.

Enlarge the portion of non-mobile-phone-
related business in the Group’s revenue

Presently, the Group’s development trend of non-mobile-phone-related
business with products such as glass lenses for digital cameras, vehicle
monitoring lens sets, optical image heads and necks, CCTV security
modules, DVD lenses and analytical instruments is promising. The
Group will facilitate the rapid development of the above business by
allocating more resources and enhance the portion of non-mobile-

phone-related business in the Group’s overall revenue.

Minimise the Group's exposure to pressure against Renminbi
appreciation, the increase in labour cost and increase in effective tax
rate by further increasing productivity, optimising supply chain and

controlling operational costs.
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5. strive to develop new income sources for the Group by accelerating
the progress of launching research and development projects to the

market.

The Group’s management believes these measures will alleviate the negative

impacts of the above market factors.

Liquidity and Financial Resources
The Group’s principal sources of liquidity and capital resources have been,

and are expected to be internally generated cash flow given our stronger
and healthier than ever financial position. The Group’s principal uses of cash
have been, and are expected to continue to be, operational costs and the

expansion of production capacity and the Group’s sales network.

Cash flows
The table below summaries the Group’s cash flows for the year ended 31
December 2006 and 31 December 2007:
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The Group, being a self-sufficient company, has its working capital mainly
coming from net cash generated from operating activities and financing
activities. The Directors expect that the Group will rely on net cash from
operating activities and the net proceeds from the Global Offering to
meet its working capital and other capital expenditure requirements in the
near future. In the long run, the Group will be funded by net cash from
operating activities and, if necessary, by additional equity financing or bank

borrowings.

The Group recorded a net increase in cash and cash equivalent of
approximately RMB383.4 million for the year ended 31 December 2007 and
net decrease in cash and cash equivalents of approximately RMB27.3 million
for the year of 2006.

AEBBERBR BEE T2 RAKELR
BRPMBEERE EFHAHUARBERKEL

EEPMEREFANERBEMSHIAFHE
ENEMANLEESREMEARTER -
REME  AKRESULLEIMFFRES A
RBIBEREXRTEE(MEFTE) A
BeRE -

AEEBRBEZE_ZT+F+-A=+—HI1
FEHBR AR EFEIFRABOARE
383,400,000t ' M—ZTE A NFFERIRFR €
IR & EEF i H 4 AR 27,300,0007T °

25



26

% Sunny Optical Technology (Group) Company Limited

Management Discussion and Analysis

Operating activities

Cash inflow from operations is mainly derived from cash receipt from
sales of the Group’s products. Cash outflow from operations is principally
generated for the purchase of raw materials, staff costs, selling and
distribution expenses and administrative expenses. Net cash from operating
activities was approximately RMB258.2 million and RMB160.1 million for
the year ended 31 December 2006 and 31 December 2007 respectively. The
decrease in net cash generated from operating activities was mainly because
of the expansion of business scale, which is proven by our financial results
from our stronger sales. Trade receivables balance increased accordingly.
Moreover, the Group granted a longer credit term to those internationally

renowned customers during the year.

Investing activities

The Group recorded a net cash outflow from investing activities of
approximately RMB208.9 million for the year ended 31 December 2007,
mainly for the purchase of property, plant and equipment. Approximately
RMB28.0 million was paid in July 2007 for the acquisition of land and
buildings erected thereon, which were previously leased by the Group
for manufacture and research and development of optical instruments.
Moreover, the Group has invested USD1.0 million, equivalent to RMB7.5
million (at an exchange rate as at 30 September 2007), in a Korean
company, representing 8.56% shareholding. In addition, the Group has
invested RMB22.5 million to acquire an instrument company named
Shanghai Hengping Scientific Instrument Co., Ltd. (now known as Shanghai
Sunny Hengping Scientific Instrument Co., Ltd.), with a controlling
shareholding by 64.29%. It was purchased to diversify the range of

analytical instrument products.

Financing activities

The Group also recorded a net cash inflow from financing activities of
approximately RMB432.2 million for the year ended 31 December 2007.
The inflow mainly came from the proceeds from the issue of new shares
for approximately RMB745.1 million. Major outflow was the payment of
dividend to shareholders of approximately RMB236.0 million as declared in

the previous years.

Capital expenditures

Capital expenditure was mainly used for purchase of property, plant
and equipment in order to expand production capacity with our larger
business scale. For the year ended 31 December 2007, the Group’s capital

expenditure was approximately RMB170.3 million.
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Capital Structure
Indebtedness
Borrowings

The Group did not have any outstanding borrowings as of 31 December
2007.

Bank facilities

As of 31 December 2007, the Group had unutilised banking facilities of
approximately RMB380.0 million and RMB80.0 million with Yuyao Branch
of Agricultural Bank of China and Ningbo Branch of Pudong Development

Bank, respectively.

Debt securities

As of 31 December 2007, the Group did not have any debt securities.

Contingent liabilities
As of 31 December 2007, the Group did not have any material contingent

liabilities or guarantees.

Pledge of Assets

The Group did not have any pledge or charge on assets as of 31 December

2007 other than pledged bank deposits of approximately RMB1.7 million.

Capital commitments and other commitments

As of 31 December 2007, the future aggregate minimum lease payments
under non-cancellable operating lease in respect of rental properties
amounted to approximately RMB8.3 million and the Group had capital
commitment in respect of acquisition of equipment amounted to

approximately RMB31.7 million.
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Performance of Investments Made and Future
Investment

The Group’s investing activities mainly include the purchase of property,

plant and equipment.

During the year ended 31 December 2007, the Group used approximately
RMB208.9 million in investing activities, mainly in relation to the purchase
of plants and equipment for the expansion of the production capacity for

both optical components and optoelectronic products.

Sufficient capital expenditure investment is fundamental to the Group’s
expansion plans in order to meet the expected increase in demand for

optical components and optoelectronic products.

The Company intends to invest approximately RMB275.0 million from its
Global Offering for the expansion of production capability and capacity;
approximately RMB173.0 million for the enhancement of research and
development activities and facilities; approximately RMB28.0 million for the
acquisition of land and the buildings erected thereon, which were previously
leased by Sunny Group Limited for the manufacture and research and
development of optical instruments; approximately RMB25.0 million for the
enhancement of information systems; approximately RMB130.0 million for
the repayment of short-term bank loans for working capital. The remaining
amount will provide funding for working capital and other general

corporate purposes.

To the extent that any part of the net proceeds to the Company from the
Global Offering are not immediately used for the above purposes, the
Directors may allocate such proceeds to short-term interest-bearing deposits
and/or money-market instruments with authorised financial institutions and/

or licensed banks in the PRC and Hong Kong.

The proceeds from the Global Offering amounted to RMB745.1 million, of
which RMB260.9 million were used by the Company during the year and
the unutilised proceeds was placed with financial institutions as short term
deposits. Further information about the proceeds applied during the year is

available on page 22 of this Annual Report.

The Group did not have any significant investment position in stocks,
bonds and/other or any material acquisition and disposal of subsidiaries
and associates of the Group during the year covered by this Annual Report,
save as disclosed the investment of funds from operating cash flow and the
acquisition of Shanghai Sunny Hengping Scientific Instrument Co., Ltd by

the Listing proceeds.
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Off-Balance Sheet Transactions

As of 31 December 2007, the Group did not have any material off-balance

sheet transactions.

Quantitative and Qualitative Disclosure about
Market Risk
Interest rate risk

The Group is exposed to interest rate risks on its bank borrowings for
working capital and capital expenditures that are associated with the
Group’s expansion and for other uses. Upward fluctuations in interest rates
increase the cost of both existing and new debt. During the year ended 31
December 2007, the effective interest rate on bank loans was approximately
5.1% per annum. The Group has not entered into any type of interest
rate agreements or derivative transactions to hedge against interest rate

changes.

Foreign exchange rate fluctuation risk

The Group exports a significant portion of its products to and makes
purchases from international markets where transactions are denominated
in U.S. dollars or other foreign currencies. To reduce the risk, the Group has
considered entering into certain foreign exchange trading facilities to hedge

against its currency risks.

Credit risk

The Group’s financial assets are bank balances and trade and other
receivables, which represent the Group’s maximum exposure to credit risk in

relation to financial assets.

In order to minimise the credit risk in relation to trade receivables, the
management has delegated a team responsible for determination of credit
limits, credit approvals and other monitoring procedures to ensure that
follow-up action is taken to recover overdue debts. In addition, the Group
reviews the recoverable amount of each individual trade debt at each
balance sheet date to ensure that adequate impairment losses are made for
irrecoverable amounts. In this regard, the directors consider that the Group’s
credit risk is significantly reduced. The amounts presented in the balance
sheet are net of allowances for doubtful receivables, if any, estimated by
the management based on prior experience, their assessment of the current

economic environment and future discounted cash flow to receive.

The Group has no significant concentration of credit risk for its trade
receivables which spread over a large number of counterparties and

customers.
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The credit risk on liquid funds is limited because majority of the
counterparties are banks with high credit-ratings assigned by international

credit-rating agencies.

Cash flow interest rate risk

The Group’s cash flow interest rate risk relates primarily to variable-rate
for bank deposits which are all short-term in nature. Therefore, any future
variations in interest rates will not have a significant impact on the results

of the Group.

Liquidity risk
The Group manages liquidity risk by maintaining adequate level of cash and
cash equivalents by continuously monitoring forecast and actual cash flow

and matching the maturity profiles of financial assets and liabilities.

Employees

As of 31 December 2007, the Group employed 8,677 full time employees
(5,594 employees as of 31 December 2006). Their functions include
management and administration, 1,059 employees, production, 7,439
employees, and supporting operations, 179 employees. The remuneration
package of the Group’s employees is based on individual experience and
work profile. The packages including salary, bonuses and allowance, are
reviewed annually by the management by taking into account the overall
performance of the working staff and market conditions. The Group
also participates in the Mandatory Provident Fund Scheme in Hong Kong
and state-managed retirement benefit scheme in the PRC. The Group
endeavours to provide training facilities for its employees. The scope of
the induction and on-going training programmes includes management
skill and technology training and other courses. Details of the employees’
emoluments are set out in Note 12 to the consolidated financial statements

of this Annual Report.

Dividend

The Directors recommend a payment from the distributable reserves of
the Company a final dividend of RMB0.021 (equivalent to approximately
HK$0.022) per share in respect of the year ended 31 December 2007 to
the shareholders whose names appear on the register of members of the
Company at the close of business on 19 May 2008. The final dividend,
payable on 29 May 2008, is subject to the approval of the shareholders of
the Company at the forthcoming annual general meeting to be held on 21
May 2008.
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Closure of Register of Members

The Register of Members of the Company will be closed from 19 May 2008
to 21 May 2008, both days inclusive, during which period no transfer of
shares will be registered. In order to qualify for the final dividend, and be
eligible to attend and vote at the forthcoming annual general meeting
of the Company, all transfer of shares accompanied by the relevant share
certificates must be lodged with the Company’s branch share registrar in
Hong Kong, Computershare Hong Kong Investor Services Limited of Shops
1712-1716, 17th Floor, Hopewell Centre, 183 Queen’s Road East, Wan Chai,
Hong Kong for registration not later than 4:30 p.m. on 16 May 2008.

Share Option Scheme

On 25 May 2007, the Company adopted a share option scheme (the
"Scheme”) for the purpose of providing incentives and rewards to
eligible participants who contribute to the success of the Group. Eligible
participants of Scheme include, without limitation, employees, Directors and
shareholders of the Group. Up to 31 December 2007, no share option has

been granted or agreed to be granted to any person under the Scheme.
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Directors and Senior Management

Management
Board of Directors

The Board of Directors consists of 10 Directors comprising 4 executive
Directors, 2 non-executive Directors and 4 independent non-executive

Directors. The information on the Directors is set forth below.

Directors
Executive Directors

Mr Wang Wenjian (F 3¢ %), aged 60, is one of the founders of the Group,
an executive Director and Chairman of the Board. He is responsible for the
overall formulation of policies, decision-making and management of the
Group. Mr Wang joined & #k § 35 dt ¢ 22 4% 82 i (Yuyao County Chengbei
Optical Instruments Factory*) in 1984 as the factory manager and had
been its general manager since 1994 when it was transformed to a joint
stock limited liability company. Mr Wang won the essay competition on
running business in the PRC organised by the State Council Development
Research Center and was awarded the title of & & 2 K BD (Chinese
Business Master*) in 2004. Mr Wang obtained the title of B F &8I ZE P #E XK
(Outstanding Entrepreneur*) from 28 )7 7 1 % & 1% & (Ningbo Entrepreneurs
Association*) and Z & ™ 1 ¥ B & 2 (Ningbo Enterprise Unite League*)
in 2006. Mr Wang acted as Honorary President of Yuyao Charity
Federation in 2003 and as a guest professor of the College of Information
Science and Engineering, Zhejiang University in 2005. He obtained
qualification as a senior economist in 1996 from2£ )& 1 A R B fF (Ningbo
Municipal Government). Senior economist is a recognised qualification in
the PRC and is normally granted to a person who has passed necessary
examinations and has acquired substantial management experience. Mr
Wang is currently a director of all the operating companies of the Group in
the PRC.

Mr Ye Liaoning (3£ ¥ %), aged 42, is one of the founders of the Group,
an executive Director and chief executive officer of the Company. He
is responsible for formulating the Group’s policy and making decisions
and is also responsible for the overall daily administration of the Group.
Mr Ye joined & ok 8% 3k 4k ¢ 22 4% 22 & (Yuyao County Chengbei Optical
Instruments Factory*) in 1984 and had been its deputy general manager
since 1995. Mr Ye has obtained the qualification of senior economist
issued by the Personnel Bureau of Yuyao City in 2004. Senior economist is
a recognised qualification in the PRC and is normally granted to a person
who has passed necessary examinations and has acquired substantial
management experience. Mr Ye obtained a diploma from 7T & & & 1% X
& (Zhejiang Radio & TV University) in 1999.
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Mr Xie Minghua (i Wi ), aged 59, is an executive Director. Mr Xie is
responsible for formulating the Group’s policy and making decisions, in
particular, in respect of the optical component business of the Group. He
graduated from Hangzhou University in 1982 with a bachelor’s degree in
physics. Prior to joining the Group in January 2003, Mr Xie was a senior
officer in the relevant government departments and has approximately
17 years of experience in administration. Mr Xie was appointed as the
director of the Office for Restructuring the Yuyao Economy by the Standing
Committee of the National People’s Congress in 1990. He was then
appointed as the director of the Office of the People’s Government of Yuyao
City in 1994, and was appointed as the Authority of Yuyao Broadcasting &
TV Bureau in 1997.

Mr Wu Jinxian (5 #E ), aged 52, is an executive Director. Mr Wu is
responsible for formulating the Group's policy and making decisions, in
particular, in respect of the optical instrument business of the Group.
Prior to joining the Group in January 2001, Mr Wu worked in Yuyao
Optoelectronic in 1986, and was a deputy manager in 1995. Mr Wu
graduated from & #k 7 % 4t & 2 (Yuyao Northern City Middle School*).
He attended the training course on2 B & 2 52 X 814 8 R & (the State
Quality System and Quality Certification*) held by China State Bureau
of Quality and Technical Supervision from 1995 to 1996, and obtained

qualification as qualified economist by Ningbo Bureau of Personnel in 1995.
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Directors and Senior Management

Non-executive Directors

Mr Shao Yang Dong (#8 {1 %), aged 38, is a non-executive Director. Mr
Shao is a managing director of and has 30.19% equity interest in Chengwei
Ventures Evergreen Management, LLC (being a limited liability company
incorporated in the Cayman Islands comprising individual partners and
members), which manages Chengwei Ventures Evergreen Advisors Fund,
LLC, Chengwei Ventures Evergreen Fund, L.P., and Chengwei Partners, L.P.
Mr Shao was appointed as a director of each of Sunny Optics and Ningbo
Instruments in May 2005, Sunny Zhongshan in October 2005, Sunny
Opotech in November 2005 and Sunny Infrared in March 2006. Mr Shao
was a director of AAC Acoustic Technologies Holdings Inc. from March
2004 to February 2007 and currently sits on the board of Oval Technologies
Holdings, Inc.. He previously worked as a financial analyst at the investment
banking division of Salomon Brothers Inc. Mr Shao obtained a bachelor’s
degree in economics (Magna Cum Laude) in 1993 from Columbia University,
where he was elected Phi Beta Kappa. He also attended the Graduate
School of Business at Stanford University and earned a master’s degree
in business administration in 2000. He was appointed as a non-executive
Director in May 2007.

Mr Li Tyson Sandy Ying Lun (Z=£ 3% ff), aged 40, was a non-executive
Director. Mr Li is one of the limited partners of Investor Group Asia L.P.
and has approximately 3.23% equity interest therein. He is currently a
vice president at Investor Growth Capital Asia Limited, a wholly-owned
subsidiary of Investor AB. Based in Hong Kong, Mr Li has been with Investor
Growth Capital Asia Limited since its inception in 2002. Mr Li was a vice
president of imGO Limited, a holding company based in Hong Kong that
focuses on technology investments. Prior to joining imGO, he was the vice
president of Product Planning at Asia.com Inc., where he was responsible
for their product line strategy and revenue models. Mr Li also worked at
DiviCom (a digital video infrastructure provider that was subsequently
acquired by Harmonic Inc.), based in Silicon Valley in their product
management group. Mr Li began his career with Nortel Networks and
during his tenure he was in the wireless division in product management
and marketing roles in Hong Kong, Singapore and Ottawa. Mr Li was
awarded a master’s degree in business administration from the Wharton
School of Business, University of Pennsylvania in 1998, and a bachelor’s
degree in applied science from Simon Fraser University in Vancouver, Canada
in 1990. He was appointed as a non-executive Director in May 2007 and

resigned as a non-executive Director in September 2007.
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Mr Michael David Ricks, aged 46, is a non-executive Director. Mr Ricks is
presently the chief executive officer of Investor Growth Capital Asia Limited
and also a managing director of Investor Growth Capital Inc. Investor
Growth Capital Asia Limited and Investor Growth Capital Inc. are both
wholly-owned subsidiaries of Investor AB. Mr Ricks has been involved in the
information technology and telecommunications business since the early
1980’s, in both startups and established companies. Prior to joining Investor
Growth Capital, Mr Ricks held executive positions at several international
telecommunications companies. Mr Ricks holds a Master of Business
Adminstration (“M.B.A.”) from the University of Chicago Graduate School
of Business and a Bachelor of Arts (“B.A.”) from the University of California
at San Diego. Mr Ricks currently serves as a director of a number of private

companies on behalf of Investor AB.

Mr Ricks has not held any directorship in public listed companies or other
major appointments and qualifications during the past three years or any
position with the Company or any of its subsidiaries. He was appointed as a

non-executive Director in September 2007.

Independent non-executive Directors

Dr Chang Mei Dick or Dr Dick Mei Chang (5k #), aged 68, is an
independent non-executive Director. Dr Chang currently sits on the board of
each of AAC Acoustic Technologies Holdings Inc. and Avago Technologies
Limited. Dr Chang has over 30 years’ experience in the development,
manufacturing and marketing of semiconductor and optoelectronic
products. He joined Hewlett-Packard Company (“HP"”) in 1966 and worked
in HP and Agilent Technologies, Inc. (after Agilent Technologies, Inc.’s spin-
off from HP) until 2005. He was the president and general manager of
the Semiconductor Products Group and a senior vice president of Agilent
Technologies, Inc. before he left that company. Dr Chang graduated from
the California Institute of Technology with a bachelor’s degree in physics
and Stanford University with a doctor’s degree in philosophy. He was

appointed as an independent non-executive Director in May 2007.
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Directors and Senior Management

Mr Koji Suzuki (8 A% =

Director. He joined Topcon Corporation (a company listed on the Tokyo and

), aged 66, is an independent non-executive

Osaka Stock Exchanges) in 1964 and was its president from June 2002 to
June 2006. He is currently an adviser to the board of Topcon Corporation.
Mr Suzuki graduated from Musashi Institute of Technology, Tokyo with a
bachelor of engineering in industrial engineering management in 1964. He
was the president of Japan Optical Measuring Instruments Manufacturers’
Association from July 2002 to July 2006, the vice-president of Japan
Medical-Optical Equipment Industrial Association from June 2002 to May
2006, and the director of Japan Surveying Instruments Manufacturers’
Association from July 2002 to June 2006. He also has been a member of
the Tokyo Chamber of Commerce and Industry since November 2004. He
was awarded a Japan National Blue Medal of Honor in May 2006. He was

appointed as an independent non-executive Director in May 2007.

Dr Liu Xu (#]Ji), aged 44, is an independent non-executive Director. Dr
Liu currently is the standing vice dean of the College of Information Science
and Engineering, Zhejiang University. Dr Liu graduated from University Paul
Cezanne, France with a doctor’s degree in information and material science.
He was then engaged in his postdoctoral research in instrument and meter
science in Zhejiang University from 1990 to 1993 where he obtained a
postdoctoral certificate. Dr Liu also holds a bachelor’s degree in engineering
from Zhejiang University. Dr Liu has over 15 years’ experience in education,
and has been an associate professor of Zhejiang University since 1992.
In 1995, he became the head of the National Key Lab of Modern Optical
Instrument. In addition, he is a director of a private company engaged in
sales and manufacturing of optical engines of projection displays. He was

appointed as an independent non-executive Director in May 2007.

(5% 4% B#), aged 60,
executive Director. Prior to joining the Group, Mr Zhang worked in
/378 % B (Shanghai Port Bureau*) as the head of the financial division

Mr Zhang Yuqing is an independent non-

as well as the auditing division. He was appointed as a director of - /& )&
rEERERNMBERAR
Ltd.*) from 2001 to 2003 and acted as its chief financial officer. Mr Zhang
graduated from /&8 & £ 7% (Shanghai Maritime University) in 1982 with

Al (Shanghai Worldbest Industry Development Co.,

a bachelor’s degree in economics and is a certified public accountant of the
Chinese Institute of Certified Public Accountants. He currently sits on the
board of each of Rizhao Port Co., Ltd and Shanghai Xinmei Real Estate Co.,
Ltd. He was appointed as an independent non-executive Director in May
2007.
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Senior Management

Mr Li Siging, (Z= 4 3%), aged 41, is the senior vice president of operations
of the Company and a director of Sunny Japan Co. Ltd and Sunny Korea
Company Limited. He is responsible for overseeing the overall operation of
the Group. Mr Li obtained a master’s degree in engineering from 7 % ¥
LIS 5 B BT 75 B (Xi'an Institute of Precise Optical Machinery*) in 1990,
and a master’s degree in business administration from Zhongshan University
in 2003. Prior to joining the Group in November 2005, he worked in the
Panyu Factory of Olympus and Concord Camera Inc of Shenzhen, and was
subsequently appointed as the general manager of Bl Bl % £ (E %) B[R
‘A 7] (Guangdong Phoenix Optics Company Limited*). Mr Li was awarded

as qualified engineer by the local authority of Panyu City in 1996.

Mr Jack Hsieh (iff #H %), aged 48, is the senior vice president of strategic
investments of the Company. He is responsible for strategic investments and
investor relations of the Company. Mr Hsieh obtained a bachelor’s degree
in business from = & B 37 B )& X £ (Taiwan National Chengchi University)
in 1982. He has approximately 16 years of investment and management
experience in the financial industry. Prior to joining the Group in January
2007, Mr Hsieh was a manager of the funds disposition department at the
Taipei branch of Bankers Trust Company (2755 ¥ #E1T =4t 9 17) and a
vice president of Chinatrust Commercial Bank (£ & & B {5 5% i 2£ 98 17).
He was also a deputy manager of finance at the Taiwan listed company,
Premier Image Technology Corporation (& 37 B & ¥ & 7 B R 2 7), from
2000 to 2005.

Mr Sun Yang (% #t), aged 34, is the vice president of finance of the
Company. He is responsible for the financial matters of the Group, especially
for the management of financial budgets, financial statements and cash
flow. Mr Sun graduated from Ningbo University in 1995 with a bachelor’s
degree in economics. He then obtained a master’s degree in economics
from Shanghai University of Economics and Finance in 2005. Prior to joining
the Group in March 2003, Mr Sun once worked inZ ¥ ZE 45 AR &5 A
&) (Ningbo Securities Company Limited*). He joined# /T ¢ 5 (% &) & 15
A BR A B](Zhejiang Sunny (Group) Joint Stock Company Limited*), originally
known as Yuyao County Chengbei Optical Instruments Factory, as chief
officer of its investment management centre in 2002. Mr Sun was granted
a qualification for providing securities investment consultation services by

China Securities Regulatory Commission in 1999.
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Directors and Senior Management

Ms Lee Suk Yee (Z=i#l f), aged 36, is the qualified accountant and one
of the joint company secretaries of the Company. Ms Lee joined the Group
in 2007. Ms Lee is primarily responsible for overall financial management
and company secretarial matters. Ms Lee has approximately 13 years of
experience in the fields of finance, auditing and accounting. Prior to joining
the Group in January 2007, Ms Lee was the head for financial disclosure
compliance and reporting section of a listed bank in Hong Kong. Ms Lee
has a bachelor’s degree in business administration from the University of
Wisconsin-Madison in the U.S.A. and a master degree in science in financial
analysis from the Hong Kong University of Science and Technology. Ms
Lee is a certified public accountant of The American Institute of Certified
Public Accountants and an associate member of The Hong Kong Institute of

Certified Public Accountants.

Mr Pan Weimin (& % E), aged 53, is a deputy general manager of
Sunny Zhongshan. He is responsible for assisting the general manager in
the daily administration of Sunny Zhongshan. Prior to joining the Group
in November 2001, Mr Pan worked in;T 75 3¢ £ {% 22 42 % (Jiangxi Optics
Instrument General Factory*) as a deputy factory manager. He joined Yuyao
Optoelectronic in 1997. Mr Pan graduated from the school attached to

Jiangxi Optics Instrument General Factory.

Mr Wu Jun (& 1), aged 42, is the deputy general manager of Sunny
Optics. He is responsible for assisting the general manager in the daily
administration of Sunny Optics. Mr Wu graduated with a bachelor’s
degree in optical instruments from & # % £ ¢ (Shanghai Institute of
Mechanism) in 1986. He later earned the qualification as a senior engineer
in 1997 from 7 I 4 A 2 B2 (Zhejiang Provincial Bureau of Personnel). Prior
to joining the Group in November 2001, Mr Wu worked in ;T 78 ¥ £ & 23
#8 [ (Jiangxi Optics Instrument General Factory*) for 9 years as research
officer and chief of quality control. He also joined Yuyao Optoelectronic in
1997.

Mr Zhang Guoxian (i B ), aged 42, is a deputy general manager of
Sunny Optics. He is responsible for assisting the general manager in the
daily administration of Sunny Optics. Mr Zhang joined the Group in 2001.
He graduated from & #k 38 3 / £ (Yuyao Wancheng School*) in 1983 and

joined Yuyao Optoelectronic since his graduation.
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Mr Wang Wenjie (£ X 7%), aged 40, is the general manager of Sunny
Opotech and is responsible for the daily administration of Sunny Opotech.
Mr Wang graduated from 37, K 2 (Zhejiang University) with a bachelor’s
degree in engineering in 1989. Prior to joining the Group in July 2002,
he worked in Yuyao Optoelectronic since his graduation. Mr Wang was

awarded by # #k 77 A 2 5 (Yuyao Personnel Bureau*) in 1998 as engineer.

Mr Zhang Baozhong (3 # i), aged 39, is a deputy general manager of
Sunny Opotech. He is responsible for assisting the general manager in the
daily administration of Sunny Opotech. Mr Zhang graduated from /T K £
(Zhejiang University) with a bachelor’s degree in engineering in 1990. Prior
to joining the Group in November 2001, Mr Zhang worked in 2 )% {5 &5 ¥8
{t£ B R 2~ 7 (Ningbo Xingao Suhua Co., Ltd.*

engineer of Yuyao Optoelectronic.

) and he has been a senior

Mr Chen Huiguang (B 5 §%), aged 44, is the chief administrator of the
research and development team of the Company and a deputy general
manager of Sunny Infrared. He is in charge of the research and development
team of the Group and is also responsible for assisting the general manager
in the daily administration of Sunny Infrared. Mr Chen obtained a bachelor’s
degree in optical instruments from ;T X £ (Zhejiang University) in 1983.
He also obtained a master’s degree in engineering from Zhejiang University
Mr Chen worked

a) (Xintian Precision and Optical Instrument

in 1992. Prior to joining the Group in November 2001,
N RBERBESBRLIRF

Company Limited*) and thereafter joined Yuyao Optoelectronic in 1999.

Mr Lou Guojun (# [ L), aged 43, is the general manager of Ningbo
Instruments and is responsible for the daily administration of Ningbo
Instruments. He obtained a diploma in business enterprise operation
management from# /L & #& & 1% K 2 (Zhejiang Radio & TV University)
in 1999. He obtained the qualification as an economist in 2000 from the
Personnel Bureau of Ningbo City. Prior to joining the Group in November

2001, Mr Lou worked in Yuyao Optoelectronic.

Mr Shen Xiaojiang (Y& B27T.), aged 38, is a deputy general manager of
Ningbo Instruments. He is responsible for assisting the general manager in
the daily administration of Ningbo Instruments. Mr Shen graduated with
a bachelor’s degree in mechanical manufacturing techniques and facilities
from & 3 & B )T K E £ 7 (Guangdong Province Zhanjiang Fisheries
College*) in 1991.
Shen worked in Yuyao Optoelectronic. He obtained the qualification as an

engineer in 1998 from % )& 1 A BB fF (Ningbo Municipal Government).

Prior to joining the Group in November 2001, Mr
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Directors and Senior Management

Mr Huang Weibing (¥ f#§ f¢), aged 47, is a deputy general manager of
Ningbo Instruments and the general manager of Nanjing Instruments. He is
responsible for assisting the general manager in the daily administration of
Ningbo Instruments and the daily administration of Nanjing Instruments. Mr
Huang graduated with a diploma in electronics from T %k & #& & 18 A £
(Jiangsu Radio & Television University) in 1983. Prior to joining the Group in
July 2005, Mr Huang has worked in 5T & 7k #1 5¢ 2 & R A 7 (Nanjing

Jiangnan Yongxin Optical Company Limited*) as deputy general manager.

Mr Liu Rui (% 8{), aged 40, is a vice president of the Company and
the general manager of each of Sunny Optics and Sunny Infrared. He is
responsible for the daily administration of each of Sunny Optics and Sunny
Infrared. Mr Liu graduated from University of West Sydney with a master’s
degree in business administration in 2005. He obtained a bachelor’s degree
in chemistry engineering from Zhejiang University in 1989. Prior to joining
the Group in February 2006, Mr Liu worked in @ sk R HT R YN T2 AR A
a] (Olympus (Shenzhen) Industrial Ltd.) as planning manager.

Mr Zhao Zhiping (#i 5 °F), aged 38, is the general manager of Sunny
Zhongshan and is responsible for its daily administration. Mr Zhao
graduated with a diploma in industrial economic management from
i Bf 8 K & (Zhongnan University of Economics) in 1990. Mr Zhao has
approximately 15 years of experience in the optical industry. Prior to joining
the Group in February 2006, Mr Zhao worked inE ez = KX 2GR A A
(Dongghua Xintai Optics Company Limited*) & E R BLE X 2B R A A
(Guangdong Phoenix Optics Company Limited*).

Mr Ho Francis ({1 §F), aged 43, is the chief technology officer of the
Company. He is responsible for technology integration and research of the
Group. He has approximately 14 years of experiences in optical research and
development and project management. Mr Ho obtained a master’s degree
in applied physics from Catholic Louvain University in Belgium in 1989. He
has extensive experience in optical research and development and project
management. Mr Ho previously worked in Optoelectronic Laboratory of
Industry Technology Research Institute in Xing Zhu, Taiwan. Prior to joining
the Group in April 2007, he worked as overseas business manager at
Geniuo Electronic Optical Co., Ltd. from July 2006. He also worked in other
listed companies such as Meiloon, Lite-on Electronics and Primax Technology
from 1994 to 2006, mainly responsible for research and development of

consumer electronics and business application products.
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Corporate Governance Report

The Directors recognise the importance of incorporating elements of good
corporate governance in the management structures and internal control
procedures of the Group so as to achieve effective accountability and to

maximise the shareholders’ benefits.

Code on Corporate Governance Practices
The Group has throughout the year adopted and complied with the code

provision set out in the Code on Corporate Governance Practices contained
in Appendix 14 of the Listing Rules (the “CG Code”) that regulates the
functions and responsibilities of shareholders, Directors, management and
staff and has made arrangement for the convening of general meetings
and their process, meetings of Board of Directors and meetings of the
committees of the Board of Directors. The CG Code also provides the
remunerations of the Directors and Senior Management, internal control
procedures, the appointment of external auditors, and financial reporting

and financial management.

The Group has also appointed a qualified accountant to oversee the
financial reporting procedures and internal controls of the Group so as to
ensure compliance with the Listing Rules. In addition, the Audit Committee

has performed an internal control review regularly.

To further enhance the Group's corporate governance and its transparency,

the Company has established the Remuneration Committee.

The Board

Board Functions

The Board is responsible for the promotion of the success of the Company
by directing and guiding its affairs in an accountable and effective manner.
Board members have a duty to act in good faith, with due diligence and

care, and in the best interests of the company and its shareholders.
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Corporate Governance Report

The types of decisions which are to be taken by the Board include:

1. Setting the Company’s mission and values;
Formulating strategic directions of the Company;
Reviewing and guiding corporate strategy; setting performance
objectives and monitoring implementation and corporate
performance;

4. Monitoring and managing potential conflicts of interest of
management and board members; and

5. Ensuring the integrity of the Company’s accounting and financial
reporting systems, including the independent audit, and that
appropriate systems of control are in place, in particular, systems for
monitoring risk, financial control, and compliance with the law.

Chairman and Chief Executive Officer

The CG Code requires that the roles of Chairman and Chief Executive
Officer should be separated and not performed by the same individual.

During the year under review, Mr Wang Wenjian, who directs the strategic
growth and development of the Group, with responsibility for reviewing
implementation of the Board's policies and decisions and representing
the Group in communications with the media and external parties, is the
Chairman of the Group. Mr Ye Liaoning, who is responsible for overseeing
the day-to-day operations of the Group and the implementation of the
Board'’s policies and decision, including execution of annual business plan
and investment plan, is the Chief Executive Officer of the Group. The roles
of the Chairman (Mr Wang Wenjian) are separated from those of the Chief
Executive Officer (Mr Ye Liaoning) in order to reinforce their respective
independence, accountability and responsibility according to the CG Code
A.2.1.

Board Composition

The Board should have a balance of skills and experience appropriate for
the requirements of the business of the issuer. The board should ensure
that changes to its composition can be managed without undue disruption.
The Company is committed to the view that the Board should include a
balanced composition of executive and non-executive Directors (including
independent non-executive Directors) so that there is a strong independent
element on the Board which can effectively exercise independent judgment.
The Board currently comprises of 10 Directors, 4 executive Directors, namely
Mr. Wang Wenjian, also the Chairman of the Board, Mr. Ye Liaoning,
chief executive officer, Mr. Xie Minghua and Mr. Wu Jinxian; 2 non-
executive Directors namely Mr. Shao Yang Dong and Mr. Michael David
Ricks; and 4 independent non-executive Directors namely Mr. Chang Mei
Dick, Mr. Koji Suzuki, Mr. Liu Xu and Mr. Zhang Yuging. The Company is
also committed to the view that the independent non-executive Directors
should be of sufficient caliber and number for their views to carry weight.
The independent non-executive Directors, biographical details of whom are
set out in the Section headed “Directors and Senior Management” in this
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Annual Report, are free from any business or other relationship which could
interfere in any material manner with the exercise of their independent
judgment. The Composition of the Board as at the date of this Annual
Report is set out in the Section headed “Directors and Senior Management”
and the term of appointments of the Directors is set out under the section
"Directors’ Report” herein.

The Board supervises the management of the business and affairs of the
Company. The Board’s primary duty is to ensure the validity of the Company
and to ensure that it is managed in the best interests of the shareholders as
a whole while taking into account the interests of other stakeholders.

The Board has established a specific committee with written terms of
reference to assist it in the efficient implementation of its functions, namely,
the Audit Committee, Remuneration Committee, Nomination Committee
and Strategy and Development Committee. Specific responsibilities have
been delegated to the above committees.

The Board delegates specific tasks to the Group’s management including the
implementation of strategies and decisions approved by the Board and the
preparation of accounts for approval by the Board before public reporting.

The Chairman is responsible for developing strategic direction and
development of the Group. The Chief Executive Office and other executive
directors, working with and supported by the non-executive Directors,
are responsible for managing the Group’s business affairs, including the
implementation of strategies adopted by the Board and attending to the
formulation and successful implementation of Group’s policies and assuming
full accountability to the Board for all Group’s operations.

Each of the executive, non-executive, and independent non-executive
Directors has entered into a continuous service contract with the Company
and is subject to the rotational retirement and re-election requirements of
the Company’s Articles of Association and the Code Provisions. None of the
Directors has any financial, business, family relationships or any relationships
in other material aspects with each other.

The independent non-executive Directors contribute to the Company
with diversified industry expertise, advise the management on strategy
development and ensure that the Board maintains high standards of
financial and other mandatory reporting as well as provide adequate checks
and balances to safeguard the interests of shareholders and the Company
as a whole.

Each of independent non-executive Directors has given a written
confirmation to the Company confirming that he has met the criteria set out
in Rule 3.13 of the Listing Rules regarding the guidelines for the assessment
of independence of directors. The Company believes that the independent
non-executive Directors have all complied with the relevant guidelines as
stipulated in such rule and are still considered as independent.
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Appointment, Re-Election and Removal

The Company has implemented a formal, considered and transparent
procedure for the appointment of new directors to the board. The Company
has also put in place plans for orderly succession for appointment to the
board. All directors will be subject to re-election at regular intervals. The

Board must explain the reasons for the resignation or removal of any
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director.

The Attendance of Meetings of Board of

Directors

Regular Board meetings were held. During the year, the Board convened % £ & Hf

&
4 Board meetings in total based on the business developments and needs  Z & &ZJK’“ Al E AR
£

Eﬁﬁk

FR - EFTEERER
TAREESEH - ut

of the Company. In addition, special Board meetings would be held when %\ EFEZ 2NN eEEFTERETEESS
necessary. The attendance of each Director at board meetings and other # - REEHFE=S €3 &ﬁﬁﬂ%%i,\ 2
board committee meetings is as follows: EEMLBET

Name of Director

Full Meeting of the
Board of Directors

No. of Attendance/
No. of Meetings

Remuneration
Committee of the
Board of Directors

No. of Attendance/
No. of Meetings

Audit Committee of
the Board of Directors
No. of Attendance/
No. of Meetings

EEEH EZEREER EZZEE8HNZES EZZEEENZEE
HERE/EERE HERE /82X HERE /S8R Y
Mr Wang Wenjian INERAE 4/4 N/A 738 B N/A T8 B
Mr Ye Liaoning EEmLA 4/4 N/A i B N/A 7 i
Mr Xie Minghua HPELE 4/4 N/A 7@ N/A 7@ B
Mr Wu Jinxian REBLE 44 N/A 138 N/A i
Mr Shao Yang Dong IR % & 4/4 1/1 33
Mr Li Tyson Sandy Ying Lun TR MmEE (M) 1/4 N/A 3 A 13
(Note 1)
Mr Michael David Ricks Michael David Ricks 7t & 3/4 N/A @A 213
(Note 2) (BizE2)
Dr Chang Mei Dick RAEL 4/4 N/A 7T i 13
Mr Koji Suzuki BRAREZLE 4/4 171 N/A 13 A
Dr Liu Xu BB 4/4 N/A 7N i@ 33
Mr Zhang Yuquing RRELE 4/4 l 3/3



Note 1: Mr Li Tyson Sandy Ying Lun, resigned as a director on 30 September 2007 and

therefore, had not attended the meetings which were held after 30 September
2007.

Note 2: Mr Michael David Ricks, was appointed as a director on 30 September 2007 and

therefore, did not attend the meetings which were held prior to 30 September
2007.

Directors are consulted to include matters in the agenda for regular Board
meetings. Dates of regular Board meetings are scheduled at least 14 days in
advance to provide sufficient notice to give all Directors an opportunity to

attend. For all other Board meetings, reasonable notice will be given.

Nomination Committee

The Company has established a Nomination Committee with written terms
of reference. The Nomination Committee comprises of 3 members, namely,
Dr Dick Mei Chang and Dr Liu Xu (both are independent non-executive
Directors) and Mr Wang (an executive Director). Dr. Chang was appointed as

the chairman of the Nomination Committee.

The principal roles and functions of the Nomination Committee include:

(@) to review the structure, size and composition of the Board on a
regular basis and make recommendations to the Board regarding any

proposed changes;

(b)  to identify individuals suitably qualified to become Board members
and select or make recommendations to the Board on the selection of

individuals nominated for directorship;

(c)  to assess the independence of independent non-executive directors

with regard to the requirements under the Listing Rules; and

(d) to make recommendations to the Board on relevant matters related
to the appointment or re-appointment of directors and succession
planning for directors in particular the Chairman and the Chief

Executive Officer.

The Nomination Committee held the first meeting on 6 April 2008 with the
presence of all members to review the size, structure and composition of
the Board and made its recommendations to the Board on the appointment
of a member of Audit Committee and the re-appointment of Directors
whom are subject to retirement by rotation and eligible for re-election at
the forthcoming annual general meeting, and assessment of independence

of Independent Non-executive Directors.
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Remuneration Committee

The Company has established a Remuneration Committee with written
terms of reference. The Remuneration Committee comprises of 3 members,
namely, Mr Koji Suzuki and Mr Zhang Yuging (both are independent non-
executive Directors) and Mr Shao Yang Dong (who is a non-executive
Director). Mr. Koji Suzuki was appointed as the Chairman of the

Remuneration Committee.
The principal roles and functions of the Remuneration Committee include:

(@) to make recommendations to the Board on the Company’s policy and

structure of the remuneration of directors and senior management;

(b) to have the delegated responsibility to determine the specific
remuneration packages of all Executive Directors and senior
management and make recommendations to the Board of the

remuneration of the Non-executive Directors;

(¢)  to review and approve performance-based remuneration by reference
to corporate goals and objectives resolved by the Board from time to

time;

(d) to review and approve the compensation payable to Executive
Directors and senior management in connection with any loss or

termination of their office or appointment.

The meeting of the Remuneration Committee is held at least once a year
and otherwise is required. All members attended the first meeting of the
Committee held on 28 January 2008. The Remuneration Committee has
reviewed and approved the remenerations and bonus payable to executive
Directors and senior management for the financial year under review. The
Remuneration Committee Chairman has reported to the Board on the
proceedings of the meeting. Details of the amount of Directors’ emoluments

of 2007 are set out in Note 12 to the consolidated financial statements.

Audit Committee

The Company has established an Audit Committee with written terms of
reference. The Group’s audited final results for the year ended 31 December
2007 were reviewed by all the Audit Committee members, namely, Mr.
Zhang Yuging, Dr. Chang Mei Dick, Dr. Liu Xu, Mr. Michael David Ricks and
Mr. Shao Yang Dong.
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All issues raised by the Audit Committee have been addressed by
management. The work and findings of the Committee have been reported
to the Board. During the year, no issues have been brought to the attention
of management and the Board had sufficient importance to require
disclosure in the Annual Report. Full minutes of Audit Committee meetings
are kept by the Company Secretary. Drafts and final versions of minutes
of the Audit Committee meetings are sent to all members of the Audit
Committee for their comments and record respectively, in both cases within
a reasonable time after the meeting. The Audit Committee is provided with
sufficient resources, including the advice of external auditors, to discharge

its duties.

The principal roles and functions of the Audit Committee include:

(@) to consider and recommend to the Board on the appointment, re-
appointment and removal of external auditors, and to approve their

remuneration, and any question of their resignation and dismissal;

(b)  to review and monitor the integrity of the financial statements of the

Group together with the Company’s interim and Annual Report;

() to maintain an appropriate relationship with the Group’s external

auditors; and

(d) to oversee the Group’s financial control and internal control.

During the year ended 31 December 2007, the Audit Committee met twice.
The Audit Committee has reviewed the Annual Report for the year ended
31 December 2007, external auditor’s remuneration, internal control system
and interim report for the period ended 30 June 2007 at the relevant
meetings and recorded unanimous decisions. The Chairman of the Audit
Committee has reported to the Board on the proceedings of these meetings.
The Board has not taken any view that is different from that of the Audit

Committee.

Furthermore, another meeting was held on 6 April 2008 to review, inter
alia, the Annual Report and financial statements of the Group for the year
ended 31 December 2007, the report from external auditor on the audit
of the Group’s financial statements, the continued non-exempt connected
transactions, internal control system review and the re-appointment of

external auditor.
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Strategy and Development Committee

The Company’s Strategy and Development Committee is comprised of 6
members, namely, Mr Wang Wenjian, Mr Ye Liaoning, Mr Xie Minghua and
Mr Wu Jinxian (all are executive Directors) and Mr Koji Suzuki and Dr Dick
Mei Chang (both are independent non-executive Directors). Mr Wang Wenjian
was appointed as the chairman of the Strategy and Development Committee.
The primary duties of the Strategy and Development Committee are to advise
the Board on the Group’s strategy for business development and future
prospects in the international market for optical and optical-related products.
It is intended that members of this committee shall consist of domestic and

international experts in the optical industry and other related industry.

The meeting of the Committee is held at least four times a year or when
necessary. All members attended the first meeting of the Committee held
on 16 October 2007.

Securities Transactions by Directors

The Company has adopted the Model Code for Securities Transactions by
Directors of Listed Issuers (the “Model Code”) as set out in Appendix 10 of the
Listing Rules, and after having made specific enquiry with regard to securities
transactions after Listing by the Directors, all Directors have confirmed their
compliance with the required standards set out in the Model Code regarding
Directors' securities transactions throughout the year ended 31 December
2007.

External Auditor

The Board agrees with the Audit Committee’s approval of appointment of
Deloitte Touche Tohmatsu (“DTT") will be the Company’s external auditors,
for 2008. Their reporting responsibilities on the Financial Statements are set
out in the Independent Auditor’s Report of this Annual Report on page 65
and 66. Details of the amount of auditors’ remuneration in 2007 are set out
in Note 9 to the consolidated financial statements. The Company has also
paid fees amounting to HK$2.5 million to the auditors for Listing service as

reporting accountants during the year.
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DTT will retire and offer themselves for re-appointment at annual general
meeting of the Company to be held on 21 May 2008. The re-appointment
of DTT as the external auditor of the Group has been recommended by
the Audit Committee and endorsed by the Board, subject to approval

shareholders in the forthcoming annual general meeting.

Financial Reporting

The Directors are responsible for keeping proper accounting records and
preparing the financial statements which give a true and fair view of the
state of affairs of the Company and its subsidiaries, in accordance with
Hong Kong Financial Reporting Standards and the disclosure requirements
of the Hong Kong Companies Ordinance. In preparing the financial
statements for the year ended 31 December 2007, the Directors have made
judgments and estimates that are prudent and reasonable and prepared the

financial statements on a going concern basis.

Management has provided such explanation and information to the Board
as would enable the Board to make an informed assessment of the financial

and other information before the Board for approval.

The statement by the auditors of the Company about their responsibilities
for the financial statements is set out in the report of the auditors contained

in this Annual Report.

The Board’s responsibility to present a balanced, clear and understandable
assessment extend to annual and interim reports, other price-sensitive
announcements and other financial disclosures required under the Listing
Rules, and reports to regulators as well as information required to be

disclosed pursuant to statutory requirements.
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Internal Control

The Board is responsible for the Group’s system of internal control and
for reviewing its effectiveness. The Board, the Group’s internal audit
department and management conduct reviews of the effectiveness of the
Company’s system of internal control, including those of its subsidiaries. The
Audit Committee reviews the findings and opinion of the Group’s internal
audit department and management on the effectiveness of the Company’s
system of internal control, and reports to the Board on such reviews. In
respect of the year ended 31 December 2007, the Board considered the
internal control system effective and adequate. No significant areas of
concern which might affect shareholders were identified. The effectiveness
of the Audit Committee itself is reviewed annually through a formal process
which involves the Joint Company Secretaries preparing an evaluation of its
effectiveness. This is examined by both the internal and external auditors

before submitted to the Board for endorsement.

The internal audit division of the Group should ensure that the Company
maintains sound and effective internal controls to safeguard the
shareholder’s investment and the Company’s assets. The main functions of
the internal audit division are to audit the operating efficiencies of each
of the operating units, to carry out audit upon resignation of any key
management personnel, to assist Board in reviewing the effectiveness of
the internal control system of the Group and to review internal controls of
business processes and project based auditing (such as auditing of trade
receivables and issuance of commodities auditing report). Evaluation of the
Group's internal controls covering financial, operational compliance controls

and risk management functions had been done on an ad hoc basis.

Voting by Poll

The Board should regularly inform shareholders of the procedure for voting
by poll and ensure compliance with the requirements about voting by poll
contained in the Listing Rules and the constitutional documents of the

Company.
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The Company sets out in its circular to shareholders the procedures for
and the rights of shareholders to demand a poll. Pursuant to the Articles
of Association of the Company, at any general meeting of the Company
(including the extraordinary general meeting) a resolution put to the vote of

the meeting shall be decided on a show of hands unless:

(A)  (before or on the declaration of the results of the show of hands or
the withdrawal of any other demand for a poll) a poll is demanded
by:

(i) the Chairman of the meeting; or

(i) at least three shareholders present in person or by proxy for the

time being entitled to vote at the meeting; or

(i) by any shareholder or shareholders present in person or by
proxy and representing not less than one-tenth of the total
voting rights of all the shareholders having the right to vote at

the meeting; or

(iv) by a shareholder or shareholders present in person or by proxy
and holding shares in the Company conferring a right to vote
at the meeting being shares on which an aggregated sum has
been paid up equal to not less than one-tenth of the total sum

paid up on all the shares conferring that right; or

(B)  a resolution is required under the Listing Rules to be decided by way

of a poll.

In accordance with Rule 13.39 (3) of the Listing Rules, the Chairman of a
meeting and/or Directors who, individually or collectively, hold proxies in
respect of shares representing 5% or more of the total voting rights at a
particular meeting shall demand a poll in certain circumstances where, on a
show of hands, a meeting votes in the opposite manner to that instructed in
those proxies. If a poll is required under such circumstances, the Chairman
of the meeting shall disclose to the meeting the total number of votes
represented by all proxies held by directors indicating an opposite vote to

the votes.

Annual Report 2007 4

ARBABRRTHZBHA - AHINEERET

ARRZEARBRRERBEESTARRZHE
o REARBDZERZME > REMBERRE

FBERREIAS) MIE2
MKBFTARR - BRI

ZRBR

(A EEMRFRANBRUEBLEMIUAK

EFRFRZERZARZE  THA

TERRBEFAFR

() AEER: %

() BLOSERIUFELERAR LR
FrBREREERE X

iy —RAZEZHFEBIHBEERS
ERECREBRBEBEEZEETS LR
T2 —ZBREXIZEREK : 5

(V) —HXSEBEHELEENER
JTTRE RS2 8RR @A
ERHEZEN ARG BE 8
Bt+Hr AL BRERFER
=%

SH

K

B) WRELEWRAKE -
RhHAERR -

18 Bl R A AR

B ETRAEIR393)E EAGTREES

ﬁ%% & LER K ERFAGETARD
EHS%IAENZTERKRERE  BIE
E?Hﬁ?(@ﬁ@%¢?ﬁi%ﬁ%'ﬁ%

BRAZEZERRZRBAERERR) T
ERARETARR - MAEBRFBERTEHKIN
KREFTRNETRR AASIFEESHE LR
REFHAMBZERRBRERARRZAER
B UBRTUBFIARREARZERE -

51



52

r'/.—h‘\

% Sunny Optical Technology (Group) Company Limited Z&F ¢ B2 R (&

Corporate Governance Report

Investor Relationships and Shareholders’
Communication
The Group maintains the investor relationships and shareholders’

communication through the following methods:

Disclosure of information on a timely basis: The Company will use
various channels such as financial report, announcement and website
of the Company to disclose relevant information to the public and the

shareholders.

Communication with shareholders and investors: The Company maintains
effective communications with shareholders and investors through annual
general meeting, presentation conference of company results, company
visits and visiting institutional investors.

Web-based reporting: The website of the Company will open an Investor
Relationship Forum which would contain among others, the following

contents:

a. relevant systems of the Company, such as terms of reference of

corporate governance practices;
b. information on the annual general meeting of the Company;
C. the Annual Report and interim report of the Company;
d. disclosure of price sensitive information.
On behalf of the Board
Wang Wenjian
Chairman

6 April 2008
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Directors” Report

The Directors are pleased to present their first Annual Report, including the
audited consolidated (or combined) financial statements for the year ended
31 December 2007.

Corporate Reorganisation

The Company was incorporated as a limited company in Cayman Islands on
21 September 2006.

Pursuant to a reorganisation scheme to rationalise the structure of the
Group in preparation for the public Listing the Company’s shares on
the Stock Exchange, the Company became the holding company of the
companies now comprising the Group on 24 October 2006. Details of the
reorganisation were set out in the prospectus dated 4 June 2007 issued by

the Company.

The shares of the Company were listed on the Stock Exchange with effect
from 15 June 2007. The Company issued 200,000,000 shares with a
nominal value of HK$0.1 each, at a price of HK$3.82 per share by a way of
the Global Offering to Hong Kong and overseas investors. The consideration

received by the Company for the issue was HK$764.0 million.

Principal Activities
The Company acts as an investment holding company. The activities of its
principal subsidiaries are set out in Note 32 to the consolidated financial

statements.

Dividends Distribution

The results of the Group for the year ended 31 December 2007 are set out

in the consolidated income statement on page 67.

The Directors recommend the declaration of a final dividend at the rate
of RMB0.021 (equivalent approximately to HK$0.022) per share payable
on 29 May 2008 to all persons registered as holders of shares on 19 May
2008. The Register of Members will be closed from 19 May 2008 to 21
May 2008 , both days inclusive. In order to be qualified for the dividend
and attending the Annual General Meeting (“AGM") to be held on 21 May
2008, shareholders should submit share certificates together with transfer
documents to Hong Kong Branch Share Registrar, Computershare Hong
Kong Investor Services Limited of shops 1712-1716, 17th Floor, Hopewell
Centre, 183 Queen’s Road East, Wan Chai, Hong Kong to be registered on
the Register of Members on or before 4:30 pm on 16 May 2008.
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Donations

Charitable and other donations made by the Group during the year

amounted to approximately HK$1.0 million.

Major Customers and Suppliers

Details of the Group’s transactions with its major suppliers and customers

during the year are set out below:

In 2007, the Group’s largest supplier accounted for 37.2% (2006: 50.3%)
and the 5 largest suppliers combined accounted for 53.4% (2006: 60.2%)
of the total purchase of the Group.

Aggregate sales attributable to the Group’s five largest customers were less
than 30% of the total turnover of the Group in both the years of 2006 and
2007.

At no time during the year did any director or any shareholder of the
Company have an interest in any of the Group’s five largest suppliers or

customers.

Property, Plant and Equipment

Details of movement of property, plant and equipment of the Group, during
the year in the fixed assets are set out in Note 13 to the consolidated

financial statements.

Revalued Assets

In its prospectus dated 4 June 2007, the Company included a valuation of
its properties at RMB116.7 million, which has not been incorporated in the
consolidated financial statements for the year ended 31 December 2007.
These properties have been included in the consolidated balance sheet
at 31 December 2007 at RMB84.4 million, being their historical cost less
accumulated depreciation and accumulated impairment losses. Had the
properties been stated at their revalued amount in the consolidated financial
statements, additional depreciation of RMB0.3 million would have been

charged against the consolidated income statement.
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Share Capital

Details of change during the year in the share capital of the Company are

set out in Note 22 to the consolidated financial statements.

During the year, neither the Company nor any of its subsidiaries purchased,

sold or redeemed any of the Company’s listed securities.

Distributable Reserves of the Company

Distributable reserves of the Company as at 31 December 2007, calculation
under the Cayman Islands Companies Law amounted to RMB935.3 million
(2006: RMB58.9 million) including share premium of RMB685.8 million and
retained earnings of RMB249.5 million.

Directors

The Directors of the Company during the year and up to the date of this

report were:

Executive Directors

Mr Wang Wenjian (appointed on 21 September 2006)
Mr Ye Liaoning (appointed on 30 January 2007)

Mr Xie Minghua (appointed on 18 May 2007)

Mr Wu Jinxian (appointed on 18 May 2007)

Non-executive Directors

Mr Shao Yangdong (appointed on 18 May 2007)
Mr Li Tyson Sandy Ying Lun
(appointed on 18 May 2007 and resigned on 30 September 2007)

Mr Ricks Michael David (appointed on 30 September 2007)
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Independent non-executive Directors

Dr Chang Mei Dick (appointed on 18 May 2007)
Mr Koji Suzuki (appointed on 18 May 2007)

Dr Liu Xu (appointed on 18 May 2007)
Mr Zhang Yuging (appointed on 18 May 2007)

In accordance with the provisions of the Company’s Articles of Association,
all Directors will retire by rotation and, being eligible, offer themselves for
re-election at the forthcoming annual meeting of the Company. A circular
containing the explanatory statement on repurchase by the Company of its
shares, the biographical details of the director candidates and the notice of

annual general meeting will be sent to Shareholders of the Company.

Directors’ Service Contracts

Each of the executive Directors has entered into a service contract with the
Company for an initial term of three years commencing from 18 May 2007.
The service contract shall not be terminated within 12 months since the

date of Listing.

Each of the non-executive Directors is appointed for an initial term of three
years commencing from 18 May 2007, except Mr. Ricks Michael David
whose service contract is commencing from 30 September 2007, and each
of the independent non-executive Directors is appointed for initial term of

three years commencing from 18 May 2007.

No director proposed for re-election at the forthcoming annual general
meeting has a service contract with the Company which is not determinable
by the Group within one year without payment of compensation, other

than normal statutory compensation.
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Directors’ and Chief Executives’ Interests and

Short Position in Shares

As of 31 December 2007, the interests and short positions of the Directors 7% =
BREFNMPE
8% ‘X*E%F(tm NAEFHETE

and the chief executive in the shares, underlying shares and debentures of

the Company or of any associated corporations (within the meaning of Part
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XV of the Securities and Futures Ordinance (the “SFO")), as recorded in the ~ ZE<F i

register maintained by the Company pursuant to Section 352 of the SFO,

or as otherwise notified to the Company and the Stock Exchange pursuant

RARZAE EFERTE
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to the Model Code for Securities Transactions by Directors of Listed #8) 81k - HEAMKR G REF N ER KX E W
Companies, were as follows: ™
Approximate
Name of
Name of Long/short Capacity/Nature Number percentage of
Director Corporation position of interest of shares shareholding
BEEnA B A B wR/ KRR 54, EatE ROBE FRENBEDE
Mr. Wang Wenjian The Company Long position Trustee (Note 1) 57,940,940 5.79%
TXERE NN S} ZEEA (BT
The Company Long position Trustee and Beneficiary 421,460,060 42.15%
of a trust (Note 2)
KA T A RAEAREEZEA
(M&E2)
Mr. Ye Liaoning The Company Long position Beneficiary of a trust 421,460,060 42.15%
EEERE (Note 3)
ZN/NES) G ) ErEXm A (MIF3)
Mr. Wu Jinxian The Company Long position Beneficiary of a trust 421,460,060 42.15%
(Note 4)
HEEELE NN HE FEREEHEA(M5E4)
Notes: B aE

(1) Mr. Wang Wenjian is the trustee of the PRC Investor Trust. The PRC Investor Trust is a
trust on the entire issued share capital of Sun Zhong, which in turn owns 5.79% of
the issued share capital of the Company. Accordingly, Mr. Wang Wenjian is deemed
to be interested in 57,940,940 shares under the SFO.

(2) Mr. Wang Wenjian is the trustee and one of the beneficiaries of the Sunny Employee
Trust. The Sunny Employee Trust is a trust on the entire issued share capital of Sun
Ji. Sun Ji owns 92.32% equity interest in Sun Xu, which in turn owns 42.15% of the
issued share capital of the Company. Accordingly, Mr. Wang Wenjian is deemed to
be interested in 421,460,060 shares under the SFO.

(3) Mr. Ye Liaoning is a beneficiary under the Sunny Employee Trust, under which he
is entitled to 6.20% of the beneficial interest. As a beneficiary of the trust, he is
deemed to be interested in all the equity interest that Sunny Employee Trust owns
under the SFO. Sun Ji owns 92.32% equity interest in Sun Xu, which in turn owns
421,460,060 shares of the Company. As a controlling shareholder, Sun Ji is deemed
to be interested in all the shares that Sun Xu owns under the SFO. Accordingly, Mr.
Ye Liaoning is deemed to be interested in 421,460,060 shares under the SFO.
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(4) Mr. Wu Jinxian is a beneficiary under the Sunny Employee Trust, under which he
is entitled to 2.81% of the beneficial interest. As a beneficiary of the trust, he is
deemed to be interested in all the equity interest that Sunny Employee Trust owns
under the SFO. Sun Ji owns 92.32% equity interest in Sun Xu, which in turn owns
421,460,060 shares of the Company. As a controlling shareholder, Sun Ji is deemed
to be interested in all the shares that Sun Xu owns under the SFO. Accordingly, Mr.
Wu Jinxian is deemed to be interested in 421,460,060 shares under the SFO.

Other than as disclosed above, none of the Director, chief executives
had any interests or short positions in any shares, underlying shares or
debentures of the Company or any of its associated corporations as of 31
December 2007.

Share Option Scheme

On 25 May 2007, the Company adopted a share option scheme (the
“Scheme") for the purpose of providing incentives and rewards to eligible
participants who contribute to the success of the Company. Eligible
participants of Scheme include, without limitation, employees, Directors and
shareholders of the Group. Up to 31 December 2007, no share option has
been granted or agreed to be granted to any person or exercised by any

person under the Scheme.

Purchase, Sale or Redemption of the
Company’s Shares

The Company is empowered by the applicable Companies Law of the
Cayman Islands and the Articles of the Association to repurchase its own
shares subject to certain restrictions and the Board may only exercise this
power on behalf of the Company subject to any applicable requirements
imposed from time to time by the Stock Exchange. There was no purchase,
sale or redemption by the Company or any of its subsidiaries, of the
Company'’s listed shares during the period from the Company's Global
Offering to 31 December 2007.

Directors’ Interests in Significant Contracts

No significant contract, to which the Company, its holding company, its
controlling shareholder, fellow subsidiaries or subsidiaries was a party and in
which a director of the Company had a material interest, whether directly

or indirectly, subsisted at the end of the year or at any time during the year.
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Management Contract

No management contracts in force during the year for the management and
administration of the whole or any substantial part of the Group’s business

subsisted at the end of the year or at any time during the year.

o B I R BE £ 9 B
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Disclosure of Substantial Shareholders

As of 31 December 2007, so far as the Directors are aware, the following
persons or institutions have beneficial interests or short positions in
any shares or underlying shares of the Company which would fall to be
disclosed to the Company under the provisions of Divisions 2 and 3 of Part
XV of the SFO, Cap 571 of the Laws of Hong Kong, or who is directly and/
or indirectly interested in 10% or more of the nominal value of any class of

share capital carrying rights to vote in all circumstances at general meetings

of any other member of the Group:

Approximate

Long/short percentage of
Name Position Type of interest Number of Share shareholding
BF HE/RE 5 38 5l ROBE HERBHOBIL
Sun Xu Limited (“Sun Xu") Long position Beneficial owner 421,460,060 42.15%
RIBAER AR ([528]) o) BEREAA
Sun Ji Limited (“Sun Ji”) (Note 1) Long position Interest in a controlled 421,460,060 42.15%
corporation
REBRAR([ZE]) (1) A R A E R
Mr. Wang Wenjian (Note 2) Long position Interest in a controlled 479,401,000 47 .94%
corporation, trustee of a
trust and trustee and
one of beneficiaries
of a trust
T XE(ME2) A LB BREX
FAANRELEZFEA
MEP—-—ZEEXRA
Mr. Ye Liaoning (Note 3) Long position Beneficiary of a trust 421,460,060 42.15%
Bk (MFE3) A BREXHEA
Mr. Wu Jinxian (Note 4) Long position Beneficiary of a trust 421,460,060 42.15%
REB K& (HFE4) A BREZHEA
Summit Optical Holdings Inc Long position Beneficial owner 171,174,508 17.12%
(“Summit”) 5=} EmEA A
Chengwei Ventures Evergreen Long position Interest in a controlled 171,174,508 17.12%
Fund, L.P. (Note 5) corporation
B AR EE (FiIFEs) ) EErERER
Sun Zhong Limited (“Sun Zhong") Long position Beneficial owner 57,940,940 5.79%
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Notes:

As Sun Ji owns more than one-third of the voting power of general meetings of Sun
Xu, Sun Ji is deemed to be interested in the 421,460,060 shares held of and in the
Company by Sun Xu under the provisions of SFO.

As Mr. Wang Wenjian is the sole shareholder of Sun Guang Limited and the trustee
and one of the beneficiaries of the Sunny Employee Trust, Mr. Wang Wenjian is
deemed to be interested in the 421,460,060 shares held by Sun Xu under the
provisions of SFO. As Mr. Wang Wenjian is the trustee of the PRC Investor Trust, Mr.
Wang Wenjian is deemed to be interested in the 57,940,940 shares held by Sun
Zhong under the provisions of SFO.

Mr. Ye Liaoning is a beneficiary under the Sunny Employee Trust, under which he
is entitled to 6.20% of the beneficial interest. As a beneficiary of the trust, he is
deemed to be interested in all the equity interest that Sunny Employee Trust owns
under the SFO. Sun Ji owns 92.32% equity interest in Sun Xu, which in turn owns
421,460,060 shares of the Company. As a controlling shareholder, Sun Ji is deemed
to be interested in all the shares that Sun Xu owns under the SFO. Accordingly, Mr.
Ye Liaoning is deemed to be interested in 421,460,060 shares under the SFO.

Mr. Wu Jinxian is a beneficiary under the Sunny Employee Trust, under which he
is entitled to 2.81% of the beneficial interest. As a beneficiary of the trust, he is
deemed to be interested in all the equity interest that Sunny Employee Trust owns
under the SFO. Sun Ji owns 92.32% equity interest in Sun Xu, which in turn owns
421,460,060 shares of the Company. As a controlling shareholder, Sun Ji is deemed
to be interested in all the shares that Sun Xu owns under the SFO. Accordingly, Mr.
Wu Jinxian is deemed to be interested in 421,460,060 shares under the SFO.

As Chengwei Ventures Evergreen Fund, L.P. owns more than one-third of the voting
power of general meetings of Summit, Chengwei Ventures Evergreen Fund, L.P. is
deemed to be interested in the 171,174,508 shares held by Summit under the SFO.

Definition of terms:

“PRC Investor Trust” refers to a trust established on 28 July 2006 on the entire issued
share capital of Sun Zhong

“Sunny Employee Trust” refers to a trust established on 28 July 2006 on the entire
issued share capital of Sun Ji

“PRC Investors” refers to the beneficiaries of the PRC Investor Trust

Save as disclosed above, as of 31 December 2007, no other shareholder,

other than directors or chief executives, of the Company had any interests

or short positions in the shares or underlying shares of the Company as

recorded in the register required to be kept under section 336 of the SFO.
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Appointment of Independent Non-Executive
Directors

The Company has received, from each of the independent non-executive
Directors, an annual confirmation of his independence pursuant to Rule
3.13 of the Listing Rules. The Company considers all of the independent

non-executive Directors independent.

Connected Transactions

Centain related party transactions as disclosed in Note 29 to the
consolidated financial statements also constituted continuing connected
transactions under the Listing Rules which are required to be disclosed in
this report in accordance with Chapter 14A of the Listing Rules. During the
year ended 31 December 2007, the Group has carried out certain business

transaction with the following connected companies and entities:

(@) The Group purchased and sold raw materials from/to Yuyao City
Xingbang Optoelectronic Instruments Company Limited amounting to
approximately RMB1,770,000 and RMB 198,000 respectively.

(b)  The Group leased certain facilities properties for general business and
ancillary uses from Sunny Group pursuant to the Facilities Tenancy

Agreements amounting to approximately RMB3,604,000.

(¢)  Ningbo Sunny Instruments Co., Ltd. had also transferred the property
on which its plant is situated from Sunny Group pursuant to the
terms and conditions of a property transfer agreement amounting to
RMB28,000,000.

The transactions are defined by the Listing Rules as “continuing connected
transactions” and are exempt from the independent shareholders’
approval requirements. The transactions has complied the reporting and

announcement requirements set out in Chapter 14A of the Listing Rules.
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Connected Persons

(i) Mr Wang is the Chairman of the Board and an executive Director and
Yuyao City Jiahua Optoelectronic Components Factory is wholly-
owned by the spouse of his sister, an associate. Accordingly, Yuyao
City Jiahua Optoelectronic Components Factory is a connected person
of the Company.

(i) Mr Wu is an executive Director and Yuyao City Urban Fanxing
Electrical Appliance Factory is wholly-owned by the nephew of his
spouse, an associate. Accordingly, Yuyao City Urban Fanxing Electrical
Appliance Factory is a connected person of the Company.

(ii)  Mr Wu is an executive Director and Yuyao City Xingbang
Optoelectronic Instruments Company Limited is wholly-owned by his
cousin, an associate. Accordingly, Yuyao City Xingbang Optoelectronic
Instruments Company Limited is a connected person of the Company.

(iv)  Mr Ye is an executive Director and Yuyao City Xingli Optics
Instruments Factory is wholly-owned by his brother-in-law, an
associate. Accordingly, Yuyao City Xingli Optics Instruments Factory is
a connected person of the Company.

(v)  Sunny Group, which is an associate of a Director and Substantial
Shareholder, is a connected person of the Company under Rules 1.01
and 14A.11 of the Listing Rules and any transactions between the
Group and Sunny Group shall constitute connected transactions under
the Listing Rules.

Pursuant to Rule 14A.38 of the defined the Listing Rules, the board of
directors engaged the auditor of the Company to perform certain agreed
upon procedures in respect of the continuing connected transactions of the
Group. The auditor has reported the factual findings on these procedures
to the Board. The independent non-executive Directors have reviewed the
continuing connected transactions and the report of the auditor and have
confirmed that the transactions have been entered into by the Company in
the ordinary course of its business and in accordance with the terms of the
agreement governing such transactions that are fair and reasonable and in
the interests of the shareholders of the Company as a whole.

The purchase of raw materials from each of the companies, Yuyao City
Jiahua Optoelectronic Components Factory, Yuyao City Urban Fanxing
Electrical Appliance Factory and Yuyao City Xingli Optics Instruments
Factory, during the year did not exceed the aggregate annual cap for the
financial year ended 31 December 2007, namely RMB900,000. The purchase
and sales of raw materials from/to Yuyao City Xingbang Optoelectronic
Instruments Company Limited did not exceed the aggregate annual cap
namely RMB2.2 million for the year ended 31 December 2007. Both the
rents payable for facilities and ancillary facilities to Sunny Group during the
year did not exceed the aggregate annual cap namely RMB1.5 million and
RMB2.5 million respectively for the year ended 31 December 2007.
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Interests in Competitors

No Directors or chief executive of the Company holds any interests in

entities which compete with the Group in any aspects of its business.

Emolument Policy

The Group's emolument policy is designed to attract, retain and motivate
talented individuals to contribute to the success of the business. The
emolument policy of the employees of the Group is formulated and
reviewed by the Remuneration Committee on the basis of their merit,

qualifications and competence.

The emoluments of the directors of the Company are decided by the
Remuneration Committee, having regards to the Group’s operating results,

individual performance and comparable market statistics.

The Group operates a Mandatory Provident Fund (“MPF”) Scheme under
rules and regulations of MPF Schemes Ordinance for all its employees in
Hong Kong. All the employees of the Group in Hong Kong are required to
join the MPF Scheme. Contributions are made based on a percentage of
the employees’ salaries and are charged to consolidated income statement
as they become payable in accordance with the rules of the MPF Scheme.
The assets of the MPF Scheme are held separately from those of the Group
in an independently administered fund. The Group’s employer contributions
vest fully with the employees when contributed into the MPF Scheme. No
forfeited contribution is available to reduce the contribution payable in the

future years as of 31 December 2007.

The Group’s subsidiaries in the PRC, in compliance with the applicable
regulations of the PRC, participated in a state-managed retirement benefits
scheme operated by the local government. The subsidiaries are required
to contribute a specific percentage of their payroll costs to the retirement
benefits schemes. The only obligation of the Group with respect to the

retirement benefits scheme is to make the specified contributions.

During the year, the total amounts contributed by the Group to the
schemes and costs charged to the consolidated income statement represent
contribution payable to the schemes by the Group at rates specified in the

rules of the schemes.
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Pre-Emptive Rights
There are no provisions for pre-emptive rights under the Company’s Articles
of Association, or the laws of Cayman Islands, which would oblige the

Company to offer new shares on a prorata basis to existing shareholders.

Sufficiency of Public Float

Based on information that is publicly available to the Company and within
knowledge of its directors at the latest practicable date prior to the issue
of the Annual Report, the Company has maintained a sufficient public float
throughout the period from 15 June 2007, being the date of Listing to 31
December 2007.

Post Balance Sheet Events

Details of significant events occurring after the balance sheet date are set

out in note 30 to the consolidated financial statements.

Use of Proceeds from The Public Offering

As of 31 December 2007, the Group only utilised approximately of
RMB260.9 million out of the proceeds from the Global Offering. To the
extent that the net proceeds from the Company’s Global Offering are
not immediately required for the purposes mentioned in the Company’s
Prospectus dated on 4 June 2007, they were placed on short term interest

bearing-deposits with licensed banks in Hong Kong.

Auditors

A resolution will be submitted to the annual general meeting to re-appoint

Messrs. Deloitte Touche Tohmatsu as auditors of the Company.

By order of the Board of Directors
Wang Wenjian

Chairman

Yuyao, Zhejiang, the PRC
6 April 2008
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Independent Auditor’s Report

To The Members Of
Sunny Optical Technology (Group) Company Limited
(Incorporated In The Cayman Islands With Limited Liability)

We have audited the consolidated financial statements of Sunny Optical
Technology (Group) Company Limited (the “Company”) and its subsidiaries
(collectively referred to as the “Group”) set out on pages 67 to 130, which
comprise the consolidated balance sheet as at 31 December 2007, and the
consolidated income statement, the consolidated statement of changes in
equity and the consolidated cash flow statement for the year then ended,
and a summary of significant accounting policies and other explanatory

notes.

Directors’ responsibility for the consolidated
financial statements

The directors of the Company are responsible for the preparation and the
true and fair presentation of these consolidated financial statements in
accordance with Hong Kong Financial Reporting Standards issued by the
Hong Kong Institute of Certified Public Accountants and the disclosure
requirements of the Hong Kong Companies Ordinance. This responsibility
includes designing, implementing and maintaining internal control relevant
to the preparation and the true and fair presentation of the consolidated
financial statements that are free from material misstatement, whether due
to fraud or error; selecting and applying appropriate accounting policies;

and making accounting estimates that are reasonable in the circumstances.

Auditor’s responsibility

Our responsibility is to express an opinion on these consolidated financial
statements based on our audit and to report our opinion solely to you, as
a body and for no other purpose. We do not assume responsibility towards
or accept liability to any other person for the contents of this report. We
conducted our audit in accordance with Hong Kong Standards on Auditing
issued by the Hong Kong Institute of Certified Public Accountants. Those
standards require that we comply with ethical requirements and plan
and perform the audit to obtain reasonable assurance as to whether the

consolidated financial statements are free from material misstatement.
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An audit involves performing procedures to obtain audit evidence about
the amounts and disclosures in the consolidated financial statements.
The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the consolidated
financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s
preparation and true and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. An audit also includes
evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by the directors, as well as

evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained is sufficient and

appropriate to provide a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair
view of the state of affairs of the Group as at 31 December 2007, and of
the Group’s profit and cash flows for the year then ended in accordance
with Hong Kong Financial Reporting Standards and have been properly
prepared in accordance with the disclosure requirements of the Hong Kong

Companies Ordinance.

Deloitte Touche Tohmatsu
Certified Public Accountants

Hong Kong

6 April 2008
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Consolidated Income Statement

FOR THE YEAR ENDED 31 DECEMBER 2007

BE_TZ

NOTES
RS

Revenue Uz A 5
Cost of sales $4 & B 7<
Gross profit = 7|
Other income H ff g A 6
Selling and distribution expenses #4 €& & % #4 i
Research and development expenditure #ff 2 f sz
Administrative expenses 1T I 7 5%
Discount on acquisition of additional 1% & [ff B8 A &) # 25 &Y 37 :2

interest in subsidiaries
Loss on disposal of a subsidiary H & K & A 7 & & 18
Finance costs @&l & X 4 /
Profit before taxation & %% Al 34 7
Income tax charge fff 15 1 & H 8
Profit for the year £ A % F 9
Attributable to: 5% & :

Equity holders of the Company A" A &) I #E 5 A A

Minority interests 4> £ % 5 # 25
Dividends % & 10

Dividends declared & & JE & &
Final dividends proposed of RMB0.021

(equivalent to approximately HK$0.022) per ordinary share
BR AR EFRERRAREO0.0217T (490.02278 7T)

Earnings per share — Basic & i% & F — & &

"1

Annual Report 2007 4F 5%

R GRS

2007
—ETLE
RMB’000
ARETF T

1,381,865
(1,005,268)

376,597

46,063
(32,942)
(28,535)
((PANE))

(3,795)

236,295
(10,424)

225,871

225,436
435

225,871

21,000

RMBO0.25

tEFZAS+—AIER

2006
—TETRF
RMB’'000
ARET T

900,698
(652,917)

247,781
4,965
(19,087)
(12,310)
(55,723)

3,408
(136)
(2,913)

165,985

165,985

117,158

48,827

165,985

103,215

RMBO0.20

67
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Consolidated Balance Sheet A EERAMEE

N 2N

AT 31 DECEMBER 2007 R-ZFEFE+FF+_A=1+—H

2007 2006
—EEtLHF —EEREF
NOTES RMB’000 RMB’000
Bt 5 AR®T T ARBTT

NON-CURRENT ASSETS 3 7 8 & &
Property, plant and equipment #) % - # 28 & =% 13 401,142 301,890
Prepaid lease payments T8 1 ] & 14 20,264 10,848

Available-for-sale investments AJ  H € 1% & 15 7,511 —
Goodwill B & 16 12,077 —

440,994 312,738

CURRENT ASSETS T & & E

Inventories 17 & 17 134,988 108,342
Trade and other receivables 8 5 & = b f& U 3k 18 18 378,252 202,295
Prepaid lease payments &8 {7 fl & 14 502 271
Amounts due from related parties & Y B8 8 A £+ 718 29(c) 2,298 862
Available-for-sale investments A &t & € &% & 15 66,188 =
Pledged bank deposits & # 3 §8 17 17 3 19 1,690 609
Bank balances and cash 3R 17 4 & & I8 & 19 543,689 160,275

1,127,607 472,654

CURRENT LIABILITIES % ) & &
Trade and other payables & 5 & H 4th & {5 ZX 18 20 265,225 160,853
Dividends payable & i f% & 21 — 236,009
Amounts due to related parties & {5 8 i A £ A 29(c) 5,661 33,648
Tax payable F& 1< %% 18 2,670 —

273,556 430,510

NET CURRENT ASSETS A B/ & E F & 854,051 42,144

TOTAL ASSETS LESS CURRENT 4 & & il it B
LIABILITIES & f& 1,295,045 354,882

CAPITAL AND RESERVES & K [ f# 15
Share capital & 7~ 22 97,520 101
Reserves f# 5 1,191,295 354,776

Attributable to: §3 &
Equity holders of the Company A A A fx #E £F & A 1,288,815 354,877
Minority interests 4> £k A% 3 # =5 6,230 5

1,295,045 354,882

The consolidated financial statements on pages 67 to 130 were approved HRFETE10EZ G BHAKEETe RN
and authorised for issue by the Board of Directors on 6 April 2008 and are —ZZ /\&FEmW A A ERERETIZ T HT

signed on its behalf by: NNEBFRKREE
Wang Wenjian Ye Liaoning
EXE RE=S
CHAIRMAN DIRECTOR

B EF
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Changes In Equity %tif%@ffti+:ﬁ:+—5¢fﬁ/§
FOR THE YEAR ENDED 31 DECEMBER 2007

Attributable to the equity holders of the Company

ARARBRAEARLRE
Reserves
i
Discretionary Investment
Share Share Special ~ Statutory  surplus Other  revaluation  Retained Minority
capital  premium  reserve  reserves  reserve  reserves  reserves  earnings  Sub-total  Interest Total
B RE 28

RE ROEE HKHGE ZERGE BHEE HbtRE EARE REEN Nt REER Azt

RMB'000  RMB'000  RMB'000  RMB'OO0  RMB'000  RMB'000  RMB'OO0  RMB'000  RMB'000  RMB'000  RMB'000

ARBTT ARETT ARBTR ARETT ARBTR ARETR ARBTR ARETT ARBTR ARETTI ARKTR
(note a) (note b) (note b) (note ¢)

(Wia) (Wb (&b (Wi

At1January 2006 R=EF K E—-F—H 109,169 12,047 (36,682) 19,849 916 — — 85,222 81,352 141,069 331,590
Issue of share upon incorporation 3 A 37 1 % 17 B 3 746 - - - - - - - - — 746

Exchange of share upon group £E E4 %

reorganisation (note d) # i (i 5#d) (109,862) (59,612) 271,528 — — — — - 211,916 (102,054) —
Allotment of new shares (note e) 2 % & 1% (i e) 48 47,565 = = = = = = 47,565 = 47,613
Acquisition of equity interest 4t & fi B 72 &
in subsidiaries (note 1) 1% (F 1) - - - - - - - - — (38630 (38630
Disposal of a subsidiary it} & i & 2 & - - - - - - - - - (1,277) (1,277)
Capital contribution & — — — — — — — — — 2,044 2,044
Profit for the year and total recognised income for the year 4 /& 7
REAERZLRA - - - - - - — 17158 117,158 48827 165985
Dividend (note 10) f & (R 3 10) = = = = = = — (103215 (103215  (49974) (153,189)

Appropriations & #

= = = 11,154 = 29,070 = (40,224) = = =

At 31 December 2006 and R —EEAE+-A=+-AR
1 January 2007 — 35 +&—f—H 101 — 234,846 31,003 916 29,070 - 58,941 354,776 5 354,882
Gain on fair value changes of R IRERER 2

avallable-for-sale i

nvestments 7 f £ €% A AT = = = = = = 3,188 = 3,188 - 3,188

recognised directly in equity & &) 2 Y %

Profit for the year 4 /3 7 - - - - - = - 2586 225436 835 2581
Total recognised income 2 ¥ 22 £ Y A — — - — - - 3,188 225,436 228,624 435 229,059
Capitalisation issue and division of shares & 2 {t %17 & & {3 2 # 71915 — (11919 = — — = — (711919 = =
Issue of new shares %17 5 Ik 19504 725548 = = = = = — 72558 - 745052
Acquisition of a subsidiary (note 28) U B ¥ B 2 7 (Hi£28) = = = = = = = = = 5,790 5,790
Expenses relating to issue of new shares %17 1 A 18 B 5 2 = (39,738) = = = = = = (39,739) = (39,738)
Appropriations & # = = = = = 34,924 = (34,924) = = =
At31 December 2007 R=FZ+tE+-A=1—H 97,520 685,810 156,931 31,003 916 63,994 3,188 249,453 1,191,295 6,230 1,295,045
Notes: B 5
(@) The amount recorded in the special reserve at 1 January 2006, resulting from: @ RZZEERF-—A B AR FENRER
E .
(i) the acquisition of 11.22% equity interest in Zhejiang Sunny Optics Co., (i) RFEEERAR([RFEE]) KBEHT
Ltd. (“Sunny Optics”) and Ningbo Sunny Instruments Co., Ltd. (“Ningbo REXREERARA([HIZFAE]) RE
Instruments”) by Sunny Group Limited (“Sunny Group”), represents the net RIEEFEBARAA ([FRERL)11.22%
carrying amount of 11.22% equity interest in Sunny Optics and Ningbo B HERKEESRN IRFAERE

Instruments at the date of acquisition. R AR R ERREFE11.22% ©
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(i) the disposal of 24.47% equity interest in Sunny Optics and Ningbo
Instruments by Sunny Group, represents the net carrying amount of 24.47%
equity interest in Sunny Optics and Ningbo Instruments at the date of
disposal.

The statutory reserves and discretionary surplus reserve are non-distributable and the
transfer to these reserves is determined by the board of directors in accordance with
the Articles of Association of the People’s Republic of China (“PRC") subsidiaries.
Statutory reserves composed statutory surplus reserve and statutory welfare reserve.
Statutory surplus reserve can be used to make up for previous year’s losses or
convert into additional capital of the PRC subsidiaries of the Company. Statutory
welfare reserve and discretionary surplus reserve can be used to expand the existing
operations of the Company’s PRC subsidiaries. In accordance with the relevant
PRC laws and regulations, no appropriation of statutory welfare reserve is required
effective from 2006.

Other reserves represent enterprise expansion fund and reserve fund. These reserves
are non-distributable and the transfer to these reserves is determined by the board of
directors in accordance with the Articles of Association of the PRC subsidiaries. Other
reserves can be used to make up for previous year's losses or convert into additional
capital of the Company’s PRC subsidiaries.

The amount recorded in the special reserve, resulting from the group reorganisation
includes:

(i) the difference between the share capital and share premium of Sunny Optics
and Ningbo Instruments attributable to the Company (representing 63.36%
equity interest in each of Sunny Optics and Ningbo Instruments) and the
nominal value of the share capital of Sun Yu Optical Technology Limited (“Sun
Yu Optical”);

(ii) net carrying amount of 36.64% equity interest in Sunny Optics and Ningbo
Instruments at the dates of exchange of 36.64% equity interest in Sunny
Optics and Ningbo Instruments with shares in Sun Yu Optical; and

(iii) the difference between the share capital and share premium of Sun Yu
Optical and the nominal value of the share capital of the Company through
an exchange of shares.

The amount recorded in the share premium represents the difference between the
nominal value of allotment of 6,120 new shares with par value of US$1.00 in Sun Yu
Optical and the cash consideration of US$6,000,000 (equivalent to RMB47,613,000).

In September, November and December 2006, minority interest of 30%, 28%, 10%,
30.3% in Sunny Optics (Zhongshan) Co., Ltd. (“Sunny Zhongshan”), Ningbo Sunny
Opotech Co. Ltd. (“Sunny Opotech”), Ningbo Instruments and Sunny Japan Co., Ltd.
(“Sunny Japan”), respectively, were acquired by Sun Yu Optical and the Company
for a total consideration of approximately RMB35,222,000. The excess of the total
carrying amounts of these minority interest at the respective dates of acquisition
(amounted to RMB38,630,000) over the purchase consideration, which amounted
to RMB3,408,000, had been recognised as a discount on acquisition of additional
interest in subsidiaries.
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Consolidated Cash Flow Statement

FOR THE YEAR ENDED 31 DECEMBER 2007
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i o Bl i RER
HE-—TFraf A=+ AL%E

2007 2006
S e
RMB’000 RMB’000
AR®T ARET R

OPERATING ACTIVITIES & & % &
Profit before taxation [ %¢ A1 S

Adjustments for: F§ # :

Depreciation of property, plant and equipment % % - #22 LR EITE
(Gain) loss on disposal of property, plant and equipment

HEWH BRIRIEEE(KR)

Release of prepaid lease payment 78 {5 78 £ 1 &

Discount on acquisition of additional interest in subsidiaries
ML R R AT E

Loss on disposal of a subsidiary i} & i & 2 7 & 18

Allowance for inventories 17 & # &

(Reversal of) allowance for bad and doubtful debts & 2 BE (£ [0 ) B &
Interest income | & U A

Interest expenses Fl| B f &

236,295 165,985

Operating cash flows before movements in working capital
HEEEPANKERERE

Increase in inventories 7 & & /N

(Increase) decrease in trade and other receivables

B 5 & E i e Y s E (B n) R 2

Decrease in amounts due from related parties J& 4z B :& A + 5% 18 5 2
Increase in trade and other payables & 5 [ H fth & 1~ 20 I8 32 1
Increase in amounts due to related parties Jf& {5 B8 28 A 4= ZX I8 1 /N

Cash generated from operations #& & 5% 8 ff 5 18 &
PRC Income taxes paid 2 1/ B F7 15 %4

NET CASH FROM OPERATING ACTIVITIES R & Z 85 H & F 48

INVESTING ACTIVITIES & & 5 &

Interest received 2 U A1 2

Advance to related parties [A] B8 & A + 2 X

Repayment of advance from related parties 8 & A =+ {8 i& 24 3k
Purchases of property, plant and equipment & B #) % . # 22 |2 %
Purchases of available-for-sale investments B# & ] ff H & 1% &
Payment of prepaid lease payments £ 1 78 i 7 &

Proceeds from disposal of property, plant and equipment

HEWE  HWBERKXEMSKE

Acquisition of additional interest in subsidiaries % 8% K & A 7 # 25
Acquisition/disposal of a subsidiary (note 28) Ug 8 & [t B A 7 (Mf £28)
(Increase) decrease in pledged bank deposits

B AR ITF R (8 w4

37,435
38
272
— (3,408)
— 136
3,634 1,725
(1,071) 16
(34,620) (1,516)
3,795 2,913
262,615 203,596
(25,512) (42,860)
(169,171) 40,814
— 169
94,652 56,301
5,300 161
167,884 258,181
(7,754) —
160,130 258,181
34,620 2,163
(1,436) (98)
— 15,000
(160,317) (111,354)
(70,511) —
(10,000) —
1,792 1,418
— (35,222)
(2,006) (1,342)
(1,081) 402

NET CASH USED IN INVESTING ACTIVITIES 2 & E B FTiEH € 5

(208,939) (129,033)
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72 & sunny Optical Technology (Group) Company Limited

Consolidated Cash Flow Statement

FOR THE YEAR ENDED 31 DECEMBER 2007

RFEABME(KE)BRAT

PN
e

2007
—FTLE
RMB’000
AR%®F

FINANCING ACTIVITIES @t & 5E 8
Interest paid & £t Fl| &
Payment of Listing expenses |t Bf X i 3k
Dividends paid & fi i% &
Issue of new shares 2% 17 %7 %
Loans from a related party [A] 8 & A + & &
Repayment of loans to a related party [ @& A TEEE X
Advance (repayment of advance) from related parties & 3@ A + 2 3% ({88 2 5)
New bank borrowings raised #7 1% 8 17 {& &
Repayment of bank borrowings & & iR 17 {8 &
Capital contribution by minority shareholders Fff & 2 &
of subsidiaries 2> Z & R ¥ &

(3,795)

(39,738)

(236,009)
745,052

(33,287)

214,566
(214,566)

NET CASH FROM (USED IN)
FINANCING ACTIVITIES B ESE B FT 15 (FT#E) R F 5

432,223

NET INCREASE INCASHAND & R H &£ % &
CASH EQUIVALENTS 1 B % jn % %8

CASH AND CASH EQUIVALENTS AT BEGINNING £ %) € &
OF YEAR R&£ £ H1E B

383,414

160,275

CASH AND CASH EQUIVALENTS AT END OF YEAR, F R IR & RIS EEIEHR
represented by bank balances and cash SR 1T & &8 R B &

i

543,689

Bl & i = vk 3R

BE-SEr#+-A=+—HILFE

2006
—ETREF
RMB'000
AREEF T

(2,863)

(7,727)
48,359
4,000
(40,863)
(655)
56,000
(160,095)

2,044

(101,800)

27,348

132,927

160,275
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Notes to the Consolidated

Financial Statements
For the year ended 31 December 2007 S

Group Reorganisation and Basis of
Presentation of Consolidated Financial
Statements

The Company was incorporated in the Cayman Islands on 21
September 2006 as an exempted company under the Companies
Law Chapter 21 (Law 3 of 1961 as consolidated and revised) of the
Cayman Islands and its shares have been listed on the Stock Exchange
of Hong Kong Limited with effect from 15 June 2007. Its ultimate
holding and parent company is Sun Xu Limited, a private limited
company incorporated in the British Virgin Islands. The address of the
registered office is located at Codan Trust Company (Cayman) Limited,
Cricket Square, Hutchins Drive, PO Box 2681 GT, George Town, Grand
Cayman, British West Indies and its place of business is located at Unit
603, 6th Floor, Grand City Plaza, 1-17 Sai Lau Kok Road, Tsuen Wan,
New Territories, Hong Kong. Under a group reorganisation scheme to
rationalise the structure of the Group in preparation for the Listing of
the Company’s shares on the Stock Exchange of Hong Kong Limited,
the Company became the holding company of the Group on 24
October 2006. Details of the group reorganisation were set out in the

prospectus issued by the Company, dated 4 June 2007.

The consolidated financial statements are presented in Renminbi
("RMB"), the currency of the primary economic environment in which
the principal subsidiaries of the Company operate (the functional

currency of the principal subsidiaries).
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&5 sunny Optical Technology (Group) Company Limited

Notes to the Consolidated

Financial Statements
For the year ended 31 December 2007

2.

Application of New and Revised Hong
Kong Financial Reporting Standards
(“HKFRSS”)

In the current year, the Group has applied, for the first time, the
following new standard, amendment and interpretations (“new
HKFRSs"”) issued by the Hong Kong Institute of Certified Public
Accountants (“HKICPA"), which are effective for the Group’s financial

year beginning 1 January 2007.

HKAS 1 (Amendment)
HKFRS 7
HK(IFRIC)-Int 7

Capital Disclosures

Financial Instruments: Disclosures

Applying the Restatement Approach
under HKAS 29 Financial Reporting in
Hyperinflationary Economies

HK(IFRIC)-Int 8 Scope of HKFRS 2

HK(IFRIC)-Int 9 Reassessment of Embedded Derivatives

HK(IFRIC)-Int 10 Interim Financial Reporting and Impairment

The adoption of the new HKFRSs had no material effect on how
the results and financial position for the current or prior accounting
periods have been prepared. Accordingly, no prior period adjustment

has been required.

The Group has applied the disclosure requirements under HKAS 1
(Amendment) and HKFRS 7 retrospectively. The relevant comparative
information based on the requirements of HKFRS 7 has been

presented for the first time in current year.
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Application of New and Revised Hong
Kong Financial Reporting Standards
(“HKFRSS”) (Continued)

The Group has not early applied the following new and revised
standards or interpretations that have been issued but are not yet
effective.

HKAS 1 (Revised)  Presentation of Financial Statements’
HKAS 23 (Revised) Borrowing Costs!

HKAS 27 (Revised) Consolidated and Separate Financial Statements?

HKFRS 2 Vesting Conditions and Cancellations’
(Amendment)

HKFRS 3 (Revised) Business Combinations?

HKFRS 8
HK(IFRIC)-Int 11

Operating Segments’
HKFRS 2: Group and Treasury Share Transactions?

HK(IFRIC)-Int 12 Service Concession Arrangements#

HK(IFRIC)-Int 13

Customer Loyalty Programmes>

HKAS 19 — The Limit on a Defined Benefit

Asset, Minimum Funding Requirements

HK(IFRIC)-Int 14

and their Interaction4

1 Effective for annual periods beginning on or after 1 January 2009

2 Effective for annual periods beginning on or after 1 July 2009

3 Effective for annual periods beginning on or after 1 March 2007

4 Effective for annual periods beginning on or after 1 January 2008

5 Effective for annual periods beginning on or after 1 July 2008

The directors of the Company anticipate that the application of these

standards or interpretations will have no material impact on the

results and the financial position of the Group.
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% Sunny Optical Technology (Group) Company Limited ZFX 2R (£E) BE A 7

Notes to the Consolidated L2 0 B RS R 25 B 5 E
Financial Statements

For the year ended 31 December 2007 BE_EE+FF _H=1—HIFE
3. Significant Accounting Policies 3 =8 AF R

The consolidated financial statements have been prepared on the
historical cost basis except for certain financial instruments which are
measured at fair value, as explained in the accounting policies set out

below.

The consolidated financial statements have been prepared in
accordance with Hong Kong Financial Reporting Standards issued by
the HKICPA. In addition, the consolidated financial statements include
applicable disclosures required by the Listing Rules and by the Hong

Kong Companies Ordinance.

Basis of consolidation

The consolidated financial statements incorporate the financial
statements of the Company and entities controlled by the Company
(its subsidiaries). Control is achieved where the Company has the
power to govern the financial and operating policies of an entity so as

to obtain benefits from its activities.

The results of subsidiaries acquired or disposed of during the year are
included in the consolidated income statement from the effective date

of acquisition or up to the effective date of disposal, as appropriate.

Where necessary, adjustments are made to the financial statements of
subsidiaries to bring their accounting policies into line with those used

by other members of the Group.

All intra-group transactions, balances, income and expenses are

eliminated on consolidation.

Minority interests in the net assets of consolidated subsidiaries
are presented separately from the Group’s equity therein. Minority
interests in the net assets consist of the amount of those interests
at the date of the original business combination and the minority’s
share of changes in equity since the date of the combination. Losses
applicable to the minority in excess of the minority’s interest in the
subsidiary’s equity are allocated against the interests of the Group
except to the extent that the minority has a binding obligation and is

able to make an additional investment to cover the losses.
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Significant Accounting Policies
(Continued)

Business combinations (common control
combinations)

A business combination involving businesses under common control
is a business combination in which all of the combining businesses
are ultimately controlled by the same party or parties both before and

after the business combination, and that control is not transitory.

Business combinations under common control are accounted for
in accordance with the merger accounting. In applying merger
accounting, the consolidated financial statements incorporate the
financial statement items of the combining businesses in which the
common control combination occurs as if they had been combined
from the date when the combining business first came under the

control of controlling party.

The net assets of the combining businesses are combined using
the existing book values prior to the common control combinations
from the controlling parties’ perspective. No amount is recognised in
respect of goodwill or excess of acquirer’s interest in the net fair value
of the acquiree’s identifiable assets, liabilities and contingent liabilities
over the cost at the time of common control combination, to the

extent of the continuation of the controlling party’s interest.

The consolidated income statement includes the results of each of the
combining businesses from the earliest date presented or since the
date when the combining businesses first came under the common
control, where this is a shorter period, regardless of the date of

common control combination.

The comparative amounts in the consolidated financial statements
are presented as if the businesses had been combined at the previous
balance sheet date or when they first came under common control,

whichever is the shorter.
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% Sunny Optical Technology (Group) Company Limited ZFX 2R (£E) BE A 7

Notes to the Consolidated L2 0 B RS R 25 B 5 E
Financial Statements

For the year ended 31 December 2007 BE_EE+FF _H=1—HIFE
3. Significant Accounting Policies 3. FEFHNEUR (4)

(Continued)

Non-common control combinations

The acquisitions of businesses which are not under common control
are accounted for using the purchase method. The cost of the
acquisition is measured at the aggregate of the fair values, at the
date of exchange, of assets given, liabilities incurred or assumed,
and equity instruments issued by the Group in exchange for control
of the acquiree, plus any costs directly attributable to the business
combination. The acquiree’s identifiable assets, liabilities and
contingent liabilities that meet the conditions for recognition under
HKFRS 3 “Business Combinations” are recognised at their fair values
at the acquisition date. The interest of minority shareholders in the
acquiree is initially measured at the minority’s proportion of the net

fair value of the assets, liabilities and contingent liabilities recognised.

Acquisition of additional interest in subsidiaries
When the Group increases its interest in subsidiaries, the excess of
the consideration paid by the parent to minority shareholders over
the carrying value of the ownership interests acquired by the parent
is recognised as goodwill. The excess of the carrying value of the
ownership interests acquired by the parent over the consideration paid

by the parent to minority shareholders is recognised in profit or loss.

Goodwill

Goodwill arising on an acquisition of a business represents the excess
of the cost of acquisition over the Group’s interest in the fair value
of the identifiable assets, liabilities and contingent liabilities of the
relevant business at the date of acquisition. Such goodwill is carried
at cost and is subsequently measured at cost less any accumulated

impairment losses.

Capitalised goodwill arising on an acquisition of a business is

presented separately in the consolidated balance sheet.
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Significant Accounting Policies
(Continued)

Goodwill (Continued)

For the purpose of impairment testing, goodwill is allocated to each
of the relevant cash-generating units that are expected to benefit
from the synergies of the acquisition. A cash-generating unit to
which goodwill has been allocated is tested for impairment annually,
and whenever there is an indication that the unit may be impaired.
For goodwill arising on an acquisition in a financial year, the cash-
generating unit to which goodwill has been allocated is tested
for impairment before the end of that financial year. When the
recoverable amount of the cash-generating unit is less than the
carrying amount of the unit, the impairment loss is allocated to
reduce the carrying amount of any goodwill allocated to the unit first
and then to the other assets of the unit pro-rata on the basis of the
carrying amount of each asset in the unit. Any impairment loss for
goodwill is recognised directly in the consolidated income statement.

An impairment loss for goodwill is not reversed in subsequent periods.

On subsequent disposal of the relevant cash-generating unit, the
attributable amount of goodwill capitalised is included in the

determination of the amount of profit or loss on disposal.

Revenue recognition

Revenue is measured at the fair value of the consideration received
or receivable and represents amounts receivable for goods sold and
services provided in the normal course of business, net of discounts

and sales related taxes.

Revenue from the sale of goods is recognised when the goods are

delivered and title has passed.

Subcontracting service income is recognised when services are

provided.

Interest income from a financial asset is accrued on a time basis, by
reference to the principal outstanding and at the effective interest
rate applicable, which is the rate that exactly discounts the estimated
future cash receipts through the expected life of the financial asset to

that asset’s net carrying amount.
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Notes to the Consolidated L2 O B RS R 28 B EE
Financial Statements
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3. Significant Accounting Policies 3. FEFHNEUR (4)

(Continued)
Property, plant and equipment

Property, plant and equipment including buildings held for use in
the production or supply of goods or services, or for administrative
purposes, other than construction in progress, are stated at cost less
subsequent accumulated depreciation and accumulated impairment

loss.

Depreciation is provided to write off the cost of items of property,
plant and equipment, other than construction in progress over their
estimated useful lives and after taking into account of their estimated

residual value, using the straight-line method.

Construction in progress includes property, plant and equipment
in the course of construction for production or for its own use
purposes. Construction in progress is carried at cost less any
recognised impairment loss. Construction in progress is classified to
the appropriate category of property, plant and equipment when
completed and ready for intended use. Depreciation of these assets,
on the same basis as other property assets, commences when the

assets are ready for their intended use.

An item of property, plant and equipment is derecognised upon
disposal or when no future economic benefits are expected to arise
from the continued use of the asset. Any gain or loss arising on
derecognition of the asset (calculated as the difference between the
net disposal proceeds and the carrying amount of the item) is included
in the consolidated income statement in the year in which the item is

derecognised.

Leasing
Leases are classified as finance leases whenever the terms of the lease
transfer substantially all the risks and rewards of ownership to the

lessee. All other leases are classified as operating leases.

The Group as lessee

Rentals payable under operating leases are charged to profit or loss
on a straight-line basis over the term of the relevant lease. Benefits
received and receivable as an incentive to enter into an operating
lease are recognised as a reduction of rental expense over the lease

term on a straight-line method.
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Significant Accounting Policies
(Continued)

Leasing (Continued)

The Group as lessee (Continued)

Prepaid lease payments represent payments for leasehold interest in
land in the PRC are stated at cost and released to profit or loss on a
straight-line basis over the lease terms. Prepaid lease payments which
are to be released in the next twelve months or less are classified as

current assets.

Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or
production of qualifying assets, are capitalised as part of the cost of
those assets. Capitalisation of such borrowing costs ceases when the
assets are substantially ready for their intended use or sale. Investment
income earned on the temporary investment of specific borrowings
pending their expenditure on qualifying assets is deducted from the

borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period

in which they are incurred.

Foreign currencies

In preparing the financial statements of each individual group entity,
transactions in currencies other than the functional currency of that
entity (foreign currencies) are recorded in the respective functional
currency (i.e. the currency of the primary economic environment in
which the entity operates) at the rates of exchanges prevailing on
the dates of the transactions. At each balance sheet date, monetary
items denominated in foreign currencies are retranslated at the
rates prevailing on the balance sheet date. Non-monetary items
carried at fair value that are denominated in foreign currencies are
retranslated at the rates prevailing on the date when the fair value
was determined. Non-monetary items that are measured in terms of

historical cost in a foreign currency are not retranslated.

Exchange differences arising on the settlement of monetary items, and
on the translation of monetary items, are recognised in profit or loss
in the period in which they arise. Exchange differences arising on the
retranslation of non-monetary items carried at fair value are included
in profit or loss for the period except for differences arising on the
retranslation of non-monetary items in respect of which gains and
losses are recognised directly in equity, in which cases, the exchange

differences are also recognised directly in equity.
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Notes to the Consolidated 45 A B S k35 M R
Financial Statements

For the year ended 31 December 2007 BE_EE+FF _H=1—HIFE
3. Significant Accounting Policies 3. EEEFEUR ()

(Continued)
Government grants

Government grants are recognised as income on a systematic and
rational basis over the periods necessary to match them with the
related costs. If no basis exists for allocating a grant over a specific
period and there is reasonable assurance that such grant has no

conditions attaching to, the grant is recognised on a receipts basis.

Retirement benefit costs
Payments to state-managed retirement benefit schemes are charged
as an expense when employees have rendered service entitling them

to the contributions.

Taxation
Income tax expenses represent the sum of the tax currently payable

and deferred tax.

Current tax

The tax currently payable is based on taxable profit for the year.
Taxable profit differs from profit as reported in the consolidated
income statement because it excludes items of income or expense
that are taxable or deductible in other years and it further excludes
items that are never taxable or deductible. The Group’s liability for
current tax is calculated using tax rates that have been enacted or

substantively enacted by the balance sheet date.
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Significant Accounting Policies
(Continued)

Taxation (Continued)

Deferred tax

Deferred tax is recognised on differences between the carrying
amounts of assets and liabilities in the consolidated financial
statements and the corresponding tax bases used in the computation
of taxable profit, and is accounted for using the balance sheet liability
method. Deferred tax liabilities are generally recognised for all taxable
temporary differences, and deferred tax assets are recognised to the
extent that it is probable that taxable profits will be available against
which deductible temporary differences can be utilised. Such assets
and liabilities are not recognised if the temporary difference arises
from goodwill or from the initial recognition (other than in a business
combination) of other assets and liabilities in a transaction that affects

neither the taxable profit nor the accounting profit.

Deferred tax liabilities are recognised for taxable temporary
differences arising on investments in subsidiaries, except where the
Group is able to control the reversal of the temporary difference and
it is probable that the temporary difference will not reverse in the

foreseeable future.

The carrying amount of deferred tax assets is reviewed at each
balance sheet date and reduced to the extent that it is no longer
probable that sufficient taxable profits will be available to allow all or

part of the asset to be recovered.

Deferred tax is calculated at the tax rates that are expected to
apply in the period when the liability is settled or the asset realised.
Deferred tax is charged or credited to profit or loss, except when it
relates to items charged or credited directly to equity, in which case

the deferred tax is also dealt with in equity.

Research and development expenditures
Expenditure on research activities is recognised as an expense in the

period in which it is incurred.

An internally-generated intangible asset arising from development
expenditure is recognised only if it is anticipated that the
development costs incurred on a clearly-defined project will be
recovered through future commercial activity. The resultant asset is
amortised on a straight-line basis over its useful life, and carried at
cost less subsequent accumulated amortisation and any accumulated
impairment losses, on the same basis as intangible assets acquired

separately.
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Financial Statements
For the year ended 31 December 2007

3.

Significant Accounting Policies
(Continued)

Research and development expenditures
(Continued)

The amount initially recognised for internally-generated intangible
asset is the sum of the expenditure incurred from the date when
the intangible asset first meets the recognition criteria. Where no
internally-generated intangible asset can be recognised, development
expenditure is charged to profit or loss in the period in which it is

incurred.

Inventories
Inventories are stated at the lower of cost and net realisable value.

Cost is calculated using the weighted average method.

Impairment losses on assets other than
goodwill

At each balance sheet date, the Group reviews the carrying amounts
of its assets to determine whether there is any indication that those
assets have suffered an impairment loss. If the recoverable amount
of an asset is estimated to be less than its carrying amount, the
carrying amount of the asset is reduced to its recoverable amount. An

impairment loss is recognised as an expense immediately.

Where an impairment loss subsequently reverses, the carrying amount
of the asset is increased to the revised estimate of its recoverable
amount, such that the increased carrying amount does not exceed the
carrying amount that would have been determined had no impairment
loss been recognised for the asset in prior years. A reversal of an

impairment loss is recognised as income immediately.
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Significant Accounting Policies
(Continued)

Financial instruments

Financial assets and financial liabilities are recognised on the Group’s
consolidated balance sheets when the Group becomes a party to the
contractual provisions of the instrument. Financial assets and financial
liabilities are initially measured at fair value. Transaction costs that are
directly attributable to the acquisition or issue of financial assets and
financial liabilities (other than financial assets and financial liabilities
at fair value through profit or loss) are added to or deducted from the
fair value of the financial assets or financial liabilities, as appropriate,
on initial recognition. Transaction costs directly attributable to the
acquisition of financial assets or financial liabilities at fair value

through profit or loss are recognised immediately in profit or loss.

Financial assets

The Group’s financial assets are classified into loans and receivables,
financial assets held for trading and available-for-sale financial assets.
All regular way purchases or sales of financial assets are recognised
and derecognised on a trade date basis. Regular way purchases or
sales are purchases or sales of financial assets that require delivery of
assets within the time frame established by regulation or convention

in the marketplace.

Effective interest method

The effective interest method is a method of calculating the amortised
cost of a financial asset and of allocating interest income over the
relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash receipts (including all fees on points
paid or received that form an integral part of the effective interest
rate, transaction costs and other premiums or discounts) through the
expected life of the financial asset, or, where appropriate, a shorter

period.

Loans and receivables

Loans and receivables are non-derivative financial assets with fixed or
determinable payments that are not quoted in an active market. At
each balance sheet date subsequent to initial recognition, loans and
receivables (including trade and other receivable, amounts due from
related parties, bank balances and cash and pledged bank deposits)
are carried at amortised cost using the effective interest method, less

any identified impairment loss.
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Notes to the Consolidated

Financial Statements
For the year ended 31 December 2007

3.

Significant Accounting Policies
(Continued)

Financial instruments (Continued)
Financial assets (Continued)

Effective interest method (Continued)

Financial assets at fair value through profit or loss

A financial assets is classified as held for trading if:

° it has been acquired principally for the purpose of selling in the

near future; or

3 it is a part of an identified portfolio of financial instruments that
the Group manages together and has a recent actual pattern of

short-term profit-taking; or

3 it is a derivative that is not designated and effective as a

hedging instrument.

At each balance sheet date subsequent to initial recognition, financial
assets held for trading are measured at fair value, with changes in fair
value recognised directly in profit or loss in the period in which they
arise. The net gain or loss recognised in profit or loss excludes any

dividend or interest earned on the financial assets.

Available-for-sale financial assets
Available-for-sale financial assets are non-derivatives that are either
designated or not classified as financial assets at fair value through

profit or loss, loans and receivables or held-to-maturity investment.

At each balance sheet date subsequent to initial recognition,
available-for-sale financial assets are measured at fair value. Changes
in fair value are recognised in equity, until the financial asset is
disposed of or is determined to be impaired, at which time, the
cumulative gain or loss previously recognised in equity is removed
from equity and recognised in profit or loss (see accounting policy on

impairment loss on financial assets below).

For available-for-sale equity investments that do not have a quoted
market price in an active market and whose fair value cannot be
reliably measured, they are measured at cost less any identified
impairment losses at each balance sheet date subsequent to initial
recognition (see accounting policy on impairment loss on financial

assets below).

®)BRAA

o 85 R B AR

P _ETLFF_A=+—HIFE

3. EEEHEBUR (H)

tRITA(H)

TREE(E)

T B %
REAUATFEIIENSREE
WA To S NS ASIEERS R
B

e WBIZEANRNEHALE =X

o REAEEEBREEEEREERTR
BRERRHENDHN SR T A
AERREAES IS - 3K

e iR
B o

>~

ERBEHHIANITET

RNPHERRZZSEER KEEER
MEERATFEFE MAFEEHE
ERMELAHEAAEBERER NERE
RZBGEXERFRTEEREER
e E BB A S e

AHEESRmEE
AL ESREEREERRIEAN
BRERUAXFEIENEREE  BEXM

WA BASFEIBRENIEITETA -
REREREZSHER AIHEES

MEERAFEFTE - AFEEZH VR
ZER BEEZemEEELAEES
FrRE ERAFTRAEZERZENA
BB RSk WRIBETHER(ET
NEHASREEREBEBEBNEFERE) °

EEBMS L EBERAFENEER
AEZAHHERERE  RERER
B &BEEBZKRANREME H 58 E
BEAZE(ATXAHEREERERE
B EETIRE) o



Significant Accounting Policies
(Continued)

Financial instruments (Continued)

Financial assets (Continued)

Impairment of financial assets

Financial assets other than those at fair value through profit or loss
are assessed for indicators of impairment at each balance sheet
date. Financial assets are impaired where there is objective evidence
that, as a result of one or more events that occurred after the initial
recognition of the financial asset, the estimated future cash flows of

the financial assets have been impacted.

For an available-for-sale equity investment, a significant or prolonged
decline in the fair value of that investment below its cost is considered

to be objective evidence of impairment.

For all other financial assets, objective evidence of impairment could

include:

o significant financial difficulty of the issuer or counterparty; or

3 default or delinquency in interest or principal payments; or

o it becoming probable that the borrower will enter bankruptcy or

financial re-organisation.

For financial assets including trade receivables, assets that are
assessed not to be impaired individually are subsequently assessed for
impairment on a collective basis. Objective evidence of impairment for
a portfolio of receivables could include the Group’s past experience of
collecting payments, an increase in the number of delayed payments
in the portfolio past the average credit period of 90 days, observable
changes in national or local economic conditions that correlate with

default on receivables.

For financial assets carried at amortised cost, an impairment loss is
recognised in profit or loss when there is objective evidence that the
asset is impaired, and is measured as the difference between the
asset’s carrying amount and the present value of the estimated future

cash flows discounted at the original effective interest rate.
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Notes to the Consolidated

Financial Statements
For the year ended 31 December 2007

3.

Significant Accounting Policies
(Continued)

Financial instruments (Continued)

Financial assets (Continued)

Impairment of financial assets (Continued)

For financial assets carried at cost, the amount of the impairment loss
is measured as the difference between the asset’s carrying amount
and the present value of the estimated future cash flows discounted
at the current market rate of return for a similar financial asset. Such

impairment loss will not be reversed in subsequent periods.

The carrying amount of the financial asset is reduced by the
impairment loss directly for all financial assets with the exception
of trade receivables, where the carrying amount is reduced through
the use of an allowance account. Changes in the carrying amount
of the allowance account are recognised in profit or loss. When a
trade receivable is considered uncollectible, it is written off against
the allowance account. Subsequent recoveries of amounts previously

written off are credited to profit or loss.

For financial assets measured at amortised cost, if, in a subsequent
period, the amount of impairment loss decreases and the decrease
can be related objectively to an event occurring after the impairment
losses was recognised, the previously recognised impairment loss is
reversed through profit or loss to the extent that the carrying amount
of the asset at the date the impairment is reversed does not exceed
what the amortised cost would have been had the impairment not

been recognised.

Impairment losses on available-for-sale equity investments will not be
reversed in profit or loss in subsequent periods. Any increase in fair

value subsequent to impairment loss is recognised directly in equity.
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Significant Accounting Policies
(Continued)

Financial instruments (Continued)

Financial liability and equity

Financial liabilities and equity instruments issued by a group entity are
classified according to the substance of the contractual arrangements
entered into and the definitions of a financial liability and an equity
instrument. An equity instrument is any contract that evidences a
residual interest in the assets of the Group after deducting all of
its liabilities. The Group’s financial liabilities are classified as other

financial liabilities.

Effective interest method

The effective interest method is a method of calculating the amortised
cost of a financial liability and of allocating interest expense over
the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash payments through the expected life

of the financial liability, or, where appropriate, a shorter period.

Other financial liabilities

Other financial liabilities, including trade and other payables,
dividends payable and amounts due to related parties, are
subsequently measured at amortised cost, using the effective interest

method.

Equity instruments
Equity instruments issued by the Company are recorded at the

proceeds received, net of direct issue costs.

Derecognition

Financial assets are derecognised when the rights to receive cash
flows from the assets expire or, the financial assets are transferred
and the Group has transferred substantially all the risks and rewards
of ownership of the financial assets. On derecognition of a financial
asset, the difference between the asset’s carrying amount and the
sum of the consideration received and receivable and the cumulative
gain or loss that had been recognised directly in equity is recognised

in profit or loss.

For financial liabilities, they are derecognised when the obligation
specified in the relevant contract is discharged, cancelled or expired.
The difference between the carrying amount of the financial liability
derecognised and the consideration paid and payable is recognised in

profit or loss.
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4.

Key Sources of Estimation Uncertainty

In the application of the Group’s accounting policies, which are
described in note 3, the directors are required to make judgements,
estimates and assumptions about the carrying amounts of assets
and liabilities that are not readily apparent from other sources.
The estimates and associated assumptions are based on historical
experience and other factors that are considered to be relevant.

Actual results may differ from these estimates.

The estimates and underlying assumptions are reviewed on an
ongoing basis. Revisions to accounting estimates are recognised in
the period in which the estimate is revised if the revision affects only
that period, or in the period of the revision and future periods if the

revision affects both current and future periods.

Key sources of estimation uncertainty

The following are the key assumptions concerning the future, and
other key sources of estimation uncertainty at the balance sheet date,
that have a significant risk of causing a material adjustment to the
carrying amounts of assets and liabilities within the next financial

year.

Depreciation

The Group's carrying value of property, plant and equipment as at 31
December 2007 was RMB401,142,000. The Group depreciates the
property, plant and equipment over their estimated useful lives, using
the straight-line method commencing from the date the property,
plant and equipment is available for use. The estimated useful lives
are based on the Group’s historical experience with similar assets and
taking into account anticipated technology changes. The depreciation
expense for future periods is adjusted if there are significant changes

from previous estimates.

Impairment for inventories

The impairment for inventories has been determined by the directors
based on the difference between the carrying amount of inventory
and the net realisable value. Net realisable value represents the
estimated selling price less all the estimated costs to completion
and costs to be incurred in marketing, selling and distribution.
If the market price were to fluctuate resulting in a decline in the
net realisable value, additional impairment may be required. An

impairment loss of RMB3,634,000 was recognised during 2007.

4.
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THFHRERERARY3,634,0007T °



Key Sources of Estimation
Uncertainty (Continued)

Allowance for doubtful receivables

Allowance for trade receivable is made based on the evaluation
of collectability and ageing analysis of accounts and on directors’
judgement by reference to the estimation of the future cash flow
discounted at an effective interest rate to calculate the present value.
Where the actual future cash flows are less than expected, a material
impairment loss may arise. As at 31 December 2007, the carrying
amount of trade receivables which are past due but considered has
not been impaired is RMB14,151,000.

Impairment of goodwill

Determining whether goodwill is impaired requires an estimation of
the value in use of the cash-generating units to which goodwill has
been allocated. The value in use calculation requires the directors
to estimate the future cash flows expected to arise from the cash-
generating unit and a suitable discount rate in order to calculate

present value.

The carrying amount of goodwill at the balance sheet date was
RMB12,077,000 and no impairment loss was recognised during 2007.
Details of the recoverable amount calculation are disclosed in Note
16.
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5. Revenue and Segmental Information 5. Wt A B4 EE Rk
WAZE RS ERRENAFETE
HERRIIEBREFLEEERNE KR KE

Revenue is measured at the fair value of the consideration received

or receivable and represents the amounts received and receivable for

goods sold to outside customers, less returns and discount, if any, and WHRIBBHBRRE RN (AF) EF R E
net of value-added tax during the year. B o

Business segment XK o

For management purposes, the Group is organised into three EEBITEH A&EESAR=Z%X%5
operating divisions — optical components, optoelectronic products H:ABTH . KEERELBER-
and optical instruments. These divisions are the basis on which the ZENPHBAEAEEEHRFESHEHD
Group reports its primary segment information. A o

2007 2006
—EZLHE —ZEZTRF
RMB’'000 RMB’'000
AREET T AR T T
Revenue ¥t A
— Optical components — ¥ £ = {4 515,219 309,259
— Optoelectronic products — ¥ & 2= n 738,194 468,016
— Optical instruments — ¢ 2 % 2§ 128,452 123,423
1,381,865 900,698
Segment results 7 2 % &
— Optical components — ¥ 2 = {4 99,161 66,254
— Optoelectronic products — ¥ & 2 fn 116,371 59,546
— Optical instruments — ¢ 22z 28 26,202 34,861
241,734 160,661
Unallocated income & % fic Yo A 46,063 4,965
Unallocated corporate expenses & 7 B2 A 7] 5 XX (47,707) =
Discount on acquisition of additional interest in subsidiaries
EREM B A A TR = 3,408
Loss on disposal of a subsidiary i & Hf & 2 7] & &5 18 = (136)
Finance costs gt & Ak A (3,795) (2,913)
Profit before taxation & %% Ai iz 7l 236,295 165,985
Income tax charge Fff 15 % 5% i (10,424) —
Profit for the year F i 7l 225,871 165,985




Revenue and Segmental Information

(Continued)

5.
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W2k K g & B R (A1)

2007 2006
—zzt5 LR
RMB’000 RMB’000
ILESPA AR%TR

Other information H 1 & ¥}

Capital additions & &

— Optical components — 3 £ = {4

— Optoelectronic products — Yt & & @

— Optical instruments — ¢ 23 % 28

104,393 112,075
28,624 10,729
22,004 2,451

155,021 125,255

Depreciation of property, plant and equipment: #7 % « #RE LR HITE -

— Optical components — J¢ 2= {f
— Optoelectronic products — ¥ & & @

— Optical instruments — 3¢ 22 & 238

32,833
1,832
2,770

37,435

(Gain) loss on disposal of property, plant and equipment:

HEME - #HEk&xEN (Kk=E) BE

— Optical components — J¢ £ & {4

]

— Optoelectronic products — ¥ & ZE i

— Optical instruments — J 2 % 28

53

(18)

38

Allowance for inventories: 17 & B & -
— Optical components — ¥ 2 Z 4+
==

— Optoelectronic products — ¥ & &

— Optical instruments — Y £ {% 238

1,578

147

1,725
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5.

Revenue and Segmental Information

(Continued)
Balance sheet

FREBREE(KE)BRAF

A o B R B AR

BE-FTLF+ A=+ —AUFE
5. sk Mo #BE B ()
BEEREX

2007 2006
—zz+s ML L
RMB’000 RMB’000
et PNRE

Assets & &

Segment assets 7 28 & &

— Optical components — ¥t 2 = {4
=B

— Optoelectronic products — ¥ & Z
— Optical instruments — 3¢ £ {% 28

567,203 433,027
267,864 133,550
114,315 57,931

Unallocated corporate assets & % Bt A & & &

949,382 624,508
619,219 160,884

Consolidated total assets 43 & & &= & &

1,568,601 785,392

Liabilities & f&

Segment liabilities 7 & & &

— Optical components — J¢t &= {4

— Optoelectronic products — ¥ &
— Optical instruments — ¢ £ 45 28

141,327 112,991
94,330 21,915
33,167 26,308

Unallocated corporate liabilities & 5 fig A & & &

268,824 161,214
YEY) 269,296

Consolidated total liabilities 45 & & & 42 %8

273,556 430,510




Revenue and Segmental Information
(Continued)

Geographical segments

The following table provides an analysis of the Group’s sales by

geographical markets, irrespective of the origin of the goods:
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W 2t Bz 43 B B RE (48

The PRC (excluding Hong Kong) # B ( T~ & 45 & % )
Hong Kong & &

Japan B Zx

Taiwan & &

Others (Note) £ b (Fff &%)

i & 2 3B
TRAANEBZRWEMS (THEY KRR
) MEEBE DA
2007 2006
—EELHF —ZETRF
RMB'000 RMB'000
ARET R AR T T
746,480 327,459
406,527 337,522
117,626 83,374
8,442 37,736
102,790 114,607
1,381,865 900,698

Over 90% of the Group's assets are located in the PRC. Accordingly,
no geographical segment analysis of segment assets and cost incurred

to acquire segment assets are presented.

Note: Others composed of sales to Korea, Europe and other markets in which the
individual amount is not over 10% of the Group’s sales.

REBEBO%NEEMN B - AUt -
VTEZINDHEERRESBEEME

ERARME D BT

M : RMemesE  BNREMLmEnEE
B O RHENEEITBEAKREEERN

10% -
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6.

Other Income

FTAEBME(RE)BRA

3

A B R B AR

BE—FEELET A=+ —HIFE

6. H AW A

Bank interest income %8 17 %I &

Interests income from share subscription (Note 1)

WA

RBEROMBNERA (FHEETD)

Government grants (Note 2) BT /5 Bh & (Bt 7£2)

Net gain on sales of scrap materials §4 & & &} I 25 /% 58

Subcontracting service income %

Gain on disposal of held-for-trading equity securities

B R U A

HEREEERAEF KRS

Others H i,

Total 42 %8

Notes:

1. Interest income from share subscription represents deposit interest income 1.
arising from the Company’s share application under Global Offering which

took place in June 2007.

2. Government grants are received from the local government unconditionally to 2.
recognise the eminence of development of new products and export business

of the Group.

Finance Costs

2007 2006
—EELHF —ZEZTRF
RMB’'000 RMB'000
AR TR AR T T
14,212 1,516
20,408 —
5,795 1,084

610 534

878 961

3,036 —

1,124 870
46,063 4,965

BEROBEMSHNERARARARE =
ERLERNAZRBEENRNDFERELE
B RF B LA -

AT 468 Bh & BR 4 77 TROAT A A 1 35 A BB AT
K’Egﬁﬁﬁ%ﬁﬁuu&%@ﬁﬂﬁﬁmﬂﬁ

7. WbE A

Interest expenses on: Fl| 8. f#
Bank borrowings 3§ 17 & &

Loans from a related party (note 29(b)) B8 # A + E X

Discounted bills 2 Bf I8 = #%

S

(Fff 5E29(b))

Total #2 %8

2007 2006
—EELHF —ETEREF
RMB’000 RMB’000
ARET T AR F T
609

2,002

302

2,913



Income Tax Charge
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8. P MiBA 52

2007 2006
—EELHF —EERE
RMB’'000 RMB’'000
AR®T T AR F T

The charge comprises: B 5z & &
Current tax B 83 % 8

The current tax charge for each of the years ended 31 December
2007 and 2006 represents income tax in the PRC which is calculated
at the prevailing tax rate on the taxable income of the group entities
in the PRC.

Sunny Optics and Ningbo Instruments were sino-foreign equity joint
ventures of manufacturing nature established in coastal economic
open zone in the PRC with applicable tax rate of 26.4%. Pursuant
to Foreign Enterprise Income Tax (“FEIT") Laws in PRC, Sunny Optics
and Ningbo Instruments were approved to be exempted from FEIT
for two years starting from their first profit making year, followed by
a 50% tax relief for the next three years (“Tax Holidays”). The PRC
income taxes for these two entities were therefore exempted for the
year ended 31 December 2006 and 50% relief for the year ended 31
December 2007.

Sunny Zhongshan and Sunny Opotech were established as sino-
foreign equity joint ventures of manufacturing nature established
in coastal economic open zone in the PRC with applicable tax rates
of 24% and 26.4%, respectively. In accordance with FEIT Laws in
PRC, Sunny Zhongshan and Sunny Opotech are also entitled to the
Tax Holidays. Sunny Zhongshan had no tax assessable profit for the
year ended 31 December 2006 and was exempted for the year ended
31 December 2007. The PRC income tax for Sunny Opotech was
exempted for both years ended 31 December 2007 and 2006.

BE_TTLFR_FTERFE+_H
=t+-BLEFEXSFHRMHHREARE
RECRAENEEERERYWAE
AREFENFEMEH

IR FABERERERRER ELE
KERAMER IR EREENFINEE
BN E . H AR K B264% ° 1R IEF
BEINECERER(TINEREMBH])
EoFIRFAERERERITEEE
BANFERTMENRMIEREMS

i meEE=FAEY:E([R2FREA]) -
it iIIRFAERERERNEE
—EERFE+ A=+ ALFEER
RENIINECERGETH MBE_ZZT
+t&F+-_A=+-—BLFEAEXE -

RFPLUERFAEEERERE L
sk Rl O ARV =R e eI
SERELE BRANXD A R24% K
264% ° BEFREINE B EFRERE
ﬁ$¢m&ﬁ$%$?EWﬂ§ﬁ%ﬁ

cFHRIURBE_TEENF+ A
E+—E¢¢§ﬁ%%mﬁﬂ' RE
EZETLEF+A=T—HILFEE
MEBNINECEMER - RFHXER
ERBE_ZEZELFR-_ZTZERNF+=
A=T—RILMERRPHEMNIEDRE
TS -
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8. Income Tax Charge (Continued) 8. i Bibd sz (4)

Nanjing Sunny Optical Instruments Co., Ltd. (“Nanjing Instruments”)
and Ningbo Sunny Infrared Technologies Company Ltd (“Sunny
Infrared”) are domestic limited liability companies with applicable
tax rate of 33%. Nanjing Instruments and Sunny Infrared had no tax
assessable profit for both years ended 31 December 2007 and 2006.

Shanghai Sunny Hengping Scientific Instrument Co., Ltd. (“Sunny
Hengping”) was domestic limited liability company and approved as
a Hi-Tech Enterprise of Shanghai, PRC on 15 October 2006. Sunny
Hengping is entitled to go on enjoying a preferential tax rate of 15%
pursuant to relevant approval obtained from local tax authority in
2008.

On 16 March 2007, the PRC promulgated the new PRC Enterprise
Income Tax Law (the “New Law"”) by Order No. 63 of the President
of the PRC. Under the New Law, the enterprise income tax for both
domestic and foreign-invested enterprises will be unified at 25%
effective from 1 January 2008. There will be a transitional period
for certain PRC subsidiaries that currently are entitled to certain
preferential tax treatments granted by the relevant tax authorities.
Eligible PRC subsidiaries currently subject to an enterprise income tax
rate lower than 25% will be gradually transitioned to the new unified
rate of 25% within five years after 1 January 2008. PRC subsidiaries
that were entitled to preferential tax rate may continue to enjoy such
treatment until the Tax Holidays expires. On 6 December 2007, the
State Council of the PRC issued Implementation Regulations of the
New Law. The New Law and Implementation Regulations will change
the applicable tax rate for certain PRC subsidiaries from the existing
preferential rate to 18%, 20%, 22%, 24% and 25% for the years
ending 31 December 2008, 2009, 2010, 2011 and 2012 respectively,
from 1 January 2008.

ARBRFABERER QA ERE
R RERREFAIIZMAR AT ([ 22
$ﬂ%ﬂﬁﬁé%ﬁﬁma&“a
HATER33% © R EES R 3EF AN
RBE_ZEL+EFR_ZFTTRE+A
=T —HRIERFELEERT EF -

EERFEINEBEREARAR([#F
BEEDAANEROHEREEAR @ TR
—EERFTATHEERATAFE L
HRAENtE BFEFEFR=_ZTN
FEBHEM IR EEE=ZAESR
FHE15% o

RZFEZEELF=A+"B #HEBEBBF
Bl X< B3R MM EEEMG

BE(FHBMED -REFHRE =F
ZENF—A—HBHRE RERIIEDLEN
TEMMBMER —KB25% - EAIZH A
EHRBAMREE THEEENSE THEH
MEAREE —KRABEMN- BRIARKRK
MRB5%EEMEBREHBTNEERREH
MEAREE _FTTNF—HF—Hi
HARAFAZRTBEZNG — T E25% °
AR ESHZEREEEN XA F M
BRAIARNE B EEZEZSEE -
RZFEZELF+ZAH FREBEHKR
B BOE B EARA o B BOE K E M
Pplexes THEMMBEARMNERN
X -BZTENF-—A —HRAEEH
%%miﬁ“ﬁ@i:iiﬂi~:;
ZNF —ZF . ZFE-——FRk=
z—:¢+:ﬂz+—5¢¢§ﬁﬂ
18% ~ 20% ~ 22% * 24% N 25% °
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8. FrfrMibd sz (#])

Income Tax Charge (Continued)
The income tax charge for the both years can be reconciled to the
profit before taxation per the consolidated income statements as

follows:

Profit before taxation & %% Al i 7l

Tax at applicable income tax rate of 33% 3% & F3 Fff 15§ R 33% 5t E 1 7 18

Tax effect of income not taxable for tax purpose 78 3§ i U A 2 i 7% 5 2
Tax effect of expenses not deductible for tax purpose (note)

DRI X 2 B & (M &)

Tax concession and exemption of subsidiaries fff B A Al Fi i @ 2 M 2 &
Tax effect of tax losses not recognised KR IERTRIBEIE 2 MG T &

Tax effect of utilisation of tax losses not previously recognised

BREMAERRABRZREZE

MEANNFAEH A EHEE K=K
FRAZAT R M EBRAAT ¢

2007 2006

—EELFE —ZTETRNE

RMB’000 RMB’000

AR¥T T ARB T

236,295 165,985

77,977 54,775

(9,071) —

10,494 6,421
(69,546) (59,559)

2,129 1,389
(1,559) (3,026)

Income tax charge Ff 15 % B

10,424 —

Note: The amount for the year ended 31 December 2007 mainly represents
operating expenses that are not deductible subject to regulatory regimes of
the Cayman Islands.

The amount for the year ended 31 December 2006 mainly represents staff
costs that are not deductible under the relevant PRC tax regulation.

The Group had unrecognised tax losses approximately
RMB11,488,000 (2006: RMB9,760,000) which can be carried forward
for five years. The tax loss will expire during 2010 to 2012. The details
of unrecognised tax losses are as follows:

BETELF T A=t -HLEEH
RATEZRRERERSEEHRBHRED
AL -

BE-_ZTZZNEFE+-_A=+—"HBHLEEED
FEF E AR R P B AR BB E RS AT
BB TR -

REBEMNAERANEBEBOARARE
11,488,000 T ( Z T T N F: AR K
9,760,0007T) ' AIEHEERF RZT —
TEFEE-_T——_FHER BERER

RIBEBEOFBOT
RMB’'000
ARBT T

At 1 January 2006 R —ZZ XF— H—H 14,721
Utilised in the year 4 A &) F (9,170)
Arose during the year 4 X & 4 4,209
At 31 December 2006 and 1 January 2007 A = ZEXF+-_A=+—"B k=TT +tF—F—H 9,760
Utilised in the year 4 A &) B (4,724)
Arose during the year & (A & 4 6,452
At 31 December 2007 R —ZEZE+FE+_-_H=+—H 11,488

No deferred tax has been recognised due to the unpredictability of
future profit streams.

3B R TRORI R O M AOR - 8O3 R

DS
R E T IR o
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9. Profit For The Year 9. 4N ¥ Fl
Profit for the year has been arrived at after charging (crediting): FRaEFE MR (GTA) A TEIE :

2007 2006
— —EERE

RMB’000 RMB'000
ARBT R ARBET T

Directors’ emoluments & = B & 1,958 931
Other staff's salaries and allowances £ {th & T #) ¥ & & 2 8h 165,084 89,627
Other staff's discretionary bonuses E fth & T &) & 1% € 41 27,050 5,754
Other staff’s contribution to retirement benefit scheme

H 8 T AYE (RE A ET & K 10,496 7,222
Total staff costs 8 T Ak 7 48 58 204,588 103,534
Auditors’ remuneration 1 2 & Bl & 2,500 788
Depreciation of property, plant and equipment 1 3 - #28 & & T & 54,355 37,435
Release of prepaid lease payments & {5 78 4 # [0 353 272
Initial global offering expenses & /X & ¥k 2 & 7 B X% 16,623 —
Allowance for inventories 17 & ¥ 3,634 1,725
Foreign exchange gain % [ I 25 (3,770) —
Foreign exchange losses 4 [ &5 18 25,087 4,112
Net foreign exchange losses 4 [ &5 18 % 58 21,317 4,112

(Gain) loss on disposal of property, plant and equipment

HEME  HaEk&Em (W) BE (126) 38




10. Dividends
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10. i B

2007 2006
—RELF —ETRE
RMB’000 RMB’000
ARBT T AR¥EF T

Dividends declared during the year (note 1) £ R 2 & JE A% & (M sE1)
Final dividends proposed after balance sheet date (note 2)

BENEERRKNORMES (MHE2)

103,215

Note:

1. The amount for the year ended 31 December 2006 represented dividends
declared by Sunny Optics, Ningbo Instruments and Sunny Opotech to their
then shareholders prior to group reorganisation.

2. Subsequent to the balance sheet date, a final dividend of RMB0.021,
(equivalent to approximately HK$0.022) (2006: nil) per ordinary share has
been proposed by the directors and is subject to approval by the shareholders
in the annual general meeting. The final dividends proposed after the balance
sheet date has not been recognised as a liability at the balance sheet date.

—

BHE-TTZXAFE+-A=1+—HLEFEHN
FHEENIRTLE EREERRTHR
BEEEREEEAMASAEERRESIE
A E -

2. REER®%Z EEEIRTRIREER
T m Ak A R#0.0217T (890.0228 L) (= F
TRE &) BABRREAREAFAE
B - ZBERGEEARRENTORGRENL
RREERRRABE -
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11. Earnings Per Share
The calculation of the basic earnings per share attributable to the
ordinary equity holders of the Company is based on the following

data:

WJ‘

Bz

11.

A BB i 3R BT 5

—EEtLFT A=+ —HILFE

T Ji &
AR EBRBBEARGERELSR
MR T BB E -

2007 2006

— ZEERE
RMB’000 RMB'000
ARBT R ARBET T

Earnings Z & :
Earnings for the purposes of basic earnings per share
(Profit for the year attributable to equity holders of the Company)

REFESRERBMNZ BN (RNRBBRERE ARG FEEFN)

225,436 117,158

Number of shares i 13 2 B
Weighted average number of ordinary shares
for the purposes of basic earnings per share

REFESRERNRMNZ LR R INE T H

915,616 574,869

No diluted earnings per share is presented as the Company did not
have any potentially dilutive shares in issue during both years or at

each of the balance sheet date.

For the year ended 31 December 2007, the weighted average number
of ordinary shares has been adjusted to reflect the weighted average
effect of the 1,000,000,000 shares in issue (note 22(1)), comprising
1,000,000 shares in issue before the capitalisation issue, 799,000,000
shares issued pursuant to the capitalisation issue as more fully
described in note 22(2) and 200,000,000 shares issued in global

offering.

For the year ended 31 December 2006, the weighted average number
of ordinary shares has been adjusted to reflect the weighted average
effect of the 800,000,000 shares in issue (note 22(1)), comprising
1,000,000 shares in issue and 799,000,000 shares upon capitalisation

issue as stated above.

H

RARBRZMFERSEEALE
ERTEEHERND  HABRZIER

ER N

o

b

HE-_ZTZ+L+EF T+ -_A=+—HL#E
ERLETBRMNMETHHEFAE UK
B 2 # 171,000,000,000 A% % 15 ( M 7
22(1)  (BREREREBEITAIE EITH
1,000,000 f% * R & & At 8171 2 17 &
799,000,000 A% A% fn (5F 15 2 5 Bt 75 22(2))
I B 2 3R 3% 5 35 17 9 200,000,000 AR AR 1)
HIEFHZE -

HE-_ZZAE+_A=+—BLLEE
MEBRMEFHORE AL URKRE
% 17800,000,000 & A% 15 ( B 7E£22(1)) -
(B 5 £t B % 17 491,000,000 f% K& 1R #&
& 2Nk B 17 M 47 #9 799,000,000 A% A% 17 )
BoniEFEIERE o



12. Directors’ And Employee’s

Emoluments

The emoluments of the directors on a named basis are as follows:

Annual Report 2007 4 R

12. #=H KE B4

BEBEDNESEMEONWT :

Retirement
Salaries and benefit scheme
Fees other benefits Bonus contributions Total
RMB’000 RMB’000 RMB’000 RMB'000 RMB'000
HER RIKER
ok H b 38 Al AL =t &= e
ARBTT AR®BTRT AR®BTR ARBTT AR®TR
For the year ended 31 December 2007
HE-FTLF A=+ —ALFE
Wang Wenjian £ 3 2 — 300 360 21 681
Ye Liaoning ¥ & & — 240 288 21 549
Xie Minghua #ff B & — 110 132 — 242
Wu Jinxian R # B — 58 70 8 136
Shao Yang Dong AF P 2R (note 1) (Bff 3£ 1) = 94 = = 94
Li Tyson Sandy Ying Lun Z= # & (note 2)

(P 3E2) — — — _ _
Michael David Ricks (note 1) (Fff 5£1) = 94 — — 94
Koji Suzuki 5 7R & = = 117 — — 117
Chang Mei Dick 3& 7 = 117 = = 117
Liu Xu %18 — 58 — — 58
Zhang Yuqing 5% & & = 58 = — 58

— 1,246 850 50 2,146
Retirement
Salaries and benefit scheme
Fees  other benefits Bonus contributions Total
RMB’000 RMB'000 RMB'000 RMB’000 RMB'000
Fak RIKE A
ok H fth 48 A TEAL B [P ]
ARETT ARBTRT ARBTT ARETT AR®TR
(note 3)
(P 5E3)
For the year ended 31 December 2006
BE-—TENFF—FA=+—HIFE
Wang Wenjian T 3 - 222 222 26 470
Ye Liaoning ¥ & & = 150 150 17 317
Xie Minghua #ff B 2 — 86 58 — 144
Wu Jinxian = # & — — _s — ]
— 458 430 43 931
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RERBRIF(EE) BRG]
A B R 3R B R

—EEtLFT A=+ —HIFE

WJ‘

12. Directors’ And Employee’s 12. FEF KR B W& ()

Emoluments (Continued)

The five highest paid individuals of the Group included 2 directors
for both years. Details of their emoluments are set out above. The
emoluments of the remaining 3 (2006: 3) highest paid individuals

were as follows:

Employees & B
— salaries and other allowances — ¥ & & H fb 32 8f
— bonuses — & 4T

R RAE A 8GR

— retirement benefit scheme contributions —

AEENAEERTMA LTI BRERSE

EE HEOMESFBHEN EX - H&f

ZH(ZEEARF A )R FTMALT
HMEmT :

2007 2006

—EELHE —EEREF

RMB’000 RMB’000

AR® T AR T T

339

339

18

696

The aggregated emolument of each of the five highest paid
individuals during both years presented are not more than
HKD 1,000,000 (equivalent approximately to RMB935,400).

During both years, no emoluments were paid by the Group to the
five highest paid individuals (including directors and employees) as an
inducement to join or upon joining the Group or as compensation for

loss of office.

Notes:

1. During the year ended 31 December 2007, 2 directors waived emoluments
of RMB 188,000 (2006: Nil).

2. Li Tyson Sandy Ying Lun was appointed on 18 May 2007 and resigned on
30 September 2007.

3. The performance related bonus payment is determined by the board of
directors based on the Group’s performance for each financial year and
subject to a maximum of 5% of consolidated profit attributable to equity
holders of the Company.

RAERMFEFRNENAEERSHFMAL
A B & 48 %8 1~ 8 381,000,000 78 7T (4 &
A AR %935,4007T) °

RRER s NEBIYER AL TE 5 M
AT (BEEZREB)XMNME R
BEEREMAIMARNEEBEKN RS K
ERBEREE RLZISFEUMEEEN
ZEMABE o

1. BE_ZTZLE+-_A=+—HLEE
M EERERIRMS AR 188,000 7T
(ZZETREF &)

2. FRHEENR_ZTLFLATNBEZ
F-RZZFZLFNA=THEIE -

3. ZREADBRBEEGZAREREH K
FENXRRETE T RRARARKRE
FEARGLZEAREMNIS% ©



13. Property, Plant and Equipment

Annual Report 2007 £

13. ¥ 3E ~ Bk as Bkt

Machinery
and Fixtures and
production Motor office Construction
Buildings  equipment vehicles  equipment in progress Total
B R BERR
BF EERE AE BRAERE ERIE @ st
RMB'000 RMB'000 RMB'000 RMB'000 RMB'000 RMB'000
ARBTT ARBTT ARETT AR®Tr AR®TR ARETR
COST B &
At 1 January 2006 R —EZ SF—F—H 71,273 190,897 5,540 12,589 13,809 294,108
Additions /X & 7,518 21,515 1,364 13,028 81,830 125,255
Transfer &2 # 8,393 78,684 — 5,184 (92,261) —
Disposal of a subsidiary H & — K }f B A & — (86) (386) — — (472)
Disposals 1} & — (1,070) (230) (596) — (1,896)
At 31 December 2006 R —_ZEZE R F+_-_HA=1+—H 87,184 289,940 6,288 30,205 3,378 416,995
Additions /K & 24,152 41,180 2,235 6,823 80,631 155,021
Transfer & # 156 48,113 — 13,142 (61,411) —
Acquisition of a subsidiary 1§ i — R ¥ B 2 & — 44 79 129 = 252
Disposals 1} & (37) (2,655) — (92) (2) (2,786)
At 31 December 2007 R —EZE+F+-HA=+—H 111,455 376,622 8,602 50,207 22,596 569,482
ACCUMULATED DEPRECIATION Z it #7 &
At 1 January 2006 R =T Z SF— B —H 8,343 65,091 2,282 2,656 — 78,372
Charge for the year & A 37 H} 6,485 26,018 1,043 3,889 — 37,435
Disposal of a subsidiary & — K fft B 2 7 — (60) (202) — — (262)
Eliminated on disposals {1} & B % $4 — (245) 61) (134) = (440)
At 31 December 2006 R —EZE R F+-A=+—H 14,828 90,804 3,062 6,411 — 115,105
Charge for the year & A 3 H} 12,276 33,499 1,199 7,381 — 54,355
Eliminated on disposals (!} & f % $4 (13) (1,037) — (70) — (1,120)
At 31 December 2007 —EZ+ &+ - A=+—H 27,091 123,266 4,261 13,722 — 168,340
CARRYING AMOUNT 85 [ {&
At 31 December 2007 A= TZE+F+=-A=+—H 84,364 253,356 4,341 36,485 22,596 401,142
At 31 December 2006 R —ZEZE R F+_HA=1+—H 72,356 199,136 3,226 23,794 3,378 301,890

Depreciation is provided to write off the cost of property, plant and

equipment, other than construction in progress, using straight-line

method, over their estimated useful lives as follows:

Buildings
Machinery and production equipment
Motor vehicles

Fixtures and office equipment

20 years

5 to 10 years

5 years

5 to 10 years

FEDEBESERDE  BEMNRE
(£ TRBIN) 0 T 555 7 B 5 1 A
OB 7

BF

R EERE

"

B Ko 3 1 = BR A

204F
5E 104
54
5& 104
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wﬂ‘ EZI‘ TJ’% $& %% I}ﬁ nJI_

BE_FTELFL _A=+—HILFE

14. Prepaid Lease Payments 14. FHAF L
RMB'000
ARBFIT
At 1 January 2006 R —ZEZ XF— H —H 11,391
Released to consolidated income statement 72 47 & U &5 & 1 & (272)
At 31 December 2006 and 1 January 2007 A —ZZ NFE+ _A=+—HE-_ZZ+5—H—H 11,119
Additions /RN & 10,000
Released to consolidated income statement 7 4x & W &8 X 70 B (353)
At 31 December 2007 A —ZEZ+F+-_H=+—H 20,766
2007 2006
—EELF ZETERF
RMB'000 RMB'000

ARBT T ARETT

Analysed for reporting purpose as: B8 ¥ 5 #T 40 T :
Current assets it 8) & &
Non-current assets 3E 7 8) & &

271
10,848

11,119

The amount represents the payments for leasehold interest in land

situated in the PRC and held under medium-term leases.

The amount is released to profit or loss over the term of leases

ranging from 43 years to 45 years.

ERFRBERURATEAP BB L
M RENENES -

BN N F43FEEASFHNABHAR
BEME -



15. Available-For-Sale Investments

Available-for-sale investments comprise: a] f 1t & & & & #F :
L

Investment in an investee company (note 1) A —EZE & A RIMWIZE (K1)

Investments fund (note 2)

REES (ME2)

Analysed for reporting purposes as: B8 ¥ 2 #T 40 T :
Current asset i & & &
Non current asset 3 it &) & &

Notes:

1. The amount represented the Group’s investment in Power Optics Co., Ltd.
(“Power Optics”), a company incorporated in Korea engaged in the business
of research and development of optoelectronic products, with a registered
capital of KRW188,900,000. The investment represents 8.56% holding of
the ordinary shares in Power Optics. The investment is measured at cost
less impairments at balance sheet date because the range of reasonable fair
value estimates is so significant that the directors of the Company are of the
opinion that the fair values cannot be measured reliably.

2. The fair value of the investments is determined based on the price quoted by
bank. The fund mainly engages in investments on subscribing A shares which
are eligible for initially public offering in the PRC.

Annual Report 2007 4F 3%

15. " fit B B &

2007 2006
2121 ===
RMB’000 RMB’000
INLEPA AR%TR

7,511 =

66,188 —

73,699 —

b st 3 IE #5 7~ £ & 7 Power Optics Co., Ltd.
([ Power Optics|) HI1& & + Z A B 8 B &%
MY REXTBERMPEER - E&
it & 7K /188,900,000 88 & - L i &% & 545
A Power Optics#)8.56% & i i ° A 4~ 1 &)
EERA BREEMNQATFEMTHEK
AN EBEEBFEATE MZEFRER
HEBRKANBRAETE -

HERAMDTETE R RE R E
EoRESTERARBARTMSRE
RAMEEHAR -
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Goodwill 16. B2
2007 2006
—EELF —EERE
RMB’000 RMB’000
AREET T AR T T
COST g A&

17.

Arising on acquisition of a subsidiary and balance at 31 December

WE-—RMBARAMELANBERNR T A=t —"B0N&E&H

For the purpose of impairment testing, the goodwill has been
allocated to an individual cash generating unit (the “CGU") in the
sales of scientific instruments. During the year ended 31 December
2007, management of the Group determines that there is no
impairment of the CGU containing goodwill. The recoverable amount

of CGU was assessed based on a value in use calculation.

The calculation uses cash flow projection based on financial budgets
approved by management covering a ten-year period, and a discount
rate of 7.83%. Cash flow projections during the budget period for
the CGU are based on the expected gross margins during the budget
period. Budgeted gross margins have been determined based on
past performance and management’s expectations for the market

development.

Inventories

17.

RETRENS BAEEIEZHEM
BRSNS ELBEN([HeELE
) - RBE_ZTZELFE+_A=+—
BLEFE AEEEEEEETRERE
ZEAELENYERE - REEL
BumrkEemhREREEFTERF
fl7

HMEDAREEEMIE T FHEM
REENESREEANGTE  TRXE
783%  c HeEABURNEZBHANIER
SREBADENRBER NN TELEF
BEr BEEMNECRBEBATXRBALER
BHMSERNBEHE -

e

Raw materials R # ¥}
Work in progress 7£ %4 i
Finished goods %A%

2007 2006
—E2EELHF —ZEZTRF
RMB’'000 RMB'000
AR TR AR T T
57,506 46,924
32,261 29,624
45,221 31,794
134,988 108,342




18. Trade and Other Receivables

Annual Report 2007 4F 3%

18. B 5 S 3L Ath 1 Wik JH

2007
—BTLE
RMB’000
ARETF R

Trade receivables & 5 fiE U 3% 18
Less: allowance for doubtful debts J& : = BR # &

277,566
(3,057)

Bill receivables f& I = 4%
Other receivables E b f& U 3% 18

274,509
72,207
31,536

Total trade and other receivables & 5 [ E fib & U 3% 12 48 %8

378,252

The Group allows an average credit period of 90 days to its trade
customers. The following is an aged analysis of trade receivables net

of allowance for doubtful debts at the balance sheet date:

2006
—EERF
RMB'000
AR T T

146,895
(4,128)

142,767
39,640
19,888

202,295

AEEGETESEFFHOENEER
H- AUTRRNEEREHERFERR

REBENRE DT

2007
—EELE
RMB’'000
AREF

0-90 days 0290 H
91-180 days 91 H 180 H
Over 180 days 180 H A

259,672
13,259
1,578

274,509

The ageing analysis of bill receivables at the balance sheet date is as

follow:

2006
—EERF
RMB'000
AR T T

133,788
6,372
2,607

142,767

REERNRBUREBRKRESNET :

2007
—FBLE
RMB’000
ARETF R

0-90 days 0F=90 H
91-180 days 91 H 180 H

47,604
24,603

72,207

2006
—EEREF
RMB’000
ARBT T
33,540
6,100

39,640
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18. Trade and Other Receivables 18. © 5y Je H i Wk JEH (48)

(Continued)

Before accepting any new customer, the Group has assessed the
potential customer’s credit quality and defined credit limits by
customer. Limits attributed to customers are reviewed once a year.
95% of the trade receivables that are neither past due nor impaired

have the best credit attributable assessed by the Group.

The Group has made specific allowance for certain receivables
which are past due but with aging less than 365 days based on the
evaluation of collectability of each accounts and provided fully for
all receivable over 365 days because historical experience is such
that receivables that are past due beyond 365 days are generally not

recoverable.

After assessment of impairment on individual balances, included in
the Group's trade receivables are debtors with aggregate carrying
amount of RMB14,151,000 (2006: RMB8,805,000) which are past
due at the reporting date for which was not impaired. The Group
does not hold any collateral over these balances. The average age of

these receivables is as follow.

Ageing of trade receivables which are past due
but not impaired

BEMEAHFERPA  AEBEERAE
AAREARTEEETPNEEERR

HATEELR -BFEEZ—XKEBFE
E LR -95%ME 5 EWKIBEE KB H

HERE REBEASENFG  ERAF
RER= e
AEEC RS & YR IR R AT I E

BhE T 8 BB AR B 1 8 38 365 H HY & W5k
HELERERE AR REBELR
% HA R 3B 365 B B B R TE — R BRI
B - WAREEC AR BB B365H
FE W RIRME 2 B o

EWEW{E%UZ*%;‘JEHE& CAEEZESE

WHEREREHMBEHE B EKE
fAﬁﬁﬁﬁw@fﬁAEﬁ%14,151,ooo%<*ﬁﬁ
NE AR 8,805,0000T) 0 MiZFHRA

I R E o AN & B B L RE A 5
BEAMERD ZSEERFBIEAHR
BRINR o

ERHEERENE S ERX
TH R iR

91-180 days 91 H £180H
Over 180 days 180 H M k£

Total #2 &t

2007 2006
—EELHF —EEREF
RMB’000 RMB’000
AR T T AR T T
12,573 6,198
1,578 2,607
14,151 8,805




18.

19.

Trade and Other Receivables
(Continued)

Movement in the allowance for doubtful debts

Annual Report 2007 €% 111

18. & 5 & o Al i ook JE (48
REREEE

2007 2006
Y21 ==
RMB’000 RMB’000
INLEPA AR%T

Balance at beginning of the year 4 ¥ 4 &

4,128 4,112

Impairment losses recognised on receivables 2 & 52 £ f& U % 18 5 (E &5 18 394 16

Amounts written off as uncollectible #f § £ % Ux B ~ 7 18
Impairment losses reversed & 18 & 18 # &

(4) -
(1,461) —

Balance at end of the year 4F 48 4% #2

3,057 4,128

Pledged Bank Deposits/Bank Balances

The balance of pledged bank deposits represents deposits pledged to
banks for obtaining letter of credit facilities granted to the Group. The
deposits carry prevailing market interest rate at 0.72% (2006: 0.72%)

per annum.

Bank balances carry variable interest at market rates which range from
0.72% to 1.15% (2006: 0.72% to 1.15%) per annum.

19. ©HEHFSRAT 7 3k 8RAT &
%
EEARTERERERAETRESE
AEMARTERNER - ZEXDE
B 738 4 A K 50.72% (= B T X
0.72%) °

BRITHEBNFERNEREMBEREZS N
F0.72% E1.15% (ZZZTNF : 0.72% =
1.15% ) °
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20. Trade and Other Payables
The following is an aged analysis of trade payables at the balance REEBNE RN

21.

sheet dates: T

2007
—BBLE
RMB’000
ARETF T

Trade payables & 5 & {if 7X 18
Within 90 days 90X JA A 173,700
91 to 180 days 91 = 180K 10,164
Over 180 days #2 48 180 & 756

Total trade payables & 5 f& {3 3% 18 42 58 184,620

Payable for purchase of property, plant and equipment

BEMF HBBILIHEENK 11,029
Accrued staff costs f& &t B T K $ 41,407
Advance from customers & F T8 - 7 18 6,327

Value added tax payables and other tax payables f& {5t 3 & %1 & E ) & 1<t 54 18 6,831
Others H 1t 15,011

80,605

265,225

Dividends Payable 21. JEAT BB

2007
—FTLE
RMB’000
%

Sunny Group Limited 2 5 5% B A R A Al

Hangzhou Zhicheng Optoelectronic Technology Investment Limited

MMEK K ERMIKEFR A A

Yuyao City Sanyuan Vehicles Electronics Factory 4 #k i = B 5 & 5 23 &
Yuyao City Baoma Printing Equipment Limited 2 8k T & B EN Rl 22 #1  [R A &
Summit Optical Holdings, Inc.

A B R B AR

HIEFE

20. B 5 Je I Ath HE A+ 5 JE

B 2 MR e 23 AT 40

2006
—EERE
RMB'000
ARBETTT

102,233
4,338
252

106,823

16,448
18,831
8,450
482
9,819

54,030

160,853

2006
—EERF
RMB’'000
AR T T

175,000

20,788
2,609
1,930

35,682

236,009



22. Share Capital

22. &

Annual Report 2007 4

N

Amount Equivalent to
Number EE] HER
of shares HK$'000 RMB’000
I 10 € B T & T AR T T
Authorised: J& & :
Ordinary shares of HK$1 each on incorporation,
as of 31 December 2006 and 1 January 2007
REMERZE —ETRF+_A=+—HK
—EEHF-A-BEREB1AETHETRRK 380,000 380
Sub-division of shares (note 1) 9 #§ B& 15 (P35 1) 3,420,000 —
Increased on 25 May 2007 (note 1)
R-_EE+FRA-_+HBEMME) 99,996,200,000 9,999,620
Ordinary shares of HK$0.1 each as of 31 December 2007
RZETZLF+_A=+—HBHESBREECIEITLHZTAA 100,000,000,000 10,000,000
Issued & fully paid: 2 217 M &1 & :
Ordinary shares of HK$1 each on incorporation
REM R SREE1ESTHEBER 1 1
Issue of shares on 24 October 2006
RZEEXNF+A-THBEBETRD 99,999 99
Ordinary shares of HK$1 each as of 31 December 2006 and
1 January 2007
R-EERFE+ _A=+—"BER_ZEZT+HF
—HA—BEREBEIETHEBR 100,000 100 101
Sub-division of shares (note 1) 9 #§ B& 15 (B35 1) 900,000 —
Capitalisation issue (note 2) & ZAN{t 3% 77 (Bt 5£2) 799,000,000 79,900
Issue of new shares (note 3) 2% 77 % B% (Bt 3£3) 200,000,000 20,000
Ordinary shares of HK$0.1 each as of 31 December 2007
RZETEF+ A=+ —HEREENB TN EEE 1,000,000,000 100,000 97,520

Notes: B 5E -

(1) On 25 May 2007, resolutions of all the shareholders were passed pursuant to (1) R-_ZBEE+LtFRAA-_+HEH 2BRE
which each share of HK$1.00 in the share capital of the Company was sub- BRARZR BARARAFEREE
divided into 10 shares so that the authorised share capital of the Company 1.008 TR D HFEABI0KRKR D - KMk
became HK$380,000 divided into 3,800,000 shares and 100,000 issued N R A YA TE IR AR & 5K 380,000 7 T 9 A
shares of HK$1.00 each became 1,000,000 issued shares and the authorised 3,800,000 % A% f3 + 100,000 f&% & A% @ &
share capital of the Company was then increased from HK$380,000 to 1.00 7 7T &) B 8 17 A% 15 £ 5% 1,000,000 % B
HK$10,000,000,000 by the creation of additional 99,996,200,000 shares TR D - I 38 3B 1 5% 99,996,200,000 A% A%
which rank pari passu in all respects with the shares then in issue. 7+ 22N R 8% E AR 7K B3380,000 7% 7T 1 &=

10,000,000,000 7% 7T #7138 iR 15 7£ & 75 [ £
EREETRNMEZER SR -
(2)  During the year, the Board of Directors authorised to capitalise 2 FRN EFEEREBARAFIREERD

HK$79,900,000 standing to the credit of the special reserve account of the
Company by applying such sum in paying up in full at par of 799,000,000
shares.

In June 2007, the Company issued 200,000,000 shares with a nominal value
of HK$0.1 each, at a price of HK$3.82 per share by way of a global offering
to Hong Kong and overseas investors.

3 B 879,900,000 7% 7T # 78 & 7N - 1% B 5
799,000,000 & {5 #9 A% 5K o

REZZEZLFANAND NRARNUEKES
FREZEERIBTHERRSE A KRB
% & % %£17200,000,000 f% & A% I E0.178 7T
RIRR (D ©
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23. Capital Risk Management

The Group manages its capital to ensure that entities in the Group will
be able to continue as a going concern while maximising the return to
shareholders through the optimisation of the debt and equity balance.

The Group’s overall strategy remains unchanged from prior year.

The capital structure of the Group is equity attributable to equity
holders of the Company, comprising share capital, other reserves and

retained earnings.

The directors of the Company review the capital structure periodically.
As a part of this review, the directors of the Company assess the
annual budget prepared by the corporate finance department which
reviews the planned construction projects proposed by engineering
department and prepares the annual budget taking into account of
the provision of funding. Based on the proposed annual budget, the
directors of the Company consider the cost of capital and the risks
associated with each class of capital. The directors of the Company
also balance its overall capital structure through the new share issues

and payment of dividends.

24. Financial Instruments

a. Categories of financial instruments

WJ‘

Bz

A BB i 3R BT 5

—EEtLFT A=+ —HIFE

3. ¥ A L B

AEH @”éiié‘zli HEBERBMNNER
NG AERASEET QA E
WFERLE ReRROE®R - AEEH
MEEREEEFAR -

AEBENEARBEARABRERFEA
EiEEm (BRERA  HitfE LR E
M) e

ARAEEFEEHN RS EARE - A7
MBS EmT TR RAEERE
EZ Y ERMBECRRAEFER
H BRXEARRESMG ARFE
FERBERFEREEZREANALAR
ERBERNMP AR - RAREZNE
BETHTRERERS FOBEBEARR
& o

24, @b T H

a. 2@IAESHE

2007 2006
—EELEF —EEREF
RMB’000 RMB’000
AR¥T T AREF T

Financial assets & gt & &=
Loans and receivables & 3 % f& Ut 5% 18

Available-for-sales investments A] fft 1 & #& &

Financial liabilities < &t & &
Liabilities measured at amortised cost 3% # $5 5 AN st E ) & (&

914,811 354,473
73,699 —

216,321 411,679




24. Financial Instruments (Continued)

b. Financial risk management objectives and
policies
The Group’s major financial instruments include available-for-
sale investments, trade and other receivables, amounts due
from (to) related parties, pledged bank deposits, bank balances
and cash and trade and other payables. Details of the financial
instruments are disclosed in respective notes. It is, and has been
throughout the year, the Group’s policy not to enter into trading

of financial instruments including derivative transactions.

The risks associated with these financial instruments and the
policies on how to mitigate these risks are set out below. The
management manages and monitors these exposures to ensure
appropriate measures are implemented on a timely and effective

manner.

Credit risk

The Group’s maximum exposure to credit risk which will cause a
financial loss to the Group due to failure to perform an obligation
by the counterparties is arising from the carrying amount of the
respective recognised financial assets as stated in the Group’s

consolidated balance sheet.

In order to minimise the credit risk, management has delegated
a team responsible for the determination of credit limits, credit
approvals and other monitoring procedures to ensure adequate
impairment losses are made for irrecoverable amounts. In this regard,
the directors of the Company consider that the Group’s credit risk is

significantly reduced.

The credit risk on liquid funds is limited because the counterparties

are banks with high credit ratings.

The Group has no concentration of credit risk, with exposure spread
over a large number of counterparties and customers, with different

geographical location.

There has been no change to the Group’s exposure to credit risk or

the manner in which it manages and measures the risk.

Annual Report 2007 4

24. @b T H (4)

b. BHEAREEBEREREE

AEENTESRITABSEATHL
%&%*ﬁ%&ﬁ@ﬁ%%ﬁ*ﬁ
W () B & RIE - DEMRT
ﬁ%*ﬁﬁm%&ﬁﬁﬂﬁ%&ﬁ
ftb FE A 338 - @ T AR B8N 48
M- FR AEENBREA/T

VSR IARS  BRETEIA
25 e

HZETBRTAEABNAR UK
MEZERR 2 BREHEINMOT - &
BABRBEEENEEZEAR
HEOR 2 B BRER B SR ©

EERR
AZXZGHFRERTETEHA KB A
XUBEBRNEAEERR - HREXR
SESAEERBERAISACERS
MEEREE -

RREEERR BEBAEZREKSE
EECFEERSE BHRHEEREMER
R ERATAKE S B IRE AR
BEE -t "AREERRAEE
WiEERBERKBEE -

HRRXRSUFHUREEIRR TR
T o E&ﬁg‘auw@]é%mhgﬂ 2B MR o
HRAEEERETEAMREHARNER

HFEREP HAIBETHNEERAR -

AEENEERRAEERREERS
55 B D 4
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24. Financial Instruments (Continued)

b. Financial risk management objectives and
policies (Continued)

Foreign currency risks

The Group's activities expose it primarily to the market risks of
changes in price risk, interest rate risk and foreign currency rate risk.
Market risk exposures are further measured by sensitivity analysis.
There has been no change to the Group’s exposure to market risks
or the manner in which it manages and measures the risk. Details of

each type of market risks are described as follows:

Price risk

The Group undertook certain available-for-sale investments (as
disclosed in note 15) in current year. Therefore, exposures to price
risk because of changes in market prices arise. The Group has closely
monitored the price risk and will consider hedging the risk exposure

should the need arise.

Price sensitivity analysis

The sensitivity analysis has been determined based on the exposure
to price risks for available-for-sale investments (excluding investment
in an investee company which is measured at cost less impairments)
fluctuating in the PRC stock market at the balance sheet date. If the
price of respective investment had been 5% higher/lower, the Group’s
investment revaluation reserve would approximately increase/decrease
by RMB3,310,000 for the year ended 31 December 2007 as a result

of the changes in fair value of available-for-sale investments.

Interest rate risk

The Group is exposed to cash flow interest rate risk due to the
fluctuation of the prevailing market interest rate on pledged bank
deposits and bank balances which carry at prevailing market interest
rates. The Group currently does not have interest rate hedging policy.
However, the Group monitors interest rate exposure and will consider

hedging significant interest rate exposure should the need arise.

The Group’s exposure to interest rate has increased during the current
period mainly due to the increase in variable rate pledged bank

deposits and bank balances at the year end.

»‘/T\

Bz

24.

®)BERRA

o 85 R B AR

—EELFf A=+ —HIFE

el T (%)

b. ¥ B EAREEBEREK
BR ()

SIS [ B

$EI%%WERW%H 2 B L K B
M EERREXER - TS AR

—ﬁﬁ@@&§§m0¢%§mm%
BB EERR TR RS TE - U
TASETBERNEE -

1B 15 Jal bz

AE AEEHEFETUHHERE (K
AEISHEE) At mMEXREBESAE
EAZERER AEBEZYEEER
R YRAEFEREZEL PER -

=

18 15 8 B2 JZ 53 47
BRGRESMORELEBEFER
EMBRBMAEHLEERE (TBEUK
ANBRBEFEORARERARNRE)
MELRRME - HWHEBRENER L
F/TRE5%  SAHEERENAFE
e AAEEREBEE-ZSTLF+=
A+ BLEENREEHHERHEES
N D #9 AR 3,310,000 T

| & a2
AEBEHHRERMENXGFENEE
WIRITERRRITERBET S XK
MR REMNKRER - ANEE B AL
BMNEHIBE - AN AEEEREE
MNEXRER BERAREREEHEHTE
KF =R o

HRFESHEFRITERRBITERN
FRLET  MAKBERHANFN X R
TRENR °



24. Financial Instruments (Continued)

b. Financial risk management objectives and
policies (Continued)

Foreign currency risks (Continued)

Interest rate sensitivity analysis

The sensitivity analysis below has been determined based on the

exposure to floating interest rates at the balance sheet date. A 50

basis point increase or decrease is used to present the reasonably

possible change in interest rates at the year end.

If interest rates had been 50 basis points higher/lower and all other
variables were held constant, the Group’s profit for the year ended
31 December 2007 would increase/decrease approximately by
RMB2,727,000 (2006: RMB804,000).

Foreign currency risk

The Group undertakes certain foreign currency sales and purchases,
which expose the Group to foreign currency risk. Certain of Group’s
bank and cash balances, trade and other receivables and trade and
other payables expose to such foreign currency risk. The Group
currently does not use any derivative contracts to hedge against its
exposure to currency risk. The Group manages its foreign currency risk

by closely monitoring the movement of the foreign currency rate.

The carrying amounts of the Group’s foreign currency denominated
monetary assets and monetary liabilities at the reporting date are as

follows:

Assets

aE

2007
—EBLE
RMB’000
ARETF

United States Dollar = j¢ 310,909
Japanese Yen H 6,348

Annual Report 2007 4F 3%

24. @b T H (4)

bh. B BEABREERER
BE (&)

HNEE LB (4B )

Tl 3 85 B2 J& 547

UTHHERES T DIZBEEBNTE

BE FEMNEHNEEIEELRBERE

50 [ £ B -

fitg ) & 3% 50 50 & 25 - 1 AT A H AR A
BERZERTE  AAEEHZE_ZTZ
t&E+ A=+t BLHEENGEINES
#Bhn, A ARKE2727,000C (ZEE
ANE - AR 804,0007T) ©

S [ B
AEBETETHERES - B i@ H I
KEk AEEETRITRRS AR
B REMERKBAERE 5 R EAME
NRBHESBEEIINERR - AEEB
AT B B EA T A A K IR
2 EEEYEEERREAEEINE
0

MTRAAEBER2ZRBAUINEFER
BKEEREKAENEREE :

Liabilities
=R
2006 2007 2006

—22x5 LI -~TTAF
RMB’000 RMB’000 RMB’000
ARETT IONEESH AR%TR

71,706
2,205
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24. Financial Instruments (Continued)

b. Financial risk management objectives and
policies (Continued)

Foreign currency risks (Continued)

Sensitivity analysis

The Group mainly exposes to fluctuation in United States Dollar

("USD") and Japanese Yen (“JPY") against Renminbi (“RMB").

The following table details the Group’s sensitivity to a 5% change in
RMB against the relevant foreign currencies. The sensitivity analysis
includes only outstanding foreign currency denominated monetary
items and adjusts their translation at the year end date for a 5%

change in foreign currency rates.

A negative number below indicates a decrease in profit where RMB
strengthen 5% against the relevant currency. For a 5% weakening
of RMB against the relevant currency, there would be an equal and
opposite impact on the profit, and the amounts below would be

positive.

)ERRAA

o 85 R B AR

P _ETLFEF_A=+—HIFE

24. b T H ()

b. M EERBREEBEER
BUR (#)

SMEEB ()

B E BT

AEBNEIERABRRAARBHELR

AEMEERD -

TRHALAEEZTARELEABINE
T RESRNTE BRESNERRE
HWAEENIIEFEEEER  UARE
M E R FREEXERS5%M FH &

= o

TIHBBERRARBLEBINERTE
5% T & BUa FB A o fid AR ¥ S8R
ERZE5% @ Al g ¥aF A HR KA RN
FE MTMISBEERER -

Loss for the year
FREE
2007 2006
—EELE —EERE
RMB’'000 RMB’000
AR¥T T AREF T

USD (note) = 7t (fft &)
JPY (note) A [&] (Ff &)

(11,960) (2,286)
(207) (171)

Note: This is mainly attributable to the exposure to outstanding receivables
denominated in respective foreign currency at the year end.

The Group's sensitivity to foreign currency has increased during the
current year mainly due to a higher United States Dollar denominated

receivables at the year end.

fisE : TZRREFREFE ARG E BB EFE
FE W FRIR R LR o

FRNAEETEEIYENRBERS
TERARFENEITAHE B KR
®n e
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24. Financial Instruments (Continued) 24. @k T H (74)
b. Financial risk management objectives and b. ¥ X ERBREEBEER
policies (Continued) BE (&)

Foreign currency risks (Continued) HNEE LB (4B )

Liquidity risk B E T A

The Group has net current assets amounting to RMB854,051,000 at AREER-_ZEZLF+_A=+—808
31 December 2007 (2006: RMB42,144,000), and has low exposure B E EIFRE A AR 854,051,0007T (=
to liquidity risk of being unable to raise sufficient funds to meet its TERNF : AR®42,144,0007T) @ W
financial obligations when they fall due. REBEERHNESBEEINPUBEMLN

m@é%ﬂ R E K

In the management of the liquidity risk, the Group monitors and REERSDESRR  ANEBEEEERH#E
maintains a level of cash and cash equivalents deemed adequate by SERERREHANBRERREEFE -
the management to finance the Group’s operations and mitigate the REAEENEEES RRABRRESRET
effects of fluctuations in cash flows. BEMNTE
The following tables detail the Group’s remaining contractual maturity TERHAIRZ_ZEZELFE+_A=+—8H
for its non-derivative financial liabilities as at 31 December 2007. The AEEFTEEREBENRAEHH
tables have been drawn up based on the undiscounted cash flows of Re TEBEAEEAEEREESR
financial liabilities based on the earliest date on which the Group can BEMNREHHNEERTE A E
be required to pay. The table includes both interest and principal cash ReRHmEE HBMNERAGHRERE -
flows.
Weighted average Total
effective interest Less than 3 month to undiscounted
rate 3 month 1 year cash flows Carrying amount
RMB'000 RMB'000 RMB'000 RMB'000
¥ SRS ABERE
BERA=E ZEAR - REAR FHE
ARETTR ARETR ARETT ARBTR
As at 31 December 2007
ZEFtFEFTZA=1—H
Trade and other payables & 5 [ £ {t f& Ik 7 8 — 50,118 173,700 223,818 223,818
Amounts due to related parties — 5,661 — 5,661 5,661
[ENHEEALHE
55,779 173,700 229,479 229,479
As at 31 December 2006
R-ZFENFTZH=1-H
Trade and other payables & 5 & £ ft JE ff 778 — 39,789 102,233 142,022 142,022
Dividends payable & % & — 236,009 — 236,009 236,009
Amounts due to related parties & i B8 & A + FUIE
fixed interest rate bearing #% [ & Al & 5 & 4.6% — 34,765 34,765 33,237
non interest bearing % & — 411 — 411 41

276,209 136,998 413,207 411,679
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24. Financial Instruments (Continued)

25.

26.

c. Fair value

WJ‘

>

RERBRIF(EE) ER A G
A B R 3R M R

EE+FL_H=F+—HILFE

24. &R T H (%)

The fair value of financial assets and financial liabilities

(excluding available-for-sale investments) is determined in

accordance with generally accepted pricing models based on

discounted cash flow analysis or using prices or rates from

observable current market transactions as input. For available-

for-sale investments, the fair value is determined with reference

to price quoted by bank.

The directors of the Company consider that the carrying

amounts of all other financial assets and financial liabilities

recorded at amortised cost in the consolidated balance sheet

approximate their corresponding fair values.

Capital Commitments

AN¥E
cRHEERGSHAB(TRETH
HERE)MAFERITER SR
AMHAREBREAKNENMARAT
BRGERRLRIEABAERE
EoAHEERENATELER
THEEE -

ARAEZRR/NEREERER
BRBERANEROMAERELERE
ErERARREEREAFEM

ot

H oo

25. B A A&

Capital expenditure in respect of acquisition of property,
plant and equipment contracted for but not provided
in the consolidated financial statements

BERIMERRGEMBERRBENME  BERR

REWEEBEARRE

Operating Lease Commitments

26. 7&K R

Minimum lease payments under operating leases recognised

in the consolidated income statement

FARNGABSRERNCEHOREES TR

2007 2006
SFYId =T+
RMB’'000 RMB’000
AR® T ARBF T
1,068

2007 2006
—EELHF ZETERF
RMB’'000 RMB'000
AR® T ARBT T
5,728



26.

27.

Operating Lease Commitments
(Continued)

At the balance sheet date, the Group had outstanding commitments
under non-cancellable operating leases in respect of premises which

fall due as follows:

26. &

Annual Report 2007 4F 3%

B AR ()

REEB  AKEEREBEHEBHETAH
HREBHOMARBITZHSAENT :

Within one year — 4 A

In the second to fifth yearinclusive 5 — = F A ERN (BHEEERE)

2007 2006
—EELHF —ZETRF
RMB'000 RMB'000
ARET R AR T T
4,695 891

3,577 1,141

8,272 2,032

Operating lease payments represent rentals payable by the Group for
premises used for production and operation. Leases are negotiated
for a term of 1 to 2 years and rentals are fixed over the relevant lease

term.

Retirement Benefit Scheme

27.

KEMENRBAEBARABIELEER
BEZMENEMNRES -  BAOLERL
o MBAE—EZMF MALSLRNBEBER
HAEE RN -

JB A AR A

Retirement benefit scheme contribution made during the year

F AR R AR B RH 8 5K

2007 2006
—EELHF —EERE
RMB’000 RMB’000
AR®BT R ARE T
7,265

The employees of the Group’s PRC subsidiaries are members of a
state-managed retirement benefit scheme operated by the local
government. The subsidiaries are required to contribute a specified
percentage of their payroll costs to the retirement benefit scheme to
fund the benefits. The only obligation of the Group with respect to

the retirement benefit scheme is to make the specified contributions.

AEETENBARNERC2MLT
BRGENBERERRKBANE - &
EMBARABTIERABREFEAS
He B9 5RIA 1 B R AR M A BI M SR o K
SERZERBRGENE-—RERRA
ZAtEMEH EBER -
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27.

28.

Retirement Benefit Scheme
(Continued)

The Group also participates in a Mandatory Provident Fund Scheme
(the MPF Scheme) established under the Mandatory Provident Fund
Ordinance in December 2000 for the Group’s Hong Kong employees.
The assets of the schemes are held separately from those of the
Group, in funds under the control of trustees. For employees who
were members of the MPF Scheme, the Group contributes 5% of
relevant payroll costs to the scheme and subject to a maximum of
RMB935 (equivalent approximately to HK$1,000) per month, which

contribution is matched by the employee.

Acquisition/Disposal of Subsidiaries

(@ On 31 August 2007, the Group acquired an interest of 50% in
Sunny Hengping for a cash consideration of RMB12,500,000.
Pursuant to the resolution passed on the same day, Sunny
Hengping undertook an increase in its share capital whereby the
additional share capital was fully subscribed by the Group for
a cash consideration of RMB10,000,000. The additional capital
injection resulted in the total equity interest in Sunny Hengping
held by the Group became 64.29%. The acquisition has been

accounted for using the purchase method.

A B R B AR

BE-FRLE+ A=+ —HIFE

27. B A EHE (A)

28.

REBNABEEEZGN_ZTTZTHF
+ZAREAEG M ATE ST EEH R
Wkl AEEE([RELTE]) -
ZArEAMEEBIRAEBMEE - T X
REGEEAEENES ANEERS A
BECETEIKENEEZHEBAF KR
5% FRABAARKEIIS T (HNE
1,000 L) - MiE S Mg EAREHR -

We gt B B A

(a)

—EE+FNA=Z+—H A£EH
Wi s FHF50% R ReRE
A A R %12,500,000 7T ° 1R & R R
HBBAMARER RFEEHRA
B MBI EREAE2HBAE R
AR & X B A K % 10,000,000 7T R
o AEBEBEIINTER  FIFERT
15 AR ZS 56429% © 2 WEEE
R IE R AR ©



28. Acquisition/Disposal of Subsidiaries
(Continued)

Details of the net assets acquired and the goodwill arising on

acquisition are set out as below:

Annual Report 2007 3% 123

28. Wl B B A W) ()

FrRBEEFERBBELINEE
FEMT

Carrying amount

and fair value

REERDFE
RMB'000
AR T T
Net assets acquired: AT g 38 & &= F B :

Property, plant and equipment 47 2 « i 28 [ 5 & 252
Trade and other receivables & 5 K E b & Ug 5% 18 5,715
Inventories 17 & 4,768
Bank balances and cash* 3R 17 4 #& & 31 & * 20,494
Trade and other payable & 5 K £ 1 & {f 3L & (15,016)
16,213
Minority interests > 2§ B 28 4 5 (5,790)
Goodwill arising on acquisition Y B 2= 4 &) g 2 12,077
Satisfied by cash LA 3R & X 1 22,500

Net cash outflow arising on acquisition: U B& F7 Fi 3R & /%
Cash consideration paid 2 i1 38 & £ & (22,500)
Bank balances and cash acquired* Ff Ut 8% R 17 45 64 & IR & * 20,494
(2,006)

*  The amounts included RMB10,000,000 which is resulted from the capital

injection by the Group.

The carrying amount of the net assets acquired approximates
their corresponding fair value at the date of acquisition. The
goodwill arising on the acquisition of Sunny Hengping is
attributable to the anticipated profitability of the manufacturing

and sales of scientific instruments and the anticipated future

operating synergies from the acquisition.

Sunny Hengping contributed RMB1,231,000 to the Group's
profit for the period from the date of acquisition to 31

December 2007.

If the acquisition had been completed on 1 January 2007,
total Group’s revenue for the year would have been
RMB1,397,451,000, and profit for the year ended 31 December

2007 would be RMB229,608,000.

* ZEeBEEASEIEASBEARE
10,000,000 7T ©

T B 4 7 A MR B B e AR B BR LR
ERAFEEE - KBRTEFE
AEBRANEREERKENS
155 28 T ) J2 T IR BB S 95 R AT 2 15
EEER

WEBSHE _—_ZTZT+F+ - A
=t HIH™ AEBEHRAEF
AR #1,231,000 T % B %2 F 15

WMKRBER_TSTLtF—A—H=E
B AIAEEFRNANZERAR
#1,397,451,0007C - MBE=ZZTZ
tE&E+_A=1+—BIEFE®RTF
& & A R ¥ 229,608,000 T °
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28. Acquisition/Disposal of Subsidiaries
(Continued)
The above information is for illustrative purposes only and is not
necessarily an indication of revenue and results of operations
of the Group that actually would have been achieved had
the acquisition been completed on 1 January 2007, nor is it

intended to be a projection of future results.

(b)  On 10 August 2006, the investment in Shanghai Keyi Optical
Engineering Co., Ltd. was disposed of. Details of the net assets

disposed of are set out as below:

A B R B AR

BE-FRLE+ A=+ —HIFE

28. W 5 B A W ()

FRERHEHRFBRE  ROATR
MEKBENR-_ZZ+F—HF—H
TREASEERATESH KRR
REXE TEEERARARFTERE
Al e

by AEER-_ZEXNFEFNAT+HLEE
EBHMEALETREBERAANK
B -FAHEEEFEFBOT :

RMB’'000
AR T T
Net assets disposed of: ff i & & & F & :

Property, plant and equipment 47 2 « ## 28 [ =5 & 210
Trade and other receivables & 5 K H fth f& Ut 5% 18 47
Bank balances and cash $R 174 6 R IR & 2,700
Trade and other payable & 5 K £ 1th & {i 18 (186)
2,771
Minority interests 4> €% fi% & 1% 25 (1,277)
Loss on disposal | & &5 18 (136)
Total consideration 48 (£ (& 1,358

Net cash outflow arising on disposal: i & FT#£38 & 7 £ % 48 -
Cash consideration 3} & £ & 1,358
Bank balances and cash disposal of f7 H & SR 1745 82 R IR & (2,700)

(1,342)




29. Related Party Transactions

(a)

Names and relationships with related parties during the years

are as follows:

Name

=L

Principal activities

TEERK

Annual Report 2007 4

2. HENLER G
(@) FRNEABATIZBEBNHEMBFEALTZ
BRI :

Relationship
B &

Sunny Group Limited (“Sunny Group”)
RFEEERAA ([BRFEE] )

Ningbo Sunny Electronic Limited
(“Ningbo STT") (formerly known as Ningbo
Sunny Science & Technology Limited (“Ningbo
SST"))
EREFRFETFTARRDA
(TErEFRE] ) (MBEEREFH
RERAR ( [ERBTRE] ) )

Ningbo Sunny Mould Limited (“Sunny Mould”)
ERBRFEAERAA ([BZFEA] )

Yuyao City Urban Fanxing Electrical Appliance
Factory (“Fanxing”)

HOkT R EERR ([#A])

Yuyao City Xingbang Optoelectronic Instruments
Company Limited (“Xingbang”)
MOk EBNXEERNER AR ( [EFE] )

Yuyao City Xingli Optics Instruments Factory
("Xingli")
kT R K BRM R ( [H®] )

Yuyao City Jiahua Optoelectronic Components
Factory (“Jiahua™)

Mok mEELBRMAR ( [EE])

Du Guorong, Zhu Xingiang, Wu Qun,
Zhong Zhiwen (“Minority Shareholders”)
B K¥FE - RE BB
(r2#KR=1)

Investment holding

A substantial shareholder of the Company

& R (Shareholders of Sunny Optics and Ningbo
Instruments before the group reorganisation)
ARARMEERR (REEEMA/MIRT
RBRERER ZRR)

Manufacture and sale of telescopes Beneficial interest held by a family member of
and riflescopes the Company’s director, Mr. Wang Wenjian
SERBEZRERTES ARABEFEINEXRERBERHEENRD A

Manufacture and sale of various Beneficial interest held by a family member of

precision moulds for cars

FERHERAENSERERAE ARAEFINERLERBEEREANAA

the Company’s director, Mr. Wang Wenjian

Manufacture and sale of hardware Company controlled by a family member of the
and plastic components Company’s director, Mr. Wu Jinxian

SERHELEREBRTH AAREEREBLEERBAIES QA

Manufacture and sale of parts for Company controlled by a family member of the

optical instruments

EERHEE LB HEFBM

Company’s director, Mr. Wu Jinxian

ARNAEEREBELERBAZEG AR

Manufacture and sale of parts for Company controlled by a family member of the
optical instruments

EEREECEEE MM

Company'’s director, Mr. Ye Liaoning

ARARETEBEELRERBRESNAR

Manufacture and sale of parts for Company controlled by a family member of the
optical instruments

EERHE LB HER

1853

Company’s director, Mr. Wang Wenjian
ARBEFEXNEXRERBAEGRA

Minority shareholders of Sunny Hengping
BRFEBFLHRE
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29. Related Party Transactions
(Continued)

(b)  Transactions with related parties:

3

A o B R B AR

BE_FZE+F+ _HA=1+—"HIUFE

29. BAE AN LA 5 ()

(b)

Sales of goods (note 1) $5% 2 F (M55 1)
Ningbo SST % i 72 = & 4%

Sunny Mould 72 F & &

Xingbang 1 F3

Xingli & 37

Purchase of raw materials (note 1) B B R #1 £ (Kfz51)
Ningbo SST % i 72 5= & 3%
Sunny Mould z2 F 18 &

Fanxing &3 (1
Xingbang & 3§

Xingli

B 7

Jiahua £ #

Purchase of property, plant and equipment (note 1)
BEWE  HERZE(ME1)

Sunny Group 3 F % &
Ningbo SST %8 i 5% = &l 4%

Disposal of property, plant and equipment (note 1) H & 47 % -
B B & s (M =E1)

Ningbo SST %8 ) 2 F %} %

Xingli & 37

Property rental expenses (note 2) ¥ 2/ & < H (Kt 3£2)
Sunny Group % = % &

Interest expenses (note 3) 7l B 2 i (Ff7£3)
Sunny Group & F & E

Notes:

(1)

2)

3)

The transactions were entered into in accordance with the terms
agreed by the relevant parties.

The property rental expenses were charged based on the terms agreed
by the relevant parties.

The interest expenses were calculated based on the loan agreements
and entrusted loan agreements entered into between the Group and
Sunny Group, details of which are set out in note 29(c).

£ R &

ALXRS

2007 2006

—EELEF —EERE

RMB’000 RMB'000

ARBT T ARBETT

3,890

2,002

% 2 5 AR A T 15 00 R
#1T -
MERLHLDRBABALHE
B F R -

MR IREAGSEEEFTER
RIMAME SR E kR EE R (B
BRI BRI RE29(0)) AT & ©



29. Related Party Transactions
(Continued)

(0

At each balance sheet date, the Group has the following

significant balances with related parties:

Annual Report 2007 4F 3%

29. AN L2 5 (4])

(0 RBEZLEBR AKBEHBEEALHD

Current assets: i ) & &
Amounts due from related parties [ U& B 58 A 4 7k 18
Sunny Group %2 5 £ &
Minority shareholders 4> 2 j% &

Current liabilities: 7% 8) & & :
Amounts due to related parties & f< B8 & A + 318
Fanxing &5 &
Xingbang # #§
Xingli £ 37
Ningbo SST % ) 2 F %} %
Sunny Group (note 1) 52 5 & & (M z£1)

Note 1:

Included in the amounts due to Sunny Group are the followings:

Entrusted loan payables i {+f & 5t & &
Loan payables & {f & X
Interest payables fi& {5 7 &

2006
—RELF —ETRE
RMB’000 RMB’000
AEnTr LR
862
862
281*
73*
7*
33,287
33,648
Pt sE

AN EEREMBADT
2007 -
RSy —eRAf
LS RMB‘000
AR® T AR T 5
29,237
4,000
50
33,287

The loans were unsecured and interest bearing at 4.6% per

annum.

Other than disclosed in note 1 above and those amounts
denoted with asterisk ‘*" which are of trade nature, the other
amounts are of non-trade nature. The amounts are unsecured,

interest free and recoverable within one year.

ERBEERR  FAEELE6% -

B EX T EE R E
TZHBEREZEE  HMEEY
RIBZHUEE - ZFeHELSER
2B RAR—FAKE -
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29.

Related Party Transactions
(Continued)

(d)  Compensation of key management personnel

The remuneration of key management, excluding all directors
whose remuneration has been set out in note 12, during the

year is as follows:

RFEXBHME(KE)BRAF

A

S 785 e 3R B AR

BE_EE+FF _H=1—HIFE

29. AN L2 5 (4])

d TEEBEASHMH

RTHFEE TEZEEABHM
(TEEMAEESEZHE (FBER

BEsE12)) R :

2007
—FTLE
RMB’000
ARETF

Short-term benefits %8 £A 18 7
Post-employment benefits B % 14 18 7|

4,462
265

4,727

30. Post Balance Sheet Events

31.

After the balance sheet date the directors proposed a final dividend.

Further details are disclosed in note 10.

Comparative Figures

Certain comparative figures have been re-classified to conform with

the current year's presentation.

30.

31.

fA HREIH

2006
—EERE
RMB’'000
ARMEFIT
2,818

194

3,012

BERR EFEZETRAHMRE B

BARFIEE MNP RE10 ©

b e B

REEAFENE2IN TR &FTHRHK

FEEMOHE -
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3|

32. Wi e 2 =]

32. Particulars of Subsidiaries
KRR _ZEELFR

Particulars of subsidiaries indirectly held, unless otherwise stated, by

the Company at 31 December 2007 and 2006 are as follows:

Name of subsidiary

Place of incorporation/
registration/operation

Issued and fully paid up share
capital/registered capital

=B HAN -

MEARFBMT :

Attributable equity interest
held by the Group

TEERET_A=T-—BEEFEN

Principal activities

KL/ EETRAR
WERREH M E B RA/ZEREX AEERERES TEXH
2007 2006
g 3 g2 —EERE
Sun Yu Optical Technology Limited The British Virgin Islands Ordinary shares 100% 100%  Investment holding
REXRERFERAA ("The BVI") US$100,000 (directly held) REZRK
REBRLES 8% 100,000% T (EEHA)
4:3:1-0))
Sun Xiang Optical Overseas Limited The BVI Ordinary shares 100% 100% Investment holding
REXBENEGRAF RXEE Us$10 RERR
TER10ET
Sun Li Instrument Overseas Limited The BVI Ordinary shares 100% 100% Investment holding
RiGERENERAA BRES Us$10 REZRK
E@RI0ET
Summit Optics Technology Limited The BVI Ordinary share 100% 100% Investment holding
RXEE US$1 RERR
ERRIET
Summit Optics Investment Limited The BVI Ordinary share 100% 100% Investment holding
RAHES US$1 REZR
TRRIET
Sunny Optical Overseas Limited Hong Kong Ordinary shares 100% 100% Investment holding
RTRXEBIERDA EE Us$10 REER
L@ERI0ET
Sunny Instruments Overseas Limited Hong Kong Ordinary shares 100% 100%  Investment holding
RFEGHRENERAA EE Us$10 REZR
T@aR10ET
Summit Optical Technology Limited Hong Kong Ordinary share 100% 100%  Investment holding
EE HK$1 REER
L@ERIET
Summit Optical Investment Limited Hong Kong Ordinary share 100% 100%  Investment holding
BB HK$1 REER
T@ERIET
*Zhejiang Sunny Optics Co., Ltd. The PRC Registered and contributed 100% 100%  Manufacture and sale of
HIRFXBERAA H capital RMB235,000,000 optical components
(2006: RMB105,000,000) EERHEREZH
A R EHRA
A R #235,000,0007C
(2006 :
A K #105,000,0007T)
*Ningbo Sunny Instruments Co., Ltd. The PRC Registered and contributed 100% 100%  Manufacture and sale of
CERRFERAERAA H capital RMB82,500,000 optical instrument
(2006: RMB37,500,000) EERHEXBERS
ERIPEE {EN
A K #:82,500,0007C
(2006 :

A K #37,500,0007T)
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32. Particulars of Subsidiaries (Continued)

Name of subsidiary

Place of incorporation/
registration/operation

Issued and fully paid up share
capital/registered capital

Attributable equity interest
held by the Group

Principal activities

AL/ BRTRAR
Wt B A A & 8 aMtY EEHY BRA/ZREXR AEBEEES TEXK
2007 2006
“2ELE —EERX
*Sunny Optics (Zhongshan) Co., Ltd The PRC Registered and contributed 100% 100%  Manufacture and sale of
*RFEKXKE (FI) ERAR F capital US$14,990,000 optical components
(2006: US$7,260,000) EERHEXLETH
a MR ESRA
14,990,000 7T
(2006: 7,260,000 7T)
#Nanjing Sunny Optical Instruments Co., Ltd. ~ The PRC Registered and contributed 100% 100%  Sale of optical instruments
HERATAEREARDA e capital RMB3,000,000 HELBES
A K #3,000,000 7T
*Ningbo Sunny Opotech Co., Ltd. The PRC Registered and contributed 100% 100%  Manufacture and sale of
FERRFARERRAERDA H capital US$8,831,600 optoelectronics products
(2006: US$6,200,000) EERHEAEER
8,831,600 7T
(2006: 6,200,000% 7T)
#Ningbo Sunny Infrared Technologies The PRC Registered capital RMB5,000,000 100% 95%  Research and development
Company Ltd. H and contributed capital of infrared technologies
HERATANRMAERRDA RMB1,500,000 MR KRR BN R
& A& A R #5,000,0007T &
B H R A AR %1,500,0007T
Sunny Japan Co., Ltd. Japan Registered and contributed 100% 100%  Trading of optical
REAAKAEH EN capital JPY99,000,000 instruments and
o i &2 B %4 3% 7K 99,000,000 B optoelectronics products
£ BEELEESER
HEEMD
#Shanghai Sunny Hengping Scientific The PRC Registered and contributed 64.29% —  Manufacture and sale of
Instrument Co., Ltd. T capital RMB3,080,000 scientific instruments
HEBRFEINBERERAA F R ESBRA EERHENZRS
A K 3,080,000 7
Sunny Optical Corean (BVI) Limited The BVI Ordinary shares 100% —  Investment holdings
REEE Us$10 REER
LRRI0ET
Sunny Korean Company Limited Korea Ordinary shares 100% — Manufacture and sale of
RFRAKASH %ZE KRWA450,000,000 optical components
& 47 % 450,000,000 EERHEXBEEM
I

None of the subsidiaries had issued any debt securities at the balance

sheet date or at any time during the year.

* companies are sino-foreign equity joint venture enterprises

# companies are domestic invested enterprises

BB QAN EE B 3 F R R

BITEMEHES

* PN BERRERF
# RNELERA



Corporate Information

Executive Directors

Mr. WANG Wenjian (Chairman)
Mr. YE Liaoning

Mr. XIE Minghua

Mr. WU Jinxian

Non-Executive Directors

Mr. SHAO Yang Dong (Vice Chairman)
Mr. LI Tyson Sandy Ying Lun*
Mr. RICKS Michael David"

*  Mr Li Tyson Sandy Ying Lun resigned as director on 30 September 2007.

#  Mr Ricks Michael David was appointed as director on 30 September 2007.

Independent Non-Executive Directors

Dr. CHANG Mei, Dick or Dr. Dick Mei CHANG
Mr. Koji SUZUKI

Dr. LIU Xu

Mr. ZHANG Yuqing

Joint Company Secretaries

Mr. SUN Yang
Ms. LEE Suk Yee (HKICPA, AICPA)

Qualified Accountant

Ms. LEE Suk Yee (HKICPA, AICPA)

Registered Office
Cricket Square, Hutchins Drive, P.O.Box 2681GT

George Town, Grand Cayman
British West Indies

Principal Place of Business in Hong Kong

Unit 603, 6th Floor, Grand City Plaza,
1-17 Sai Lau Kok Road, Tsuen Wan,

New Territories, Hong Kong

Principal Place of Business in the PRC

Nos. 66-68, Shunyu Road
Yuyao City, Cheng District
Zhejiang Province, PRC
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RICKS Michael David %t 4*
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Cricket Square, Hutchins Drive, P.O.Box 2681GT
George Town, Grand Cayman
British West Indies

R R SR
&5 H A

B-S

BT ARK1-17 55

A EIS6E03E

w2 S8 M
FERITIA

k& e gk T

5 F % 66-68 55

131



& sunny Optical Technology (Group) Company Limited 55 ¢ 2 RH% (£8) FR A7)

Corporate Information

Corporate Website

www.sunnyoptical.com

Legal Advisers

Troutman Sanders, Solicitors and International Lawyers

Auditors

Deloitte Touche Tohmatsu

Certified Public Accountants

Compliance Adviser
BNP Paribas Capital (Asia Pacific) Limited

Principal Bankers

Agricultural Bank of China, Yuyao Sub-branch
Shanghai Pudong Development Bank, Ningbo Branch

Principal Share Registrar and Transfer Office

Butterfield Fund Services (Cayman) Limited
Butterfield House, 68 Fort Street, P.O. Box 705
George Town, Grand Cayman

Cayman Islands

Hong Kong Branch Share Registrar and
Transfer Office

Computershare Hong Kong Investor Services Limited
Shops 1712-1716, 17th Floor, Hopewell Centre

183 Queen’s Road East

Wanchai, Hong Kong

Listing Date & Stock Code
15 June 2007, Stock Code: 2382

Authorised Representatives

Mr RICKS Michael David
Ms LEE Suk Yee (HKICPA, AICPA)
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Butterfield Fund Services (Cayman) Limited
Butterfield House, 68 Fort Street, P.O. Box 705
George Town, Grand Cayman

Cayman Islands
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