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Securities registered or to be registered pursuant to Section 12(b) of the Act.

Title of each class Name of each exchange on which

registered

Ordinary Shares, $0.001 par value per share The NASDAQ Global Select
Market

Preferred Share Purchase Rights The NASDAQ Global Select
Market

Securities registered or to be registered pursuant to Section 12(g) of the Act.

None

(Title of Class)

Securities for which there is a reporting obligation pursuant to Section 15(d) of the Act.

None

Indicate the number of outstanding shares of each of the issuer’s classes of capital or ordinary shares as of the close of
the period covered by the annual report (June 30, 2018): 60,342,099 ordinary shares.

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities
Act. xYes "No

If this report is an annual or transition report, indicate by check mark if the registrant is not required to file reports
pursuant to Section 13 or 15(d) of the Securities Exchange Act of 1934. "Yes x No

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was
required to file such reports), and (2) has been subject to such filing requirements for the past 90 days. xYes “ No
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Indicate by check mark whether the registrant has submitted electronically every Interactive Data File required to be
submitted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or for
such shorter period that the registrant was required to submit such files). x Yes “ No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer,
or an emerging growth company. See definition of “large accelerated filer, "accelerated filer,” and "emerging growth
company" in Rule 12b-2 of the Exchange Act.

Large accelerated filer x Accelerated filer Non-accelerated filer
Emerging growth company

If an emerging growth company that prepares its financial statements in accordance with U.S. GAAP, indicate by
check mark if the registrant has elected not to use the extended transition period for complying with any new or
revised financial accounting standards{ provided pursuant to Section 13(a) of the Exchange Act. ~

T The term “new or revised financial accounting standard” refers to any update issued by the Financial Accounting
Standards Board to its Accounting Standards Codification after April 5, 2012.

Indicate by check mark which basis of accounting the registrant has used to prepare the financial statements included
in this filing:

International Financial Reporting Standards as issued by the International Accounting Standards

U.S. GAAP XBoard -

Other

If “Other” has been checked in response to the previous question, indicate by check mark which financial statement item
the registrant has elected to follow.

“Item 17 “Item 18

If this is an annual report, indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2
of the Exchange Act)."Yes  x No
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USE OF CERTAIN DEFINED TERMS

Except as otherwise indicated by the context, references in this annual report to:

¢

“Hollysys,” “we,” “us,” or “our,” and the “Company,” refer to the combined business of Hollysys Automation Technologies
Ltd., a BVI company, and its consolidated subsidiaries, HI, HAP, HAIP, PTHAI, Bond Group, Concord Group,

'CSHK, CMDE, CECL, GTH, Clear Mind, World Hope, Helitong, Hollysys Group, Hangzhou Hollysys, Hangzhou

System, Hollysys Intelligent, Beijing Hollysys, Hollysys Electronics, Xi’an Hollysys and Hollysys Investment;

-“HI” refers to Hollysys International Pte. Limited, a Singapore company;

-“HAP” refers to Hollysys (Asia Pacific) Pte. Limited, a Singapore company;

-“HAIP” refers to Hollysys Automation India Private Limited, an India Company;

Bond Group” refers to a group of our subsidiaries, including Bond Corporation Pte. Ltd., a Singapore company
-(“BCPL”), Bond M&E Pte. Ltd., a Singapore Company (“BMSG”), Bond M&E Sdn. Bhd., a Malaysia company
(“BMIJB”), and Bond M&E (K.L.) Sdn. Bhd., a Malaysia company (“BMKL”);

“Concord Group” refers to a group of our subsidiaries, including Concord Corporation Pte. Ltd. (“CCPL”), a Singapore
company, and CCPL’s subsidiaries, Concord Electrical Pte. Ltd., a Singapore company (“CEPL”), Concord Electrical
-Sdn. Bhd., a Malaysia company (“CESB”), Concord Corporation Pte. Ltd, Dubai Branch (“CCPL Dubai”) Concord
Electrical Contracting Ltd., a Qatar company(“CECL”), and Concord M Design and Engineering Company Ltd, a
Macau company(“CMDE”);

-“CSHK” refers to Concord Solutions (HK) Limited, a Hong Kong company;

-“PTHAI” refers to PT Hollysys Automation Indonesia, an Indonesian company

-“GTH?” refers to Gifted Time Holdings Limited, a BVI company;

-“Clear Mind” refers to Clear Mind Limited, a BVI company;

-“World Hope” refers to World Hope Enterprises Limited, a Hong Kong company;



Edgar Filing: Hollysys Automation Technologies, Ltd. - Form 20-F

-“Helitong” refers Beijing Helitong Science & Technology Exploration Co., Ltd., a PRC company;

“Hollysys Group” refers to Hollysys Group Co., Ltd., formerly known as Beijing Hollysys Science & Technology Co.,
Ltd, a PRC company;

-“Hangzhou Hollysys” refers to Hangzhou Hollysys Automation Co., Ltd., a PRC company;

-“Hangzhou System” refers to Hangzhou Hollysys System Engineering Co., Ltd., a PRC company;

-“Hollysys Industrial Software” refers to Beijing Hollysys Industrial Software Company Ltd., a PRC company;

“Hollysys Intelligent” refers to Beijing Hollysys Intelligent Technologies Co., Ltd., formerly named as Beijing
Hollysys Automation & Drive Co., Ltd., a PRC company;

-“Beijing Hollysys” refers to Beijing Hollysys Co., Ltd., a PRC company;
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-“Hollysys Electronics” refers to Beijing Hollysys Electronics Technology Co., Ltd., a PRC company;

-“Xi’an Hollysys” refers to Xi’an Hollysys Co., Ltd, a PRC company;

-“Hollysys Investment” refers to Hollysys (Beijing) Investment Co., Ltd., a PRC company;

“RMB” and “CNY” refer to Renminbi, the legal currency of China; “SGD” and “S$” refer to the Singapore dollar, the legal
currency of Singapore; “US dollar,” “$” and “US$” refer to the legal currency of the United States; “MYR” refers to the
Malaysian Ringgit, the legal currency of Malaysia; “AED” refers to the United Arab Emirates Dirham, the legal

-currency of United Arab Emirates; “HKD” refers to the Hong Kong dollar, the legal currency of Hong Kong; “MOP”
refers to the Macau Pataca, the legal currency of Macau; “INR” refers to the Indian Rupee, the legal currency of India;

and “QAR” refers to the Qatar Riyal, the legal currency of Qatar; “IDR” refers to Indonesia Rupiah, the legal currency of
Indonesia.

-“BVTI” refers to the British Virgin Islands;

-“China” and “PRC” refer to the People’s Republic of China;

-“Hong Kong” and “Hong Kong SAR” refer to the Hong Kong Special Administrative Region of China;

-“Macau” refers to the Macau Special Administrative Region of China;

-“Exchange Act” refers to the Securities Exchange Act of 1934, as amended; and

-“Securities Act” refers to the Securities Act of 1933, as amended.

FORWARD-LOOKING INFORMATION

This annual report contains forward-looking statements and information relating to us that are based on the current

beliefs, expectations, assumptions, estimates and projections of our management regarding our company and

industry. These forward-looking statements are made under the "safe harbor" provision under Section 21E of the

Securities Exchange Act of 1934, as amended, and as defined in the Private Securities Litigation Reform Act of 1995.

When used in this annual report, the words “may”, “will”, “anticipate”, “believe”, “estimate”, “expect”, “intend”, “plan” and si
expressions, as they relate to us or our management, are intended to identify forward-looking statements. These

statements reflect management's current view of us concerning future events and are subject to certain risks,
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uncertainties and assumptions, including among many others: our potential inability to achieve similar growth in
future periods as we did historically, a decrease in the availability of our raw materials, the emergence of additional
competing technologies, changes in domestic and foreign laws, regulations and taxes, changes in economic
conditions, uncertainties related to China’s legal system and economic, political and social events in China, the
volatility of the securities markets, and other risks and uncertainties which are generally set forth under the heading,
“Key information - Risk Factors” and elsewhere in this annual report. Should any of these risks or uncertainties
materialize, or should the underlying assumptions about our business and the commercial markets in which we operate
prove incorrect, actual results may vary materially from those described as anticipated, estimated or expected in this
annual report.

All forward-looking statements included herein attributable to us or other parties or any person acting on our behalf
are expressly qualified in their entirety by the cautionary statements contained or referred to in this section. Except to
the extent required by applicable laws and regulations, we undertake no obligations to update these forward-looking
statements to reflect events or circumstances after the date of this annual report or to reflect the occurrence of
unanticipated events.

11
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PART I
ITEM 1. IDENTITY OF DIRECTORS, SENIOR MANAGEMENT AND ADVISERS
Not applicable.
ITEM 2. OFFER STATISTICS AND EXPECTED TIMETABLE
Not applicable.
ITEM 3. KEY INFORMATION

A.Selected Consolidated Financial Data

The following table presents selected financial data regarding our business. It should be read in conjunction with our
consolidated financial statements and related notes contained elsewhere in this annual report and the information

under Item 5, “Operating and Financial Review and Prospects.” The selected consolidated statement of comprehensive
income data for the fiscal years ended June 30, 2016, 2017 and 2018 and the consolidated balance sheet data as of
June 30, 2017 and 2018 have been derived from the audited consolidated financial statements of Hollysys that are
included in this annual report beginning on page F-1. The selected statement of comprehensive income data for the
fiscal years ended June 30, 2014 and 2015, and balance sheet data as of June 30, 2014, 2015 and 2016 have been
derived from our audited financial statements that are not included in this annual report.

The audited consolidated financial statements for the years ended June 30, 2016, 2017 and 2018 are prepared and
presented in accordance with generally accepted accounting principles in the United States, or US GAAP. The
selected financial data information is only a summary and should be read in conjunction with the historical
consolidated financial statements and related notes of Hollysys contained elsewhere herein. The financial statements
contained elsewhere fully represent our financial condition and operations; however, they are not indicative of our
future performance.

Financial information in this report is reported in United States dollars, the reporting currency of the Company.

12
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(In USD thousands, except share numbers and per share data)
Years ended June 30,

2014 2015
Statement of Comprehensive Income Data
Revenue 521,332 531,379
Operating income 98,407 130,107
Income before income taxes 91,312 125,227
Net income attributable to Hollysys 69,620 96,527
Add: Share-based compensation expenses 2,986 2,492
Amortization of intangible assets 5,413 4,454
quulsltlon—related consideration fair value 8.920 (166
adjustments
Fair value adjustments of a bifurcated i 35
derivative
Non-GAAP net income attributable to Hollysys 86,939 103,342
Weighted average ordinary shares:
Basic 57,926,333 58,612,596
Diluted 58,426,642 60,134,203
Earnings per share:
Basic 1.20 1.65
Diluted 1.19 1.61
Non-GAAP earnings per share:
Basic 1.50 1.76
Diluted 1.49 1.72
Balance Sheet Data
Total current assets 729,893 806,640
Total assets 926,695 983,686
Total current liabilities 398,891 374,596
Total liabilities 434,637 398,301
Net assets 492,058 585,385
Non-controlling interests 3,583 6,285
Stockholders’ equity 488,475 579,100

2016

544,325
120,583
137,742
118,471
3,860
818

(1,745

93
121,497

59,170,050
60,611,456

2.00
1.97

2.05
2.02

827,310
1,004,156
297,326
321,471

682,685
8,529
674,156

)

2017

431,943
60,270
83,355
68,944
464

581

&9
70,078

60,189,004
61,011,510

1.15
1.14

1.16
1.16

865,356
1,058,254
302,978
334,714

723,540
21
723,519

2018

540,768
120,244
129,642
107,161
1,207
600

(75 )
108,893

60,434,019
61,248,565

1.77
1.75

1.80
1.78

1,000,898
1,210,128
333,054
367,775

842,052

301
842,353

13
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Non-GAAP Measures

In evaluating our results, the non-GAAP measures of “Non-GAAP general and administrative expenses (“Non-GAAP
G&A expenses”)”,“Non-GAAP cost of integrated contracts”, “Non-GAAP other income (expenses), net”, “Non-GAAP
interest expenses”, “Non-GAAP net income attributable to Hollysys” and “Non-GAAP earnings per share” serve as
additional indicators of our operating performance and not as a replacement for other measures in accordance with US
GAAP. We believe these non-GAAP measures are useful to investors as they exclude: 1) share-based compensation
expenses, 2) amortization of intangible assets, 3) acquisition-related consideration fair value adjustments and 4) fair
value adjustments of a bifurcated derivative. All of above will not result in any cash inflows or outflows. We believe
that using non-GAAP measures help our shareholders have a better understanding of our operating results and growth
prospects. In addition, given the business nature of Hollysys, it has been a common practice for investors and analysts
to use such non-GAAP measures to evaluate the Company. Specifically, the non-GAAP measures excluded the
following items:

1) Share-based compensation expenses, which are calculated based on the number of shares or options granted and the
fair value as of grant date.

2) Amortization of intangible assets, which is a non-cash expense relating primarily to acquisitions. At the time of an
acquisition, the identifiable definite-lived intangible assets of the acquired company, such as customer relationships
and order backlog, are valued and amortized over their estimated lives. Value is also assigned to the acquired
indefinite-lived intangible assets, which comprise goodwill that are not subject to amortization.

3) Acquisition-related consideration fair value adjustments are accounting adjustments to report contingent share
consideration liabilities at fair value and cash consideration at present value. These adjustments can be highly variable
and are excluded from our assessment of performance because they are considered non-operational in nature and,
therefore, are not indicative of current or future performance or ongoing costs of doing business.

4) Fair value adjustments of a bifurcated derivative are accounting adjustments to report the change of fair value of the
feature bifurcated as a derivative from the underlying host instrument of a convertible bond, and accounted for as a
liability at its fair value.

14
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The following table provides a reconciliation of U.S. GAAP measures to the non-GAAP measures for the periods

indicated:

(In USD thousands, except share numbers and per share data)

Years ended June 30,
2014 2015
Cost of integrated contracts 330,039 300,332
Less: Amortization of intangible assets 5,413 4,454
Non-GAAP cost of integrated contracts 324,626 295,878
G&A expenses 39,716 50,786
Less: Share-based compensation expenses 2,986 2,492
Non-GAAP G&A expenses 36,730 48,294
Other income (expenses), net (6,452 ) 2,601
Addf Acqulsmo.n—rela.ted 1n.cent1ve shgre 7,989 (368
contingent consideration fair value adjustments
Add: Fair value adjustments of a bifurcated i 35
derivative
Non-GAAP other income, net 1,537 2,268
Interest expenses (1,998 ) (1,821
AQd: Acquisition-related cash consideration 931 202
adjustments
Non-GAAP interest expenses (1,067 ) (1,619
Net income attributable to Hollysys 69,620 96,527
Add: Share-based compensation expenses 2,986 2,492
Amortization of intangible assets 5,413 4,454
quulsltlon—related consideration fair value 8.920 (166
adjustments
Fair value adjustments of a bifurcated i 35
derivative
Non-GAAP net income attributable to 86.939 103,342
Hollysys
Weighted average number of ordinary shares
outstanding used in computation:
Basic 57,926,333 58,612,596
Diluted 58,426,642 60,134,203
Non-GAAP earnings per share:
Basic 1.50 1.76
Diluted 1.49 1.72

Exchange Rate Information

2016

310,545
818
309,727

45,832
3,860
41,972

4,061
(1,745

93
2,409

(1,404

(1,404
118,471

3,860
818

(1,745
93

121,497

59,170,050
60,611,456

2.05
2.02

2017
277,476
581
276,895

44,297
464
43,833

1,722

&9
1,811

(938

(938
68,944

464
581

&9

70,078

60,189,004
61,011,510

1.16
1.16

2018
314,233
600
314,833

46,323
1,207
47,530

4,349

(75 )
4,274

(692 )

(692 )
107,161

1207
600

(75 )

108,893

60,434,019
61,248,565

1.80
1.78
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A majority of our business is conducted in China. We also operate in Singapore, Malaysia and several other
jurisdictions in Asia and the Middle East through HAP, Concord Group, and Bond Group. We use US dollars as our
reporting currency in our financial statements in this annual report. For entities whose functional currencies are not
US dollars, assets and liabilities are translated into US dollars at the balance sheet date rates; equity accounts are
translated at historical exchange rates and revenues, expenses, gains and losses are translated using the average rate
for the year as published by the International Monetary Fund. Translation adjustments are reported as cumulative
translation adjustments and are shown as a separate component of other comprehensive income in the consolidated
statement of comprehensive income and changes in equity. Transactions and amounts in other parts of this annual
report in foreign currencies recorded at the rates of exchange prevailing when the transactions occurred. With respect
to amounts not recorded in our consolidated financial statements but included elsewhere in this annual report, all
conversion between RMB and US dollars were made at a rate of RMB 6.5684 to $1.00, and all conversion between
Singapore dollars and US dollars were made at a rate of SGD 1.3498 to $1.00, as set forth by the International
Monetary Fund. We make no representation of any kind that RMB, Singapore dollar, US dollar or any other currency
referenced in this report could have been, or could be, converted into the other stated currencies at the rates stated
below, any particular rate, or at all. The Chinese government imposes control over its foreign-currency reserves
through both direct regulation concerns conversion of RMB into foreign exchange and through restrictions on foreign
trade. On September 7, 2018, the closing rate for using RMB and SGD to buy $1.00 was 6.8419 and 1.3781,
respectively, as set forth by the International Monetary Fund.

16
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The following table sets forth information concerning exchange rates between the RMB, Singapore dollars and the US
dollar for the periods indicated, based on the exchange rates set forth in The Federal Reserve Board of Governors.
These rates are provided solely for your convenience and are not necessarily the exchange rates that we used in this
annual report on Form 20-F or will use in the preparation of our periodic reports or any other information to be
provided to you.

Exchange Rate between RMB and US$  Exchange Rate between SGD and US$
Period Eig()d Average Low High Eir(i()d
Calendar year 2013  6.0537 6.1478  6.0537 6.2438 12622 1.2511 1.2203  1.2831
Calendar year 2014 6.2046  6.1620 6.0402  6.2591 13244  1.2665 1.2376 1.3244
Calendar year 2015 6.4778  6.2827 6.1870 6.4896 14166 13746 1.3171 1.4337
Calendar year 2016 6.9430  6.6400 6.4480 6.9580 1.4465 1.3800 1.3366 1.4522

Calendar year 2017 6.0537 6.1478  6.0537 6.2438 12622 1.2511 12203  1.2831

Average Low High

January 2018 6.2841 64233  6.2841 6.5263 13103 1.3214 13037 1.3355
February 2018 6.3280 6.3183 6.2649 6.3471 13231 1.3200 1.3097 1.3310
March 2018 6.2726  6.3174 6.2685 6.3565 13105 1.3146 13080 1.3245
April 2018 6.3325 6.2967 6.2655 6.3340 13249 1.3160 1.3082  1.3290
May 2018 6.4096 6.3701 6.3325 6.4175 13389 1.3392 13326 1.3468
June 2018 6.6171 6.4651 6.3850 6.6235 13626 1.3480 1.3320 1.3673
July 2018 6.8038 6.7164 6.6123  6.8102 13604 1.3630 1.3555 1.3728
August 2018 6.8300 6.8453  6.8018 6.9330 13722 1.3687 13619 1.3804

September 7,2018  6.8419  6.8360 6.8270  6.8427 13781 1.3764 13752 1.3781

B. Capitalization and Indebtedness

Not applicable.

C.Reasons for the Offer and Use of Proceeds

Not applicable.

D.Risk Factors

An investment in our capital stock involves a high degree of risk. You should carefully consider the risks described
below, together with all of the other information included in this annual report, before making an investment decision.
If any of the following risks actually occurs, our business, prospects, financial condition or results of operations could

17
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suffer. In that case, the trading price of our capital stock could decline, and you may lose all or part of your
investment.

18
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RISKS RELATED TO OUR BUSINESS

We commit substantial resources to new product and service development and acquisition opportunities in order to
stay competitive and grow our business, and we may fail to offset the increased cost of such investment with a
sufficient increase in net sales or margins.

The success of our business depends in great measure on our ability to keep pace with, or even lead, changes that
occur in our industry and expand our product and service offerings. Traditionally, the automation and control systems
business was relatively stable and slow moving. Successive generations of products offered only marginal
improvements in terms of functionality and reliability. However, the emergence of computers, computer networks and
electronic components as key elements of the systems that we design and build has accelerated the pace of change in
our industry. Where there was formerly as much as a decade or more between successive generations of automation
systems, the time between generations is now as little as two to three years. Technological advances and the
introduction of new products, new designs and new manufacturing techniques by our competitors could adversely
affect our business unless we are able to respond with similar advances. To remain competitive, we must continue to
incur significant costs in product development, equipment and facilities and to make capital investments and seek
complementary acquisitions. These costs may increase, resulting in greater fixed costs and operating expenses than we
have incurred to date. As a result, we could be required to expend substantial funds for and commit significant
resources to the following:

-Research and development activities on existing and potential product solutions;

- Additional engineering and other technical personnel;

-Advanced design, production and test equipment;

-Manufacturing services that meet changing customer needs;

-Technological changes in manufacturing processes;

-Expansion of manufacturing capacity; and

- Acquiring technology through licensing and acquisitions.
Our future operating results will depend to a significant extent on our ability to continue providing new product and
service solutions that compare favorably on the basis of time to market, cost and performance, with competing
third-party suppliers and technologies. However, we may develop new products and services that do not gain market

acceptance, which would result in the failure to recover the significant costs for design and manufacturing for new
product solutions or service development, thus adversely affecting operating results.
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We may experience trade barriers in expanding to our targeted emerging markets and may be subject to tariffs and
taxes that will result in significant additional costs for our business and products.

We may experience barriers to conducting business and trade in our planned expansion to emerging markets. These
barriers may be in the form of delayed customs clearances, customs duties or tariffs. In addition, we may be subject to
repatriation taxes levied upon the exchange of income from local currency into foreign currency, substantial taxes of
profits, revenues, assets and payroll, as well as value-added tax. The markets into which we may expand may impose
onerous and unpredictable duties, tariffs and taxes on our business and products. These barriers or expenses could
have an adverse effect on our operations and financial results.

20
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The ongoing trade war between China and the US and its potential escalation may have an adverse effect on our
business operations and revenues.

Starting in April 2018, the U.S. imposed a 25% tariff on steel and a 10% tariff on aluminum imports from other
countries. On July 6, the US imposed 25% tariffs on $34 billion worth of Chinese goods. President Trump further
stated that the US would impose additional 10% tariffs on another US$200 billion worth of Chinese imports if China
retaliates against the imposed US tariffs. China has instituted retaliatory tariffs on certain US goods, and have
indicated a willingness to impose additional tariffs on U.S. products. Although we believe that the ongoing trade war
so far has not had a material direct impact on our business, as we are not operating in the US and do not deliver
products and services to customers in the US, the trade war, especially if and when it is escalated, may cause the
depreciation of the RMB currency and global economic turmoil, which has the potential to adversely impact our
supply chain for our products and, thus, to have a material adverse effect on our business and results of operations.

To the extent we acquire businesses and technologies from others, we will need to integrate these into our business,
which if not successful will adversely impact our business and increase our financial expenses.

One important aspect of our expansion has been and will be the use of acquisitions, which may include acquiring an
operating business or specific assets. Examples of this strategy have been the acquisitions of Concord Group in 2011
and Bond Group in 2013. As with any acquisition, we will have to integrate the business with our operations so as to
achieve the value of our investment. Accommodating different business cultures, operating systems and product lines,
as well as understanding and implementing different regulatory issues, often takes time and can result in unexpected
expenses. Acquisitions are not always successful, resulting in unintended expenses and write-downs. Any failure to
smoothly integrate acquired businesses and technologies may adversely affect our business operations.

As we expand our business outside of mainland China, we will encounter the increasing need for international
certifications and compliance with the regulation of different governments, which if not obtained and complied
with may adversely impact our business.

We are expanding our business outside of mainland China, including seeking business opportunities in Hong Kong
SAR, Singapore, Malaysia, India, Indonesia, and the Middle East. For our marketing both in China and in other
jurisdictions, we seek international certifications and have obtained certificates such as the European Safety Standard
Certification Level 4. As we operate in jurisdictions other than China, we will have to comply with local laws, some
of which relate to various safety and quality requirements for the kinds of products we provide. The failure to have
any necessary or beneficial certifications and the failure to comply with local laws will have an adverse impact on our
marketing and business, and may result in additional costs and expenses.
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During our expansion into overseas market, a lack of qualified local engineers and the inability to relocate enough
China’s experienced engineers to overseas could delay our international projects’ execution and lose potential
business opportunities.

In our international business expansion to Southeast Asia, India and the Middle East, we may not be able to find
adequate and qualified local engineers to bid and complete sizable rail transportation orders and industrial automation
projects, and because of the visa problems, we may have difficulties to relocate adequate engineers from China to
various foreign countries and have them stay there long enough to finish the projects, which could cause adverse
impact on our international business expansion.

We do not have long-term purchase commitments from our customers, so our customers are free to choose
products from our competitors, which increases our marketing expenses to continually find new clients and win
new contracts.

We are engaged in the design, production and installation of automation and process control systems. As a result, our
revenues result from numerous individual contracts that are nonrecurring in nature. Furthermore, customers may
change or delay or terminate orders for products and services without notice for any reasons unrelated to us, including
lack of market acceptance for the products to be produced by the process that our system was designed to control. As a
result, in order to maintain and expand our business, we must expend increasing amounts on marketing to identify
clients and win contracts so as to be able to replenish the orders in our pipeline on a continuous basis. Increased
marketing expenses and the inability to continue with current contracts or win new sources of revenue could result in a
decline in revenues and profitability.
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Although we do not have a concentration of business with any customer at this time, our business has become
more dependent on a few significant customers.

We have developed significant customer relationships with several local subway providers and railway authorities in
respect of the high speed train system in China. We currently also have significant contracts with the MTR
Corporation Ltd. of Hong Kong, Land Transport Authority of Singapore, and Mitsubishi Heavy Industries, Ltd. Qatar
Branch. We expect that these relationships will continue to grow, and we will win more contracts with them over
time. To the extent that these customer groups or specific customers with a group represent an increasing proportion
of our business, we will become more dependent on them for our revenues and business growth. In that case, our cash
flows also will become more dependent on those customers’ payment practices and overall public funding policies,
including the lengthening of collection times under contracts that have been performed. Therefore, the loss of one or
more of these customers or market groups as customers would have a material adverse impact on our revenues and our
business operations and development.

We have a backlog of contracts, the execution of unfinished contracts in the backlog may be lengthened due to
various external reasons, and the increase of backlog may not necessarily reflect our business expansion.

To date, our backlog has been a reflection of our ability to sell our products and services and increase our business.
This represents an amount of unrealized revenue to be earned from contracts secured by the Company. Backlog,
however, can also reflect upon our inability to perform our contracts on a timely basis. Therefore, when evaluating our
backlog, analysis should be made as to whether or not it is a reflection of an expanding business, successful marketing
and increasing acceptance of our products and services in the marketplace or problems in our contract performance
and acceptance.

A lack of adequate engineering resources could cause our business to have diminished profitability and lose
potential business prospects.

Among the competitive advantages and key business advantages that we enjoy are the plentiful supply of engineering
talent in China and the comparatively lower cost of our engineering staff compared to those of our Western and
Japan-based competitors. Recently, however, our costs for these persons have been subject to increased wage
pressures due to the economic growth of China and certain inflationary pressures and additional employment related
taxation. If the available supply of engineers were to be absorbed by competing demands, or otherwise not as plentiful
as we have experienced to date, then the costs of hiring, training and retaining capable engineers would likely
increase. If we are unable to pass any additional costs through to our customers, this could result in a reduction in our
profitability, and the inability to have qualified and trained persons could adversely affect our business prospects or
could even cause a change in our business strategy.
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Our products may contain design or manufacturing defects, which could result in reduced demand for our
products or services, customer claims and uninsured liabilities.

Our products are very complex, integrated systems, often with elements designed specifically for the particular
situation of a customer, which may have undetected design or manufacturing issues or defects until put into actual use.
Also, we manufacture spare parts for maintenance and replacement purposes after completion of integrated solution
contracts. While there have been no significant issues or defects identified so far, any issues or defects in the design,
manufacture and spare parts we provide may result in returns, claims, delayed shipments to customers or reduced or
cancelled customer orders and other forms of damages asserted against the Company. If these issues or defects occur,
we will incur additional costs, and if they occur in large quantity or frequency, we may sustain a permanent increase
in costs, a loss of business reputation and legal liability. Moreover, we are increasingly active in the conventional and
nuclear power generation and railway control systems sectors. Each of these sectors poses a substantially higher risk
of liability in the event of a system failure, than was present in the industrial process controls markets in which we
traditionally compete.

We generally do not carry large amounts of insurance, and in the future we may not be able to obtain adequate
insurance coverage. The typical practice of the industries with which we are involved is for the customers to obtain
insurance to protect their own operational risks. As a practice, we do not carry insurance coverage to protect against
the risks related to product failure. It is possible that customers could assert claims against us for any damages caused
by a failure in one of our systems, and as a result, the failure of any of our designs, manufacture and installation of our
products could result in a liability that would seriously impair our financial condition or even force us out of business.
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Our failure to adequately protect our intellectual property rights may undermine our competitive position, and
litigation to protect our intellectual property rights may be costly.

Our business is based on a number of proprietary products and systems, some of which are patented and others of
which we protect as trade secrets. We strive to strengthen and differentiate our product portfolio by developing new
and innovative products and product improvements. As a result, we believe that the protection of our intellectual
property will become increasingly important to our business as the functionality of automation systems increases to
meet customer demand and as we try to open new markets for our products.

Currently, we hold PRC utility patents that relate to various product configurations and product components and
software copyrights and have pending PRC patent applications. We will continue to rely on a combination of patents,
trade secrets, trademarks and copyrights to provide protection in this regard, but this protection may be inadequate.

Our pending or future patent applications may not be approved or, if allowed, they may not be of sufficient strength or
scope. As a result, third parties may use the technologies and proprietary processes that we have developed and
compete with us, which could negatively affect any competitive advantage we enjoy, dilute our brand and harm our
operating results.

In addition, policing the unauthorized use of our proprietary technology can be difficult and expensive. Litigation may
be necessary to enforce our intellectual property rights. Protection of intellectual property and proprietary rights in
China may not be as effective as in other countries. Given the fact that the majority of our intellectual property rights
are in China and under Chinese law, the relative unpredictability of China’s legal system and potential difficulties of
enforcing a court judgment in China may result in an outcome that is unfavorable to us when we assert intellectual
property ownership in a particular situation. Furthermore, any litigation may be costly and may divert management
attention away from our business operations. An adverse determination in any lawsuit involving our intellectual
property is likely to jeopardize our business prospects and reputation and result in additional expense for penalties,
licensing and redesign. We have no insurance coverage against litigation costs so we would be forced to bear all
litigation costs if we cannot recover them from other parties. All of the foregoing factors could harm our business and
financial condition.

As we are going to sell more of our proprietarily developed products and systems to foreign countries, we may not
continue to have the protection of our patents and software copyright in foreign countries for some of our proprietary
products, which could negatively impact our competitive position and our business expansion in overseas.
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Although the Company’s goodwill outstanding as of June 30, 2018 was assessed not impaired, it may be impaired
in the future depending on the future market development and the outcome of the operations in Singapore,
Malaysia and the Middle East.

The goodwill outstanding as of June 30, 2018 was mainly related to the acquisition of Concord Group in 2011 and
Bond Group in 2013. Based on our quantitative assessment for Concord Group and qualitative assessment for Bond
Group, the goodwill was not impaired as at June 30, 2018. However, there are uncertainties surrounding the amount
and timing of future expected cash flows as they may be impacted by negative events such as a slowdown in the
mechanical and electrical engineering sector, deteriorating economic conditions in the geographical areas Concord and
Bond Group operates in, political, economic and social uncertainties in the Middle East and Southeast Asia, increasing
competitive pressures and fewer than expected mechanical and electrical solution contracts awarded to Concord and
Bond Group. These events can negatively impact demand for Concord and Bond Group’s services and result in actual
future cash flows being less than forecasted or delays in the timing of when those cash flows are expected to be
realized. Further, the timing of when actual future cash flows are received could differ from the Company’s estimates,
which are based on historical trends and does not factor in unexpected delays in project commencement or execution.
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RISKS RELATED TO THE INDUSTRY IN WHICH WE OPERATE

The Company mainly operates in the industrial and manufacturing automation sectors, the high-speed rail,
subway and nuclear power automation sectors; in some industry verticals within the industrial automation sector,
we may experience the inconstant growth rate from time to time, which may present variation of business
opportunities; the contracts for high-speed rail, subway and nuclear power are substantially larger which may
result in a greater dependence on a particular customer or business sector, and could cause significant fluctuations
in our revenues.

The principal focus of our business has been to provide Distributed Control Systems, Programmable Logic Controller
and related industrial automation and control solution to industrial and manufacturing companies. Even though there
are enormous opportunities in the industrial automation arena, some industry verticals may experience slower growth
or decreased growth that will provide us with fewer opportunities and contract awards from the industry and
manufacturing sectors. Both high-speed rail and nuclear power sectors have one or few customers and are closely
related to the national development policies, and the contract size for these two sectors is usually much larger, and as a
result, there could be severe fluctuation of these sectors’ growth, which may affect our business and revenues.

Although China is committed to expanding its energy production with nuclear power and building a high speed
railway network, both these industries have experienced various setbacks due to higher than expected accidents for
various reasons several years ago. The future growth rate of these two sectors may not be as fast as the market
previously expected but on a more sustainable and safer basis, thus we will, likely experience slower annual growth or
possibly even a reduction in these sectors’ revenues.

International business recently has expands to Southeast Asia and the Middle East area. Projects awarded in these
areas may be exposed to potential delay in construction progress due to political reasons.

To the extent that our business is more dependent on large contracts and contracts from a few customers, our
revenues, cash flows and profits will be influenced by this type of contracting and the timely payment for our
products and services.

As we develop our business with the entities responsible for building municipal subway systems and railroads, power
plants and larger system contract customers, such as building retrofits, we will be entering into contracts for larger
sized projects than in the past, which will be for significantly greater contract value. These contracts will require us to
commit greater operating resources to a more limited number of customers and contract fulfillment. Therefore, our
revenues, cash flows and profits will become increasingly dependent on our ability to perform these contracts and
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collect the payments due on a timely basis. Some of the entities ultimately responsible for the funding of infrastructure
projects are governmental authorities or ministries, our contract requirements and collections will become subject to
these entities being able to adequately budget and have the revenues to timely pay for our products and services. We
expect a long collection period in some of our business. To some extent, we may become subject to delays and
reductions in scope of project due to changes in the policies, objectives and budgeting of any of the public entities
which control the projects on which we are contracting. We will also become increasingly subject to government
contract requirements in the performance of contracts that are ultimately the responsibility of public bodies.

At this time, contracting with the entities that provide the subway and rail systems and power plants for which we
provide control systems is similar to contracting with the customers we have sold to in the past. Therefore, our
contracts are written on a similar basis as before, and we expect that we will be operating under these contracts and
accounting for their revenues in a similar manner as before.
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Many of our competitors have substantially greater resources than we do, allowing them to compete on an
advantageous basis.

We operate in a very competitive environment with many major international and domestic companies, such as
Honeywell, General Electric, ABB, Siemens, Emerson, Yokogawa and Hitachi. Many of our competitors are much
better established and more experienced than we are, have substantially greater financial resources, operate in more
international markets and are much more diversified than we are. As a result, they are in a stronger position to
compete effectively with us. These large competitors are also in a better position than we are to weather any extended
weaknesses in the market for automation and control systems. Other emerging companies or companies in related
industries may also increase their participation in our market, which would add to the competitive pressures that we
face.

A decrease in the rate of growth in China’s industrial activity and the Chinese economy in general may lead to a
slower growth or decrease in our revenues because industrial companies in China are significant sources of
revenues for us.

Industrial companies operating in China are significant sources of revenues for us. Our business benefited in the past
from the rapid expansion of China’s industrial activity, which has created additional demand from existing companies
and led to the formation of numerous additional companies that have need for our products and services. We have also
benefited from the infrastructure projects of the different governmental authorities of China, such as power production
and transportation systems. China’s industrial and infrastructure expansion has been fueled in large measure by
international demand for the low-cost goods that China is able to produce due to labor advantages and other
comparative advantages, such as governmental subsidies to offset research and development expenses and taxes and
reduced land use/facilities costs for targeted industries. The failure of Chinese economy to sustain this rate of growth
in the future and any reduction in the rate of China’s industrial growth or a shrinking of China’s industrial base could
adversely affect our revenues. We may also be impacted as major infrastructure projects are completed. The resulting
increase in competition for customers might also cause erosion of profit margins that we have been able to achieve
historically.

Our efforts to operate in the international automation market may not prove successful, and we may expend capital
resources without achieving value and needlessly divert management’s time and attention from our principal
market.

We are penetrating international markets, emphasizing Southeast Asia, India, and the Middle East with the objective
of diversifying our products, clients and places of operations and growing our overall business. Our expansion is
likely to use substantial resources, including substantial amounts of capital and equity and deploy meaningful amounts
of management time and attention. Our products and our overall approach to the automation and controls system
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business may not be accepted in other markets to the extent needed to make that effort profitable. In addition, the
additional demands on our management from these activities may detract from our efforts in the domestic Chinese
market and market of surrounding countries, causing the operating results in our principal markets to be adversely
affected.

We depend heavily on key personnel, and loss of key employees and senior management could harm our business.

Our future business and results of operations depend in significant part upon the continued contributions of our key
technical and senior management personnel. The Company also depends in significant part upon its ability to attract
and retain additional qualified senior executives and management, technical, marketing and sales and support
personnel for our operations. If we lose a key employee, if a key employee fails to perform in his or her current
position or if we are not able to attract and retain skilled employees as needed, our business could suffer. Turnover in
our senior management could significantly deplete institutional knowledge held by our existing senior management
team and impair our operations.

In addition, if any of these key personnel joins a competitor or forms a competing company, we may lose some of our
customers. We have entered into confidentiality and non-competition agreements with key personnel. However, if any
disputes arise between these key personnel and us, it is not clear, in light of uncertainties associated with the PRC
legal system, what the court decisions will be and the extent to which these court decisions could be enforced in
China, where all of these key personnel reside and hold some of their assets.
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Our control systems are used in infrastructure projects such as subway systems, surface railways and nuclear
plants; to the extent that our systems do not perform as designed, we could be found responsible for the damage
resulting from that failure.

We face potential responsibility for the failure of our control systems in performing the various functions for which
they are designed and the damages resulting from any such problem. To the extent that we contract to provide control
systems in larger scale projects, the level of damages for which we may be held responsible is likely to increase. To
the extent that any of our installed control systems do not perform as designed for their intended purposes, and we are
held responsible for the consequences of those performance failures and resulting damages, there may be an adverse
impact on our business, business reputation, revenues and profits. We do believe our control systems have so far
performed as designed, and there are no claims asserted against us based on any significant, non-performance event.
Notwithstanding our record, no assurance can be given that no claims will be sought in the future based on the design
and performance of our control systems.

We may be exposed to potential risks relating to our internal controls over financial reporting and our ability to
have those controls positively attested to by our independent auditors.

As directed by Section 404 of the Sarbanes-Oxley Act of 2002, the SEC adopted rules requiring public companies to
include a report of management on the Company’s internal controls over financial reporting in their annual reports and
the independent registered public accounting firm auditing a company’s financial statements to attest to and report on
the operating effectiveness of such company’s internal controls. No material weakness has been identified as of June
30, 2018. In the event we identify material weaknesses in our internal controls that we cannot remediate in a timely
manner or we are unable to receive a positive attestation from our independent auditors with respect to our internal
controls, investors and others may lose confidence in the reliability of our financial statements.

Our auditor, like other independent registered public accounting firms operating in China, is not permitted to be
subject to inspection by the Public Company Accounting Oversight Board, and as such, investors may be deprived
of the benefits of such inspection.

Our independent registered public accounting firm that issues the audit reports included in our annual report filed with
the SEC, as an auditor of companies that are traded publicly in the United States and a firm registered with the Public
Company Accounting Oversight Board (United States), or the PCAOB, is required by the laws of the United States to
undergo regular inspections by the PCAOB to assess its compliance with the laws of the United States and
professional standards. Because our auditor is located in China, a jurisdiction where the PCAOB is currently unable to
conduct inspections without the approval of the PRC authorities like other independent registered public accounting
firms operating in China, is currently not inspected by the PCAOB. In May 2013, PCAOB announced that it had
entered into a Memorandum of Understanding on Enforcement Cooperation with the China Securities Regulatory
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Commission (“CSRC”) and the Ministry of Finance, which establishes a cooperative framework between the parties for
the production and exchange of audit documents relevant to investigations undertaken by PCAOB, the CSRC, or the
Ministry of Finance in China and the Department of the Treasury in the United States respectively. PCAOB continues
to be in discussions with the CSRC and the Ministry of Finance to permit joint inspections in the PRC of audit firms
that are registered with PCAOB and audit Chinese companies that trade on U.S. exchanges.

Inspections of other firms that the PCAOB has conducted have identified deficiencies in those firms’ audit procedures
and quality control procedures, which may be addressed as part of the inspection process to improve future audit
quality. The inability of the PCAOB to conduct inspections of independent registered public accounting firms
operating in China makes it more difficult to evaluate the effectiveness of our auditor’s audit procedures or quality
control procedures. As a result, investors may be deprived of the benefits of the PCAOB inspections.
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Proceedings instituted by the SEC against five PRC-based accounting firms, including our independent registered
public accounting firm, could result in financial statements being determined to be not in compliance with the
requirements of the Securities Exchange Act of 1934.

In December 2012, the SEC instituted proceedings under Rule 102(e)(1)(iii) of the SEC’s Rules of Practice against five
PRC-based accounting firms, including our independent registered public accounting firm, alleging that these firms
had violated U.S. securities laws and the SEC’s rules and regulations there under by failing to provide to the SEC the
firms’ work papers related to their audits of certain PRC-based companies that are publicly traded in the United States.
Rule 102(e)(1)(iii) grants to the SEC the authority to deny to any person, temporarily or permanently, the ability to
practice before the SEC who is found by the SEC, after notice and opportunity for a hearing, to have willfully
violated, or willfully aided and abetted the violation of, any such laws or rules and regulations. On January 22, 2014,
an initial administrative law decision was issued, sanctioning four of these accounting firms and suspending them
from practicing before the SEC for a period of six months. The sanction will not take effect until there is an order of
effectiveness issued by the SEC. In February 2014, four of these PRC-based accounting firms filed a petition for
review of the initial decision. In February 2015, each of these four accounting firms agreed to a censure and to pay
fine to the SEC to settle the dispute with the SEC. The settlement stays the current proceeding for four years, during
which time the firms are required to follow detailed procedures to seek to provide the SEC with access to Chinese
firms' audit documents via the CSRC. If a firm does not follow the procedures, the SEC would impose penalties such
as suspensions, or commence a new, expedited administrative proceeding against the non-compliant firm or it could
restart the administrative proceeding against all four firms.

In the event that the SEC restarts the administrative proceedings, depending upon the final outcome, listed companies
in the United States with major PRC operations may find it difficult or impossible to retain auditors in respect of their
operations in the PRC, which could result in financial statements being determined to not be in compliance with the
requirements of the Exchange Act, including possible delisting. Moreover, any negative news about the proceedings
against these audit firms may cause investor uncertainty regarding China-based, United States-listed companies and
the market price of our ordinary shares may be adversely affected.

If our independent registered public accounting firm were denied, temporarily or permanently, the ability to practice
before the SEC, and we are unable to find in a timely manner another registered public accounting firm which can
audit and issue a report on our financial statements, our financial statements could be determined to not be in
compliance with the requirements for financial statements of public companies with a class of securities registered
under the Securities Exchange Act of 1934, as amended, or the Exchange Act. Such a determination could ultimately
lead to the SEC’s revocation of the registration of our ordinary shares under the Exchange Act, which would cause the
immediate delisting of our ordinary shares from the NASDAQ Global Select Market, and the effective termination of
the trading market for our ordinary shares in the United States, which would likely have a significant adverse effect on
the value of our ordinary shares.

RISKS RELATED TO DOING BUSINESS IN CHINA
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Changes in the economic and political policies of the PRC government could have a material and adverse effect on
our business and operations.

We conduct a substantial portion of our business in China. Accordingly, our results of operations, financial condition
and prospects are significantly dependent on economic and political developments in China. China’s economy differs
from the economies of developed countries in many aspects, including the level of development, growth rate and
degree of government control over foreign exchange and allocation of resources. While China’s economy has
experienced significant growth in the past 30 years, the growth has been uneven across different regions and periods
and among various economic sectors in China. We cannot assure you that China’s economy will continue to grow, or
that if there is growth, such growth will be steady and uniform, or that if there is a slowdown, such slowdown will not
have a negative effect on its business and results of operations.

The PRC government exercises significant control over China. Accordingly, our results of operations, financial
condition and prospects are significantly dependent on economic and political developments in China. Certain
measures adopted by the PRC government may restrict loans to certain industries, such as changes in the statutory
deposit reserve ratio and lending guidelines for commercial banks by the People’s Bank of China, or PBOC. These
current and future government actions could materially affect our liquidity, access to capital, and ability to operate our
business.
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The global financial markets experienced significant disruptions in 2008 and the United States, Europe and other
economies went into recession. Since 2012, growth of the Chinese economy has slowed down. The PRC government
has implemented various measures to encourage economic growth and guide the allocation of resources. Some of
these measures may benefit the overall PRC economy but may also have a negative effect on us. Our financial
condition and results of operation could be materially and adversely affected by government control over capital
investments or changes in tax regulations that are applicable to us. In addition, any stimulus measures designed to
boost the Chinese economy, may contribute to higher inflation, which could adversely affect our results of operations
and financial condition. See “Risks Relating to Doing Business in China - Future inflation in China may inhibit our
ability to conduct business in China.”

If the CSRC, or another PRC regulatory agency, determines that CSRC approval of our initial merger was required
or if other regulatory obligations are imposed upon us, we may incur sanctions, penalties or additional costs which
would damage our business.

On August 8, 2006, six PRC regulatory agencies, including the CSRC, promulgated the Regulations on Mergers and
Acquisitions of Domestic Companies by Foreign Investors, or the M&A Regulations, which became effective on
September 8, 2006. Under these regulations, the prior approval of the CSRC is required for the overseas listing of
offshore special purpose vehicles that are directly or indirectly controlled by PRC companies or individuals and used
for the purpose of listing PRC onshore interests on an overseas stock exchange.

On September 20, 2007, we completed a merger transaction with Chardan North China Acquisition Corporation, or
Chardan, which resulted in our current ownership and corporate structure. We believe that CSRC approval was not
required for our merger transaction or for the listing and trading of our securities on a trading market because we are
not an offshore special purpose vehicle that is directly or indirectly controlled by PRC companies or

individuals. Although the M&A Regulations provide specific requirements and procedures, there are still many
ambiguities in the meaning of many provisions. Further regulations are anticipated in the future, but until there has
been clarification either by pronouncements, regulation or practice, there is some uncertainty in the scope of the
regulations and the regulators have wide latitude in the enforcement of the regulations and approval of transactions. If
the CSRC or another PRC regulatory agency subsequently determines that the CSRC’s approval was required, we may
face sanctions by the CSRC or another PRC regulatory agency. If this happens, these regulatory agencies may impose
fines and penalties on our operations in China, limit our operating privileges in China, restrict or prohibit payment or
remittance of dividends paid by Hollysys, or take other actions that could damage our business, financial condition,
results of operations, reputation and prospects, as well as the trading price of our securities.

Fluctuations in exchange rates could harm our business and the value of our securities.
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The value of our securities will be indirectly affected by the foreign exchange rate between US dollars and those
currencies in which our sales may be denominated. Because a large portion of our earnings and cash assets are
denominated in RMB, SGD and MYR, and our financial results are reported in US dollars, fluctuations in the
exchange rate between the US dollar and RMB, SGD and MYR will affect our balance sheet and our earnings per
share as stated in US dollars. In addition, appreciation or depreciation in the value of the RMB, SGD and MYR
relative to the US dollar would affect our financial results reported in US dollar terms without giving effect to any
underlying change in our business or results of operations. Fluctuations in the exchange rate will also affect the
relative value of any dividend we issue that will be exchanged into US dollars as well as earnings from, and the value
of, any US dollar-denominated investments we make in the future.

As our main functional currency, the RMB has no longer been pegged to the US dollar since July 2005. Although the
People’s Bank of China regularly intervenes in the foreign exchange market to prevent significant short-term
fluctuations in the exchange rate, the RMB may appreciate or depreciate significantly in value against the US dollar in
the medium to long term. Moreover, it is possible that in the future PRC authorities may lift restrictions on
fluctuations in the RMB exchange rate and lessen intervention in the foreign exchange market.

Very limited hedging transactions are available in China to reduce our exposure to exchange rate fluctuations. To date,
we have not entered into any hedging transactions. While we may enter into hedging transactions in the future, the
availability and effectiveness of these transactions may be limited, and we may not be able to successfully hedge our
exposure at all. In addition, our foreign currency exchange losses may be magnified by PRC exchange control
regulations that restrict our ability to convert RMB into foreign currencies.
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Exchange controls that exist in the PRC may limit our ability to utilize our cash flow effectively.

We are subject to the PRC’s rules and regulations on currency conversion. In the PRC, the State Administration for
Foreign Exchange, or SAFE, regulates the conversion of the RMB into foreign currencies. Currently, foreign
investment enterprises, or FIEs, are required to apply to the SAFE for “Foreign Exchange Registration Certificates for
FIEs.” We believe Helitong is an FIE. With such registration certificates, which need to be renewed annually, FIEs are
allowed to open foreign currency accounts including a “basic account” and “capital account.” Currency conversion within
the scope of the “basic account,” such as remittance of foreign currencies for payment of dividends, can be effected
without requiring the approval of the SAFE. However, conversion of currency in the “capital account,” including capital
items such as direct investment, loans and securities, still require approval of the SAFE. We cannot assure you that the
PRC regulatory authorities will not impose further restrictions on the convertibility of the RMB. Any future

restrictions on currency exchanges may limit our ability to use our cash flow for the distribution of dividends to our
shareholders or to fund operations it may have outside of the PRC.

Future inflation in China may inhibit our ability to conduct business in China.

In recent years, the Chinese economy has experienced periods of rapid expansion and highly fluctuating rates of
inflation. During the past ten years, the rate of inflation in China has been as high as 5.9% and as low as -0.7%. These
factors have led to the adoption by the Chinese government, from time to time, of various corrective measures
designed to restrict the availability of credit or regulate growth and contain inflation. High inflation may in the future
cause the Chinese government to impose controls on credit and/or prices, or to take other action, which could inhibit
economic activity in China, and thereby harm the market for our products and our company.

PRC regulations relating to the establishment of offshore special purpose companies by PRC residents may subject
our PRC resident beneficial owners or our company to liabilities or penalties, limit our ability to contribute capital
to our PRC subsidiaries, limit the ability of our PRC subsidiaries to increase their registered capital or distribute
profits to us, or otherwise materially and adversely affect us.

On July 14, 2014, the SAFE issued the Circular Relating to Foreign Exchange Administration of Offshore Investment,
Financing and Roundtrip Investment by Domestic Residents through Special Purpose Vehicles, or Circular 37.
Circular 37 repeals and replaces the Notice Concerning Foreign Exchange Controls on Domestic Residents’ Financing
and Roundtrip Investment through Offshore Special Purpose Vehicles, or Circular 75. Under Circular 37, PRC
residents are required to register with the SAFE or its local branches prior to establishing, or acquiring control of, an
offshore company for the purpose of investment or financing that offshore company with equity interests in, or assets
of, a PRC enterprise or with offshore equity interest or assets legally held by such PRC resident. In addition, PRC
residents are required to amend their registrations with the SAFE and its local branches to reflect any material changes
with respect to such PRC resident’s investment in such offshore company, including changes to basic information of
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such PRC resident, increase or decrease in capital, share transfer or share swap, merger or division. In the event that a
PRC shareholder fails to make the required registration or update the previously filed registration, the PRC
subsidiaries of that offshore special purpose vehicle may be prohibited from distributing their profits and the proceeds
from any reduction in capital, share transfer or liquidation to their offshore parent company, and the offshore parent
company may also be prohibited from contributing additional capital into its PRC subsidiaries. Furthermore, failure to
comply with the various foreign exchange registration requirements described above could result in liability under the
PRC laws for evasion of applicable foreign exchange restrictions.

We do not have control over our beneficial owners and cannot assure you that all of our PRC resident beneficial
owners will comply with SAFE regulations. The failure of our beneficial owners who are PRC residents to comply
with these SAFE registrations may subject such beneficial owners or our PRC subsidiaries to fines and legal
sanctions. Furthermore, since Circular 37 was recently promulgated and it is unclear how this regulation, and any
future regulation concerning offshore or cross-border transactions, will be interpreted, amended and implemented by
the relevant PRC government authorities, we cannot predict how these regulations will affect our business operations
or future strategy. Failure to register or comply with relevant requirements may also limit our ability to contribute
additional capital to our PRC subsidiaries and limit our PRC subsidiaries’ ability to distribute dividends to our
company. These risks may have a material adverse effect on our business, financial condition and results of
operations.
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Because Chinese law governs many of our material agreements, we may not be able to enforce our rights within
the PRC or elsewhere, which could result in a significant loss of business, business opportunities or capital.

Chinese law governs many of our material agreements, some of which may be with Chinese governmental agencies.
We cannot assure you that we will be able to enforce any of our material agreements or that remedies will be available
outside of the PRC. The system of laws and the enforcement of existing laws and contracts in the PRC may not be as
certain in implementation and interpretation as in the United States. The Chinese judiciary is relatively inexperienced
in enforcing corporate and commercial law, leading to a higher than usual degree of uncertainty as to the outcome of
any litigation. The inability to enforce or obtain a remedy under any of our future agreements could result in a
significant loss of business, business opportunities or capital.

If any dividend is declared in the future and paid in a foreign currency, you may be taxed on a larger amount in
US dollars than the US dollar amount that you will actually ultimately receive.

If you are a U.S. holder, you will be taxed on the US dollar value of your dividends at the time you receive them, even
if you actually receive a smaller amount of US dollars when the payment is in fact converted into US dollars.
Specifically, if a dividend is declared and paid in a foreign currency, the amount of the dividend distribution that you
must include in your income as a U.S. holder will be the US dollar value of the payments made in the foreign
currency, determined at the conversion rate of the foreign currency to the US dollar on the date the dividend
distribution is includible in your income, regardless of whether the payment is in fact converted into US dollars. Thus,
if the value of the foreign currency decreases before you actually convert the currency into US dollars, you will be
taxed on a larger amount in US dollars than the US dollar amount that you will actually ultimately receive.

Legal regulations may limit our ability to make dividend payments to our shareholders.

We are a holding company in the BVI. We generally rely on our subsidiaries to provide us with cash flow and to meet
our other obligations. For PRC subsidiaries, relevant PRC laws and regulations permit payment of dividends by a PRC
subsidiary only from accumulated distributable profits, if any, determined in accordance with PRC accounting
standards and regulations, and only after setting aside at least 10% of its current year profits (up to an aggregate
amount equal to half of its registered capital). The PRC tax authorities may initiate changes in determining income of
our PRC subsidiaries that would further limit their ability to pay dividends and make other distributions to us. It is
therefore possible that our PRC subsidiaries will not have any distributable profit to pay us, even if they are profitable
under U.S. GAAP.
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The ability, as well as the decision, to declare dividends will also be influenced by the withholding taxes imposed on
payments by companies in one jurisdiction to a company in another jurisdiction. For example, there is a 10%
withholding tax imposed on a PRC company paying dividends to a company located in the BVI. This will reduce the
value of any potential dividend to the ultimate shareholders, and therefore the board may determine that it would be a
more prudent use of funds to reinvest funds that could be available for dividends into the business or acquire other
businesses and assets.

Based on the articles of association and the Companies Act in Singapore and Malaysia, no dividend shall be payable
except out of the profits of the companies. There is no limit to the number of dividend payable as long as there are
sufficient profits. There is no withholding tax imposed on a Singapore and Malaysia company paying dividends to a
company located outside of Singapore and Malaysia upon remittance.

Our business could be severely harmed if the Chinese government changes its policies, laws, regulations, tax
structure or its current interpretations of its laws, rules and regulations relating to our operations in China.

Our results of operations, financial state of affairs and future growth are, to a significant degree, subject to China’s
economic, political and legal development and related uncertainties. Our operations and results could be materially
affected by a number of factors, including, but not limited to

Changes in policies by the Chinese government resulting in changes in laws or regulations or the interpretation of
laws or regulations,
-Changes in taxation,
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-Changes in employment restrictions,
-Restrictions on imports and sources of supply,
-Import duties, and

-Currency revaluation.

Over the past several years, the Chinese government has pursued economic reform policies including the
encouragement of private economic activities and greater economic decentralization. If the Chinese government does
not continue to pursue its present policies that encourage foreign investment and operations in China, or if these
policies are either not successful or are significantly altered, then our business could be harmed. The China
government also exercises significant control over China’s economic growth through the allocation of resources,
controlling payment of foreign currency-denominated obligations, setting monetary policy and providing preferential
treatment to particular industries or companies. Continued efforts to increase tax revenues could result in increased
taxation expenses being incurred by us. Economic development may be limited as well by the imposition of austerity
measures intended to reduce inflation, the inadequate development of infrastructure and the potential unavailability of
adequate power and water supplies, transportation and communications. In addition, the Chinese government
continues to play a significant role in regulating industry by imposing industrial policies.

The Chinese laws and regulations which govern our current business operations are sometimes vague and
uncertain and may be changed in a way that hurts our business.

China’s legal system is a civil law system based on written statutes, in which system decided legal cases have less
value as precedents, unlike the common law system prevalent in the United States or the BVI. There are substantial
uncertainties regarding the interpretation and application of Chinese laws and regulations, including but not limited to
the laws and regulations governing our business, or the enforcement and performance of our arrangements with
customers in the event of the imposition of statutory liens, death, bankruptcy and criminal proceedings. The Chinese
government has been developing a comprehensive system of commercial laws, and considerable progress has been
made in introducing laws and regulations dealing with economic matters such as foreign investment, corporate
organization and governance, commerce, taxation and trade. However, because these laws and regulations are
relatively new, and because of the limited volume of published cases and judicial interpretation and their lack of force
as precedents, interpretation and enforcement of these laws and regulations involve significant uncertainties. New
laws and regulations that affect existing and proposed future businesses may also be applied retroactively. We are
considered an FIE under Chinese laws, and as a result, we must comply with Chinese laws and regulations. We cannot
predict what effect the interpretation of existing or new Chinese laws or regulations may have on our business. If the
relevant authorities find us to be in violation of Chinese laws or regulations, they would have broad discretion in
dealing with such a violation, including, without limitation: levying fines; revoking our business and other licenses;
requiring that we restructure our ownership or operations; and requiring that we discontinue any portion or all of our
business.

The implementation of PRC employment law is likely to result in increased labor costs in China, which may affect
our business and profitability.
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The Labor Contract Law, which became effective on January 1, 2008, imposes on employers’ requirements to enter
into fixed-term employment contracts, and effects the recruitment of temporary employees and dismissal of
employees. In addition, under the Regulations on Paid Annual Leave for Employees, which also became effective on
January 1, 2008, employees who have worked continuously for more than one year are entitled to paid vacation time
ranging from 5 to 15 days, depending on the length of the employee’s service. Employees who waive such vacation
entitlements at the request of the employer will be compensated for three times their normal daily salaries for each
vacation day so waived. On July 1, 2011, China promulgated the Social Insurance Law to unify pervious scattered
laws relating to social insurance matters. The law clarifies that the social insurance system in China includes pension
insurance, medical insurance, unemployment insurance, work-related injury insurance and maternity insurance, all of
which are mandatory benefits for employees of companies operating in China. Employers are required to make
contributions under these insurance schemes, which although local in rates, are overall expected to increase employee
expense over time. There is no assurance that disputes, work stoppages or strikes will not arise in the future over these
and other matters. Increases in the labor costs or future disputes with our employees could damage our business,
financial condition or operating results.
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The Security Review Rules may make it more difficult for us to make future acquisitions or dispositions of our
business operations or assets in China.

The Security Review Rules, effective as of September 1, 2011, provides that when deciding whether a specific merger
or acquisition of a domestic enterprise by foreign investors is subject to the national security review by MOFCOM,
the principle of substance-over-form should be applied and foreign investors are prohibited from circumventing the
national security review requirement by structuring transactions through proxies, trusts, indirect investments, leases,
loans, control through contractual arrangements or offshore transactions. If the business of any target company that we
plan to acquire falls within the scope subject to national security review, we may not be able to successfully acquire
such company by equity or asset acquisition, capital increase or even through any contractual arrangement.

Under the EIT Law, we may be classified as a “resident enterprise” of China. Such classification will likely result
in unfavorable tax consequences to us and our non-PRC shareholders.

On March 16, 2007, the National People’s Congress of China passed a new Enterprise Income Tax Law, or the EIT
Law, and on November 28, 2007, the State Council of China passed its implementing rules, which took effect on
January 1, 2008. Under the EIT Law, an enterprise established outside of China with “de facto management bodies”
within China is considered a “resident enterprise,” meaning that it can be treated in a manner similar to a Chinese
enterprise for enterprise income tax purposes. The implementing rules of the EIT Law define de facto management as
“substantial and overall management and control over the production and operations, personnel, accounting, and
properties” of the enterprise.

On April 22, 2009, the State Administration of Taxation issued the Notice Concerning Relevant Issues Regarding
Cognizance of Chinese Investment Controlled Enterprises Incorporated Offshore as Resident Enterprises pursuant to
Criteria of de facto Management Bodies, or the Notice, further interpreting the application of the EIT Law and its
implementation non-Chinese enterprise or group controlled offshore entities. Pursuant to the Notice, an enterprise
incorporated in an offshore jurisdiction and controlled by a Chinese enterprise or group will be classified as a
“non-domestically incorporated resident enterprise” if (i) its senior management in charge of daily operations reside or
perform their duties mainly in China; (ii) its financial or personnel decisions are made or approved by bodies or
persons in China; (iii) its substantial assets and properties, accounting books, corporate chops, board and shareholder
minutes are kept in China; and (iv) at least half of its directors with voting rights or senior management often resident
in China. A resident enterprise would be subject to an enterprise income tax rate of 25% on its worldwide income and
must pay a withholding tax at a rate of 10% when paying dividends to its non-PRC shareholders. However, it remains
unclear as to whether the Notice is applicable to an offshore enterprise incorporated by a Chinese natural person. Nor
are detailed measures on imposition of tax from non-domestically incorporated resident enterprises are available.
Therefore, it is unclear how tax authorities will determine tax residency based on the facts of each case.
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We may be deemed to be a resident enterprise by Chinese tax authorities. If the PRC tax authorities determine that we
are a “resident enterprise” for PRC enterprise income tax purposes, a number of unfavorable PRC tax consequences
could follow. First, we may be subject to the enterprise income tax at a rate of 25% on our worldwide taxable income
as well as PRC enterprise income tax reporting obligations. In our case, this would mean that income such as interest
on financing proceeds and non-China source income would be subject to PRC enterprise income tax at a rate of 25%.
Second, although under the EIT Law and its implementing rules dividends paid to us from our PRC subsidiaries
would qualify as “tax-exempt income,” we cannot guarantee that such dividends will not be subject to a 10%
withholding tax, as the PRC foreign exchange control authorities, which enforce the withholding tax, have not yet
issued guidance with respect to the processing of outbound remittances to entities that are treated as resident
enterprises for PRC enterprise income tax purposes. Finally, it is possible that future guidance issued with respect to
the new “resident enterprise” classification could result in a situation in which a 10% withholding tax is imposed on
dividends we pay to our non-PRC shareholders and with respect to gains derived by our non-PRC stockholders from
transferring our shares.
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Enhanced scrutiny over acquisition transactions by the PRC tax authorities may have a negative impact on
potential acquisitions we may pursue in the future.

In connection with the EIT Law, the Ministry of Finance and the SAT jointly issued a SAT Circular 59 in April 2009,
and the SAT issued a SAT Circular 698 in December 2009. Both SAT Circular 59 and Circular 698 became effective
retroactively on January 1, 2008, and a Public Notice 7 in replacement of some of the existing rules in Circular 698,
which became effective in February 2015.

According to SAT Circular 698, where a non-resident enterprise transfers the equity interests of a PRC “resident
enterprise” indirectly by disposition of the equity interests of an overseas holding company, the non-resident enterprise,
being the transferor, may be subject to PRC enterprise income tax, if the indirect transfer is considered to be an

abusive use of company structure without reasonable commercial purposes. As a result, gains derived from such
Indirect Transfer may be subject to PRC withholding tax at a rate of up to 10%. In addition, the PRC “resident
enterprise” is supposed to provide necessary assistance to support the enforcement of SAT Circular 698.

On February 3, 2015, the SAT issued a Public Notice Regarding Certain Corporate Income Tax Matters on Indirect
Transfer of Properties by Non-Tax Resident Enterprises, or Public Notice 7. Public Notice 7 has introduced a new tax
regime that is significantly different from that under Circular 698. Public Notice 7 extends its tax jurisdiction to not
only indirect transfers set forth under Circular 698 but also transactions involving transfer of other taxable assets,
through the offshore transfer of a foreign intermediate holding company. Public Notice 7 also brings challenges to

both the foreign transferor and transferee (or other person who is obligated to pay for the transfer) of the taxable

assets. Where a non-tax resident enterprise conducts an “indirect transfer” by transferring the taxable assets indirectly by
disposing of the equity interests of an overseas holding company, the non-tax resident enterprise being the transferor,
or the transferee, or the PRC entity which directly owned the taxable assets may report to the relevant tax authority
such indirect transfer. Using a “substance over form” principle, the PRC tax authority may re-characterize such indirect
transfer as a direct transfer of the equity interests in the PRC tax resident enterprise and other properties in China. As a
result, gains derived from such indirect transfer may be subject to PRC enterprise income tax, and the transferee or
other person who is obligated to pay for the transfer is obligated to withhold the applicable taxes, currently at a rate of
up to 10% for the transfer of equity interests in a PRC resident enterprise. Nevertheless, Circular 7 has introduced safe
harbors for internal group restructurings and the purchase and sale of equity through a public securities market.

On October 17, 2017, the State Administration of Tax issued the Announcement of the State Administration of
Taxation on Issues Concerning the Withholding of Non-resident Enterprise Income Tax at Source, or SAT Bulletin
37, which came into effect on December 1, 2017 and concurrently abolished Circular 698. The SAT Bulletin 37
further clarifies the practice and procedure of the withholding of non-tax resident enterprise income tax. Pursuant to
Circular 7 and SAT Bulletin 37, both the transferor and the transferee may be subject to penalties under PRC tax laws
if the transferee fails to withhold the taxes and the transferor fails to pay the taxes.
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We face uncertainties on the reporting and consequences on private equity financing transactions, share exchange or
other transactions involving the transfer of shares in our company by investors that are non-PRC resident enterprises,
or sale or purchase of shares in other non-PRC resident companies or other taxable assets by us. Our company and
other non-resident enterprises in our group may be subject to filing obligations or being taxed if our company and
other non-resident enterprises in our group are transferors in such transactions, and may be subject to withholding
obligations if our company and other non-resident enterprises in our group are transferees in such transactions, under
Public Notice 7 and/or SAT Bulletin 37. For the transfer of shares in our company by investors that are non-PRC
resident enterprises, our PRC subsidiaries may be requested to assist in the filing under Public Notice 7 and/or SAT
Bulletin 37. As a result, we may be required to expend valuable resources to comply with Public Notice 7 and/or SAT
Bulletin 37 or to request the relevant transferors from whom we purchase taxable assets to comply with these
circulars, or to establish that our company and other non-resident enterprises in our group should not be taxed under
these rules and notice, which may have a material adverse effect on our financial condition and results of operations.

The PRC tax authorities have the discretion under Public Notice 7 and/or SAT Bulletin 37 to make adjustments to the
taxable capital gains based on the difference between the fair value of the taxable assets transferred and the cost of
investment. If the PRC tax authorities make adjustments to the taxable income of the transactions under Public Notice
7 and/or SAT Bulletin 37, our income tax costs associated with such potential acquisitions will be increased, which
may have an adverse effect on our financial condition and results of operations.
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We may be exposed to liabilities under the Foreign Corrupt Practices Act and Chinese anti-corruption laws, and
any determination that we violated these laws could have a material adverse effect on our business.

We are subject to the Foreign Corrupt Practice Act, or FCPA, and other laws that prohibit improper payments or
offers of payments to foreign governments and their officials and political parties by U.S. persons and issuers as
defined by the statute, for the purpose of obtaining or retaining business. We have operations, agreements with third
parties, and make most of our sales in China. The PRC also strictly prohibits bribery of government officials. Our
activities in China create the risk of unauthorized payments or offers of payments by the employees, consultants, sales
agents, or distributors of our Company, even though they may not always be subject to our control. It is our policy to
implement safeguards to discourage these practices by our employees. However, our existing safeguards and any
future improvements may prove to be less than effective, and the employees, consultants, sales agents, or distributors
of our Company may engage in conduct for which we might be held responsible. Violations of the FCPA or Chinese
anti-corruption laws may result in severe criminal or civil sanctions, and we may be subject to other liabilities, which
could negatively affect our business, operating results and financial condition. In addition, the U.S. government may
seek to hold our Company liable for successor liability FCPA violations committed by companies in which we invest
or that we acquire.

If we become directly subject to the recent scrutiny, criticism and negative publicity involving U.S.-listed Chinese
companies, we may have to expend significant resources to investigate and resolve the matter which could harm
our business operations, stock price and reputation and could result in a loss of your investment in our stock,
especially if such matter cannot be addressed and resolved favorably.

Recently, U.S. public companies that have substantially all of their operations in China, particularly companies like us
which have completed so-called reverse merger transactions, have been the subject of intense scrutiny, criticism and
negative publicity by investors, financial commentators and regulatory agencies, such as the SEC. Much of the
scrutiny, criticism and negative publicity has centered on financial and accounting irregularities and mistakes, a lack
of effective internal controls over financial accounting, inadequate corporate governance policies or a lack of
adherence thereto and, in many cases, allegations of fraud. As a result of the scrutiny, criticism and negative publicity,
the publicly traded stock of many U.S. listed Chinese companies has sharply decreased in value and, in some cases,
has become virtually worthless. Many of these companies are now subject to shareholder lawsuits and SEC
enforcement actions and are conducting internal and external investigations into the allegations. It is not clear what
effect this sector-wide scrutiny, criticism and negative publicity will have on our Company, our business and our stock
price. If we become the subject of any unfavorable allegations, whether such allegations are proven to be true or
untrue, we will have to expend significant resources to investigate such allegations and/or defend our company. This
situation will be costly and time consuming and distract our management from growing our company.

The disclosures in our reports and other filings with the SEC and our other public pronouncements are not subject
to the scrutiny of any regulatory bodies in the PRC. Accordingly, our public disclosure should be reviewed in light
of the fact that no governmental agency that is located in China where substantially all of our operations and
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business are located have conducted any due diligence on our operations or reviewed or cleared any of our
disclosure.

We are regulated by the SEC and our reports and other filings with the SEC are subject to SEC review in accordance
with the rules and regulations promulgated by the SEC under the Securities Act and the Exchange Act. Unlike public
reporting companies whose operations are located primarily in the United States, however, substantially most of our
operations are located in China. Since substantially all of our operations and business takes place in China, it may be
more difficult for the staff of the SEC to overcome the geographic and cultural obstacles that are present when
reviewing our disclosure. These same obstacles are not present for similar companies whose operations or business
take place entirely or primarily in the United States. Furthermore, our SEC reports and other disclosure and public
pronouncements are not subject to the review or scrutiny of any PRC regulatory authority. For example, the disclosure
in our SEC reports and other filings are not subject to the review of the China Securities Regulatory Commission, a
PRC regulator that is tasked with oversight of the capital markets in China. Accordingly, you should review our SEC
reports, filings and our other public pronouncements with the understanding that no local regulator has done any due
diligence on our company and with the understanding that none of our SEC reports, other filings or any of our other
public pronouncements has been reviewed or otherwise been scrutinized by any local regulator.
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RISKS RELATED TO OUR SHARES

The market price of our ordinary shares is volatile, leading to the possibility of its value being depressed at a time
when you want to sell your holdings.

The market price of our ordinary shares is volatile, and this volatility may continue. Numerous factors, many of which
are beyond our control, may cause the market price of our ordinary shares to fluctuate significantly. These factors
include:

our earnings releases, actual or anticipated changes in our earnings, fluctuations in our operating results or our
failure to meet the expectations of financial market analysts and investors;

-changes in financial estimates by us or by any securities analysts who might cover our stock;
-speculation about our business in the press or the investment community;
-significant developments relating to our relationships with our customers or suppliers;

stock market price and volume fluctuations of other publicly traded companies and, in particular, those that are in
the same industry as we are;

-customer demand for our products;

-investor perceptions of the automation and control industry in general and our company in particular;
-the operating and stock performance of comparable companies;

-general economic conditions and trends;

-major catastrophic events;

announcements by us or our competitors of new products, significant acquisitions, strategic partnerships or
divestitures;

-changes in accounting standards, policies, guidance, interpretation or principles;

-loss of external funding sources;

-failure to maintain compliance with NASDAQ rules;

-sales of our ordinary shares, including sales by our directors, officers or significant shareholders; and

49



Edgar Filing: Hollysys Automation Technologies, Ltd. - Form 20-F

-additions or departures of key personnel.

Securities class action litigation is often instituted against companies following periods of volatility in their share
price. This type of litigation could result in substantial costs to us and divert our management’s attention and resources.
Moreover, securities markets may from time to time experience significant price and volume fluctuations for reasons
unrelated to operating performance of particular companies. For example, in July 2008, the securities markets in the
United States, China and other jurisdictions experienced the largest decline in share prices since September 2001.
These market fluctuations may adversely affect the price of our ordinary shares and other interests in our company at a
time when you want to sell your interest in us.
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We are a ““foreign private issuer,” and have disclosure obligations that are different than those of other U.S.
domestic reporting companies so you should not expect to receive the same information about us at the same time
as a U.S. domestic reporting company may provide. Furthermore, if we lose our status as a foreign private issuer,
we would be required to comply fully with the reporting requirements of the Exchange Act applicable to U.S.
domestic issuers and would incur significant operational, administrative, legal and accounting costs that we would
not incur as a foreign private issuer.

We are a foreign private issuer and, as a result, we are not subject to certain of the requirements imposed upon U.S.
domestic issuers by the SEC. For example, we are not required to issue quarterly reports or proxy statements. Also, we
are allowed four months to file our annual report with the SEC. We are not required to disclose certain detailed
information regarding executive compensation that is required from U.S. domestic issuers. Further, our directors and
executive officers are not required to report equity holdings and transactions in our equity under Section 16 of the
Securities Act. As a foreign private issuer, we are also exempt from the requirements of Regulation FD (Fair
Disclosure) which, generally, are meant to ensure that select groups of investors are not privy to specific information
about an issuer before other investors. We are, however, still subject to the anti-fraud and anti-manipulation rules of
the SEC, such as Rule 10b-5. Since many of the disclosure obligations required of us as a foreign private issuer are
different than those required by other U.S. domestic reporting companies, our shareholders should not expect to
receive information about us in the same amount and at the same time as information is received from, or provided by,
other U.S. domestic reporting companies. We are liable for violations of the rules and regulations of the SEC which
do apply to us as a foreign private issuer. Violations of these rules could affect our business, results of operations and
financial condition.

If we lose our status as a foreign private issuer at some future time, we will be required to comply fully with the
reporting requirements of the Exchange Act applicable to U.S. domestic issuers and would incur significant
operational, administrative, legal and accounting costs that it would not incur as a foreign private issuer.

The payment of cash dividends depends on the decision of the Board of Directors and the cash and legal
requirements of our company.

The Board of Directors decides if and when the Company will pay cash dividends. On August 11, 2016, the Board of
Directors approved a regular cash dividend policy pursuant to which future cash dividends are expected to be paid to
holders of the Company’s ordinary shares on an annual basis out of funds legally available for such purpose. However,
the declaration and payment of future dividends will be at the discretion of the Board, and will depend upon many
factors, including the Company’s financial condition, earnings, capital requirements of its businesses, legal
requirements, regulatory constraints, industry practice, and other factors that the Board deems relevant.
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If we fail to comply with the continued listing requirements of NASDAQ, we would face possible delisting, which
would result in a limited public market for our shares and make obtaining future debt or equity financing more
difficult for us.

Our ordinary shares are traded and listed on the Nasdaq Global Select Market under the symbol “HOLI.” The ordinary
shares may be delisted if we fail to maintain certain listing requirements of the Nasdaq Stock Market, or NASDAQ.

We cannot ensure you that we will continue to comply with the requirements for continued listing on The NASDAQ
Global Select Market in the future. If our shares lose their status on The NASDAQ Global Select Market and we are
not successful in obtaining a listing on The NASDAQ Capital Market, our shares would likely trade in the
over-the-counter market. If our shares were to trade on the over-the-counter market, selling our shares could be more
difficult because smaller quantities of shares would likely be bought and sold, transactions could be delayed, and
security analysts’ coverage of us may be reduced. In addition, in the event our shares are delisted, broker-dealers have
certain regulatory burdens imposed upon them, which may discourage broker-dealers from effecting transactions in
our shares, further limiting the liquidity of our shares. These factors could result in lower prices and larger spreads in
the bid and ask prices for our shares. Such delisting from The NASDAQ Global Select Market and continued or
further declines in our share price could also greatly impair our ability to raise additional necessary capital through
equity or debt financing, and could significantly increase the ownership dilution to shareholders caused by our issuing
equity in financing or other transactions.
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As a foreign private issuer, we are permitted to rely on exemptions from certain NASDAQ corporate governance
standards applicable to domestic U.S. issuers. This may afford less protection to holders of our securities.

We are exempted from certain corporate governance requirements of the Nasdaq Stock Market by virtue of being a
foreign private issuer. As a foreign private issuer, we are permitted to follow the governance practices of our home
country, the BVI in lieu of certain corporate governance requirements of NASDAQ. As result, the standards
applicable to us are considerably different than the standards applied to domestic U.S. issuers. For instance, we are not
required to:

_have a majority of the board be independent (although all of the members of the audit committee must be
independent under the U.S. Securities Exchange Act of 1934, as amended, or the Exchange Act);

-have a compensation committee and a nominating committee to be comprised solely of "independent directors; and

-hold an annual meeting of shareholders no later than one year after the end of the Company’s fiscal year-end.

As discussed elsewhere in this Annual Report, we have relied on and intend to continue to rely on some of these
exemptions. As a result, our shareholders may not be provided with the benefits of certain corporate governance
requirements of the Nasdaq Stock Market.

You may have difficulty enforcing judgments obtained against us.

We are a BVI company and substantially all of our assets are located outside of the United States. A substantial
portion of our current business operations are conducted in the PRC. In addition, almost all of our directors and
officers are nationals and residents of countries other than the United States. A substantial portion of the assets of
these persons are located outside the United States. As a result, it may be difficult for you to effect service of process
within the United States upon these persons. It may also be difficult for you to enforce in U.S. courts judgments
obtained in U.S. courts including judgments based on the civil liability provisions of the U.S. federal securities laws
against us and our officers and directors, many of whom are not residents in the United States and whose assets are
located in significant part outside of the United States. The courts of the BVI would recognize as a valid judgment, a
final and conclusive judgment in person is obtained in the federal or state courts in the United States against the
Company under which a sum of money is payable (other than a sum of money payable in respect of multiple damages,
taxes or other charges of a like nature or in respect of a fine or other penalty) and would give a judgment based
thereon provided that (a) such courts had proper jurisdiction over the parties subject to such judgment, (b) such courts
did not contravene the rules of natural justice of the BVI, (c) such judgment was not obtained by fraud, (d) the
enforcement of the judgment would not be contrary to the public policy of the BVI, (e) no new admissible evidence
relevant to the action is submitted prior to the rendering of the judgment by the courts of the BVI and (f) there is due
compliance with the correct procedures under the laws of the BVI. In addition, there is uncertainty as to whether the
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courts of the BVI or the PRC, respectively, would recognize or enforce judgments of U.S. courts against us or such
persons predicated upon the civil liability provisions of the securities laws of the United States or any state.

Because we are incorporated under the laws of the BVI, it may be more difficult for our shareholders to protect
their rights than it would be for a shareholder of a corporation incorporated in another jurisdiction.

Our corporate affairs are governed by our memorandum and articles of association, by the BVI Business Companies
Act, 2004 (as amended), or the 2004 Act, and by the common law of the BVI. Principles of law relating to such
matters as the validity of corporate procedures, the fiduciary duties of management and the rights of our shareholders
differ from those that would apply if we were incorporated in the United States or another jurisdiction. The rights of
shareholders under BVI law may not be as clearly established as are the rights of shareholders in the United States or
other jurisdictions. Under the laws of most jurisdictions in the United States, majority and controlling shareholders
generally have certain fiduciary responsibilities to the minority shareholders. Shareholder action must be taken in
good faith, and actions by controlling shareholders which are obviously unreasonable may be declared null and void.
BVI law protecting the interests of minority shareholders may not be as protective in all circumstances as the law
protecting minority shareholders in United States jurisdictions. In addition, the circumstances in which a shareholder
of a BVI company may sue the company derivatively, and the procedures and defenses that may be available to the
company, may result in the rights of shareholders of a BVI company being more limited than those of shareholders of
a company organized in the United States. Furthermore, our directors have the power to take certain actions without
shareholder approval which would require shareholder approval under the laws of most United States jurisdictions.
The directors of a BVI corporation, subject in certain cases to court approval but without shareholder approval, may
implement a reorganization, merger or consolidation, the sale of any assets, property, part of the business, or securities
of the corporation, subject to a limit of up to 50% of such assets. The ability of our board of directors to create new
classes or series of shares and the rights attached by amending our memorandum of association and articles of
association without shareholder approval could have the effect of delaying, deterring or preventing a change in our
control without any further action by the shareholders, including a tender offer to purchase our ordinary shares at a
premium over then current market prices. Thus, our shareholders may have more difficulty protecting their interests in
the face of actions by our board of directors or our controlling shareholders than they would have as shareholders of a
corporation incorporated in another jurisdiction.
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We may be classified as a passive foreign investment company, which could result in adverse United States federal
income tax consequences to U.S. shareholders.

We believe that we currently are not considered a “passive foreign investment company,” or PFIC, for United States
federal income tax purposes. However, each year we must make a separate determination as to whether we are a
PFIC. We cannot assure you that we will not be a PFIC for our future tax years. If a non-U.S. corporation either (i)
has at least 75% of its gross income is passive income for a tax year or (ii) has at least 50% of the value of its assets
(based on an average of the quarterly values of the assets during a tax year) attributable to assets that produce or are
held for the production of passive income, then the non-U.S. corporation will be deemed a PFIC. The market value of
our assets may be determined to a large extent by the market price of our ordinary shares. If we are treated as a PFIC
for any tax year during which U.S. shareholders hold ordinary shares, certain adverse United States federal income tax
consequences could apply to such U.S. holders.

Our Shareholder Rights Plan and charter documents may hinder or prevent change of control transactions.

Our shareholder rights plan and provisions contained in our Memorandum and Articles of Association may discourage
transactions involving an actual or potential change in our ownership. In addition, our Memorandum and Articles of
Association authorizes our board of directors to issue up to 90,000,000 shares of preferred stock without any further
action by the stockholders. Please see Item 10, Additional Information for more information regarding our shareholder
rights plan. Such restrictions and issuances could make it more difficult, delay, discourage, prevent or make it more
costly to acquire or effect a change-in-control, which in turn could prevent our stockholders from recognizing a gain
in the event that a favorable offer is extended and could materially and negatively affect the market price of our
ordinary shares, even if you or our other stockholders believe that such actions are in the best interests of us and our
stockholders.

ITEM 4. INFORMATION ON THE COMPANY

History and Development of the
Company

We were established under the laws of the BVI on February 6, 2006, as HLS Systems International, Ltd., in order to
merge with Chardan North China Acquisition Corporation (“Chardan’), a Delaware special purpose acquisition
company, originally established on March 10, 2005, with the primary purpose of effecting a business combination
with an unidentified operating business that has its primary operating facilities located in China, in any city or
province north of Yangtze River. On September 20, 2007, we acquired all of the issued and outstanding ordinary
shares of GTH, a BVI company. On August 1, 2008, our ordinary shares started trading on NASDAQ Global Select
Market. On July 17, 2009, we changed our name to Hollysys Automation Technologies Ltd. to more accurately reflect
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our core value of leveraging proprietary technologies to provide state-of-the-art automation and control solutions for
our clients.
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On July 1, 2011, we purchased 100% of the equity of Concord Group for a combination consideration of cash and
stock for a total value of approximately $42.9 million. Concord Group provides electric solutions with end-to-end
design, engraving, engineering, procurement, project management, construction and commissioning, and maintenance,
active in the rail industry in Singapore, Qatar, UAE and Saudi Kingdom and the building retrofit market in Singapore.

On April 1, 2013, we purchased 100% of the equity of Bond Group for a purchase price of approximately US$73
million, payable 50% in cash and 50% in ordinary shares of Hollysys. The stock will be issued to the Bond Group
shareholders in three installments over three years, 60% of which are incentive shares and will be based on certain
performance targets for calendar years 2013 and 2014. Additional ordinary shares, as a premium on performance, will
be issuable to the Bond Group shareholders, if Bond Group outperforms the established targets, but the premium will
not exceed 15% of the total incentive shares in any case. The operating results of Bond Group have been included in
our consolidated financial statements effective from April 1, 2013. Bond Group provides complete mechanical and
electrical solutions with end to end capabilities in design, engineering, procurement, project management, construction
and commissioning, and maintenance to a wide array of industries, including factories, data centers, banks, hospitals,
airports, power stations, gas and instrumentation plants, hotels, commercial centers, residential buildings and
infrastructure works. We seek to take advantage of Bond Group’s strong presence and brand name in Southeast Asia
and to strengthen our Southeast Asian business.

On November 24, 2015, the Company established Concord Electrical Contracting, Ltd. (“CECL”) to explore the market
in Qatar. CCPL has a 49% direct ownership of CECL and the remaining 51% equity interest is held by a nominee
shareholder. Through a series of contractual arrangements, CCPL is entitled to appoint majority of directors of CECL
who have the power to direct the activities that significantly impact CECL’s economic performance. Further, CCPL is
entitled to 95% of the variable returns from CECL’s operations. As a result, despite of its minority direct ownership of
CECL arrangements, CCPL is considered the primary beneficiary of CECL.

In July 2016, Beijing Hollycon Medicine & Technology. Co., Ltd. (“Hollycon”), previously as one of the Company’s
subsidiaries, issued new shares for an aggregate cash consideration of $30,943 to two new third investors. At the same
time, the Company disposed 0.6% of its equity interest in Hollycon for cash consideration of $464. These two
transactions resulted in dilution of the Company’s equity interest in Hollycon from 51% to 30%. According to the
revised article of association, Hollycon will be managed by a board of directors comprising of a total 5 members, of
which, the Company can appoint two directors while the other three shareholders can appoint one director each. The
Company can also appoint the chairman of the board. All major management and operation decision need be approved
by the board and requires approval by at least 2/3 of board directors. Profits is allocated to shareholders based on the
percentage of respective initial investment. The Company lost control over Hollycon upon the completion of the two
transactions set out above, but maintained significant influence over Hollycon, and accounted for the investment in
Hollycon under equity method. Upon the deconsolidation date, the Company recorded the retained non-controlling
equity investee at fair value of $22,737 and recognized a gain of $14,514. The fair value of retained non-controlling
interest in Hollycon was measured using a discounted cash flow approach. Key estimates and assumptions include the
amount and timing of future expected cash flows, terminal value growth rates, and discount rate.
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In July 2017, Bond Corporation Pte. Ltd (“BCPL”), a wholly-owned Singapore subsidiary of the Company, and a
Malaysian citizen (the “Trustee”) entered into a trust deed, under which, 49.1% of BCPL’s equity interests in Bond M &
E Sdn. Bhd. (“BMJB”), a Malaysian company, which previously was a 100% subsidiary of BCPL, was transferred to the
Trustee. According to the trust deed, all of the beneficial interests in BMJB belong to BCPL and the Trustee shall hold
the legal title of the transferred shares on trust for and act on behalf of BCPL absolutely. Any dividend, interest and
other benefits received or receivable by the Trustee will be transferred to BCPL. The Trustee shall exercise the
managerial rights and voting power in a manner directed by a prior written notice from BCPL. The Trustee shall be
obligated to vote in the same manner as BCPL in the absence of any written notice. In addition, an undated Form of
Transfer of Securities with the transferee’s name left blank was duly executed by the Trustee and delivered to BCPL.
Therefore, BCPL can transfer the 49.1% of equity interests to any party at any time without further approval by the
Trustee. Accordingly, the Company believes it holds all beneficial rights, obligation and the power of the 100% equity
interest in BMJB, and therefore consolidates 100% of equity interests in BMJB into its financial statements.
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B.Business Overview

We are a leading provider of automation and control technologies and products in China and increasingly in Southeast
Asia, India and the Middle East that enable our diversified industry and utility customers to improve operating safety,
reliability, and efficiency. Founded in 1993, we have approximately 3,300 employees with a nationwide China
presence and with subsidiaries and offices in Southeast Asia, India and the Middle East. We have served over
approximately 10,000 customers in the industrial, railway, subway, nuclear power, and mechanical and electronic
industries in China, Southeast Asia, India and the Middle East. Our proprietary technologies are applied through our
industrial automation solution suite, including the DCS (Distributed Control System), PLC (Programmable Logic
Controller), RMIS (Real-time Management Information System), HAMS (HolliAS Asset Management System), OTS
(Operator Training System), HolliAS BATCH (Batch Application Package), HolliAS APC Suite (Advanced Process
Control Package), SIS (Safety Instrumentation System), high-speed railway signaling system of TCC (Train Control
Center), ATP (Automatic Train Protection), SCADA System (Supervisory Control and Data Acquisition System),
nuclear power non-safety automation and control system HolliAs-NMS DCS and other products.

We historically focused our efforts on the area of DCS, which are networks of controllers, sensors, actuators and other
devices that can be programmed to control outputs based on input conditions and/or algorithms, which are mainly
used to control continuous manufacturing processes. Our DCS have been widely used in the industries involving
continuous flow of material handling, such as power generation, petro-chemical, chemical, metallurgy, building
materials and new energy. We also command a position in Chinese nuclear power automation and control market as
the only qualified local automation and control product provider to the non-safety control for both nuclear island and
conventional island of nuclear power reactors in nuclear power stations.

We have a substantial reputation in the PRC domestic industrial automation industry for our comprehensive
capabilities and have focused on the development of this market. We carry out integrated solution projects for, render
automation services to, or sell our products to, national or multi-provincial companies with subsidiaries located
throughout China. To date, we have served more than 10,000 industrial enterprise customers including state-owned
enterprises, multinational corporations and local private companies and have undertaken over 30,000 projects. We
believe that the quality of our systems is unsurpassed by local Chinese competitors and comparable to high-end
foreign suppliers of DCS and the history of our projects supports that view. Some of our renowned customers include
the five major Chinese power generation companies, the three major Chinese petroleum companies, and international
companies such as BASF, etc.

We are as well a player in the PLC market, where the products are mainly used in discrete control and applied to a
wide array of industries. PLCs are usually integrated together into machines to provide control at machinery level. We
have been expanding our proprietary products suite and gradually shifting ourselves from a single PLC product
provider to a total solution provider. As the outlook for intelligent manufacturing and factory automation stays
positive, we believe that such repositioning would enable us to better respond to the changing behavior of the
customers.
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Generally speaking, our solution encompasses third-party hardware-centric products such as instrumentation and
actuators, our proprietary DCS/PLC products, and valued-added software packages such as AMS (Asset Management
System), MES (Manufacturing Execution System), APC (Advanced Process Control), OTS Simulation (Operator
Training System), and others. The safety system SIS (Safety Instrumentation System), certified under European safety
standards and newly introduced to the market in July 2012 has further expanded our proprietary product suite in the
industrial automation segment.

We have branched out from the industrial automation domain into the subway and high-speed rail businesses,
leveraging on our core competency and strong research and development capabilities, and have already established a
key position in the high-speed rail signaling market and subway SCADA market. Besides, we have developed our
proprietary high-speed rail signaling system and subway signaling system, and certified both according to European
Safety Standard Certification Level 4.

Internationally, we have a strong presence in Southeast Asia and increasingly in the Middle East, India and Hong
Kong SAR. Through the acquisitions of Concord and Bond Groups, we are expanding and deepening our ability to
offer mechanical and electrical solutions in design, engineering, procurement, project management, construction and
commissioning, and maintenance to a wide range of industries, such as manufacturing, banks, hospitals, airports,
power plants, commercial centers, hotels, and infrastructure works. We believe that our present leadership position in
the high-growth segments is attributable to our vision, execution, and strong research and development capabilities.
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During the past several years we have achieved a number of significant contract wins in international arena, including
(i) contracts with MTR Corporation of Hong Kong SAR to provide a complete suite of high-speed rail signaling
systems to Guangzhou-Shenzhen-Hong Kong Express Rail Hong Kong Section; (ii) a contract with SMRT Trains Ltd.
in Singapore to provide design, electrification and installation for station renovations on Nort