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ABOUT THIS REPORT

Beijing Chunlizhengda Medical Instruments Co., Ltd., founded in 1998, has been focusing on research and
development, production and sales of implantable orthopedic medical devices for 20 years. We are one of the
medical device enterprises that holds the most comprehensive registration certificates for joint prosthesis products in
China and the first enterprise in mainland China to obtain BIOLOX®delta ceramic joint prosthesis, covering both full-
ceramics and half-ceramics joint prosthesis.

Over the past 20 years, the Company is committed to fulfil corporate social responsibility while maintaining a healthy
and rapid development and serving orthopedic patients all over the world. This report is a consolidated summary
about the environmental, design and governance performance of the Company in the financial year 2017, which
is prepared in accordance with the related requirement of Appendix 27 “Environmental, Social and Governance
Reporting Guide” of the Rules Governing the Listing of Securities on the Stock Exchange of Hong Kong Limited and
has complied with the “comply or explain” provision set forth in the Guide.

ENVIRONMENT

1. Management of emissions and wastes

The Company attaches great importance to the management of emissions and wastes. We strictly comply
with the relevant laws and regulations, such as “Environmental Protection Law of the People’s Republic
of China” ({h#E AR HETBEIRER#EE)), “Water Pollution Prevention and Control Law of the People’s
Republic of China” ({FZE AR FLFEI/KTE587%)), “Detailed Rules for the Implementation of the Water
Pollution Prevention and Control Law of the People’s Republic of China” ({# A R A BT 2584
Fhe4Ha])), “Integrated Wastewater Discharge Standard” (((57k4&R & BEUIZ#E) ), “Atmospheric Pollution
Prevention and Control Law of the People’s Republic of China (new)” ({FF# A R £ FE KRS L5487
(#7))), “Law of the People’s Republic of China on the Prevention and Control of Environmental Pollution
by Solid Waste” ({2 AR HLFNE [E S EEY))5RIRIE[FAE)) by such doings: dust-proof treatment and
recycling system are set up to improve the working environment; professional waste recycling companies are
engaged to recycle hazardous wastes. We keep optimizing the management approaches of emissions and
wastes at institution level and specific implementation level.

The Company’s products are Class Il orthopedic implant products and Class | surgical tools while the
emissions and wastes incurred are mainly titanium production wastes, CoCrMo production wastes, water-
based cutting fluid, polyethylene wastes and hazardous wastes.

The Company has installed dust removal equipment in benchwork workshops, which could eliminate above
98% of dust, being higher than the national standard of environmental requirement such as Integrated
Emission Standard of Air Pollutants and the Hygienic Standard for the Design of Industrial Enterprises of
the People’s Republic of China. We have also entrusted a third-party inspection institution to conduct
environmental inspection on workshops and the result is above the standard.

We have entrusted Beijing Eco-island Science and Technology Co., Ltd. (It REREERIF AR & T A7)
to recycle the hazardous wastes produced from production and issued the Receipts of Hazardous Wastes
Transfer ({/EREEYERZEEE) ), which has enabled hazardous wastes produced from production to be
recycled effectively and reasonably. The Company has entered into waste recycling contracts with professional
firms to recycle 100% of harmless wastes including titanium production wastes, CoCrMo production wastes,
and polyethylene wastes.
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In 2017, 1.2 tons of titanium production wastes (per output value of RMB10,000 was 0.04kg); 0.8 tons of
CoCrMo production wastes (per output value of RMB10,000 was 0.0267kg); 2.952 tons of cutting fluid (per
output value of RMB10,000 was 0.0984kg); and 50kg of polyethylene wastes (per output value of RMB10,000
was 0.00167kg) were produced from production; 6 tons of harmless waste in total; and 0.924 tons of
hazardous waste were produced from production.

Greenhouse gases emission profile in 2017: carbon dioxide emissions for Scope 1 (energy direct emissions)
were 996.60 tons, carbon dioxide emissions for Scope 2 (energy indirect emissions) were 18.77 tons and
carbon dioxide emissions for Scope 3 (other indirect emissions) were 2.69 tons. The carbon dioxide emissions
per product of RMB10,000 were 0.0339 tons. Waste emissions include 0.001 tons of ammoniacal nitrogen
(NH3) and 0.095 tons of suspended solids (SS).

2. Water saving

Water is the source of life and the indispensable resources used in production and used domestically. The
Company always pays special attention to the water preservation and water saving as well as sewage
treatment, recycling and reuse. As for sewage treatment, the Company has established sewage treatment
stations, so that the standard of water used in production and used domestically discharged after filtration
and sedimentation can satisfy, and be even higher than, the national discharge standard. The Company hires
professionals to conduct maintenance on sewage treatment equipment per annum to ensure the quality of the
water treatment. The Company will pay continuous attention to these issues.

In 2017, 2,000 tons of sewage were produced and treated during production and 3,600 tons of water
resources were used (volume of water usage per output value of RMB10,000 was 0.12 tons).

3. Energy saving
The Company’s products are Class Il orthopedic implant products and Class | surgical tools and the raw
materials used are titanium alloy, CoCrMo alloy, polyethylene and stainless steel.

The Tongzhou Second Production Base of the Company has built up geothermal heat pump air-conditioning.
No water is consumed or polluted and no boiler, cooling tower and areas for piled up fuel waste is
required during the operation of geothermal heat pump unit, which achieves in effective energy saving and
environmental protection.

The Company built lots of solar power generation facilities during the construction of Daxing New Production
Base, which will result in effective power saving in the future.

In 2017, we used 13.23 tons of titanium alloy, 13.22 tons of CoCrMo alloy, 5.5 tons of polyethylene and 31.9
tons of stainless steel while 1.32 million kwh electricity was consumed.

In 2017, packaging materials used include 5.6 tons of carton box, 3.9 tons of product packaging box and 1.9
tons of plastic film; the packaging material consumption per product of RMB10,000 was 0.38kg.
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EMPLOYEE

Recruitment and promotion

The Company insists on the recruitment concept of “persons with both virtue and talent should be given
accelerated promotion; persons with virtue but no talent should be retained with training; persons with talent
but no virtue should be retained with revision on virtue; and persons with no virtue but with talent should
never be retained” (BfEE 7 - IRINER : ARES  BEEH  BAEE  BLEER  BRES  BRD
H) and recruits and trains its employees based on their virtue and ability. We strongly opposed discrimination
against employees for their nationality, race, sex, age, marriage, etc.. The Company recruits its employees
through diversified channel in order to give fair chance to each applicant. We emphasize the legal rights
of the employees and the employees are managed through contract. Our working hours comply with the
requirement of the laws and regulations while our holidays are in accordance with the national statutory
holidays. Employees that work for more than a year would have additional 5 days annual leave with pay.
The Company is concerned about the development of employees and thus there are numerous channels for
promotion, such as the technological path and the management path.

In 2017, the Company had a total of 460 employees, of which 454 employees were employed with labor
contract, while 6 employees were retained with service agreement. 329 employees were male and the other
131 employees were female. As employees aged 20-35 consists of 77%, Chunli Company is a young team
that full of passion and energy.

Health and safety
The Company adopts specific measures to ensure the health and work safety of employees while ensuring
the fairness in recruitment and a smooth promotion channel.

The Company adopts medical examination policy for both new employees and old employees. Newly
recruited employees are required to bring along medical examination report when they report to work. Welfare
medical examination card is issued to employee that work for more than a year to ensure employees’ medical
examination result and build personal health record.

In order to ensure employees’ health, the Company provides 3 daily meals on normal working days. The
3 meals are arranged by the administrative department which ensure employees’ nutritional balance. The
Company strictly supervises the procurement of food so that food unfit for health will not be procured. The
canteen has been equipped with a set of advanced range hood equipment and hires professional range hood
facility cleaner to conduct care and maintenance on range hood every two months, which eliminates the
pollution of fumes to the external environment.

The Company pays attention to employees’ sport activities and provides table tennis, basketball, badminton
sports ground and other facilities. The administrative department of the Company held interesting sports
competition every month to enrich the employees’ life and motivate employees to actively persist in sport
activities.
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We place great emphasis on our responsibility for safety. Production safety is the lifeline of the Company,
which we always hang on to. As a responsible medical instruments company, the Company communicates
with relevant departments on its responsibilities to ensure that safe and high standards are maintained during
production. The Company has signed the Safe Production Target Letter of Responsibility ({ % & 4 &= B 12
& £ & )), which stipulates the main steps and targets for safe production. All departments shall abide by
and implement the measures and activities stipulated in the Letter of Responsibility. The Company carries
out production safety inspection activities every month to investigate whether there is any safety risk in the
workplace. Based on the results of investigation, corrective and preventive recommendations will be passed
on to responsible departments within a pre-determined period of time for rectification. At the same time, in
order to protect the safety of the employee and enhance their self-help ability, fire safety trainings are held on
a half-yearly basis to train the team to achieve “safety development, prevention first” (Z &% & @ A & =).
The Company will continue to provide safety funds annually for the upgrade of protective equipment and the
maintenance of safety and protective facilities.

In order to reduce the rate of accidents, the Company has implemented a safety management system and
formulated a safety manual, which covers various aspects including the duties and responsibilities of each
department, organizations, trainings, inspection system, special equipment management, fire safety facilities
management and hazardous substances management, as well as a set of contingency plans such as fire
safety production, environmental protection, food poisoning, fights and electric shock. The Company has also
established a contingency team for the immediate and effective control and treatment of emergency cases. In
2017, the Company was awarded the “Work Safety Standardization Certificate”({ % 4= A4 FEfEHE( L ZEE)).

The Company has conducted layout planning and alteration on the overall fire facilities. The fire facilities and
equipment are divided into different areas and managed separately. According to the principle of “who is
in charge, who bears the responsibility” (#f£& - # & &), the Company ensures that the fire facilities and
equipment will be in good standby condition at all time. Regular fire equipment inspection is conducted by the
professionals on a yearly basis to ensure that they will be in a good standby condition.

In order to improve the working environment, the Company inputs significant manpower, materials and
financial resources to grow different kinds of plants such as magnolia, chrysanthemum, boxwood and

bamboo in the Company to purify air while concrete flooring is used in other areas to eliminate dust.

In 2017, neither the Company encountered any employees’ death and work injury in relation to work, nor did
any losses in working days due to employees’ work injury and death.
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Development and training

The Company insists on the principle of corporate culture development of “make the factory our home and
be proud of it so as to build a harmonious development between corporate and employees” AR AZK + AR
BEE - S T MiEER). The Company pays special attention to employees’ development and provides
sufficient opportunities of internal and external training. The Company strongly believes that development of
talent is the fundamentals of the development of the Company.

The Company has provided multiple development paths for the development of the employees, such as the
technological development path and management development path and has established the employment
qualification management system. The Company has also enhanced the ability of the employees through
continuous internal training within the Company and external training. As for the newly recruited employees,
the Company conducts corporate culture training to help the employees to understand the corporate culture
and organizational structure of the Company, its main products, Company’s value, concept and quality
principle and also the Company’s systems related to attendance and office environment management, etc..
Targeting employees with demands for different professional skills, the trainings are conducted in different
approaches and channels. For example, the skill training provided to new workshop employees adopts a
“one-to-one teaching” mode to ensure the learning efficiency and quality of the newly recruited employees.

In 2017, among those employees who received training, 71% of them were male and the average training
hours were 55 hours while 29% of them were female and the average training hours were 45 hours. 100%
of senior management received training and the average training hours were 66 hours, 98% of middle level
management received training and the average training hours were 38 hours, 96% of basic-rank employees
received training and the average training hours were 30 hours.

Employee care

The Company persists in the principle of corporate culture development of “a harmonious development
between corporate and employees” (B3 818 T MGEE/E). We pay attention to the physical and mental
health of the employees and build a healthy, safe and comfortable working environment so as to practically
fulfil its duty of employee care.

The Company insists on holding monthly birthday party for employees during their birthday month to give
the employees the feeling of home. Hostel is provided to employees who are in need. The newly constructed
Daxing New Production Base is equipped with enough number of hostel to ensure the living environment of
the employees.

Labor Standards

The Company has been paying attention to the prohibition of child labor and mandatory labor consistently. We
strictly adhere to “Labor Law of the People’s Republic of China” (A2 AR KB4 &)%), “Labor Contract
Law of the People’s Republic of China” ((#F#E AR EFE &) 4 [FJE)), and “Provisions on the Prohibition
of Using Child Labor” (ZEIEFAZE T ) by the State Council. We also understand laws and regulations
such as “Measures for Lump-sum Compensation to the Disabled or Deceased Employees of Entities Involving
llegal Employment” (3B TEA BT A B — X MEEEHHE)) formulated by Ministry of Human Resources
and Social Security. The measures set out “Overtime/Compensatory Leave Management Measures” ({ i 31
[FAREIRPEE)). The Labor Contract specifies the prohibition against the use of child labor and sets out the
time, protection and conditions of labor, etc.
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Product responsibility

The Company’s products are Class Il orthopedic implant and Class | and Class |l surgical tools, which are
closely linked with patients’ health. The Company persists in the quality principle of “as if it is for self-use and
keep innovating” (fR 402 A3 « TNETRIFT) and strictly complies with laws and regulations such as “Regulation
on the Supervision and Administration of Medical Devices” ({ E2/& 22 EX & & 1 1571)), “Good Manufacturing
Practice Rules for Medical Devices” ({ & & g3 i AL = & £ & 12 3 €0 )), “Measures for the Administration of
Medical Device Recalls” ({ £ & 22 # & B & 12 #% /% ). We have built a comprehensive quality management
system and corresponding procedures and systems, we have also passed the GMP and obtained the
1ISO13485 certification.

In order to ensure that quality control is implemented on raw materials procured/products externally procured
in the aspects of product intake, process, inspection and release of final products and product recall and to
safeguard the adequacy and effectiveness of quality inspection process, the “Procedure for Product Quality
Control”(E & & B ¥ %1 72 ) is formulated. Quality inspection process is divided into inspection of product
intake, process inspection, final product inspection and product recall inspection process. In order to satisfy
the requirement of the China Food and Drug Administration on the monitoring of adverse events, product
recall and release of advisory notice and control the PRC listed products of the Company in the activities
such as monitoring adverse events, product recall and release of advisory notice, the “Procedure for CE
Alert System, Adverse Events, Product Recall and Release of Advisory Notice” ({CEZ #, X 4 - F R =
" ERBLONEEMERMBEMGIZF)) is formulated. According to the procedure, the quality management
department is responsible for filing in the “Report of Medical Device Recall Events” (28 & 82 # & @ =
i & & ) for the recalled products while departments such as market department, sales department and
international department would release the information of product recall to relevant customers and report to
the competent drug regulatory department. The quality management department is responsible for tracking
the implementation of product recall and ensure that all products that required to be recalled are reasonably
disposed. In order to achieve identification, verification and protection on orthopedic property controlled or used
by the Company, the Company formulates the “Procedure for Orthopedic Property Control” (B} 7 122 1 12
).

The Company insists on the strategy of innovative research and development and establishes the operational
concept of “relying on employees to manage the corporate, relying on technology to enhance ability, relying
on quality to win customer, relying on innovation to promote development” (58 TE R SRIFIRES
BB FEERBEF  SAFREZR). In 2017, we had applied for the registration of several innovative
medical devices successively, two of which received approval document from National Center for Medical
Device Evaluation (Bl 5 /& & & 2= # 2 & # /) and examined in accordance with the “Special Approval
Procedure for Innovative Medical Devices (for Trial Implementation)” (&ll37 28 & 2248 5 B 2 #L 12 FF (3417)). The
customized and personalized pelvic prosthesis, which was jointly developed by the Company and several
top oncology experts in China, is awarded “First Prize of Chinese Medical Science and Technology Award
in 2013” (2013F AR EEERIF—2% %) and “Second Prize of State Science and Technology Improvement
Award in 2014” (20144 B 5 RIHE2 Rl 25 48 — % 48) successively. In order to protect the intellectual property
of the Company’s products, according to the “Patent law of the People’s Republic of China” (# 2 A R 1
B =A% )), the Company currently has 35 authorized patents, 16 of which are invention patents and 19 of
which are utility model patents.

In 2017, no complaint was received by the Company.

ENVIRONMENTAL, SOCIAL AND GOVERNANCE REPORT 2017 Beijing Chunlizhengda Medical Instruments Co., Ltd. 7



ENVIRONMENTAL, SOCIAL AND
GOVERNANCE REPORT (ESG)

5.

2. Supply chain management
In order to ensure that the material procured are up to our requirement, and that we can control the
procurement process and suppliers, the Company establishes the “Procedure for Procurement Control” (Bi&
1 HIR2 7) in accordance with relevant laws and regulations. This procedure is applicable to the procurement
of material that the Company needed for producing products and control on outsourced sterilization as well
as the raw materials that the Company needed and the selection, assessment and control on suppliers of
supplementary production materials.

The Company manages its materials by dividing them into Class A, B and C according to their level of impact
on the quality of the finished products. Class A is materials with high risk (raw material for implant), class B
is materials with moderate risk (raw material for device) and class C is materials with low risk (neither implant
into human body, nor in contact with patients). If on-site examination is necessary for class A materials,
the procurement department will organize on-site examinations for the suppliers and fill in the “supplier
investigation form” (£ 75§82 %). The procurement department will organize various departments to conduct
examination and complete the “supplier assessment form” (75 5H{&3K) and the qualified suppliers would
be enlisted in the “qualified supplier list” (& #7544 &), which is subjected to reassessment annually. The
suppliers for Class B materials will be enlisted in the “qualified supplier list-Class B” upon recommendation
by the procurement department after approval of factory director and dynamic tracking and control would be
conducted. Class C is recommended by procurement staff and will be enlisted in “qualified supplier list-Class
C” after approval of the manager of procurement department and dynamic tracking and control would be
conducted. Monitoring department conducts strict examination and daily supervision on whole process such as
all design development, production process and quality control.

3. Anti-corruption
The Company requires all of its employees to conduct their work in accordance with the “Prevention of Bribery
Ordinance” B 1 BBEE{&41)) of Hong Kong and the “Criminal Law of the People’s Republic of China” ({Fh
ARFEFBEIALE)). The entry training of new employees of the Company and the “Staff Handbook” (& TF
fifh) expressly provided that all employees of the Company should comply with the anti-corruption requirement
and set out the penalty for non-compliance.

In 2017, the Company had no corruption ligitation cases.
INVESTMENT IN SOCIETY

The Company is fully aware of the importance of joint development between the Company and the community. We
integrate social contribution into corporate development. In the past, the Company has been initiating proactive
collaborations with various charity groups by donations of different approaches (such as donations to The Community
Chest (B Az %), China Health Promotion Foundation ({ Blf# {2 #EE & ®), etc) and is proud of our effort in
paying back the society.

Since August 2009, the Company and China Charity Federation have been joining hands in a key medical project, the
“Chunli Sunshine Plan (FiZ[% ¥ 5T&l)”. Chunli Medical donates joint prosthesis products of RMB1 million to China
Charity Federation per annum, providing free internal fixation material needed in joint prosthesis replacement surgery
to poor patients with serious joint disease. For the past decade, the charitable project of Chunli Sunshine Plan had
become partners with more than 50 project designated hospitals in 18 provinces, cities and special administrative
regions in China. The aiding program successfully implemented more than 500 joint prosthesis replacement surgeries,
which helped patients to relief pain and medical burden and received good social feedback.
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