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CHARACTERISTICS OF THE GEM OF THE STOCK EXCHANGE OF HONG KONG LIMITED (THE “STOCK
EXCHANGE”)

GEM has been positioned as a market designed to accommodate small and mid-sized companies to which a higher
investment risk may be attached than other companies listed on the main board of the Stock Exchange. Prospective
investors should be aware of the potential risks of investing in such companies and should make the decision to
invest only after due and careful consideration.

Given that the companies listed on the GEM are generally small and mid-sized companies, there is a risk that
securities traded on the GEM may be more susceptible to high market volatility than securities traded on the Main
Board of the Stock Exchange and no assurance is given that there will be a liquid market in the securities traded on
the GEM.

Hong Kong Exchanges and Clearing Limited and the Stock Exchange take no responsibility for the contents of this report,
make no representation as to its accuracy or completeness and expressly disclaim any liability whatsoever for any loss
howsoever arising from or in reliance upon the whole or any part of the contents of this report.

This annual report, for which the directors of Jilin Province Huinan Changlong Bio-pharmacy Company Limited and its
subsidiaries (the “Group” and the “Directors”, respectively) collectively and individually accept full responsibility, includes
particulars given in compliance with the Rules Governing the Listing of Securities on the GEM of the Stock Exchange for
the purpose of giving information with regard to the Company. The Directors, having made all reasonable enquiries, confirm
that to the best of their knowledge and belief, the information contained in this annual report is accurate and complete in all
material respects and not misleading or deceptive, and there are no other matters the omission of which would make any
statement herein or this annual report misleading.
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CHAIRMAN’S STATEMENT
ERBE

As the Chairman and on behalf of the Board of Directors (the “Board”),
| am pleased to present the audited consolidated result of Jilin Province
Huinan Changlong Bio-pharmacy Company Limited (the “Company”) and
its subsidiaries (collectively referred to as the “Group”) for the year ended
31 December 2020.

During the year under review, the total revenue of the Group for the
year ended 31 December 2020 was approximately RMB622,250,000,
representing a decrease of 3.7% as compared with RMB645,885,000
for the previous year. Profit for the year attributable to owners of the
Company decreased to RMB126,558,000 from RMB144,726,000 last
year. For the year ended 31 December 2020, basic earnings per share
decreased to RMB22.59 cents from RMB25.83 cents last year.

The year 2020 was a very challenging year for the Company. The sudden
COVID-19 outbreak has dealt a heavy blow on the global economy. We
resumed work and production on the premise of ensuring safety as soon
as possible after the epidemic to minimise the impact on our production
and sales.

In recent years, due to the tightening environmental and resources
constraints and the increasing national standards for pharmaceutical
quality and environmental protection, production costs have been rising.
The implementation of the pharmaceutical price control policy has led to
a continuous decline in the overall price level of pharmaceutical products,
and pharmaceutical companies are facing considerable pressure on their
operations. However, we still overcame the impact of many factors and
successfully completed the various project targets set at the beginning
of the year. This year’s achievements were the results of joint effort of
our staff at all levels. As such, the Board would like to share its view on
the Company’s competitive edges with shareholders since these edges
would allow the Company to achieve further success in the coming
years.
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CHAIRMAN’S STATEMENT
ERBE
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Firstly, with emphasis on sales as always, we persisted in expanding the
market through diverse channels and have established a professional
marketing team that primarily consists of clinical academic members,
supplemented by OTC members, which enabled the steady growth of
sales. While firmly focusing on the sales target of the Hai Kun Shen Xi
capsule (BEE ZRBH), our dominant product, we strived to ensure no
loss of existing market, continued to strengthen academic promotion,
strived to explore uncharted markets, proactively organized and
participated in academic conferences in relation to nephrology at state
level and gained market share. Meanwhile, we continued to increase the
sales of Compound Huonaoshu capsule (# 77 /&l4&F B %), our branded
product, and made further efforts in the production and marketing of
injecting drugs, including Edaravone injection (i % £ 2= 5 §F /& ), and
blood serum tablet (MA%/E Fr), which propelled our sales to a new level.

Secondly, we emphasized the research and development of new drugs.
We cooperated with a number of pharmaceutical universities, research
institutes and a number of experts in the field of drug research and
development and scholars and increased investment in developing
technologically advanced new drugs, with independent intellectual
property rights.

Thirdly, we have strictly followed the management regulations of the new
version of Good Manufacturing Practice, strengthened management of
production sites, established a rigorous quality control system, applied
quality concepts to production management, and enhanced our efforts
in quality control throughout the production process. In connection
with Company’s strategic development plan, we strictly implemented
production management, enhanced quality, reduced costs, increased
efficiency, so as to guarantee the supply of goods against rapid growth in
sales.

Fourthly, focusing on the government’s strategic plan on the development
of healthcare industry and leveraging on the unique geographical
resources, our subsidiaries has carried out healthcare industrial projects
to facilitate sustainable, rapid and healthy development of the Company.

Fifthly, the Company will continue to explore and adjust its business
strategy, innovate development model, with the aim of pursuing the
path of sustainable development. We give full play to our technological
advantages, increase investment in technology, and intensify product
research and development, so as to capture the market with our leading
technology and high-end products.

Jilin Province Huinan Changlong Bio-pharmacy Company Limited
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CHAIRMAN’S STATEMENT
ERBE

The Group acknowledges the importance of environmental, social and
corporate governance as key elements in enhancing shareholders’
value. Thus, it is dedicated to improving its policies in compliance
with the respective regulatory requirements and in accordance with
internationally recommended practices. To achieve this aim, the Group
has continuously reviewed its resources, strengthened internal training
and sought professional advice from experts so as to safeguard interests
of the Group and the Company’s shareholders as a whole.

Looking ahead, we will continue to adhere to our business philosophy,
that is, “focusing on technological innovation and serving the public
and endeavoring in the pursuit of health for people around the world”.
With pharmaceutical quality as the focus, market sales as the direction,
scientific and technological innovation as the basis, and academic
promotion as the strategy, we will strive to become globalized and
contribute to the healthiness of the people around the world as the
endeavor and pursuit of “Changlong people”. Our ultimate goal is to
achieve rapid growth for “New Changlong” and grow into a centennial
enterprise.

On behalf of the Board, | would like to express my heartfelt thanks to all
levels of staff and the management for their efforts and contributions in
2020 and my deep gratitude to our clients, business partners and owners
for their utmost support.

By order of the Board
Zhang Hong
Chairman

Jilin Province, PRC
31 March 2021
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MANAGEMENT DISCUSSION AND ANALYSIS

EEENRR DN

BUSINESS REVIEW

The year 2020 was a very challenging year for the Company. The sudden
COVID-19 outbreak has dealt a heavy blow on the global economy. We
resumed work and production on the premise of ensuring safety as soon
as possible after the epidemic to minimise the impact on our production
and sales.

In recent years, due to the tightening environmental and resources
constraints and the increasing national standards for pharmaceutical
quality and environmental protection, production costs have been rising.
The implementation of the pharmaceutical price control policy has led to
a continuous decline in the overall price level of pharmaceutical products,
and pharmaceutical companies are facing considerable pressure on their
operations. However, we still overcame the impact of many factors and
successfully completed the various project targets set at the beginning
of the year. This year’s achievements were the results of joint effort of
our staff at all levels. As such, the Board would like to share its view on
the Company’s competitive edges with shareholders since these edges
would allow the Company to achieve further success in the coming
years.

For the year ended 31 December 2020, the Group’s revenue decreased
to RMB622,250,000 from approximately RMB645,885,000 while the
profit for the year attributable to owners of the Company decreased
to RMB126,558,000 from RMB144,726,000. For the year ended 31
December 2020, basic earnings per share decreased to RMB22.59 cents
from RMB25.83 cents last year.

For the year ended 31 December 2020, the manufacturing and sales of
Hai Kun Shen Xi capsule (/& B & = B %) continued to be the Group’s
core source of revenue.

Investments in wealth management products

During the reporting year, the Group subscribed for and held various
short-term investments, from time to time, in the wealth management
products (the “Wealth Management Products”) issued by Industrial
and Commercial Bank of China, Agricultural Bank of China, China
Construction Bank, Bank of China, Postal Saving Bank of China and
Bank of Jilin. The Wealth Management Products were mainly relatively
lower risk of default. The expected annualised rate of return of the
Wealth Management Products subscribed during the year was around
1.58%-3.8% (2019: 2.8%-4.1%), which was relatively higher than the
comparable market bank deposit interest rates.

Jilin Province Huinan Changlong Bio-pharmacy Company Limited
ANNUAL REPORT 2020
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MANAGEMENT DISCUSSION AND ANALYSIS
EEENRR DN

As at 31 December 2020, the Company held Wealth Management
Products totalling approximately RMB60,417,000. Information of the
Wealth Management Products held by the Company as at 31 December
2020 is stated as follows:
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As at 31 December 2020, the unrealised gains on fair value change
by the Group from the wealth management products as set out above

amounted to approximately RMB417,000.
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MANAGEMENT DISCUSSION AND ANALYSIS
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The Issuers are licensed banks in the PRC, which are principally engaged
in the provision of corporate and personal banking and other financial
services in the PRC.

The subscriptions of Wealth Management Products were carried out
by the Group for treasury management purpose in order to maximize
the utilization of its surplus cash received from its business operations,
with a view to achieving balanced yields whilst maintaining high liquidity
and a low level of risks. Taking into account of, among others, the low
level of risks and the expected rates of return, the Group considers that
the subscriptions will provide the Group with better returns than the
returns on deposits generally offered by commercial banks and increase
the Group’s overall earnings in the long run. The Group will monitor
and manage the subscriptions more closely and effectively. As at 31
December 2020, the Group did not experience any losses on the wealth
management products. Further, the subscriptions were funded by the
surplus cash of the Company and are redeemable on demand or highly
liquid, therefore they would not affect the working capital or the operation
of the Group. As such, the Directors are of the view that the subscriptions
are fair and reasonable and in the interests of the Group and the
Shareholders as a whole. The Group will continue to seek opportunities
in utilising its idle cash by investing in appropriate Wealth Management
Products.

During the reporting year, the number of principal guaranteed Wealth
Management Products in the market has been decreasing and the
expected return on Wealth Management Products has been gradually
decreasing, while the annual return rate on long term time deposits is
increasing and making it closer the return between time deposits and
Wealth Management Products. Based on a prudent investment strategy,
the management has changed the direction of investment and used idle
funds to invest in time deposits, making even safer for the Group.

The Group has established a Risk Management Committee to strengthen
the assessment and management of investments in Wealth Management
Products and time deposits, and conducts regular reviews of the Group’s
investment projects to control potential investment risks.

Save as disclosed, there were no other significant investments held
during the period under review.

As at 31 December 2020, the Group’s investments in the Wealth
Management Products were classified as financial assets at fair value
through profit or loss in its consolidated balance sheet, and amounted
to approximately RMB60,417,000 (2019: RMB683,483,000). For
the year ended 31 December 2020, the gain realised by the Group
from the Wealth Management Products amounted to approximately
RMB7,721,000 (2019: RMB11,428,000). As at 31 December 2020,
the Group’s investment in time deposits, classified as financial assets
measured at amortised cost in its consolidated balance sheet amounted
to approximately RMB805,020,000 (2019: RMB Nil).

Jilin Province Huinan Changlong Bio-pharmacy Company Limited
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MANAGEMENT DISCUSSION AND ANALYSIS

EEENRR DN

OPERATION REVIEW
Good Manufacturing Practice (GMP)

During the year ended 31 December 2020, the Company has already
obtained GMP certificates for the following:

1. Bulk Drug (Gardema Extract) — valid until 28 January 2021

2. Membrane (Including Chinese Medicine Pretreatment & Extraction)
—valid until 28 January 2021

3. Powder for Injection (Cephalosporins) — valid until 30 January 2024

4. Lyophilized Powder for Injection — valid until 30 January 2024

5. Small Volume Injection — valid until 30 January 2024

6. APl (Edaravone) — valid until 30 January 2024

7.  Tablets, Capsules, Pills (Water Pills), Granules,Solution (External
Use) (Including Chinese Medicine Pretreatment & Extraction) — valid
until 28 August 2022

As at 29 December 2020, Small Volume Injection, Power for Injection
(Cephalosporins), Lyophilized Powder for Injection, Sterile API passed
GMP compliance inspection.

RESEARCH AND DEVELOPMENT

The Research and Development (R&D) department is essential for the
future success of a pharmaceutical company. In the past, our R&D
department had successfully developed the medicine, Compound
Huonaoshu capsule, which had generated huge profit to the Group and
finally led to the listing of the Company in Hong Kong. In the year of
2003, our R&D department completed the development of Hai Kun Shen
Xi capsule, which has now become the largest contributor of revenue
and its revenue reached our target level.

The Group invested approximately RMB44,796,000 in research and
development projects during the year.
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PRODUCTION FACILITIES

During the year, the Company upgraded the plant and ground of the
No. 1 pre-treatment and extraction workshop and No. 3 solid dosage
pills production workshop, and purchased new equipment to improve
production capacity and meet market demand.

During the year, No. 2 small-volume injection workshop, No. 3
small-volume injection workshop, the oral liquid workshop and No. 2
bulk drug workshop were newly built for the research and development
and production of generic drugs, and 16 varieties are expected to be
developed. The Company’s product mix has continued to expand, its
research and development capabilities and market competitiveness have
also improved.

FINANCIAL REVIEW

For the year ended 31 December 2020, the Group’s recorded revenue
amounted to approximately RMB622,250,000 (2019: RMB645,885,000),
representing a decrease of approximately 3.7% as compared with the
figure of the previous year. The audited profit for the year attributable
to owners of the Company was approximately RMB126,558,000,
representing a decrease of 12.55% as compared with RMB144,726,000
of the previous year. The basic earnings per share amounted to
RMB22.59 cents (2019: RMB25.83 cents), representing a decrease of
RMB3.24 cents over the previous year.

The Board of Directors is pleased with the financial performance in 2020.
It is believed that the maintenance of profitability is attributed to the
following reasons:

Firstly, we placed emphasis on sales and distribution and achieved
breakthrough with the rapid growth of sales of our dominant products,
thereby reaching our sales target.

Secondly, we have followed the management regulations of the new
version of Good Manufacturing Practice, attached great importance to
staff training and strengthened the production management in 2020,
thereby bolstering the growth and development of the Group.

Thirdly, we continued to strengthen academic promotion, enhance our
understanding of clinical performance of various medicines and explore
the unique value of our products while proactively organizing and
participating in academic conferences in relation to nephrology at national
level.

Jilin Province Huinan Changlong Bio-pharmacy Company Limited
ANNUAL REPORT 2020
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Fourthly, we further strengthened our efforts on integrating market
resources, encouraged reasonable mobility of personnel, unified the
price of products supplied and regulated sales practices. Focusing on
enhancing clinical sales, efforts were made in various areas, such as
soliciting business from the medicine departments of hospitals, in order
to identify new profit drivers.

Fifthly, we continued to strengthen the buildup of our sales teams, fill
up market gaps, and link staff recruitment and filling up market gaps
together with leadership responsibility system, increase the efforts in
developing new products and lay a solid foundation for better corporate
development.

The gross profit margin for the year ended 31 December 2020 was
approximately 85.3%, representing a 1.9% increase as compared with
that of 83.4% for the year ended 31 December 2019.

For the year ended 31 December 2020, the Group recorded other
income and gains of approximately RMB48,370,000, contrasting to a
figure of RMB37,970,000 for the year ended 31 December 2019.

Distribution and selling costs decreased to approximately
RMB258,808,000 for the year ended 31 December 2020 from
approximately RMB336,217,000 in last year. These expenses accounted
for 41.59% of revenue in 2020, which represented a 10.47% decrease
from 52.06% as compared with the corresponding period of last year.

For the year ended 31 December 2020, administrative expenses
increased to approximately RMB169,546,000 from approximately
RMB64,691,000 last year.

LIQUIDITY AND FINANCIAL RESOURCES

The Group has maintained a sound financial position during this year. As
at 31 December 2020, cash and bank balances of the Group amounted
to RMB26,017,000 (2019: RMB137,389,000) with total borrowings of
RMB400,000 (2019: RMB2,350,000) which were interest bearing at
commercial rates and unsecured. As at 31 December 2020, the Group
had total assets of RMB1,804,503,000 (2019: RMB1,671,477,000)
which were financed by current liabilities of RMB415,435,000
(2019: RMB387,872,000), long term borrowings of RMB Nil (2019:
RMB490,000), deferred tax liabilities of RMB393,000 (2019: RMB Nil) and
shareholders’ equity of RMB1,345,482,000 (2019: RMB1,238,533,000).
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GEARING RATIO

As at 31 December 2020, the Group had a net cash and cash
equivalents of RMB26,017,000. As at 31 December 2020, the ratio
of the total liabilities to the total assets of the Group was 25% (2019:
26%) which was calculated by dividing the Group’s total liabilities of
RMB459,021,000 (2019: RMB432,944,000) by the Group’s total equity
and liabilities of RMB1,804,503,000 (2019: RMB1,671,477,000). The
Group’s gearing ratio which derived from the total borrowings to total net
assets was 0.02% (2019: 0.2%).

EMPLOYEES

The Group has a total of 951 employees and has employed some
temporary sales persons.

Remuneration is determined by reference to market conditions and
the performance, qualifications and experience of individual employee.
Discretionary bonuses based on individual performance will be paid to
employees as recognition of and reward for their contribution. Other
benefits include contributions to retirement scheme and medical scheme.

ENVIRONMENTAL, SOCIAL AND CORPORATE
RESPONSIBILITY

As a responsible corporation, the Group is committed to maintaining
the highest environmental and social standards to ensure sustainable
development of its business. The Group has complied with all relevant
laws and regulations in relation to its business including health and safety,
workplace conditions, employment and the environment. The Group
understands a better future depends on everyone’s participation and
contribution. It has encouraged employees, customers, suppliers and
other stakeholders to participate in environmental and social activities
which benefit the community as a whole.

The Group maintains strong relationships with its employees, has
enhanced cooperation with its suppliers and has provided high quality
products and services to its customers so as to ensure sustainable
development.

Jilin Province Huinan Changlong Bio-pharmacy Company Limited
ANNUAL REPORT 2020
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EXECUTIVE DIRECTORS

Zhang Hong

Aged 66, male, is the Chairman and secretary of the Party committee.
He holds a bachelor degree and is a senior economist. His previous
positions are as follows: He was a teacher and the secretary of Youth
League Committee of Huinan No. 4 Middle School from September
1978 to October 1983; he worked in county and town governments from
November 1983 to September 1989, during which he held the position of
deputy town head; he has been the Chairman, and secretary of the Party
committee of Jilin Province Huinan Changlong Bio-pharmacy Company
Limited since October 1989.

Mr. Zhang Hong is the father of Mr. Zhang Yi, our executive director.

Zhang Xiao Guang

Aged 57, male, is an executive director and general manager. He holds
a bachelor degree and is a senior economist. He held the positions of
the secretary of Youth League Committee of Chaoyang Town Engineer
Affairs Equipment Factory of Shenyang Railway Bureau from July 1983
to September 1989; deputy director of Foreign Trade Bureau of Huinan
County from October 1989 to November 1990; executive director
and deputy general manager of the Company since December 1990;
appointed as general manager since January 2015.

Zhao Bao Gang

Aged 54, male, is an executive director and chief finance officer. He holds
a bachelor degree and is a senior accountant, a certified accountant and
certified estimator. From August 1990 to May 1995, he acted as director
of Finance Bureau of Huinan County; from June 1995 to February
2007, he held the position of director and equipment executive director
and finance officer of Jilin Province Huinan Changlong Bio-pharmacy
Company Limited and was appointed as executive director and chief
finance officer of the Company since March 2007 .

Wu Guo Wen

Aged 56, male, is an executive director and deputy sale director. He
holds a master degree and is a senior engineer. From September 1988
to August 1991, he studied in Shanghai Medicine University; from
February 1993 to May 1996, he pursued master degree in Jilin University;
from June 1996 to August 2007, he acted as chief engineer of Huinan
Changlong Bio-pharmacy Company and was appointed as executive
director and chief engineer on 9 August 2007; appointed as deputy sale
director of part of east China since 2010.

e

B

HITEE

[=EA

BER EZERL B e6m AZEF 5
WAOHERD o AT E SRS M 1978
FOA~1983F 108  (TIEMIIF A - K E
ZE:0 0 1983F 11 F~198904F 0 - IEH E#
RN ABE T 1E - BT ARILMEISE - 10894
10AREEMEEm REELEERGBBERA

AEERNEZELES -

FRILFEERTRPIMITERREL LR

REEK

PITESE  BEIE B 578 REBEF 5
W AEERD © 1983F 7 A ~1989F 9 A » (T& 5
HEPHGEIRSESVBBEZER  19894F
108~1990%11 A » TEBEZINE RRIRFE