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LEEDARSON’s Choice: The Transformation Path from Traditional Lighting to Smart IoT
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The 2023 financial report of LEEDARSON IoT Technology Co., Ltd. show /he
revenue proportion of traditional lighting decreased from 66.86% the previo r to
61.70%, while the revenue proportion of IoT business edged up slightly 2%7@1% to
27.86%. Revenue from the own brand grew relatively fast, and its recei % proportion
exceeded 10% for the first time. However, both operating revenq%@_operating profit
declined sharply. The company needs to review its strategy and _1:t§>d<e ution. Consequently,
the company held several consecutive meetings... N
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In early 2024, while spring sunligl?&\h
the company’s headquarters ?&ing om was a little heavy. Department heads gathered

ining outside the window, the atmosphere inside

to review the operating resul 23.
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Chairman I‘z inted to the financial report and tapped on the table: “Everyone, the
ToT business rex share only increased by 0.05 percentage points, yet both operating

revenue an(k@ it declined sharply. How do we explain this in the inaugural year of our

MR R FREPEE IR, S S Ak S
\ FO Mr. Xia: “We’ll need to disclose the reasons in the annual report. Let’s hear from
the business units first.”
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Mr. Ye from the Lighting Division: “Our market is mainly in Europe and the U.S. The
complex global political and economic environment has affected us. Although LED light
sources were exempt from tariffs, lighting fixtures and control products were not.
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Distributors stocked heavily in 2022 out of tariff concerns, leading to a surge in that year’s
performance. But by 2023, they were de-stocking, so our orders declined.”
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Mr. Li from IoT Division I: “However, home appliance revenue increased by 4.37
percentage points compared to the previous year. After several years of incubation and
continuous investment, the home appliance category has achieved gains in market and
customer development. R&D and delivery capabilities have also improved, leadihg to
steady business growth.”
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Mr. Liu from IoT Division II: “Fortunately, we operate on/a dual-circulation model,
both domestic and international. Look, domestic |J01,. solutions have begun
commercialization, and their impact is expanding. Ho®éyer, 'this sector requires extensive
layout and substantial investment. Coupled with thedbusiness characteristics of the domestic
market, the account period is relatively longer, and€ash flow recovery is slower — this is
due to changes in market structure. Neveértheless, our overall gross profit margin has
improved.”

IEFRARTKAL : WRBAIE, PIRINCIERZRATA?

Mr. Zhang from Investor Relatiohs: “Speaking of gross margin—what’s driving that
improvement?”
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Mr. Ye fronrthe Lighting Division: “We have adjusted the product mix, optimized the
supply chain, impreved efficiency with smart manufacturing, leading to the rise in gross
profit.”
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Mr»Zhang from Investor Relations: “Then why did the net profit margin decrease?”
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Mr. Zhou from Strategy division: “We’re in a strategic transition period with
significant investments—Additional investment in our brand, expansion of management
structure and sales force, plus higher R&D spending. Rising expenses have eaten into
profits.”

EFRARIR AL : MbBTal R, BRI BRI A& .

Mr. Zhang from Investor Relations: “Such performance volatility will put pressure on
our market valuation.”
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Chairman Li: “Besides uncertain international situations, rising international oil prices,
and various adverse factors affecting international logistics, our dual-business model needs
restructuring: ODM + OBM, export + domestic demand, the two industrial chains are out
of sync. The Lighting and IoT business divisions should go back and analyze their

respective business situations. Bring your proposals for discussion next week.”

5B MSERT “HEH
Act II: The Division Review
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Over the next week, the Investor RelationsWetked overtime to compile basic
information on the company's development andbuysiness segments (see Appendix I), the
Finance Department organized key financial. data (See Appendix II), the Lighting Business
Division prepared a lighting industry amalysis’report (see Appendix III), and the IoT
Business Division compiled the "Company'sToT Business Layout and Ecosystem Strategy"
(see Appendix IV). A week later, thestrategic analysis meeting was convened.
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A cool white light sndpped on. Four A2 cards stood in the center of the long table: blue,
gold, green, and red, ¥ésembling a rotary shield. They were labeled respectively: Company
Overview, FinangighData, Industry Landscape, [oT Layout, etc.
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Mr. Zhang from Investor Relations clicked the blue card into the top slot, with the
listing photo (stock code 605365) placed above it: “in 2000: launched LED — in 2008:
Invested 320 million in optoelectronics lab — in 2016 : first reach of Monthly shipment of
100 million LEDs — in 2021 Raised 848 million with IPO. Changing the engine every ten
years, leading each time. Next phase: Ignite [oT.”

W5 E Bt B =H%dE -
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EFIZE: 22.8% — 26.1% — 29.8%:

HRZE: 4.7% — 6.5% — 4.7%.
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CFO Mr. Xia presented the gold card, revealing three sets of data:

Company's three-year cash flow: 2021 +610 million — 2022 +930 million — 2023
+470 million;

Gross profit margin: 22.8% — 26.1% — 29.8%;

Net profit margin: 4.7% — 6.5% — 4.7%.

He took out a coin and pressed it against the card: “See? Lighting's cash is paying the
'tuition fees' for IoT --- Our IoT business must become more profitable. Otherwisg, I'm
afraid we won't last until 2025.”

HE B T I SRR T 2R LED 2383 76% 52 R AL, i i ST ;
TESRE, HAENUE O 1L M€ 550 R eI W T 26 |- 12%—38%—q0%CAGR21%.
“VEEATIEAR, FLHIRAL. ”

Mr. Ye from the Lighting Division swiftly pulled open the/green card: “LED
penetration rate of 76% has hit the ceiling; price wars are cutthx0ats To break through, we
must climb from 'light' to 'net'. Next to it, a smart lighting cdrte showed: 12% — 38% —
60%, CAGR 21%. "Just selling bulbs is hopeless; we 1ig€d to'sell data entry.”
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Mr. Liu interjected: “Data Entry require protocols! Matter 1.0 has been standardized.
If we're late, we'll be back to OBM." Mr. Ye slapped a "Tariff" skull sticker onto the card:
“European and American tatiff fists include luminaires and controls. ODM profits get
skimmed another layer.”

He tossed the pénto the [oT business head: “Your turn!”
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The two 1oT business heads lifted the red card, and a pop-up 3D origami of "Device-
Pipe-Cloud-Application" emerged: “This is the architecture for the AloT 1.0 stage, and we
have made investment in all areas.” Device: Monthly shipments still exceed 100 million,
but gross margin is 27%, just the entry ticket;

Cloud: Arnoo + LEXIKOS, high gross margin, plus subscription fees;

Application: Smart Campus, long account periods but high stickiness.
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In the future, we must catch the trend of integrated Communication, Sensing,
Intelligence, and Value.

WU-RIA0z, SEHEREET 8, Wia U o@er, AN m%HEE, [
KAk, T RAEATHS, SRS a Ve .

The four cards returned to their positions. The Chairman casually spun them, and the
four sides merged into a four-color circle, flashing the ecosystem strategy: The situation is
clear. Go back and continue thinking. Next week let us discuss how to implement the

strategy.

W= IR KE
Act III: Strategic Challenge
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Two weeks later, in the headquarters meeting room. The wall_ screen displayed a line
of text: "Ecosystem Strategy Implementation Battle."
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Mr. Zhou from Strategy Diviaiony ‘Buromonitor International data shows that the

global penetration rate of smart lighting rapidly increased from 12.4% in 2016 to 38.7% in
2021, and is expected to exe€ed 60% by 2025. The Chinese smart home market size is
expanding at a CAGR of 21.4%, reaching 192.3 billion RMB in 2023. This industry
convergence trend is reshaping the competitive landscape — traditional lighting companies
that cannot quickly transform into IoT solution providers risk being marginalized.”

FHEERE AR AE, FEYLRA T RIUSL ™ 5, T2 AR I AR SRR 25 s AN HS 4
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Chairman Li: “In the next decade, lighting will no longer be a standalone product but
a sensing terminal and data entry point for the IoT. If we cannot complete the transition
from hardware manufacturer to system service provider, we will become the Nokia of its
day.

In an ecosystem, if you are not the integrator, you will be integrated. Adhering to the
ecosystem strategy is our direction. However, the lighting business faces growth bottlenecks,

and the [oT business is not yet mature. How should we advance the development of the [oT
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business? How can the two business models coexist and prosper together? Please share your
views.”
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Mr. Ye from the Lighting Division: “International market uncertainties are significant,
but we cannot easily abandon it; this is our foundation. We can consider adjusting product
strategies, launching localized new products, sharing tariff burdens with distributors, joint
inventory forecasting, flexible delivery, and preserving cash.”

YUK AR i NI, [ N T B R i T AN e T VIR M 8 D2 8
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Mr. Li from IoT Division I: “However, the development potential\ofi\the domestic
market should not be underestimated. Especially for IoT solutions, eyén with long account
periods, we must proceed. The business has the features of one-tim¢ myestment, long-term
operation and maintenance. Cash flows are pulled backwardbut\stickiness are pushed
forward.”
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Mr. Zhou from Strategy: “The grantilatity»of execution needs to be finer. Brand
investment should be planned reasonably based on market feedback and our own resources.
At the same time, we must strengthen intetnal management, improve operational efficiency,
reduce costs, and compress the/expense ratio by another two percentage points within the
year.”

FEP: WATTFEEEAE TN, FHHH N . §il 5% —nsRE PR
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Chairman Li: “We need to review our business strategies and make corresponding
adjustments: Four points: First, strengthen product strategy adjustments in the international
market to enhance product competitiveness. Second, increase investment in the domestic
matket, especially the promotion of IoT solutions. Third, optimize internal management,
improve operational efficiency, and reduce costs. Fourth, strengthen communication with
investors to boost their confidence. What does everyone think?"

FERITEE: (REREORFIED

FEFK: O, B FEIIE D EE BTS2 — R EEATIE
i, SLFEAIR.

Department Heads: (Nodding in agreement)

Chairman Li: “Good, meeting adjourned. All departments are to develop specific
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action plans and report them at the next meeting — we need written pledges.”

] &R ‘ Questions:
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1. LEEDARSON currently operates under a dual-business model. How do the two segments
differ in profitability and growth prospects, and what are their core conflicts? /%m

)/
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2. What fundamental differences exist between LEEDARSON’s/traditional lighting
business and its IoT business models, and how have these differen(%ated operational
conflicts? —

N
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3. LEEDARSON has invested heavily in tec e gy development to expand its IoT
business. How do these investments relate s fiét’ expansion and corporate valuation,

&
and how should the company balance R&D{spéuding with overall firm value?




