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Founded in 2001, Sihuan Pharmaceutical Holdings Group Ltd. (“Sihuan
Pharmaceutical” or the “Company”, together with its subsidiaries, the “Group”)
achieved sound development in the past and has now become a pharmaceutical
corporation with leading capabilities in research and development (“R&D”),
marketing and sales and production. Sihuan Pharmaceutical has been the largest
cardio-cerebral vascular (“CCV”) drug franchise in China’s prescription drug
market since 2007. Its major products such as Oudimei, Yuanzhijiu, Kelinao,
Wei'ao, Yeduojia and Mainokang are widely used in the treatment of various
CCV diseases.

Sihuan Pharmaceutical marked its seventeenth year in 2017. The Group
continued to be the largest CCV prescription drug manufacturer and is the sixth
largest pharmaceutical company in China’s hospital market in terms of hospital
purchase. The Group's current products and R&D pipeline encompass the top
five medical therapeutic areas in China: CCV system, central nervous system,

metabolism, oncology and diabetes.
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2001

° Hainan Sihuan Pharmaceutical Co., Ltd. (“Hainan Sihuan”) was founded.

2002

®  Developed a differentiated marketing and sales model.

2003

®  Exclusive first-to-market generic drug Kelinao was launched.

®  Acquired 28% interest in Beijing Sihuan Pharmaceutical Co., Ltd.
(“Beijing Sihuan”) and expanded the Company’s business into product

manufacturing.

®  Chuanqing was launched.

2004

®  Received a 20-year patent protection in the People’s Republic of China
(“PRC” or “China”) for the synthesis process of Kelinao.

2005

®  Hainan Sihuan was granted the “High and New Technology Enterprise”

status.

2006

®  Kelinao was granted “State Torch Programme” status by the Science and
Technology Ministry of the PRC.

®  Acquired the remaining interest in Beijing Sihuan which then became a

wholly-owned subsidiary of the Group.
®  Anjieli was launched.

®  Received a 20-year patent protection in the PRC for the improved

production method of Kelinao and Anjieli.

2007

. Sihuan Pharmaceutical was listed on the main board of the SGX-ST on
23 March 2007.

®  The Group has commanded the largest market share of the CCV market

in China.

®  Hainan Sihuan Cardiocerebral Vascular Drugs Research Institute Co.,
Ltd. (“Hainan Sihuan CVD Research”) became a wholly-owned subsidiary
of the Group.
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2008

Acquired 60% interest in Shandong Xuanzhu Pharma Co., Ltd.
(“Shandong Xuanzhu”, “KBP BioSciences”, or known as “KBP
BioSciences Co., Ltd.”) to enhance the Group’s research and development

capabilities of innovative drugs.
GM1 was launched.

Received a 20-year patent protection in the PRC for the invention
and production method of non-solvated cinepazide maleate crystal for

producing Kelinao and Anjieli.

Beijing Sihuan was granted the “High and New Technology Enterprise”
status while Hainan Sihuan successfully had its “High and New

Technology Enterprise” status renewed.

2009

2010

Qingtong was launched.

MSPEA III Cayman invested in the Company. Subsequently the Company
was privatised and delisted from the SGX-ST.

Listed on the main board of The Stock Exchange of Hong Kong Limited
(the “Stock Exchange”) on 28 October 2010.

Ranked No. 4 in the Forbes 2010 list of the most promising enterprises

in the PRC and No. 1 among pharmaceutical companies.

Completed the construction of a pharmaceutical raw material plant,
Langfang Gaobo Jingband Pharmaceutical Co., Ltd. (“Langfang Gaobo
Jingband” or formerly known as Langfang Sihuan Gaobo Pharmaceutical
Co., Ltd.).

Obtained a 30-year exclusive distribution rights of Yimaining.
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Acquired Jilin Sihuan Pharmaceutical Co., Ltd. (“Jilin Sihuan”, formerly
known as Dupromise Pharmaceutical (China) Co., Ltd.) which owns three
exclusive drug products and various exclusive drug formulations mainly
focused on CCV diseases.

Acquired 80% interest in Changchun Xiangtong Pharmaceutical Co.,
Ltd. (“Changchun Xiangtong”) , which owns both the manufacturing
facility and production license of the GMI injection and API.

Acquired Jilin Sichang Pharmaceutical Co., Ltd. (“Jilin Sichang”) which
owns four Traditional Chinese Medicine (“TCM”) CCV products with
vast market potential. In the second half of 2011, the Group sold 19%
equity interest in Jilin Sichang to Shandong Buchang Pharmaceutical
Co., Ltd. (“Shandong Buchang”), a leader in China’s TCM market, at a
premium. The Group will continue its cooperation with Jilin Sichang to
develop more TCM CCV products.

Oudimei, Yuanzhijiu and Yeduojia were launched.

Jilin Sihuan was granted the “High and New Technology Enterprise”

status.

Langfang Gaobo Jingband was granted the “High and New Technology

Enterprise” status.

Obtained production approval for exclusive first-to-market generic
drug Roxatidine Acetate Hydrochloride for Injection and generic drug

Nalmefene Hydrochloride Injection.
Danshen Chuanxiongqin Injection was launched.

Acquired remaining 40% equity interest in Shandong Xuanzhu which

then became a wholly-owned subsidiary of the Group.

Established cooperation with NeuroVive Pharmaceutical AB, a company
listed in Sweden, to develop, promote and sell innovative patent drugs,
CicloMulsion® and NeuroSTAT® in China.
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2013

2014

2015

Obtained clinical trial approval for innovative patent drugs Imiglitin

Dihydrochloride and Anaprazole Sodium.

The application for clinical trial approval of Pirotinib (the first self-
developed oncology drug of the Group) was accepted by China Food and
Drug Administration (“CFDA”).

Langfang Gaobo Jingband passed on-site inspection by the United States
of America (“U.S.A.”) Food and Drug Administration (‘FDA”).

Langfang Gaobo Jingband received the Establishment Inspection Report
(“EIR”) issued by the U.S.A. FDA.

The Investigational New Drug (“IND”) application of Pirotinib was
successfully submitted to the U.S.A. FDA and the clinical trial approval

was granted.

Tylerdipine Hydrochloride (the self-developed innovative antihypertensive

drug) received clinical trial approval.

The application for clinical trial approval of Janagliflozin (the self-

developed innovative anti-diabetic drug) was accepted by CFDA.

Established cooperation with Chongqing Peg-Bio Biotechnology Co., Ltd

for development of Insulin Products.

Acquired 39% interest in Beijing Ruiye Drugs Manufacture Co. Ltd.

(“Beijing Ruiye”) to enrich and expand the Group’s product resources.

Shandong Xuanzhu and Covance Inc. (“Covance”) signed a long-term
partnership to support the global development of the Group’s drug

candidate pipeline consisting of multiple compounds.

The Phase I clinical trial of Pirotinib, the first self-developed innovative
patented oncology drug commenced in the U.S.A.. CFDA has granted
full approval of Phase I/IVIII clinical trials of Pirotinib.

The Investigational New Drug applications for clinical trial approval
for two innovative patent drugs, Sirotinib (antoher oncology drug) and
Fadanafil (clinically to treat BPH, ED), were officially accepted by the
CFDA.

Shandong Xuanzhu and RaQualia Pharma Inc. (“RaQualia”), entered into
a research collaboration agreement in novel analgesic drugs development

and ionchannel technology.
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J CFDA granted approval for clinical trials of internally developed diabetes

treatment new drug Janagliflozin.

U CFDA granted approval for Phase II/III clinical trials of Imigliptin

Dihydrochloride, an internally developed innovative patent drug.

o Shanghai LIDE Biotech Co., Ltd., an equity participation investment,
successfully listed on the National Equities Exchange and Quotations

System.

U CFDA granted approval for Phase I/II/III clinical trials of internally

developed innovative patent new drugs - Fadanafil.

2017

. Acquired 100% interest in Ambest Pharmaceutical (China) Company Limited
(“Ambest Pharmaceutical (China)”) which currently holds the drug production
approvals of Monoammonium Glycyrrhizinate and Cysteine and Sodium
Chloride Injection and Floium Ginkgo Extract with the brand name “Huineng”
and Tertram Ethypyrazine Sodium Chloride Injection with the brand name

“Mainokang”.

o Established joint venture company (“JV")with Austria-based pharmaceutical
company CROMA-Pharma GmbH (“Croma-Pharma”), expanding into the

aesthetic medicine market in China.

. CFDA granted approval of Phase I-III clinical trials for Birociclib, an internally

developed innovative patented new drug.

o Set up the United States Research and Development Centre (“U.S. R&D Centre” or
the “Centre”) in the San Francisco Bay Area in California of the United States (the
“U.S."). The Centre focuses on developing more innovative shall molecule and large

molecule drugs, especially first-in-class immunotherapy.

° The Group invests in PharmaDax (FoShan) Co., Ltd (“PharmaDax Foshan”) in
phases and will hold a maximum of 51% equity interests in PharmaDax Foshan
in aggregate. The PharmaDax Foshan owns advanced drug production technique
and normative drug quality control system that meets the United States (the “US”)
Food and Drug Administration (‘FDA”) requirements. New Drug Application of
its US-FDA-approved products such as the Quetiapine Fumarate ER Tablet (anti-
pyschotic) have been submitted to the CFDA.
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2017 FINANCIAL HIGHLIGHTS

Below are the financial highlights for the year ended 31 December 2017 (the
“Year” or “Reporting Period”):

Revenue of the Group decreased by 13.8% from RMB3,185.7 million to
RMB2,745.8 million in 2017.

JG °
o T LAERNFEEA AL A D ®  Profit attributable to owners of the Company decreased by 15.2% to
15.2% ENRM1,448.9 A E L © RMB1,448.9 million in 2017.

o X LEGEIEARBIE - ANE °
WD#8.9% BHNRME 15357

o EHREEHERLIREANE SR LT y
TN R 1320 o M AR A 2 R EOR
(T 1) S o 4% BR AT O OB 4F K &

Basic earnings per share decreased by approximately 8.9% over 2016 to
approximately RMB15.3 cents in 2017.

The Board recommends the declaration and payment of a final cash
dividend of RMB1.3 cents per share which is subject to the approval of
the shareholders of the Company (the “Shareholders”)at the forthcoming

A annual general meeting.
SRR CR-NE CE-RF CRRF ZE-tE
AREF RMB' 000 213 2014 2015 2016 217
(&it)
(Restated)

e Operating results
it Revenue 2586402 3084236 3167211 3185699 2,745,809
Bl Gross profic 1455460 2111422 2228054 2188946 1,986,853
REh Operating profit 1497,142 1979088 2,808,998 2,131,156 1,688,256
B B e BL i 1 Profit before income tax 1,602,624 2073423 2841746 2,152,570 1,729,075
LY U Profit for the year attributable to
TG A A owners of the Company 1284882 1671281 2062378 1708239 1448935
Gl ES Profitability
ER Ik Gross margin 56.3% 08.5% 70.3% 68.7% 72.4%
Aiflz Net profit margin 50.0% 54.6% 04.6% 52.7% 53.9%
BREA Earning per share
BEREE AR Basic and diluted (RMB cents) 124 16.1 19.9 168 153
BRI Asset status
g Total assets 10,097,075 11,322,985 12,321,007 12,187,604 13,591,863
LN 28 2PN 3 4 Equity attributable to equity

owners of the Company 7821459 9291677 11,095,639 10,901,438 11,056,992
BALK Total liabilities 2160131 1916970 1,129275 1216511 2,225,793
R REREEN Cash and cash equivalents 1593503 1317945 2282370 2407073 831,859
HER ) Quick ratio (£imes) 3 3 6 5 2
RELRE) Current ratio (zimes) 3 3 6 5 3
FEmE () Inventory turnover ratio (days) 31 52 79 78 102
B m IR R ) Trade receivables turnover ratio (clays) 102 82 60 63 69
BH AR R ) Trade payables turnover ratio (days) 11 13 2 40 4

Sihuan Pharmaceutical Holdings Group Ltd.

Annual Report 2017
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Chairman’s Statement

In 2017, more reformative policies have been introduced with the aim of
encouraging innovation, controlling medical expenditure and reducing
regulatory burden on the pharmaceutical industry. The breadth of these reforms
spans from drug development, marketing to clinical usage. The significance of
these reforms is substantial for all pharmaceutical companies. During the year,
Sihuan Pharmaceutical dedicated its efforts in the advancement of its product
resources and marketing capabilities. Although the sales performance of Sihuan
Pharmaceutical has been adversely impacted by unfavourable policies over the
short term, the Group has effectively strengthened its fundamentals to steer

long-term growth.

In terms of product resources, the Group has established a strong product
pipeline of innovative and generic drugs, by means of in-house R&D,
international cooperation and merger and acquisition (“M&A”). For its in-
house R&D, the Group aims to take advantage of policies supporting scientific
innovation by speeding up the examination and approval of urgently needed
drugs and medical devices. To that end, the Group set to allocate resources to
its R&D projects in accordance to their potential clinical needs, competitive
landscape, and technical barriers. The Group's efforts are demonstrated in the
sound progress of its innovative projects Birociclib and Janagliflozin, which
are expected to commence phase III clinical trial in the second half of 2019
and enter the market in 2021. For its generic drug development, in addition
to Metfrmin hydrochloride tablet becoming the first in the industry to pass BE
test and complete submission, the Group has scheduled the launch of a number
of new products in the coming few years, and is expecting clinical trial approval

of certain biological drugs in the near future.

The Group continued its efforts in international cooperation and M&A. The
Group made great strides with its progress of internationalization, by the
establishment of the U.S. R&D Centre and investment in PharmaDax Foshan,
accelerating commercialization of its innovative drugs through simultaneous
applications to U.S. FDA and the CFDA. The Group expanded its product
offerings to the aesthetic medicine field through the joint venture with Austria-
based pharmaceutical company Croma-Pharma GmbH. In addition, the Group
obtained two non-CCV products through the share acquisition in Ambest
Pharmaceutical (China) and they have already become important revenue

contributors.
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The strengthening of marketing capabilities was another focus of the Group
in 2017. For its key products, the Group strived to explore untapped potential
in lower-end markets to where the government has been directing more
resources to develop. Also, the Group improved recognition of efficacies of its
key products by intensified national academic promotions, inclusion in official
clinical pathways, and re-evaluations. For its growth-stage products, the Group
dedicated its efforts in winning tenders and product inclusion in provincial

RDLs, which led to significant growth of those products during the Year.

The reformative measures have led to industry consolidation and presented
pharmaceutical companies with a combination of challenges and opportunities.
We believe that the efforts we made in 2017 have laid a concrete foundation for
sustainable development. In the future, the Group will continue its efforts to
enrich its products resources through in-house R&D, M&A and international
cooperation, while deploying effective marketing strategies for its key and
growth-stage products. With a clear product pipeline and strong marketing
capabilities, we possess the advantages to compete and win in the market.
Although difficulties may persist in the near future, we are confident that we are

on the right path to yet another stage of growth.

Dr. Che Fengsheng
Chairman of the Board

26 March 2018
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ABOUT THIS REPORT

Reporting period
From 1 January 2017 to 31 December 2017

Publication cycle

The Environmental, Social and Governance Report of Sihuan Pharmaceutical

Holdings Group Ltd. is an annual report and published on an annual basis

Scope of report

Unless specified otherwise, the report covers the head office of Sihuan

Pharmaceutical Group and its subsidiaries, including:

Beijing Sihuan Pharmaceutical Co., Ltd. (“Beijing Sihuan”), Jilin Sichang
Pharmaceutical Co., Ltd. (“Jilin Sichang”), Langfang Gaobojingbang
Pharmaceutical Co., Ltd. (“Langfang Gaobang”), Jilin Sihuan Pharmaceutical
Co., Ltd. (“Jilin Sihuan”), Benxi Hengkang Pharmaceutical Co., Ltd. (“Benxi
Hengkang”), Changchun Xiangtong Pharmaceutical Co., Ltd. (“Changchun
Xiangtong”), Jilin Zhen'ao Pharmaceutical Co., Led. (“Jilin Zhen'ao”), Jilin
Sihuan Aokang Pharmaceutical Co., Led. (“Jilin Aokang”), Jilin Jinsheng
Pharmaceutical Co., Ltd. (“Jilin Jinsheng”), Honghe Pharmaceutical Co.,
Ltd. (“Honghe Pharmaceutical”), Shenzhen Sihuan Pharmaceutical Co., Ltd.
(“Shenzhen Sihuan”), Tonghua Jida Pharmaceutical Co., Ltd. (“Tonghua Jida"),
Beijing Aohe Pharmaceutical Research Institute (“Beijing Aohe”) and Shandong
Xuanzhu Pharmaceutical Technology Co., Ltd. (“Shandong Xuanzhu”)

Basis of preparation

This report has been prepared in accordance with the “Environmental, Social
and Governance Reporting Guidelines” (“Guidelines”) of The Stock Exchange
of Hong Kong Limited, and with reference to the G4 Sustainability Guidelines
of the Global Reporting Initiative (GRI) and ISO 26000 Guidance on Social
Responsibility
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Reference

In this report, Sihuan Pharmaceutical Holdings Group Ltd. is referred to as

“Sihuan Pharmaceutical”, the “Group”, the “Company” or “we” for convenience

Information

All historical information quoted in this report is the final statistics. If there
is any inconsistency between the financial information contained herein and
those contained in the Annual Report, the latter shall prevail. Unless specified

otherwise, all information in this report is denominated in RMB

Availability

This report is available in English and Chinese on:
the website of Hong Kong Exchange at http://sc.hkex.com.hk, and

the website of Sihuan Pharmaceutical Holdings Group Ltd. at http://www.

sihuanpharm.com.cn

1  RESPONSIBLE GOVERNANCE

Sihuan Pharmaceutical is committed to embedding our environmental
and social commitments in our development strategy. We aim to establish
a robust environmental, social and governance (“ESG”) system, focus our
communications with stakeholders, identify and optimize material ESG
issues, strengthen our corporate governance, and consistently reinforce
our compliance system, so as to effectively perform our economic, social

and environmental responsibilities at all levels in the course of operation.
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1.1

Corporate governance

Sihuan Pharmaceutical complies with all relevant laws and
regulations, continues to enhance the system development and
supervision for compliance, anti-corruption and integrity, with
well-established compliance systems and procedures to prevent
corruption risks including commercial bribery, providing solid

support for our corporate governance and long-term development.

In light of the special nature of the industry, the Company has
established the Compliance Management Regulation of Sihuan
Pharmaceutical Holdings Group for all employees, which sets
out the operational standards and procedures for all business
processes including business activities, marketing, expert
services, information confidentiality, payment, sponsorship and
donations, complaints and whistle blowing. To enhance the
Group’s compliance requirements, employees in departments
exposed to higher corruption risks, such as sales, procurement,
engineering, research and development are required to sign a
Compliance Undertaking Letter. Moreover, we drive the integrity
and compliance governance of external partners by requiring
upstream suppliers to sign an Integrity Partnership Agreement and
downstream distributors to sign a Compliance Undertaking Letter,

which prohibits all forms of commercial bribery.

The Company has established and published a compliant and
whistle blowing system, which sets out the scope, channels,
acceptance approach and principle of confidentiality concerning
complaints and reports, and is communicated internally and
to our partners consistently. Our compliance department will
conduct independent investigation into complaints and reports
made by employees at all levels or external partners, and issue an
investigation report to the management. Disciplinary or relevant
actions will be taken against responsible person(s) once the

allegation is substantiated.

During 2017, the Company conducted 12 sessions of training and
communication on our compliance system with a coverage ratio of

100%, and there were no litigations involving alleged corruption.
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1.2

ESG system

Sihuan Pharmaceutical considers ESG issues as an important
part of our risk management. The Board has established an
ESG management system on the basis of the group-wide risk
management framework. The Group has set up a Risk Management
Committee which is composed of members of the Board and
various departmental leaders and responsible for establishing
the ESG development strategies of the Group, in addition to
monitoring our risk management and internal control systems.
The Risk Management Committee held regular meetings to guide

relevant ESG works of the Company.

The Group requested its subsidiaries to establish environmental,
safety and health task force and appoint professionals to evaluate
and improve the environmental, safety and health conditions of the
Company, ensuring that all subsidiaries meet the environmental,
safety and health standards set by the Company, in addition to

compliance requirements.
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1.3 Materiality analysis

requirements.

WK

Expectations and requirements

B R AR BUR KRR

(A 7 A B T

BB

LRIEE

Strict compliance with national policies and laws and
regulations

Support local economic growth

Drive local employment and ensure production safety

Wi i 5] 8¢
ARER

Returns

Compliant operation

kB

WERE

R i BB
TR

Performance of contracts
Operate with integrity
Quality products and services

Drive the industry to develop

AR

Ak

Rk

Compliant emission

Energy saving and reduce emission

Protect the ecosystem

Sihuan Pharmaceutical highly valued the communications with
stakeholders, and works to promote the Group’s philosophy and
practices in ESG and understand the needs of stakeholders through

various channels, addressing their reasonable expectations and

{8 1y 5

Means of communication and response

i
EERE
BUREW
REEA
Filings
Suggestions
Dedicated reports

Examinations and inspections

/\‘J/\H:

L
| BlE
Announcements
Dedicated reports

Site visits

Fips i

F R
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mkafE

Business communications
Customer feedback
Exchanges and discussions

Engagement and cooperation

TAEREHR
AR
IR A
Work briefing
Reporting

Investigations and inspections

BRBEZREBERD
2017 F E &

ofF &l
N
N



g RE

BRE

Rk E

Environmental, Social and Governance Report

kil b W SR {8 0 L I 7 5
Stakeholders Expectations and requirements Means of communication and response
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Employees Protection of rights Staff representative meetings

Occupational health Collective negotiations

Remunerations and benefits Democratic communication platform

Career development
AR R B B Akt

SR 5% AR

Hall A Y] BRI
Community and the public Improve community environment Company website

Participation in charity Announcements

Transparency Interviews
B AR T B B [ E R > ACS To enhance the relevance and responsiveness of this report, the
T 7 MR I 4 32 5 B A PR S 7 Company has identified our ESG issues and recognized material
(B335 - B BRI R A issues pursuant to the Guidelines of The Stock Exchange of Hong

Kong Limited and the G4 Sustainability Guidelines of the GRI,

ensuring that information disclosed in the report full covers the
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Company’s development and key issues of concern to stakeholders.
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BREE ~ Moy RGO R AR Screening process for ESG issues
RIE -HEREAREGERRE Screening process for ESG issues
[ ] SRERR Source of issues
- TV R - Suggestions from company management
- INAMISE R A BT ek - Suggestions from internal and external expert analysis
- IRBE R b - Analysis of media information
- B SN ZE ST 5T - Benchmarking with peers home and abroad
A E AR - Social responsibility standards guidelines
R Screening criteria
- B AR A E R - Contribution to sustainable development
- A g A B 5 B - General concern to stakeholders
BB R R R Emphasis of social responsibility guidelines
- P F O R B - Alignment to the Company’s needs for strategic development
BAMBEHELER Results of materiality analysis
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In 2017, Sihuan Pharmaceutical determined its material issues to be:

ESG materiality issue matrix of Sichuan Pharmaceutical

High‘

Compliant operation
(]
(]
Product quality
Research &
. development
Supplier Customer and innovation
management services ()
(] (]
Occupational
health and Safe
manag.ement manufacturing
2 Use andt ; Employee training ¢
b5) management o and development
= packaging materials WESDETTSY P
= ® treatment
< [
S o et Hazardous
& esources protection ® substance
= and recycle Emission ® management
= L4 management  Green
- manufacturing
s .
e Solid waste E
3 management Nergy
= Support local consumption
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Importance to sustainable growth of Sichuan Pharmaceutical
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RESEARCH & DEVELOPMENT AND INNOVATION

Research & development and innovation represent the core

competitiveness for a company’s sustainable growth. For pharmaceutical

companies, products with proprietary intellectual property are not only

strategic resources for comprehensive strength, but also important tools

to perform social responsibility. Sihuan Pharmaceutical focuses on the

research and development of both first generic drugs and innovative

drugs. We work actively to meet unsatisfied medical needs by sticking to

a market-oriented approach and continuously improving the effectiveness

and ease of use of our drugs, supported by a well-designed system for

intellectual property management.

2.1

Support for innovation

The Company has established, among others, the Rules on
Patent Management of Sihuan Pharmaceutical Group in strict
compliance with laws and regulations including the Patent Law
of the People’s Republic of China and with reference to the actual
situation. On this basis, Sihuan Pharmaceutical has set up a
system for intellectual property management, which standardizes
various activities in managing our intellectual properties in respect
of confidentiality, risk control, dispute resolution, access, due
diligence, implementation, licensing and transfer, maintenance,
information management, and valuation, ensuring sustainable
research and development with a comprehensive patent portfolio.
The intellectual property management system developed by
the innovative drug research and development team of Sihuan
Pharmaceutical was certified for meeting national standards
for intellectual property in 2016 and the team received the

qualification notice on third party supervision and review in 2017.
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In 2017, the Group set up the Intellectual Property Department,
which is responsible for collectively handling intellectual property
matters and controlling associated risks under the direct leadership
of the Chairman. As the division dedicated for managing
intellectual property, the Intellectual Property Department is
in charge of the management, operation, maintenance, review
and coordination concerning intellectual properties. Subsidiaries
focusing on research and development have each set up a patent
department, while subsidiaries focusing on manufacturing and
sales have each appointed an intellectual property officer and
contact person for executing the Group’s planning for works
related to intellectual properties, as well as managing and
operating their intellectual properties. Meanwhile, to effectively
drive the alignment of the intellectual property strategy with its
operation strategy, the Group has included its intellectual property
such as trademarks, technical know-how and copyrights in the area
of management and operation, while embedding the review and
approval process for intellectual property management in its OA
system, which enables the centralized management and effective

approval of intellectual property matters across the Group.
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2.2

Research and development progress

Supported by the Group’s systems, the Company continues
to develop and launch products with proprietary intellectual
properties by leveraging on advanced scientific equipment and a
highly capable research and development team. In 2017, Sihuan
Pharmaceutical actively built on its research and development
platform. On one hand, we set up a research and development
center for innovative drugs in the San Francisco Bay Area, United
States (the “U.S. R&D Center”), which focuses on developing
more innovative small molecule drugs and large molecule drugs,
especially world-first drugs for tumor immnuotherapy, so as to
further enhance its research and development capabilities. On
the other hand, we acquired PharmaDax (FoShan) Co., Ltd, and
since it has sophisticated drug manufacturing technologies and an
FDA-compliant management system for manufacturing quality,
thus allowing the simultaneous launch of drugs manufactured by
it to the markets in both China and the U.S., while significantly

accelerating the development of generic drugs.

2017 R&D Progress Related Data of Sihuan Pharmaceutical
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Patent Patent
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Research and development of innovative drugs

The Group’s research and development of innovative
drugs are focused on major diseases, such as diabetes,
cancer and so on. The first human trial in 2017 was a new
antidiabetic drug. Furthermore, the innovative patent
medicine PiRossini, researched and developed independently
by the Company, won Phase I-III clinical trial approvals
which are drug intends for the treatment of breast cancer
and malignant brain tumors. As of the reporting period,
there is no similar drugs listed in China. In 2017, our
innovative drug research and development team completed
on an application of Type 1 medicine clinical approval,
3 supplement applications of Type 1 medicine Phase II/
II, and as of the end of the reporting period, a total of 13
clinical approval applications were completed, of which 11
clinical approvals are obtained. At the same time, the team
has launched a number of exploratory research projects this
year, and more than 10 projects with potential research
and development value are being investigated, providing
guarantee for the Group's product lines in the next few years.
In 2017, the innovative drug research and development
team applied for 10 major new drug innovation technology
projects and 2 major new drug research and development
projects to Beijing Municipal Science and Technology
Commission, and 9 projects were funded by the state and

government which subsidized nearly RMB20 million.
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Research and development of generic drugs

The Group’s research and development of generic drugs are
focused on major therapy areas including cardiovascular,
central nervous system and tumors. Based on analysis of
overseas new products, imported drugs and best-selling
generic drugs, we made bold innovation to develop patented
high-tech products as our distinctive leading products.
During 2017, the generic drug research and development
team obtained approvals for 15 Investigational New Drug
Applications, including 14 for Category 3 chemical drugs,
completed the clinical tests for 6 drugs and submitted
manufacturing applications for 7 drugs. For drugs requiring
manufacturing application only and not subject to clinical
test, none of the 19 samples submitted for examination
had been rejected during the reporting period despite more

stringent regulation on China’s pharmaceutical market.

As a key part of quality assurance of generic drugs,
Sihuan Pharmaceutical attaches great importance to and
actively drives the consistency evaluation. According to
national requirements for the consistency evaluation of
generic drugs in solid dosage form, we have conducted
consistency evaluation of Metformin Hydrochloride
Tablets, Azithromycin Capsules and Oxcarbazepine Tablets
and at the end of the reporting period, we completed
the pharmaceutical and in-vivo bioequivalence study
of Metformin Hydrochloride Tablets, making us the
first company to complete the consistency evaluation of
Metformin Hydrochloride Tablets in China.
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2.3

. Patents

Sihuan Pharmaceutical is in a leading position within the
pharmaceutical sector in China in terms of patent quantity
and quality. In 2017, the Group submitted 31 new patent
applications with 28 applications authorized in total. As of
the end of the reporting period, the Group had submitted
some 710 patent applications with 250 patents validly
authorized and maintained by the State Intellectual Property
Office and some 50 valid patents in other countries or

territories.

Promotion of industrial development

Sihuan Pharmaceutical values cooperation and exchange in respect
of research and development resources within the industry, and
continues to elevate the scale and level of cooperation, providing
steady and effective support for innovation. Among the National
Science and Technology Major Projects applied for in 2017,
Project XZP-3990 was applied for jointly with the Pharmaceutical
Biotechnology Research Institute of the Chinese Academy of
Medical Sciences & Pecking Union Medical College, and Project
XZP-3287 was applied for jointly with the Chinese Academy
of Sciences Shanghai Institute of Materia Medica, both being
examples of such cooperation. Besides, we keep ourselves abreast
of the development of cutting-edge technologies home and abroad
and have developed long-term partnership with many outstanding
research institutes within and outside of China with a view to
complementing the advantages of each other and jointly promoting
pharmaceutical innovation and development. Since 2015, we have
been closely working with Japan-based RaQualia on preliminary

research and development in the area of pain indications, enabling
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fast and efficient evaluation and screening of pharmacodynamics in
vitro and in vivo. We have now obtained valuable chemicals with
active pharmacodynamics in vivo. In China, we carry out research
and drug development activities with famous universities and
research institutes, such as the Center for Drug Molecule Design
and Biological Super Computer of the School of Pharmaceutical
Sciences, Sun Yat-sen University, the Department of Immunology,
School of Basic Medical Sciences, Pecking University, the National
Center for Pharmaceutical Screening, Institute of Materia Medica,
Chinese Academy of Medical Sciences, the National Engineering
Research Center for Industrial Crystallization Technology, School
of Chemical Engineering and Technology, Tianjin University,
and the Institute of Clinical Pharmacology, First Hospital of
Peking University, and the Huashan Hospital of Fudan University,

making great achievements.

OPERATION MANAGEMENT

Superior product quality, efficient customer services, and responsible

material procurement have always been Sihuan Pharmaceutical’s

requirements for itself and commitment to the society throughout its

development and operation for years. In this regard, we have established

a comprehensive management system to facilitate the sustainable growth

of the Company through consistent implementation and improvement

thereof. We also strive for the development of the pharmaceutical

industry as a whole.

3.1

Quality assurance

Sihuan Pharmaceutical recognizes that an effective quality
management system is crucial to ensuring product quality and
safeguarding the reputation and achievements of the Group. The
production process of the Group is in line with the standards of
the pharmaceutical Good Manufacturing Practice (GMP). We
have set up advanced systems for product quality control and
pharmacovigilance to secure the control over product quality from
research and development, manufacturing to point of sales, and
committed to ensure that products consistently meet the highest

industry standards and requirements.
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Quality management system

The Group has set up a quality management system pursuant
to the standards contained in GB/T 19001-2016 IDT ISO
9001:2015 Quality Management System - Requirements
and in light of the actual situation. We obtained the
ISO9001 Quality Management System certificate in 2016,
and successfully passed the accreditation and re-certification
for ISO9001 Quality Management System in August 2017.
The Quality Management Manual is the core of the Group’s
quality management system, which is supported by various
procedural documents and other supporting documents and
records, providing systematic guidance for the head office
and subsidiaries of the Group to establish, implement,
maintain and improve the quality management system.
We perform internal audit and management review of our
quality management system each year according to the
Internal Audit Administration Procedures and Management
Review Administration Procedures, as well as sampling
examination of system implementation in each department
on a quarterly basis. In 2017, the Group conducted sudden
inspections of three manufacturing subsidiaries, including
quality audits on production site management, information
reliability management, people training, plant and facilities
management, quality control and quality assurance

management, confirmation and verification management.
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Production quality control

On the basis of strict compliance with standard operational
procedures and equipment operating procedutres, the Group
closely monitors and manages all steps of the production
process to ensure it is in line with the Group’s quality
standards. Any abnormality found will be rectified and
recorded immediately. All production facilities of the Group
are GMP certified by China Food and Drug Administration.
The Group continues to closely manage its quality
assurance and control procedures, while requiring third
party manufacturers to comply with its quality and good

manufacturing practice standards.

Quality control of finished products

Each batch of the Group’s finished products is subject
to strict sampling examination before being sent to
distributors. Following the examination, a report is issued on
the relevant finished products, and only those having passed
will be transported to the warehouse. It is the Group’s policy
to destroy any sub-standard batch of finished products. Use
of materials, production process, production control and
batch records are audited and a product approval certificate
is issued in the absence of any finding. The warehouse will
release the products only upon receipt of both the finished

product report and the product approval certificate.
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U Pharmacovigilance system

Sihuan Pharmaceutical has established a pharmacovigilance
system and the Administrative Provisions on Evaluation
and Control of Drug Safety in accordance with the
Administrative Measures for Adverse Drug Reaction
Reporting and Monitoring (Order of Ministry of Health
No. 81) and the Guide on Examination of Adverse Drug
Reaction Reporting and Monitoring (Ttial), to manage and
supervise the adverse drug reaction reporting and monitoring
across all manufacturing subsidiaries. All employees have
to perform adverse drug reaction reporting and monitoring

activities under the pharmacovigilance system.

3.2 Customer service

We pay particular attention to customer feedback and opinions
on our products and services, and improve their satisfaction by
understanding their needs via smooth communication, helping
them deal with various issues arising from the sales process and

protecting their privacy effectively.
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Customer complaints and feedback

We receive feedbacks and complaints on the Group’s product
quality from distributors, hospitals, medical institutions and
end customers seriously. We have formulated the Complaint
Handling Process of Adverse Drug Events, under which
a complaint received will be recorded in detail, classified
and then referred to relevant department for follow-up
actions. For a clinical adverse event, we will look into the
cause, ask pharmaceutical experts to make professional
evaluation, make a conclusion based on comprehensive
analysis, and then reply to the complainant. Meanwhile, we
will also report the adverse event to the National Adverse
Drug Reaction Monitoring System on time pursuant to the

relevant regulations and for filling within the Group.

All manufacturing enterprises within the Group have
formulated the Drug Recall Administration standard
operational practice according to the Drug Production
Quality Management Regulation and Drug Recall
Administration Measures, covering detailed operational
rules concerning the identification, investigation and
evaluation of potential drug dangers, implementation of
drug recalls, disposal of recalled drugs, recall tracking, filing
of recall drug information, corrective and preventive actions
and analogical recalls. The enforceability of recall process is
ensured by clearly setting out specific roles, activities and
deadlines for each department to ensure public medication

safety. During 2017, there were no major product recalls.
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Providing quality services

We provide customers with one-stop management services.
Enquiries and issues raised by customers will be handled by
the first receiver who is solely responsible for follow-up. To
improve customer satisfaction, the Customer Script Manual
has been compiled as a useful tool for day-to-day works.
We continue to engage with customers over telephone on
a regular basis for feedback on sales volume based on sale
and purchase contracts with them. At the same time, a
dedicated shipment assistant is assigned to each customer
and is responsible for timely notification to the customer
on waybill numbers of goods and sales invoices, reminding
the customer to refill stocks to prevent shortage before
public holidays, and tracking business filings by companies
regularly, giving one month prior notice to the customer on

expiring materials via telephone.

Protecting customer privacy

We lay emphasis on protection of customer privacy.
Customer information and shipment details in the
Company’s day-to-day operation are stored on the Enterprise
Resources Planning system, with strict control over its
user access. Before joining the Company, each employee
is required to sign a non-disclosure agreement, and staff
in customer service center are also required to sign a price
confidentiality document. All work-related communications
are required to be made on internal system. Any employee
leaving the Company must log off his or her email and
system account with department directory updated, and
relevant departments are notified to update and share the

information.
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3.3 Supply chain management

The Group has formulated the Supplier Management Protocol
(Trial) for the centralized category and grade-based management
of suppliers and identification of quality risks caused by materials.

Suppliers are managed with different reward and penalty policies

on their grades assigned in accordance with the results of

regular assessments and evaluations. Meanwhile, we also focus on
the management of downstream sales system and distributors,
enhancing their managerial and professional capabilities with a

robust training system.

Supplier admission and assessment

The Supplier Management Protocol sets out specific
provisions on the supplier admission process and supplier
assessment and evaluation to ensure a fair and just process
for supplier selection. All procurement processes of the
Group are required to be supervised by two people who
will supervise each other. A dedicated supplier survey team
has been set up to evaluate suppliers through field visits
and qualification review. The Group conducts day-to-
day management and annual audits on qualified suppliers,
ensuring they supply stable and quality products and

services.

Number of suppliers to Sihuan Pharmaceutical by region
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Green supply chain

The Group proactively engages upstream and downstream
businesses in practicing green sustainable growth together.
We specifically require in our procurement contracts that
products provided by suppliers must comply with relevant
environmental laws and regulations, as well as national and
industrial standards. In day-to-day procurement, we will
take into consideration the impact of policies made by the
Chinese government of the production of our suppliers,
avoiding to work with risky suppliers. In the process
of tender evaluation and determination, in addition to
comparing technical solutions offered by suppliers, we will
consider environmental protection and employee health and
safety as separate grading criteria and prefer suppliers with
better performance in environmental protection, health and

safety.

Sales system training

In 2017, the Group provided trainings in light of key issues
and needs for improvement identified for distributors and
employees within internal marketing system. We conducted
targeted training sessions for more than 500 sales persons
at various levels with different needs through 14 thematic
programs on communication skills, objection handling,
leadership integration project, regional business planning,
and clinical Q&A. To expand the training coverage and
improve training efficiency, training materials in various
forms like Q&A manuals, H5, video courseware have been
prepared to provide convenience to marketing persons and

distributors.
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SAFE MANUFACTURING

The Group has established a robust production safety management

system and has formulated the Environmental, Health and Safety

Policies. Dedicated departments and persons are appointed for

environmental, health and safety management, setting up a group-wide

accountability system for each and every employee to meet its obligations

for production safety in terms of targeted duties, system development,

education, training, site safety management, hazard inspection and

rectification, emergency management, accident management and ongoing

improvement. Throughout 2017, there was no employee injury or death

across the Group.

4.1

Safety education and training

Safety education and training are a crucial part of the initiatives to
raise safety awareness among employees and foster internal safety
culture. The Group has established a three-level safety training
system and developed materials for three-level safety training
pursuant to the Provisions on Safety Training of Manufacturing
and Operating Entities (State Administration of Work Safety
Order No. 80). In 2017, the Group fully rolled out the three-
level safety training education to new joiners, and provided safety
training at company, department and position levels to current
employees who have not received the three-level safety training.
As a research and development company, Beijing Aohe provided
detailed explanations and training to employees on safety risks that
may arise from the process of research and development, including
personal protective equipment, use of flammable and explosive
chemicals and volatile solvents, treatment of waste liquid, use of
instruments and protective equipment, use of hazardous chemicals

and treatment of intoxication, fire and chemical burns.
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4.2

Risk prevention and control

The Group places emphasis on the prevention and control of
potential risks in production and operation to ensure safety in
production, research and development with a range of measures.
In 2017, we established and updated the three-level production
safety standard system and continued to implement the system
of examination and rectification of accidents and dangers. We
have established and improved the accountability system of
environmental protection, health and production safety, safety
training management, production safety examination, system of
examination and rectification of accidents and dangers, dangerous
operation management, production safety commitment, fire safety
management, related parties management and other systems
and relevant emergency planning. By refining the SOP of all
emergency planning, we have effectively accelerated our reaction
on production safety accidents and environmental emergencies,
enhanced our ability to handle accidents and emergencies, which
helps protect employee safety and the Group against financial loss,

environmental damages and negative social impact.

Besides, the Group continues to carry out renewal of fire equipment
and fire safety supervision and inspection, significantly reducing
fire hazards. To enhance the fire safety skills and awareness of
employees, we conduct regular fire safety training, fire-fighting
practices and fire drills to equip employees with basis knowledge

on fire safety and use of fire-fighting equipment.

During the Year, the head office and subsidiaries in Beijing
of Sihuan Pharmaceutical set up a campus production safety
committee, responsible for coordination of production safety works
across all entities within the Beijing campus, as well as special
inspection on fire safety, security and environmental protection
within the campus on a monthly basis. Beijing Sihuan performed
throughout examination and rectification of flammable and
explosive sources of danger. Jilin Sihuan established a micro fire
station and a system of two people rotating on two shifts for the
control room, while introducing a specialist company to test and

assess its fire safety facilities and management works.
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Occupational health and protection

The Group strictly complies with various safety laws and
regulations of China, and management system in place including
the Environmental, Health and Safety Policies, to improve the
management system of occupational disease prevention and
treatment, SOP of occupational hygiene management, and
relevant job-specific operational practices for occupational hygiene.
Employee health and safety are secured with robust systems and
suitable personal protective equipment. In light of the special
nature of pharmaceutical companies, the Group embarked on and
completed the development of occupational hygienic infrastructures
in 2017 to further promote the occupational health of employees.
Besides, Beijing Aohe commissioned a third-party specialist
company to examine the hazards at research and development sites
and further optimized occupation hygienic measures based on the
results. Beijing Sihuan invited a third-party specialist company
to evaluate the effectiveness of controls over occupational disease
hazards and inspected and accepted the occupational disease
prevention facilities under on-site expert assessment. Throughout
2017, there was no employee injury or death across the Group, and

we recorded a voluntary employee medical check ratio of 100%.

Process of occupational disease prevention and control of employees of Sihuan Pharmaceutical
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ENERGY SAVING AND ENVIRONMENTAL
PROTECTION

Sihuan Pharmaceutical strives for environmental protection and pollution
prevention and control in strict compliance with national laws and
regulations and industrial standards. Based on the Environmental, Health
and Safety Policies, the Group further improved various management
systems like the Environmental Protection Management of the Company,
Environmental Protection Equipment Management, Waste Water, Waste
Gas and Solid Waste Management, Hazardous Waste Management and
Plan for Environmental Emergencies, to provide for works on waste water
treatment, boiler exhaust emission, and hazardous waste management,

among others.

5.1 Clean production

The Group promotes green and clean manufacturing and works
to embed sustainable growth in all steps of production. In
2017, the Group focused more on environmental protection by
introducing the Lean Production Management Protocol of Sihuan
Pharmaceutical Holdings Group and set up an implementation
team and an evaluation team for lean production, and enhancing
employee awareness of saving resources and building an
environment-friendly company through the implementation and

promotion of lean production projects.

Although our production process is not an activity with high
energy consumption, we continue to launch new energy saving
initiatives by studying the sources of energy consumption.
In 2017, we carried out a number of system transformations,
including pipeline transformation for recycling residual heat from
steam or high temperature condensed water to the heating system,
replacement of lighting system in production workshops with LED
bulbs, and technical energy-saving alterations to some equipment.
We also saved energy in operation and management by managing

use of air conditioners and timely notice to turn off the power.
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We increased the water efficiency in our processes by maximizing
the use of recycled water. In 2017, the Group implemented a
project for optimizing the cooling water recycle system, further
improving the recycling ratio of cooling water. In our large volume
injection workshop, the bottle washing process is composed of two
steps, namely gross rinse with purified water and fine rinse with
injection water. The quality of injection water after fine rinse is
as good as the purified water used for gross rinse. As such, water
discharged from the fine rinse machine will be recycled to reduce

the use of purified water.

We also reuse recyclable materials. Excessive penicillin bottles,
rubber plugs and aluminum-plastic covers from production
workshops are reused in the experiment of medium simulation
embedment. In 2017, we found that the time limit of high
temperature endurance of ampoule bottles is 2 hours and therefore
recycled ampoule bottles enduring high temperature for 1 hour in

total.

Table: Resources used by Sihuan Pharmaceutical in 2017

Figure
Resources usage g7
Comprehensive energy consumption 24,502.9

(tons of standard coal equivalent)

Carbon dioxide emission equivalent (tons) 106,022.9
Total power consumption (Kw/h) 28,166,302.4
Total coal consumption (tons) 24,306.2
Total petrol consumption (liters) 196,563.7
Total diesel consumption (liters) 12,556.9
Total gas consumption (cubic meters) 2,407,195.5
Total water usage (tons) 773,748.2
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5.2

Emission management

We strictly prohibit any excessive emission. Waste gas, waste
water and solid wastes arising from the Group’s production and
operation are discharged in compliance with relevant national and
local regulation. Subject to compliance, the Group actively explores
mitigating measures and practices to minimize pollutant emission

impacting the environment.

J Reduced emission of waste gas

Factories under the Group are encouraged to transform
their boiler exhaust treatment device to create more
environmental benefits. Factories in Jilin built a sodium
alkali desulphurization and dust removal device, which
can reduce emission of pollutants such as dusts and sulfur
dioxide. Besides, in response to stricter control over VOCs
emission in China, in 2017, the Jilin factory focused on
transforming generation and emission locations of waste gas
and aqueous organic solvents from biochemical workshops
by recycling VOCs in the vacuum pipelines and exhaust
discharge pipelines using refrigerant heat exchange, which
effectively reduces the disorganized emission of VOCs
and makes it easier for waste water and gas treatment.
Subsequent improvement to the project will also increase its

economic and environmental benefits.

The factory in Beijing actively responded to actions taken by
the government to tackle air pollution in autumn and winter
by strictly carrying out production limitation or suspension
measures on the basis of air pollution: production suspension
for red warning, production limitation with emission
reduced by at least 20% for orange warning and production
limitation with emission reduced by at least 10% for yellow

warning.
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Table: 2017 Waste gas emission of Sihuan

Pharmaceutical

Figure
Emission i
Total waste gas emission 28,843.4

(10,000 standard cubic meters)

SO, emission (tons) 81.4
NO, emission (tons) 92.8
Dust emission (tons) 15.4

Waste water treatment

Companies within the Group are required to properly treat
all waste water generated in their operation to protect
surrounding environment and underground water from
pollution. Waste water from production flows to water
treatment stations through dedicated pipelines, treated to
discharge standards through processes such as the activated
sludge process and the H/O process, before being discharged
to municipal pipelines. The water treatment stations are
equipped with discharge monitoring devices to ensure water

quality at the exit meets the standards.

Table: 2017 Waste water emission of Sihuan

Pharmaceutical
Figure
Emission g
Total waste water emission (tons) 259,646.5
COD emission (tons) 50.1
Ammonia-nitrogen emission (tons) 2.2
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Solid waste disposal

Solid wastes generated by the Group can be classified into
general solid waste and hazardous waste, for which there
are standard collection management process and disposal
procedures. General solid waste can be classified into
general industrial solid waste, which is disposed of under
the supervision of the Quality Assurance Department and
includes slag, waste packaging materials generated in
production, and household refuse, which is collected and
disposed of by the Administration Department and includes
used paper, office supplies and kitchen waste generated in
operation. Hazardous waste includes waste drugs, waste
liquid of chemical agents, used bottles, batteries and
fluorescent tubes from the process of production, research
and development, which are properly labeled and stored
and handled by qualified entities for disposal under the
supervision of professionals in strict compliance with
national regulations and requirements of provincial and
municipal environmental protection authorities. In 2017,
the Group generated 303.3 tons of hazardous waste, 7,963.4
tons of general industrial solid waste and 318.6 tons of

household waste.
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5.3 Green office
The Group has adopted a sustainable office approach by

formulating the Office Paper Use Management System to require
employees to use paper efficiently and encourage the use of recycled
paper. Application is required for replenishment of office supplies
and print cartridges are reused by refilling with powered ink.
Employees are encouraged by the Group to save energy through
focusing on the awareness of energy saving and emission reduction
during orientations for new joiners, posting reminders within
office areas, requiring employees to check and turn off power after
work, and appointing dedicated persons for inspection. The Group
has formulated rigorous and clear requirements on waste sorting
in office areas, under which recyclable waste such as used carton
boxes and unrecyclable used glass are stored separately in different
garbage chambers and transferred to specific places for disposal on
a regular basis. Household refuse and kitchen waste are also sorted

and transferred to disposal companies in a timely manner.

HARMONIOUS DEVELOPMENT

Sihuan Pharmaceutical focuses on coordinated development internally and
externally, taking employee development and community development
as an integral part of corporate responsibility. Internally, we protect
the lawful rights of employees and endeavor to build a harmonious
culture. Externally, we positively contribute to the community through

philanthropic activities and enabling local development.
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6.1

Employee rights and benefits

The Group recognizes that people are core to its long-term
development. As such, it strictly complies with applicable laws and
regulations including the Labor Law of the People’s Republic of
China and the Employment Contract Law of the People’s Republic
of China, and has formulated administrative rules and provisions
such as the Recruitment Management System, the Recruitment
Operational Practice and Guidebook, and the Employment
Contract Management Provisions, to ensure lawful employment
in all aspects, as well as fair and impartial benefits and workplaces
without discrimination for all employees since interview. Basic
labor issues, such as child labor and forced labor, the Group has
adopted a zero-tolerance approach in terms of both rules and
systems and supervisory mechanism, eliminating the possibility
of labor problems. As of the end of the reporting period, Sihuan

Pharmaceutical had 3,445 employees in total.
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6.2

The Group focuses on protection of employee rights by enabling
employees to express their views through mailbox, hotline,
and regular employee meetings on one hand, and establishing
a complaint mechanism and various systems including the
Accountability Management Measures to ensure employee
complaints are addressed and resolved in a timely manner on the

other hand.

The Group provides employees with comprehensive benefits,
including annual leaves, paid leaves, holiday cash gifts, birthday
gifts, dormitories and activity centers with yoga rooms, gym rooms,
children’s playrooms, table tennis rooms and other amenities for
spare time entertainment, in addition to timely social security
contributions. Moreover, we work to give employees a sense of
belonging through regular team building and thematic activities
to facilitate communications and interactions among them and
boost team cohesiveness. High-end talents are also provided with

apartments, home buyer allowances and cost-of-living allowances.

Employee training and development

The growth of employees and the development of the enterprise
complement each other. The Group regards employees as a
core asset and prioritize the professional training and career
development of employees. The Group has a well-established
career development system in place, comprising employee training,
promotion mechanism, performance assessment, etc. Employees
are provided with broad room for career development regardless of

position or seniority.
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Employee training

The Group has a well-developed training system in place
to provide an open platform for employees to improve their
professional qualities and build capabilities. The Group
has formulated the Training Management System, the In-
house Trainer Management System, the Expatriate Training
Management System, and the Employee Orientation
(Transfer) Training and Coaching Management System,
which clearly provide for the Group’s training structure
and training contents for all categories of employees. A
range of operating templates have been developed on the
basis of processes from training planning, organization and
implementation, training assessment, to training filing, in
order to unify and standardize the training systems across all
departments of the Group’s head office and all branches and

subsidiaries.

Employee trainings include orientation, induction training
and on-the-job training. Orientations are conducted to
enhance the new employees’ basic understanding of the
Company and relevant laws and regulations. Regarding the
forms of orientations, in 2017 the Group developed a model
of new employees to train new joiners and built the training
brand “Jiangwutang”, while building professional training
rooms and facilities, enhancing classroom interactions,
and conducting field visits, which achieved high trainee
satisfaction. New employees also need to receive induction
training from their specific department, so as to familiarize
themselves with their departments and positions and learn
professional knowledge and skills required for the position.
The Group also provides opportunities for employees
to improve themselves continuously through on-the-
job training, which aims to broaden their knowledge and
improve efficiency, and after which the staff will be assessed
to ensure continuous improvement to their capabilities to
meet the Company’s needs for development. In 2017, the
Group provided 3.8 hours of training on average to each of

13,537 employees in total.
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To further enhance the quality of training, the Group
launched a training need survey and developed the training
plan for 2018 based on the needs identified by analyzing
some 500 samples, coupled with competency and quality
model. The Group intends to build a four-level training
system for its key employees including group senior
management (decision makers), operational management
(subsidiary senior management, heads of first level centers),
department managers (workshop directors and department
managers), high potential employees (department heads and
high potential staff), to provide programs tailored for the

needs at different levels.

Promotion mechanism

The Group has a clear and well-designed career path
and mechanism in place to secure fair and transparent
promotions. On such basis, Jilin Jinsheng has set up a two-
pronged promotion mechanism covering both managerial
and technical positions and conducted two rounds of
promotions for managerial positions with candidates
selected on the basis competitive speech. Jilin Sichang has
formulated the Employee Promotion Management System
under a merit-based employment philosophy to promote
the right employees through comprehensive and quality

assessment and business knowledge examination.
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6.3 Social contribution

Sihuan Pharmaceutical adheres to the idea of harmonious and
joint development with the community, while developing its own

business, it also contributes to society through various ways.

The Group’s pharmaceutical plants are located in various provinces
and cities in China, and we care for local community development
and public well-being. The Recruitment and Hiring Management
System of the Group specifically requires that priority shall be
given to residents around the plants during recruitment, who
are provided with employment training commensurate with the
jobs. In active response to national policies, the Group have also
invested in a number of projects in the established industrial bases
in Northeastern China to revitalize local economy. In 2017, various
projects including Jilin Huikang, Jilin Shengtong, Jilin Zhongjian,
Jinsheng Insulin (Zhongshi Plant) had been largely completed
with several projects under commissioning. The Honghe project
acquired by the Group reported a significant growth of efficiency.
During the reporting period, investment expenditures on fixed
assets under above projects amounted to RMB253 million, creating
168 jobs locally, increasing local GDP by RMB182 million and
tax revenue by RMB20.9 million.
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In addition, the Group actively supports the philanthropic cause.
We have integrated industrial resources and work with external
platforms to build a free and open online platform for academic
exchange and professional training with a number of thematic
modules developed so far, including the “Beijing Hospital
Neurology Department Salon”, which aims to provide front-line
doctors with professional training on medical knowledge and
skills, “Continuing Medical Education”, a state-level continuing
medical education project aimed to provide clinical neurological
doctors with opportunities for continuing education through
expert lectures, and “Beijing Neurological Clinicopathology
Seminar”, which has become a renowned academic event in the
neurological science community of China. Besides, subsidiaries
under the Group also engage in a variety of volunteering activities.
In 2017, Changchun Xiangtong embarked on a Care for Sanitation
Workers campaign to set up rest areas with hot water and other
amenities for sanitation workers, while calling for employees to
help them with cleaning works in the neighborhood. A sustainable
support system has also been developed for donation of materials to

sanitation workers, including gloves and clothes.
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B1: Employment
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KPI A3.1
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General disclosure
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General disclosure

KPI B2.1
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B3: Development and General disclosure

Training

KPI B3.1
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KPIB3.2

it S5 O Y S R KR R K B R R
HARERNTH

Description of the significant impacts of activities on the
environment and natural resources and the actions taken to

manage them.
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Total workforce by gender, employment type, age
group and geographical region.
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Employee turnover rate by gender, age group and
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Number and rate of work-related fatalities.
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Lost days due to work injury.
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Description of occupational health and safety measures

adopted, how they are implemented and monitored.
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The percentage of employees trained by gender and
employee category (e.g. senior management, middle
management).
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The average training hours completed per employee by

gender and employee category.
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when discovered.
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Number of suppliers by geographical region.
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Description of practices relating to engaging suppliers,
number of suppliers where the practices are being
implemented, how they are implemented and

monitored.
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Percentage of total products sold or shipped subject to
recalls for safety and health reasons.
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Number of products and service related complaints
received and how they are dealt with.
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Description of practices relating to observing and
protecting intellectual property rights.
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Description of quality assurance process and recall
procedures.
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Description of consumer data protection and privacy

policies, how they are implemented and monitored.
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B7: Anti- General disclosure
corruption
KPIB7.1
KPIB7.1
KPI B7.2
KPIB7.2
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B8: Community  General disclosure
Investment
KPI BS.1
KPIBS8.1
KPI BS.2
KPI BS.2
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Number of concluded legal cases regarding corrupt
practices brought against the issuer or its employees
during the reporting period and the outcomes of the
cases.
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Description of preventive measures and whistle-
blowing procedures, how they are implemented and

monitored.
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Focus areas of contribution (e.g. education,

environmental concerns, labour needs, health, culture,
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Management Discussion and Analysis

BUSINESS REVIEW

In 2017, the Chinese government took further steps to reform the
country’s healthcare services, medical insurance and pharmaceuticals
(=Bt B), through the implementation of a raft of initiatives such as
the Two-invoice System, regulation on drug prescription, mandatory
bioequivalent tests, and tightening control of hospital expenditure. The
Group's sales performance was negatively impacted. Meanwhile, policies
such as Marketing Authorization Holder (MAH), improvement of the
evaluation and approval system and encouragement of drug innovation
are expected to enhance the structure and standard of the country’s R&D
system. The changes have presented challenges and brought about a wave
of industry consolidation, while creating supply-and-demand imbalances

and immense growth potentials for quality corporations.

In view of that, the Group focused on building a stronger operational
foundation for sustainable development in the year 2017. The Group
implemented a series of internal adjustments with the aim to “strengthen
R&D capabilities, optimize product resources and accelerate market
expansion”. With these efforts, the Group mitigated policy impacts and
strengthened its fundamentals, dedicated to transforming the challenges

into opportunities.

Strengthen R&D capabilities

Established clear innovative drug pipeline

The Group increased its investment in R&D and allocated more resources
in therapeutic areas of major unmet clinical needs, such as oncology,
immuno-oncology, diabetes and non-alcoholic steatohepatitis (“NASH").
By doing so, the Group successfully accelerated the progress of multiple
innovative drug projects and established a clear R&D pipeline. Two of
its major projects, Birociclib and Janagliflozin, are expected to enter
Phase III clinical trial in the second half of 2019 and submit New Drug
Application (“NDA”) in 2021. In addition, there is one ongoing insulin

analogue project currently in IND stage.
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In addition, the Group established the United States (“U.S.”) Innovative
Drug Research and Development Centre (“U.S. R&D Centre”) in the
San Francisco Bay Area, which is an important milestone for entering
the high-end biologic pharmaceutical field. It will help promote
internationalization of the Group’s innovative drugs and accelerate their
marketization in China, through simultaneous applications to U.S. Food
and Drug Administration (“U.S. FDA”) and the China Food and Drug
Administration (‘CFDA”).

Sound generic drug development

The Group pushed forward development of key projects after assessing
their competitive landscape and clinical demand. A number of new
products are scheduled to be launched in the coming few years. A few oral
solid dosage products were selected to conduct bioequivalence test and
have achieved sound progress, targeting to become the first or among the

first two products to pass the test.

Optimize product resources

3.

Cooperation with international pharmaceutical companies for

better product portfolio

The Group continued its efforts in international collaboration and
established a joint venture with Austria-based pharmaceutical company
Croma-Pharma GmbH (“Croma Pharma”), and thus extended into
China’s aesthetic medicine market which has been growing at a rate of
over 20% annually. The joint venture’s first product Princess® VOLUME
dermal filler received CFDA approval and has commenced sales. The
Group has begun clinical trials for other aesthetic medicine products.

Further product diversification is expected in the near future.
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Management Discussion and Analysis

Continued to seek M&A opportunities amid industry consolidation

The Group acquired 100% equity interest in Ambest Pharmaceutical
(China) Co. Led, (SAABEE () AT FRZ2 7] ) (‘Ambest Pharmaceutical
(China)”) at RMB1.1 billion (the “Share Aquisition”). The Group
currently holds drug production approvals of Monoammonium
Glycyrrhizinate and Cysteine and Sodium Chloride Injection (H [ B
$c Y It = % F AL B ) with the brand name “Huineng ([l 8E)”,
and Floium Ginkgo Extract and Tertram Ethypyrazine Sodium Chloride
Injection (5 5 S AL TE 5 ) with “Mainuokang (B R) as che
brand name. Both products have been launched in most provinces and
municipalities in China and their sales have shortly reached considerable

scale.

Strengthened evidence-based research to prolong product life span

The Group conducted evidence-based research to reinforce the clinical
efficacy, safety and indications of its major products (such as Kelinao,
Oudimei, Roxatidine, Yuanzhijiu etc.), of which the results have
been published. The Group promoted inclusion of its major products
in official clinical guidelines, expert consensus, and interpretation of
clinical pathways, successfully listed all major products in county level
interpretation of clinical pathways and interpretation of clinical pathway
and therapeutic drugs. The Group has also started the re-evaluation

research of its exclusive and major products, including Kelinao.
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Tapping unexplored markets

6.

Accelerated expansion in lower-end markets

In view of the government’s promotion of a hierarchical healthcare
system to direct resources to primary healthcare institutions, the Group
concentrated its marketing efforts on the expansion in lower-end markets
while consolidating its position in high-end markets. The Group focused
on small- and medium-sized hospitals in lower-tier cities and community-

level healthcare institutions.

According to data from IMS Health Incorporated (“IMS”) for the fourth
quarter of 2017, Sihuan Pharmaceutical ranked sixth in the county
market development with its purchase amount reaching RMB3.2 billion,
with a year-on-year growth of 3.6%, presenting higher growth than other

domestic companies.

Strengthened academic promotions to enhance marketing
capabilities

The Group continued to step up its national academic promotions,
resulting in improved market recognition and coverage. Its growth stage
products achieved satisfactory growth, attributable to expansion into
extended markets through winning tenders and being listed in more
provincial reimbursement drug list (‘RDL”). Tender price of major
products such as Oudimei, Kelinao and Yuanzhijiu remained stable. The
Group has raised the expertise of the sales team by providing systematic
trainings to its salespersons and distributors. The Group also further
unlock potential of its products by market segmentation, i.e. assigning

specific strategies and targets for products in different stages.
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Management Discussion and Analysis

Sales Performance

With the aforementioned strategies, along with the Group’s solid foundation in
the cardio-cerebral vascular (“CCV”) prescription drug and hospital market in
China, Sihuan Pharmaceutical combated the unfavorable policies and minimized

their impacts.

The Group recorded revenue of approximately RMB2,745.8 million in 2017,
representing a year-on-year decrease of 13.8%. Profit attributable to owners of
the Company was RMB1,448.9 million, representing a year-o