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Stock Code: 600619 (A—share), 900910 (B—share)
Stock Name: Highly A, Highly B

Bond Code: 122230

Bond Name: 12—SSE—Highly

Announcement No.: Current 2017-015

Shanghai Highly (Group) Co., Ltd.
Announcement on Reply to
Post-2016—-Annual-Report Inquiry Letter of
Shanghai Stock Exchange

Shanghai Highly (Group) Co., L. (hereinafier referred to as the “Compa—
ny” or  “Highly Gi roup ") and all its directors hereby guarantee that the
information presented i this Announcement Is factual, accurate and com—
plete. And they shall be jointy and severally liable for any false representa—
tions, misleading statements or material omissions in this Announcement.
The English version of this Announcement is for reference only.
On May 26, 2017, the Company received the Post—2016—Annual—Report
Inquiry Letter for Shanghai Highly (Group) Co., Ltd. (SSE Official Docu—
ment [2017] No. 0653) (hereinafter referred to as the “Inquiry Letter” )
issued by the Lmtcd Company  Supervision I Department of the Shanghai
Stock Exchange ( “SSE” ). As required by the SSE, a reply is hereby giv—
en by the C “ompany  to the Inqulry Letter:
1. As disclosed in your company’ s annual report, “The fast development
of new energy vehicles in China comes with an increasingly strong demand
for compressors for such vehicles. Currently, there are over 30 manufactur—
ers of A/C compressors for vehicles globally, but only a handful of them,
including the Japan—based Sanden and Denso, as well as Highly Group and
Autecar in China, are capable of mass production of compressors for new
energy vehicles.” In view of that, please disclose briefly the technological
and market barriers of compressors for new energy vehicles, as well as your
company’ s market position and market share in this sector, along with
proof.
The Company’ s reply:
Compressors for new energy vehicles are completely different from those
for traditional vehicles in technology roadmap and product structure. The
former are semi—hermetic compressor, driven by DC inverter motor and
powered by high—pressure accumulator; while the latter are open—type
compressor, driven by belt pulley and powered by engine. With over two
decades of technology accumulation regarding DC inverter motor—driven
compressor, as well as more than a decade of research and development,
the Company is able to create worldwide advanced compressors for new
energy vehicles with its own intellectual property rights.
At present, the technological barriers of compressors for new energy vehi—
cles mainly lie in high—efficient rare earth DC brushless motor, CNC ma—
chining technology of high—precision vortex surface, 180°  vector drive
technology, and high—efficient and lightweight integrated structure. World—
wide only a handful of manufacturers such as the Japan—based Denso and
Sanden, as well as Highly Group and Autecar in China, have the aforesaid
capabilities.
Due to the relatively closed markets for traditional vehicles and components
at present, there is a market barrier for outsider enterprises, which may
find it difficult to get access to the market and may need a long time to
win the recognition of vehicle makers. More bottlenecks for the develop—
ment of new energy vehicles are the power battery’ s insufficient ability to
hold a charge and high manufacturing costs, so great government support is
still needed. Therefore, policy changes may have a great impact on the de—
velopment of this industry.
According to www.chinaev.org, a website for energy—saving and new ener—
gy vehicles, some 511,400 new energy vehicles were produced in China in
2016. Based on that figure, the 81,000 compressors for new energy vehicles
sold by the Company took up a local market share of approximately 16%
in 2016.
2. As disclosed in your company’ s annual report, the strategic positioning
of your company is to become a strategy—oriented corporate group of core
devices such as Lompre\sors motors, drive control and cooling and heat—
ing Lonnscted devices” and related producm and services. Also, your com—
pany’ s strategic ambition towards the new energy vehicle sector is empha—
sized in the report. In view of that, please disclose the main reasons why
your company sold all your stakes of an automotive products subsidiary and
an automotive systems subsidiary in 2016, as well as what has this asset dis—
posal to do with your company’ s strategic positioning.
The Company’ s reply:
The C()|11plnv and Japan Hltadn Automotive Systems, Ltd (hereinafter re—
ferred to as  “Japan Hitachi” ) jointly set up Hltachl Highly Automotive
Produ(t\ (Shanghai) Ltd (hereinafter referred to as “Hitachi Hlbhl} Products
) who based on the export market on December 5, 2003 in Qingpu ex—
port processing zones. Due to the unreached expected goal of export mar—
ket for several years, the Company developed the dnmexti(‘ automobile mar—
ket step by step, and jointly set up Hitachi Highly Automotive Systems
(Shanghai) Ltd (hereinafter referred to as “Hitachi Highly Systems” ) with
Japan Hitachi in 2012 again to improve the business performance. The
share proportion of these two joint ventures held by the Company are re—
spectively 33.3% ~ 33.33%. The business scope is the design and production
of automotive starter and its parts, automobile engine and its parts, as well
as other auto parts. The main clients include Dongfeng Nissan, Fiat and
other traditional car companies, not involving the field of new energy vehi—
cles.
‘Working hard to operate for years, the aboved two joint ventures are still
in accumulative long—term losses because the products are lacking in com—
petitiveness. As the minority shareholder, Highly shares can’ t function
very well, and also can’ t get reasonable investment returns. In accordance
with the operation situations of the joint ventures, development tendency
of electrification of future car industry, as well as the requirements of strate—
gic transformation from the 13th five—year development plan, Highly share
decided to transfer their holding equity, take back the long—term equity in—
vestment fund and obtain some investment income, further centralize the
resources to pay attention to the development of new energy vehicles, as
well as allocate more reasonably the new business of assets develnpmsnt.
The Company publicly listed to transfer all holding shares of Hitachi High—
ly Products and Hitachi Highly Systems, and the related work was all fin—
ished within 2016.
3. Since 2016 is the first full fiscal year after the major assets restructuring
of the Company, please make quantitative analysis of the synergic relation—
ship with the restructuring target Hangzhou Fusheng Holding Co., Ltd.
from the aspects of matching products, resource sharing and technological
cooperation and explain whether the expected goal has been achieved or
not.
The Company’ s reply:
According to the disclosure of the Project Reorganization Report About
the Acquisition of Hangzhou Fusheng Electrical Appliance Co., Ltd. (here—
inafter referred to as “Hangzhou Fusheng” ) by the Company, the pur—

pose of this transaction was to improve the operation scale and sustainable
operation  capability of listed companies; to achieve the resources integra—
tion, give play to synergistic effect and create the motor industry; to push
forward the reform of mixed ownership.
Combining with the above transaction purpose, Hangzhou Fusheng sold
20.53 million motors in 2016, of which, the Company provided Shanghai
Hitachi with 950,100 matching air condition compressor motors, and the
sales tax—exclusive was RMB102.187 million. The matching volume ac—
counts for 4.63% of total sales volume of Hangzhou Fusheng motors , and
the sales of matching accounts for 7.52% of total sales of Hangzhou Fush—
eng motors. The aboved transaction was quantitatively reflected step by step
according to marke fair value, transaction purposes, as well as synergistic ef—
fect.
4. As disclosed in your company’ s annual report, the government subsidy
included in the current gains and losses in 2016 is RMB58,439,200 ac—
counting for 33% of the current net profits attributable to sharcholders of
listed companies. Please disclose particulars about above—mentioned govern—
ment subsidy and reasons for the subsidy as well as whether the obligation
of information disclosure has been performed in time.
The Company’ s reply:
According to the strategic planning of the Company, the manufacture base
will be gradually transferred to India and the middle and western areas of
China. Currently, there are eight manufacture bases all over the world and
seven manufacturing plants in six domestic places established by Shanghai
Highly (Group) Co., Ltd. These bases and plants make positive contribu—
tion to the development of local industries and gain great support from lo—
cal governments. The government subsidies gained and included in the cur—
rent gains and losses in 2016 are listed as follows:

Unit: RMB’ 0,000

Proportion to the
net profits of the
Company in 2015

Influence on the

Type Subsidy program Amount §
’ v prog Company

Special fund for supporting

- 901.00 574.39 8.39%
the development of enterprises
Asistance fund to institures | oo 0650 8%
of provincial key enterprises
Special fund for technological
development of the province 192.63 163.73 2.39%

in 2016

Rewards for developing
small-and medium—sized 100.00 56.25 0.82%
technology—based cnterprises

Special fiscal fund for

89.00 75.65 111%
industrial enterprises
Reward fund for
economization and 50.00 4250 0.62%
informatization
Subsidy for stabilizing jobs 28.04 17.87 0.26%
reward as one of the ten
strategic emerging industrial 10.00 8.50 0.12%
) enterprises
Government subsidy Patent_grant 14.80 12.13 0.18%
gained in 2016 and =
related to gains and | Special fiscal subsidy to open 450 3.83 0.06%
losses economy
Taxation incentive from 34930 196,19 2 87%

2013 to 2014

Taxation incentive in 2015 644.37 361.93
Subsidy for staff training 59.78 38.11
Fiscal subsidies 146.60 72.65

Loans discount of integration

- 140.00 78.64 1.15%
projects of new business
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Loans discount of pilot

50.00 28.08 0.41%
demonstration projects

Interest subsidies of imported

2337 13.12
equipment
Government quality—award 20.00 11.23
Technological subsidy 12.60 7.50
Fund for supporting 1050 88 0129
enterprises
Other 32.70 19.79 0.29%
Sub—total 3,593.07 2,396.77
Influence on the | Proportion to the
Type Subsidy program Amount net assets of the

Company Company in 2015

New model of customized
and smart manufacturing on 562.50 562.50 0.14%
a large—scale

Demonstration and
application of smart
manufacturing in digital
factories

468.60 468.60 0.12%

Financial support fund for
development of top industrial 463.35 463.35 0.12%
districts in 2016

Technological transformation
project of production line of | 136.20 102.15 0.03%
@ air condition compressors
Government subsidy
gained in 2016 Development of smart
related to assets and | manuficturing of advanced

included in deferred | automatic equipment and 136.12 136.12 0.03%
income research of integrated
technology

Significant technology

125.00 125.00 0.03%
innovation projects

Rescarch and application of
smart and full automatic
production line of the motor
sector

34.04 34.04 0.01%

Research of advanced
technology and equipment
for improving the 1133 11.33 0%
performance of motor
products

3 Current amount of amortization of

2.250.85 1,576.63
accumulative deferred income

Government subsidy included in the current gains

and losses ((D+®) 5,843.92 3,973.40

The particulars of accumulative government subsidy mentioned above relat—
ed to the routine operation of the Company have been disclosed in the
periodical report of the Company.
Shanghai Highly (Group) Co., Ltd.
June 2, 17
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