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RENEWAL OF CONTINUING CONNECTED TRANSACTIONS

We refer to our appointment as the Independent Financial Adviser to advise the IBC and the Independent

Shareholders on the terms of and the proposed annual caps in relation to the continuing connected

transactions under the CCT Agreements. Details of which are set out in the "Letter from the Board"

contained in the circular of the Company dated 15 December 2021 (the "Circular"). Terms used in this

letter shall have the same meanings as those defined in the Circular unless the context requires otherwise.

As the Company and/or its subsidiaries expects to continue procuring and supplying certain pharmaceutical

related products and drugs from and to certain connected persons (including associates of HHC), the

Company has entered into the CCT Agreements with Shandong Lukang, China Shandong Group and

Hualu Hengsheng, respectively, on 23 November 2021, to renew the continuing connected transactions

contemplated thereunder for a term from I January 2022 to 31 December 2024, respectively

15 December 2021
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LISTING RULES IN, IPLICATIONS

Eacli of Shangdong Lukang (the boai'd of which is controlled by HHC). China Shandono Group (the issued

share capital of \\, hich is held as to 99.75% by HHC) and Hualti Hengshenu (the issued share capital of

which is indirectly held as to approximately 32.19% by HHC) are associates of HHC. the controllino

shareholder of the Company and are there connected persons of the Company. The CCT Anteements

therefore constitute colltinuing connected transactions of tile Company

Given that the Shandong Lukang Agreement, the China Shandong Aoreement and the Hua111 Henosheng

Agreement are of a similar nature and 11a\'e been entered into by the Company willI the parties which

are connected with each other within a 12-monih period, the Directors consider that the transactions

contemplated 11nder these Agreements should be aggregaied as if they were one transaciion PUTSuant to

Rule 14A. 81 of the Listing Rules

As the applicable percentage ratios (other than the profits I'allo) under the Listing Rules for the

transactions contemplated under the CCT ADreements calculated o11 an agoregaied basis PUTSuani to Rule

14A. 81 of the Listing Rules exceed 5% o11 an annual basis, the transactions contemplated under the CCT

Agreements constitute lion-exempt continuing connected transactions and are subject to the reporting.

announcement. circular (including independent financial advice). annual review. annual caps, Independent

Shareholders' approval and other requirements under Chapter 14A of the Listino Rules

THE IB C

The IBC coinprisino all the independent non-executive Directors, namely Mr. Pan Guangcheng. Mr

Zhu Jianwei and Mr. LO Wall Wai. 11as been established to advise the Independent Shaleholdei's o11 (i)

whether the terms of the coniinuino connected transaciions 11nder the CCT Agreements are on normal

commercial terms and are fair and I'Gasoiiable; (ii) whether the continuing connected transactions under the

CCT Agreements are ill the interests of the Company and the Shareholders as a whole and are conducted

in the oldinaTy and Lisual course of business of the Group; and (Iii) how the independent Shareholdei's

should vote in respect of the resolutions 10 approve the continuinu connected transactions 11ndei' the CCT

Agreements at the ECM. taking into account ihe recoinniendation of the Independent Financial Adviser

THE INDEPENDENT FINANCIAL ADVISER

As the Independent Financial Adviser 10 the IBC and tile Tildependent Shareholdei's. our role is 10 give

all independent opinion to the IBC and the independent Shareholders on (1) whether the terms of the

continuing connected transactions under the CCT Agreenienis are on normal commercial terms and are

fair and I'easonable: (Ii) whether the continuing connected transactions 11nder the CCT Agreements are 111

the interests of the Company and the Shareholders as a whole and are conducted in the ordinary and usual

course of business of the Group; and (ill) now the Independent Shareholders should vote in respect of the

relevant resolutions to approve the CCT AnTeements at the FGM
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We have not acted as independent financial adviser in I'elation 10 any transactions of the Company in the

last two years 131'ior to the date of the Circular. PUTSuant 10 Rule 13.84 of the Listing Rules. and giveii

that remuneration for our engagement 10 Dpine o11 the continuing connected transactions under the CCT

Agreements is at niarket level and not conditional upon successful passing of the resolution 10 be ploposed

at the ECM. and that OUT engagement is o11 normal coinmei'cial terms. we are independent of and not

associated with the Company. its controlling 511areholder(s) or connected person(s)

BASIS OF OUR ADVICE

111 formulating OUT opinion. we have reviewed. aniongst others. (i) announcement of the Company dated

22 October 2018.30 March 2021 and 23 November 2021; (ii) the cii'CUIar of the Company dated 12

December 2018; (111) the annual repoi'is of the Company for each of the years ended 31 December 2018.

2019 and 2020: (iv) the interinI report of the Company for the six months eiided 30 June 2021 (the "2021

Interinn Report"); (v) full invoice list for transactions under the Hualu Henusheng ADreement foi' the

two years ended 31 December 2020 and the nine nTonilis ended 30 September 2021 ; (vi) fLill invoice list

for transactions under the Shandong Lukaiig Agreement and the China Shandong Agreement for the nine

months ended 30 Septeiiiber 2021; (vii) sample invoices and purchase orders under the CCT A, reelnenis

for the relevant periods; and (viii) Company's internal sales target for the year ending 31 December 2021

We have also relied o11 the statements. inforntaiion. opinions and representations contained or referred to

in the Circular and/or PIOvided to lis by the Company the Directors and the mallauement of the Group

(the "A, Ianagement"). We have assumed that all the staleineiits, information. opinions and representations

for mattei's relating 10 the Group contained or I'eferred 10 in the Circular and/or provided to Lis by the

Company. the Directors and the Klanagement were reasonably made after due and careful enquiry and

were true. accui'ate and complete at the time tiley were niade and continued to be so as at the date of the

Circulai

We nave no reason 10 believe that any of sucli statements. information. opinions or representations are

untrue, Inaccurate or misleading, nor are we aware of any niaierial facts the omission of which would

render then. untrue, Inaccui'ale or misleading

We consider that we nave been provided with. and nave reviewed. sufficient information to reach an

infoi'med view and provide a reasonable basis for our opinion in accoidance with Rule 13.80 of the

Listiiio Rules. We have not, however. conducted all independent investigation into the business, financial

conditions and affairs or fuiuie prospects of the Group
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PRINCIPAL FACTORS AND REASONS CONSIDERED

I. BACKGROUND INFORlvlATION

I. J Principal busir, ess of the Con, panJ.

The Company is a joint stock limited company incorporated in the PRC with its H shares

and A shares listed o11 the Stock Exchanue and Shenzhen Stock EXchange respectively

The Company is principally engaged in the development, manufacture and sale of bulk

phai'maceuiicals, preparations and cliemical PIOducis. The ultimate beneficial owner of the

Company is the State-owned Assets Supervisioii and Administration Commission of the Stale

Council of Shandong province

f. 2 Principal busiJ, ess of HHC

HHC is a state-owned eniei'pi'ise principalIy engaged in investment holding of vai'IOUs

companies listed or 1101 listed on 111e stock exchanges of the Mainland China and Hong Kong.

and Is the controllino shareliolder of the Company

1.3 Pr. inclpal business of Sirandong Lukang

Shandong Lukang is a coinpany incorporated in the PRC willI limited liability and its

principal business Include. among others, Inariufactui'ing, processing and sales of chemical

ra\\, niatei'Ials and preparations products for pharmaceutical production. auxiliary niaterials

and Interniediates. vetei'Inary drugs. phai'lilaceuiical packaging products and feed additives

1.4 Principal business of China SIIandong

China Shandong is a company incorporated in Hong Kong with limited liability and its

principal business Include project investment and 1111port and export trade

1.5 Principal business of Hualu Mengsl, eng

Hualu Hengsheng is a company incorporated in the PRC with 11niited liability and its

principal businesses include. the production and sales of chemical products. lis niain

businesses include the production and sale of chemicals and chemical fertilizers. as well as

the electricity generation and heating supply business
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I, 6 Financial per'formance of the Group

The Gi'oup Is niainly engaged in the development. manufacturing and sale of chemical bulk

drugs. including acti\. e Dharmace utic al in gredienis ( "APIS" ). preparation s and niedic al

intermediates and o111ei' products

The table below sets out the financial performance of 111e Group during the financial yeai

ended 31 December ("FY") 2020 and 2019. as well as the 6-month ended ("IH") 2021 and

2020

Operating inconie

Net profits alliibuiable 10

shareholders after deduction of

non-recurring profit and loss

The Group's operating incoiiie increased by 7.1% to approximately RMB6.005.6 111illion in

FY2020 due niainly 10 increased sales of chemical bulk druos. and 111 particular, the 33.4%

growth in sales of niedical intermediate and other products. Due to continued control o11 sales

expenses and Inarkei development and tel'1111nal sales costs. the Group's selling expenses

decreased by 20.0%. In line \\, ith improvement in operatino income and lower sellino

expenses. 11Te Group' s net profits allributable to shareholders after deduction of non-recui'rino

profit and loss increased by 12.5% froiiT approximately RMB258.6 million 111 FY2019 to

appi'oximately RMB290.8In11/10n ill FY2020

FY2020

RIMB million

60056

FY2019

RAIB millibn

290.8

Coinpariiiu IH2021 and IH2020. the Groupiecordedincreasesin operating income of 8.1%

to approximately RMB3.551.0 In 11/10n. 11nderpinned by income growth of pi'eparations and.

in particular. n}edical intermediate and other pi'oducis. 111 line with the higher opei'ajing

income, the CIOup's net profits atti'Ibutable 10 shaleliolders after deduction of non-recurrinu

profit and loss increased by 20.5% from approximately RMB154.3 nilllion ill IH2020 to

approximately RMB185.91/1/1110n ill IH2021

5,606 O

IH2021

R, \18 mill^^n

258.6

3551.0

IH2020

kitlB fin7/Ibn

7.7 Prospects of the Group

185.9

As set out in the Company's annual report for the year ended 31 December 2020, the

Mallaoement believes that the domestic big circulation in the PRC and dual circulations of

domestic and international coinplemeiiting eacli other are becoming the new development

panel'n, whicli creates nlore development OPPoi'Iuniiies for enterprises. The introduction of

3,285.8

154.3
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various preferential policies and accelei'allon of population aging and ui'ballisation. coupled

with the enhancement of 13ublIC liealtli awareness and national liealili insurance coverage and

payment capabilities. the Management expected that the demand for niedicine will continue

to gi'0\v rapidly. As such. the bio-phariitaceuiical Industry Is strategically poised 10 niaintain

a rapid development

However. the Management also noted that the global landscape is facing nTore instabilities

and uncertainties. The Company is facing challenges sucli as the CoVID-19 pandemic.

rising of de-globalisation. RMB aj>preciatioii and skyi'ocketing prices for intern at ion al

transportation. The intensified coinpetiiioii in Ihe pharmaceutical market as well as the rising

pi'ice of basic chemical raw Inaierials are also jinpaciing the Gi'oup's profitability

As set outin the 2021 InterinT Report, the Management expects that the CoVID-19 pandemic

is expected to continue 10 affect the world for some time ill the future. The international

fi'eight rates will continue to run high and the eXchange rates will be fluctuating. pulling

greater pressui'e on the export of Company's products. As it is difficult for the Company to

pass on the cost by incl'easiiig the price of its products, 111e Management expects the high

price of bulk commodities will slow down the improve111eni of the Company's profitability

Never111eless. given the development of the Group' s characteristic chemical APIS niaintains

a rapid pace, the niarkei share of strategic formulations continues to increase. international

cooperation projects for formulations and commercial production are rapidly advancing. The

Management believes that the Group \\, 111 be able to overcome numerous difficulties and

maintain a strong momentuin for development

In response 10 the challenging environment, the Group will continue to capture 11Tarket

opportunities and strive for ITiarket initiative by implementing a proactive price strategy to

ensure the stability of the bulk API market. as well as promoiino ITiuliiple series of speciality

PI'oducts. The Gi'oup will also fully leverage its leading role in the market and continue to

capture more niarkei share, in particular in ai'eas sucli as featured bulk drugs such as EPA

and carbidopa

We note that the continuing connected transactions 11nder the CCT Agreements which

involve purchase and sales of chemical products and APIS. forills pail of the strategy above

and is ill line with the overall plan of the Group. We also note that 111e increasinu trend of the

PI'oposed annual caps is consistent willI the opei'allng Income growlli recorded by the Gi'oup

since FY2019
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2. RATIONALE FOR THE CONTINUING CONNECTED TRANSACTIONS

WillI refei'ence 10 the "Letter froiii the Board". 111e Dii'ecioi. s believe that it is ill the best in Ierest

of the CIOup to enter into transactions under the CCT Agreements with Shandong Lukano. China

Shandong and Hualu Hengsheng, respecti\, ely

As set out ill the "Lettei' froin 111e Board", the Directors are of the view that. by enterin a into the

Shandong Lukang Agreeineni. the Group will sell its pharmaceutical intermediates and APIS 10

Shandong Lukano and/or its subsidiaries. which allows the Group to expand its sales channels

The Company also will purchase pharmaceutical prepai'allon 13roducts and Apis froni Shandong

Lukano and/or its subsidiaries. whicli enables the Group to increase its scale of distribution to

medical institutions in Luzhong region (the sun'oundiiig areas of the Conipany) as well as to 11Teei

its own production needs. Furthermore, the Company \\, 111 provide enuineerinu design service to

Shandong Lukang and/or' its subsidiaries, and therefore the Company call utilise its pharmaceutical

engineering capabilities and its 11roduct and solution innovation experience in the pharmaceutical

industry

As set out 111 111e "Letter from the Board". the Directors ale of the \, Iew that. by entering into the

China Shandong Agreement, the Group will sell chemical raw materials and products to China

Shandono and/or its SIIbsidiaries. Sucli transactions between the Group and China Shandong and/or

its subsidiaries enable 111e Group to increase its international sales so as to expand its business into

international Inarkets. Other than that. it also allows the Group 10 secure a stable source of income

froii} selling those materials and products

As set out in the "Letiei' from the Board". the Directors are of the \, Iew that. by enterinn into

the Hualti Hangsheng Agreement. the Company will purchase chemical PIOducts ironi Hualu

Hengsheng. Purchasing chemical products froni Hualu Hellgsheng helps the Conipany 1111nimise

procurement costs by reducing Intermediate layers and secure a steady supply without additional

costs w^ich InIght be incurred by buying fi'onI other third parties

Furthermore. we undei'stand froin the Maltaoement that the Group also sells cliemical law materials

and PIOducts. pharmaceutical intermediates and APIS 10. as well as purchase pharmaceutical

preparation products and APIS froiii independent Ihiid parties. As such. the transactions

contemplated under the CCT ADreements are in the ordinary and usual coui'se of business of the

Group

Based o11 the abovementioned rationale for enter1110 the CCT ADreemenis. we concur willI the

Directors that the transactions contemplated under the CCT Aoreenieiiis are conducted ill 111e

ordinal'y and usual coui'se of business of the Group and ill the interests of the Company and the

Shareholders as a \\, hole
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3. PRINCIPAL TERNIS OF THE CCT AGREElv, IENTS

" Tl, e SIIandong Lukang Agreemer, I

PUTSuant to the Shandong Lukang Agreement. the Group shall purchase pharmaceutical

preparation products and active pharmaceutical ingredients trolli SIIandong Lukang and/or its

subsidiaries, while the Group shall sell pharmaceutical intermediaries. active phai'Inaceutical

ingredients as well as provide engiiieering design ser\, Ices 10 Shandong Lukang and/o1' lis

subsidiaries

The terni of the Shandong Lukang Agreement is from I January 2022 to 31 December 2024

(both dales inclusive). subject 10 eai'ly lei'minaiion by either pariy giving the other party at

least three months' PI'10r \\, 1111eii notice

We nave reviewed the Shandong Lukang Ag!'eemeni and noted that the transactions

contemplated Ihereunder shall be conducted on 1101'in al commercial terms and on tel'ms no

less favourable 10 the Company, Than those available to or fronT other independent Ihii'd

pal'ties. We also noted that the Shandong Lukaiig Agreement does not restrict the Group from

conducting similar transactions willI any other Indepeiident 11/11'd parties. As such. we are

of 111e view that the terms of the Shandong Lukaiig Agi'Gemeni are fair and I'easonable. For

details of other terms of the Shandong Lukang Agreement. please refer to the "Letter from

the Board" in the Circular

(if) The China SIIandong Agi. eemer, I

PUTSuant 10 the China Shall dong Agreement. the Grouj) shall sell cheinical drug I, rodticis and

clieniical products to China Shandono and/or its subsidiaries

The tel'in of the China Shalldoria Agreement is front I January 2022 to 31 December 2024

(both dates inclusive). subject to early termination by GIIhei' paily ,Iving the other pairs, at

least three nionths' prior written notice

We have reviewed the China Shandong Agi'eemeni and noted that the 11'an sactions

contemplated thereunder shall be conducted on noimal commercial tel'ms and o11 tel'ms no

less favourable to the Company than those available to other independent third parties. We

also noted that the China Shalldong ADreement does 1101 resti'ICt the Group froni conductino

similar transactions willI any other independent third parties. As such. we are of the view

that tile terms of the China Shandono ADreemeiii are fair and I'easonable. For details of other

terms of the China Shandong Agreenieni, please refer 10 the "Leiter fi'om the Board" in the

Circulai
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(in) The Hualu Hengsheng Agreemeni

PUTSuani 10 the Hualu Hengsheng Agreement. the Group shall purchase chemical raw

InateTials froni Hual u Hengslieng and/o1' its subsidiaries

Tlie tel'ln of the Hualu Hengsheng Agreement is froin I January 2022 to 31 Deceiiiber 2024

(boili dates inclusive), subject 10 early terniinaiion by either party giving the other party at

least three 1110nths' prior written notice

We have reviewed the Hualii Hengsheng Agreement and noted that the 11'an sactions

contemplated thereunder shall be conducted o11 normal commercial terms and o11 terms no

less favourable 10 the Company than those available froni other independent third panies. We

also noted that the Hualu Hengsheng Agreement does not I'estrict the Group froni conducting

sillTilar 11'an saciions willI any other independent 111ird parties. As such, \\, e are of the view that

the terms of the Hualu Hengslieng Agreement are fair and reasonable. Foi' details of other

terms of the Hualti Hengslieng Agreement, please refer 10 the "Letter from the Board" in the

Circulai

4. PRICING POLICY

PUTSuani to the CCT Agreeineiits, the price \\, ill be determined Ihrouoh ariiT's Ienoth negotiations

with reference to (i) the respective Pricing Policy; and (11) the prevailing market price chaiged by

independent third pailles for coinparable products and/o1' services. in ally event, the pi'ice SIIall not

be less favoui'able to tile Company than those entered into by the Company willI independent third

parties

The Pricino Policy for the transactions contemplated 11nder each of the CCT ADreements is

summarised in the table below

Relei, an I Iransaciioris in relaiion to

PMrcl, ase of products

. pui'chase of phalliiaceuiical prepai'allon The prices and terms in respect of any puichase

producis and APIS by the Company froni of products by the Group shall be negotiated on

Shandong Lukaiig under the Shandong Lukang all arm's length basis willI relevant counterparties

Iaking into account the prevailing niarkei price ofAgi'eemeni

Ihe same or subsianiially similar products announced

by at least two independent third parties in the

same pel'10d \\. 111cli offei' tile sailie o1' substantially,

SImilai' products in the same or nearby ai'eas Ihi'ough

inquiries \, Ia \\, ebsiles

. pui'chase of chemical raw materials by the

Company froiii Hualu Hen, she rig undei' the

Hualu Hengsheiig Agi'eemeni

Pricing policy
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Rdeianl Iransacii'ons in relation to

sale of products

. sale of phariiiaceuiical intermediai'ies. APIS The PI'ices and terms for any sale of products.

and by the Company 10 Shandong Lukang chemical matei'Ials and/or provision of utility from

undei' the Shandong Lukang Agi'eeme111 the Group \\'ill be negoiiated on arms leiigth basis

willI ^elevani countei'parties taking 11/10 accouni and/

or \\, 1111 ^efei'eiice 10 the following

sale of chemical drug products alld chemical Ii)

products by the Company 10 China Shall dong

CIOup under the China Shandong Agreemeni

.

Pricing po/^^j'

the aciual costs Incui'red plus a reasonable

profit niargin twilli ^efei'ence 10 tile genei'al

range of pioni ill the industry)

The Company will leter 10 Ihe histoi'ICal

avei'age price for the relevant products and

profit niargiiis of coinpai'able products and

services disclosed by at least two o1her PRC

listed companies 10 determine whethei the

profit niai'gill charged is ill line with the

industry

In this re. aid. some PRC listed companies

publish profit Inarglns of their principal goods

alld services on the Shall, hai Stock Excliaii, e,

the Shenzhen Stock EXchange or domes 11c

bond niai'keis 11ncludin" but 1101 limited to

Ihe inter-bank market of the PRC opeiaied

by the National Association of Financial

Market institutional invest o1's). ironi which

the Conipaiiy is able 10 draw references. As

information are calegorised by the Industry

and the region in the PRC. the Coinpaiiy

will select and refer 10 profit mai'gins of

coinpaiable products and sei vices in the same

o1' nearby areas or in the PRC ito the extent

available) 10 determine \\, he theI the profit

mai'gin charged is in line \\. 1111 Ihe Industi'y



Relevanllransactionsin relation to

sale of products

kalevani Irans"clions in relation to

pro IISion of engineering design serifces

.

Pricing pollc, I,

provision of engineering design services by The delei'nilnaiioii of the service fees chai'geable

the Company 10 Shandong Lukang under tile by the Group on relevant counterparties will

be negotiated o11 arm's Iengili basis \\, 1111 theShandong Lukang Agreement

countei'parties taking into account and/or with

leierence 10 the following

(1) the urgenc}^ of the requested sei'vices 10 be

PIOvided:

(11) the estimated nian-hours and/o1' nian-days of

the human resources required to provide the

I'elevant sei'vices:

(11) the demand and supply in the Inarket for

the relevant products and tile 11rgency of the

orders fi'o111 couiiieipariies allhe Televaiiiiime

will be considered 111 determining the flnal

liarsaciion price

Pri'cii, g pol^^. v

We understand that the Group 11as established internal control procedure 10 nioniior the

implementation of pricing mechanisni of the transactions contemplated 11nder the CCT Agreements

including. amongst others, co making refei'eiice to I'elevani market inforniation; and (ii) coinparing

quotaiioii front independent third parties

(iii) the Inaieriality and complexity of the proposed

services 10 be PIOvided; alld

(iv) the fees cliarged to I' historical transactions of

similar nature
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1111his respect. \\, e liftve obtained (i) tile full invoice list for 11'an saciions uiider tile Hualu Hengsheng

Agi'eemeni for the two years ended 31 Decembei' 2020 alld the nine 1110nihs ended 30 Septenibei'

2021: (ii) the ftill invoice list for transactions uiidei' tile Shandong Lukan, Agi'eemeni fol' the nine

In on ills ended 30 September 2021 ; and (111) the full invoice list for transactions under the China

Shandong Agreement for the nine months ended 30 September 2021. Based on the full invoice

lists, \\, e I'andomly selected 5 sample walkthrouglis for each of the yeai' ended 31 DecenibeT 2019

2020 and the nine 1110nths ended 30 September 2021 (where applicable) for each CCT Agi'eement's

transaction type, namely

. purchase of I}hai'maceuiical pi'eparaiion products alld APIS by the Company froin Shandong

Lukang under the Shandong Lukang Agreement;

. pui'chase of chemical raw materials by the Company froni Hualti Hengsheno under the Hualu

Hellgsheng Agi'eemeni;

. sale of pharmaceutical interniediaries, APIS and by 111e Company to Shandong Lukang 11nder

the Shandong Lukang Agreement;

. sale of chemical drug products and chemical products by the Company to China Shandong

Gi'oup undei' the China Shandono Agi'eemeni; and

. PI'ovision of engineering design services by the Company 10 Shall dong Lukang undei' the

Shandong Lukano Agreeinent

Each set of sample walkihrough includes (1) the transaction invoice (including the 11nii prices of

products and/or services) between the Group and its connected persons (i. e. Shandong Lukang,

Cliina Shandong. Hualu Hengsheng and their respective subsidiaries); and (11) Ihe coi'responding

comparison quotations of unit prices of products/services provided by Independent third parties or

obtained through online trading Iilaifornis. in \, Iew of the large transaction volume and 111e relatively

small transaction value for eacli invoice. and given the samples \\, ere randomly selected froni the

full invoice list. \\. e believe the approach is practical and the selected walk-Ihrouuli documents are

sufficient for 1111s purpose

Based on review of the 35 randomly selected samples. it is noted that the price for' the transactions

entered into between 111e Group and the connected persons (i. e. Shandong Lukang. China Shandong.

Hualti Hengsheng and theii' respective subsidiaries) for eacli category of the products and/o1

services are 110 less IavouTable than those in the Inarket
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in light of the above and considei'ing the monitoring 111easures undei'taken as set out 11nder the

section lieaded "61/11eriial control ineasures" in this letter below. we ai'e of tile \, Iew that the

Group's Intel'nal control 111easures 10 ensure fair pricing of the transactions conteiiiplaied under the

CCT ADreements have been adhered to. As such, \\, e are of the \, Iew that there exist internal control

mechaiiisms to ploteci the interests of the Company and the Shaleholdei's as a whole ill I'espect of

the colllinuing connecied transactions contemplated undei' the CCT Agreements

5. PROPOSED ANNUAL CAPS

(i) Tile Shandong Lukang Agreement

2021 appi'oI, ed annual cap and fusion'cal Ironsacii'on anjouni

The table below sets out the 2021 approved annual cap and the Illsiorical trailsactio!I amount

for the nine nionths ended 30 September 2021

Purchase of pharmaceutical preparation products and Apis by the

Group from Shandong Lukang and/or its subsidiaries:

ADPi'oved annual cap

Historical transaction amount (A10!e I)

Utilisation percentage (Noie 2)

Sale of pharmaceutical intermediaries, APIS and provisions of

engineering design services by the Group to Shandong Lukang

and/or its subsidiaries:

Approved annual cap

Historical transaction amount (A10!e 3)

Utilisation percentage (Noie 4)

Nores

For the year ending

31 December 2021

RMB '000

Such amount represents the transaciioii am Duni for the PUTcliase of pharmaceutical preparation
producis and APIS by the CIOup fi'o111 Shandong Lukano alld/o1' its subsidiaries for 111e nine
nionihs ended 30 September 2021

, The 111ilisaiioil raie was calculated by dividing Ihe 11ansaciion anjouiii for the purchase of
PITai'maceuiical pieparaiion products and APIS by tile Group from Shandong Lukang alld/or its
SLibsidiaries for the nine months ended 30 September 2021 auainsi the total annual cap for the
year endinu 31 December 2021

14,000

4,624

33.0%

14.000

2899

20.7 %



3 Sucli amount represents 111e trailsaciion amount for the s ale of ph armaceuiical interniediai'Ies.

Apis and provisions of engineer111g design services by the Group to Shandong Lukang and/or lis
$11bsidiai'ies forthe nine In onIhs ended 30 September 2021

4 The utilisaiion rate was calculated by dividing the transaciion amount for Ihe sale of
piiarinaceuiical in lei'medial'ies. APIS and provisions of en o1neeriiio design services by the Cronp
10 SIIandonu Lukanu and/or its subsidiaries foi' the 11ine monihs ended 30 September 2021
againsi the Iotal annual cap for tile year ending 31 December 2021

As shown in the table above. for tile nine 1110nihs ended 30 September 2021. the Group

utilised approximately 33.0% of the approved annual cap for the purchase of phai'maceuiical

preparaiion products and APIS froiii Shandong Lukang and/or its subsidiaries for the year

ending 31 December 2021. ACcol'ding to the Management, The relatively low titi!is allon rate

was niainly due to the shortage in supply of 111e chemical raw niaterials. whicli affected the

production capacity of Shandong Lukang. Due 10 such production capacity limitation of

Shandong Lukang, the Gi'oup had to source pharinaceuiical preparation products and APIS

from other suppliers

For illustration purpose. the annual Ised 11'an sactioii alliount foi the purchase of phal'maceutical

prepai'alloii products and APIS by the CTouj> froni Shandong Lukang and/or its subsidiaries

for the year ending 31 December 2021 is approximately RMB6.2 million. whiclI ^epresents a

utilisation late of approximately 44.3%

In addition to the above. for the nine 1110nihs ended 30 September 2021. the Group

utilised approximately 20.7% of the approved annual cap for the sale of phariitaceutical

interInediaries. APIS and provisions of engineering desiun sei'vices to Shandono Lukanu

and/or its subsidiaries for the year endinu 31 Decembel' 2021. We 11ndei'stand froni the

Management that the low 111ilisaiioii I'ale was pi'Imarily due 10 the Implementation of a new

procui'Gineni policy for Prendnisone Acetate by Shandong Lukang during the year due to

the relocation of its relevant production plant and facilities requiring the use of Prendiiisone

Acetate. and 111e Group had 10 be re-evaluated as a supplier under the new policy. Tills in

turn delayed the supply of Prendnisone Acetate ironi the Group to Snaildong Lukaiio and 11ad

a negative illipaci o11 the Group's sales to Shandong Lukang for the nine nionths ended 30

Septeniber 2021

For illustration purpose, the annualised transaction amount foi the sale of phariiiaceutical

intel'InediaTies. APIS and provisions of engineering desioii services by the Group to Shandonu

Lukanu and/or its subsidiaries for the year eiiding 31 December 2021 is approximately

RMB3.9 million. which represents a utilisation rate of approximately 27.9%

-14-



Proposed Annual Caps

Purchase of phainiaceutical preparation

PIOducis and Apis by the Group fi'Qin

SIIandon, Lukaiig and/or its subsidiai'Ies

Sale of phalliiaceutical interlinediaries.

Apis and 11rovisions of engineering

design services by the Group 10

Shall dollg LukalIg and/o1' lis subsidiaries

Proposed annual cap for

Year ending Year endingYear ending

31 December 202231 December 2023 31 December 2024

R, VB '000RMB '000RrVB '000

Total

With reference to 111e Letter froni the Board, we noted that the proposed annual cap for' the

three years endin0 31 December 2024 under Ihe Shandono Lukang ADreement has been

determined with refei'ence to

(i)

12,500

the historical amounts for tile 11'an sariions between the Gi'oup and Shandong Lukanu

and/or lis subsidiaries as disclosed above;

(11) the expected deniand for products 10 be purchased by the Group from Shandong

Lukang and/o1' lis subsidiaries

6,000

13,500

18,500

(a) based on expected demand lioni customers of the Group for these PIOducis as

well as end-products which require the use of 111ese products in their product:

and

9000

13,500

(b)

22,500

given the expected resioration of supply of raw chemical products necessary

for the PIOductioii of phai'maceutlcal preparation products and APIS demanded

by the Group. 111e shortage of whicli 11ainpei'ed the productioii and supply of

relevant products by Shandong Lukang and/or its subsidiaries to the Group in

the year ended 3I December 2021 (during willch period the Group 11ave 11ad to

source the relevant products from independent Ihii'd parties);

9,000

22,500



(11i) expected demand of products and services 10 be supplied by the Group to Shall dono

Lukanu and/or its subsidiaries based on discussions willI Shandonn Lukaiio. with

consideration given 10 tile expected Increase in sales of a certain product 10 Shandong

Lukang and/or lis subsidiaries following the expected completion of supplier

evaluation of the Group ill Ihe year endin0 31 December 2023 as part of its new

procurement policy adopied and liecessiiated by the leiocaiion of Televaiii pi'oduciion

plants and equipiiieni in 111e year ended 31 December 2021 ;

(Iv) the prevailing nlarket price as well as the niarket 11nce trend for the relevant products

and sei'vices to be purchased and/or sold (ill nanicular. the increase in price of supply

of a certain product to Shandoiig Lukanu and/or its subsidiai'Ies as an Teed 11ndeT the

Shandong Lukang Agi'eelnent): and

(v) the anticipated business voluiiTe and PIOduciioii capacity of the Group

We 11ad obtained and reviewed the Group's internal budoei in Telaiioii to the transactions with

Shalldong Lukang and/or its subsidiai'Ies foi' tile three years endinu 31 December 2024. We

noted that the transaction \, o1uine was delei'1111ned in accordance witli the agreed transaction

voluiiie estimate between the Group and Shandong Lukaiig, as set out in the Shandong Lukang

An Teemeni which we I'eviewed. We also noted that the 11nii prices stated in the internal budget

for tile products/services are in line willI the historical prices of similar products/services



in I'elation to the pui'chase of pharmaceutical pieparation PIOducts and Apis. we noted the

historical utilisation was limited by the 11/11ited production capacity of Shandonu Lukanu as

a result of a shortage in supply of chemical raw niatei'iais necessary for its production. We

had reviewed correspondences between the Gi'ouji and Shandono Lukang in whicli Shandong

Lukang 11as confirmed that its production capaciiy shall I'esume 10 normal for the year endino

31 Decembei' 2022. and hence the Gi'oup expects the purchase of pharmaceutical pieparation

I)10ducis and APIS will Increase accordinoly

In leiallon to the sale of pharmaceutical intermedial'Ies and APIS. we 11nderstand fi'o11T the

Management that the re-evaluaiioii of the Group 11ndei' the new procui'ement policy of

Shalldong Lukang for Prendnisone Acetate is expected to coinpleied by 2023. As such,

the agreed transaction \, o1umes betweeii the Group and Shandong Lukaiio for the two

years ending 31 December 2024 have taken into account the expected increase in sales

of Piendnisone Acetate. Furihei'In ore. the a oreed 11'an saciioii amount between the Group

and Shandono Lukanu 11as also taken into consideration the expected increase in price of

Tetrameihyl Guanidine of approximately 1.5 limes. which has been aureed between the

Gi'oup and Shandong Lukang 111 the Shandong Lukang Agreement \\, hicli we I'eviewed

Furthermole, we noted that the proposed annual caps nave been adjusted downwards as

compared to the approved annual cap for tile year ending 31 December 2021. reflecting the

Management's consideration of the actual utilisation of the relevant cap to-date

Taking into account the Group's expanding operations and growing revenue as elaborated

under the section lieaded "1.6 Financial performance of the Group" in tills letter. the

Management believes. and we colicui'. that the proposed annual caps offer flexibility to the

Group to source phariiiaceutical preparation products and APIS from different suppliers. and

expand its sales channel regarding the sale of phariiiaceuiical intermediaries and APIS. This

is also ill line willI the Group's intention 10 level'age o11 its leading 1'01e 111 Inarkei and expand

its market share as elaborated undei the sectioii headed "1.7 Prospects of the Group" in this
leitei

In 110ht of the above. we believe the ploposed annual caps for the three years ending 31

December 2024 under the Shandono Lukano Agreement \\, ere estimated based on reasonable

ground. and are tlierefore fair and reasonable so far as the Company and 111e Independent

Shareholdel's are concei'ned



(17) Tl, e Cl, ina Shandong Agreemeni

2021 appioi'ed alliitia/ cap and his1017'cal Iransac!10n am Dun!

TITe table below sets out the 2021 approved annual cap and the illstoiicalii'an sactioil amount

foi' the nine months ended 30 September 2021

Sale of chemical drug products and chemical products

by the Company to China Shandong Group and/or

its subsidiaries:

Approved annual cap

Historical 11'an saciion amount (Nore I)

Utilisation percentage (Nore 2)

Nore. \

Such amount represents 111e transaction amount 1'01 the sale of chemical drug producis and
cliemicalPIOducts by the Company 10 China Shandong CIOup and/or its subsidiaries for Ihe111ne
monilis ended 30 September 2021

2 The utilisation Tale was calculated by dividinu the transaction amouni for the sale of chemical

drug producis and chemical products by the Company to Cliina Shandong Group and/or lis
subsidiaries 101' the 111ne months ended 30 September 2021 against ilie total annual cap for the
year endin0 31 December 2021

For the year ending

31 December 2021

usD 'o00

As shown in the table above. for the nine nionths ended 30 September 2021. the Group

utilised approximately 27.4% of the appi'oved annual cap for the sale of chemical drLio

products and chemical products 10 China Shandono Group and/or its subsidiaries for the

year endinu 31 Deceniber 2021. The relatively low 1111/1satioiiraie was Inainly allributable to

the CoVID-19 pandemic. I'esultino ill an increase in the ocean freight PI'ice. As a result. the

increasing costs 11ad transfei'red partly into the price of the products, and negatively affected

the demaiid and sales of chemical drug products and cheinical products 10 China Shandoiiu

Group and/or its subsidiaries

For illustration I, ui'pose. the annualised transaction amount for the sale of chemical drug

products and chemical products to China Shall doria Gi'oup and/or its subsidiaries for the year

ending 31 December 2021 is approxiinaiely Us DSS niillion. which represents a utilisation

rate of approximately 36.7%

15,000

4104

27.4%



Ploposed Annual Caps

Sale of chemical drug products alld

chemical products by the Company

10 China Shandong Group and/o1

subsidiaries

WillI reference to the Letter fronT the Board. we noted that the proposed annual cap foi'

the three years ending 31 Deceiiiber 2024 undel' the China Shandono ADreemeni has been

determined with reference to (1) the historical amounts for the transactions between the

Group alld China Shandong Group and/or its subsidiaries: (ii) the expected demand for the

chemical drug products and chemical products 10 be sold by the Group 10 China Shandong

Group and/or its subsidiaries based on discussions wiih China Shandong CIOup; (iii)

the prevailing mai'ket price as well as niarket price trend for chemical drug products and

chemical pi'oducis 10 be sold under the agreement: and (Iv) the anticipated business \, o1ume

and I, roductioii capacity of the Company

Ploposed annual cap for

Year ending Year endingYear ending

31 December 2022 31 December 2023 31 December 2024

usDo 00usD 'o00LSD '000

We 11ad obtained and reviewed the Groups internal budget in I'elation to the 11'an saciions

with China Shandoiiu Group and/or its subsidiaries for the Ihi'ee years ending 31 Decembei

2024. We 1101ed that the transaction volume was determined 111 accordance \\, 1111 the an reed

ti'allsaciioii \, o1ume estiiiiate between the Group and the China Shall dong Group. as set out in

the Cliina Shall dono Agreement which we reviewed. We also noted that the unit prices slated

in the Internal budget for' the products/services are in line with 111e historical prices of similar

products/services

8000 I0,000

Fullliermoi'e, we noted Ihai the proposed allnual caps 11ave been adjusted downwards as

compared to the approved annual cap for' the year endiiig 31 December 2021, reflecting the

Management's consideration of the actual 1111/1satioii of the I'elevant cap 10-date

I 1,000



Taking into accouni the G!'oup's expanding operations and growing revenue as elaborated

undei' the section lieaded "1.6 Financial perfoimaiice of the Group" in this letter. the

Management believes. and we concui'. that the proposed annual caps offel' flexibility to the

Group to expand its sales channel legal'ding the sale of chemical druo PIOducts and chemical

products. This is also ill line willI the Groups intention to Ie\, eraoe on its leadino role ill

market and expand its Inai'kei shale as elithoi'ated 1111der the section headed "17 PIOspecis of

the Group" ill this letter

in light of the above, we believe the proposed annual caps for the three years ending 31

Deceinber 2024 under the Cliina Shandoiio Agreement were estimated based o11 reasonable

gi'ound. and are therefore fair and reasonable so far as the Company and the Independent

Shareholders are concerned

(in) The Hual" Hengsl, errg Agreement

Approved annual caps and lustorical flailsacii'o17 am o111/1

The table below sets out the approved annual caps and the 11isiorical transaction amounts for

the two years ended 2020 and thenine months ended 30 September 2021

Purchase of chemical raw materials by

the Group from Hualu Hengsheng

and/or its subsidiaries:

Appi'oved annual caps

Histoi'ICal transaction amount

Utilisation pel'centage

Historical amounts

Year ended Year endingYear ended

31 December 2019 31 December 2020 31 December 2021

RMB '000RAIB '000 RA/B '000

A'D!eS

Such amount represenis the Iransaciioii amount 101' the purchase of cheinical raw Inaierials
by the Group from Hualu Henusheng and/o1' lis subsidiaries for the nine In on Ihs ended 30
Sepiember 2021

2 The ulilisaiion rate was calculated by dividiiig the 11ansactioil amount for the purchase of
chemical raw materials by tile Group fi'o1n HualLi Henosheng and/or its subsidiaries for Ihe nine
months ended 30 September 2021 against Ihe total allnual cap forthe year ending 31 December
202 I

31 0,000

139,108

44.9%

330,000

127.345

38.6%

340,000

140,489 INoie n

41.3% (Noie 2)
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As shown ill the table above. the Group utilised approximately 44.9% and 38.6% of the

approved annual caps for the two years ended 31 Deceniber 2020, respectively. Foi' the nine

moiltlis ended 30 September 2021. the Group 1111/1sed approximately 41.3% of the approved

annual cap for the ), ear endin0 31 December 2021

We understand from the Mariauemeni. various I'epaiiment and improvement on the

Company's production facilities dui'ing 111e year ended 3I December 2019 had slowed down

111e I, 10duciion. As such. the demand foi' chemical raw Inatei'iais had deci'eased. which in turn

affected the purchase amount of cliemical raw ITiatei'Ials by the Group from Hualu Henosheno
and/or lis subsidiaries

The purchase ainount further decreased dunno the year ended 31 December 2020 as a result

of the ongoing CoVID-19 pandemic. \\, hiclicreaied SIgiiificant delays in global logistics and

uncertainties in the nTarket. As a I'esuli. tile demand froiii downstieain customeis decreased

and the Group 11ad 10 decrease the production. whicli in lulli affected 111e purchase amount of

chemical raw Inatenals by the Group froni Hualu Henoshenu and/or its subsidiaries

Botli the transaction amount and the utilisation rate 11ad increased slightly for 111e year endino

31 December 2021. We understand from the Manageiiient that such increase \\, as Inainly

allribuiable 10 the slight recovery of global logistics and Inarket sentiment during the nine

months ended 30 September 2021

For illustration purpose, the annualised transaction amount for' the purchase of chemical law

11Talerials by Ihe Gi'oup from Hualu Hengsheng and/or its subsidiaries for the year ending 31

December 2021 is approximately RMB187.3 million. which represents a utilisaiioii rate of

approximately 55.1%

Proposed Annual Caps

Purchase of chemical raw materials by

the Group froni Hualu Hengsheng

and/or its subsidiaries

Proposed annual cap for

Year ending Year endingYear ending

31 December 2022 31 December 2023 31 December 2024

RMB '000RAIB '000RA/B '000

257,000

-21-
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WillI reference to the Letter from the Boai'd. we noted that the proposed annual cap for each

year under the Hualu Hengsheng Agreeiiient 11as been determined willI I'efereiice to co the

historical amounts for' the transactions between 111e Group and Hualu Hengshenn and/or its

subsidiaries as disclosed abo\'e; (ii) Ihe expected demand for' the cheiiiical raw niateTials to

be purchased by Ihe Group front Hualu Hengsheng and/or its subsidiai'Ies based o11 expected

demand from customers of the Group for end-products which require the use of relevant

chemical raw Inaierials: (ill) the prevailing Inai'kei PI'ice as well as market price trend

for chemical raw malei'iais 10 be purchased under the agreement: and (Iv) the anticipated

busiiiess volume and production capacity of the Company

We had obtained and reviewed the Groups Intel'11al buduet in relation to the Iransaciions

willI Hualu Hengsheng and/or its subsidiaries for the three yeal's endinu 31 December

2024. We noted that 111e transaction volume was delei'mined ill accoi'dance with the agreed

transaction volunie estimate between the Group and Hualu Henosheiio, as set out in the

Hualu Hengsheng Acreemeni which we reviewed. We also noted 111ai the unit pi'ices stated

in the linerliftl budoei for the products/services are in line \\, ith the historical prices of silliilar

products/services

FurtherIn ore. we noted that the proposed annual caps have been adjusted downwards as

compared to the approved annual cap for the year ending 31 December 2021. reflecting the

Management's consideration of the actual utilisation of the relevant cap to-date

Taking Into account the Group's expanding opei'ajions and growliig I'evenue as elaborated

under the section headed "1.6 Financial pel'formance of the Group" in this letter. the

Management believes. and we concur. Inat the proposed annual caps offer flexibility 10 the

Group to source cheiiiical raw Inaiei'iais froni different suppliers. This is also in line with the

Gi'oup's intention to leverage on its leading role ill Inaiket and expand its niarket share as

elaborated 11ndei' the section headed "1.7 Prospects of the Group" in this letter

in light of the above. \\, e believe the proposed annual caps for the three yeai's ending 3I

December 2024 under the Hualu Hengsheng Agreeiiient wei'e estimated based o11 reasonable

ground, and are therefoi'e fair and reasonable so far as the Conlpany and tile Independent

Shaleholders are concerned



6. INTERNAL CONTROL A1EASURES

ACcoi'ding to the "Letter ironi the Boai'd" in the Circulai'. \\, e understand that the Group 11as adopted

a set of internal control me asuies in connection \\. 1111 the transactions conteniplaied under the CCT

Agreements

The Management will discuss and consider the terms and conditions as well as the I)Ticino

111echanisni of eacli transaction contemplated 1111der the CCT ADreements before enterinn into those

transactions in older to ensure that tiley are on normal commercial terms

In addition, we noted that the finance department of the Company will review the relevant

transactions on a nionthly basis and submit the relevant informal1011. including but 1101 limited 10.

the 11isiorical and actual transaciion amounts. to the Board for review ill order to ensure that (1)

tile Televa!11 transactions ai'e conducted in accordance with 111e ternis of the CCT Agi'eeliienis: (Ii)

the annual caps (as applicable) have 1101 been exceeded; and (111) the pricing 111echanisni has been

effective Iy inIPIemented

Fullherniore, we also noted that tile independent non-executive Directors and the auditors of the

Company will conduct annual review o11 the continuing connected transactions contemplated 11nder

the CCT Agreements to confiriii that the pTicino niechanisms and annual caps reinaiii fail' and

reasonable. and provide confii'matioii of the same annually in the annual report of the Company in

accordance with the Listing Rules

Having reviewed (1) sample nionihly I'epoTts issued by the finance department of the Company

I'egai'ding the actual transaction ainouiits between the Group and the connected persons including

the remaining transaction amounts 11nder the approved annual caps for transactions under eacli of

the CCT Agreements: (ii) in denendent auditors' collfirmation in respect of the transactions between

the GIDup and the connected persons under the Hualu Henosheng ADreement ill the annual report

of the Group for the year ended 31 December 2020; alld (111) confiriiiaiion made by the independent

non-executive Directors' o11 the annual I'eport of the Gi'oup for' the year ended 31 December 2020

regarding 11'an saciions 11nder the Hua111 Hengsheng Agreement: and after taking into account the fact

that the annual caps for the CCT Aoreemeiits had not been exceeded, we are of the \, Iew that such

internal control riteasure for monitoring the transactions contemplated 11nder the CCT Agreements

have been effective Iy inIPIemenied

In \, Iew of the procedui'es and arrangements set out above. we consider that there exists the

appropriate procedures and arrangements to ensure the transactions contemplated 11nder the CCT

ADreemenis will be conducted on tel'ills that ai'e fair and reasonable and ill the interests of the

Company and the Shareholdei's as a \\, hole
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RECOlv-lilylENDATION

Having considered the factors and reasons as staled above. we are of the \, Iew Ihai co the terms of the

colltinuing connected transactions under the CCT Agi'eemenis are on normal coinmercial IernTs and are fail

and reasonable; and (ii) the continuing connected Iransaciioiis undei' the CCT Agreeiiienis are conducted

in the ordinary and Lisual course of business of the Gi'oup and in the interests of the Company and the

Shareholders as a whole. Accordiiigly, we recommend 111e IBC 10 advise the independent Shareholders.

to vote in favour of the resolutions to be I>Toposed at the ECM to appTove the colliinuin. connected

transactions under the CCT Agreements (including the respective proposed annual caps theI'eof) and we

recommend the independent Shaleholders to vote ill favour of the resolutions ill this reoard

Mr. Chang Seali Pej, ('\, Ir. Chang") 15 a Responsible Officer' of Antis Capi'!a/ Li'nil'led litensed 10 calTy

on Type 4 (~advi'SI'rig on securilits). Type 6 (advi'$1'rig on corpoi'ale finance) and Type 9lassei nianageinen!)

legu/aled ac!11,111ts 11ndei' file SFO and panu'!led 10 under'lake woik as a sponsor. He is also a RespoJisi'b/e

Officei' of Anus 111vesUneii!s Li'frilled licensed 10 car7y on Type I ideal^^g 1'11 secuiities) I'egu/aled actit, 1'4v

undei' Ihe SFO. Mr. C/lang 11as o1, er 25 yeaf's of e. \pel'fence 111 banking. corpoi'ale finance adi'ISOiy and

117 vesimen! managemeni. in pal'11cti/ai'. he 11as par'tierpaied in sponsoiship 11'01k foi' Initial pubhc onei7ngs

and acred as financial adviser o1' In dependeni financial advisei' In I, ari'ous corpoiate finance ad\, 1501:v

nunsacUons

Yours faithfully

For and o11 bellall of

Altus Capital Limited

Chang Sean Pey

ExecuU re DJitcioi'
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